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3.5 EVALUATION & CONTROL

· The control process ensures that the company is achieving what it set out to accomplish.  It compares performance with desired results and provides the feedback necessary for management to evaluate results and take corrective action as needed.
· The process can be viewed as a five step feedback model:
1. Determine what to measure: Results must be measurable in a reasonably objective consistent manner.  Measurements must be found for all-important areas regardless of difficulty.
2. Establish standards of performance: Standards used to measure performance are detailed expressions of strategic objectives.  (measurable)
3. Measure actual performance: Measurements must be made at predetermined time.
4. Compare actual performance with standard: If the actual results are within the desired tolerance range, the measurement process stops here.
5. Take corrective action: If the actual results fall outside the desired tolerance range, action must be taken to correct the deviation.  The following must be determined: (i) Is the deviation only a chance fluctuation? (ii) Are the processes being carried out incorrectly? (iii) Are the processes appropriate to the achievement of the desired standard?
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Evaluation and control in strategic management

· The strategic management model at the beginning show evaluation and control information being fed back and assimilated into the entire management process.

· Evaluation and control information must be relevant to what is being monitored.  Evaluation and control isn’t an easy process.

· Strategic control deals with the basic strategic direction of the corporation in terms of its relationship with its environment.

· Tactic control, in contrast, deals primarily with carrying out the strategic plan.

· Operational control deals with near term (considering today to six months)  corporate activities and focuses on what might be going on now to achieve near to long success.   

Measuring performance  

· The measure to be used to access performance depends on the organisational unit to be appraised and the objectives to be achieved.
· Some measures, such as return on investment (ROI), are appropriately for evaluating the corporations’ division’s ability to achieve a profitability objective.  It is however only telling what happened AFTER the fact – not what is happening or what will happen.
· A firm therefore needs to develop measures that predict likely profitability.
· Steering or feed forward controls will measure variables that influence future profitability.
· Behaviour controls specify HOW something is to be done through policies, rules, standard operating procedures and orders from a superior.
· Output controls specify WHAT is to be accomplished by focusing on the end result of the behaviours through the use of objectives and performance targets or milestones.
· Generally, output measures serve the control needs of the corporation as a whole, whereas behaviour measures serve the individual manager.
Measures of corporate performance:    

· The most commonly used measure of corporate performance (in terms of profits) is ROI.  It is simply the result of dividing net income before taxes by total assets.
· There are certain advantages of using ROI as a measure of corporate performance, namely:
1. ROI is a single comprehensive figure influenced by everything that happens.
2. It measures HOW well the division manager uses the property of the company to generate profits.
3. It common denominator that can be compared with many entities.
4. It provides an incentive to use existing assets efficiently.
5. It provides an incentive to acquire new assets only when doing so would increase the return.
· Some limitations of using ROI:
1. ROI is very sensitive to depreciation policy.  Depreciation write off variations between divisions affect ROI performance.  Accelerated depreciation techniques increase ROI, conflicting with capital budgeting discounted cash flow analysis.

2. ROI is sensitive to book value.  Older plants with more depreciated assets have relatively lower investment bases than newer plants.

3. The time span of concern here is short range.  The performance of division mangers should be measured in the long run.  This top management’s time span capacity.

4. The business cycle strongly affects ROI performance, often despite managerial performance.

Evaluation of top management   

· A board of directors may evaluate the job performance of the CEO and the top management team.  The board should evaluate top management not only on typical output oriented quantities measures, but also on behavioural measures, factors relating to its strategic management practises.
· Management audits have been developed to evaluate activities such as corporate social responsibility, functional areas such as the marketing department and divisions such as the international division and the corporation itself in a strategic audit.  

Measures of divisional and functional performance

· If a company can be isolated in specific functional areas (SBU’s), such as R&D, the corporation may develop responsibility centres.
· It may use typical functional measures such as market share and sales per employee (marketing), unit costs and percentage of defects (operations), percentage of sales from new products and number of patents (R&D), and turnover and job satisfaction (HRM).
· Top management probably will require periodic statistical reports that summarise data key factors, such as the number of new customer contracts, volume received orders and productivity among others.
Responsibility centres 

· Budgets typically are used to control the financial indicators of performance in conjunction with responsibility centres.
· A responsibility centre is a unit that can be evaluated separately from the rest of the corporation.
· There are five major types of responsibility centres:
1. Standard cost centre

2. Revenue centres

3. Expense centres

4. Profit centres

5. Investment centres

Benchmarking

· It is the continual process of measuring products, services and practises against the toughest competitors or those companies recognise as industry leaders.
· The bench marking process usually involves the following steps:
1. Identify the area or process to be examined.
2. Find behavioural and output measures of the process and obtain measurements.
3. Select an accessible set of competitors and best in class companies against which to benchmark.
4. Calculate the differences among the company’s performance measurements and those of the best in class company.  Determine WHY the differences exist.
5. Develop tactical programs for closing performance gaps.
6. Implement the programs, measure the results and compare the results with those of the best in class company.
Strategic information systems

· Before performance measures can have any impact on strategic management, they must first be communicated to the people responsible for formulating and implementing strategic plans.
· Strategic information systems – computer based or manual, formal or informal can perform this function to serve the information needs of top management.
· Critical success factors (SF’s) are the things that MUST go well to ensure a corporate success.  The CSF’s should be:

1. Important to achieving overall corporate goals and objectives.

2. Measurable and controllable by the organisation to which they apply.

3. Relatively few in number - not everything can be critical.

4. Expressed as things that must be done.

5. Applicable to all companies in the industry with similar objectives and strategies.

6. Hierarchical in nature – some CSF’s will pertain to the overall corporation, whereas others will be more narrowly focused, say in one functional area.

Problems in measuring performance 

· Performance measuring is crucial to evaluation and control.  Without objective and timely measurements, making operational, let alone strategic, decisions would be extremely difficult.
· The very act of monitoring and measuring performance may cause effects that interfere with overall corporate performance.
Short-term orientation

· Researchers report that in many situations top management do not analyse either the long term implications or present operations on strategy they have adopted or the operational impact of a strategy on the corporate mission.
· The long run evaluations are NOT conducted because executives:
1. May not realise their importance.
2. May believe that the short run considerations are more important than long run considerations.
3. May not be personally evaluated on a long run basis
4. May not have time to make a long run analysis.
Goal displacement 

· Goal displacement is the confusion of means with ends and occurs when activities originally intended to help mangers attain corporate objectives become ends in themselves – or are adopted to meet ends than those for which they were intended.
Guidelines for proper control

· In designing a control system, top management needs to remember that controls should follow strategy.  The following guidelines are important to follow:
1. Controls should involve only the minimum amount of information.
2. Controls should monitor only meaningful activities and results, regardless of measurement difficulty.
3. Controls should be timely so that corrective action can be taken before it is too late.
4. Controls should be long term as well as short term.
5. Controls should pinpoint exceptions, with only those activities or results that fall outside a predetermined tolerance range being identified for attention.
6. Controls should be used to reward meeting or exceeding standards rather than to punish failure to meet standards.
Strategic incentive management

· Top management and the board of directors should develop an incentive program that rewards desired performance.
· Research confirms the conventional wisdom that, when pay is tied to performance, it motivates higher productivity, and strongly affects both absenteeism and work quality.
· Various types of incentives for executives that range from stock options to cash bonuses have been developed by corporations.
· Unfortunately, research consistently reveals that CEO compensation is related more to the size of the corporation than to the size of its profits.
· Incentive plans should be linked in some way to corporate and divisional strategy.   
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