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CHAPTER19
Managerial quality and 

performance

Define organisational control and explain why it is a key management 
function

Explain the four steps in the feedback control process and the benefits of 
using the balanced scorecard to track the organisation’s performance and 
control

Explain the methods of budgetary control for planning and tracking all 
money flows and supporting good managerial decisions

Discuss the use of financial statements, financial analysis and budgeting as 
management controls

Recognise the changing philosophy of control: contrast the hierarchical and 
decentralised methods of control and identify the benefits of open-book 
management

Describe the concept of total quality management (TQM) and major  TQM 
techniques, such as quality circles, benchmarking, Six Sigma principles, 
quality partnering and continuous improvement

Identify current trends in quality and financial control, including ISO 9000 
and electronic monitoring, and discuss their impact on organisations

Identify the qualities of effective control systems



Improvement attitude
New manager 
self-assessment



THE MEANING OF CONTROL

• Refers to the systematic process through which managers regulate 

organisational activities to make them consistent with expectations 

established in plans, targets and standards of performance

• Organisations need to ensure their financial and operational systems are 

well under control

• Standards, measurements and metrics are needed to monitor and control 

the organisation effectively 

• Quality and safety

Objective 

19.1



FEEDBACK CONTROL MODEL

• Control that focuses on the organisation’s outputs

• Also called post-action or output control

• Involves several steps



STEPS OF FEEDBACK CONTROL

Four key steps:

• Establish standards of performance

– standards relate to strategic goals

• Measure actual performance

• Compare performance to standards

• Take corrective action



FEEDBACK CONTROL MODEL

• Monitoring and regulating an organisation’s activities and using feedback 

• Determine whether performance meets established standards

• Better control is strongly correlated with better organisational productivity 

and performance 

Objective 

19.2

four key 
steps

establish 
standards

measure 
performance

compare 
performance 
to standards 

make 
corrections 



FEEDBACK CONTROL MODEL



THE BALANCED SCORECARD
• Is a management control system 

that balances traditional financial 

measures with operational 

measures relating to a company’s 

critical success factors

• A comprehensive management 

control system 

financial 
performance

customer 
service

internal

business
processes

capacity for 
learning and 

growth

four major perspectives



THE 

BALANCED 

SCORECARD



BUDGETARY CONTROL

• All organisations need to prepare financial budgets

• Budgets detail the financial expectations of the organisation over the next 

12 months

• Commonly used:

– expense budget

– revenue budget

– cash budget

– capital budget

– zero-based budget (contd.)

Objective 

19.3

budgetary control

• Setting specific financial plans 
in place, then managing in 
real time to achieve those 
plans, carefully attending to 
variations between plans and 
‘actuals’

responsibility centre

• An organisational unit under 
the supervision of a single 
person who is responsible for 
its activity



BUDGETARY CONTROL (CONTD.)

Expense 
Budget

•Outlines the 
anticipated 
and actual 
expenses for a 
responsibility 
centre

Revenue 
budget

• Identifies the 
forecasted 
and actual 
revenues

Cash budget

•Estimates and 
reports cash 
flows on a 
daily or 
weekly basis

Capital budget

•Plans and 
reports 
investments in 
major assets 
to be 
depreciated 
over several 
years

Zero-based 
budget

•Requires a 
complete 
justification 
for every line 
item in a 
budget



BUDGETARY CONTROL (CONTD.)
• Budgeting is an important part of organisational planning and decision 

making

• Top-down budgeting

– a budgeting process in which middle- and lower-level managers set 

departmental budget targets in accordance with overall organisation 

revenues and expenditures specified by top management

• Bottom-up

– Process whereby lower-level managers budget their departments’ 

resource needs and pass them up to top management for approval

– More empowering



FINANCIAL CONTROL

• Financial statements provide the basic information used for financial 

control

• Two major financial statements:

• The balance sheet

– shows the firm’s financial position with respect to assets and liabilities 

at a specific point in time

• Income statement

– summarises the firm’s financial performance for a given time interval

– also called a profit-and-loss statement

Objective 

19.4



FINANCIAL ANALYSIS

• A manager needs to be able to interpret and evaluate financial reports

• Most financial analysis focus on ratios

– showing relationships between performance indicators such as profits 

and assets, sales and inventory

• Most common types:

– liquidity ratios

– activity ratios

– probability ratios

– leverage ratios (contd.)



BALANCE 

SHEET



INCOME 

STATEMENT



FINANCIAL ANALYSIS: 

INTERPRETING THE NUMBERS

Liquidity ratio

• Indicates 
organisation’s 
ability to meet its 
current debt 
obligations 
(assets/liabilities)

Activity ratio

• Measures 
internal 
performance of 
key activities 
(total 
sales/average 
inventory) 
(contd.)

Profitability ratio

•Describes the 
firm’s profits in 
terms of a source 
of profits

• Sales or total 
assets

Leverage ratio

• Funding activities 
with borrowed 
money



THE CHANGING PHILOSOPHY OF 

CONTROL
• Managers are adopting a decentralised rather 

than a hierarchical control process

• Based on different philosophies of corporate 

culture

• Most organisations have both hierarchical 

and decentralised control

• Emphasis on one or the other type depends 

on:

– organisational culture

– managers’ beliefs about control

Objective 

19.5

hierarchical control

• The use of rules, 
policies, hierarchy of 
authority, reward 
systems and other 
formal devices to 
influence employee 
behaviour and assess 
performance

decentralised control

• The use of 
organisational 
culture, group norms 
and a focus on goals, 
rather than rules and 
procedures, to foster 
compliance with 
organisational goals



HIERARCHICAL AND

DECENTRALISED

METHODS OF 

CONTROL



OPEN-BOOK MANAGEMENT

• Sharing financial information and results with all employees in the 

organisation

• A decentralised control system

• Goal is to get every employee thinking and acting like a business owner

• Not always favoured in some countries:

– prevailing attitudes around secrecy and confidentiality



TOTAL QUALITY MANAGEMENT

• Refers to organisation-wide effort to infuse quality into every activity in a 

company through continuous improvement

• Techniques include:

– quality circles

– benchmarking

– Six Sigma (contd.)

Objective 

19.6

total quality management (TQM)

• A concept that focuses on managing the 
total organisation to deliver quality to 
customers. Four significant elements of 
this are employee involvement, focus on 
the customer, benchmarking and 
continuous improvement



TQM TECHNIQUES

Quality circles

• Group of six to 
12 volunteer 
employees meet 
regularly to 
discuss and solve 
problems 
affecting the 
quality of their 
work

Benchmarking

• Continuous 
process of 
measuring 
products, 
services and 
practices against 
major 
competitors or 
industry leaders 

Six Sigma

• A quality control 
approach that 
emphasises a 
relentless 
pursuit of higher 
quality and 
lower costs

Quality partnering

• A quality control 
approach that 
involves 
assigning 
dedicated 
personnel within 
a particular 
functional area 
of the business

Continuous 
improvement

• The 
implementation 
of a large 
number of small, 
incremental 
improvements in 
all areas of the 
organisation on 
a continuing 
basis



THE QUALITY CIRCLE PROCESS



THE IMPORTANCE OF QUALITY 

IMPROVEMENT PROGRAMS



TQM SUCCESS FACTORS



TRENDS IN QUALITY AND 

FINANCIAL CONTROL
• International quality standards

– a universal benchmark for quality management practices

– ISO 9000

• sets uniform guidelines for processes to ensure products conform 
to requirements and for evaluating and comparing companies on 
a global basis

• Electronic monitoring

– use of remote sensors and GPS devices to computers for analysis

– employee reactions to electronic monitoring are often negative

Objective 

19.7



QUALITIES OF EFFECTIVE 

CONTROL SYSTEMS
• Effective controls help managers respond to unforeseen

developments and achieve strategic plans

• Failure can lead to organisation’s demise

Objective 

19.8



QUALITIES OF EFFECTIVE 

CONTROL SYSTEMS

Linkage to 
strategy

Understandable 
measures

Acceptance by 
employees

Balance of 
objective and 

subjective data

Accuracy

Flexibility Timeliness

Support of action



SUSTAINABLE DEVELOPMENT AND 

MANAGEMENT CONTROL
• Sustainability needs to be built into system

• Focus on:

– environmental

– financial

– social outcomes

• Must be :

– well planned

– well resourced and

– well controlled



CHAPTER 19 – BRIEF SUMMARY
19.1 Organisational control is the systematic process through which managers regulate activities to meet planned goals and standards of performance.

19.2 Feedback control provides valuable performance information that can be used to make effective decisions and improve processes

19.3 Budgetary control is one of the most commonly used forms of managerial control. It is the process of setting targets for an organisation’s 
expenditures, monitoring results and comparing them to the budget, and making changes as needed.

19.4 Financial statements provide the basic information used for financial control of an organisation.

19.5 The philosophy of control has shifted to reflect changes in leadership methods.

19.6 Total quality management (TQM) is an organisation-wide effort to infuse quality into every activity in a company through continuous improvement.

19.7 As global business expands, many companies have adopted a universal benchmark for quality management practices, including ISO 9000 standards, 
which represent an international consensus of what constitutes effective quality management as outlined by the International Organization for 
Standardization (ISO).

19.8 Some key qualities of an effective control system are linking strategy, understandable measures, having accurate timely data that supports 
decisions and action, yet being flexible as needed so that controls will be reasonable and accepted by employees.
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