 Performance Management
1.1 Performance Management: Concept:-
Performance Management System as a communications system designed to help employees succeed. It is directed by managers and supervisors but requires active participation by employees. The Performance Management System ensures that employees:

• are aware of their principal job functions,

• understand the level of performance expected,

• receive timely feedback about their performance,

• have opportunities for education, training and development, and

• receive performance ratings and rewards in a, fair and consistent manner.

Performance appraisal information is one consideration in making other personnel decisions such as promotions, performance-based disciplinary actions, and salary increases. Proposed personnel actions must be consistent with overall evaluations. Although there is a relationship between performance appraisals and determining employee eligibility for performance-based salary increases and bonuses, the System's primary focus is on managing employee performance towards the successful achievement of expectations set forth in the employee's work plan. Coverage

The Performance Management System applies to all permanent SPA employees who are regularly scheduled to work 20 hours or more each work week.

North Carolina Rating Scale

Performance functions, expectations, and appraisals are guided by the five-point North Carolina Rating Scale:

OUTSTANDING PERFORMANCE (O)

Performance is far above the defined job expectations. The employee consistently does outstanding work, regularly going far beyond what is expected of employees in this job. Performance that exceeds expectations is due to the effort and skills of the employee. Any performance not consistently exceeding expectations is minor or due to events not under the control of the employee.

VERY GOOD PERFORMANCE (VG)

Performance meets the defined job expectations and in many instances, exceeds job expectations. The employee generally is doing a very good job. Performance that exceeds expectations is due to the effort and skills of the employee

GOOD PERFORMANCE (G)

Performance meets the defined job expectations. The employee generally performs according to the expectations doing a good job. The employee is doing the job at the level expected for employees in this position. The good performance is due to the employee's own effort and skills.

BELOW GOOD PERFORMANCE (BG)

Performance may meet some of the job expectations but does not fully meet the remainder. The employee generally is doing the job at a minimal level, and improvement is needed to fully meet the expectations. Performance is less than a good job. Lapses in performance are due to the employee's lack of effort or skills

UNSATISFACTORY PERFORMANCE (U)

Performance generally fails to meet the defined expectations or requires frequent, close supervision and/or the redoing of work. The employee is not doing the job at the level expected for employees in this position. Unsuccessful job performance is due to the employee's own lack of effort or skills.
NEED:-
Why should your business focus on employee performance management now?  Because embedding performance management within your business and using it as a strategic business tool will drive productivity, engagement & compliance.  Consider what value it would bring if all of your people were completely focused on  delivering against key business goals.  How much easier would it be for you to choose who to spend time with if you were able to track high & low performers at the click of a button?  How much time would be saved if all your staff were focused, motivated and talent attrition was low?  Then there is the potential peace of mind if you could demonstrate data & people management compliance and knew that your performance management process protected you from potential employee litigation.

If you want to drive sustainable high performance in your business, your managers need to regularly and consistently manage performance. The challenge for you is to help them understand why performance management is so important and to support them by choosing an employee performance management system that is designed to encourage best practice management (rather than hinder it!).  Below is a summary of the benefits that a best practice performance management system could deliver into your business.
Linkages with Strategic Planning:-

We believe that ‘doing strategy’ without metrics and execution discipline is a waste of your time and money. If you choose not to measure how you’re progressing against your strategy then this is not the capability for you. Strategic alignment means executing strategic planning by bringing together key leaders and implementers to determine where an organization(s) must focus (mission), where it must be (vision), how it intends to get there (goals and objectives), and how to measure success (performance metrics). It aligns people, processes and technology to plan, measure, monitor, and drive organizational performance. Our tailored approach includes: 

Strategy Development: formulates strategic elements (i.e., vision, mission, goals, & objectives) through facilitated session with key stakeholders

Measures and Targets Development: links the organization’s strategic mission and direction to specific desired outcomes

Execution/Strategy Management: develops key elements needed for successful implementation to include action plans, metrics, and governance structure. Supports the execution of the strategic plan by providing change and program management assistance
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Key Outcomes
Enforces a results-orientation: develops a pragmatic and measurable strategy which allows for monitoring of progress

Enables successful Implementation: fosters effective and efficient execution by codifying strategic direction and linking activities and resources to strategic priorities

Secures ownership:  collaborative and transparent methodology solidifies stakeholder buy-in 

Provides Clear linkage (“line of sight”) between strategy and performance

Enables Visibility of underlying factors affecting performance

Balances Measures across various dimensions (e.g., leading/ lagging, different activity categories, strategic/ individual)
Levels of Control  Control: 
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 Organizations are built with the goal of profitability through processes in mind, and thus the organizational control approach is a process that incorporates both the goals of a company and the strategy used in which to pursue them. These strategies and tactics are developed with the foresight of specific operational objectives, such as market share, return on investments, earnings, and cash flow. As a result, organizational control consists primarily of reviewing and evaluating the overall performance against the strategies, tactics, and operations that are used to define the organization itself. This control is essentially a benchmark, moving the company towards the optimal level of operation through controlling the specifics of the operations through strategy and tactics. 

Strategic management is a level of managerial activity below setting goals and above tactics. Tactics are then developed to gain a specific objective in the context of an overall strategic plan.The direction for organizational control comes from the goals and strategic plans of the organization . The image uses the Government Business Reference Model to illustrate levels of control. 

Example of Management Levels

Example using the Government Business Reference Model, with three levels of control: strategic (purpose), tactical (mechanisms), and operational (operations support).

 Strategic: 

 Strategic management provides overall direction to the enterprise. Strategy formulation requires examining where the company is now, determining where it wants to go, and then determining how to get there. Strategic assessment involves performing a situation analysis, self-evaluation and competitor analysis--both internal and external, micro-environmental and macro-environmental. Concurrent with this assessment, objectives are set. These objectives should be parallel to a timeline; some are in the short-term and others on the long-term. This involves crafting vision statements (long term view of a possible future), mission statements (the role that the organization gives itself in society), overall corporate objectives (both financial and strategic), strategic business unit objectives (both financial and strategic), and tactical objectives. These objectives should, in the light of the situation analysis, suggest a strategic plan. The plan provides the details (tactics) of how to achieve these objectives. 

 Tactical: 
 Strategy involves the future vision of the business and tactics involve the actual steps needed to achieve that vision. For example, a marketing strategy for a motel might be to target travel agents, and develop a business package for them, which includes an e-commerce solution. Tactics are the practical steps needed to implement the strategy. The tactics for the travel agents' strategy might be to: 

 Build a list of local travel agents 

 Prepare a business incentive scheme 

 Outline how they can use the motel website to make reservations and keep up to date 

 Personally visit the agents and follow up 

 Monitor the response to determine if the sales target is met. 

 One can see from this that the strategy always comes first, then come the tactics. For example, a value-based commitment to environmentally responsible hospitality could be reflected strategically by working toward Green Globe certification, and tactically, incorporating energy efficient appliances in the motel retrofit. 

 Operational: 

 Operational control serves to regulate the day-to-day output relative to schedules, specifications, and costs. Is the output of product or service the proper quality and is it available as scheduled? Are inventories of raw materials, goods-in-process, and finished products being purchased and produced in the desired quantities? Are the costs associated with the transformation process in line with cost estimates? Is the information needed in the transformation process available in the right form and at the right time? Is the energy resource being utilized efficiently?

1.2Performance Evaluation Parameters:-

MEANING AND CONCEPT OF RESPONSIBILITY ACCOUNTING

An organization uses various techniques of costing such as Standard Costing, Budgetary Control for Control of Costs and so on. Under these costing techniques, focus is given on the cost and not on the person who has the authority to control the costs. In every well-structured organization, the responsibilities of every person's actions are clearly defined and a manager is engaged in every section of actions of the organization. Every such person is accountable to his/her superior authority for the responsibility assigned to him/her.

Responsibility Accounting may be defined as a system of control where a responsibility is assigned to different executives of a concern for control of cost or increase of revenue. It is one of the basic components of a good control system. In this system, an executive is held responsible only for those activities for which he/she has been delegated a responsibility.
Responsibility accounting - managers responsible only for costs and revenues that they can control

To implement responsibility accounting in a decentralized organization, costs and revenues are traced to the organizational level where they can be controlled
Responsibility centers:-
Decision-making power is often decentralized from the top of the organization to the rest of it. Managers responsible for the performance of divisions and departments are said to manage responsibility centers. Several types of responsibility centers exist. In large multi-divisional companies, divisions are often considered investment centers. Managers of investment centers have decision-making power over most aspects of the business that affect profit, including investment decisions. Their performance is often evaluated based on RI (residual income) or ROI (return on investment) measures.

Managers of smaller divisions are often given decision-making power over areas that affect profits, though investment decisions are kept at the top management level. These managers are said to be in charge of profit centers because they have decision rights over profits (but not investments). They make decisions that impact revenues and costs such as product mix, distribution channel management, pricing policies, supplier selection, and hiring, promoting and dismissing employees.
Revenue Centre:-A revenue center is the business operation responsible for generating a company’s sales revenue. These centers may be departments, divisions or business units that have direct interaction with consumers to sell goods and services. For example, a hotel might add a snack bar or a coffee counter to generate extra sales. Companies usually break down their business operations into revenue centers to determine the profitability of each good or service it produces. Company size, the number of product or service lines and industry standards are all factors companies use when choosing or adding additional centers for their operations.

While retail and wholesale companies are traditional revenue center businesses, service companies may also add additional centers to improve the profitability of current business operations. For example, hotels may add a small restaurant or snack bar for guests, gas stations may add convenience stores stocked with various food and sundry items, and gyms or health clubs may add small shops marketing trendy workout clothes or vitamin supplements. Each revenue unit addition adds a potential profit line to the company’s overall profit potential.

Companies may add revenue centers as a means to enter new markets or industries. Starting small is usually a better way to build and expand business operations without incurring large amounts of debt or other expenses. These centers may also take time to become profitable and recover the initial start-up expenses. For this reason, starting multiple revenue units may exacerbate the potential downside to these new business operations.

Business technology and advancements in business software allow non-retail companies to add revenue centers to service or production operations. Internet Web sites and mobile computing devices offer companies multiple opportunities for advancing revenue unit operations. Consumers may be willing to buy certain products direct from manufacturers rather than using traditional middlemen operations. Companies can use business technology to advance their revenue centers with lower costs than previous supply chain operations.

Businesses tend to pay close attention to sales operations. The term revenue center is a slight misnomer; no one exists or operates without expending business resources. These centers may be more appropriately called profit centers since the operations must earn a profit to be considered valuable for the company. Company management will review the sales generated from revenue centers and compare them to the expenses used to generate these sales. Using a traditional profit accounting system helps managers determine the value of each revenue unit.

Expense center or cost center is a term that refers to departments, services or machines within organizations that are considered to be of no direct financial benefit to the organization, even if they offer some other forms of indirect benefit. What this means is that such departments do not generate any direct revenue, and for this reason they are considered to be something of a drain on the finances of the organization. Expense centers are usually maintained in an organization due to some sort of value or benefit to the organization, which may not necessarily be financial, or in order to fulfill some sort of obligation or expectation. 

The exact definition of an expense center is unique to various organizations, because what one organization may consider an expense center may be of more value to another organization. An example of this is an Information Technology (IT) department within an organization. While some companies may consider the contribution of such a department to be minimal, others may view the department to be of more usefulness in their operations

Engineered and Discretionary costs – Committed costs:-

An important issue when facing decisions over costs is the distinction between committed and discretionary costs. Some costs, like rent, are called committed. These costs are not easily changed and are often fixed. For example, once a company has decided to rent a place, the rent has to be paid regardless what happens. The cost of the rent remains as long as the company stays in the same location. If the company wants to lower this cost, they would have to relocate.

In contrast, discretionary costs are costs that can be adjusted relatively quickly. The costs of marketing, training, exploration of new ideas are typically discretionary costs because managers have the power to determine them. They are not variable costs because they do not change with volume, so are often treated as fixed.

Another concept associated with committed and discretionary costs is that of engineered costs. It is usually applied to variable costs and simply means that there are certain costs that “automatically” accompany a certain decision. For example, if a table manufacturer decides to sell an additional 100 tables, the material and labor costs will automatically increase. If this manufacturer decides not to sell the additional tables, then these variable costs do not apply. This is why they are relevant: they are engineered into the decision.
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Committed costs, Profit Centre, Investment Centres:-
Committed costs

A committed cost is an investment that a business entity has already made and cannot recover by any means, as well as obligations already made that the business cannot get out of. You should be aware of which costs are committed costs when you are reviewing company expenditures for possible cutbacks or asset sales.

For example, if a company buys a machine for $40,000 and also issues a purchase order to pay for a maintenance contract for $2,000 in each of the next three years, all $46,000 is a committed cost, because the company has already bought the machine, and has a legal obligation to pay for the maintenance. A multi-year property lease agreement is also a committed cost for the full term of the lease, since it is extremely difficult to terminate a lease agreement.

There is usually a long-term legal agreement associated with a committed cost. If not, it is much easier to negotiate the termination of an expense.

Profit Centre
Subunit responsible for generating revenues and controlling costs
Goal is to maximize profit for the division

Performance can be evaluated in terms of profitability

Motivates managers to focus their attention on ways of maximizing profit
A variety of methods are used to evaluate profitability

Current income compared to budgeted income

Current income compared to past income

Comparison with other profit centers, called relative performance evaluation
Investment Centers
Subunit responsible for generating revenue, controlling costs, and investing in assets

Goal is to maximize return on investment

Evaluation based on comparison with a benchmark, previous years, or other investment centers

ROI, ROA, MVA, EVA – DuPont analysis

Definition of 'Return On Investment - ROI'

 A performance measure used to evaluate the efficiency of an investment or to compare the efficiency of a number of different investments. To calculate ROI, the benefit (return) of an investment is divided by the cost of the investment; the result is expressed as a percentage or a ratio.

 The return on investment formula:
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 In the above formula "gains from investment", refers to the proceeds obtained from selling the investment of interest. Return on investment is a very popular metric because of its versatility and simplicity. That is, if an investment does not have a positive ROI, or if there are other opportunities with a higher ROI, then the investment should be not be undertaken.
For example, a marketer may compare two different products by dividing the gross profit that each product has generated by its respective marketing expenses. A financial analyst, however, may compare the same two products using an entirely different ROI calculation, perhaps by dividing the net income of an investment by the total value of all resources that have been employed to make and sell the product.

 This flexibility has a downside, as ROI calculations can be easily manipulated to suit the user's purposes, and the result can be expressed in many different ways. When using this metric, make sure you understand what inputs are being used.

Definition of 'Return On Assets - ROA'

 An indicator of how profitable a company is relative to its total assets. ROA gives an idea as to how efficient management is at using its assets to generate earnings. Calculated by dividing a company's annual earnings by its total assets, ROA is displayed as a percentage. Sometimes this is referred to as "return on investment".
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 The formula for return on assets is:

 Note: Some investors add interest expense back into net income when performing this calculation because they'd like to use operating returns before cost of borrowing.

ROA tells you what earnings were generated from invested capital (assets). ROA for public companies can vary substantially and will be highly dependent on the industry. This is why when using ROA as a comparative measure, it is best to compare it against a company's previous ROA numbers or the ROA of a similar company.

 The assets of the company are comprised of both debt and equity. Both of these types of financing are used to fund the operations of the company. The ROA figure gives investors an idea of how effectively the company is converting the money it has to invest into net income. The higher the ROA number, the better, because the company is earning more money on less investment. For example, if one company has a net income of $1 million and total assets of $5 million, its ROA is 20%; however, if another company earns the same amount but has total assets of $10 million, it has an ROA of 10%. Based on this example, the first company is better at converting its investment into profit. When you really think about it, management's most important job is to make wise choices in allocating its resources. Anybody can make a profit by throwing a ton of money at a problem, but very few managers excel at making large profits with little investment.
MVA:-Definition of 'Market Value Added - MVA'

 A calculation that shows the difference between the market value of a company and the capital contributed by investors (both bondholders and shareholders). In other words, it is the sum of all capital claims held against the company plus the market value of debt and equity. 
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Calculated as:

he higher the MVA, the better. A high MVA indicates the company has created substantial wealth for the shareholders. A negative MVA means that the value of management's actions and investments are less than the value of the capital contributed to the company by the capital market (or that wealth and value have been destroyed).
EVA:-Definition of 'Economic Value Added - EVA'

 A measure of a company's financial performance based on the residual wealth calculated by deducting cost of capital from its operating profit (adjusted for taxes on a cash basis). (Also referred to as "economic profit".)

The formula for calculating EVA is as follows: 

= Net Operating Profit After Taxes (NOPAT) - (Capital * Cost of Capital)

Definition of 'DuPont Analysis:-
 A method of performance measurement that was started by the DuPont Corporation in the 1920s. With this method, assets are measured at their gross book value rather than at net book value in order to produce a higher return on equity (ROE). It is also known as "DuPont identity".

DuPont analysis tells us that ROE is affected by three things: 

- Operating efficiency, which is measured by profit margin

- Asset use efficiency, which is measured by total asset turnover

- Financial leverage, which is measured by the equity multiplier

ROE = Profit Margin (Profit/Sales) * Total Asset Turnover (Sales/Assets) * Equity Multiplier (Assets/Equity)

It is believed that measuring assets at gross book value removes the incentive to avoid investing in new assets. New asset avoidance can occur as financial accounting depreciation methods artificially produce lower ROEs in the initial years that an asset is placed into service. If ROE is unsatisfactory, the DuPont analysis helps locate the part of the business that is underperforming.
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The DuPont equation is an expression which breaks return on equity down into three parts. The name comes from the DuPont Corporation, which created and implemented this formula into their business operations in the 1920s. This formula is known by many other names, including DuPont analysis, DuPont identity, the DuPont model, the DuPont method, or the strategic profit model. 

The DuPont Equation
[image: image8.png]ROE =

Net income

Sales Total Assets

Sales

* Total Assets . Average Sharcholder Equity





 Under DuPont analysis, return on equity is equal to the profit margin multiplied by asset turnover multiplied by financial leverage. By splitting ROE (return on equity) into three parts, companies can more easily understand changes in their ROE over time. 

 Components of the DuPont Equation: Profit Margin 

 Profit margin is a measure of profitability. It is an indicator of a company's pricing strategies and how well the company controls costs. Profit margin is calculated by finding the net profit as a percentage of the total revenue. As one feature of the DuPont equation, if the profit margin of a company increases, every sale will bring more money to a company's bottom line, resulting in a higher overall return on equity. 

 Components of the DuPont Equation: Asset Turnover 

 Asset turnover is a financial ratio that measures how efficiently a company uses its assets to generate sales revenue or sales income for the company. Companies with low profit margins tend to have high asset turnover, while those with high profit margins tend to have low asset turnover. Similar to profit margin, if asset turnover increases, a company will generate more sales per asset owned, once again resulting in a higher overall return on equity. 

 Components of the DuPont Equation: Financial Leverage 

 Financial leverage refers to the amount of debt that a company utilizes to finance its operations, as compared with the amount of equity that the company utilizes. As was the case with asset turnover and profit margin, Increased financial leverage will also lead to an increase in return on equity. This is because the increased use of debt as financing will cause a company to have higher interest payments, which are tax deductible. Because dividend payments are not tax deductible, maintaining a high proportion of debt in a company's capital structure leads to a higher return on equity.

1.3Performance Evaluation Parameters:
Choosing performance measures is a challenge. Performance measurement systems play a key role in developing strategy, evaluating the achievement of organizational objectives and compensating managers. Yet many managers feel traditional financially oriented systems no longer work adequately. A recent survey of U.S. financial services companies found most were not satisfied with their measurement systems. They believed there was too much emphasis on financial measures such as earnings and accounting returns and little emphasis on drivers of value such as customer and employee satisfaction, innovation and quality.
In response, companies are implementing new performance measurement systems. A third of financial services companies, for example, made a major change in their performance measurement system during the past two years and 39% plan a major change within two years. 

Inadequacies in financial performance measures have led to innovations ranging from non-financial indicators of “intangible assets” and “intellectual capital” to “balanced scorecards” of integrated financial and non-financial measures. This article discusses the advantages and disadvantages of non-financial performance measures and offers suggestions for implementation. 
Advantages

Non-financial measures offer four clear advantages over measurement systems based on financial data. First of these is a closer link to long-term organizational strategies. Financial evaluation systems generally focus on annual or short-term performance against accounting yardsticks. They do not deal with progress relative to customer requirements or competitors, nor other non-financial objectives that may be important in achieving profitability, competitive strength and longer-term strategic goals. For example, new product development or expanding organizational capabilities may be important strategic goals, but may hinder short-term accounting performance. 

By supplementing accounting measures with non-financial data about strategic performance and implementation of strategic plans, companies can communicate objectives and provide incentives for managers to address long-term strategy. 

Second, critics of traditional measures argue that drivers of success in many industries are “intangible assets” such as intellectual capital and customer loyalty, rather than the “hard assets” allowed on to balance sheets. Although it is difficult to quantify intangible assets in financial terms, non-financial data can provide indirect, quantitative indicators of a firm’s intangible assets. 

One study examined the ability of non-financial indicators of “intangible assets” to explain differences in US companies’ stock market values. It found that measures related to innovation, management capability, employee relations, quality and brand value explained a significant proportion of a company’s value, even allowing for accounting assets and liabilities. By excluding these intangible assets, financially oriented measurement can encourage managers to make poor, even harmful, decisions. 

Third, non-financial measures can be better indicators of future financial performance. Even when the ultimate goal is maximizing financial performance, current financial measures may not capture long-term benefits from decisions made now. Consider, for example, investments in research and development or customer satisfaction programs. Under U.S. accounting rules, research and development expenditures and marketing costs must be charged for in the period they are incurred, so reducing profits. But successful research improves future profits if it can be brought to market. 

Similarly, investments in customer satisfaction can improve subsequent economic performance by increasing revenues and loyalty of existing customers, attracting new customers and reducing transaction costs. Non-financial data can provide the missing link between these beneficial activities and financial results by providing forward-looking information on accounting or stock performance. For example, interim research results or customer indices may offer an indication of future cash flows that would not be captured otherwise. 

Finally, the choice of measures should be based on providing information about managerial actions and the level of “noise” in the measures. Noise refers to changes in the performance measure that are beyond the control of the manager or organization, ranging from changes in the economy to luck (good or bad). Managers must be aware of how much success is due to their actions or they will not have the signals they need to maximize their effect on performance. Because many non-financial measures are less susceptible to external noise than accounting measures, their use may improve managers’ performance by providing more precise evaluation of their actions. This also lowers the risk imposed on managers when determining pay.
Malcolm Baldrige Framework.
What is the Baldrige Framework? In 1987, President Reagan   established a bipartisan program to develop world-class management criteria that many credit with helping to revitalize the U.S. Economy. Today, the Baldrige Criteria for Performance Excellence are being used by organizations across every sector of the U.S. economy and around the world as an assessment and improvement tool. And performance results have been dramatic! Read winning stories here
What are the Baldrige Criteria? The Criteria take a holistic, systems approach in viewing an organization’s performance

management system across seven categories (see the diagram at right). With an emphasis on feedback and a fact-based, knowledgedriven system for improving performance and competitiveness, the Criteria have helped thousands of organizations in the United States and around the world report results such as:
 Growth in customer satisfaction, engagement, and loyalty
 World-class product and service outcomes
 Role model process efficiency
 Increased workforce and volunteer satisfaction and engagement
 Growth in revenue and market share, and improved financial results
 Increased student learning outcomes
 Dramatically improved patient outcomes, safety, and loyalty
Why Use the Baldrige Framework? The Baldrige Criteria ask insightful questions about how high-performing organizations operate and achieve sustainable results. Using the Criteria will help you think and act strategically and align your people, proces ses, and resources to achieve your goals.
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How Do We Get Started? Three versions of the
Criteria for Performance Excellence— business/nonprofit, education, and health care—are  available from the Baldrige Performance Excellence Program at www.nist.gov/baldrige. Commentary on the Criteria and other resources, including how to begin your performance excellence journey, also are available. For additional guidance, contact a Baldrige Enterprise state or affiliate program near you at www.baldrigepe.org/alliance.
What is the Baldrige Enterprise? The Baldrige
Enterprise is a partnership of the Baldrige Program, Alliance for Performance Excellence (state and other Baldrige-based programs), ASQ, and Foundation for the Malcolm Baldrige National Quality Award. The Enterprise’s vision is to enhance the competitiveness, quality, and
1.4Measuring SBU Level Performance:-

Concept, Need, Linkages with Enterprise Performance Management:-

Enterprise Performance Management consists of a set of management and analytic processes, supported by technology, that enable businesses to define strategic goals and then measure and manage performance against those goals.

Business Performance (also known as Corporate Performance or Enterprise Performance) stands for defining strategic goals that comprise all of the company levels viewed as a whole. Managing Business Performance enables the business to establish a set of analytic processes and a structure of Key Performance Indicators (KPIs) that measure and manage performance against those goals. By doing this, BPM aids the enterprises in creating an efficient method of optimizing performance by developing real benchmarks, accurate analysis of business processes, forecasts and performance analysis.

The association of the concept of Business Performance Management with Business Process Management and its integration using dedicated solutions gives birth to a complex and continually evolving workflow system. Business Performance Management functions as a control system for a process based implementation, allowing the business analyst to have a complete view of the way in which the Business Process Management engine fulfills its role and to tweak it accordingly, after observing its shortcomings.

Business Performance Management creates a strong and precise environment described by data consistency, efficient analysis and powerful forecasting.

Benefits

a) Promote greater business insight, informed decision making and better results;

b) Enhance the organization’s ability to make financial and sales projections;

c) Accelerate executive access to high-level data summaries with interactive dashboards and scorecards;

d) Continually refine operational efficiencies;

e) Effectively identify, track, trend, and correct problems as you evaluate the health of key areas of your organization;

f) Allocate appropriate resources for responding to customer issues in a timely manner;

g) Proactively alerts users in real time to exceptions and changes;

h) Enables quick response to emerging issues before problems escalate.
Goal Congruence:-
The integration of multiple goals, either within an organization or between multiple groups. Congruence is a result of the alignment of goals to achieve an overarching mission. 

TRANSFER PRICING:-
Transfer pricing is the value placed between related parties in their cross-border transactions. Transfer pricing is based on the arm’s length principle which sets forth that prices or values imposed between related parties should correspond to those established between independernt parties in similar transactions. Chilean Transfer pricing legislation is applicable to any type of cross-border transactions between related parties, including, for example, purchase and sale of products, furnishing of services, financial transactions, technology transfers or transfer of rights to use patents, trademark, copyrights.

Related parties: 

 Under the new legislation two parties are considered to be related for transfer pricing purposes as follows: 

 where a company participates directly or indirectly in the management, control, capital or profits of a company incorporated in Chile or vice versa; 

 where the same persons participate directly or indirectly in the management, control, capital or profits of an enterprise incorporated in Chile and in a company incorporated abroad.

 A permanent establishment and its head office. Likewise, there will be relationship between a permanent establishment and the related parties of its head office.

 A relationship will be deemed where operations are carried out by Chilean residents with a company resident in a country or territory included in the list referred to in Article 41D N°2 Chilean Income Tax Law (Tax havens), unless such country has concluded with Chile an agreement providing for exchange of information.

 Individuals up to and including the fourth degree of consanguinity or affinity kinship. 

 Same relationship will be deemed where a cross border operation carried out between a Chilean company and an unrelated foreign party is replicated abroad by such party with a related party of the Chilean company.
Transfer Pricing Methods: 
 Upon request from the Internal Revenue Service, taxpayers must demonstrate that their operations with related parties have been made at arm´s length values, which shall be demonstrated by applying some of the following methods: Comparable Uncontrolled Price Method, Resale Price Method, Cost Plus Method, Profit Split Method and Transactional Net Margin Method. Exceptionally if none of the refered methods can be applied due to special circumstances and this is duly justified, other reasonable methods will be allowed. 

To determine which method is to be applied in each particular case, the taxpayer must apply the most appropriate method to reflect an arm’s length value considering the circumstances of the case.

For the purpose to select the most appropriate method it should be taken into account the respective strengths and weaknesses of each method, the appropriateness of the method in relation to the relevant operation, the availability of relevant information on comparables and the reliability of comparability adjustments.

Transfer Pricing Adjustments and Penalties: 

If the Internal Revenue Service considers that the taxpayer has not proved that his operations have been made at arm´s length values the Internal Revenue Service shall determine such value, using the information delivered by such taxpayer and any other information under its power, applying the referred methods. Upon determination of an arm´s length value the adjustment will be subject to taxation in accordance with Article 21 of the Income Tax Law. Regular interests and fines will apply accordingly.

An additional transfer pricing fine of 5% of the transfer pricing adjustment will be applied unless the taxpayer has timely submitted the documentation required by the Internal Revenue Service during the relevant audit.

Documentation requirements: 

Taxpayers carrying out operations with related parties abroad shall submit annually to the Internal Revenue Service a sworn statement regarding such operations, according to the information and format established by the Internal Revenue Service. Likewise, the Internal Revenue Service may request taxpayers to provide information regarding their related parties abroad. 

 In case of non-compliance, delay, or incomplete or erroneous submission of the annual transfer pricing statement a specific penalty equivalent to 10 to 50 UTA may be applicable. 

Advance Pricing Agreement: 
 Taxpayers carrying out operations with related parties will be entitled to request an advanced pricing arrangement (APA) with the Internal Revenue Service. To request an APA, taxpayers must deliver all the documentation requested by the Internal Revenue Service which will be available in a specific regulation. 

 A taxpayer may request a bilateral or multilateral APA with other tax administrations. 

 Where the operations related to the APA involves import of goods the Customs Agency should concur to the agreement. 

 An APA will apply from the date of its signing and will last for the following three commercial years.  A renewal may be requested.

 Once the APA is signed, the Internal Revenue Service will not be able to determine price differences regarding the operation concerned thereon. However, if at any moment the main circumstances taken in consideration for agreeing the APA, change substantially both the taxpayer and the Internal Revenue Service are entitled to terminate the APA based on such circumstances. Likewise, the Internal Revenue Service may terminate an APA where it determines that the documents delivered by the relevant taxpayer at the moment of the request of an APA were false or erroneous.  

Corresponding Adjustments:
Taxpayers are entitled to request from the Internal Revenue Service a corresponding adjustment where an adjustment has been made by a State with which Chile has a double tax convention in force and provided that in such convention a clause stipulating such a corresponding adjustment exists. In order to proceed with such adjustment the Internal Revenue Service must agree both in principle and in the amount of the adjustment concerned. Taxpayers have five years to request from the Internal Revenue Service a corresponding adjustment, which will be counted from the date in which the dateline to declare the relevant income in Chile is due.

                                   2.1 Capital Expenditure Control:
A capital expenditure is an outlay of cash to acquire or upgrade a business asset. Common examples of a capital expenditure include the purchase of a new building, or the cost of significant upgrades to an existing facility. A capital expenditure is considered to be deductible, because it represents an improvement to the business, and it is deducted over the expected life of the item, rather than all at once as in the case of repair or maintenance expenditures. 

A capital expenditure is also sometimes referred to as capital spending or a capital expense, and many publicly traded companies list their capital expenditures for the year in annual reports, so that stockholders can see how the company is using their money in long term planning. Most companies engage in capital expenditures yearly, in an attempt to constantly upgrade and improve facilities, vehicles, and equipment. 

Sometimes it can be difficult to determine the difference between a capital expenditure and a routine expense. In general, if the expenditure improves the value of the asset, it is a capital expenditure, while if it simply keeps the asset in working condition, it is a routine expense. For example, installation of a new bathroom in a rental is a capital expenditure, because it increases the value of the rental. Repairing the stove, however, is a routine expense designed to keep the rental in operating condition.

Definition of 'Capital Budgeting:-

Capital budgeting is the planning of long-term corporate financial projects relating to investments funded through and affecting the firm's capital structure. Management must allocate the firm's limited resources between competing opportunities (projects), which is one of the main focuses of capital budgeting. [2] Capital budgeting is also concerned with the setting of criteria about which projects should receive investment funding to increase the value of the firm, and whether to finance that investment with equity or debt capital. Investments should be made on the basis of value-added to the future of the corporation. Capital budgeting projects may include a wide variety of different types of investments, including but not limited to, expansion policies, or mergers and acquisitions. When no such value can be added through the capital budgeting process and excess cash surplus exists and is not needed, then management is expected to pay out some or all of those surplus earnings in the form of cash dividends or to repurchase the company's stock through a share buyback program.

Choosing between capital budgeting projects may be based upon several inter-related criteria. (1) Corporate management seeks to maximize the value of the firm by investing in projects which yield a positive net present value when valued using an appropriate discount rate in consideration of risk. (2) These projects must also be financed appropriately. (3) If no positive NPV projects exist and excess cash surplus is not needed to the firm, then financial theory suggests that management should return some or all of the excess cash to shareholders (i.e., distribution via dividends).

Capital budgeting involves allocating the firm's capital resources between competing project and investments. Each potential project's value should be estimated using a discounted cash flow (DCF) valuation, to find its net present value (NPV). (First applied to Corporate Finance by Joel Dean in 1951.) This valuation requires estimating the size and timing of all the incremental cash flows from the project. (These future cash highest NPV(GE).) The NPV is greatly affected by the discount rate, so selecting the proper rate—sometimes called the hurdle rate—is critical to making the right decision. The hurdle rate is the Minimum acceptable rate of return on an investment. This should reflect the riskiness of the investment, typically measured by the volatility of cash flows, and must take into account the financing mix. Managers may use models such as the CAPM or the APT to estimate a discount rate appropriate for each particular project, and use the weighted average cost of capital (WACC) to reflect the financing mix selected. A common practice in choosing a discount rate for a project is to apply a WACC that applies to the entire firm, but a higher discount rate may be more appropriate when a project's risk is higher than the risk of the firm as a whole.

Ideally, businesses should pursue all projects and opportunities that enhance shareholder value. However, because the amount of capital available at any given time for new projects is limited, management needs to use capital budgeting techniques to determine which projects will yield the most return over an applicable period of time.

Popular methods of capital budgeting include net present value (NPV), internal rate of return (IRR), discounted cash flow (DCF) and payback period.

Need For Capital Budgeting:-

As large sum of money is involved which influences the profitability of the firm making capital budgeting an important task.

Long term investment once made can not be reversed without significance loss of invested capital. The investment becomes sunk and mistakes, rather than being readily rectified,must often be borne until the firm can be withdrawn through depreciation charges or liquidation. It influences the whole conduct of the business for the years to come.

Investment decision are the base on which the profit will be earned and probably measured through the return on the capital. A proper mix of capital investment is quite important to ensure adequate rate of return on investment, calling for the need of capital budgeting.

The implication of long term investment decisions are more extensive than those of short run decisions because of time factor involved, capital budgeting decisions are subject to the higher degree of risk and uncertainty than short run decision.

Types of capital expenditure decisions:-

Several techniques are available to arrive at a financial decision regarding a capital expenditure project. These include: 

a) the net present value method. This method discounts all cash flows to the present using a predetermined minimum acceptable rate of return as the discount rate. If the net present value is positive, the financial return on the project is greater than this minimum acceptable rate and indicates the project is economically acceptable. If the net present value is negative, the project is not acceptable on economic grounds. 

b) the internal rate of return method. The internal rate of return is defined as the discount rate that makes the net present value of a project equal to zero. It is the highest rate of interest that a company could incur to obtain funds without losing money on the project. 

c) the equivalent annual cost method. When considering alternative proposals, it may be that only costs are involved. In such situations, a choice of alternatives can be made by determining which has the lowest equivalent annual cost. Under this method, capital expenditures are converted to their "equivalent annual cost" and added to the annual "operating" costs. Equivalent annual cost is the annual amount that would repay the capital over the life of the project at a specified discount rate. It is similar to an annual, level repayment schedule for a mortgage. The alternative with the lowest total cost would be the most attractive (ignoring intangibles). 

d) the payback method. This method estimates the time taken to recover the original investment outlay. The estimated net cash flows from a proposal for each year are added until they total the original investment. The time required to recoup the investment is called the payback period. Projects with a shorter payback period are preferred to those with longer periods. 

e) the discounted payback method. The discounted payback period is the number of years for which cash inflows are required to (a) recover the amount of the investment and also (b) earn the required rate of return on the investment during that period. In this method, each year's cash inflow is discounted at the required rate of return, and these present values are cumulated by year until, their sum equals, the amount invested. Projects with a shorter discounted payback period are preferable to those with longer periods. 

f) the accounting rate of return method. The accounting rate of return is a measure of the average annual income after tax over the life of a project divided by the initial investment or the average investment required to generate the income. It is important to note that this method assesses net income and not cash flows which are used in the other methods.

Pre-sanction, operational and postsanction control of capital expenditure:-
2.2Tools & Techniques of Capital Expenditure Control:-
What are some of the methods for evaluating capital expenditures?

 Some capital expenditures are selected out of necessity, such as a government requirement to change the system for discharging environmentally harmful vapors or to comply with an OSHA requirement. After budgeting for the required capital expenditures, companies might use the following techniques for evaluating other capital expenditures.

Payback. This calculates the number of years it will take to recoup the cash spent on a project. A criticism of payback is that the time value of money is not considered and the cash flows over the entire life of the project are not considered.

Accounting Rate of Return or Return on Investment. This approach looks at the increase in accounting profit compared to the increased investment. This approach also ignores the time value of money.

Internal rate of return. This method does consider the time value of money and looks at the cash flows over the entire life of the project. The technique computes the rate that will discount the future cash flows to be equal to the cash outlay for the project.

Net present value. This method discounts the project's future cash flows by a predetermined rate, such as the targeted or needed rate. If the cash flows discounted by the targeted rate exceed the cash investment, the project is accepted. That is, the project provides the targeted return or more.

Capital expenditure controlling, capital expenditure management and capital allocation

Capital expenditure controlling refers to the actions, processes and tools used to identify, forecast, assess, decide and manage capital expenditure. Capital expenditure can be used to replace or expand existing plant and equipment, to invest in new equipment or to make use of strategic opportunities in new production or market contexts. It can be used on tangible or intangible, financial or current assets. In the broader sense capital expenditure controlling is also applied to expenditure incurred in the context of campaigns or projects typical for areas such as marketing or research & development. 

Several aims are pursued through capital expenditure controlling. It supports the evaluation of alternative investments and makes use of quantitative and qualitative decision criteria to optimally allocate funds to alternative investment options in accordance with strategic requirements. An important component of such allocation optimisation is portfolio management that takes into account exogenous and endogenous factors which influence the various portfolio elements and investment opportunities, as well as the links between them. 

At the level of individual investments capital expenditure controlling provides indications about adaptation measures and coordinates the long-term planning of machine and human resources in coordination with sales and production planning. Ideally, investments should be tracked for their entire life cycles, i.e. before, during and after implementation, in order to learn from changes in the environment as well as from experiences made during implementation, thereby creating a better foundation for later decisions. 

Scarce financial resources and increasing environmental uncertainty require efficient and holistic capital expenditure controlling. Steps have to be taken to ensure that only value-creating investments are made and that scarce resources are allocated appropriately to company divisions and business units. This means that investment projects have to be tracked comprehensively and in a process-oriented fashion from budgeting through to follow-up. Not least, efficient capital expenditure controlling requires consistent and effective management of committees throughout the corporate group as a whole.

Core issues that successful capital expenditure controlling has to address include:

How can capital expenditure controlling track investment projects comprehensively and in a process-oriented fashion - from budgeting the investment framework to doing follow-up calculations on a specific investment project?

How can capital expenditure controlling be made to contribute as effectively as possible to optimal allocation of capital and portfolio management?

How can investment monitoring be anchored in the management cycle throughout the entire process, from authorisation to preparation, implementation and in actual usage in order to achieve greater capital efficiency and quality of planning?

How can the management of committees be made consistent and effective in the interests of efficient capital expenditure controlling?

Which tools and processes can be employed - especially under conditions of increasing volatility - to ensure sufficient and up-to-date transparency throughout the entire process of planning and implementing investments?

What should be done to ensure that capital expenditure controlling also fulfils the increasing demands resulting from risk management?

Technical performance measures was a term used by the US military to refer to key technical goals that needed to be met, where the technical goals were vital for the functioning of a system in its environment.

A definition given by Dr. Norman Waks, formerly Director of Defense Research and Engineering in the Office of the Secretary of Defense is as follows:

"... we know that the regular demonstration through test or prediction, extrapolation, or other forecasting technique, of the degree of actual or anticipated achievement of selected technical goals or objectives of a system, component, or equipment project/program and an accounting, in the causal sense, for the difference between the result of this status reading and that which was planned, in a fashion which permits appropriate managers to take timely action on indicated problems
Post completion audit:-
WHAT IS A POST-COMPLETION AUDIT?

A post-completion audit is, in essence, a review of the way in which the investment process was carried out. It involves a comparison of the actual outcomes with those estimated when the investment project was first approved. It also involves an assessment of the way in which the investment project was managed and controlled. This type of audit forms an essential element of the monitoring and feedback processes within a well-run business. When properly carried out, it can help the business in its drive for continuous improvement.  

Post-completion audits are the final stage in the investment process and are carried out at some point after the project has been commissioned. This may be during the outcome period or soon after the outcome period has ended. In practice, it seems that they are often carried out six to 12 months after the project has been commissioned. However, where project outcomes extend over several years, the full story cannot be told at this point, and so further follow-up audits should be carried out to assess longer term results. 

BENEFITS AND COSTS

There are three main benefits in carrying out a post-completion audit:

Identifying lessons to be learned for the future

These lessons may not only help to improve the planning and execution of future investment projects, but may also feed into the strategic planning process. If, for example, it is found that an investment project did not prove to be as profitable as imagined, it may prompt a re-assessment of the strategic plan.

Identifying problems and appropriate solutions so that corrective action may be taken

If the audit is carried out during the outcome period, it may be possible to make changes to the ongoing investment project, and to similar ongoing projects, to improve matters. Where things have gone seriously awry, it may also be possible to abandon an investment project in order to cut future losses.

Exerting discipline in the investment planning and control process

If managers are aware that post-completion audits are to be undertaken, they may take more care when developing initial assumptions and estimates and when making investment decisions. They may also take more care when managing an investment project through to completion.

These benefits, however, must be weighed against the potential costs of the time and resources needed to carry out an audit. For large, complex investment projects, these costs can be very high indeed. Many businesses do not find it financially feasible to audit all investment projects, so a selected number of projects, or parts of projects, may be identified for audit. When deciding on which projects to select, the size and significance of a project, the likelihood that it will be repeated, and the scale of any problems encountered, will all be important factors. 

This does not mean, however, that small, non-recurring projects should be ignored. Some may be chosen randomly for a post-completion audit to encourage managers to adopt a disciplined approach to the investment process. In addition, an audit need not be carried out on the whole project. In some cases, it may be enough to concentrate on those areas that were critical to project outcomes.

ORGANISING FOR AN AUDIT

To be successful, a post-completion audit needs the support of project managers and others involved with the project. This is only possible if the audit is carried out in a way that is non-threatening. It should be clear from the beginning that the audit is not about assigning blame for things that may have gone wrong. Rather, it is about learning lessons so that the business can improve its planning and control functions. Successful post-completion auditing also requires the full support of senior managers. They should ensure that the audit has been properly planned and has the necessary resources to fulfil its task. For significant investment projects, senior managers should become directly involved in the audit process.  

For large investment projects, a formal approach to the post-completion audit may be adopted. An audit committee may be set up and a procedures manual used to provide suitable guidance. The composition of the committee will vary, but should include representatives from the finance function as well as those involved in planning and implementing the project. The input of the latter group may be vital in getting to the core of any problems identified. Other committee members may include experienced managers who have not been involved in the project, and external consultants.  

The committee should normally be chaired by a suitably qualified senior manager with the authority to requisition whatever information is required to enable the committee to carry out its tasks. It is normally helpful if the person appointed is detached from the political aspects of planning and implementing investment projects. This may bring some objectivity and perspective to the review process. A good chair will contribute to the smooth functioning of the audit process by ensuring that there is proper preparation for the audit, that meetings are well run, and that all members fully participate in the proceedings.

For small investment projects, a less formal approach can be taken. In some cases, the post-completion audit may be carried out by a single individual. Where this occurs, a suitable candidate would be an experienced manager with a good understanding of capital investment appraisal and no previous involvement in the planning and execution of the investment project.

INFORMATION GATHERING

Information required for the audit will come from three main sources: 

Written reports and other documentation relating to the project. These will include the company’s strategic plan, relevant company policies, the business case for the project, authorisation documents, and project implementation plans. This information is useful in setting the context for the investment project and for showing how events were meant to unfold. It can also identify the boundaries within which the project was meant to be implemented. 

Various statistics generated when the project is underway. These will include cash flows, quality standards achieved, timescales achieved, resources used, budget revisions, and cost overruns. Analysis of these statistics, and comparison with earlier planned performance, should shine a light on the problem areas as well as the areas of success.

Interviews with project managers and other project participants. These interviews are often very revealing and should help to provide a deeper understanding of the various statistics produced. They may, for example, expose various problems such as political struggles, lack of coordination, and unrealistic deadlines that were beyond the control of the project team and which hindered their efforts1.

Although relevant information will be gathered during the outcome period, or even later, the process of identifying the information that should be gathered may occur at an earlier stage. A business may require that the information needed to undertake a post-completion audit is set out in the initial project proposal.

THE REVIEW PROCESS

A post-completion audit will consider each phase of the investment project, starting with the decision phase. This will involve an investigation of the initial proposal and the reasons behind the decision for the project to go ahead. The extent to which the investment project fits within the strategic plan and with relevant company policies will also be considered. 

Next, the planning phase is examined. This may involve a detailed investigation of the way in which the project was broken down into separate activities, and the timescales and ‘milestones’ that were established for each activity, along with the level of resources applied. 

Finally, the operations phase should be examined. To find out how the project was implemented, information relating to key personnel involved, the procedures used to monitor and control the project, and any corrective action taken to keep the project on track should be investigated2.

Examining the various phases of the investment project involves seeking answers to a number of key questions. These include: 

Were the initial reasons for selecting the project valid? 

To what extent were the criteria and indicators of success, as set out at the decision stage, met? 

Did the initial forecasts concerning sales, cost of capital, cash flows, etc prove to be accurate? Were they reasonable? How did they compare with the actual outcomes? 

Did the underlying assumptions used, concerning markets, competition, inflation, etc, prove to be reasonable? If not, should any inaccuracies have been foreseen? 

Was risk properly taken into account when considering the investment decision? 

Was the project carried out within the planned timescale? If not, what were the causes of any delay and could they have been avoided? 

Were the procedures used to control the project effective? If not, how could things have been managed differently? 

Were any company policies relating to key matters (such as approval of cost overruns, authorisation of payments, and required control procedures) breached in the planning and execution of the project? 

Did the project team perform well, both individually and as a group?

When investigating the reasons for any differences between actual and forecast outcomes, the audit should pay particular attention to those elements that were within the control of the project managers. While it is important to identify and assess the impact of any changes in the regulatory or general economic environment, there is little point in investigating the underlying reasons for these changes.

The outcome of the investigation should take the form of a written report that provides the business with a memory of the project. The report should offer a clear assessment of efficiency and effectiveness, as well as a description of the lessons learned. It should not concentrate only on those things that did not go according to plan. Although it is important to learn from any mistakes that were made, it is also important to learn from the things that went well by trying to identify precisely why they went well. The report does not represent the end of the process. Recommendations outlined must be acted upon.

PROBLEMS AND LIMITATIONS

Post-completion audits do not always run smoothly. It was mentioned earlier that there is a risk that managers, and other members of the team, will not cooperate fully. When interviewed, project managers may become defensive and be biased or selective in their recall of events. This problem is likely to be most acute if the impression is given that the purpose of the audit is to apportion blame. However, even where the audit is promoted as a constructive tool, and a non-threatening and non-adversarial approach is taken, there may still be problems. The very nature of post-completion audits, which have a control as well as a learning function, may make managers defensive. 

When investigating statistical and financial data, care must be taken when forming judgements in order to avoid adverse consequences. For example, if the degree of risk has not been taken properly into account by the auditors when evaluating a loss-making project, managers will take note. They may then shy away from promoting or supporting projects that carry a high level of risk. They may feel that it is in their best interests to propose only low risk (and potentially low return) projects for consideration. Similarly, the auditors must take care when forming judgements on the differences between actual outcomes and forecast outcomes. In some cases, managers may believe that they are being assessed on how well they beat the original forecasts and so may deliberately put forward conservative forecasts. Beating the forecasts in this way, however, only hinders the evaluation process. It also runs the risk that potentially profitable projects will be rejected because of the conservative forecasts provided.

Sometimes, investment projects are highly interdependent; it may not be possible to separate the cash flows associated with a particular project. Take, for example, a car manufacturer that is faced with stagnant sales. To improve performance and build quality, the manufacturer may decide to invest heavily in new robotic equipment, and in the development of new engines that are more fuel-efficient. Let us assume that, following these two major investments, there is an upsurge in demand and that profits increase significantly. An intriguing question is ‘to what extent is this upsurge the result of improvements in build quality or engine efficiency?’ In this kind of situation, it would probably only be possible to evaluate the combined effect of both investment projects.

Problems can sometimes arise from the approach taken to the post-completion audit. If there is a mistaken belief that the problems and answers are already known, the audit is unlikely to be carried out properly. The chair can play an important role here in ensuring that committee members approach the audit in an open-minded and systematic fashion, and that conclusions do not precede the investigation.
A final limitation of post-completion audits arises from the nature of investment decisions. When an investment decision is made, there is a risk that one of two types of errors will be made. The first is that unprofitable projects will be accepted, and the second is that profitable projects will be rejected. By definition, post-completion audits can only deal with the first type of error. Nevertheless, some sort of audit of rejected projects may also be a worthwhile activity.

3.2 Performance Evaluation Parameters for Retail

ABC analysis also ABC classification

The classification of a group of items in decreasing order of annual dollar volume (price multiplied by projected volume) or other criteria. This array is then split into three classes, called A, B, and C. The A group usually represents 10% to 20% by number of items and 50% to 70% by projected dollar volume. The next grouping, B, usually represents about 20% of the items and about 20% of the dollar volume. The C class contains 60% to 70% of the items and represents about 10% to 30% of the dollar volume. The ABC principle states that effort and money can be saved through applying looser controls to the low-dollar-volume class items than will be applied to high-dollar-volume class items. The ABC principle is applicable to inventories, purchasing, sales, and so on. Syn: ABC analysis, distribution by value, See: 80-20, Pareto analysis, Pareto's law.

Sell Through Analysis
Definition: A calculation, commonly represented as a percentage, comparing the amount of inventory a retailer receives from a manufacturer or supplier against what is actually sold to the consumer. 

Manufacturers often create promotions or special advertising in an effort to increase the sell-through rate of its products at the retail level. 

Also Known As: STR, Sell Through Analysis

Alternate Spellings: Sell-Thru

Examples: 

Despite the television ad campaign touting all of the benefits of Acme's widgets, our store had a dismal 2% sell-through rate

Multiple Attribute Method:-Multiple-criteria decision-making or multiple-criteria decision analysis (MCDA) is a sub-discipline of operations research that explicitly considers multiple criteria in decision-making environments. Whether in our daily lives or in professional settings, there are typically multiple conflicting criteria that need to be evaluated in making decisions. Cost or price is usually one of the main criteria. Some measure of quality is typically another criterion that is in conflict with the cost. In purchasing a car, cost, comfort, safety, and fuel economy may be some of the main criteria we consider. It is unusual to have the cheapest car to be the most comfortable and the safest. In portfolio management, we are interested in getting high returns but at the same time reducing our risks. Again, the stocks that have the potential of bringing high returns typically also carry high risks of losing money. In a service industry, customer satisfaction and the cost of providing service are two conflicting criteria that would be useful to consider.

In our daily lives, we usually weigh multiple criteria implicitly and we may be comfortable with the consequences of such decisions that are made based on only intuition. On the other hand, when stakes are high, it is important to properly structure the problem and explicitly evaluate multiple criteria. In making the decision of whether to build a nuclear power plant or not, and where to build it, there are not only very complex issues involving multiple criteria, but there are also multiple parties who are deeply affected from the consequences.

Structuring complex problems well and considering multiple criteria explicitly leads to more informed and better decisions. There have been important advances in this field since the start of the modern multiple criteria decision making discipline in the early 1960s. A variety of approaches and methods, many implemented by specialized decision-making software,[1][2] have been developed.

Definition of 'Gross Margin Return On Investment – GMROI':-
Gross Margin Return on Inventory Investment (GMROII) is a ratio in microeconomics that describes a seller's income on every unit of currency spent on inventory. It is one way to determine how valuable the seller's inventory is, and describes the relationship between total sales, total profit from total sales, and the amount of resources invested in the inventory sold. A seller will aim for a high GMROII. Since the inventory is a very widely-ranging factor in a seller's investment, it is important for the seller to know how much he might expect to gain from it. The GMROII answers the question "for each unit of currency at cost, how many units of currency of gross profit will I generate in one year?" GMROII is traditionally calculated by using one year's gross profit against the average of 12 or 13 units of inventory at cost. A rule of thumb is that a GMROII of at least 3.2 is the breakeven for a business.

GMROII in the Retail Industry[edit]

GMROII is particularly important in the retail industry where stock turn (i.e. sales units divided by average inventory units) and Gross Margin Percent (simply called margin) can vary heavily by item, location, and week. GMROII can act as the main driver for retailers to analyze their product and store offering. This metric does not suffer from the major disadvantages some of the other main performance metrics do.

For example:

Products or stores with high sales often have lower margin or excessive inventory

Products with a high stock turn often have a low margin

High margin items are often slow sellers and thus produce low profits

High profit products often have low margin, high volume sales but also high inventory levels that prevent other products from being displayed and sold

Retailers usually drive their business based on sales or margin. In a retailer where budgets and bonuses are based on sales, employees often achieve that by lowering the margin or putting too much stock in their stores. A high GMROII indicates a good balance of sales, margin, and inventory cost.

GMROI as Gross Margin/Average Inventory at Cost
An important tool in analyzing inventory, sales and profitability is GMROI (also known as GMROII) which stands for Gross Margin Return On Inventory Investment. The GMROI calculations assist buyers in evaluating whether a sufficient gross margin is being earned by the products purchased, compared to the investment in inventory required to generate those gross margin dollars.

4.1 Performance Evaluation Parameters for Projects: Project Control Process:-

Project Controls : What is it and why is it important ? 

Definition of Project Controls : 

Project Controls can be defined as - Management action, either preplanned to achieve the desired result or taken as a corrective measure prompted by the monitoring process. Project controls is mainly concerned with the metrics of the project, such as quantities, time, cost, and other resources; however, also project revenues and cash flow can be part of the project metrics under control. Thus, we believe an effective Project Controls process can be applied in a collaboration of its various sub-disciplines, such as: 

1) Planning, Scheduling & Project Reporting

·      Scope management; 

·      Project deliverables: 

·      Work breakdown / Cost breakdown structures;

·      Schedule management;

·      Schedule forecasting;

·      Corrective action;

·      Progress measurement / reporting;

·      Productivity Analysis & Calculation; 

 2) Earned Value Analysis & Management

 3) Cost Engineering & Estimating

·      Estimating;

·      Cost management;

·      Cost control;

·      Cost forecasting

 4) Change Management & Controls

·      Change order control;

·      Trend Analysis; 

 5) Risk and Delay Claims

·      Risk Assessment & management;

·      Delay Claims Quantification

·      Forensic Schedule Analysis

 Put simply, Project Controls encompass the people, processes and tools used to plan, manage and mitigate cost and schedule issues and any risk events that may impact a project.  In other words, Project control is essentially equivalent to the project management process stripped of its facilitating sub-processes for safety, quality, organizational, behavioral, and communications management. Project control may be considered the quantitative resource control subset of the project management process. 

Importance of Project Controls : 

The successful performance of a project depends on appropriate planning. The PMBOK Guide defines the use of 21 processes that relate to planning out of the 39 processes for project management, (Globerson & Zwikeal 2002). The execution of a project is based on a robust project plan and can only be achieved through an effective schedule control methodology.  The development of a suitable Project Control system is an important part of the project management effort (Shtub, Bard & Globerson 2005). Furthermore, it is widely recognised that planning and monitoring plays a major role as the cause of project failures. Despite the continuous evolution in the project management field, it appears evident that the traditional approach still shows a lack of utilisation of Project Controls and there have been a number of articles published to support the importance of control in the achievement of project objectives. It has been proved time and again that Project performance can be improved if dedicated Project Controls systems are in place. An IBC 2000 Project Control Best Practice Study carried out by IPA identified that good Project Control practices reduce execution schedule slip by 15%. Project Controls cost range from 0.5% to 3% of total project, (including cost accounting), therefore, to break even, Project Control needs to improve cost effectiveness by around 2%.  A sample study carried out by the IBC Cost Engineering Committee (CEC) in 1999, showed cost improvements for the projects in the study, was more than 10%. It is noted also that NPV (Net Project Value) also benefits from schedule improvements. Success factors are based on good Project Control practices, which result in good cost and schedule outcomes.

Setting base line plan

A baseline is used to perform analysis to find current performance against to the expected level for a specific activity in established time-phase.

In Project Management, Baseline refers to the accepted and approved plans & their related documents. Project baselines are, generally, approved by project management team and those are used to measure and control of project activities.

Though baselines are outputs of planning stage, but they are referred and updated during executing & monitoring and controlling process groups.

Baselines give the project manager a best way to understand project progress (by analyzing baseline vs. actual) and forecast the project outcome.

Baselines are important input to number of project processes and outputs of many processes raise change request to these baselines.

Project baselines include, but are not limited to:

 Schedule baseline

 Cost baseline

 Scope baseline

 Quality baseline
Baselines are prepared on triple constraints – Scope, Time, Cost (and Quality) – management areas. All the above are considered as components Project management plan. Often the scope, schedule, and cost baseline will be combined into a performance measurement baseline that is used as an overall project baseline against which project performance can be measured. The performance measurement baseline is used for earned value measurements.

Benchmark, Standard, Guideline and Baseline are different words that are used interchangeably in Management.

4.2 Performance Evaluation Parameters for Non-Profit: Features of Non-profit

Performance measurement in nonprofits
In previous chapters we have identified a need for for-profit organizations to measure performance. The attention is no longer put only on financial measures, such as profitability and stock-market measures, but other non-financial measures have entered the performance measurement arena as well49. Nonprofits have less use of financial measures due to the fact that they do not endeavor to profit but since there are other aspects to measure nonprofits evidently are capable and have an interest in measuring performance. Medina-Borja and Triantis take it as far as saying that “the survivability of non-profit social service organizations are contingent upon their capability of measuring and evaluating performance”50. The National Council for Voluntary Organizations has produced a number of studies on performance measurement in voluntary sector in U.K. In one of those studies Wainwright concludes that a wide range of tools to measure impact are available for voluntary organizations 51 . Performance measurement systems from private sector have been adopted to fit nonprofit organizations, for example Kaplan has adopted the Balanced Scorecard to better fit these kinds of organizations. However, one major difference between nonprofits and for-profits is that nonprofits have goals and services which are more intangible and harder to define and thus measuring performance provides a greater challenge for nonprofits52. 
Performance Indicators for your not-for-profit organisation

 The not-for-profit sector as a whole has traditionally been somewhat laggard in measuring and improving its organisational performance. In part, this is because workers often see their aims as somewhat less visible and quantifiable than the profits and dividend payments and share prices that the business sector focuses on - but it's not only your mission that needs to be monitored, it's also your administration, and that's not fuzzy at all. 

 A performance measurement program involves the creation of an information feedback system by which management identifies, monitors and takes action to improve selected key performance indicators that track your organisation's primary performance areas. On the administrative front, these performance areas are things like sales, customer relations, finance, and/or personnel -- bottom-line oriented numbers that have to do with profitability and productivity.

 Not-for-profit performance indicators measure service effectiveness and accomplishments in one of two main categories. As a beginning, you will need to be able to track your program inputs (which quantify the efforts or resources expended in the program) and your outputs (which quantify the services provided). 

 Based on that, you will need to track

efficiency measures (which compare your inputs with your outputs), and 

outcome (or effectiveness) measures (which quantify the actual effect the organisation's efforts have on your objectives)

 You will need to know both, and you will need not to confuse the two. 

 First of all, check to see that your input and output measures are adequate. 

Input measures

 You will already be keeping track of the purely financial aspects of the enterprise, at least at the organisation-wide level; you will be able to account for your income and expenditure and will be able to draw up a balance sheet once a year. This may not be enough. Is your accounting sufficiently timely to warn you about rapid changes in your circumstances? Are you able to break down the organisation-wide costs and donations so that you can see the effect of individual programs and sub-programs? 

 What about the non-financial resources used in operating a program or providing a specific service? Are your staff costs allocated to particular programs, or are they just aggregated? If you rely heavily on volunteers, do your records capture the necessary statistics on donated hours and efforts? Are you able to quantify whether your volunteer support has gone up or down?

Output measures

 Does your organisation keep records of its outputs? These might be, for example, the number of meals provided by a soup kitchen, the number of clients seen by a community legal service, the number of plays staged - whatever it is that you do, you will want to know whether you are doing more or less of it. 

 Output is not the same as outcome, and if you mistake the two then you could be in for trouble. If, for example, you have as your output measure the number of clients seen by your service, and if you decide that that is the figure you want to see rise, you will be placing pressure on your staff to alter that figure - perhaps by seeing more clients for less time in less depth with less success. 

Efficiency

 However, whether your output measures do track your mission adequately or whether they don't, it would still be hard to argue that it wouldn't be better to get the same output with fewer resources. If you direct your attention to the input/output ratio it may be possible to make savings. After many years of squeezing the voluntary sector until the pips squeak you may find that there's no scope for people to work harder without simply accelerating burnout, but you may still be able to find new ways to do things (particularly if you consult staff at the pointy end), or you may perhaps decide that certain traditional practices aren't after all necessary, or you may be able to seek better prices from your suppliers. 

 The real point of looking at efficiency measures, however, is to track change. Are you doing better this year, or this quarter, than last? Are you drifting back? Is the cost of recruiting a member going up or down? How much does it cost you to raise $100? What is your cost per client, or per meal, or per student? Remember, too, that this figure will help you in your fundraising; it's always better to say "Donate two meals" or Provide a year'd education for a child  than to say "Donate ten dollars" or $20 a month. 

 It's also a very good thing to have a common standard of measurement to be able to compare different programs, or different departments, or to compare your organisation with others in comparable situations. 

Effectiveness

 Efficiency measures help you manage your organisation; effectiveness measures - the measures that tell you how well you are succeeding at achieving your mission - help you shape and direct it. If you were promoting better health practices for people with asthma, for example, you might manage an efficiency gain by handing out more pamphlets this year than last year, but your mission statement doesn't say anything about pamphlets. You get a gain in effectiveness only if people with asthma are in fact now healthier than they were - and it's because of you. That kind of measure is a lot harder to devise and a lot more work to collect. Efficiency can be tracked through objective data that can be easily extracted from your organisation's existing accounting and information database; actual outcome measures may involve subjective evaluation of data that may not be that readily quantifiable and will probably require a separate evaluation system. 

Performance

 There are thus a range of things you can measure, and a very wide range of measurements to choose to fit your needs. Any measure you choose, however, must have certain qualities. Measurements should be 

Meaningfully related to the goals of the organisation -- Don't measure things just because you can measure them. 

Linked to the responsibilities of a particular person or section -- Someone should be able to act on the findings; if it ends up being nobody's business in particular, you haven't gained..

Acceptable to the organisation -- Which is why it's not a good idea to use the same measures for rating the organisation and for rating staff members' performance; that only leads to nervousness and resistance.

Timely -- If a measurement takes so long to collect and process that the organisation has moved on, it's not much help.

Cost-effective -- Measurement is a resources issue, and grants and funders aren't always willing to cover the costs. Review your measures regularly to be sure you're coming out ahead.

Comparable -- As far as possible you want to be able to compare your results across your organisation, with other organisations in your area, and with industry benchmarks.

Simple -- It's not always possible to have straightforward, immediate, and transparent measures, but that's the goal to aim for.

 Deciding on your performance indicators should be part of the strategic planning process. Once you've decided on your mission, your goals, and your strategies you will need to design measures that will let you track your progress towards them. These measures will then need to be built into your administrative procedures, your budgeting, your staff duty statements, and your planning review processes.

Schedule Variance  and  Cost Variance
Variance analysis is key to the success of any project. When businesses place bids to win contracts, projected schedules and costs are required. They key to winning the project is presenting the best bid; the key to winning future projects -- not to mention earning a good reputation within your industry -- is keeping the project on time and within budget. Variance analysis quickly shows project managers where the project is running astray.

Schedule Variance

Keeping a project on schedule is not only important from a time standpoint but also to avoid future cost overages. When a project loses site of its scheduled work, overtime -- or even double-time -- often is required to finish the project by the completion date. This can run project costs significantly over budget. Keeping a project on schedule is also important when sending the client project status reports. The client wants to know two things: Is the project on schedule, and is the project under budget? Schedule variance analysis shows the project manager whether the project is on schedule and, if not, how far it has fallen behind schedule. The manager can then correct the scheduling issue and present the solution with the status report, demonstrating to the client that the situation is already under control.

Cost Variance

Cost variance analysis is equally important to schedule variance analysis because project costs obviously need to stay within the budget. It is disastrous for both the company and its client if project costs exceed budgeted values. Unless there is a good explanation for the overage, the client is left with a poor impression of the company it hired to complete the project -- not to mention less money in its pocket. Cost variance analysis compares the budgeted costs of the project to the actual costs of the project by line item. This can quickly tell a project manager the portion of the project budget that is over the original estimated amount. For example, if the company budgeted a certain amount of money to cover the project license and permit costs and the county in question raised the fees unexpectedly, the "License and Permits" budgeted line item will show a cost variance that is over budget.

Calculating Schedule Variance

To calculate schedule variance, accountants take the project's planned value and subtract it from the project's earned value. A project's earned value takes the scheduled amount of work and compares that with the actual work completed to date; planned value assesses the cost of the scheduled work budgeted in comparison to the cost of the work actually completed to date. So, earned value looks at hours, and planned value looks at costs. A positive result, which is when the project hours do not exceed the project costs to date, present a schedule variance that indicates the project is on schedule. A negative result, which is when the project costs exceed the project hours, present a schedule variance that indicates the project is behind schedule because the amount of work actually paid for exceeds the amount of scheduled work performed.

Calculating Cost Variance

Cost variance is much easier to calculate as the accountant simply takes the earned value of a line item and subtracts the actual cost of the line item. Taking the license and permit costs example discussed previously, if the company projected this line item at $5,000 and the actual costs were $5,500, the cost variance for this line item in the budget would be negative $500, showing this budgeted line item is $500 over the projected costs. If the budgeted permits and licenses actually cost $4,500, the cost variance would show a positive $500, showing the actual cost was $500 under budget -- a result any client would appreciate.

5. Management Audit
Financial Audit Definition
A financial audit starts with the review of a company’s accounting records and ends with the publication of a report, the content of which depends on what reviewers saw during the audit and the overarching need for transparency that regulators require. Part of these requirements is that only a certified public accountant can review the books of a publicly listed company. The CPA must perform tasks in accordance with generally accepted auditing standards, heeding edicts from institutions as diverse as the U.S. Securities and Exchange Commission, the Public Company Accounting Oversight Board and the American Institute of Certified Public Accountants.
Types
At the end of a financial audit, the reviewer-in-chief may form an opinion by selecting one of four report types: unqualified, qualified, disclaimer and adverse. An unqualified financial audit report is a clean bill of health — that is, the audit team believes there’s no significant error in the reporting organization’s financial statements. In auditing terminology, the term for “significant error” is “material misstatement.” A qualified report is similar to an unqualified conclusion, except that the audit team feels the need to inform readers about important things such as “going concern ability” and corporate accounting standards that aren't in tune with industry standards; "going concern ability” means there’s doubt a company will stay in business in the foreseeable future. Auditors issue a disclaimer if they were unable to cover all grounds during testing — for example, they couldn’t verify substantial amounts in the corporate balance sheet. An adverse audit opinion — a rarity, given its detrimental effect on a company's reputation — means financial statements are misleading and don't abide by generally accepted accounting principles.
Scope
A financial audit report focuses on a quartet of accounting data summaries, along with internal procedures, senior leadership’s management style and the ethical tone at the top, and the competitive landscape. Financial statements include a balance sheet, an equity statement, an income statement and a cash flow report.

Internal audit:-
Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization's operations. It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes.[1] Internal auditing is a catalyst for improving an organization's governance, risk management and management controls by providing insight and recommendations based on analyses and assessments of data and business processes. With commitment to integrity and accountability, internal auditing provides value to governing bodies and senior management as an objective source of independent advice. Professionals called internal auditors are employed by organizations to perform the internal auditing activity.

The scope of internal auditing within an organization is broad and may involve topics such as an organization's governance, risk management and management controls over: efficiency/effectiveness of operations (including safeguarding of assets), the reliability of financial and management reporting, and compliance with laws and regulations. Internal auditing may also involve conducting proactive fraud audits to identify potentially fraudulent acts; participating in fraud investigations under the direction of fraud investigation professionals, and conducting post investigation fraud audits to identify control breakdowns and establish financial loss.

Internal auditors are not responsible for the execution of company activities; they advise management and the Board of Directors (or similar oversight body) regarding how to better execute their responsibilities. As a result of their broad scope of involvement, internal auditors may have a variety of higher educational and professional backgrounds.

The Institute of Internal Auditors (IIA) is the recognized international standard setting body for the internal audit profession and awards the Certified Internal Auditor designation internationally through rigorous written examination. Other designations are available in certain countries.[2] In the United States the professional standards of the Institute of Internal Auditors have been codified in several states' statutes pertaining to the practice of internal auditing in government (New York State, Texas, and Florida being three examples). There are also a number of other international standard setting bodies.

Internal auditors work for government agencies (federal, state and local); for publicly traded companies; and for non-profit companies across all industries. Internal auditing departments are led by a Chief Audit Executive ("CAE") who generally reports to the Audit Committee of the Board of Directors, with administrative reporting to the Chief Executive Officer (In the United States this reporting relationship is required by law for publicly traded companies).

Role in internal control[edit]

Internal auditing activity is primarily directed at evaluating internal control. Under the COSO Framework, internal control is broadly defined as a process, effected by an entity's board of directors, management, and other personnel, designed to provide reasonable assurance regarding the achievement of the following core objectives for which all businesses strive:

Effectiveness and efficiency of operations.

Reliability of financial and management reporting.

Compliance with laws and regulations.

Safeguarding of Assets
COST AUDIT:-

Cost Audit represents the verification of cost accounts and check on the adherence to cost accounting plan. Cost Audit ascertain the accuracy of cost accounting records to ensure that they are in conformity with Cost Accounting principles, plans, procedures and objective.[1] Cost Audit comprises following;

Verification of the cost accounting records such as the accuracy of the cost accounts, cost reports, cost statements, cost data and costing technique and

Examination of these records to ensure that they adhere to the cost accounting principles, plans, procedures and objective.

Objectives of Cost Audit[edit]

Prospective Objective: Under which cost audit aims to identify the undue wastage or losses and ensure that costing system determines the correct and realistic cost of production.

Constructive Objectives: Cost audit provides useful information to the management regarding regulating production, economical method of operation, reducing cost of operation and reformulating Cost accounting plans .

Types of Cost Audit[edit]

Cost Audit on behalf of the management:

Cost audit on behalf of a customer

Cost Audit on behalf of Government

Cost Audit by trade association

Statutory Cost Audit
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1.

Management audit is a process of examination and evaluation
of the performance of managerial functions.

It is an appraisal of both policies and actions.

It ensures the sound and healthy growth of the business
organization.

It is both preventive and curative. Besides detecting and
diagnosing the existing problems, it suggests measures to
avoid probable dangers.

It is not a post-mortem examination of the business activities.

Its concept is forward looking and therefore management audit
is more concerned with future.




[image: image11.png]6. Itis dynamic and result oriented rather than simply procedure
bound.

7. It is a constructive method of assisting management to
improve the operations of its business. It identifies areas of
weakness in internal control system in operation and suggests
measures to improve performance.

8. It is an extension of internal audit and is a development over
it and is very close to operational audit.
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Management audit aims at improving the efficiency of the
management by identifying areas of weakness in internal control
system and suggest measures to improve the performance. It is
carried out to achieve the following objectives:
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Appraise the managerial performance at all levels.

Enhance operational profitability.

Improve organizational efficiency.

Spotlight the decisions or activities, which are not in
conformity with organizational objectives.

Ascertain that organizational objectives are properly
understood at all levels.

Discover weaknesses or irregularities in the internal control
system and suggest measures to get best possible results.
Evaluate plans and policies.

Review the company’s organizational structure, i.., assign-
ment of duties and responsibilities and delegation of authority.
Facilitate performance evaluation of different resources.





[image: image13.png]NEED, IMPORTANCE AND ADVANTAGES OF
MANAGEMENT AUDIT

Management audit is a tool of improving management performance.
The principal reason for initiating a management audit is the need for
detecting and overcoming current managerial deficiencies and
resulting problems in ongoing operations. Management audit critically
evaluates business policies, plans, procedures, actions and efficiency.
It is very helpful to trace out the weak areas of managerial functions
and performance. Unlike the annual audit of accounts by an
independent auditor which concentrates on financial results of past
performance represented by the financial statements and thus is
backward looking, a management audit represents a dynamic and




[image: image14.png]forward-looking approach. It evaluates—how efficient the manage-
ment is in achieving its pre-determi:-=d objectives and how effective
management is in planning, organizing, directing and controlling the
activities of the enterprise. The approach of management audit is
dynamic, forward looking and result oriented rather than simply
procedure bound. It is an aid to management and a tool of
performance evaluation of various activities. It identifies areas of
weakness and suggests the measures to remove such weaknesses.
The impact of this is that the entire system becomes more efficient,
policies more operational, assets more safe and records more reliable.
This ultimately promotes organizational efficiency and enhances
operational productivity. Management audit is gaining popularity in
India due to its numerous benefits. Management audit offers a
number of advantages to the enterprise. Some of its key advantages
of management audit are as follows:

1. It detects deficiencies or irregularities in the internal control
system and suggests ways and means for best possible results.

2. It assists all levels of management in effective discharge of
their responsibilities.




[image: image15.png]Probable managerial problems and related operational
difficulties can be spotted before the fact.

It enhances operational productivity and promotes
organizational efficiency.

It ensures optimum utilization of available resources by
critically reviewing all aspects of the management of an
enterprise.

It makes staff of the enterprise more responsible by fixing the
accountability for poor performance.

Management audit also assists in locating and diagnosing the
conflicting areas of responsibility.
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The following techniques may be used by the auditors to evaluate
management functions:

(a) Preliminary survey. Before the commencement of a management

audit,

@
(i)
(i)
@)
(U]
i)

(vii)

the auditor should ascertain the following:

Objectives and goals of the enterprises with a view to assess
the possibilities of getting the desired results through them
Suitability of policies, plans and procedures laid down by the
management

Effectiveness and credibility of the communication system
including management information system of the organization
Adequacy of internal control system in operation

Standards of performance set by the management

Actual performance

Efficiency and economy of resource input.




[image: image17.png](b) Enquiry. Management auditor gathers most of the information
and seeks explanation by asking questions. For this he can make the
use of standards questionnaire specifically designed for the purpose.

(c) Detailed inspection of relevant documents. A management
auditor may resort to detailed inspection, i.e., examination of relevant
documents and records if his inquiry necessitates the examination of
original source of information for clarification of certain facts.

(d) Studying the work environment. Another productive source of
collecting pertinent information coupled with its examination is the
direct observation by the management auditor. Through studying the
work environment the auditor becomes aware of many problems that
may not be recorded elsewhere or the analysis thereof is not possible
through data.





[image: image18.png](e) Review of internal auditor’s report. Management audit in fact is
extension of internal audit. Therefore, the reports submitted by the
internal auditor enable the management auditor to identify the
problem areas without much difficulty. Management auditor then
forms his opinion on the basis of evaluation of such reports. In
particular, he should pay his attention towards those reports, which
highlight significant problem areas where the management so far has
not taken any action. Investigation into the reasons and/or
justification for inaction on part of the management in such cases
should be made by the management auditor. Such a review of internal
auditor’s report could throw light on weaknesses in internal control
system that may not have been referred to the top management
previously.

(f) Physical inspection. The management auditor sometimes
conducts physical inspection of activities of the enterprises. It proves
to be very useful tool to identify incompetence. Remedial measures
can only be suggested after identifying the areas of weakness or
incompetence.





[image: image19.png](g) Test examination of some transactions. The management
auditor selects some transactions of varied nature on random basis
and test the efficiency of procedures by thoroughly studying the
transactions so selected right from their initiation to the final
disposal.

(h) Personal discussion with officials and employees. With a view
to have first hand information on problem areas warranting audit
attention, management auditor should hold discussion with the
officials and employees of the enterprise, who are concerned with the
operations under examination.

(i) Analysis and suggestions for improving the performance of
management. During the course of audit, the management auditor





