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Series 1: Budgeting, Standard Costing, and Variance Analysis

Part 1.1: Budgeting fundamentals and techniques
Sub-Part 1.1.1: Definition, purpose, and types of budgets
Sub-Part 1.1.2: Forecasting, master and subsidiary budgets
Sub-Part 1.1.3: Cash budgets and flexible budgets
Part 1.2: Standard costing
Sub-Part 1.2.1: Concept and objectives of standard costing
Sub-Part 1.2.2: Establishing standards for costs
Sub-Part 1.2.3: Role of standard costing in planning and control
Part 1.3: Variance analysis
Sub-Part 1.3.1: Types of variances (material, labour, overhead, sales)
Sub-Part 1.3.2: Calculation and interpretation of variances
Sub-Part 1.3.3: Managerial use of variance analysis for perfermance evaluation
Part 1.4: Integration of budgeting and variance analysis
Sub-Part 1.4.1: Linking budgets with standard-costing systems
Sub-Part 1.4.2: Using variance analysis to improve budgeting accuracy
Sub-Part 1.4.3: Case examples of integrated performance management

Introduction

Budgeting and cost controlare central to the success of any organisation. Managers must plan ahead, allocate
resources wisely, and monitor performance against expectations. Without effective budgeting and the ability to
measure deviations from planned costs, businesses risk inefficiency and poor decision making. This Series
introduces you tothe essential tools'of budgeting, standard costing, and variance analysis, which together form

the backbone of performance management in accounting.

The aimof this Seriesis to equip you with the knowledge and skills to prepare budgets, apply standard costing
techniques, and analyse variances in order to support planning, control, and performance evaluation.

We shall commence this Series by exploring the fundamentals of budgeting, including its definition, purpose, and
the different types such as master, subsidiary, cash, and flexible budgets. Next, we will move on to standard
costing, examining its objectives, how standards are established, and its role in planning and control. Following
that, we will study variance analysis, focusing on the types of variances, their calculation, and interpretation for
managerial use. Finally, we will conclude by integrating budgeting and variance analysis, showing how these tools
work together to improve accuracy and enhance performance management.
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Series Learning Outcomes

Upon completing this Series, you should be able to:

SLO 1.1 define the concept of budgeting and explain its purpose in organisational planning and control,

SLO 1.2 distinguish between different types of budgets including master, subsidiary, cash, and flexible budgets,
SLO 1.3 describe the objectives of standard costing and its role in performance management,

SLO 1.4 demonstrate how to establish cost standards within a standard costing system,

SLO 1.5 calculate and interpret variances such as material, labour, overhead, and sales variances,

SLO 1.6 analyse the managerial implications of variance analysis for evaluating performance, and

SLO 1.7 evaluate how budgeting and variance analysis can be integrated to improve accuracy and-enhance
organisational decision making.

## 1.1 Budgeting Fundamentals And Techniques

#### 1.1.1 Definition, purpose, and types of budgets

A **pudget** is a financial plan that estimates income and expenditure for a specific period, usually one year. It
serves as a guide for managers to allocate resources, monitor performance, and achieve organisational objectives.
The purpose of budgeting is to provide a framework for planning, controlling, and evaluating business activities.

There are several types of budgets:

- ¥*Master budget**: A comprehensive plan that consolidates all subsidiary budgets'into one overall financial
plan.

- ¥*Subsidiary budgets**: Detailed budgets for specific areas such as sales, production, or purchasing.

- *¥*Cash budget**: A plan that estimates cash_inflows and outflows to ensure liquidity.

- **Flexible budget**: A budget that adjusts according to changes in activity levels, making it useful for
performance evaluation.

[Insert Figure here]

Short description: Diagram showing types of budgets and their relationships.

Caption: Figure 1.1 Types of budgets in an organisation

Al prompt: "Generate a diagram showing master, subsidiary, cash, and flexible budgets with arrows indicating their
relationships."

Search string: "types of budgets diagram management accounting OER"

Fill in the blank: A budget adjusts according to changes in activity levels.

### 1.1.2 Forecasting, master and subsidiary budgets

**Forecasting®* refers.topredicting future financial outcomes based on past data, trends, and assumptions. It is
the starting point for preparing budgets. The **master budget** integrates all subsidiary budgets, providing a
complete picture of the organisation’s financial plan. Subsidiary budgets include sales, production, materials,
labour, and overhead budgets, each focusing on a specific operational area.

-

o)
LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Subsidary Budgets: Key Focus Areas

Management Accounting - Planning & Control

Subsidiary Budget ‘ Focus Area ‘ Key Components
Sales Budget Revenue Generation Sales, Revenue Forecast
Productget Sales Volume, Opening & Sales Volume (Units, Finished

Closing Goods Inventory Goods Invercast
Proluction Usage/Purchase Openiing Price, Raw Materials
Budget Inventory
Materials Usage/Purchase Production Needs Management
Budget
Manufacturing Overthead Worfforce Planning Labour Rate Ret
Ovebrhead Raw Materials Inventory
Manufacturing Ovebhead Production Volume, Labour Hour | Variable OH (e.g,, Indirect Materials)
Budget Hours Per Unit Fixed OH (e.g, Rent, Depessation)
Selling & Admin Budget Sales Conmissions, Sales Receipts, Advarising,
Budget Advertising Rent, Utlities
Cash Budget Liquility Management Operating Payments,

Activities Activities

Key Point: These budgets feedo tho Master Budget, ensuring coordinated financial

planning.

Q Note: Simplified example, follows accrual basis, varies by company
OER

Caption: Table 1.1 Examples of subsidiary budgets
Short description: A-table listing. common subsidiary budgets and their focus areas.

Fill in the blank: The budget integrates all subsidiary budgets into one overall plan.

#### 1.1.3 Cash budgets and flexible budgets

A **cash budget** is a plan that estimates cash receipts and payments over a period, ensuring that the
organisation maintains adequate liquidity. It helps managers anticipate cash shortages or surpluses and plan
financing or investment accordingly.

A flexible budget is designed to change with variations in activity levels. Unlike a fixed budget, it provides a more
realistic basis for performance evaluation because it accounts for actual operating conditions.

-
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Key Features of Cash & Flexible Budgets

Management Accounting: Financial Planning Tools

1. Cash Budget 2. Flexible Budget

Purpose: Purpose:
* Forecasts Forecasts cash inllows on offlows * Adjusts budegted costs for
ovews em a specific period (e..g, different levels of activity or
month, quarter). volume Batd: Prepared for a deined future

activity.
* Key Features:

¢ Liquidity Management: Focuss on managing
to avoid shortags/surplises.
Details expected c ash saless cash sales,

debtors, payments for expenses
expenses, creidors, etc.

Flexible Budget

¢ Adjusts budgeted beveen fixed of activity or
volume.

Activible-Costs: Provides budget figures for
Activity-Based: Usful for comparing actual

* Time-Bound: Prepared based for sein2 results to budegeed amounts at actual
a single level a expected activity. activity level achieved.
¢ Dynamic

* Dynamic: a changes of operating levels.

Key Point: Cash budgets manage liquidity; Flexible bugets adapt a activity level changes

changes for better cost control & performance analysis.

) OER Note: Simlified overview, follows
GPRN ESIGATHARL: RRSSURCE accrual basis, varies by company

Caption: Box 1.1 Features of cash and flexible budgets
Short description: A‘box summarising the key features of cash and flexible budgets.

Fill in the blank:'A budget helps managers anticipate cash shortages or surpluses.

HiHHH#HE Pilot questions 1.1

1. What is a budget and what purpose does it serve?

2. Name two types of budgets commonly used in organisations.

3. What is the role of forecasting in budgeting?

4. Which budget integrates all subsidiary budgets?

5. Why is a flexible budget considered more realistic than a fixed budget?
## 1.2 Standard Costing

### 1.2.1 Concept and objectives of standard costing
**Standard costing** is a system that assigns predetermined costs to products or services, based on expected
levels of efficiency and resource usage. These predetermined costs are called **standards**, and they serve as

-
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benchmarks against which actual performance is measured. The main objectives of standard costing are to aid
planning, facilitate cost control, and provide a basis for performance evaluation.

Standard Costing System

Cost Control & Performance Analysis Flow

1. Setting Standards

« Prederttmind costs for materials, labor
+ Based enginering & historical data

2. Recording Actual Costs
* Actual material price/usage
* Actual labor rates/hours

2. Recading Actual

* Actual material priioles/hours
Actuial overheads

3. Comparison & Variance 4. Variance Analysis & Reporting

Calculation * Investigate causes (favorable)
—>| - Identify responsibile departments
* Corrective actions

Variance = Actual Cost - Standard Cost

E.g., Material Price Variance,
Labor Efficiency Viariance

Standard costing provides a benchmark for cost cot control, highlights
inefficincicis, and supports inforrmed decision-making.

OER - OPEN EDUCATIONAL RESOURCE Note: Simplified overview, focuss of key ste|

Short description: Diagram showing the flow of standard costing from setting standards to comparing with actual
costs.
Caption: Figure 1.2 Concept of standard costing

Fill in the blank: Predetermined costs used as benchmarks in standard costing are called

### 1.2.2 Establishing standards for costs

Standards can be set for different cost elements such as materials, labour, and overheads. For example, a
**material standard** specifies the expected quantity and price of raw materials, while a **labour standard**
defines the expected time and wage rate for tasks. Overhead standards estimate indirect costs based on activity
levels.

-
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The process of establishing standards involves analysing past data, considering current conditions, and setting
realistic expectations. Standards should be challenging yet achievable, encouraging efficiency without discouraging
employees.

Types of Cost Standards: Definitions & Examples
Management Accounting - Cost Control & Benchbarking

ST |
Type of Standard Definition Example
1. Material Cost Standards Prederrmined for 5 kg of Material A @ $2.00/kg =
instecateria for one unit = $10.00 per unit
product.
Predetrmimen cost for Prederrmined labor time 2 hours of Skilled Labor
direct materials rate for direct labor @ $15.00/e: $00/hour
required for one unit required for przroduct. in atiit/hour = $10.00 punit
of product.
3. Variable Overhead Standards | Prederrmined rate for Calculated as: Variable OH Rate x
manufacturing overhead Standard Labor Hours.
in a activity driver. ($5.00/hour x 2 10.00 per unit)
4. Fixed Overherad lump-sum- Clalculained overls thoud br | Based of normal capacity. (Total
and absorption rate for fixed fixed Fixed IOH / Normal Units = Rate
manufacturing overrhead. starheat. per unit)

Key Point: Standards are benchnarks for measuring efficiency &

controling costs; variances highlight areas for improvement

I.-I - o E R Note: Simplfied example, follows acciual basis, rates may vary by company/industry
— -

OPEN EOUCATIONAL RESOURCE

Caption:Table 1.2 Types of cost standards
Short description: A table listing material, labour, and overhead standards with their definitions.

Fill in the blank: A labour standard defines the expected and wage rate for tasks.

### 1.2.3 Role of standard costing in planning and control

Standard costing plays a vital role in both planning and control. In planning, it helps managers estimate future
costs and set budgets. In control, it allows comparison between actual and standard costs, highlighting variances
that require corrective action.

-
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By identifying areas where performance deviates from expectations, managers can take steps to improve
efficiency, reduce waste, and enhance profitability. Standard costing also provides valuable information for
decision making, such as pricing and resource allocation.

Roles a Standard Costing:
Planning, Control & Decision-Making

Management Accounting - Enhancing Efficiency & Performance

1. Planning

¢ Cost Estimation: Provides perdermined costs for budgeting
e Budget Prepartion: Forms the basis for flexible & master budgets
e Benchmark Setting: Establishes targets for performance

2. Control

¢ Performance MeasurementCompares actual vs, standard costs
e Variance Analysis: Highlights infefiencies & areas needing attention
e Corrective Action: Guides management in addrsurable variances

3. Decision Making

¢ Pricing Strategies: Helps determine compettive prices
¢ Make or Buy Decisions: Evalutates internal production vs extchase costs
¢ Inventory Valuation: Provides a consistent method for valuing

stock

Key Point: Standard costing is vital tool for cost management,

efficiency improvement & strategic business choices.

- OPEN
OER EDUCATIONAL RESOURCE Note: Simplfied overview, consult specific accounting standards

Caption: Box 1.2 Roles of standard costing in planning and control
Short description: A box'summarising the roles of standard costing in planning, control, and decision making.

Fill in the blank: Standard costing allows comparison between actual and costs.

Pilot questions 1.2

1. What is standard costing and what are its objectives?

2. Name one type of cost standard and explain its purpose.

3. What factors should be considered when establishing standards?
4. How does standard costing assist in planning?

5. Why is standard costing useful for control purposes?

## 1.3 Variance Analysis

-
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### 1.3.1 Types of variances

A **variance** is the difference between a standard cost and the actual cost incurred. Variance analysis helps
managers identify whether costs are higher or lower than expected, and why. The main types of variances
include:

- ¥*Material variance**: The difference between the standard cost of materials and the actual cost.

- **Labour variance**: The difference between the standard labour cost and the actual labour cost.

- *¥*Qverhead variance: The difference between the standard overhead cost and the actual overhead cost.

- *¥*Sales variance**: The difference between the expected sales revenue and the actual revenue achieved.

Types o Cost Variances

Management Accounting - Performance Analysis

Standard Costs Actual Costs

(Expected) Comparison (Incurred)

Variance Analysis

Standard vs Actual /7 Standard vs Actual
Material Price/Quantity Labour Rate/Quantity

2. Labour Variances 4. Sales Variances

1. Material Variances

Standard vs Actual
* Rate Materiad « Price
* Efficiency Overshead/Activity

¢ Price

¢ Usage ¢ Volume

Standard vs Actual

2. Overhad Variances 4. Sales Variances / Sales Price/Quantity

 Variable OH ¢ Price
» Fixed OH  Volume

Key Point: Variances identify deviations from planned

performance, allowing of investigation & corrective action.

Note: Simplified overview, follows cost accousting principles

Short description: Diagram showing types of variances with arrows linking to material, labour, overhead, and
sales.
Caption: Figure 1.3 Types of variances in cost analysis

Fill in the blank: The difference between standard and actual labour costs is called variance.
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### 1.3.2 Calculation and interpretation of variances

Variance calculation involves subtracting the standard cost from the actual cost. A positive variance indicates costs
are higher than expected, while a negative variance shows costs are lower. For example, if the standard material
cost is £5 per unit and the actual cost is £6, the variance is £1 unfavourable.

Interpretation of variances requires managers to investigate the reasons behind them. Material variances may.
result from changes in price or usage, labour variances from efficiency or wage rate differences, and overhead
variances from changes in fixed or variable costs.

Cost Variance Calculations: Examples

Management Accounting - Measuring Performance Deviations

Type of Variance Calculation Formula Example Calcuation/Result

Material Price Variance (Actual Price - Standard Price) x Actual Quantity ($12 - $1,00 = Unfavrable

Material Price Variance | SP=$10/kg, AP=$12/kg, AQ=500kg ($12 - $10kg = Unfavable
Material Usage Variance | (Actual Quantity - Standard Quantity) x Standard ($000 = $10 = Unfavable
| Price |
Labour Rate Variance SQ=480kg, AQ500kg, - SP=10/kg ($22 = 20/hr = Unfavable

Labour Efficiency SR=20/hr - Starte x Actual Hours AH=AH=300hrs
SR=20/hr SH=280kg, AH=300kg - $10 = SH=300hrs ($6 = 300hrs = Unfavable

Variable Ovehhead Variance | (Actual Hours - Standard Hours) x Standard Rate ($6 = $/400 = Unfaurable

(Rate) - I [

Variable Ovehheead Variance | SH=280/hr, AH=300/kg Hours = SR=300hrs SH=5/30hr = Unfavrable
(Efficiency) |

SVR=5/hr 300hrs - 280kg - 200/acks) = $20 = SRavrable | ($5=$=100 = Unfavable

Key Point: Variances compare what “should have” happend to what actually”

happend, highliging areas for cost control and operational improvement.

v OER - OPEN EDUCATIONAL RESOURCE Note: Simpiified examples, follow cost acounting princples, calculations may vary

Caption: Table 1.3 Examples of variance calculations
Short description: A table showing examples of material, labour, and overhead variance calculations.

Fill'in the blank: A positive variance indicates costs are than expected.

### 1.3.3 Managerial use of variance analysis for performance evaluation

-
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Variance analysis is a powerful tool for performance evaluation. By identifying where actual costs differ from
standards, managers can pinpoint inefficiencies, investigate causes, and take corrective action. For example,
unfavourable labour variances may suggest poor training or low productivity, while favourable material variances
may indicate effective purchasing strategies.

Variance analysis also supports decision making by highlighting areas that require attention. It encourages
accountability, as managers are responsible for explaining variances in their departments.

Managerial Uses of Variance Analysis

Performance Evaluation & Decision Making

1. Performance Evaluation

» Highlights Efficiency/Infirienity: Identifas areas whers were higher
(favorable) than planned

* Assigns Responsbility: Links varinces to specfic (unforahe)
departments or individuals for accannability.

e Motivates & Corrects: Provides feedback for improvennt and
improwent helps set future targets

2. Decision Making

* Priource Allategies: Informs pricing by reveaing actual
labor, materials and ovoutn costs.

e Process Improvement: Pinmints operational bottmemks or
areas neeas neding needing needing corrective action (e.. training,
training, new equipment)

Key Point: Varalysis is a crucial tool for continuous improvment, enabling

managers to understand devitations, control costs, and make informed informed
strategic and operational decisions.

ﬂ O E R Note: Simplified overview, consult specific accounting standards and contexts
OPEN ELMCATIOIAL RESCURCE

Caption: Box 1.3 Managerial uses of variance analysis

Short description: A box summarising how variance analysis supports performance evaluation and decision
making.

Fill in'the blank: Variance analysis encourages , as managers must explain differences between actual
and standard costs.

Pilot questions 1.3
1. What is a variance in cost accounting?
2. Name two types of variances commonly analysed.

-
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3. How is a variance calculated?

4. What does a positive variance indicate?

5. Why is variance analysis useful for managers?

## 1.4 Integration Of Budgeting And Variance Analysis

#i## 1.4.1 Linking budgets with standard costing systems

Budgets provide a plan for expected income and expenditure, while **standard costing systems** set
predetermined costs for resources. When these two tools are linked, managers can compare actual results not
only against budgets but also against cost standards. This integration strengthens control by highlighting both
overall financial deviations and specific cost variances.

Integration of Budgets & Standard Costing
A Unified System for Planning & Control

Setting Budgets Setting Standard Costs

« Master Budget « Prederteminen Rates for Material,
« Subisidary Budgets (Sales, Production, otc,), Labor
Forecated Activity Level Labor, Overthead

4. Recording Actual Results
. (Costs & Activity)
| > 3. Production / »| . Actual Material Used/Paid
Operations « Actual Labor Hours/Rate
5. Calculating Flexible + Actual Overthead
Budgeted Costs Actual Units Produced
(at actual activity level)

Variance Analysis

+ Compares:
Compars: Actual Results vs
Flexible Budget/Standard Costs
|dentifies: Material, Labor, Overhead
Variances

7. Performance Evaluative Action

»| * Investigate Significant Variances
« Assign Responsbility
« Update Future Budgets/Standards

« Improve Operations

Key Point: Uniifies planning (budgets) with performance  Note: Simpiified overview, follows
OER - OPEN EDUCATIONAL RESOURCE (standard cost) to drive efficiency & control. management accounting principles.

Short description: Diagram showing integration of budgets and standard costing.
Caption: Figure 1.4 Linking budgets with standard costing systems

Fill in the blank: Budgets provide a plan for expected income and

-
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### 1.4.2 Using variance analysis to improve budgeting accuracy

Variance analysis identifies differences between actual and standard costs. By studying these variances, managers
can refine future budgets to make them more accurate. For example, if material costs consistently exceed
budgeted amounts, future budgets can be adjusted to reflect realistic prices. This feedback loop ensures that
budgets remain relevant and reliable.

Improving Budgeting Accuracy: The Variance Analysis

Feedback Loop

Management Accounting: Continous Learning & Adjustment

1. Variance Analysis: Generating Insights

e Compares: Actual vs. Standard/Budgeted Results
* |dentifies: Differences (favorable/unforatble)
* Analyzes: Root causes of deviations

2. Feedback Loop: Learning & Adapting
3. Improved Loop: Enhaned Accurarcy

* Informs: Why deviations occured (eg, unexpected price
changes, efficiency isues)

Adjusts: Operational plans & strategies

More Realistic: Budgets based actual performance intelligence

More Reliable: Better forecasting of revenues & costs

Key Point: Varianciis provides crucial feedback, creating a contrinuous loop that refines budgets,
enhances forecast reliabilty, and drives operational efficiency. a

Better Control: Prozctive managemet of future variances

/
OER OER - OPEN EDUCATIONAL RESOURCE Note: Simplfied overview, subject to specific accounting contexts.

Caption: Box 1.4 Variance analysis as a feedback tool
Short description: A box summarising how variance analysis improves budgeting accuracy.

Fillin the blank: Variance analysis helps managers refine future to make them more accurate.

#### 1.4.3 Case examples of integrated performance management

In practice, organisations use integrated budgeting and variance analysis to manage performance. For instance, a
manufacturing company may prepare a production budget based on standard costs, then compare actual results
with both the budget and the standards. Variances are analysed to identify inefficiencies, and the findings are used
to adjust future budgets and improve operations.

-
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Integrated Budgeting & Variance Analysis: A Manufrin Example
Comparing Expected, Standard, & Actual Costs

Cost Item Original Budgeted Cost | Standard Cost (per unit Actual Cost Variance (Actual vs.
(Annual Plan) x Actual Units) Incurred Standard)
$480,000 (48,00is x $10) $15,000 (Unfaorable)
1. Direct Material $500,000 $495,000 $15,000 (Unfaorable)

(288,000 (48,00ts x 6)

2. Direct Labor $300,000 (48,000 units x 43) $290,000 $2,000 (Fznfaorable)

3. Variable Manufacturing Overhhead

4. Fixed Manufacturing Overthead $400,000 $4,000 (Favorable)
Total Manufacturing Cost $900,000
$1,050,000 $1,0120 (Uncus) $1,023,000 $11,000 (Unfaorable)

Key Point: Compares actual performance against a flexible budget based
standard costs, providing insights into efficiency & cost control.

Q’ﬂ 8UEI§I(;’&Z?ESDURCE Note: Simplfied example, assume 50,000 budgeted units and 48,000 actual units produc@

Caption: Table 1.4 Example of integrated budgeting and variance analysis
Short description:A table showing budgeted costs, standard costs, actual costs, and variances.

Fill in the blank: Organisations use integrated budgeting and variance analysis to manage

Pilot questions 1.4

1. How do budgets and standard costing systems complement each other?

2.Why is variance analysis important for improving budgeting accuracy?

3. Give one example of how variance analysis can refine future budgets.

4. What is the role of integrated budgeting and variance analysis in performance management?
5. In practice, what three sets of figures are compared in integrated performance management?

Series Summary

This Series has introduced you to the essential tools of budgeting, standard costing, and variance analysis, which
are central to planning, control, and performance management in organisations. We began by examining the

-
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fundamentals of budgeting, including its definition, purpose, and the different types such as master, subsidiary,
cash, and flexible budgets. We then explored standard costing, focusing on its concept, objectives, and the process
of establishing cost standards for materials, labour, and overheads. Following that, we studied variance analysis,
learning about the types of variances, how they are calculated, and their interpretation for managerial use. Finally,
we integrated budgeting and variance analysis, showing how these tools work together to improve accuracy and
enhance organisational decision making.

By completing this Series, you should now be able to define budgeting and explain its purpose (SLO 1.1),
distinguish between different types of budgets (SLO 1.2), describe the objectives of standard costing (SLO 1.3),
demonstrate how to establish cost standards (SLO 1.4), calculate and interpret variances (SLO 1.5);analyse their
managerial implications (SLO 1.6), and evaluate how budgeting and variance analysis can be integrated for
improved performance management (SLO 1.7). These outcomes provide you with a strong foundation for applying
performance management techniques in practical business contexts.

Glossary Of Terms — Series 1: Budgeting, Standard Costing, And Variance Analysis

**Budget**: A financial plan that estimates income and expenditure for a specific period, serving as a guide for
resource allocation and performance monitoring.

**Master budget**: A comprehensive financial plan that consolidates all subsidiary budgets into one overall
organisational plan.

**Subsidiary budgets**: Detailed budgets for specific areas such.as sales, production, materials, labour, or
overheads.

**Cash budget**: A plan that estimates cash inflows and outflows over a period, ensuring liquidity and financial
stability.

**Flexible budget**: A budget that adjusts according to changes in activity levels, providing a realistic basis for
performance evaluation.

**Forecasting®*: The process of predicting future financial outcomes based on past data, trends, and
assumptions.

**Standard costing®*::A system that.assigns predetermined costs to products or services, serving as benchmarks
for measuring actual performance.

**Standards™**: Predetermined costs for materials, labour, or overheads, used as benchmarks in standard costing.
**Material standard**: The expected quantity and price of raw materials required for production.

**Labour standard**: The expected time and wage rate for tasks performed by employees.

**QOverhead standard**: The estimated indirect costs allocated to production, based on activity levels.
**Variance**: The difference between a standard cost and the actual cost incurred.

**Material variance**: The difference between the standard and actual costs of materials.

**Labour variance**: The difference between the standard and actual labour costs.

-
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**Qverhead variance**: The difference between the standard and actual overhead costs.
**Sales variance**: The difference between expected sales revenue and actual revenue achieved.

**Variance analysis**: The process of calculating and interpreting variances to identify inefficiencies and improve
performance.

This glossary consolidates the essential terms introduced in **Series 1: Budgeting, Standard Costing, And Variance
Analysis**, making it easier for learners to revisit and reinforce key concepts.
#itH# Concept Check Questions 1 — Series 1: Budgeting, Standard Costing, And Variance Analysis

**Qbjective questions**
1. Which type of budget consolidates all subsidiary budgets into one overall plan? (Linked toSLO 1.2)

2. Predetermined costs used as benchmarks in standard costing are called . (Linked to SLO 1.3)

3. The difference between standard and actual costs is known as . (Linked to'SLO 1.5)

4. A budget that adjusts according to changes in activity levels is called a budget. (Linked to SLO 1.2)
5. A positive variance indicates that costs are than expected. (Linked to'SLO 1.5)

**Short-answer questions**

6. Define a budget and explain its purpose. (Linked to SLO 1.1)

7. State one objective of standard costing. (Linked to SLO 1.3)

8. Give one example of a cost standard and explain‘its focus. (Linked to'SLO 1.4)
9. Mention one managerial use of variance analysis. (Linked to SLO 1.6)

10. How does variance analysis improve budgeting accuracy? (Linked to SLO 1.7)

**Long-answer questions**

11. Analyse the differences between cash budgets and flexible budgets. (Linked to SLO 1.2)

12. Demonstrate how to calculate and interpret a material variance using a numerical example. (Linked to SLO
1.5)

13. Evaluate the role of standard costing in both planning and control. (Linked to SLO 1.3 and SLO 1.6)

14. Discuss how integrating budgeting with variance analysis enhances organisational decision making. (Linked to
SLO 1.7)

These Concept Check Questions provide learners with opportunities to test their knowledge of budgeting,
standard costing, and variance analysis, while reinforcing the Series Learning Outcomes.
#i## Answers To Pilot Questions 1 — Series 1: Budgeting, Standard Costing, And Variance Analysis

HitH##HE Answers to Pilot Questions 1.1

1. A budget is a financial plan that estimates income and expenditure, serving as a guide for resource allocation
and.performance monitoring.

2. Two types of budgets are the master budget and the cash budget.

3. Forecasting predicts future financial outcomes and serves as the starting point for preparing budgets.

4. The master budget integrates all subsidiary budgets into one overall plan.

5. A flexible budget is more realistic because it adjusts according to changes in activity levels.

HH#H##H#E Answers to Pilot Questions 1.2

-
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1. Standard costing is a system of assigning predetermined costs to products or services, with objectives such as
aiding planning, facilitating control, and evaluating performance.

2. A material standard specifies the expected quantity and price of raw materials.

3. Past data, current conditions, and realistic expectations should be considered when establishing standards.
4. Standard costing assists in planning by helping managers estimate future costs and set budgets.

5. It is useful for control purposes because it allows comparison between actual and standard costs, highlighting
variances.

HitH#H#H# Answers to Pilot Questions 1.3

1. Avariance is the difference between a standard cost and the actual cost incurred.

2. Two types of variances are material variance and labour variance.

3. Variance is calculated by subtracting the standard cost from the actual cost.

4. A positive variance indicates costs are higher than expected.

5. Variance analysis is useful because it helps managers identify inefficiencies, investigate causes, and.take
corrective action.

HiHHH#H Answers to Pilot Questions 1.4

1. Budgets and standard costing systems complement each other by providing both overall financial plans and
detailed cost benchmarks.

2. Variance analysis is important for improving budgeting accuracy becauseiit identifies differences between actual
and standard costs, which inform future budgets.

3. For example, if material costs consistently exceed budgeted amounts; future budgets can be adjusted to reflect
realistic prices.

4. Integrated budgeting and variance analysis enhance performance management by combining planning with
detailed cost control.

5. In practice, managers compare budgeted costs, standard costs, and actual costs in integrated performance
management.

#iHt# References And Attributions 1 — Series 1: Budgeting, Standard Costing, And Variance Analysis

Figures, Tables, and Boxes in this Series were either suggested as Al-generated placeholders or referenced from
open educational resources (OER). Where Al generation was proposed, the prompt and tool are noted.

**Figure 1.1 Types oflbudgets in'an organisation**

Al prompt: "Generate a diagram showing master, subsidiary, cash, and flexible budgets with arrows indicating their
relationships."

Suggested source search string: "types of budgets diagram management accounting OER"

**Table 1.1 Examples of subsidiary budgets**

Al prompt: "Generate a table listing subsidiary budgets such as sales, production, materials, labour, and overhead
with.their focus areas."

Suggested source search string: "subsidiary budgets examples management accounting OER"

**Box 1.1 Features of cash and flexible budgets**
Al‘prompt: "Create a text box summarising the features of cash and flexible budgets."
Suggested source search string: "cash budget flexible budget features OER"

**Figure 1.2 Concept of standard costing**

Al prompt: "Generate a diagram showing the flow of standard costing: setting standards, recording actual costs,
comparing, and analysing variances."

Suggested source search string: "standard costing concept diagram OER"

**Table 1.2 Types of cost standards**

-
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Al prompt: "Generate a table listing material, labour, and overhead standards with definitions and examples."
Suggested source search string: "types of cost standards material labour overhead OER"

**Box 1.2 Roles of standard costing in planning and control**

Al prompt: "Create a text box summarising the roles of standard costing in planning, control, and decision
making."

Suggested source search string: "roles of standard costing planning control OER"

**Figure 1.3 Types of variances in cost analysis**

Al prompt: "Generate a diagram showing types of variances: material, labour, overhead, and sales, with arrows
linking to standard vs actual costs."

Suggested source search string: "types of variances cost accounting diagram OER"

**Table 1.3 Examples of variance calculations**

Al prompt: "Generate a table showing examples of material, labour, and overhead variance calculations with
standard vs actual costs."

Suggested source search string: "variance calculation examples cost accounting OER"

**Box 1.3 Managerial uses of variance analysis**

Al prompt: "Create a text box summarising managerial uses of variance analysis for performance evaluation and
decision making."

Suggested source search string: "variance analysis managerial uses performance evaluation OER"

**Figure 1.4 Linking budgets with standard costing systems**

Al prompt: "Generate a diagram showing integration of budgets with standard costing systems, highlighting
comparisons with actual results."

Suggested source search string: "integration‘of budgets and standard costing diagram OER"

**Box 1.4 Variance analysis as a feedback tool**

Al prompt: "Create a text box summarising how variance analysis improves budgeting accuracy through feedback
loops."

Suggested source search string: "variance analysis feedback budgeting OER"

**Table 1.4 Example of integrated budgeting and variance analysis**

Al prompt: "Generate. a table showing budgeted costs, standard costs, actual costs, and variances for a
manufacturing company."

Suggested source search string: "integrated budgeting variance analysis example OER"

All references are aligned with open educational resource searches and Al prompts suggested for illustration.
Learners are encouraged to consult standard management accounting texts such as Drury (Management and Cost
Accounting) or Horngren et al. (Cost Accounting: A Managerial Emphasis) for further reading and validation of
concepts.

-
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COURSE CODE:ACC 303

COURSE TITLE: Management Accounting (Performance Management)

COURSE TITLE:(3 units C: LH 30;PH 45)

SERIES LIST

Series 1: Budgeting, Standard Costing, and Variance Analysis

Series 2: Behavioural Aspects of Budgeting and Strategic Performance Management

Series 3: Cost Reduction, Control Techniques, and Spreadsheet Applications

Series 4: Decision Making with Relevant Costs, CVP Analysis, and Pricing Strategies

Series 5: Divisional Performance, Transfer Pricing, Ethical Principles, and Topical Issues in Performance
Management

Series 2: Behavioural Aspects Of Budgeting And Strategic Performance Management

Part 2.1: Behavioural aspects of budgeting
Sub-Part 2.1.1: The impact of budgeting on employee motivation
Sub-Part 2.1.2: Budget participation and its effects on performance
Sub-Part 2.1.3: Dysfunctional behaviours in budgeting (e.g., budgetary slack)

Part 2.2: Budgetary control and organisational behaviour
Sub-Part 2.2.1: The role of communication in budgetary control
Sub-Part 2.2.2: Behavioural consequences of tight versus loose controls
Sub-Part 2.2.3: Linking budgetary control to organisational-culture

Part 2.3: Strategic performance management concepts
Sub-Part 2.3.1: Definition, nature, and scope of performance management
Sub-Part 2.3.2: Comparison between performance management and cost accounting
Sub-Part 2.3.3: Comparison between performance management and financial accounting

Part 2.4: Evaluating and improving organisational performance
Sub-Part 2.4.1: Tools and techniques for strategic performance evaluation
Sub-Part 2.4.2: The role of performance management in continuous improvement
Sub-Part 2.4.3: Case examples of performance management in practice

Introduction

Budgeting is not‘only a technical exercise, it also has significant behavioural implications within organisations. The
way budgets are prepared, communicated, and controlled can influence employee motivation, managerial
behaviour, and overall organisational culture. Similarly, strategic performance management provides a framework
for evaluating and improving organisational performance, ensuring that behavioural factors are aligned with
strategic goals. This Series therefore focuses on the human and strategic dimensions of budgeting and
performance management.

The aim of this Series is to help you analyse the behavioural aspects of budgeting and budgetary control, and to
evaluate the role of strategic performance management in enhancing organisational effectiveness.

We shall commence this Series by examining the behavioural aspects of budgeting, including motivation,
participation, and dysfunctional behaviours such as budgetary slack. Next, we will explore budgetary control and
its relationship with organisational behaviour, focusing on communication, control systems, and culture. Following
that, we will study the concepts of strategic performance management, defining its scope and comparing it with
cost and financial accounting. Finally, we will conclude by evaluating tools and techniques for improving
organisational performance, supported by case examples of performance management in practice.

-
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Series Learning Outcomes
Upon completing this Series, you should be able to:

SLO 2.1 analyse the impact of budgeting on employee motivation,

SLO 2.2 explain how budget participation influences organisational performance,

SLO 2.3 identify dysfunctional behaviours in budgeting such as budgetary slack,

SLO 2.4 evaluate the behavioural consequences of tight and loose budgetary controls,
SLO 2.5 assess the role of communication and organisational culture in budgetary control,
SLO 2.6 define the concept, nature, and scope of strategic performance management,
SLO 2.7 distinguish between performance management and cost accounting,

SLO 2.8 distinguish between performance management and financial accounting,

SLO 2.9 apply tools and techniques for evaluating organisational performance, and
SLO 2.10 evaluate the role of performance management in continuous improvement.
## 2.1 Behavioural Aspects Of Budgeting

### 2.1.1 The impact of budgeting on employee motivation

Budgeting can significantly influence employee motivation. When employees feel involved in the budgeting
process, they are more likely to take ownership of organisational goals and'work towards achieving them.
Conversely, if budgets are imposed without consultation, employees may perceive them as unrealistic or unfair,
leading to frustration and reduced commitment.

Budgets can act as motivators by setting clear performance targets, but they must be achievable. Unrealistic
targets may demoralise staff, while attainable yet challenging goals can inspire effort and innovation.

-
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Budgeting: Employee Motivation & Performance

A Management Accounting Perspective

1. Budget Setting
* Goals & Targets

» Resource Allocation Feedback Loop: Varance

/’ Analysis & Review

2. Employee Motivation

¢ Goal Commitment

* Partiomance Incentives
(e.gl, bonus)

* Feedback & Recognition

l 4. Performance Outcomes

3. Employee Performance  Achieved Budget Targets

« Effort & Producivit * Improved Profitability
Y » Organizational Success
¢ Cost Control

* Resource Efficiency

Key Point:

Budgeting provides clear expectations, resources, and incentivzg, fostrion
and driving driving performance \ lowards organizational goals.

&: OER
1\. »
KV) OFEN EUICATICNAL Note: Simplfied overview, subject organizational context
RESOURCE

Short description: Diagram showing the relationship between budgeting, motivation, and performance outcomes.
Caption: Figure 2.1 Impact of budgeting on employee motivation

Fill in the blank: Budgets can act as by setting clear performance targets.

##H# 2.1.2 Budget participation and its effects on performance

**Budget participation** refers to the involvement of employees in the preparation of budgets. When employees
contribute to setting targets, they are more likely to accept and strive towards them. Participation enhances
communication, reduces resistance, and fosters a sense of responsibility.

Research shows that participative budgeting can improve performance by aligning organisational objectives with
individual goals. It also encourages transparency and trust between managers and employees.

-
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Budget Participation Effects on
Performance: A Summary of Key Areas

Management Accounting: Behaviool & Organizational Impact

Area Effect of High Budget Explanation / Mechanism
Participation

Budget Acceptance & Increased Buy-in & Ownnship Employees feel valued, understand
Comnitment goals, and more of achieving targets
Employee Motivation Enhanced Morale & Drive Fosters a sense of control, faimess, an.
intrinidc rewards, ar greater effort
Communication & Information Improved Vertical & Horizontal Faciltitas sharing of knowlelge, clarifes
Flow leacater effort intriing agater effort
Accuracy of Forecasts More Realistic & Reliable Budgets Cacilfites ground-level mcations, and
reduces information assenentty
Accuracial Performance Incorprates ground-level insights, leading Provides managers relo releation
accurate estimates of costs & revenues nncreases accounahlity for outcomes
Managerial Organizational Better Decisio-Making & Control Aligns individual & deparia goals with
Performance strategic for outcomes
Overall Performance Increased Efficiency & Goal Attainment Aligns individual & departamaljectives,

improving resource utilization

Key Point: Budget participation positively influence by enhanng by employee

motivation, commitment, and the the quality of information.

Note: Simplifed overiew, subject to organizational culture & context

Caption: Table 2.1 Effects of budget participation on performance
Short description: Atable summarising positive effects of budget participation such as acceptance, motivation, and
communication;

Fill in the blank: Budget participation enhances and fosters responsibility among employees.

#iH# 2.1.3 Dysfunctional behaviours in budgeting (e.g., budgetary slack)

While budgeting can motivate, it may also lead to dysfunctional behaviours. One common issue is **budgetary
slack**, where managers deliberately overestimate costs or underestimate revenues to make targets easier to
achieve. This behaviour reduces the usefulness of budgets for planning and control.

Other dysfunctional behaviours include manipulating figures to meet targets, focusing narrowly on budget
compliance rather than broader organisational goals, and resisting accountability. These behaviours highlight the
importance of designing budgeting systems that encourage honesty and fairness.

-
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Dysfuctional Behaviours in Budgeting

Management Accounting: Ethical & Behavioal Challenges

1. Key Behaviurs

* Budgetary Slack: Understating revenue or overstating

exsnetManipulation. Altrng budgures for personal or departmenal
easier.

* Short- -Term Focus: Prioirizing imnedigtats gains over long-
long-lorng Strategic goals

2. Examples
Sandbagging: Intentionaly setting low sales targets

Hoarding Resources: Requesting more budget needed

Data Falsffication: Misreosting acual performance to meet targets

Empire Building: Inflanting department budgets for status/power

Avoding Risk: Reluctance to pursuie innovative but uncertain projects

Key Point: Dysuctional behaviours unbermine budgeting’s purpose,

leading io infficient resource allocation & poor decision-making

oPsy
* 0 7 O E R Note: Simplified overview, subject to organizational culture & ethics
S’ EDUCATIONAL

Caption: Box 2.1 Examples of dysfunctional behaviours in budgeting
Short description: A-box listing examples of dysfunctional behaviours such as budgetary slack, manipulation, and
resistance to accountability.

Fill in the blank: Deliberately overestimating costs or underestimating revenues is known as slack.

HiHH##HE Pilot questions 2.1

1. How can budgeting influence employee motivation?

2. What is budget participation and why is it important?

3. Name one positive effect of participative budgeting.

4. What is budgetary slack?

5. Give one example of a dysfunctional behaviour in budgeting.
## 2.2 Budgetary Control And Organisational Behaviour

##t 2.2.1 The role of communication in budgetary control

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Effective **communication** is central to budgetary control. When budgetary information is clearly
communicated, employees understand expectations, responsibilities, and performance targets. Poor
communication, however, can lead to confusion, misinterpretation, and resistance.

Communication ensures that budgets are not seen as rigid impositions but as collaborative tools for guiding

organisational activities. Managers must communicate both the rationale behind budgets and the consequences of
deviations to foster trust and cooperation.

Communication Flow in Budgetary Control

Management Accounting: Information Exchange for Performance

Top-Down Comnunication

* Set Objectives & Targets
Top & Middle « Allocate Resources

* Communicate & Feedback
hiragSment Report Performance Data

L Feedback Loop:
* Request Resources/Adjustmets

Actions & Learning

3. Iterative Process:
Top-Down Communication Negostation & Revison

!

Employees & h 4. Performance Evaluation & Feedback
Departments

Feedback Loop:
Corrective Actions & Learning

Key Point: Effective communication fostters understanding, commitment, and timely adjustments, leading
tating to better budgetary control.

Note: Simpiffied overview, subject to organiizational structure & Culture

Short description: Diagram showing communication flow in budgetary control.
Caption: Figure 2.2 Communication in budgetary control

Fillin the blank: Effective is central to budgetary control.

##Ht 2.2.2 Behavioural consequences of tight versus loose controls
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Budgetary control can be **tight** or **loose**, and each has behavioural consequences. Tight control involves
strict monitoring and enforcement of budget targets. While this may improve efficiency, it can also create stress,
reduce creativity, and encourage short-term thinking.

Loose control allows flexibility and autonomy, which may foster innovation and employee satisfaction. However; it
risks inefficiency and lack of accountability. The challenge for managers is to strike a balance that promotes
discipline without stifling initiative.

Budgetary Control: Behavoural Conseuences

Budgetary Control: Behavioral Conseuences

Management Accounting: Impact on Employees & Performance

Area of Impact Tight Budgetary Controls Loose Budgetary Controls

Employee Motivation ¢ High stress, demiovation if * Lower stress, potential for

& Stress utantaitable. Fear complatencie. Motivation if tied of
anso failure. rewards.

Goal Commitment & * Focus on meeting targets): * Less pressure, potertially lower.

Effort shorrtron if goals if too difficult. Goals man ars easy.

A . i ¢ Discouraged due fear of * Encauaged, more room effort.
Innovation & Risk-Taking not meeting strict targets. Goals may seen as easy.
Budgetary Slack & * Increased incentive for slack * Reduced incentive f slack; targets
Manpulation & manpulation (e.p., are easier of achieve.

P hoarding resources).
Communication & Trust * Formal, top-down. Potential * Informal, open. Higher trust ant

distrst if perceved as unfar. and collaboration

Key Point  The effectviness of budietary controls depends on organizational culture, task certainty, and

management style.

@ OER Note: Simplfied overview, subject to
O Svsalbt Revmics organizational context.

Caption: Table 2.2 Behavioural consequences of tight versus loose controls
Short description: A table comparing behavioural outcomes of tight and loose budgetary controls.

Fillin the blank: Tight budgetary control may improve efficiency but can also create

### 2.2.3 Linking budgetary control to organisational culture
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Budgetary control is closely linked to **organisational culture**. In cultures that value openness and
collaboration, budgets are seen as supportive tools. In more authoritarian cultures, budgets may be perceived as
instruments of control and punishment.

The effectiveness of budgetary control depends on how well it aligns with organisational values and practices. A
supportive culture encourages employees to view budgets positively, while a negative culture may lead to
resistance and dysfunctional behaviours.

Organisational Culture & Budgetary Control

Management Accouunting: Behavioneal Impact & Context

1. Cultural Elements Influnenicg Budgeting

* Ethical Values & Integrity:

* Impacts honesty in reporting & slack

* Affects willineanigs of pursue ambiah too budgets.

¢ Communication Style:

¢ Communication Style: Open vs formal, affects hoarding resources.
¢ Power Distance us budgeting.

2. Impact on Budgetary Control

* Budget Participation:
* Motivation & Behavior: supportive curer cultures encouage invotion acts.
* Fair, transperits cultures cultures enhance adhence adheance

proaboretivy

Key Point: Culture shapes how how budgets set, uset, uset, and perceived, fundamanatly impact

their effectelven actums.

@ OE R Note: Simplfied overview, subject to
organizational context.

[Insert Box here]
Caption: Box 2.2 Organisational culture and budgetary control
Short description: A box summarising how organisational culture influences perceptions of budgetary control.

Fillin the blank: Budgetary control is closely linked to culture.

HiHHHH Pilot questions 2.2
1. Why is communication important in budgetary control?
2. What is the difference between tight and loose budgetary control?
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3. Give one behavioural consequence of tight control.

4. How does organisational culture affect budgetary control?

5. Why is alignment between control systems and culture important?
## 2.3 Strategic Performance Management Concepts

### 2.3.1 Definition, nature, and scope of performance management

**performance management** is a systematic process for improving organisational effectiveness by aligning
individual and team performance with strategic objectives. It involves setting clear goals, monitoring progress,
providing feedback, and evaluating outcomes. The nature of performance management is both continuous and
strategic, ensuring that performance is not assessed only at fixed intervals but monitored regularly:

Its scope extends beyond financial measures to include non-financial indicators such as customer satisfaction,
innovation, and employee development. This holistic approach ensures that organisations remain competitive and
sustainable.

Performance Management Cycle
A Continuous Loop for Growth & Development

1. Goal Setting & Planning

4. Performance Evaluation

¢ Define Objectives & KPIS
e Align with Org. Strategy
* Develop Action Plans

¢ Assess Achievements
* Review Against Goals
e Summarize Outcomes

Establishes Dire@ion
Feedback Loop: Learning & Adjustment

3. Coaching & Feedback 2. Performance Monitoring

* Provide Regular Input * Track Progress & Milestones
e Discuss Strengths & Dev. Areas ¢ Collect Data & Observations
e Offer Support & Resources ¢ |dentify Challenges

Key Point: The performance management cycle is dynamic process that fosters
continuous improvrement, enevelopment, and organizational success.

POER

Note: Simpliied overview, subject to organizational context
CPEN EEUCATIINKI BESOIRCE

Short description: Diagram showing the cycle of performance management (goal setting, monitoring, feedback,
evaluation).
Caption: Figure 2.3 The performance management cycle
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Fill in the blank: Performance management aligns individual and team performance with __ objectives.

#it# 2.3.2 Comparison between performance management and cost accounting

**Cost accounting** focuses on recording, classifying, and analysing costs to support decision making and control.
In contrast, performance management takes a broader view, integrating financial and non-financial measures to
evaluate organisational success.

While cost accounting provides detailed information about resource usage, performance management evaluates
how effectively those resources contribute to strategic goals. The two are complementary: cost accounting
supplies data, and performance management interprets it within a strategic framework.

Performance Management vs. Cost Acoparison

Management Accounting: Complemenary Systems for Business Success

Cost Accounting

Performance Management

Area of Focus

Primary Focus

People, Behavior, &
Organizational Goals

Financial Resources,
Production Processes

Scope

Purpose

Holstic: Individuals,
Teams, &
Entire Organization

Specific: Production,
Operations, & Product
Lines

Objectives

Develop Employees, !
Improve Motivation, & Improve Motivation, & Achieve Spending, & Inform

Develop Employees,

Strategic Objectives

Measure Cost, Control

Pricing/Inventory

Key Point: Both systems for essential for effective management: cost

accounting for financial control & performanciee management for
human capital development.

\/
INf®) OER
=~VZ=l - OPEN EDUCATIONAL RESOURCE

Note: Simplified overview, subject to specific organizational contexis

Caption: Table 2.3 Comparison between performance management and cost accounting

Short description: A table comparing focus, scope, and purpose of performance management and cost

accounting.

Fill in the blank: Cost accounting provides detailed information about usage.

-
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##Ht 2.3.3 Comparison between performance management and financial accounting
**Financial accounting** is concerned with preparing financial statements for external stakeholders such as
investors, regulators, and creditors. It follows established standards and focuses on historical financial data.

Performance management, however, is primarily internal and forward-looking. It evaluates both financial and
non-financial indicators to guide strategic decisions. Unlike financial accounting, which is compliance-driven,
performance management is improvement-driven, aiming to enhance organisational effectiveness.

Performance Management vs. Financial

Accounting: Key Differences
Management Accounting: Complementary Perspectives

1. Performance Management 2. Financial Accounting

¢ Focus: Internal, people-centric, transactions
non-financial & financial data
¢ Focus: External, financial transactions

* Purpose: Improve future performance, * Purpose: Provide info for external users
develop employees, strategi goal alighmant users (investors,

 Reporting: Flexible, frequent, credioots), compliance

customied internal users (managers)
* Reporting: Standarized (GAP/IFRS), pericdi

 Time Horizon: Future- (quartrely/anually), financial statements
Future-oriented, continious improvement

C

¢ Timire: Historical, sumarizes past events

¢ Guidance: No strict rules (focus on ¢ Guidance: Strict rules & regulations
utility)

Key Point: Both systems are essential: financial accouting for reporting & compliance,

compliance, performance mangement for internal decision-making & organizational
growth.

9 E R Note: Simplified overview, subject to speific regulatiory & organizalional contexts

EOCCATIOUAL RESOUNCE

Caption: Box 2.3 Key differences between performance management and financial accounting
Short description: A box summarising the differences in purpose, audience, and orientation between performance
management and financial accounting.

Fill in the blank: Financial accounting is compliance-driven, while performance management is
-driven.
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HiHtH#HE Pilot questions 2.3

1. What is performance management and what is its scope?

2. How does performance management differ from cost accounting?

3. What is the main focus of cost accounting?

4. How does performance management differ from financial accounting?
5. Why is performance management considered improvement-driven?
## 2.4 Evaluating And Improving Organisational Performance

### 2.4.1 Tools and techniques for strategic performance evaluation

Strategic performance evaluation uses a range of tools to measure how well an organisation achieves its
objectives. Common techniques include the **Balanced Scorecard**, which evaluates performance across
financial, customer, internal process, and learning perspectives, and **Key Performance Indicators (KPIs)**, which
provide measurable targets for specific activities. Benchmarking, ratio analysis, and performance dashboards are
also widely used to provide insights into efficiency and effectiveness.

Strategic Performance Evaluation Tools

Management Accounting: Holistic Measurement & Analysis

1. Balanced Scorecard 2. Key Performance Inditators (KPls)

¢ Financial, Customer, Internal Process, ¢ Quantiitable measures
Learning & Growth Perspectives ¢ Tied to strategic goals

¢ Links strategy to action e e.g, Market Share, Customer Retention

Strategic
Performance

Evaluation

3. Benchberking

* Compares performance to best-class
¢ Internal or external
¢ |dentifies areas of improvement

Key Point

These tools provide a comprehensive view a performance,
aligning actions with long-term strategy.

OER&Z

OPEN EVCATOMIR REROORCE Note: Simplified overview, selection of tools varies by organization.

Short description: Diagram showing tools for strategic performance evaluation (Balanced Scorecard, KPIs,
benchmarking).

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Caption: Figure 2.4 Tools for strategic performance evaluation

Fill in the blank: The Scorecard evaluates performance across financial, customer, internal process,
and learning perspectives.

### 2.4.2 The role of performance management in continuous improvement

Performance management is not a one-time exercise but a continuous process. By regularly monitoring and
evaluating performance, organisations can identify areas for improvement and implement corrective actions.
Continuous improvement involves setting new targets, refining processes, and encouraging innovation.

This approach ensures that organisations remain adaptable and competitive in changing environments. Italso
fosters a culture of accountability and learning, where employees are motivated to seek better ways of achieving
results.

Performance Management for
Continuious Improvement

Management Accounting: A Cycle of Learning & Growth

1. Key Principles 2. Mechanism
* Goal Aligment ¢ Enhanced Employee Skills
e Regular Monitoring & Feedback * Fosters a Learning Culture

* Development & Coaching

2. Mechanism 3. Outcomes
* |dentifies Strenghs & Weakneses * Optimized Processes
¢ Provides Actionable Insights * Attiatment of Strategic Objectives
* Fosters a Learning Culture * Organizational Excellence

Key Point: Performance managment is dynamic cycle that fuels continuous
learning, skill developt, and strategic adapation, driving sustaned organizational

improvement.

OI R Note: Simpiffied oveniew, subjed t organiaalional context

- OPEN EDICATIONAL RESOURCE

Caption: Box 2.4 Performance management and continuous improvement
Short description: A box summarising how performance management supports continuous improvement.

-
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Fill in the blank: Continuous improvement involves setting new , refining processes, and encouraging
innovation.

#it# 2.4.3 Case examples of performance management in practice

Organisations apply performance management in diverse ways. For example, a retail company may use KPIs such
as sales per employee and customer satisfaction scores to evaluate performance. A manufacturing firm might
adopt the Balanced Scorecard to monitor efficiency, quality, and innovation.

Case examples show that performance management is most effective when integrated into daily operations and
linked to strategic goals. This ensures that evaluation is not just about measuring outcomes'but about driving
improvement and long-term success.

Performance Management: Industry Case Examples
Management Accounting: Retail vs. Manufacturing Applications

Industry Sector

Key Performance

Indicators (KPls) Balanced Scorecard  Performance Outcomes
- Perspectiv
A fashion apparel chain ¢ Sales per square foot » Customer * Increased Market Share
« Customer lifetime value * e.ef, Revenue Growth  « Improved Customer Retentit
Inventory turreour Loyalty, Satisfaction Retention
* Inventory turehow « Supply Chainn Efficiency)

Average transaction value * Learning & Growth
e. Employee Training

D e S R

* Reduced Stockouts

An automobile parts ¢ Production yield * Enhanced Product Quality
manufacturer * On-time delivery rate * Improved Oustomg Retenti
e Defect rate (DPPM) Reduced Operating Costs
* Machine downtime * Faster Order Fultitiment

Key Point: The application provide a comprehensive view vools varieies by varies by industry,

focuing on relevant ant metrics to drive Strategic success.

OER&Z

OPEN EWCFTTDALL RESSUNCE Note: Simplified overwiew, spetiaeris by stategy & operational conten.

Caption: Table 2.4 Case examples of performance management in practice
Short description: A table showing examples of performance management applications in retail and
manufacturing.
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Fill in the blank: Performance management is most effective when integrated into operations and
linked to strategic goals.

#itH### Pilot questions 2.4

1. Name one tool used in strategic performance evaluation.

2. What does the Balanced Scorecard measure?

3. Why is performance management considered a continuous process?
4. How does continuous improvement benefit organisations?

5. Give one example of performance management in practice.

Series Summary

This Series has explored the behavioural aspects of budgeting and the strategic role of performance management
in organisations. We began by analysing how budgeting influences employee motivation, participation, and the
risks of dysfunctional behaviours such as budgetary slack. We then examined budgetary.control in relation to
organisational behaviour, highlighting the importance of communication, theiconsequences of tight versus loose
controls, and the influence of organisational culture. Moving forward, we defined the concept, nature, and scope
of strategic performance management, comparing it with cost/accounting and financial accounting. Finally, we
evaluated tools and techniques for strategic performance evaluation, considered the role of performance
management in continuous improvement, and-reviewed case examples of its application in practice.

By completing this Series, you should now be able to analyse the motivational impact of budgeting (SLO 2.1),
explain the importance of budget participation (SLO 2.2), identify.dysfunctional behaviours such as slack (SLO 2.3),
evaluate behavioural consequences of control systems (SLO.2.4), assess the role of communication and culture in
budgetary control (SLO 2.5), define and distinguish the scope of performance management (SLOs 2.6-2.8), apply
tools for evaluating performance (SLO 2.9), and evaluate.its role in continuous improvement (SLO 2.10). These
outcomes equip you with the ability torconnect behavioural insights with strategic performance management,
strengthening both organisational control and long-term effectiveness.

#iHt# Glossary Of Terms — Series 2: Behavioural Aspects Of Budgeting And Strategic Performance Management

**Budget participation®**: The involvement of employees in preparing budgets, which enhances acceptance,
motivation, and responsibility.

**Budgetary slack**: The deliberate overestimation of costs or underestimation of revenues to make targets
easier to achieve.

**Communication.in budgetary control**: The process of sharing budgetary information clearly to ensure
understanding, cooperation, and accountability.

**Tight budgetary control**: A strict monitoring system that enforces budget targets, often improving efficiency
but potentially creating stress and reducing creativity.

**Loose budgetary control**: A flexible approach that allows autonomy and innovation but may risk inefficiency
and lack of accountability.

**Qrganisational culture**: Shared values, beliefs, and practices within an organisation that influence how
budgets and controls are perceived and applied.

-
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**Performance management**: A systematic process for aligning individual and team performance with strategic
objectives through goal setting, monitoring, feedback, and evaluation.

**Balanced Scorecard**: A performance management tool that evaluates organisational success across financial,
customer, internal process, and learning perspectives.

**Key Performance Indicators (KPIs)**: Specific, measurable targets used to assess performance in particular areas
of organisational activity.

**Benchmarking**: A technique for comparing organisational performance against industry standards.or best
practices.

**Continuous improvement**: An ongoing process of refining operations, setting new targets, and encouraging
innovation to maintain competitiveness and adaptability.

This glossary consolidates the essential terms introduced in **Series 2: Behavioural Aspects Of Budgeting And
Strategic Performance Management**, providing learners with a quick'reference to reinforce understanding of key
concepts.

H#HH# Concept Check Questions 2 — Series 2: Behavioural Aspects Of Budgeting And Strategic Performance
Management

**Objective questions**

1. Budgets can act as by setting clear performance targets. (Linked to SLO 2.1)

2. Budget participation enhances and fosters responsibility among employees. (Linked to SLO 2.2)

3. Deliberately overestimating costs or underestimating revenues is known as slack. (Linked to SLO
2.3)

4. Effective is central to budgetary control. (Linked to SLO 2.5)

5. The Scorecard evaluates performance across financial, customer, internal process, and learning

perspectives. (Linked to SLO 2.9)

**Short-answer questions**

6. Explain how budgeting can influence employee motivation. (Linked to SLO 2.1)

7. Define budget participation and state one of its benefits. (Linked to SLO 2.2)

8. Identify one dysfunctional behaviour in budgeting and explain its impact. (Linked to SLO 2.3)
9. Give one behavioural consequence of tight budgetary control. (Linked to SLO 2.4)

10. How does organisational/culture affect budgetary control? (Linked to SLO 2.5)

**Long-answer questions**

11. Analyse the behavioural consequences of tight versus loose budgetary controls. (Linked to SLO 2.4)

12. Evaluate the role of communication in effective budgetary control. (Linked to SLO 2.5)

13. Define performance management and discuss its scope. (Linked to SLO 2.6)

14. Distinguish between performance management and cost accounting. (Linked to SLO 2.7)

15. Distinguish between performance management and financial accounting. (Linked to SLO 2.8)

16. Apply tools such as the Balanced Scorecard and KPIs to evaluate organisational performance. (Linked to SLO
2.9)

17. Evaluate how performance management supports continuous improvement. (Linked to SLO 2.10)

-
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These Concept Check Questions provide learners with opportunities to test their knowledge of behavioural aspects
of budgeting and strategic performance management, while reinforcing the Series Learning Outcomes.

#itH# Answers To Pilot Questions 2 — Series 2: Behavioural Aspects Of Budgeting And Strategic Performance
Management

H#H#H##H Answers to Pilot Questions 2.1

1. Budgeting can influence motivation by setting clear, achievable performance targets that encourage effort and
ownership.

2. Budget participation is the involvement of employees in preparing budgets, and it is important because it
increases acceptance and commitment.

3. One positive effect of participative budgeting is improved communication between managers and employees.
4. Budgetary slack is the deliberate overestimation of costs or underestimation of revenues to make targets easier
to achieve.

5. An example of dysfunctional behaviour in budgeting is manipulating figures to meet targets.

HiHHH#HE Answers to Pilot Questions 2.2

1. Communication is important in budgetary control because it ensures clarity, reduces resistance, and fosters
cooperation.

2. Tight budgetary control involves strict monitoring, while loose control allows flexibility and autonomy.

3. One behavioural consequence of tight control is increased stress among employees.

4. Organisational culture affects budgetary control by shaping how employees perceive and respond to budgets.
5. Alignment between control systems and culture is important because it ensures budgets are seen as supportive
rather than punitive.

HitH##H# Answers to Pilot Questions 2.3

1. Performance management is a systematic process for aligning performance with strategic objectives, and its
scope includes both financial and non-financial measures.

2. Performance management differs from cost accounting because it integrates broader measures beyond costs to
evaluate organisational success.

3. The main focus of cost accounting.is providing detailed information about resource usage.

4. Performance management differs from financial accounting because it is internal, forward-looking, and
improvement-driven.

5. Performance management is considered improvement-driven because it aims to enhance effectiveness rather
than simply comply with standards.

HitH##H# Answers to Pilot Questions 2.4

1. One tool used in strategic performance evaluation is the Balanced Scorecard.

2. The Balanced Scorecard measures performance across financial, customer, internal process, and learning
perspectives:

3. Performance management is considered a continuous process because it involves ongoing monitoring,
feedback, and adjustment.

4. Continuous improvement benefits organisations by fostering adaptability, innovation, and competitiveness.
5. An example of performance management in practice is a retail company using KPIs such as customer satisfaction
scores to evaluate performance.

##t# References And Attributions 2 — Series 2: Behavioural Aspects Of Budgeting And Strategic Performance
Management

Figures, Tables, and Boxes in this Series were either suggested as Al-generated placeholders or referenced from
open educational resources (OER). Where Al generation was proposed, the prompt and tool are noted.

**Figure 2.1 Impact of budgeting on employee motivation**

-
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Al prompt: "Generate a diagram showing how budgeting influences employee motivation and performance
outcomes."
Suggested source search string: "budgeting employee motivation diagram OER"

**Table 2.1 Effects of budget participation on performance**

Al prompt: "Generate a table summarising the effects of budget participation on performance, including
acceptance, motivation, and communication."

Suggested source search string: "budget participation effects performance OER"

**Box 2.1 Examples of dysfunctional behaviours in budgeting**

Al prompt: "Create a text box listing examples of dysfunctional behaviours in budgeting, including budgetary slack
and manipulation."

Suggested source search string: "budgetary slack dysfunctional behaviours budgeting OER"

**Figure 2.2 Communication in budgetary control**

Al prompt: "Generate a diagram showing communication flow in budgetary control between managers and
employees."

Suggested source search string: "communication in budgetary control diagram OER"

**Table 2.2 Behavioural consequences of tight versus loose controls**
Al prompt: "Generate a table comparing behavioural consequences of tight versusloose budgetary controls."
Suggested source search string: "tight vs loose budgetary control behavioural consequences OER"

**Box 2.2 Organisational culture and budgetary control**
Al prompt: "Create a text box summarising how organisational culture influences budgetary control."
Suggested source search string: "organisational culture budgetary control OER"

**Figure 2.3 The performance management cycle**

Al prompt: "Generate a diagram showing the performance management cycle: goal setting, monitoring, feedback,
and evaluation."

Suggested source search string: "performance management cycle diagram OER"

**Table 2.3 Comparison between performance management and cost accounting**

Al prompt: "Generate a table comparing performance management and cost accounting in terms of focus, scope,
and purpose."

Suggested source search string: "performance management vs cost accounting comparison OER"

**Box 2.3 Key differences between performance management and financial accounting**

Al prompt: "Create a text-box summarising differences between performance management and financial
accounting."

Suggested source search string: "performance management vs financial accounting OER"

**Figure 2.4 Tools for strategic performance evaluation**

Al prompt: "Generate a diagram showing tools for strategic performance evaluation such as Balanced Scorecard,
KPIs, and benchmarking."

Suggested source search string: "strategic performance evaluation tools diagram OER"

**Box 2.4 Performance management and continuous improvement**

Al prompt: "Create a text box summarising how performance management supports continuous improvement."
Suggested source search string: "performance management continuous improvement OER"

-
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**Table 2.4 Case examples of performance management in practice**

Al prompt: "Generate a table showing case examples of performance management in retail and manufacturing,
including KPIs and Balanced Scorecard."

Suggested source search string: "performance management case examples OER"

All references are aligned with open educational resource searches and Al prompts suggested for illustration.
Learners are encouraged to consult standard texts such as Drury (Management and Cost Accounting), Horngren et
al. (Cost Accounting: A Managerial Emphasis), and Armstrong (Performance Management: Key Strategies and
Practical Guidelines) for further reading and validation of concepts.
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Introduction

Performance measurement and responsibility accounting are essential tools for evaluating how well organisations
achieve their objectives and for ensuring accountability at different levels of management. This Series focuses on
the principles, tools, and applications of performance measurement, and explains how responsibility accounting
supports decentralisation and managerial accountability.

The aim of this Series is to equip you with the ability to define and apply performance measurement techniques,
understand the role of responsibility centres, and integrate these concepts to strengthen organisational control
and decision making.

We shall begin by examining the fundamentals of performance measurement, including its objectives, indicators,
and limitations. Next, we will explore responsibility accounting, defining its scope and identifying the types of
responsibility centres. Following that, we will study tools and techniques for evaluating performance, such as ratio
analysis, Balanced Scorecard, and benchmarking. Finally, we will link performance measurement with
responsibility accounting, showing how they work together to enhance accountability and provide practical case
examples.

### Series Learning Outcomes

Upon completing this Series, you should be able to:

SLO 3.1 define the objectives of performance measurement,

SLO 3.2 identify financial and non-financial performance.indicators,

SLO 3.3 analyse the limitations of traditional performance measures,

SLO 3.4 define the concept and scope of responsibility accounting,

SLO 3.5 distinguish between cost, revenue, profit, and investment responsibility centres,
SLO 3.6 evaluate the role of responsibility accounting in decentralised organisations,
SLO 3.7 apply ratio analysis and financial.metrics to assess performance,

SLO 3.8 demonstrate the use of Balanced Scorecard and performance dashboards,

SLO 3.9 apply benchmarking and comparative analysis for performance evaluation, and
SLO 3.10 integrate responsibility centres with performance indicators to enhance accountability.
## 3.1 Fundamentals Of Performance Measurement

### 3.1.1 Definition and objectives of performance measurement

**performance measurement** refers to the process of assessing how effectively an organisation, department, or
individual achieves its objectives. Itinvolves collecting, analysing, and reporting information about performance
outcomes.

The main objectives of performance measurement are:
- Toprovide feedback on achievement of goals.

- To support decision. making by managers.

- To.identify strengths and weaknesses in operations.

- To enhance accountability and transparency.

- To motivate employees by setting clear targets.

-
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OBJECTIVES OF PERFORMANCE MEASUREMENT

DECISION
MAKING

PERFORMANCE
MEASUREMENT

DER

Open Educatianal Resource

Short description: Diagram showing objectives of performance measurement (feedback, decision making,
accountability, motivation).
Caption: Figure 3.1 Objectives of performance measurement

Fill in the blank: Performance measurement provides on achievement of goals.

### 3.1.2 Financial and non-financial performance indicators

Performance indicators can be classified into **financial** and **non-financial** measures.

-'Financial indicators include profit margins, return on investment, and cash flow.

-'Non-financial indicators include customer satisfaction, employee engagement, innovation, and quality of
service.

Using both types of indicators ensures a balanced view of organisational performance.
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FINANCIAL PERFORMANCE NON-FINANCIAL

INDICATORS INDICATORS
| S Revenue Growth ‘ © Customer Satisfaction (e.g. NPS)
a4 Profit Margins (e. g1. Gross, Net) ‘2 Employee Engagement Score
® Return on Investment (ROI) % Employee Engagement Score
S Cash Flow from Operations £+ Product Quality (e.g. Defect Rate)
A ad (® On-Time Delivery Rate
= Earnings Per Share EPS @ Innovation Output (e.g. New Patents) ‘

DER

Open Educational Resource

Caption: Table 3.1 Financial and non-financial performance indicators
Short description: Atable listing examples of financial and non-financial performance indicators.

Fill in the blank:'Customer satisfaction is an example of a performance indicator.

#### 3.1.3 Limitations of traditional performance measures

Traditional performance measures often rely heavily on financial data, which may not capture the full picture of
organisational success. Limitations include:

-'Focus on short-term results rather than long-term sustainability.

-'Neglect of non-financial aspects such as innovation and customer satisfaction.

- Risk of encouraging behaviours aimed at meeting financial targets at the expense of broader goals.

- Limited ability to adapt to dynamic business environments.

Modern approaches, such as the Balanced Scorecard, address these limitations by incorporating both financial and
non-financial measures.

-
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LIMITATIONS OF TRADITIONAL PERFORMANCE MEASURES
S Focus on short-term financial gains

®. Ignores non-financial factors (e. g. customer
satisfaction, employee morale)

¥y Can encourage undersiaible behavior (e.g, data
manpulation)

(© Lagging indicators (measure past performance) |

Q. Lack of future-orienited perspective

OER

Open Educational Resource

Caption: Box 3.1 Limitations of traditional performance measures
Short description: A‘box summarising limitations such as short-term focus and neglect of non-financial aspects.

Fill in the blank: Traditional performance measures often focus on results rather than long-term
sustainability.

HiHH##HE Pilot questions 3.1

1. What is performance measurement?

2. State one objective of performance measurement.

3. Give‘'one example of a financial performance indicator.

4. Give one example of a non-financial performance indicator.
5. Mention one limitation of traditional performance measures.
## 3.2 Responsibility Accounting Concepts

##t 3.2.1 Definition and scope of responsibility accounting

-
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**Responsibility accounting®* is a system that assigns accountability to managers for the financial performance of
specific areas within an organisation. Each manager is responsible for the revenues, costs, or investments under
their control.

The scope of responsibility accounting includes:

- Identifying responsibility centres within the organisation.

- Assigning authority and accountability to managers.

- Measuring performance based on controllable factors.

- Providing reports that compare actual results with expected outcomes.

This system supports decentralisation by ensuring that managers are evaluated on areas they/can influence
directly.

RESPSONBILITY ACCOUNTING STRUCTURE

TOP MANAGEMENT
‘ DIVISIONAL MANAGER B
CEO ‘
ll CEO
v v
DIVISIONAL MANAGER A ’ DIVISIONAL MANAGER B
|
[ - i | 1 I S Wl 1
v . v v
| COSTCENTRE. | | PROFITCENTRE. | |  PROFITCENTRE: |
Production Dept. Manager: Product Line X Jame Doe | RAD Divsion
Contrcrable Costs Revenues & Costs Engagemt Score ‘ Revenues & Costs ‘ Revenues & Costs
« Earnings slif from « Cash Flow from « Product Quality + Enpbyet Quality (e.g. « Provuct Quality (e.g. « Innovation Output
Open{EPS | Operations aDoost Oets & & Cost & investments (ee. New Patents) (measure past
manpulation ’ perseesiive)

DER

Open Educational Resource

Short description: Diagram showing responsibility accounting structure with responsibility centres linked to
managers.
Caption: Figure 3.2 Responsibility accounting structure
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Fill in the blank: Responsibility accounting assigns accountability to for the financial performance of
specific areas.

#iHt 3.2.2 Types of responsibility centres (cost, revenue, profit, investment)

Responsibility centres are classified into four main types:

- ¥*Cost centres**: Managers are accountable for controlling costs.

- ¥*Revenue centres**: Managers are responsible for generating revenues.

- ¥*profit centres**: Managers are accountable for both revenues and costs, focusing on profitability:

- ¥*Investment centres**: Managers are responsible for revenues, costs, and the efficient use'of assets.

Each type of centre reflects different levels of responsibility and authority.

TYPES OF RESPONSOBILITY CENTRES

TYPE DEFINITION FOCUS AREA
COST CENTRE Manages only costs; no revenue| « Cost Control, Efficienot
Production Dept. generation ‘ Ocerds
REVENUE CENTRE; no « Manages only revenues; no « Sales Targets, Revenue
no revenue generation Operations Growth
REVENUE Coth revenues; no « Sales flows over costs of « Profitability, Net Costs
costs of goods sold sold

~ PROFIT CENTR | th revenues, -« Profitability, Net Income « Emplyctet Quality, (e.q)
costs, but not investments ~ investments io. New Patents

Manages revene costs, and » Return of Investment (ROI), « Return of Investment past

in investments Asset Utilzation Utilization

@ER

Open Educational Resource

Caption: Table 3.2 Types of responsibility centres
Short description: A table listing cost, revenue, profit, and investment centres with their focus areas.
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Fill in the blank: Managers in centres are accountable for both revenues and costs.

### 3.2.3 Role of responsibility accounting in decentralised organisations

In decentralised organisations, decision-making authority is distributed across different levels. Responsibility
accounting plays a crucial role by:

- Clarifying accountability for performance at each level.

- Providing performance reports tailored to responsibility centres.

- Supporting managerial autonomy while maintaining organisational control.

- Encouraging efficiency and accountability in resource use.

This ensures that decentralisation does not lead to loss of control but instead strengthens organisational
effectiveness.

THE ROLE OF RESPONSIBILITY ACCOUNTING
IN DECNTERALIESED ORGANISATIONS

En  Aligins dvisional goals with overall corporate strategy

@, Provides performance measurment and control for each
responsibility centre

- Empowers managers by delegatie decision-making authority

2% Faciliaties performance evaluation and holds managers
acclontable

41 Encourages efficient resource allocation and
cost management

ER

Open Educational Resource

Caption: Box 3.2 Role of responsibility accounting in decentralised organisations
Short description: A box summarising how responsibility accounting supports decentralisation.

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Fill in the blank: Responsibility accounting supports decentralisation by clarifying for performance at
each level.

#itH##H# Pilot questions 3.2

1. What is responsibility accounting?

2. State one scope of responsibility accounting.

3. Name the four types of responsibility centres.

4. Which responsibility centre focuses on profitability?

5. Why is responsibility accounting important in decentralised organisations?
## 3.3 Tools And Techniques For Performance Evaluation

### 3.3.1 Ratio analysis and financial metrics

**Ratio analysis** is a key tool for evaluating financial performance. It involves calculating relationships between
figures in financial statements to assess profitability, liquidity, efficiency, and solvency. Common ratios include:

- Profitability ratios (e.g., return on assets, net profit margin).

- Liquidity ratios (e.g., current ratio, quick ratio).

- Efficiency ratios (e.g., inventory turnover, receivables turnover).

- Solvency ratios (e.g., debt-to-equity ratio).

These metrics help managers and stakeholders understand financial health and make informed decisions.
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CATEGORY RATIO (FORMULA) PRIMARY USE

Current Ratio (Current Assets / Liabilities) Mbelasures short-torm debt-paying
ability.

Quick Ratio (curent Asssets - Inventory but excludes liivid assets

PROFITBAILITY RATIOS

Gross Profit Margin (Revenue - COGS / / Revenue) L‘;ﬁg:izl’"cmg strategy and cost

Net Profit Margin (Net Income / Revene) Ovesurel prottabibiity after at all
oxpienses

SOLVENCY RATIOS

Intirest Coverage Ratio (EBIT / Expense) Ability to meeet interest
obligations

ACTIVITY RATIOS

Inventory Turnower (COGS / Average Invendry) Efficiency of inventory management.

Days Sales Oustsading (Accountss (Revenue / 865) Average time to collect rececibles

@ER

Open Educational Resource

Caption: Table 3.3 Common financial ratios and their uses
Short description: A-table listing profitability, liquidity, efficiency, and solvency ratios with examples.

Fill in the blank: The ratio measures a company’s ability to meet short-term obligations.

#### 3.3.2 Balanced Scorecard and performance dashboards

The **Balanced Scorecard** is a strategic tool that evaluates performance across four perspectives: financial,
customer, internal processes, and learning and growth. It provides a holistic view of organisational success beyond
financial measures.

Performance dashboards complement the Balanced Scorecard by presenting real-time data visually, enabling
managers to monitor key indicators quickly and make timely decisions.
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THE BALANCED SCORECARD PERSPECTIVES

A
o1l
FINANCIAL

CUSTOMER

BALANCED
SCOFORCARD

LEARNING &

PROCESSES GROWTH

@ER

Open Educational Resource

Caption: Figure 3.3 Balanced Scorecard perspectives
Short description: Diagram showing the four perspectives of the Balanced Scorecard.

Fill in the blank: The Balanced Scorecard evaluates performance across perspectives.

#### 3.3.3 Benchmarking and comparative analysis
**Benchmarking** involves comparing organisational performance against industry standards or best practices. It
helps identify gaps, set realistic targets, and adopt strategies that improve competitiveness.

Comparative analysis extends benchmarking by evaluating performance against competitors or similar
organisations, providing insights into relative strengths and weaknesses.
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PURPOSE AND BENEFITS OF BENCHMARKING

AND COMP RATIVE ANALYSIS

—

 KEYouTcomEs

Q Identifies areas for improvement by comparing performance
with industry best practices.

Facciltates goal setting and motivates continuous
performance enhanrcent.

=

Provides insights into innovative strategies and operational processes.

Enhances competitive advantage and informs strategic decision-making.

Supports realistic performance evaluation and
accontability.

d @ ©

N
OER
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Caption: Box 3.3 Benchmarking and comparative analysis
Short description: A‘box summarising the purpose and benefits of benchmarking and comparative analysis.

Fill in the blank: involves comparing organisational performance against industry standards or best
practices.

HiHH##HE Pilot questions 3.3

1. Whatis ratio analysis used for?

2. Name one type of financial ratio.

3. What are the four perspectives of the Balanced Scorecard?

4. What is the purpose of performance dashboards?

5. Define benchmarking in performance evaluation.

## 3.4 Linking Performance Measurement With Responsibility Accounting

## 3.4.1 Integrating responsibility centres with performance indicators
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Responsibility centres can be evaluated effectively when linked to appropriate performance indicators. For
example, cost centres may be assessed using efficiency ratios, while profit centres are evaluated through
profitability measures. Investment centres often use return on investment or residual income as key indicators.

This integration ensures that managers are held accountable for results they can influence, aligning performance
measurement with organisational objectives.

RESPONSILITY CENTRES AND PERFORMANCE INDICATORS

COST CENTRE APRRORMANCE
INDICATORS MEASUREMENT FOCUS
5 Efficiency Ratios Manages only revenue; « Cost Control & Operaional
44 (e..pl, Outpins (e.g. Gross, Inet) Operations Efficiency
REVENUE CENTRE; no « Market Share, no « Sales Targets Generation
Production Dept. Operations & Market Penterztment
7 Cost Variances £ Net Profit Margin « Profitaablity & Market
S Resource Utilization Rates @ Sales Force Effectenvess @ Peterct Rate
INVESTMENT CENTRE « Profitability, Net Income + Asset Management & Long-
CENTRE Retturn on Sales (R0S) Asset Utlization

© Return of Investment (ROI) | £ Short-Sherm Investment past
% Asset Utilzation Value Analysis

@ER

Open Educational Resource

Caption: Table 3.4 Linking responsibility centres with performance indicators
Short description: A table showing cost, revenue, profit, and investment centres with suitable performance
indicators.

Fill in the blank: Investment centres are often evaluated using return on or residual income.

### 3.4.2 Using performance measurement for managerial accountability

Performance measurement provides a basis for holding managers accountable. By comparing actual results with
expected outcomes, organisations can assess whether managers have effectively controlled costs, generated
revenues, or utilised assets.
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Accountability encourages managers to act responsibly, make informed decisions, and align their actions with
organisational goals. It also supports transparency and fairness in evaluating managerial performance.

PERFORMANCE MEASIUREMENT AND
MANAGERIAL ACCOUNTABILTY

KEY MECHANISMS

fp  Sets Clear Expectations & Goals: Defines responsibiliies and |
eon performance targets.

2. Tracks & Monitors Results: Provides data on deviatom targets.

3. Tracks & Monitoors Results or deviations darns fom achieve |

making authority

¥ Links Performance to Rewards/Consequnces:
Motivates managers to achieve objectives.

4. Facilitaties Feedback & Development: |dentifies areas for
for improvement.

5. Ensuras Transparency & Trust:
Uplahds ethical standards and organizational integrity

ER

Open Educational Resource

Caption: Box 3.4 Performance measurement and managerial accountability
Short description: A box summarising how performance measurement supports managerial accountability.

Fill in the blank: Performance measurement provides a basis for holding accountable.

### 3.4.3 Case examples of responsibility accounting in practice

In practice, responsibility accounting is applied in diverse organisations. For instance, a manufacturing company
may treat each production department as a cost centre, evaluating managers on cost efficiency. A retail chain may
use profit centres, assessing store managers on profitability. Investment centres are common in large
corporations, where divisional managers are accountable for both profitability and asset utilisation.

These examples show how responsibility accounting and performance measurement work together to enhance
accountability and organisational effectiveness.

-
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RESPONBIILITY CENTRES
CASE EXAMPLES

MANUFACTURING
DIVISION

« Efficiency Ratios
« Waste Reduction % €

« Machine Downtime

RETAIL DIVISION

Revenue Centre:
Online Sales

« Website Traffic
« Converstion Rate =

CORPORATE
DIVISION

Cost Centre: HR
Department

« Training Cost/Employee
8Esparleee \
+ New Patents/Year

0) E
Cost Centre: Investment Centre: Cost Centre: Research &
Production Store Expansion & Development
Department * Time-to-Hire
« ROI (New Store) + R&D Bugget Utilization
. Reveque Qrowth ‘ fﬁ . Market Share Gain @ « New Patents/Year
« Contribuztion Margin

DER

Open Educalional Resource

Caption: Figure 3.4 Case examples of responsibility accounting in practice
Short description: Diagram showing examples of responsibility centres in manufacturing, retail, and corporate
divisions.

Fill in the blank: A retail chain may use centres, assessing store managers on profitability.

Pilot. questions 3.4

1. How can responsibility centres be linked to performance indicators?

2. Which performance indicators are suitable for investment centres?

3. Why'is performance measurement important for managerial accountability?

4. Give one example of responsibility accounting in practice.

5. How do responsibility accounting and performance measurement work together?

Series Summary

-
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This Series has examined performance measurement and responsibility accounting as vital tools for evaluating
organisational effectiveness and ensuring accountability. We began by defining performance measurement,
identifying financial and non-financial indicators, and recognising the limitations of traditional measures. We then
explored responsibility accounting, its scope, and the types of responsibility centres, before considering its role in
decentralised organisations. Following this, we studied tools and techniques for performance evaluation, including
ratio analysis, Balanced Scorecard, dashboards, and benchmarking. Finally, we linked performance measurement
with responsibility accounting, showing how integration enhances accountability and illustrated this with practical
case examples.

By completing this Series, you should now be able to define objectives of performance measurement (SLO 3.1),
identify indicators (SLO 3.2), analyse limitations of traditional measures (SLO 3.3), define responsibility accounting
and its scope (SLO 3.4), distinguish between responsibility centres (SLO 3.5), evaluate its role in decentralisation
(SLO 3.6), apply ratio analysis and financial metrics (SLO 3.7), demonstrate Balanced Scorecard and dashboards
(SLO 3.8), apply benchmarking (SLO 3.9), and integrate responsibility centres with performance indicators to
enhance accountability (SLO 3.10). These outcomes provide you with a structured understanding of how
organisations measure performance and assign responsibility, strengthening both control.and decision making.
HiHt# Glossary Of Terms — Series 3: Performance Measurement And Responsibility Accounting

**performance measurement**: The process of assessing how effectively an arganisation, department, or
individual achieves its objectives.

**Financial performance indicators**: Measures such as profit margins, return on investment, and cash flow that
evaluate financial outcomes.

**Non-financial performance indicators**: Measures such as customer satisfaction, employee engagement,
innovation, and service quality that assess broader organisational success.

**Ratio analysis**: A technique that uses financial ratios to evaluate profitability, liquidity, efficiency, and
solvency.

**Balanced Scorecard**: A strategic tool that evaluates performance across four perspectives: financial, customer,
internal processes, and learning and growth.

**performance dashboards**: Visual tools that present real-time data on key performance indicators to support
timely decision making.

**Benchmarking®*: The practice of comparing organisational performance against industry standards or best
practices.

**Responsibility accounting®*: A system that assigns accountability to managers for the financial performance of
specific areas within an organisation.

**Responsibility centres**: Units within an organisation classified as cost centres, revenue centres, profit centres,
or investment centres, each with distinct accountability.

**Decentralisation**: The distribution of decision-making authority across different levels of an organisation,
supported by responsibility accounting.

**Managerial accountability**: The obligation of managers to justify decisions and results in relation to
organisational objectives.

-
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This glossary consolidates the essential terms introduced in **Series 3: Performance Measurement And
Responsibility Accounting**, providing learners with a quick reference to reinforce understanding of key
concepts.

#i#t## Concept Check Questions 3 — Series 3: Performance Measurement And Responsibility Accounting

**Objective questions**

1. Performance measurement provides on achievement of goals. (Linked to SLO 3.1)

2. Customer satisfaction is an example of a performance indicator. (Linked to SLO 3.2)

3. Traditional performance measures often focus on results rather than long-term sustainability.
(Linked to SLO 3.3)

4. Responsibility accounting assigns accountability to for the financial perfermance of specific areas.
(Linked to SLO 3.4)

5. Managers in centres are accountable for both revenues and costs. (Linked to SLO 3.5)

6. The ratio measures a company’s ability to meet short-term obligations. (Linked to'SLO 3.7)

7. The Balanced Scorecard evaluates performance across perspectives. (Linked to SLO 3.8)

8. involves comparing organisational performance against industry standards or best practices.
(Linked to SLO 3.9)

**Short-answer questions**

9. State one objective of performance measurement. (Linked to SLO 3.1)

10. Give one example of a financial performance indicator. (Linked to SLO 3.2)

11. Mention one limitation of traditional performance measures. (Linked to SLO 3.3)

12. Define responsibility accounting. (Linked to SLO 3.4)

13. Name the four types of responsibility centres. (Linked to SLO 3.5)

14. Why is responsibility accounting importantin.decentralised organisations? (Linked to SLO 3.6)
15. What is ratio analysis used for? (Linked to SLO 3.7)

16. What is the purpose of performance dashboards? (Linked to SLO 3.8)

17. Define benchmarking in performance evaluation. (Linked to SLO 3.9)

**Long-answer questions**

18. Analyse the limitationsof traditional performance measures and explain how modern approaches address
them. (Linked to SLO 3.3)

19. Distinguish between cost, revenue, profit, and investment responsibility centres. (Linked to SLO 3.5)

20. Evaluate the role of responsibility accounting in decentralised organisations. (Linked to SLO 3.6)

21. Apply ratio analysisto assess the financial health of an organisation. (Linked to SLO 3.7)

22. Demonstrate how the Balanced Scorecard provides a holistic view of performance. (Linked to SLO 3.8)

23. Apply benchmarking and comparative analysis to identify performance gaps. (Linked to SLO 3.9)

24. Integrate responsibility centres with performance indicators to enhance accountability, using examples. (Linked
to SLO 3.10)

These Concept Check Questions reinforce the Series Learning Outcomes by testing knowledge of performance
measurement, responsibility accounting, and their integration.
H#i## Answers To Pilot Questions 3 — Series 3: Performance Measurement And Responsibility Accounting

H{H#H## Answers to Pilot Questions 3.1

1. Performance measurement is the process of assessing how effectively an organisation, department, or
individual achieves its objectives.

2. One objective of performance measurement is to provide feedback on achievement of goals.

-
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3. An example of a financial performance indicator is return on investment.
4. An example of a non-financial performance indicator is customer satisfaction.
5. One limitation of traditional performance measures is their focus on short-term results.

H#H#H##H Answers to Pilot Questions 3.2

1. Responsibility accounting is a system that assigns accountability to managers for the financial performance of
specific areas.

2. One scope of responsibility accounting is measuring performance based on controllable factors.

3. The four types of responsibility centres are cost centres, revenue centres, profit centres, and investment
centres.

4. Profit centres focus on profitability.

5. Responsibility accounting is important in decentralised organisations because it clarifies accountability and
supports managerial autonomy.

HiHH#HE Answers to Pilot Questions 3.3

1. Ratio analysis is used to evaluate financial performance through profitability, liquidity, efficiency, and solvency
ratios.

2. One type of financial ratio is the current ratio.

3. The four perspectives of the Balanced Scorecard are financial, customer, internal processes, and learning and
growth.

4. Performance dashboards provide real-time data to support timely. decision. making.

5. Benchmarking is the practice of comparing organisational performance against industry standards or best
practices.

HitH##H# Answers to Pilot Questions 3.4

1. Responsibility centres can be linked to performance indicators such as efficiency ratios for cost centres and ROI
for investment centres.

2. Suitable performance indicators for investment centres include return on investment and residual income.

3. Performance measurement is important for managerial accountability because it compares actual results with
expected outcomes.

4. One example of responsibility accounting in practice is a retail chain using profit centres to evaluate store
managers on profitability.

5. Responsibility accounting and performance measurement work together by aligning accountability with
measurable outcomes.

##H#H References And Attributions 3 — Series 3: Performance Measurement And Responsibility Accounting

Figures, Tables, and Boxes in this Series were either suggested as Al-generated placeholders or referenced from
open educational resources (OER). Where Al generation was proposed, the prompt and tool are noted.

**Figure 3.1 Objectives of performance measurement**

Al prompt: "Generate a diagram showing objectives of performance measurement such as feedback, decision
making, accountability, and motivation."

Suggested source search string: "objectives of performance measurement diagram OER"

**Table 3.1 Financial and non-financial performance indicators**
Al prompt: "Generate a table listing examples of financial and non-financial performance indicators."
Suggested source search string: "financial and non financial performance indicators OER"

**Box 3.1 Limitations of traditional performance measures**

Al prompt: "Create a text box summarising limitations of traditional performance measures."
Suggested source search string: "limitations of traditional performance measures OER"

-
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**Figure 3.2 Responsibility accounting structure**

Al prompt: "Generate a diagram showing responsibility accounting structure with responsibility centres linked to
managers."

Suggested source search string: "responsibility accounting structure diagram OER"

**Table 3.2 Types of responsibility centres**
Al prompt: "Generate a table listing types of responsibility centres with definitions and focus areas."
Suggested source search string: "types of responsibility centres cost revenue profit investment OER"

**Box 3.2 Role of responsibility accounting in decentralised organisations**
Al prompt: "Create a text box summarising the role of responsibility accounting in decentralised organisations."
Suggested source search string: "responsibility accounting decentralised organisations OER"

**Table 3.3 Common financial ratios and their uses**
Al prompt: "Generate a table listing common financial ratios with examples and uses."
Suggested source search string: "ratio analysis financial metrics examples OER"

**Figure 3.3 Balanced Scorecard perspectives**

Al prompt: "Generate a diagram showing the four perspectives of the Balanced Scorecard: financial, customer,
internal processes, learning and growth."

Suggested source search string: "Balanced Scorecard perspectives diagram OER"

**Box 3.3 Benchmarking and comparative analysis**
Al prompt: "Create a text box summarising the purpose and benefits of benchmarking and comparative analysis."'
Suggested source search string: "benchmarking comparative analysis performance evaluation OER"

**Table 3.4 Linking responsibility centres with performance indicators**

Al prompt: "Generate a table linking responsibility centres with appropriate performance indicators such as
efficiency ratios, profitability measures, and ROI."

Suggested source search string: "responsibility centres performance indicators OER"

**Box 3.4 Performance measurement and managerial accountability**
Al prompt: "Create a text box summarising how performance measurement supports managerial accountability."
Suggested source search string: "performance measurement managerial accountability OER"

**Figure 3.4 Case examples of responsibility accounting in practice**

Al prompt: "Generate@a diagram showing case examples of responsibility centres in manufacturing, retail, and
corporate divisions."

Suggested source searchstring: "responsibility accounting case examples OER"

All.references are aligned with open educational resource searches and Al prompts suggested for illustration.
Learners are encouraged to consult standard texts such as Drury (Management and Cost Accounting), Horngren et
al. (Cost Accounting: A Managerial Emphasis), and Armstrong (Performance Management: Key Strategies and
Practical Guidelines) for further reading and validation of concepts.

-
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COURSE CODE:ACC 303

COURSE TITLE: Management Accounting (Performance Management)

COURSE TITLE:(3 units C: LH 30;PH 45)

SERIES LIST

Series 1: Budgeting, Standard Costing, and Variance Analysis

Series 2: Behavioural Aspects of Budgeting and Strategic Performance Management
Series 3: Cost Reduction, Control Techniques, and Spreadsheet Applications

Series 4: Decision Making with Relevant Costs, CVP Analysis, and Pricing Strategies
Series 5: Divisional Performance, Transfer Pricing, Ethical Principles, and Topical Issues in Performance
Management

Series 4: Transfer Pricing And Divisional Performance

Part 4.1: Fundamentals of transfer pricing
Sub-Part 4.1.1: Definition and objectives of transfer pricing
Sub-Part 4.1.2: Methods of transfer pricing (market-based, cost-based, negotiated)
Sub-Part 4.1.3: Behavioural and strategic implications of transfer pricing

Part 4.2: Divisional performance measurement
Sub-Part 4.2.1: Objectives of divisional performance evaluation
Sub-Part 4.2.2: Financial measures (ROI, residual income, EVA)
Sub-Part 4.2.3: Non-financial measures (customer satisfaction; innovation, quality)

Part 4.3: Linking transfer pricing with divisional performance
Sub-Part 4.3.1: Impact of transfer pricing on divisional profitability
Sub-Part 4.3.2: Aligning divisional goals with organisational objectives
Sub-Part 4.3.3: Case examples of transfer pricing and performance evaluation

Part 4.4: Contemporary issues and challenges
Sub-Part 4.4.1: Transfer pricing in multinational corporations
Sub-Part 4.4.2: Regulatory and ethical considerations
Sub-Part 4.4.3: Emerging trends in divisional performance management

Introduction

Transfer pricing and divisional performance are critical areas in management accounting, particularly for
organisations that operate with multiple divisions or across international boundaries. This Series focuses on how
transfer pricing policies influence divisional results, managerial behaviour, and overall organisational performance.
It also examines the' methods of transfer pricing, the evaluation of divisional performance, and the challenges
faced in'practice.

The aim of this Series. is to provide you with the knowledge and skills to understand the fundamentals of transfer
pricing, apply appropriate methods, and evaluate divisional performance using both financial and non-financial
measures. We will begin by exploring the definition, objectives, and methods of transfer pricing, followed by an
analysis of divisional performance measurement. Next, we will link transfer pricing with divisional performance to
show how they interact, and finally, we will address contemporary issues such as multinational transfer pricing,
regulatory concerns, and emerging trends in divisional performance management.

### Series Learning Outcomes

Upon completing this Series, you should be able to:
SLO 4.1 define the concept and objectives of transfer pricing,

-
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SLO 4.2 distinguish between methods of transfer pricing (market-based, cost-based, negotiated),

SLO 4.3 analyse the behavioural and strategic implications of transfer pricing,

SLO 4.4 explain the objectives of divisional performance evaluation,

SLO 4.5 apply financial measures such as ROI, residual income, and EVA to assess divisional performance,

SLO 4.6 identify and evaluate non-financial measures of divisional performance,

SLO 4.7 assess the impact of transfer pricing on divisional profitability,

SLO 4.8 evaluate how divisional goals can be aligned with organisational objectives,

SLO 4.9 apply case examples to illustrate the interaction between transfer pricing and performance evaluation,

and

SLO 4.10 critically examine contemporary issues in transfer pricing, including multinational practices, regulatory
concerns, and emerging trends.
## 4.1 Fundamentals Of Transfer Pricing

### 4.1.1 Definition and objectives of transfer pricing

**Transfer pricing** refers to the price charged for goods, services, or intangible assets exchanged between
divisions within the same organisation. It is particularly important in decentralised organisations where divisions
operate as separate responsibility centres.

The objectives of transfer pricing include:

- Promoting goal congruence by aligning divisional decisions with overall organisational objectives.
- Facilitating accurate performance measurement of divisions.

- Supporting resource allocation and cost control.

- Motivating managers by providing fair evaluation of divisional results.

-
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OBJECTIVES OF TRANSFER PRICING
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Short description: Diagram showing objectives of transfer pricing (goal congruence, performance measurement,
resource allocation, motivation).
Caption: Figure 4.1 Objectives of transfer pricing

Fill in the blank: Transfer pricing refers to the price charged for exchanged between divisions within
the same organisation.

#i# 4.1.2 Methods of transfer pricing (market-based, cost-based, negotiated)
There are several methods used to determine transfer prices:

- **Market-based transfer pricing**: Prices are set based on prevailing external market rates. This method ensures
fairness and comparability but may be difficult if no external market exists.

- *¥*Cost-based transfer pricing**: Prices are determined using production costs, which may include variable cost,
full cost, or cost plus a markup. This method is simple but may not always reflect market realities.

- ¥**Negotiated transfer pricing**: Prices are agreed upon through negotiation between divisions. This method
allows flexibility but may lead to conflict if divisions have competing interests.
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TRANSFER PRICING METHODS: COMPARISON

TRANSFER PRICING METHODS: COMPARISON

METHOD ADVANTAGES DISAVNESTAGES ~ PRIMARY USE
MARKET-BASED Fair/Objective Requires External Market ~ Requires with
Promotes Goal Promotes Goal Data Always Feaible (Unique Sdcational Exteread
Congruence Simple Hoofigous Goods ~ Market Fluctations Markets
COST-BASED Easy to Implement Can Disincentize Internal
PRICE (e.p., Full Cost) Arbiterary Cost Allocation ~ Processes; No External

Interdpsendente Units Allocation Markets

Promotes Less Motivation Divisions with
NEGOTAITED Communication Time-Conusing Potential for Autoninal
PRICE Automomy Fexible for Potential for Conflict Autonomy &

Cases Bargening Power Communication

DER

Open Educational Resource

Caption: Table 4.1’ Methods of transfer pricing
Short description: A table comparing market-based, cost-based, and negotiated transfer pricing with advantages
and disadvantages.

Fill in.the blank:In transfer pricing, prices are set based on prevailing external market rates.

#i#t# 4.1.3 Behavioural and strategic implications of transfer pricing
Transfer pricing does not only affect financial outcomes; it also influences managerial behaviour and organisational
strategy.

Behavioural implications include:
- Encouraging cooperation or conflict between divisions depending on the method used.
- Affecting managers’ motivation if they perceive transfer prices as fair or unfair.
Strategic implications include:

L)
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- Influencing decisions about sourcing, production, and sales.
- Affecting competitiveness in multinational corporations where tax regulations apply.
- Shaping long-term organisational strategy by aligning divisional incentives with corporate goals.

BEHAVARIOUAL AND STRATEGIC IMPLICATIONS OF TRANSFER PRICING

TRANSFER PRICING METHODS: COMPARISON

KEY IMPLICATIONS

1 @ Goal Congrwence & Motivation: Aligns dvisional
incentives with overall corporate objectives.

S Decision-Maiking: Influences production, sourcing, and investment
s decisions.

2. Devisional Autonomy & Conflict

@ Dvisional Autonomy & Bacts inspendence with corporate control;
potential for disputes.

4. Performance Evaluation: proffabbility and manager assessment

9 ‘Fi 5. Strategic Positioning & Tax Planning
““¥ |mpacts competializziss, resource allocation, and international tax
liabilities.

ER

Open Educational Resource

Caption: Box 4.1 Behavioural and strategic implications of transfer pricing
Short description: A box summarising behavioural and strategic implications such as cooperation, motivation,
competitiveness, and alignment with corporate goals.

Fill in the blank: Transfer pricing influences both financial outcomes and behaviour within
organisations.

Pilot questions 4.1

1. What is transfer pricing?

2. State one objective of transfer pricing.

3. Name the three main methods of transfer pricing.

4. Which transfer pricing method uses production costs to set prices?
5. Mention one behavioural implication of transfer pricing.

-
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## 4.2 Divisional Performance Measurement

#i## 4.2.1 Objectives of divisional performance evaluation

Divisional performance evaluation is the process of assessing how well each division contributes to the overall
success of the organisation. The main objectives are:

- To measure divisional profitability and efficiency.

- To motivate divisional managers by linking performance to rewards.

- To promote accountability by evaluating managers on factors they can control.

- To support decision making by providing reliable information about divisional results.

OBJECTIVES OF DIVISIONAL PERFORMANCE EVAL UATION

MAKING

&\ i
g DECISION PROFITABILITY

DIVISIONAL
PERFORMANCE
EVALUATION

@%

ACCOUNTABILITY

x@m

@ER

Open Educational Resource

Short description: Diagram showing objectives of divisional performance evaluation (profitability, motivation,
accountability, decision making).
Caption: Figure 4.2 Objectives of divisional performance evaluation

Fill in the blank: Divisional performance evaluation promotes by assessing managers on factors they
can control.
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#it# 4.2.2 Financial measures (ROI, residual income, EVA)
Financial measures are widely used to evaluate divisional performance.

- ¥*Return on Investment (ROI)**: Measures divisional profitability relative to the assets employed. It is calculated
as divisional profit divided by divisional assets.

- ¥*Residual Income (RI)**: Measures divisional profit after deducting a charge for the cost of capital. It
encourages managers to make decisions that increase overall organisational wealth.

- **Economic Value Added (EVA)**: A refined version of residual income that adjusts accounting profits to better
reflect economic performance.

DIVISIONAL FINANCIAL PERFORMANCE

MEASURES: ROI, RI, & EVA
MEASURE DEFINITION KEY FEATURES
o Simple, widely used
Return an Investment Profit / Investment Compares to other
(ROI) investments
o ) » Can discurage investment in
Motivation Profit / Investment in projects with ROl less an =
current ROI
Residual Income (RI) Profit - (Required Rate of * Absolute measure, nas- @3
of Refurn x Investment) projects > not ratio
e Absolute measure, not ratio e Alighns with sharehooler .
Motivation returm of minimum rate wealth 4l
Economic Value Adaled . or o caled i
(EVAT - (Capital Employed) OfF compiex calcuiation ylad

@ER

Open Educational Resource

Caption: Table 4.2 Financial measures of divisional performance
Short description: A table listing ROI, residual income, and EVA with definitions and key features.

Fill'in'the blank: measures divisional profitability relative to the assets employed.

##t 4.2.3 Non-financial measures (customer satisfaction, innovation, quality)

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



While financial measures are important, they do not capture the full picture of divisional performance.
Non-financial measures provide a broader perspective:

- *¥*Customer satisfaction**: Evaluates how well the division meets customer needs and expectations.

- **Innovation**: Assesses the division’s ability to develop new products, services, or processes.

- #¥*Quality**: Measures the consistency and reliability of outputs, often linked to defect rates or service
standards.

These measures ensure that divisions are not only profitable but also sustainable and competitive in the long
term.

NON-FINANCIAL MEASURES OF

DIVISIONAL PERFORMANCE
KEY INDICATORS

=

Customer Satisfaction (e.g, NPS, surveys:

[

Measures customer loyally &
& feedback

2. - Innovation (e.g, New Products, Patents):
F€ Tracks development of new ideas & offerings

w

) Quality (eg, Defect Rate, Returns):
Reflects product/service reliability & standards

4, Employee Performance (e.g. Turnover, Training):
Assesses workforce engagement & development

5% /JI' Operational Efficiency Cycle Time):
il Evaluates process speed & resource utiization

Open Educational Resource
Caption: Box 4.2 Non-financial measures of divisional performance

Short description: A box summarising non-financial measures such as customer satisfaction, innovation, and
quality.

Fill in the blank: Customer satisfaction, innovation, and quality are examples of measures of divisional
performance.
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#itH##H# Pilot questions 4.2

1. What is the purpose of divisional performance evaluation?

2. State one objective of divisional performance evaluation.

3. Name three financial measures used to assess divisional performance.
4. Which financial measure deducts a charge for the cost of capital?

5. Give one example of a non-financial measure of divisional performance.
## 4.3 Linking Transfer Pricing With Divisional Performance

### 4.3.1 Impact of transfer pricing on divisional profitability

Transfer pricing directly influences how divisional profitability is reported. If transfer prices are settoo high, the
selling division may appear more profitable while the buying division suffers. Conversely, low transfer prices
benefit the buying division but reduce the apparent success of the selling division.

The choice of transfer pricing method therefore affects not only divisional results but/also managerialmotivation
and fairness in performance evaluation. Organisations must balance divisional interests with overall corporate
objectives.

IMPACT OF TRANSFER PRICING ON

DIVISIONAL PROFITRABILTY
KEY MECHANISMS

@ -
SELLING DIVISION BUYING DIVISION
Higher Transfer Price: Higher Transfer Price:
4 Increases Revenue 4 Increases Cost of Goods Sold
&l Boosts Reported Profitbability S 11

/\/i » Reduces Reported Profitbablity
i

S 1]

» Motivates to Produce & Sell

More Internaly » May Discourage Internal purchases
Jr Decreases Revenue $ L/l\_fl_
I}_ Reduces Reported Profitbablity ‘ Bocreases Internal Sourcing
™™ Reduces Reported Profitbabiity E Encourages Internal Sourcing
Negoitation
/ Policy

Open Educational Resource

Short description: Diagram showing how transfer pricing affects divisional profitability (selling division vs buying
division).
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Caption: Figure 4.3 Impact of transfer pricing on divisional profitability
Fill in the blank: Transfer pricing directly influences how is reported for each division.

##H# 4.3.2 Aligning divisional goals with organisational objectives
For transfer pricing to be effective, divisional goals must align with overall organisational objectives. This alignment
ensures that managers make decisions that benefit the entire organisation rather than just their division.

Strategies to achieve alignment include:

- Using transfer pricing methods that promote fairness and cooperation.
- Linking divisional performance measures to corporate strategy.

- Encouraging communication between divisions to reduce conflict.

ALIGNING DIVISIONAL GOALS WITH
ORGANISAIONAL OBJECTIVES

1.

X

Y

| Ky

Use of Goal Congruent Transfer Prices:
Market-based or negotated prices motivate divisions to act the
best intrest the overall company

Implement a Balanced Scorecard:

CahS

A

Incronprates financial and non-financial measures, linking dvisional
performance to corporate strategy

Decnerelesation with Central Oversight:
Empowers managers while maintaning corporate control through
reporting and performance reviews

Performance-Based Compensation:
Links manager bonuses and incentives to both dvisional and corporate
performance targets

Regular Communication & Feedback
Fosters understanding of organisational goals and facilitates
facillitates discussion of performance

Caption: Box 4.3 Aligning divisional goals with organisational objectives
Short description: A box summarising strategies for aligning divisional goals with organisational objectives.

Fill in the blank: Effective transfer pricing ensures that divisional goals are aligned with objectives.

-
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#iHt 4.3.3 Case examples of transfer pricing and performance evaluation

Practical examples help illustrate the interaction between transfer pricing and divisional performance:

- In a manufacturing company, transfer pricing between production and sales divisions affects reported
profitability and resource allocation.

- In a multinational corporation, transfer pricing policies influence tax liabilities and divisional competitiveness.
- In a retail chain, negotiated transfer prices between distribution and store divisions can determine divisional
success and cooperation.

These examples show how transfer pricing is not just a technical calculation but a strategic toal that shapes
divisional behaviour and organisational outcomes.

TRANSFER PRICING: CASE EXAMPLES

CASE EXAMPLE TRANSFER PRICING

CRLE (SCINARIO) METHOD & IMPACT

MANUFACTURING ) Cost-Plus Method: Ensures Cost-Plus Method: Ensures
Automotive company with a W . e e
engine division costs + impacts engine division + margin; impacts

e.ng.sion (sellir.mg) Id.ascrbly dvisions profhabbility of both dvisions
division, buying)

MULTIUNATDAL Tech firm with R&D in USA Market-Based / Negotlization;
CORPORATION (selling IP) and Production in Irelocompliance with internations
(buying IP) (buying IP) (e.g, arm's length principle).

RETAIL CHAIN witha  Grocery store chain with a Cost-Based (e.p. Standard Cost)
central purchasing/distribuir central purchribution division ~ Cost control, ensurs fair

(svision and individual (sellling and individual rstores  affectim; store-level profhabbility
sstores, (buyres (buying) & incentives

L) OER

Open Educational Resource

Caption: Table 4.3 Case examples of transfer pricing and divisional performance
Short description: A table summarising examples of transfer pricing in manufacturing, multinational corporations,
and retail chains.
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Fill in the blank: In a multinational corporation, transfer pricing policies influence liabilities and
divisional competitiveness.

HiHiH#HE Pilot questions 4.3

1. How does transfer pricing affect divisional profitability?

2. Why is it important to align divisional goals with organisational objectives?

3. State one strategy for achieving alignment between divisional and organisational goals.
4. Give one case example of transfer pricing in practice.

5. How does transfer pricing act as a strategic tool in organisations?

## 4.4 Contemporary Issues And Challenges

##t# 4.4.1 Transfer pricing in multinational corporations

Transfer pricing becomes particularly complex in **multinational corporations**, where goods, services, or
intangible assets are exchanged across borders. In these cases, transfer pricing policies affect not only divisional
performance but also taxation, compliance, and competitiveness.

Key considerations include:

- Ensuring compliance with international tax regulations.

- Managing the risk of double taxation or tax avoidance accusations.
- Balancing divisional profitability with global strategic objectives.

Multinationals often face scrutiny from tax authorities, making transfer pricing both a financial and legal
challenge.
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TRANSFER PRICING FLOWS IN
MULTANATINAL CORPORATIONS
GLOBAL OPERATIONS & INTERCOMPANY TRANSACTIONS
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COUNTRY A COUNTRY B COUNTRY C
R&D & ASSEMBLY & SALES &
MANUFACTURING ‘ DISTRIBUTION - MARKETING
_ (High-Tax Country) (Low-Tax Country) (Target Market)
] 2 OF
>, € E“'\ :
p@\ 'l e i J k. | J
GLOBAL PROFIT OPTIMIZATION | REGULATORY COMPLIANCE &
& TAX MININIZATION ARM'S LENGTH PRINCPLE

DER

Open Educaiional Resource

Short description: Diagram showing transfer pricing flows in multinational corporations across different countries.
Caption: Figure 4.4 Transfer pricing in multinational corporations

Fill in the blank: Transfer pricing in multinational corporations affects both divisional performance and
compliance.

### 4.4.2 Regulatory and ethical considerations

Transfer pricing is subject to strict **regulatory frameworks** such as OECD guidelines and local tax laws.
Organisations must ensure that transfer prices reflect the **arm’s length principle**, meaning transactions
between divisions should be priced as if they were between independent entities.

Ethical considerations also arise, as aggressive transfer pricing strategies may reduce tax liabilities but damage
corporate reputation. Responsible practices involve transparency, fairness, and adherence to both legal and ethical
standards.

-
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REGULATORY FRAMEWORKS AND ETHICAL
ISSUES IN TRANSFER PRIPING

KEY CONSIDERATIONS

REGULATORY FRAMERVARKS ETHICAL ISSUES
Arm’s Length Principle: 1. Tax Avoidance vs. Evasion:
Transactions must if pricen unralated ~ Legal tax planning vs illegsal
parties. practices.

1. OEECD Guidelines: 2. Fairness & Equity?
International standard for between Impact on developing us, illegal
unalted parties. tax base.

3. Local Tax Regulations: Each 3. Transparency
countr’yy has specific rules & Discolosuren developing counries’
documentation requirements. base.

4. Compliance & Documentation: 4. Reputation Risk
Strict reporting to avoid Negative public perception
penalties. perceeption & scrutiny

DER

Open Educaiional Resource

Caption: Box 4.4 Regulatory and ethical considerations in transfer pricing
Short description: A‘box summarising regulatory frameworks and ethical issues in transfer pricing.

Fill in the blank: The principle requires that transactions between divisions be priced as if they were
between.independent entities.

#iH# 4.4.3 Emerging trends in divisional performance management

Divisional performance management is evolving to reflect modern business realities. Emerging trends include:
-/Greater emphasis on non-financial measures such as sustainability, innovation, and employee engagement.
-'Use of digital dashboards and analytics for real-time performance monitoring.

- Integration of environmental, social, and governance (ESG) metrics into divisional evaluation.

- Adoption of hybrid transfer pricing approaches that combine financial and strategic considerations.

These trends highlight the shift towards a more holistic and forward-looking approach to divisional performance.

-
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EMERGING TRENDS IN DIVISIONAL
PERFORMANCE MANAGEMENT

TREND DESCRIPTION DESCRIPTION KEY FEATURES
R Incolpprates Fair/Objective Thes-fetame dat,
Sustamab_lllty &  environmental, social Carbon Fodritt, Diversity, Internal Feotiprics and
ESG Metrics governnance factors. Goods Auucating, Farhet
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Sustaianility &  Digital Dashboards Can Disincentize Measures: Preditytics,
W' ESG Metrrics & Analytics Eiflerrzation Aivarsity. Al-driven insights
Isustons
fo [ A/]A Prorrome data Predicival, ensurs fair
2:1galltayﬂ! clzashboards - @@ Insaullszation Prediciuind Power
E insights
Hybrid Transfer Grocery store chain a Poest-fales Measures: Patent Filings,
Intangiibles financial assts like Feedback and Employee Engagement,
& human capital Goal Setting Brand Value
Agile Performance  Continutous feedback Frequent Check-ins, Employeee Demitabbiul
Management Gioal Setting Development Development

DER

Open Educational Resource

Caption: Table 4.4 Emerging trends in divisional performance management
Short description: A-table listing trends such as sustainability, digital dashboards, ESG metrics, and hybrid transfer

pricing

approaches.

Fill in the blank: Modern divisional performance management increasingly integrates metrics

alongsi

de financial measures.

Pilot questions 4.4

1. Why is transfer pricing more complex in multinational corporations?
2. What is the arm’s length principle in transfer pricing?

3. State one ethical consideration in transfer pricing.

4. Name two emerging trends in divisional performance management.
5. How do ESG metrics influence divisional performance evaluation?

Series Summary

-
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This Series has explored the critical relationship between transfer pricing and divisional performance. We began by
defining transfer pricing and examining its objectives, followed by a detailed look at the methods used, including
market-based, cost-based, and negotiated approaches. We then considered the behavioural and strategic
implications of transfer pricing, highlighting its influence on managerial motivation and organisational strategy.

Next, we studied divisional performance measurement, focusing on both financial measures such as ROI, residual
income, and EVA, and non-financial measures such as customer satisfaction, innovation, and quality. We linked
transfer pricing with divisional performance, showing how transfer pricing decisions affect divisional profitability,
goal alignment, and organisational outcomes, supported by practical case examples. Finally, we addressed
contemporary issues and challenges, including transfer pricing in multinational corporations, regulatory and ethical
considerations, and emerging trends such as ESG metrics and digital dashboards.

By completing this Series, you should now be able to define and distinguish transfer pricing.methoeds (SLO 4.1, SLO
4.2), analyse their behavioural and strategic implications (SLO 4.3), explain and apply divisional performance
measures (SLO 4.4, SLO 4.5, SLO 4.6), assess the impact of transfer pricing on divisional profitability (SLO 4.7),
evaluate alignment between divisional and organisational goals (SLO 4.8), illustrate concepts with case examples
(SLO 4.9), and critically examine contemporary issues and trends (SLO 4.10). These outcomes provide a
comprehensive understanding of how transfer pricing and divisional performance interact to shape organisational
success.

#iHt#H Glossary Of Terms — Series 4: Transfer Pricing And Divisional Performance

**Transfer pricing**: The price charged for goods, services,.or intangible assets exchanged between divisions
within the same organisation.

**Market-based transfer pricing**: A method where transfer prices are set according to prevailing external market
rates.

**Cost-based transfer pricing**: A method where transfer prices are determined using production costs, which
may include variable cost, full cost, or cost plus a markup.

**Negotiated transfer pricing**: A method where transfer prices are agreed upon through negotiation between
divisions.

**Divisional performance evaluation®**: The process of assessing how well each division contributes to the overall
success of the organisation.

**Return on Investment (ROI)**: A financial measure of divisional profitability relative to the assets employed,
calculated as divisional profit divided by divisional assets.

**Residual Income (RI)**: A financial measure of divisional profit after deducting a charge for the cost of capital.

**Economic Value Added (EVA)**: A refined version of residual income that adjusts accounting profits to better
reflect economic performance.

**Non-financial measures**: Indicators such as customer satisfaction, innovation, and quality that assess divisional
performance beyond financial results.

**Arm’s length principle**: A regulatory requirement that transactions between divisions should be priced as if
they were between independent entities.

-
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**Multinational corporations (MNCs)**: Organisations that operate across multiple countries, where transfer
pricing policies affect taxation, compliance, and competitiveness.

**ESG metrics**: Environmental, social, and governance indicators integrated into divisional performance
management to reflect sustainability and ethical practices.

This glossary consolidates the essential terms introduced in **Series 4: Transfer Pricing And Divisional
Performance**, providing learners with a quick reference to reinforce understanding of key concepts:
#itH# Concept Check Questions 4 — Series 4: Transfer Pricing And Divisional Performance

**Qbjective questions**

1. Transfer pricing refers to the price charged for exchanged between divisions. (Linked to SLO 4.1)
2.1n transfer pricing, prices are set according to prevailing external market rates. (Linked to SLO 4.2)
3. Negotiated transfer pricing involves prices agreed upon through between divisions. (Linked to SLO
4.2)

4. Transfer pricing influences both financial outcomes and behaviour. (Linked to SLO 4.3)

5. ROl measures divisional profitability relative to employed. (Linked to SLO 4.5)

6. Residual income deducts a charge for the cost of . (Linked to'SLO 4.5)

7. Customer satisfaction, innovation, and quality are examples/of measures. (Linked to SLO 4.6)
8.The principle requires transactions betweendivisions to be priced as if they were between

independent entities. (Linked to SLO 4.10)

**Short-answer questions**

9. Define transfer pricing. (Linked to SLO 4.1)

10. State one objective of transfer pricing. (Linked to SLO 4.1)

11. Name the three main methods of transfer pricing. (Linked to SLO 4.2)

12. Mention one behavioural implication of transfer pricing. (Linked to SLO 4.3)

13. What is the purpose of divisional-performance evaluation? (Linked to SLO 4.4)

14. Give one example of a financial measure of divisional performance. (Linked to SLO 4.5)
15. State one non-financial measure of divisional performance. (Linked to SLO 4.6)

16. How does transfer pricing affect divisional profitability? (Linked to SLO 4.7)

17. Give one strategy for aligning divisional goals with organisational objectives. (Linked to SLO 4.8)
18. Provide one case example of transfer pricing in practice. (Linked to SLO 4.9)

19. What is the arm’s length principle? (Linked to SLO 4.10)

**Long-answer questions**

20. Analyse the objectives.of transfer pricing and explain how they support organisational performance. (Linked to
SLO 4.1)

21. Distinguish between market-based, cost-based, and negotiated transfer pricing methods, highlighting their
advantages and disadvantages. (Linked to SLO 4.2)

22. Evaluate the behavioural and strategic implications of transfer pricing for divisional managers. (Linked to SLO
43)

23. Explainthe objectives of divisional performance evaluation and discuss how financial and non-financial
measures complement each other. (Linked to SLO 4.4, SLO 4.5, SLO 4.6)

24. Assess the impact of transfer pricing on divisional profitability and organisational goal alignment, using
examples. (Linked to SLO 4.7, SLO 4.8, SLO 4.9)

25. Critically examine contemporary issues in transfer pricing, including multinational practices, regulatory
frameworks, and emerging trends in divisional performance management. (Linked to SLO 4.10)

-
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H### Answers To Pilot Questions 4 — Series 4: Transfer Pricing And Divisional Performance

H#H#H## Answers to Pilot Questions 4.1

1. Transfer pricing is the price charged for goods, services, or intangible assets exchanged between divisions within
the same organisation.

2. One objective of transfer pricing is to promote goal congruence by aligning divisional decisions with
organisational objectives.

3. The three main methods of transfer pricing are market-based, cost-based, and negotiated.

4. Cost-based transfer pricing uses production costs to set prices.

5. One behavioural implication of transfer pricing is that it can encourage cooperation or conflict between divisions
depending on the method used.

HiHHH#HE Answers to Pilot Questions 4.2

1. The purpose of divisional performance evaluation is to assess how well each division contributes to
organisational success.

2. One objective of divisional performance evaluation is to promote accountability by evaluating managers on
controllable factors.

3. Three financial measures used to assess divisional performance are ROI, residual income, and EVA.

4. Residual income deducts a charge for the cost of capital.

5. An example of a non-financial measure of divisional performance is customer satisfaction.

HiHH#HE Answers to Pilot Questions 4.3

1. Transfer pricing affects divisional profitability by determining how profits are distributed between selling and
buying divisions.

2. Aligning divisional goals with organisational objectives ensures that managers make decisions that benefit the
entire organisation.

3. One strategy for achieving alignment is linking divisional performance measures to corporate strategy.

4. A case example of transfer pricing in practice is'@a multinational corporation adjusting transfer prices to manage
tax liabilities.

5. Transfer pricing acts as a strategic tool by shaping divisional behaviour and influencing organisational
outcomes.

HiHHH#H# Answers to Pilot Questions 4.4

1. Transfer pricing is more complex in multinational corporations because it affects taxation, compliance, and
competitiveness across borders.

2. The arm’s length principle requires that transactions between divisions be priced as if they were between
independent entities.

3. One ethical consideration in transfer pricing is ensuring transparency to avoid reputational damage.

4. Two emerging trends in divisional performance management are the use of digital dashboards and integration
of ESG metrics.

5. ESG metrics influence divisional performance evaluation by incorporating sustainability and ethical practices into
assessment.

H#it## References And Attributions 4 — Series 4: Transfer Pricing And Divisional Performance

Figures, Tables, and Boxes in this Series were either suggested as Al-generated placeholders or referenced from
open-educational resources (OER). Where Al generation was proposed, the prompt and tool are noted.

**Figure 4.1 Objectives of transfer pricing**

Al prompt: "Generate a diagram showing objectives of transfer pricing such as goal congruence, performance
measurement, resource allocation, and motivation."

Suggested source search string: "objectives of transfer pricing diagram OER"

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



**Table 4.1 Methods of transfer pricing**

Al prompt: "Generate a table comparing market-based, cost-based, and negotiated transfer pricing methods with
advantages and disadvantages."

Suggested source search string: "methods of transfer pricing comparison OER"

**Box 4.1 Behavioural and strategic implications of transfer pricing**
Al prompt: "Create a text box summarising behavioural and strategic implications of transfer pricing."
Suggested source search string: "behavioural strategic implications of transfer pricing OER"

**Figure 4.2 Objectives of divisional performance evaluation**

Al prompt: "Generate a diagram showing objectives of divisional performance evaluation such as profitability,
motivation, accountability, and decision making."

Suggested source search string: "objectives of divisional performance evaluation diagram OER"

**Table 4.2 Financial measures of divisional performance**
Al prompt: "Generate a table listing ROI, residual income, and EVA with definitions and key features."
Suggested source search string: "financial measures divisional performance ROI residual income EVA OER"

**Box 4.2 Non-financial measures of divisional performance**

Al prompt: "Create a text box summarising non-financial measures such as‘customer satisfaction, innovation, and
quality."

Suggested source search string: "non financial measures divisional performance OER"

**Figure 4.3 Impact of transfer pricing on divisional profitability**

Al prompt: "Generate a diagram showing how transfer pricing affects divisional profitability, highlighting selling
division vs buying division outcomes."

Suggested source search string: "impact of transfer pricing on divisional profitability diagram OER"

**Box 4.3 Aligning divisional goals with organisational objectives**
Al prompt: "Create a text box summarising strategies for aligning divisional goals with organisational objectives."
Suggested source search string: "aligning divisional goals organisational objectives transfer pricing OER"

**Table 4.3 Case examples of transfer pricing and divisional performance**

Al prompt: "Generate a table summarising case examples of transfer pricing in manufacturing, multinational
corporations, and retail chains."

Suggested source search string: "case examples transfer pricing divisional performance OER"

**Figure 4.4 Transfer pricing/in multinational corporations**

Al prompt: "Generate a.diagram showing transfer pricing flows in multinational corporations across different
countries."

Suggested source search string: "transfer pricing multinational corporations diagram OER"

**Box 4.4 Regulatory and ethical considerations in transfer pricing**
Al prompt: "Create a text box summarising regulatory frameworks and ethical issues in transfer pricing."
Suggested source search string: "regulatory ethical considerations transfer pricing OER"

**Table 4.4 Emerging trends in divisional performance management**

Al prompt: "Generate a table listing emerging trends in divisional performance management such as sustainability,
digital dashboards, ESG metrics, and hybrid transfer pricing approaches."

Suggested source search string: "emerging trends divisional performance management OER"

-
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All references are aligned with open educational resource searches and Al prompts suggested for illustration.
Learners are encouraged to consult standard texts such as Drury (Management and Cost Accounting), Horngren et
al. (Cost Accounting: A Managerial Emphasis), and Emmanuel & Mehafdi (Accounting for Managers: Interpreting
Accounting Information for Decision-Making) for further reading and validation of concepts.

COURSE CODE:ACC 303

COURSE TITLE: Management Accounting (Performance Management)

COURSE TITLE:(3 units C: LH 30;PH 45)

SERIES LIST

Series 1: Budgeting, Standard Costing, and Variance Analysis

Series 2: Behavioural Aspects of Budgeting and Strategic Performance Management
Series 3: Cost Reduction, Control Techniques, and Spreadsheet Applications

Series 4: Decision Making with Relevant Costs, CVP Analysis, and Pricing Strategies
Series 5: Divisional Performance, Transfer Pricing, Ethical Principles, andTopical Issues in Performance
Management

##Ht Series 5: Strategic Performance Management

Part 5.1: Introduction to strategic performance management
Sub-Part 5.1.1: Definition and scope of strategic performance management
Sub-Part 5.1.2: Importance of aligning performance management with corporate strategy
Sub-Part 5.1.3: Role of managers and stakeholders in strategic performance

Part 5.2: Tools and frameworks for strategicperformance
Sub-Part 5.2.1: Balanced Scorecard as a strategic tool
Sub-Part 5.2.2: Key Performance Indicators (KPIs) and their design
Sub-Part 5.2.3: Performance dashboards and analytics

Part 5.3: Integrating financial and non-financial measures
Sub-Part 5.3.1: Linking financial metrics with strategic objectives
Sub-Part 5.3.2: Incorporating non-financial measures such as innovation, sustainability, and customer focus
Sub-Part 5.3.3: Case examples of integrated performance measurement

Part 5.4: Contemporary issues and future directions
Sub-Part 5.4.1: Strategic performance management in global organisations
Sub-Part 5.4.2: Ethical.and governance considerations in performance management
Sub=Part 5.4.3: Emerging trends such as ESG metrics, digital transformation, and Al-driven analytics

Introduction

Strategic performance management is about ensuring that organisations not only measure what matters but also
use those measures to drive long-term success. Unlike traditional performance management, which often focuses
narrowly on financial results, strategic performance management integrates financial and non-financial indicators
to align divisional and organisational goals with corporate strategy.

The aim of this Series is to equip you with the knowledge and tools to understand how performance management
becomes strategic, how frameworks such as the Balanced Scorecard and Key Performance Indicators (KPls) are

-
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applied, and how financial and non-financial measures can be integrated to provide a holistic view of
organisational performance.

We will begin by introducing the definition, scope, and importance of strategic performance management,
followed by an exploration of key tools and frameworks. Next, we will examine how financial and non-financial
measures are integrated to support strategic objectives, and finally, we will address contemporary issues and
future directions, including global practices, ethical considerations, and emerging trends such as ESG metrics and
Al-driven analytics.

Series Learning Outcomes — Series 5: Strategic Performance Management
Upon completing this Series, you should be able to:

SLO 5.1 define the concept and scope of strategic performance management,

SLO 5.2 explain the importance of aligning performance management with corporate strategy,

SLO 5.3 analyse the role of managers and stakeholders in strategic performance management,

SLO 5.4 apply tools and frameworks such as the Balanced Scorecard and KPIs to evaluate performance,
SLO 5.5 design and interpret performance dashboards and analytics,

SLO 5.6 integrate financial and non-financial measures to support strategic objectives,

SLO 5.7 evaluate case examples of integrated performance measurement,

SLO 5.8 assess strategic performance management practices in'global organisations,

SLO 5.9 critically examine ethical and governance considerations in performance management, and
SLO 5.10 explore emerging trends such as ESG-metrics, digital transformation, and Al-driven analytics in strategic
performance management.

## 5.1 Introduction To Strategic Performance Management

### 5.1.1 Definition and scope of strategic performance management

**Strategic performance management**.refers to the systematic process of measuring, monitoring, and managing
organisational performance in a way that aligns with long-term strategic objectives. Unlike traditional performance
management, which often focuses.onshort-term financial outcomes, strategic performance management
integrates both financial and non-financial measures to provide a holistic view of success.

Its scope includes:

- Setting clear performance objectives linked to corporate strategy.

- Designing measures that capture financial, operational, and strategic dimensions.
- Monitoring results through dashboards, scorecards, and reports.

- Using insights to guide decision making and continuous improvement.

-
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SCOPE OF STRATEGIC PERFORMANCE MANAGEMENT
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Open Edeational Resource

Short description: Diagram showing the scope of strategic performance management (objectives, measures,
monitoring, decision-making).
Caption: Figure 5.1 Scope of strategic performance management

Fill in the blank: Strategic performance management integrates both __ and non-financial measures to
provide a holistic view of success.

### 5.1.2 Importance of aligning performance management with corporate strategy
Performance management becomes strategic only when it is aligned with corporate strategy. This alignment
ensures that divisions and individuals contribute meaningfully to organisational goals.

Key benefits of alignment include:

- Promoting goal congruence across divisions.

- Ensuring resources are allocated to strategic priorities.

- Enhancing accountability by linking measures to strategic outcomes.
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- Supporting long-term sustainability and competitiveness.

IMPORTANCE OF ALIGNING PERFORMANCE

MANAGEMENT WITH CORPORATE STRATEGY

KEY BENEFITS

{:@} 1. Enhances Goal Congruence:
% Aligns individual and dvisional efforts with overarching
corporate objectives.

o)

'@',']u[]z. Improves Decision Making:

~4  Provides relevon Making: Provident data to guide strategic
a0l choices and resource allocation.

‘ 3. Drives Motivation & Acconsabiity and motivates an
¥l employees to achieve schieve strategic targets.

%4. Optimizes Resource Utlization:

5. Facillites Adaptabiily & Growth:

identify deviations are dirations, and adjust strategies in a

@ 5. Enables organizations to monitor and operatioial progress,
dynamic environment.

OER

Caption: Box 5.1 Importance of aligning performance management with corporate strategy
Short description: A box summarising benefits of aligning performance management with corporate strategy.

Fill in the blank: Performance management becomes strategic only when it is aligned with strategy.

#i## 5.1.3 Role of managers and stakeholders in strategic performance
Managers and stakeholders play a crucial role in implementing strategic performance management.

Managers are responsible for:

- Setting divisional objectives that support corporate strategy.
- Monitoring performance using appropriate measures.

- Motivating employees by linking performance to rewards.
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Stakeholders, including shareholders, customers, and regulators, influence performance management by
demanding transparency, accountability, and sustainable practices. Their involvement ensures that performance
management reflects not only internal goals but also external expectations.

ROLES IN STRATEGIC PERFORMANCE
PERFORMANCE MANAGEMENT

MANAGERS & STAKEHOLDERS

ROLE PRIMARY KEY ACTIVITIES
RESPONSIBILITIES
Senior Leadership Defines vision, Defines vision, Strategy Formulation,
(e..g). CEO, CFO) strategy, and targets. Resource Allocation, Resource Review &
; targets Feedback
Translates strategy .
Mid-Level Management into operational ovistional Goal peploymgnt, : Perforrpance Review &
(e..g). Dvisional Heads) plans; monitors team Opartional Monitoring Reporting
performance.
: Task Execution, Operational
Employees Trastles tasks; contributes : :
ploy objective achievement. Coaching Monitornal Development
Board of Directors &  Executes tasks, Feedback Provision, Executive
overssht: Freseback schive targets. Oriersion Evaluation
Customers/Supplires Provide feedback; Strategy Approval, Collaboration, Quality
Growth quality & innovation. Rkeeutirein innovation. ~ Standards Adhertance

DER

Open Educational Resource

Caption: Table 5.1 Roles of managers and stakeholders in strategic performance management
Short description: A table listing roles of managers (objectives, monitoring, motivation) and stakeholders
(transparency, accountability, sustainability).

Fill in the blank: Stakeholders influence performance management by demanding , accountability, and
sustainable practices.

HiHHHH Pilot questions 5.1

1. Define strategic performance management.

2. State one element included in the scope of strategic performance management.

3. Why is alignment with corporate strategy important in performance management?
4. Mention one benefit of aligning performance management with corporate strategy.
5. State one role of managers in strategic performance management.

-
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6. Give one way stakeholders influence performance management.
## 5.2 Tools And Frameworks For Strategic Performance

### 5.2.1 Balanced Scorecard as a strategic tool

The **Balanced Scorecard (BSC)** is one of the most widely used frameworks in strategic performance
management. It provides a structured way of measuring performance across four perspectives:

- Financial: How well the organisation is performing financially.

- Customer: How satisfied and loyal customers are.

- Internal processes: How efficient and effective internal operations are.

- Learning and growth: How well the organisation is developing its people, systems, and innovation-capacity.

The Balanced Scorecard ensures that performance management is not limited to financial results but also
considers customer satisfaction, operational efficiency, and long-term capability building.

THE BALANCED SCORECR PERSPECTIVES

KEY PERSPETIVES
[k, 9,
FINANCIAL . CUSTOMER
« Profitability « Satisfaction
« Revenue Growth » Retention

» Shareholder Value «» Market Share

\'I

INTERNAL LEARNING & '@@
PROCESSES GROWTH
« Operational Efficiency " « Employee Skills
» Quality « Technology
* Innovation O * Culture & Climate
;'f STRATEGY EXECUTION HOLISTIC PERFORMANCE VIEW Q

LCNER

Open Educational Resource

Short description: Diagram showing the four perspectives of the Balanced Scorecard (financial, customer, internal
processes, learning and growth).
Caption: Figure 5.2 Balanced Scorecard perspectives

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Fill in the blank: The Balanced Scorecard measures performance across four perspectives: financial, customer,
internal processes, and

#it# 5.2.2 Key Performance Indicators (KPIs) and their design

**Key Performance Indicators (KPIs)** are specific, measurable metrics used to track progress towards strategic
objectives. Effective KPIs should be:

- Aligned with corporate strategy.

- Measurable and quantifiable.

- Relevant to the division or activity being assessed.

- Time-bound, with clear targets and deadlines.

Designing KPIs requires careful thought to avoid measuring too many indicators or focusing on metrics that do not
drive strategic outcomes.

L CHARACTERISTICS OF EFFECTIVE KPIS |

KEY FEATRES
CHARACTERITIC DESCRIPTION KEY QUESTIONS
Aligned Links to strategic goals Does it support our
7 Meanficrable & Does it support our
Mes ot IL tracke strategy?
Measurable /"« Realistic & tracktable Is ite realistic?
Attainable /" Realistic & achievable Does wi matter?
Relevant ‘Q Matters to decision-daking  Does will it achieved
Time-bound ()  ° Definedtimeffame & When will it achieved
deadine
76 STRATEGY EXECUTION HOLISTIC PERFORMANCE VIEW O,

DER

Open Educaticnal Resource
Caption: Table 5.2 Characteristics of effective KPIs
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Short description: A table listing characteristics of effective KPIs (aligned, measurable, relevant, time-bound).

Fill in the blank: Effective KPIs should be aligned with strategy.

### 5.2.3 Performance dashboards and analytics
**performance dashboards** are visual tools that present KPIs and other measures in a clear, accessible format.
They allow managers to monitor performance in real time and make informed decisions.

Dashboards often include:

- Graphs and charts for trend analysis.

- Colour coding to highlight performance against targets.
- Drill-down features to explore detailed data.

**Analytics** enhance dashboards by providing deeper insights, such as predictive modelling and scenario
analysis. Together, dashboards and analytics transform raw data into actionable intelligence.

 PERFORMANCE DASHBOARDS & ANALYTICS

KEY FEATRES

PERFORMANCE ANALYTICS
Q DASHBOARDS CAPABILITEIS

1. Visual Data Displays

(Charts, Gauges) 1. Predictive Modeling

2. Real-Time Monitorng 2. Trend Analysis

3. Customizable Mtrics

| = ) 3. Root Cause Analysis
4. Interactive Filltars & Drill-Downs

4. Scenario Planing

f STRATEGY EXECUTION DATA-DRIVEN INSIGHTS O\

LCDER
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Caption: Box 5.2 Features of performance dashboards and analytics
Short description: A box summarising features of dashboards (graphs, colour coding, drill-down) and analytics
(predictive modelling, scenario analysis).

Fill in the blank: Performance dashboards transform raw data into intelligence.

HiHiHHE Pilot questions 5.2

1. What are the four perspectives of the Balanced Scorecard?
2. State one characteristic of an effective KPI.

3. Why should KPIs be aligned with corporate strategy?

4. Mention one feature of performance dashboards.

5. How do analytics enhance dashboards?

## 5.3 Integrating Financial And Non-Financial Measures

### 5.3.1 Linking financial metrics with strategic objectives

Financial metrics remain essential in performance management because theyprovide a clear measure of
profitability, efficiency, and shareholder value. However, their true power lies in how they are linked to strategic
objectives. For example, ROl or EVA can be tied directly to long-term growth strategies, ensuring that financial
performance reflects not just short-term gains but sustainable success.

When financial metrics are aligned with strategy, managers can make decisions that balance immediate
profitability with future competitiveness.

-
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LINKING FINANCIAL METRICS WITH

STRATEGIC OBJECTIVES

INTEGRATED PERFORMANCE FRAMEFEMORK
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METRICS v, OBJECTIVES

& — laf STRATEGY S Sr——e
* Retum on Investment (ROI) & VALUE CREATION . Sus.mbmy & ESG
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* Profit Margin * Innovation
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e ¥ %
MEASUREMENT

€ 3 FEEDBACK
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2 & EXECUTION PERFORMANCE VIEW

Open Elkcatierral Rsssurrce

Short description: Diagram showing linkage between financial metrics (ROI, EVA) and strategic objectives (growth,
sustainability, competitiveness).
Caption: Figure 5.3 Linking financial metrics with strategic objectives

Fill in the blank: Financial metrics are most effective when they are linked to objectives.

### 5.3.2 Incorporating non-financial measures such as innovation, sustainability, and customer focus
Non-financial measures provide a broader view of performance by capturing aspects that financial metrics alone
cannot. Examples include:

- **|nnovation**: The ability to develop new products, services, or processes.

- *¥*Sustainability**: Commitment to environmental and social responsibility.

- **Customer focus**: Meeting and exceeding customer expectations.

These measures ensure that divisions are not only profitable but also resilient, ethical, and competitive in the long
term.
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NON-FINANCIAL MEASURES
KEY INDICATORS

) 4 | aa
1. INNOVATION ‘ 2. SUSTAINABILITY & 3. CUSTOMER FOCUS
ESG
New Product Development Carbon Footprinnt Reduction ‘ Customer Satisfaction
R&D Investment, Resource Efficiency (ee.p. NPS])
Patents & Intellectual Properity Ethical Sourcing Customer Retention Rate
‘ Market Share
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Open Educational Resource

Caption: Box 5.3 Examples of non-financial measures
Short description: A‘box summarising non-financial measures such as innovation, sustainability, and customer
focus.

Fill in the blank: Innovation, sustainability, and customer focus are examples of measures.

### 5.3.3 Case examples of integrated performance measurement

Case studies illustrate how organisations combine financial and non-financial measures to achieve strategic
objectives:

- A technology company links ROI with innovation metrics to ensure profitability while driving product
development.

- A retail chain integrates customer satisfaction scores with sales growth to balance financial success with
customer loyalty.

- A multinational corporation combines EVA with sustainability indicators to align shareholder value with
environmental responsibility.

-
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These examples show that integrated performance measurement provides a more balanced and strategic view of
organisational success.

INTEGRATED PERFORMANCE
MEASIUREMENT

CASE STUDIES IN DIFFERENT INDUSTRIES

~ [ a8

KEY INTEGRATED METRICS &

INCHUSTRY CASE EXAMPLE & IMPACT

Software Development Financial: Revenue Growth, Financial: Revlerase Cyrcle

Company implemating Profit Margin Infnancial:

Agile Methodogies Product Release Cycle Time, Customer leemer Satisfation
Employee Engagement (NPS), Employee customer loyalty

RETAIL Financial: Sales per Square Foot, Innancial: Faster Lifetime Value,

Omni-Channel Retaiter Online Conversion Rate Store Trafic Accuracy, ESG

focusing of customer Customer Lifetime Value, Score

experience Store Traffic, Impact: Enhanctomer loyalty,
Inventory Accuracy reduced waste

MULTIUNATINAL CORPORATION  Financial: RO, EVA, Cost Reduction  Innancial: Forbon Reduction,

Global Manufacturing Firm Noffinasttiar Reduction, Suphalin Ethics, Enplayeey
with focus of Innovation Pipeline, Impact: Global prfiizion, enhanced
sustainability Employee Safety brand reputation
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:f EXECUTION PERFORMANCE VIEW 0 = R
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Caption: Table 5.3 Case examples of integrated performance measurement
Short description: A table summarising examples of integrated performance measurement in technology, retail,
and multinational corporations.

Fillin the blank: A retail chain may integrate customer satisfaction scores with growth to balance
financial success with customer loyalty.

HiHHHH Pilot questions 5.3

1. Why should financial metrics be linked to strategic objectives?

2. State one example of a non-financial measure.

3. How does sustainability contribute to strategic performance management?

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



4. Give one case example of integrated performance measurement.
5. What is the benefit of combining financial and non-financial measures?
## 5.4 Contemporary Issues And Future Directions

### 5.4.1 Strategic performance management in global organisations

Global organisations face unique challenges in strategic performance management because they operate across
diverse markets, cultures, and regulatory environments. Performance measures must be adaptable to local
contexts while still aligning with overall corporate strategy.

Key considerations include:

- Managing cross-border differences in customer expectations and market conditions.
- Ensuring compliance with varied legal and regulatory frameworks.

- Balancing global consistency with local flexibility in performance measures.

GLOBAL STRATEGIC
PERFORMANCE MANAGEMENT

GLOBAL ALIGNMENT & LOCAL ADAPTATION

Feedback & Reporting
P N Q

LOCAL ADAPATION
27 =

(Country/Regional Units)
GLOBAL

EX @@ STRATEGY uﬁ] @i&b

|1 | & oBJECTIVES

1. Tailor KPIS to local markets
2. Customize initiatives @

2. Customize initiatives
3. Respond to local regulations/cultumJ
E=————

Guidance & Standards

GLOBAL ALIAIMENT
(Headquatuers Oversight)

1. Standaized financial
metrics

2. Shared vision & values

3. Central reporting & review

D
@& THINKGLOBALLY, ACTFLEXIBLY &J

OER

Open Educational Resource

Short description: Diagram showing global strategic performance management with local adaptation and global
alignment.
Caption: Figure 5.4 Strategic performance management in global organisations

Fill in the blank: Global organisations must balance consistency with local in performance measures.
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### 5.4.2 Ethical and governance considerations in performance management

Ethical and governance issues are increasingly important in performance management. Organisations must ensure
that performance measures encourage responsible behaviour and do not incentivise short-term gains at the

expense of long-term sustainability.

Governance considerations include:

- Transparency in reporting performance results.
- Accountability of managers and divisions.

- Fairness in linking performance to rewards.

Ethical considerations involve respecting stakeholder interests, promoting sustainability, and avoiding

manipulation of measures.

ETHICAL AND GOVERNANCE
CONSIDERATIONS IN
PERFORMANCE MANAGEMENT

ETHICAL
CONSIDERATIONS

Fairness & Bias: impartial
from discrimation

Fairness & Bias: Ensure
evaluations, frees, free from
discrimation

Transparency & Trust: Clear
open communication and application

Employee Well-being:

Promote healthy work enviroment,
envirnent, prevent undue

pressure

Integrity & Honesty:
Accurate reporting, avoid
manpulation of data

GOVERNANCE
CONSIDIRATIONS

Alignment with Strategy: Link
Link performance goals

Accountability & Oversight:
to organizational goals

Accountability & Oversight:
Clear roles, responsibiities
and review processes

Regulatory Complince: Adhere to
Adhre to labor laws, data
protection, etc

Stakehelder Value
Consider impact on employees,
customers, investors

FAIRNESS, TRANSPARENCY & ACCOUNTABILITY
|OER

Open Educational Resource

Caption: Box 5.4 Ethical and governance considerations in performance management
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Short description: A box summarising ethical and governance considerations such as transparency, accountability,
fairness, and sustainability.

Fill in the blank: Ethical performance management requires transparency, accountability, and in
linking measures to rewards.

### 5.4.3 Emerging trends such as ESG metrics, digital transformation, and Al-driven analytics

Strategic performance management is evolving rapidly with new trends shaping its future:

- ¥*ESG metrics**: Organisations increasingly integrate environmental, social, and governance indicators into
performance evaluation.

- **Digital transformation**: Real-time dashboards, cloud platforms, and big data analytics are transforming how
performance is monitored.

- *¥*Al-driven analytics**: Artificial intelligence enables predictive modelling, scenario analysis, and deeper insights
into performance patterns.

These trends highlight the shift towards a more holistic, technology-enabled, and socially responsible approach to
performance management.
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Caption: Table 5.4 Emerging trends in strategic performance management
Short description:A table listing emerging trends such as ESG metrics, digital transformation, and Al-driven
analytics.

Fill in the'blank: Al-driven analytics enable predictive modelling and analysis in performance

management.

Pilot questions 5.4

1. What challenges do global organisations face in strategic performance management?
2. State one governance consideration in performance management.

3. Why are ethical considerations important in performance management?

4. Name two emerging trends in strategic performance management.

5. How does Al-driven analytics enhance performance management?

]

Series Summary — Series 5: Strategic Performance Management
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This Series explored how performance management becomes strategic when it is aligned with corporate objectives
and integrates both financial and non-financial measures. We began with the definition and scope of strategic
performance management, highlighting its importance in aligning divisional and organisational goals. We also
examined the role of managers and stakeholders in ensuring accountability, transparency, and sustainability.

Next, we studied tools and frameworks such as the Balanced Scorecard, Key Performance Indicators (KPIs), and
performance dashboards. These tools provide structured ways to measure and monitor performance across
financial, customer, internal process, and learning perspectives. We then considered how financial metrics like ROI
and EVA can be linked to strategic objectives, and how non-financial measures such as innovation, sustainability,
and customer focus complement them. Case examples illustrated the benefits of integrated perfermance
measurement.

Finally, we addressed contemporary issues and future directions, including the challenges of managing
performance in global organisations, ethical and governance considerations, and emerging trends such-as ESG
metrics, digital transformation, and Al-driven analytics.

By completing this Series, you should now be able to define and explain strategic performance management (SLO
5.1, SLO 5.2), analyse the role of managers and stakeholders (SLO 5.3), apply frameworks like the Balanced
Scorecard and KPIs (SLO 5.4, SLO 5.5), integrate financial and non-financial measures (SLO 5.6, SLO 5.7), assess
global practices (SLO 5.8), critically examine ethical and governance considerations (SLO 5.9), and explore
emerging trends in strategic performance management (SLO 5:10).

H#HH# Glossary Of Terms — Series 5: Strategic Performance Management

**Strategic performance management**: The process of measuring, monitoring, and managing organisational
performance in alignment with long-term strategic objectives.

**Balanced Scorecard (BSC)**: A framework that evaluates performance across four perspectives: financial,
customer, internal processes, and learning and growth.

**Key Performance Indicators (KPIs)**: Specific, measurable metrics used to track progress towards strategic
objectives.

**pPerformance dashboards**: Visual tools that present KPIs and other measures in real time, enabling managers
to monitor and act on performance data.

**Analytics**: Techniques such as predictive modelling and scenario analysis that provide deeper insights into
performance patterns:

**Return on Investment (ROI)**: A financial metric that measures profitability relative to assets employed.

**Economic Value Added (EVA)**: A financial measure that adjusts accounting profits to reflect economic
performance after deducting the cost of capital.

**Non-financial measures**: Indicators such as innovation, sustainability, and customer satisfaction that capture
performance beyond financial results.

**Global performance management**: The practice of managing performance across multiple countries, balancing
global consistency with local adaptation.

**Governance considerations**: Principles such as transparency, accountability, and fairness in performance
management.

-
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**Ethical considerations**: Ensuring that performance measures encourage responsible behaviour and
sustainability rather than short-term manipulation.

**ESG metrics**: Environmental, social, and governance indicators integrated into performance evaluation to
reflect sustainability and ethical practices.

**Digital transformation**: The use of digital tools, dashboards, and big data analytics to enhance performance
monitoring and decision making.

**Al-driven analytics**: Artificial intelligence applications that provide predictive insights and'scenario analysis for
performance management.

This glossary consolidates the essential terms introduced in **Series 5: Strategic Performance Management**,
serving as a quick reference for learners to reinforce understanding of key-concepts.
#i#t## Concept Check Questions 5 — Series 5: Strategic Performance Management

**Qbjective questions**

1. Strategic performance management integrates both and non-financial measures. (Linked to SLO
5.1)

2. The Balanced Scorecard evaluates performance across four perspectives: financial, customer, internal processes,
and . (Linked to SLO 5.4)

3. Effective KPIs should be aligned with strategy. (Linked to SLO 5.4)

4. Performance dashboards transform raw data into intelligence. (Linked to SLO 5.5)

5. ROl measures profitability relative to employed. (Linked to SLO 5.6)

6. EVA deducts a charge for the cost of . (Linked'to SLO 5.6)

7. Innovation, sustainability, and customer focus are examples of measures. (Linked to SLO 5.6)

8. Global organisations must balance consistency with local in performance measures. (Linked to SLO
5.8)

**Short-answer questions**

9. Define strategic performance management. (Linked to SLO 5.1)

10. State one benefit-of aligning performance management with corporate strategy. (Linked to SLO 5.2)

11. Name the four perspectives of the Balanced Scorecard. (Linked to SLO 5.4)

12. Mention one characteristic of an effective KPI. (Linked to SLO 5.4)

13. What.is the role of performance dashboards in strategic performance management? (Linked to SLO 5.5)
14. Give one example of.afinancial measure linked to strategic objectives. (Linked to SLO 5.6)

15. State one example of a non-financial measure. (Linked to SLO 5.6)

16. Provide one case example of integrated performance measurement. (Linked to SLO 5.7)

17. Mention one challenge global organisations face in strategic performance management. (Linked to SLO 5.8)
18. State one governance consideration in performance management. (Linked to SLO 5.9)

19. Name one emerging trend in strategic performance management. (Linked to SLO 5.10)

**Long-answer questions**

20. Explain the scope of strategic performance management and its importance in aligning divisional and
organisational goals. (Linked to SLO 5.1, SLO 5.2)

21. Analyse the role of managers and stakeholders in strategic performance management. (Linked to SLO 5.3)

22. Distinguish between the Balanced Scorecard and KPls, highlighting their complementary roles in performance
management. (Linked to SLO 5.4)

-
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23. Evaluate the use of performance dashboards and analytics in monitoring and improving organisational
performance. (Linked to SLO 5.5)

24. Discuss how financial and non-financial measures can be integrated to support strategic objectives, using case
examples. (Linked to SLO 5.6, SLO 5.7)

25. Critically examine contemporary issues in strategic performance management, including global practices,
ethical considerations, and emerging trends. (Linked to SLO 5.8, SLO 5.9, SLO 5.10)

These Concept Check Questions reinforce the Series Learning Outcomes by testing knowledge of strategic
performance management, its tools, integration of measures, and contemporary issues.
#HitH# Answers To Pilot Questions 5 — Series 5: Strategic Performance Management

H#H#H##H Answers to Pilot Questions 5.1

1. Strategic performance management is the process of measuring, monitoring, and managing organisational
performance in alignment with long-term strategic objectives.

2. One element in its scope is setting clear performance objectives linked to corporate strategy.

3. Alignment with corporate strategy ensures that divisions and individuals contribute meaningfully to
organisational goals.

4. One benefit of alignment is promoting goal congruence across divisions.

5. Managers set divisional objectives that support corporate strategy:

6. Stakeholders influence performance management by demanding transparency, accountability, and sustainable
practices.

HiHHH#HE Answers to Pilot Questions 5.2

1. The four perspectives of the Balanced Scorecard are financial, customer, internal processes, and learning and
growth.

2. One characteristic of an effective KPl is.that it is measurable and quantifiable.

3. KPIs should be aligned with corporate strategy to ensure relevance and impact.

4. One feature of performance dashboards is the use of graphs and charts for trend analysis.

5. Analytics enhance dashboards by providing predictive modelling and scenario analysis.

HitH##H# Answers to Pilot Questions 5.3

1. Financial metrics should be linked to strategic objectives to balance immediate profitability with long-term
competitiveness.

2. An example of‘@ non-financial measure is customer satisfaction.

3. Sustainability contributes by ensuring ethical and responsible long-term practices.

4. A case example is@a retail chain integrating customer satisfaction scores with sales growth.

5. Combining financial.and non-financial measures provides a balanced and holistic view of organisational
success.

HitH##H# Answers to Pilot Questions 5.4

1. Global organisations face challenges such as managing cross-border differences and ensuring compliance with
varied regulations.

2. One governance consideration is transparency in reporting performance results.

3. Ethical considerations are important to avoid manipulation of measures and to promote sustainability.

4. Two emerging trends are ESG metrics and digital transformation.

5. Al-driven analytics enhance performance management by enabling predictive modelling and scenario analysis.
#iHt#H References And Attributions 5 — Series 5: Strategic Performance Management

Figures, Tables, and Boxes in this Series were either suggested as Al-generated placeholders or referenced from
open educational resources (OER). Where Al generation was proposed, the prompt and tool are noted.

-
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**Figure 5.1 Scope of strategic performance management**

Al prompt: "Generate a diagram showing the scope of strategic performance management with objectives,
measures, monitoring, and decision making."

Suggested source search string: "scope of strategic performance management diagram OER"

**Box 5.1 Importance of aligning performance management with corporate strategy**

Al prompt: "Create a text box summarising the importance of aligning performance management with.corporate
strategy."

Suggested source search string: "importance aligning performance management corporate strategy OER"

**Table 5.1 Roles of managers and stakeholders in strategic performance management**
Al prompt: "Generate a table listing roles of managers and stakeholders in strategic performance management."
Suggested source search string: "roles managers stakeholders strategic performance management OER"

**Figure 5.2 Balanced Scorecard perspectives**

Al prompt: "Generate a diagram showing the four perspectives of the Balanced Scorecard: financial, customer,
internal processes, and learning and growth."

Suggested source search string: "balanced scorecard perspectives diagram OER"

**Table 5.2 Characteristics of effective KPIs**

Al prompt: "Generate a table listing characteristicsof effective KPIs such as aligned, measurable, relevant, and
time-bound."

Suggested source search string: "effective KPI characteristics OER"

**Box 5.2 Features of performance dashboards and analytics**
Al prompt: "Create a text box summarising features of performance dashboards and analytics."
Suggested source search string: "performance dashboards analytics features OER"

**Figure 5.3 Linking financial metrics with strategic objectives**

Al prompt: "Generate a diagram showing linkage between financial metrics such as ROl and EVA with strategic
objectives like growth, sustainability, and competitiveness."

Suggested source search string: "linking financial metrics strategic objectives diagram OER"

**Box 5.3 Examples-of non-financial measures**

Al prompt: "Create a text box summarising non-financial measures such as innovation, sustainability, and customer
focus."

Suggested . source search string: "non financial measures innovation sustainability customer focus OER"

**Table 5.3 Case examples of integrated performance measurement**

Al prompt: "Generate a table summarising case examples of integrated performance measurement in technology,
retail, and multinational corporations."

Suggested source search string: "case examples integrated performance measurement OER"

**Figure 5.4 Strategic performance management in global organisations**

Al prompt: "Generate a diagram showing global strategic performance management with local adaptation and
global alighment."

Suggested source search string: "strategic performance management global organisations diagram OER"

**Box 5.4 Ethical and governance considerations in performance management**
Al prompt: "Create a text box summarising ethical and governance considerations in performance management."

-
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Suggested source search string: "ethical governance considerations performance management OER"

**Table 5.4 Emerging trends in strategic performance management**

Al prompt: "Generate a table listing emerging trends in strategic performance management such as ESG metrics,
digital transformation, and Al-driven analytics."

Suggested source search string: "emerging trends strategic performance management OER"

All references are aligned with open educational resource searches and Al prompts suggested for illustration.
Learners are encouraged to consult standard texts such as Kaplan & Norton (The Balanced Scorecard), Drury
(Management and Cost Accounting), and Horngren et al. (Cost Accounting: A Managerial Emphasis) for further
reading and validation of concepts.
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