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PROCESS OF MANAGEMENT CONTROL

MANAGEMENT CONTROL AS A STRUCTURE

tructure 1s made up ol
mber of responsibility

tres -"ar“h being headed

ponsible manager or

The structurc can be described in terms of units

and subunits in the organization, through w hich

information flows among the units. Each unit a.nd

subunits are headed by a manager who rcmains

responsible for the activities as well as results of such

activities of the respective unit or subunit. Such unit or

sub unit is termed as a responsibility centre. The

structure is made up of a number of rcsponsibility

centres, cach being hcaded by a responsible manager or

officer. To operate these responsibility units efficiently
and effectively, every organisation has to develop a control
system best suited to its requirements. While designing
the structure of MCS, attempts should be made to make
the control system fit into the work and personalitics
rather than the work and personalities into the system.
Certain factors as discussed below should be taken into
consideration for devecloping and proplementing
management control systems.

Factors to be considered while Desigrifng
MCS

1. Framework or Boundary of Management Control
System:- Management Control System operates
within the framework of goals, objectives, strategies
ana structure of an organization. The responsibility
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for designing this boundary lies with the e
management. The financial controller often provides
considerable assistance in designing a management

control system.
Environmental Expectation and Assumptions: -
To make Management Control System effective, the
factors of internal as well as external environment
should be considered at the time of designing and
developing it. Interual clements like nature, size,
operation, technology etc. should be given due
weightage. Similarly external factors like Gaowvt
policies, market conditions and social attitude ectc.
should be fully understood.

Goal Congruence:- It is also taken as a major
considcration in developing and implementing
management control system as it reconciles
individual and organizational goals. The
organizational and individual goals are integrated
when there is a balance. The higher the balance
between the two, the greater the satisfaction to
organizational members and conscqucntly better the
organizational rcsults.
Setting of Goals. Goals are the criterias against
which actual results are judged. Goals should be
as objective and impartial as possible. They should
be based upon facts and participation so that control
is acceptable and workable. The judgement and
opinion of subordinates may be taken and they
may be allowed some freedom in setting their goals
so that they do not resist the control.

Fairness and objectivity:- For making management
control system effective, the feature of fairness and
objectivity should be given due importance.
Performance evaluation should be fair enough to

build the confidence of managers who are going to
accept the goals. For this, the factors which arc
beyond the control should be excluded and
measurement should include only those factors
which are under control.

Flexibility. As management contro] system is future
oriented so the chances of success charge with the
changes in environment or as additional information
about critical skills becomes known. A calculated
risk in January may become an impossible goal by
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May. So a provision should be made for adjustment
of goals so as to keep the goals achievable and
challenging.

7. Motivation:- Management Control System 1s
supposed to motivate managers to achicve the goals
assigned to them. If employees are motivated to
perceive control as a means ol achieving the
personal as well as group goals then the control
system can be implemented successfully. On the
other hand if employeces perceive a control system
as a threat to their security and freedom, they will
resist it.

8. Mutual Support and encouragement. To make
management control system more effective, mutual
supporl and encouragement play vital role. A
supportive and conducive environment in the
organisation helps to reduce anxiety or fear of
failure. Direction, help, informal support and better
rclationship act as powerful reinforcements.

9. Optimum Utilization of Resources:- Management
Control System should facilitate optimum utilization
of resources. If resources of the organisation are
utilized optimally, it will help in achieving the
desired objectives effectively and cfficiently.

- OBJECTIVES OF MCS

- = purpose of management
“orirol systems is to assist
=nagement towards
z27evement of the mission,
=on, objectives and goals

' *mo organization

1. To assist management. The purposc of
management control systems is to assist management
in co-ordination of the parts of the organization, allocation
ot its resources and steering those parts towards
achievement of the mission, vision, objectives and goals
of the organization.

The working of management control system is
concerned with :

(a) The formulation of expectations upon which resource
allocation decisions are to be made.

(b) The ‘allocation’ of an organization’s resources so as
to ensure that goals and objectives are met.
() The ‘monitory performance’ and taking corrective

actions to ensure that organisation remains on track
in pursuit of its overall purpose.
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In nutshell, management control aims 1o achievs
unity through diversity by the use of communication
and co-ordination in pursuit of short term objectives
and long term goals.

¢ BOUNDARIES OF MANAGEMENT CONTROL:

—

To specify the boundaries of manasgement
control, it is necessary to differentiate among the
following terms:

- Btrategic Planning
- Management Control
- Task or Operational Control

Strategic Planning

Strategy is a plan or design for achicving one'’s aim
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Siralagic planning is con- or the use of skillful p];ll'll‘lll'lg to secure one’s own
cemed with the formulation of 1 . - =] T
ong range. sirategic ang Advantage, as in war, business or politics  Strategi

policy lype plans that detar p]:mnmg sets the gpuidelines for management control

e A0 ST TGt ey g0 A management control sets the guidelhines for
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tion operational control, The complete management fungtion
inmvolves an integration of three processes—Strategic

Planning, Management control and Operational control
All these three processes are complementary

The relationship between different levels of
management and planning and control may be
understood with the help of following diagram

Strategic
Piann:n:_}
=
Management
e Management Control
9 Level
@ -
~
Lower/shop floor QOperational
Level Control

Strategic planning is concerned with the formulation
of long range, strategic and policy type plans thal
determine and change the charter or direction of the
organisation. The markets to be served, the organisation
structurc to be adopted, the sources of capital to be
exploited are a few examples of strategic planning
decisions.

Strategic planning decisions affect the physical
financial and organizational framework within which the
operations are carried on. It is the function of top leve |
which relates to some particular part of the organization,
such as, production, marketing, product line. ne -
business, merger etc. Strategic planning is primariiy
based upon external information collected from outside
the organisations such as govt. notifications. new
enactments, technical journals, market research papers
etc. In strategic planning, the communication process is
simple and straight forward since the strategy is confided
with a few top executives only. If the strategy is strictly
confidential, maintenance of secrecy itself demar.ds
limited communication,
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sation operational control. The complete management fungtion
involves an integration of three processes—Strategic
Planning, Management control and Operational control
All these three processes are complementary

The relationship between different levels of
management and planning and control may be

understood with the help of following diagram
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Strategic planning is concerned with the formulation
of long range, strategic and policy typc plans thal
determine and change the charter or direction of the
organisation. The markets to be served, the organisation
structurc to be adopted, the sources of capital to be
exploited are a few examples of strategic planning
decisions.

Strategic planning decisions affect the physical
financial and organizational framework within which the
operations are carried on. It is the function of top level
which relates to some particular part of the organization,
such as, production, marketing, product line, ne -
business, merger etc. Strategic planning is primarily
based upon external information collected from outsicle
the organisations such as govt. notifications. new
enactments, technical journals, market research papers
etc. In strategic planning, the communication process is
simple and straight forward since the strategy is confided
with a few top executives only. If the strategy is strictly
confidential, maintenance of secrecy itself demat.d‘s

limited communication.
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Management Control

System embrace the entire operations of an

organisation, This system refers (o the (rame work o i

which muanagers can ensure control ove the actions of
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an a whole, It is a (otal system in the senne  that ot
includes all aspects of the firm's operations so that the
different parts of the organisation are in balance with
one another,

The process of management control is carried on
within the framework outlined by strategic planning. It
i8 intended to achieve the planned objectives as effectively
and efficiently as possible within the given parameters

Management Control is exercised in all parts of
the organization having activities and using resources
In Management control process, the communication of
policies, objectives, guidelines and decisions down the
lines of authority is extremely important, hecause lhf:
managers have to influence other members of the unig
to implement the slrategies and to attain desired results,
The control processes aim at short term objectives with
a specific time limit within which the task has to be
completed. These are exercised systematically throughout
the year so that programmed activities indicate the results
as per desired objectives/aims as given in budgets.

Task Control

Operational or task control is the process of
assuring that specific tasks arc carried out clffectively
and efficiently. The focus of operational control is limited
to a single task or operation. It is concerned with

logical rules.

Opcrational control is the process of assuring that
specific tasks are carried out eflectively and cfficiently.
Focus of operational contro] is on individual or specific
tasks or transactions. Examples are scheduling and
controlling a job, processing an item of inventory,

Operational contro] is applicable to direct activities
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efforts and actions: The contro
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a conlrol system 18 like a ship sailing is the
chartered sea. A control system gives direction to
the business and imparts meaning and sigmbicance

o its wchievement by comparing actual and

slandards
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d, To minimlize dishonest behaviour: In an

organization employees are entrusted with larg
sLms ol money and valuable resources. Il the control
syslem 18 nhsent, it may lead to dishonest behaviour
ol employees, Management Control

o the part
locating and

Bystem plays an important role in
altering such behaviour in the organization

- holps - 4, Monitoring of complex and diversified activities:
|

. -|I.-....:..lll.h-,..p|I||..] It is ri]”.ll'““ o moniltor the activities of !H]",—::“" and
T #aln 0oalsurn . . :
ity al profiabini, complex organizations due to decentralization and
J it peographically scatterced operations. An executive

needs all kinds of umely information which arc not
always available, Here a control system helps in
close monitoring of diversified product lines and to
ensure that quality and profitability are being
maintained,

5. Delegation of Authority and Responsibility:
Management Control Systems deal with setting
standards for cach department in advance. By
sctting standards, delegation of authority and
responsibility becomes effective since the supervisors
of each department know what they have to attain
and by what standard they will be judged for their
performance.

6. Cost reduction and Improvement of efficiency:
Cost control is more effective under Management
Control System as the standards are reviewed at
regular intervals with a view to bring improvements.
Prompt action can be taken when deviations from
standards are found out. This leads to cost reduction
and improvement of efficicncy,

7. Aids plan verifications and managerial decision
making: Management Control System helps in




