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Student Learning Tools

Student Online Learning Center (OLC) (www.mhhe.com/ghillyermanagement) 
Student Study Guide
Spanish Translation Glossary (OLC)

Spanish Translation Quizzes (OLC)
Instructor Teaching Tools
Instructor Online Learning Center (www.mhhe.com/ghillyermanagement)
Annotated Instructor’s Resource Manual
IRCD (Instructor’s Resource Manual, Test Bank, PowerPoints, EZtest)
Asset Map 

PageOut

PowerPoint Presentations (on IRCD and OLC)

Test Bank 

Management at the Movies (DVD)

Management Videos on DVD 
Enhanced Cartridge option

Spanish Translation Glossary (OLC)

video NOTES
Two video series are available for use with Management: A Real-World Approach.
Management at the Movies 

This innovative video collection includes video clips from twenty of the best Hollywood films. The Video Notes section of this Instructor’s Resource Manual (beginning on page V.1) provides Instructor’s Teaching Notes for each of the video segments, along with Student Materials keyed to chapter concepts.

Movie 3. “John Q” (“Runaround”) (1:51) 
This clip shows John discussing the loss of his health coverage with the personnel manager. This can be used to illustrate a firm’s responsibility in communicating with employees and the importance of behaving ethically.

Movie 8. “The Killers” (1:42) 
This clip shows how employees interact with customers and the importance of customer service to achieve organizational objectives.

Movie 9. “Apollo 13” (“The Launch”) (1:04) 
This clip shows the launch sequence for Apollo 13 and illustrates NASA’s organizational structure.

Movie 11. “Double Indemnity” (2:21) 
This classic movie clip shows a manager (Edward G. Robinson) trying to recruit an employee (Fred MacMurray) for a new position. It illustrates an organization’s selection process.

Management Videos on DVD

Also included are twenty videos geared to individual chapter topics. The teaching notes for these videos are also included in the Video Notes section of this Instructor’s Resource Manual, beginning on page V.50.

Video 11: “Human Resources at Patagonia” (11:36)

This video looks at how the culture at Patagonia is influenced by the laid-back management style fostered by the company. 

BRIEF CHAPTER OUTLINE AND LEARNING GOALS 

CHAPTER 11
Management Control
I.
Controlling
II.
why practice management control?
Learning objective 1
Explain why management controls are necessary.

A.
The Control Pyramid
Learning objective 2
Describe the control pyramid. 

B.
Where Should Control Reside?
III.
Types of Control

A.
Preliminary, Concurrent, or Postaction Control?
Learning objective 3
Differentiate between preliminary, concurrent, and postaction controls. 

B.
Budgetary Control

C.
Zero-Base Budgeting

D.
Financial Controls

Learning objective 4
List the four basic types of financial ratios. 

E.
Direct Observation


F.
Written Reports


G.
Electronic Monitors


H
Balanced Scorecard


I.
Management Information Systems


J.
Audits


K.
Break-Even Charts

IV.
appraising Performance

A.
Understanding Performance


B.
Determinants of Performance
Learning objective 5
Explain the determinants of performance.

C.
Performance Appraisal Process
V.
performance appraisal methods
Learning objective 6
Describe the major performance appraisal methods.

A.
Goal Setting, or Management by Objectives

B.
Production Standards

C.
Essay Appraisal

D.
Critical-Incident Appraisal


E.
Graphic Rating Scale


F.
Checklist


G.
Ranking Methods

VI.
Selecting a performance appraisal method
VII.
potential errors in performance appraisal
VIII.
conducting effective performance APPRAISALS
IX.
providing feedback through the appraisal 

interview
X.
developing performance improvement plans
CHAPTER OUTLINE AND LECTURE NOTES
The world of work
Managing by Objectives (Text pages 300-301)
Tony is planning to meet with Kevin for Kevin’s annual review and is thinking about asking him to develop annual goals for the restaurant to include in the review. Kevin meets with Tony and they agree to do this. It will help Kevin develop and could lead to a future career in management for him. .

1.
Why does Tony think that incorporating MBO will be a positive move for his restaurant? Review page 315 for some guidance on this.

This allows Tony to see what objectives Kevin would like to set for the store and allows Tony to use this goal-setting process as a performance appraisal mechanism as well. The value of linking the MBO process program to the appraisal process is that employees tend to support goals if they agree the goals are acceptable and if they expect to be personally successful in their efforts.

2.
How do you think Kevin will respond to this request?

Kevin has been successful with his previous assignments, which gave him the opportunity to set goals and manage the project to reach a successful, desired outcome. This latest request – to set the goals for the restaurant and to be directly involved in the outcome – will be more challenging for Kevin, but he should be ready for this new assignment.

3.
What challenges can you see in adopting the MBO approach?

Once Kevin comes up with his list of goals and objectives for the store, there will be some real work for Tony and Kevin to make sure (1) the goals are quantifiable and measurable, (2) the goals are challenging yet achievable, and (3) the goals are set in writing using clear, concise language. Tony needs to set these parameters to assure Kevin that the process is well thought out and to ensure that Tony is able to do an appraisal of Kevin’s work at the conclusion of the period. 

4.
If your boss made the same request of you as Tony is making of Kevin, how would you respond?

This question allows students the opportunity to look at whether they would like to be in more control of their department or division’s goals and how they would be directly tied into the success or failure of these set goals.
	Lecture outline 




lecture notes

	
I.
controlling


A.
Control is the process of ensuring that organizational activities are going according to plan.


B.
The purpose of management controls is to alert the manager to an existing or potential problem before it becomes critical.


C.
Control addresses three questions:


 
1.
Where are we now?



 
2.
Where do we want to be?



 
3.
How can we get there from here?



D.
Unlike planning, most controlling takes place after the action has been taken.
	Powerpoint 11-1

Chapter Title 

(Refers to text page 300)
PowerPoint 11-2

Learning Objectives 

(Refers to text page 301)
PowerPoint 11-3
Controlling
(Refers to text page 302)


	
II.
why practice management control?
Learning objective 1
Explain why management controls are necessary. (Text page 302)


A.
Controls alert management to potential problems.


 
1.
Problems occur when organizational objectives are not being met.


 
2.
Management controls provide information so that the manager can:


 

a.
prevent crises



 

b.
standardize outputs



 

c.
appraise employee performance



 

d.
update plans



 

e.
protect the organization’s assets


B.
The Control Pyramid
Learning objective 2

Describe the control pyramid. (Text pages 303-304)


 
1.
Using the control pyramid lets management implement simple controls first and then move to more complex controls.


 
2.
Step 1: foolproof controls, which deal with repetitive acts and require little thought


 
3.
Step 2: automatic controls, which can exist without much human interaction


 
4.
Step 3: operator controls, which require a human response



5.
Step 4: supervisory control, the layer that controls the person or persons implementing the controls.




6.
Step 5: information controls, in which the manager must pull together all the above information


C.
Where Should Control Reside?



 
1.
In centralized organizations, controls rest with top management.



 
2.
As organizations decentralize, controls are pushed farther down the hierarchy. 



 
3.
According to James Champy, control should involve more “enabling” or learning to control at lower levels.


 
4.
For this to be successful, senior management must be willing to relinquish control.



5.
Placing controls at lower levels:



 

a.
prevents high-level managers from getting too involved in details


 

b.
shows why the control is necessary


 

c.
creates commitment in lower-level managers


 
6.
Managers at every level should clearly understand their authority and responsibility.

	Lecture link 11-1

Pixar Uses Control 
Principles
Control principles can be used in any organization, any industry. Pixar Animation uses control principles to improve the company’s animated films. See complete lecture link on page 11.32 of this manual.

TEXT Figure 11.1

The Control Pyramid 
(Text page 303)
PowerPoint 11-4
The Control Pyramid
(Refers to text pages 303-304)


	
III.
types of control


A.
Two Categories of Control Methods:


 
1.
Behavior or personal control is based on direct, personal surveillance. 


 
2.
Output or impersonal control is based on the measurement of outputs.


 
3.
In most situations, organizations need to use a mix of output and behavior controls.


B.
Preliminary, Concurrent, or Postaction Control?
Learning objective 3

Differentiate between preliminary, concurrent, and postaction controls. (Text pages 304-305)


 
1.
Preliminary control methods (also called steering controls) try to prevent a problem from occurring.


 
2.
Concurrent controls (also called screening controls) focuses on a process as it occurs; designed to detect a problem when it occurs.


 
3.
Postaction control methods are designed to detect existing or potential problems before they get out of hand.


C.
Budgetary Control


 
1.
A budget is a statement of expected results or requirements expressed in financial or numerical terms.


 

a.
Preparation of the budget is a planning function.



 

b.
administering it is a controlling function.


 
2.
The types of budgets are presented in Text Figure 11.2.


 
3.
Problems with budgets:


 

a.
Inflexibility and rigidity can slight organizational goals.



 

b.
Budgets can hide inefficiencies.



 

c.
Managers may “pad” budgets. 



 
4.
In effective budget controls:


 

a.
The manager should be accountable for their budgets.


 

b.
Budgets should be tied to both financial data and to customer satisfaction.


D.
Zero-Base Budgeting


 
1.
Zero-base budgeting is a form of budgeting in which the manager must build and justify each area of a budget.


 
2.
Each activity under a manager’s discretion is identified, evaluated, and ranked by importance.


 
3.
Managers must justify every budgetary item.
Progress Check Questions (Text page 306)
1. What is the overriding purpose of all management controls?

2. Explain the five layers of the control pyramid.

3. What are the five most common types of operational budgets?

4. Explain zero-base budgeting.


E.
Financial Controls


 
1.
Financial information is meaningful only when compared with previous performance or industry averages.
Learning objective 4

List the four basic types of financial ratios. (Text pages 306-208)


 
2.
Financial ratio analysis



 

a.
Profitability ratios indicate the organization’s operational efficiency, or how well the organization is being managed (example: gross profit margin.)



 

b.
Liquidity ratios are used to judge how well an organization will be able to meet its short-term financial obligations (example: current ratio.)



 

c.
Debit (sometimes called leverage) ratios measure the magnitude of owners’ and creditor’s claims on the organization (example: debt to equity ratio.)


 

d.
Activity ratios evaluate how effectively an organization is managing some of its basic operations (inventory turnover.)


 

e.
Financial ratios are meaningful only when compared to past ratios or industry average ratios.


 
3.
The Sarbanes-Oxley Act of 2002 radically redesigned federal regulation of public company corporate governance.


 

a.
The law tightens accountability standards for corporate directors and officers.


 

b.
The cost of compliance has been high in both financial costs and man-hours.


F.
Direct Observation


 
1.
Personal observation is sometimes the only way to get an accurate picture of what is really happening.


 
2.
Potential problems:


 

a.
A visit from the boss may be seen as interfering.



 

b.
Behaviors change when people are being observed.



 
3.
Visits can have positive effects if viewed as a display of the manager’s interest.


G
Written Reports


 
1.
Reports may be prepared on a periodic or an as-necessary basis.


 

a.
Analytical reports interpret the facts they present.



 

b.
Informational reports present only the facts.



 
2.
Steps in preparing a report:


 

a.
Plan what is to be done


 

b.
Collect the facts


 

c.
Organize the data


 

d.
Interpret the facts (this step is omitted with informational reports)


 

e.
Write the report


H.
Electronic Monitors


 
1.
Many types of electronic devices can be used to monitor what is going on.


 
2.
Examples: video cameras and Internet tracking programs


I.
Balanced Scorecard


 
1.
The balanced scorecard (BSC) system is a measurement and control system that goes beyond financial measures.


 
2.
BSC balances financial measures with quality measurements of customer service.


 
3.
An advantage is that BSC is based on participation at all levels within the organization.



4.
Scorecards at one level should be derived from the scorecards at the next level up.



J.
Management information systems are computerized systems designed to produce information needed for successful management of a process, department, or business.


K.
Audits


 
1.
Audits are a method of control normally involved with financial matters.





a.
Audits can be conducted by either internal or external personnel.


 

b.
External audits are done by outside accountants and are limited to financial matters.



 

c.
Internal audits are performed by the organization’s own personnel.



 
2.
Management audits attempt to evaluate the overall management practices and policies of the organization. 


L.
Break-Even Charts


 
1.
Break-even charts depict graphically the relationship of volume of operations to profits.


 
2.
The break-even point is the point at which sales revenues exactly equal expenses.


 
3.
Most break-even charts assume that all costs are either fixed or variable.


 

a.
Fixed costs do not vary with output (examples: rent and insurance.)


 

b.
Variable costs vary with output (examples: direct labor and materials.)


 
4.
The purpose of the chart is to show the break-even point and the effects of changes in output.
Progress Check Questions (Text page 312)
5. Explain the following ratios: productivity, liquidity, debt, and activity.
6. Describe the five steps in the written report process.
7. Explain the balanced scorecard (BSC) system.
8. Define the term break-even point.
	PowerPoint 11-5
Types of Control (Refers to text pages 304-305)
lecture link 11-2
Using the Exit Interview 
in Control

One often overlooked way of getting feedback from employees is through the exit interview. See complete lecture link on page 11.32 of this manual.
PowerPoint 11-6
Types of Control
(Refers to text pages 305-306)
critical thinking 

exercise 11-1

Budgetary Control

This exercise asks the student to analyze a company’s monthly budgetary report to determine which expenses are over or under budget. See complete exercise on page 11.36 of this manual.

TEXT Figure 11.2

Types And Purposes Of Budgets 
(Text page 305)
PowerPoint 11-7
Types of Control 

(continued) (Refers to text pages 306-308)
Bonus Case 11-1
Knowing the Numbers
Employees at Setpoint know more about their company’s finances than most investors do. See complete case, discussion questions, and suggested answers on page 11.39 of this manual.

TEXT Figure 11.3

Summary Of Financial 
Ratio Calculations (Text page 308)
TEXT Figure 11.4

Major Points Of The 
Sarbanes-Oxley Act Of 2002 (Text page 309)
PowerPoint 11-8
Types of Control 

(continued) (Refers to text pages 308-310)
TEXT REFERENCE

Career Management Box: Make Good Career Planning Habits a Life Skill 

The importance of career preparation and career execution. (Box in text on page 310.) An additional exercise and discussion is available in this chapter on page 11.30

 REF CareerDev \h 
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 REF CareerDev \h 
 \* MERGEFORMAT .
PowerPoint 11-9
Types of Control 

(continued) (Refers to text pages 310-312)
lecture link 11-3
E-Mail Snooping

To protect sensitive information, more companies are reading employees’ e-mails. See complete lecture link on page 11.32 of this manual.
TEXT Figure 11.5

Break-Even Chart (Text page 311)


	CASE INCIDENT 11.1
“Bird-Dogging” the Employee (Text page 312)
Al Abrams is the owner of Ace Electronics, which produces walkie-talkies for the US military and employs low-cost, semi-skilled workers to do the assembly. In recent years, production of this product has become inefficient because employees have become less productive. Abrams cites employee motivation as the main cause. Abram has to fix the problem but is not sure what to do.

1.
Describe in detail the control dilemma at Ace Electronics.

Al has monitored the production process and has found a combination of problems. Employees are showing lack of concern about their duties (longer breaks), and slower line production has become a new strategy for employees – work slower, be less productive, which leads to overtime and more income later in the month. 

2.
Are Al Abrams and the employees getting the same feedback? Why or why not?

The employees see this strategy as a management interrogation. They feel they have limited involvement in the production problems. Al sees employee lack of concern and productivity issues going back several years. Each group sees a troubling situation, and it is up to Al to find solutions to the production problems. 

3.
Al is avoiding a substantial financial penalty from the government by paying the overtime in order to meet delivery schedules. Does that justify the decision to pay the overtime? Why or why not?

Paying for overtime is a short-term fix of the problem and does not address the real production issues. Al needs to discuss the issue with his senior workers and develop a strategy for getting all workers back on the same page and motivated to get productivity back to normal. However, Al also needs to look carefully at employee performance and see where he needs to make changes as necessary, such as raising wages to meet current standard of living adjustments and any other benefits that might be necessary for adequate employee compensation. Likewise, more employee appraisals might help to find deficiencies and allow him ways to monitor employee skills.

4.
What should Al do?

Al needs to institute a series of controls that can restore productivity by using preliminary controlling (making sure employees are paying attention to production schedules during the workday), concurrent controlling (making sure the correct production staff is in place to avoid letdowns or carelessness during the production process), and postaction controls (where he can make sure outputs stay on target). While this can help get productivity back where it needs to be, Al also needs to look at employee incentives or other motivational techniques to create a focused team of workers. The money he spends on his employees will give a better return than paying fines for not meeting productivity goals or spending the extra dollars on overtime.

	
IV.
appraising performance


A.
Understanding Performance


 
1.
Performance refers to the degree of accomplishment of the tasks that make up an employee’s job.


 
2.
It reflects how well an employee is fulfilling the requirements of the job.


 
3.
Performance is measured in terms of results, not effort.


B.
Determinants of Performance
Learning objective 5
Explain the determinants of performance. (Text pages 313-314)


 
1.
Performance in a given situation is the result of the interrelationships among effort, abilities, role perception, and results produced.


 
2.
Effort results from being motivated; it refers to the amount of energy an employee uses in performing a job.


 
3.
Abilities are personal characteristics used in performing a job.


 
4.
Role perception refers to the direction in which employees believe they should channel their efforts on their job.


C.
Performance Appraisal Process


 
1.
Performance appraisal systems can provide a powerful incentive for employees if tied to the organization’s reward system.


 
2.
Performance appraisal is a process that involves determining and communicating to employees how they are performing their jobs.


 

a.
Appraisals are used to make many decisions, such as promotions and merit pay increases.



 

b.
Successful performance in a present job doesn’t mean the employee will be effective in a higher-level job.



 

c.
But appraisals do provide some predictive information.



 
3.
Performance appraisal information can also be used to determine training and development needs.


 
4.
Appraisals can provide feedback on behavior, attitude, skill, etc.


 
5.
To be effective, appraisals must:



 

a.
have commitment from management


 

b.
be fair, accurate, and consistent


 

c.
be supported by documentation


 
6.
There is no consensus on how often to conduct appraisals.
	PowerPoint 11-10
Appraising Performance
(Refers to text page 313)
PowerPoint 11-11
Appraising Performance (continued)
(Refers to text pages 313-314)
lecture link 11-4
Microsoft Revises Performance Appraisal

Microsoft’s dreaded forced curve review is being modified to make the appraisal system fairer. See complete lecture link on page 11.33 of this manual.


	
V.
performance appraisal 


methods
Learning objective 6
Describe the major performance appraisal methods. (Text pages 314-321)


A.
Early performance appraisals consisted of slips of paper detailing the previous day’s output.


B.
Goal Setting, or Management by Objectives


 
1.
Management by Objectives can be used in the performance appraisal process.


 
2.
Employees tend to support goals if they are involved in setting them.


 
3.
Steps:


 

a.
Establish clear objectives for the work an employee is to do.



 

b.
Develop and action plan indicating how the objectives are to be achieved.



 

c.
Allow the employee to implement the action plan.



 

d.
Appraise performance based on objective achievement.



 

e.
Take corrective action when necessary.





f.
Establish new objectives.



 
4.
Performance objectives should be:


 

a.
quantifiable and measurable


 

b.
challenging but achievable


 

c.
expressed in writing


C.
Production Standards


 
1.
The production standards approach is used for employees who are involved in physically producing a product.


 
2.
Output standards are set, and then each employee’s performance is compared to the standard.


 
3.
Methods used to set production standards are given in Text Figure 11.7.


 
4.
This approach is based on objective factors. 


D.
Essay Appraisal


 
1.
The essay appraisal method requires the manager to describe an employee’s performance in written narrative form.


 
2.
The length and content of these appraisals can vary considerably and be very subjective.


 
3.
Essay appraisals are difficult to compare and can be affected by the writing skill of a manager.


E.
Critical-Incident Appraisal


 
1.
The critical-incident appraisal method requires the manager to keep a written record of incidents involving job behaviors, both satisfactory and unsatisfactory.


 
2.
These incidents provide a basis for evaluating performance.


 
3.
Record keeping can be time consuming.


F.
Graphic Rating Scale



 
1.
The graphic rating scale method requires the manager to assess an employee on factors such as quantity of work, dependability, job knowledge, etc.


 
2.
These scales include both numerical ranges and written descriptions.


 
3.
This method is subject to several serious weaknesses.


G.
Checklist


 
1.
The checklist method requires the manager to answer “yes” or “no” to a series of questions concerning the employee’s behavior.


 
2.
To reduce bias, the scoring key is kept by the human resource department.


H.
Ranking Methods


 
1.
Ranking methods are used to compare the performance of two or more employees.


 
2.
In the alternation ranking method, the names of employees are listed down the left side of a sheet of paper.


 

a.
The manager then chooses the most valuable employee on the list, and then moves that name to the top right side of the paper.



 

b.
The manager then chooses the least valuable employee, moves the name to the bottom of the left side, and then the process is repeated.



 

c.
The resulting list of names ranks the employees from most to least valuable.



 
3.
In the paired comparison ranking method, the names of the employees are listed on the left side of the paper, them compared two-by-two.


 

a.
For each alternative, one name is checked.



 

b.
The employee with the most check marks is considered to be the best performer.



 
4.
The forced distribution method requires the manager to compare the performance of employees and place a certain percentage of employees at various performance levels.


 

a.
Performance is assumed to follow a normal, bell-shaped distribution curve.


 

b.
However, this can mean some employees will not be rated accurately.


 
5.
multirater assessment or 360-degree feedback is a method of performance appraisal that uses input from an employee’s managers, peers, customers, suppliers, or colleagues.


 

a.
Evaluators are those that are familiar with the employee’s work performance.



 

b.
The employee also does a self-evaluation.


 

c.
All of these questionnaires form a circle (360-degrees) of evaluation.
	PowerPoint 11-12
Performance Appraisal Methods (Refers to text pages 314-315)
TEXT Figure 11.6

Sample Objectives (Text page 315)
PowerPoint 11-13
Performance Appraisal Methods (continued) (Refers to text pages 315-317)
TEXT Figure 11.7

Frequently Used Methods For Setting Production Standards (Text page 316)
PowerPoint 11-14
Performance Appraisal Methods (continued)
(Refers to text pages 317-318)
TEXT Figure 11.8

Sample Items On A Graphic Rating Scale Evaluation Form (Text page 318)
TEXT Figure 11.9

Sample Checklist (Text page 318)
PowerPoint 11-15
Performance Appraisal Methods (continued)
(Refers to text pages 319-320)
TEXT Figure 11.10

Forced Distribution Curve 
(Text page 320)


	
VI.
selecting a performance appraisal method


A.
The performance appraisal method chosen must be job-related.


B.
Job analysis is conducted by HR specialists.


C.
The end product is a job description, a formal written document including details such as job title and list of job responsibilities.
	TEXT Figure 11.11

Information Provided By Job Analysis (Text page 321)


	ETHICAL MANAGEMENT (Text page 322)
A company that uses radio frequency technology to track shipments of their products has also begun using the small chips as part of their employees ID tags. Through the RFID tags management can also track their employees' activities, but has not informed employees of this new development.
1.
How comfortable are you with this ability to track your location?
Employees should be allowed to do their jobs without invasion of their privacy by company management and ownership. This new way of tracking employee locations at all times will do nothing to build employee-to-management trust. 

2.
Do you see the RFID tag as an invasion of your privacy? Why or why not?
The answer will probably be “yes,” because of the method in which this is being carried out. Not letting employees know they are being monitored in this manner is an invasion of their privacy and is not a normal way of establishing a working relationship from management to employee within the company.

3.
How do you think the employees would react if they knew about this capability?

The normal response would be one of mistrust and anger. Employees would see no value in this tracking function. There is one specific situation in which these tags might be useful: if an employee’s job puts them in danger and this devise could help locate that employee and send help. However, management has not informed employees of this application.

	
VII.
potential errors in performance APPRAISAL


A.
Common Errors in Performance Appraisal


 
1.
Leniency is the grouping of ratings at the positive end of the performance scale instead of spreading them throughout the scale.


 
2.
Central tendency occurs when performance appraisal statistics indicate that most employees are evaluated similarly as doing average work.


 
3.
Recency occurs when performance evaluations are based on work performed most recently.


 
4.
These errors make it difficult to compare ratings from different managers.


B.
The halo effect occurs when a manager allows a single prominent characteristic of an employee to influence their judgment on other items.


C.
Personal preferences, prejudices, and biases can cause errors in performance appraisals.
Progress Check Questions (Text page 323)
9. Define performance appraisal.

10. List the six steps of the management by objective (MBO) process.

11. List three of the more commonly used ranking methods.

12. Explain the four most common errors in the performance appraisal process.
	PowerPoint 11-16
Selecting a Performance Appraisal Method (Refers to text pages 320-323)


	CASE INCIDENT 11.2 

The College Admissions Office (Text page 324)
Alice Carter is the administrative assistant of Claymore Community College and is helping train her replacement, Bob Luck, on the duties and responsibilities of the job. After a successful two-week transition, it appears Bob is bright and can handle the job well. However, after a short time in the new position, it is apparent that Bob has not caught on to the basics of the job and that he has some personal problems that are hampering his job performance. 

1.
Could Alice Carter have done anything differently here? Why or why not?
Monitoring an employee’s work performance in such a short-term transition can make it difficult to assess overall job abilities, especially a new employee to the company. Alice gave the college a full month to find a replacement and arrange for training, but wound up spending only two weeks doing on-the-job training. The college needs to carefully evaluate the hiring process, especially the personal interview, to determine whether Bob’s lack of attention could have been identified before he was actually hired.
2.
What would you do at this point if you were the director of admissions?

The director of admissions has been involved in Bob’s hiring and has responsibility for the current situation. The director was aware of Bob’s personal situation and should have consulted others in the HR department for their input in hiring Bob. This may have changed the course of action. The director now needs to get HR input as to how to handle Bob. Should he be placed on probation? Terminated? Counseled? Discuss other options
3.
Do you think Bob should keep his job? Why or why not?

Bob needs some counseling to get his life back on track and get his job/career in order sooner rather than later. How soon he can do this is an unknown. It would be in the best interest of Claymore Community College to help Bob work through these problems, based on his credentials for the job.

4.
Describe how you might effectively use a performance appraisal in this situation.

Claymore Community College is facing problems because a new hire is struggling with his job knowledge and appears to have some personal issues. It might be in the best interest for the HR department to provide some specific new hire guidelines and check points. These would provide feedback that would need to be reviewed by HR, head of the hiring department, and any other connected person who could supply their opinion about the abilities and progress of the new employee.

	
VIII.
conducting effective performance appraisals



A.
Improving the skills of managers can improve performance appraisals.


B.
Manager should receive training in:


 
1.
the performance methods of the company



 
2.
the importance of the manager’s role


 
3.
the use of performance appraisal information


 
4.
the communication skills necessary to provide feedback to the employee


C.
Do’s and Don’ts


 
1.
Do’s:



 

a.
Base performance appraisal on job performance only.



 

b.
Use only those rating scales that are relative to the job.


 

c.
Sincerely work at the appraisal interview process.



 

d.
Be problem-solving oriented.


 
2.
Don’ts


 

a.
Don’t criticize.


 

b.
Avoid the halo effect and leniency errors.


 

c.
Dominate conversations about performance.


 

d.
Avoid generalizing performance fixes.
	PowerPoint 11-17
Conducting Effective Performance Appraisals
(Refers to text pages 324-327)
lecture link 11-5
Using Positive Feedback

Performance reviews should not be a single, dreaded day, but an ongoing dialogue. See complete lecture link on page 11.34 of this manual.


	
IX.
providing feedback through the appraisal interview



A.
After the employee’s performance appraisal, the results must be communicated to the employee.


B.
If conducted improperly the interview can be an unpleasant experience for both employee and manager.



C.
Many employees are skeptical about the appraisal process because they associate it with punishment.

Progress Check Questions (Text page 326)
13. Describe the four areas of training needed by managers before conducting performance appraisals.

14. What are the four do’s of the appraisal process?

15. What are the corresponding dont’s of the process?

16. Describe at least five important factors that can influence the success or failure of performance appraisal.
	TEXT REFERENCE 
Study Skills Box:
Importance of Doing Your Own Work

The pressures of being a student can lead to plagiarism. (Box in text on page 326.) An additional exercise and discussion is available in this chapter on page 11.31
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X.
developing performance improvement plans



A.
Performance appraisal should include a performance improvement plan.


B.
A performance improvement plan answers the following questions:



 
1.
Where are we now?


 
2.
Where do we want to be?


 
3.
How does the employee get from where he or she is now to where he or she wants to be?
	


THE WORLD OF WORK
Kevin Gets Some Goals (Text page 327)
Kevin pondered what he was asked to do and has come up with several pages of goals he would like to achieve over the next year at Taco Barn. Theses goals include taking a management course and Spanish classes. Kevin is now excited to meet with Tony and discuss his plans as part of his annual review.

1.
Kevin had no problem coming up with ideas for personal and professional goals. Do you think he’ll get to do them all? Why or why not?

Setting goals is a learning process that becomes more defined and accurate as employees learn this personal and professional management technique. Part of the learning process is to set realistic, achievable goals and to limit them to a few key objectives so that the planned goals can be reached. Kevin may not be able to achieve all of his goals, but he has made a great start. 

2.
Do you think Tony is expecting this kind of response from every one of his people? Why or why not?

Tony will learn that each employee has various strengths and weaknesses. Not all employees will find planning and goal setting an easy process nor excel at it. However, goal setting and implementation is a vital management skill. He can help his employees develop this important managerial function.

3.
What challenges will Tony face if everyone is as creative as Kevin in setting goals?

The difficulty will be in assessing all the ideas and creating a sound plan that will make more the operation more productive and profitable for the organization. When new, inexperienced employees become involved in a difficult task such as such as goal setting, they often do not have the management experience and knowledge to see the big picture. Initially they may have difficulty coming up with realistic ideas that move the store in the best direction.

4.
What can Tony do to manage this situation?

Tony has to be very involved, helping explain and monitor the goal setting process. This can become a true learning experience that can benefit the employees and can be a building block for them later in their careers. A good strategy is to find the positives of their efforts and build on these elements to help them become better at this entire process.
Notes for END-OF-CHAPTER MATERIAL
REVIEW QUESTIONS

1.
Describe the two categories of control methods.
The two types of controls are behavior control and output control. Behavior or personal control is based on direct, personal surveillance. Output or impersonal control is based on measurement of outputs.
2.
Outline the major points of the Sarbanes-Oxley Act of 2002.
The Sarbanes-Oxley Act of 2002 radically redesigned federal regulation of public company corporate governance. The law tightens accountability standards for corporate directors and officers.
3.
Identify at least three uses of performance appraisal information.
Appraisals are used to make many decisions, such as promotions and merit pay increases. Successful performance in a present job doesn’t mean the employee will be effective in a higher-level job. But appraisals do provide some predictive information.
Performance appraisal information can be used to determine training and development needs. Appraisals can also provide feedback on behavior, attitude, skill, etc.
4.
Outline at least three factors that influence the success or failure of performance appraisal interviews.
(1) The more employees participate in the appraisal process, the more satisfied they are with the appraisal interview and with the manager and the more likely they are to accept and strive to meet performance improvement objectives.

(2) The more a manager uses positive motivational techniques (e.g., recognizing and praising good performance), the more satisfied the employee is likely to be with the appraisal interview and with the manager.

(3) The mutual setting by the manager and the employee of specific performance improvement objectives results in more improvement in performance than does a general discussion or criticism.

(4) Areas of job performance needing improvement that are most heavily criticized are less likely to be improved than similar areas of job performance that are less heavily criticized.

(5) The more employees are allowed to voice their opinions during the interview, the more satisfied they will be with the interview.

(6) The amount of thought and preparation employees independently devote before the interview increases the benefits of the interview.

(7) The more the employee perceives that performance appraisal results are tied to organizational rewards, the more beneficial the interview will be.

discussion exercise 11.1
How Bob Iger Unchained Disney
Bon Iger, the CEO who replaced Michael Eisner at Disney, has taken an entirely new management approach, and it is paying great dividends. Most notably, net income soared by 33% in 2006 resulting in a 7% growth in revenues. Iger likes to let his people work more independently and seeks more of their input, moving away from a bureaucracy operating and creating a can-do culture throughout Disney.

1.
How is Bob Iger’s approach to managerial control different from Michael Eisner’s?

Management styles can range from total control, telling people how to do their jobs, to less control, letting employees use their natural talent and abilities with some input and overall control of the output. Iger was more in favor of getting employee feedback and letting them do their jobs, compared to the more authoritative strategy taken by Eisner.

2.
Iger had the chance to start with a new leadership team, but he chose to keep Eisner’s team almost intact. From a control perspective, was that the right decision? Why or why not?

Iger believed that, if given the opportunity, employees would rather be involved in the decision making process. He felt that the Eisner team should be allowed to plot their own course. 

3.
“Iger lets his people take the lead.” How do you balance that approach with managerial control?

This philosophy is to use your talent and let them outdo the competition and take you further in the process. Talent is hard to find and can be challenging to manage. This is the balance that upper management always has to handle. However, investing in your employees is always worth the payoff. 

4.
Do you think Iger’s approach will be successful? Why or why not?

Overall, Iger is developing a less bureaucratic, faster, more aggressive Disney organization. This appears to be the best management approach at this time. This strategy has given employees a new sense of renewal about the company. The revenue and gross profit numbers prove this to be direct result of his management. 
discussion exercise 11.2
Fear of Firing
General Electric is one of many U.S. companies learning how difficult it is to fire disgruntled employees. Furthermore, employees have benefited from laws growing out of the civil rights movement in the 1960s. One such case for General Electric involves a long time engineer, Hemant Mody, who was awarded punitive damages not based on discrimination but rather based on bias by the company. GE hopes to have the ruling overturned.

1.
Why are many companies now afraid of terminating unproductive employees?

The legal system now recognizes a series of employee rights and looks closely at companies to see if any of these rights are violated in the termination process. This, and the excessive costs of court fees, discourages companies from terminating employees, even when it would be the right course of action to take. 

2.
Why do supervisors “bear much of the blame when HR says someone can’t be shown the door”?

Supervisors, according to what this case has shown, are reluctant to keep close tabs on employee mistakes and deficiencies. Performance appraisals are poorly handled, and documentation of poor performance may be lacking. Lack of proof that an employee is unfit for the job lessens their credibility when trying to prove their case in court.

3.
Can managers really fire employees “at will”?

Not really. Employees are protected from discrimination based on race, religion, sex, age, and national origin. Therefore a company has to show a legitimate, nondiscriminatory business reason for their firing. Plus there’s the reputation factor. If you fire employees at will, you will soon run out of future employees.
4.
The judge threw out Mody’s claim of discrimination. Do you think Mody has a valid case for retribution? Why or why not?

Based on the description of the company’s reasons for his dismissal, it appears he was negligent in his job. He disobeyed his direct supervisors regarding his job and the responsibilities this position required showed his disrespect to other employees. These actions appear to involve lack of performance, not discrimination of his race and age.
CAREER MANAGEMENT NOTES
Make Good Career Planning Habits a Life Skill 
Instructor’s Notes for Text Box Eleven: Objectives to consider and implement to increase students knowledge, usage and understanding of the concepts.
A successful interview, a well-written resume, and good etiquette habits are a real positive for any and all students. There is an ultimate reward for hard work and sacrifice, and all students are asked to assess and define how this skill ultimately works for them. To refresh your career assessment and implementation, use the BORD method as a reminder of the basics needed to stay on course regarding establishing good career skills: balance, organization, routine and discipline. These skills will keep the process the same no matter how your job, school, personal life or professional life might be flowing (sometimes some areas are going well, sometimes not).
When you BALANCE all your responsibilities in a series of priorities, you have a healthy approach to accomplishing your goals and objectives with achieving a high level of success. However, being able to correctly balance all your responsibilities requires that you become extremely ORGANIZED to assure that you stay on course and that when you do this on a regular basis, this becomes a ROUTINE.

Student Exercises:

Help students with the basic prioritizing skills. Have them discuss their own prioritizing practices and discuss what are good habits and ones that might need to be improved.
Study Skills Notes

Importance of Doing Your Own Work
Instructor’s Notes for Text Box Eleven: Objectives to consider and implement to increase students knowledge, usage and understanding of the concepts.

As noted in the previous discussion of study partners, one of the dangers of spending considerable time with a study partner is the sharing of homework and other work that can lead to a dependency of using your partner’s answers or work rather than your own. When this becomes a regular pattern of dependency, you become worse off and the validity of your own work may be questioned. Over time, this can lead to suspension or even expulsion from a given college or university. Students can also participate in paper-writing cheating, which diminishes their learning experience. Students can buy written term papers from a variety of sources and when your schedule is hectic and overly busy, the temptation can become overwhelming. Plagiarism is a method of cheating and can jeopardize your integrity and, over time, actually develop a false sense of expertise in a particular area. Consequently, students who try to justify these practices develop character flaws that carry over to areas of their lives, such as work, competitive events, and personal relationships, with devastating effects. As we were told as children, cheating is a bad activity; the implications of continuing this activity as an adult, especially when your work and integrity is on the line, can have devastating effects.

Student Exercises:

In this exercise, have students make two lists: 1) the reasons to cheat on their work, and 2) the potential consequences if they rely on cheating. Include in this the implications of cheating on their future professional lives, personal relationships, and other areas like competition in sports, games, etc. Have the students note how they felt when they thought cheating was going to be beneficial and how much it complicated their lives in the short and long-term. If time allows, explain what plagiarism is and why it is such a character assassination to one’s self, and the lack of respect and denigration it portrays to the learning culture of a college or university.

.

lecture links

lecture link 11-1

Pixar Uses Control Principles
Many textbooks discuss control principles in terms of production and quality control. However, these concepts can be used in any organization, in any industry. For example, Ed Catmull, president of Pixar Animation Studios, uses control principles to improve the company’s animated films.

Catmull began his film career at Lucasfilm, the special effects studio created by George Lucas. In 1986, Steve Jobs bought Lucasfilm’s computer division, and Catmull became one of the co-founders of a new, stand-alone company, christened Pixar. The company hit its stride in 1995 with the blockbuster Toy Story. Monsters Inc., Finding Nemo, The Incredibles, and Toy Story 2 followed this. Over the past two decades, Pixar has earned the reputation as a place where creative genius thrives. Pixar’s hands-off management style and culture of artistic excellence have helped it become the benchmark for the industry.

When shooting a picture, it is easy to get overwhelmed with special effects to the detriment of the story. Catmull tries to strike a balance. “We have some amazing technical abilities,” he says. “But we still have to rely on good old-fashioned storytelling.”
One part of this management philosophy is to keep creative technicians from getting complacent about their abilities. He encourages his people to think in terms of steps – every new movie is a stepping-stone where you can learn new things about what works and what doesn’t.

Pixar also stresses intense self-scrutiny. Catmull recounts an incident that occurred while filming Toy Story 2. They firm crew was nearing completion of the movie, but Catmull was concerned. The film just wasn’t taking shape. Given the tight production deadline, it would have been virtually impossible to revamp the existing story. His solution: “We threw the script away and started over. We redid the entire movie.” It usually takes four years to create an animated feature; Toy Story 2 was made in nine months.

At the end of every project, Pixar personnel conduct what Catmull refers to as a “brain dump.” It is a candid assessment, not a session of placing blame. “Out of this self-assessment we come up with an operating theory for the next film. During the next film, we’ll fix those problems, and we’ll discover new ones. You can never perfect the process.” 

In early 2006, the Walt Disney Co. bought Pixar. Some Pixar animators were concerned that the company wouldn’t be able to maintain its freewheeling culture. However, for the time being, Disney executives have pledged to protect Pixar’s independence. Pixar has hooked up with Disney before. The companies worked together for five years in a partnership to distribute Pixar films.
 
lecture link 11-2

Using the Exit Interview in Control

Feedback on problems is the on​ly way to prevent them from recur​ring. One often-over​looked way of get​ting this feedback is through the exit interview. Interviews with employees who voluntarily leave the organization serve a dual purpose. For the employee, exit interviews are a chance to say many things they have​n’t been able to say before. For em​ployer, the interviews can be an excel​lent source of information. Many com​panies, however, do not conduct exit inter​views or conduct them ineffective​ly.


A good exit interview should consist of structured and unstructured questions. If the employee is counting on a reference, he or she may be un​willing to be too truthful. To put the employee at ease and get honest infor​mation, some human resource profes​sionals recommend writing the refer​ence in advance and letting the em​ployee know at the beginning of the interview. Then questions, such as the following, can be used to get honest information about the company as a whole.


“What did you like most about working here?” This helps gain insight into how the employee perceives the corporate culture. At AT&T one of the answers most frequently heard is that employees appreciated the benefits package. When exiting employees mention this, it reaffirms to the company that the investment in benefits is paying off.


“What do you feel good about having accomplished?” This helps de​termine what responsi​bilities gave the employee a sense of accomplishment.


“If you were in charge here, what would you change?” This ques​tion is used to give the employee a chance to figuratively change the work environment. Prepare for a candid an​swer.


“What best helped you achieve your goals?” This is where managers find out which employ​ee-support sys​tems are working and which are not. If, for example, the vice president’s open door policy was useful in getting some project underway, the policy could be encouraged among other se​nior managers.


“What did you dislike about the work environment here?” An exit inter​view survey at a Boston hospital showed that 20% said they had prob​lems with the work schedule and 15% said they disliked their direct supervi​sor. This information en​couraged hospital administrators to implement schedule alternatives and management training for supervisors.


Finally, the exit interview infor​mation should be used. Managers at AT&T produce a twice-yearly, in-depth analysis of exit-interview findings that are presented to the senior vice president of human resources. The in​formation is used to reexamine poli​cies, make suggestions for change, and generally help retain skilled employ​ees. Some of the best ideas have come from people who are leaving.
lecture link 11-3
E-mail Snooping
Big Brother is reading your e-mail, at least that is the conclusion of a new study by Proofpoint, a Cupertino, California research organization in conjunction with Forester Research. The study collected responses from over 400 companies in the U.S. and the U.K., with more than 1,000 employees.

More than one-third of U.S. companies surveyed said their business had been hurt by exposure of sensitive or embarrassing information in the past. In the U.S., 44% of companies with more than 20,000 employees said they hire people to snoop on workers’ e-mails. The primary reason for e-mail monitoring was to protect the financial privacy and identity of customers. Also of concern – preventing leaks of confidential information.

Nearly one in three U.S. companies also said they had fired an employee for violating e-mail policies in the past year. The researchers found that about 20% of outgoing e-mails contain content that poses a legal, financial, or regulatory risk.

lecture link 11-4
Microsoft Revises Performance Appraisal
In April 2005, Steven A. Ballmer knew he had an epic morale problem on his hands at Microsoft. The company’s new operating system, Vista, had been repeatedly delayed and shares of Microsoft stock had drifted sideways after years of spectacular growth. The outlook of the workforce was darkening.
Ballmer decided he needed a new human resources chief, someone who would help improve the mood. Instead of promoting another HR professional, Ballmer looked outside the HR department and hired Lisa Brummel, a veteran product manager.

According to Brummel, her first weeks felt as though she were flying at night without instruments. At first she was receiving about two e-mails a day from employees. “There was no communication with employees – none,” she says. “It was a gulf.” Internal surveys – which at most companies help inform HR policy – presented a picture of a happy, contented workforce. Brummel didn’t buy the rosy findings. “People weren’t connected to the company or our mission anymore,” she says.
Brummel started an internal blog to get people talking and created a portal on the intranet where people could suggest solutions to HR shortcomings. She held focus groups and mined her network of on-the-ground intelligence agents: the people, from managers to coders, she had come to know since joining the company in 1989.
Time and again, Brummel heard the same refrain: HR was a black box. It had to open up and get employee input. People loathed the “forced curve” in performance reviews. They wanted clarity on compensation, more direction on how to get promoted, and better managers.
Brummel’s most radical change was the overhaul of the performance review. Employees dreaded Microsoft’s ranking system for all the usual reasons: it pitted co-workers against one another at a time when the company needed to be more collaborative; it was unfair; it made frank evaluations less likely.
Here Brummel faced high-level opposition. Ballmer believed that the forced curve review -- giving a few people the top grade, most a pass, and laggards failing marks -- was the key to Microsoft’s we-take-the-hills culture. When Brummel approached Ballmer about an overhaul, she met with steely resistance.
Microsoft has always had two rankings: one measuring annual performance and one that captures long-term potential. A forced curve applied to both. To get Ballmer on board, Brummel created a new system that preserved the positive aspects – grades and the chance for stars to win bigger paychecks – while canceling out the negatives. No longer would the first ranking – employee’s yearly performance – be subject to the curve. Raises and bonuses would be tied to that grade. Bosses would have freedom to pass out whatever grades they wanted.
The second, long-term potential ranking determines stock awards. A terrific manager who goes to a struggling division might get a lower grade on the first ranking but would get stock for his or her potential to turn things around. 
In the first year, Brummel’s policies have reduced turnover from 10% to 8.3%. Despite Ballmer’s early fears, the new performance rating system has not led to grade inflation. The company successfully released the Vista operating system and its stock price is resurging.
 
lecture link 11-5
Using Positive Feedback
Employees and managers may have different levels of experience, but they worry about the same thing: “How can I do a better job?” Kathryn Lemaire, vice president at the Hay Group, a consultant that helps organizations manage people, has some advice. Performance reviews, she says, should not be a single, dreaded day at the end of the year, but an ongoing dialogue incorporated into the company’s culture. Her advice:

· Employees constantly want to know where they stand in the company, and good managers should clue them in regularly. If someone is doing a good job, give him immediate, specific feedback that is genuine, rewarding, and motivating. If there is room to improve what someone is currently doing, point out how to change and get better. Consistent and honest feedback in small doses throughout the year can alleviate the need for a highly charged annual review.

· Employers usually think they clearly communicate their goals to employees when, in fact, most don’t. Sharing your targets and ambitions – and reinforcing those with regular meetings and dialogue – stacks the deck in favor of your employees’ living up to expectations. Employees want to do the right thing, but can do so only if they know what the right thing is.

· Empathy is crucial when delivering not-so-pleasant feedback. People who feel forced to defend their self-esteem are less receptive. Focus on specific behavior and remember the goal is to reset direction, not to point out inadequacies.

· Set clear incentives for a job well done. It makes sense that stars should get significantly more than poor performers, but rarely does that actually happen.

Critical thinking exercise
critical thinking exercise 11-1

Budgetary Control

The Weinstein Manufacturing Company prepared a budget for its production department as follows. At the end of the first month, the production manager compared actual results with budgeted amounts and found that some were over and some were under budget. An expenditure is considered exceptional if it varies by more than 10% from the budgeted amount. 

WEINSTEIN MANUFACTURING COMPANY

MONTHLY BUDGETARY CONTROL WORKSHEET

____________________________________________________________________________

EXPENSE 


BUDGETED 
ACTUAL
DIFFERENCE

CATEGORY


AMOUNT
EXPENDITURE
FROM BUDGET

____________________________________________________________________________

Labor
$162,500
$195,000
_______________

Raw materials
172,500
151,500
_______________

Utilities
6,500
6,300
_______________

Maintenance
9,750
8,950
_______________

Other variable expenses
16,750
18,000
_______________

Fixed overhead expenses
25,000
25,000
_______________

TOTAL EXPENSES
$393,000
$404,750
_______________

___________________________________________________________________________________

critical thinking exercise 11-1 (continued)
1.
Which of the budget items should be investigated?

2. 
What could be causing the difference? 

3.
What are some suggestions for improvement?

Notes for critical thinking exercise 11-1
WEINSTEIN MANUFACTURING COMPANY

MONTHLY BUDGETARY CONTROL WORKSHEET

____________________________________________________________________________

EXPENSE 


BUDGETED 
ACTUAL
DIFFERENCE

CATEGORY


AMOUNT
EXPENDITURE
FROM BUDGET

____________________________________________________________________________

Labor
$162,500
$195,000
+32,500
+20.0%
Raw materials
172,500
151,500
-21,000
-12.2%
Utilities
6,500
6,300
-200
-3.1%

Maintenance
9,750
8,950
-800
-8.2%

Other variable expenses
16,750
18,000
+1,250
+7.5%

Fixed overhead expenses
25,000
25,000
0
0.0%

TOTAL EXPENSES
$393,000
$404,750
+11,750
+3.0%

___________________________________________________________________________________

1.
Which of the budget items should be investigated?


If management looked only at the bottom line, this budget report would appear very positive. The total expenditures are over budget by only 3%. However, closer inspection of the individual budget items shows that the actual labor cost is exceeding budgeted amount by 20%, a significant overage. This item needs to be investigated – what is causing labor costs to increase so much?


The second item that needs to be investigated is the expenditure for raw materials. Spending here is 12% below budget. Students may argue that this is good news – why question it? However, the reasons for the decrease need to be identified. Has the cost of raw materials declined? If so, the budget needs to be modified. Are workers using a more efficient production method that uses fewer raw materials? If so, the company needs to make certain that everyone in the organization is using the improved method. 

2. 
What could be causing the difference? 


The increased labor costs may be due to an increase in the number of workers or an increase in the amount paid each worker. In other words, has the workforce increased or have individual worker earnings increased? The production department may be relying more on expensive overtime, increasing costs. Or the company may have added additional workers to meet seasonal increases in demand. 

A critical financial element is missing here – what is the total revenue earned for this period? This budget overage would be less significant if sales revenue is also increasing.

3.
What are some suggestions for improvement?


How can workers be used more efficiently? Are there ways to increase productivity? Is automation an option? If the increase is seasonal, how can the company even out the fluctuations? Perhaps the budget report should be prepared more frequently – weekly instead of monthly.
Bonus case
Bonus case 11-1 

Knowing the Numbers
Employees at Setpoint know more about their company’s finances than most investors do. Setpoint is a custom-manufacturing company with 30 employees and a little more than $6 million in sales. Most of its revenues come from designing and building factory-automation equipment, a highly competitive business.

In the shop, a spacious, well-lit room, ten employees work on half a dozen machines. Off to one side is a large whiteboard on a wall next to a canteen area. Scribbled across the board are about 20 rows and 10 columns of numbers forming a table, with a few dollar signs sprinkled here and there. Setpoint’s CEO, Joe Knight, says, “That’s our board. It’s how we trace our projects and figure out whether or not we’re making money.” Knight can explain what all the numbers mean, but more surprisingly, so can individual workers.

One worker explained how the GP (gross profit) is calculated and how much he and other workers had earned the previous week on each project. He pointed out the column showing each project’s GP per hour and explained the importance of keeping that number in mind. He said he also watched the ratio of overall GP to OE (operating expenses) since that’s how you know if the company was making money. He added that he like to see it running at about 2.0.

CEO Knight explained that the people on the shop floor all had it down like that. It was their scoreboard. It was the way they could tell if they were winning or losing.

The whiteboard began in November 1998, when Knight was still the Chief Financial Officer. Setpoint had been on a growth binge and was pushing the limits of its credit line. The bank’s loan officer was breathing down his neck. “We’d had three months of losses, and we were running the company on our credit line, but I’d told the bank we’d break even in November and get back to profitability by December. Then I got the numbers for the first week of November, and they were awful. We just had too many projects that were losing money.

“We didn’t have the board back then, but we had the same system on a spreadsheet. I handed it out to everybody, and I talked to Steve Nuetzman, the lead engineer. I said, ‘Look at this, Steve. We’re losing money again. If we don’t do something, we’re going to max out our credit line, and then we’re really going to be in trouble with the bank.’”
Nuetzman got the message. On the following Monday, when Knight looked at the spreadsheet for the previous week, he was stunned to see that the situation had been turned completely around. Virtually no work had been done on the money-losing projects. Instead people had focused almost all their attention on the projects with higher gross-profit margins, so the company had made money for the week.

Knight looked at the numbers, “Wow,” Knight recalls, “I went right over to Nuetzman and congratulated him. I was pretty excited because it meant I’d be able to go to the bank and say, ‘See, I said we could turn it around, and we did.’ How many companies can find out they’re losing money in the first week of November and turn it around like that? Not many.”
“It really wasn’t a big idea,” says Nuetzman. “We just looked at the projects we had and realized we could shuffle resources around. We got the delivery dates on the less profitable projects extended and turned them over to contract labor. Then we put our high-powered internal resources on the most profitable stuff.”
The accounting system was developed by Joe Cornwell and Joe VanDenBerghe, who cofounded Setpoint in 1992 and, with Knight, developed its management system. In order to create a project-management system that worked, they realized they’d have to delve into the accounting processes, which plays a major role in the way projects are tracked. 

Cornwell eventually introduced unconventional accounting ideas. “I didn’t agree with the textbook about the way you should do things. For example, they said you should treat labor as a variable cost. Well, you can’t treat labor as variable...It’s stupid to treat your regular employees as a variable cost, because the cost doesn’t vary in reality. You can’t hire and fire people as the work comes in and goes out. Even if you were a hard, cruel bastard, you couldn’t do it. Nobody would come to work for you if you did.”
Cornwell, VanDenBerghe, and Knight were committed to promoting a high degree of employee involvement. They’d decided early that Setpoint would be an open-book company and that they’d put great emphasis on financial training and sharing information. But it wasn’t until the fall of 1998 that Reid Leland, a project engineer, hit upon a mechanism to communicate the numbers. Knight was already doing a weekly update for managers on a spreadsheet. Why not put the same information up where everybody could see it? Thus the board was born.

The process itself serves as a motivator. “It keeps you involved and lets you understand your impact,” says Lyman Houston, a project engineer. I like to know what conditions jobs are in, and why, and what I can do about it. That totally interests and motivates me.”

discussion questions for BONUS case 11-1
1. 
At which managerial level of this organization does control occur? 

2. 
What type controls are taking place—preliminary, concurrent, or postaction? 

3. 
What specific control methods were used?

4. 
Does the board system eliminate the need for performance appraisals?
answers to discussion questions for BONUS case 11-1
1. 
At which managerial level of this organization does control occur? 
The organizational control system was established by top management. However, Setpoint has succeeded in pushing implementation of the control system down to the supervisory level, and even operative employees participate.
2. 
What type controls are taking place: preliminary, concurrent, or postaction?
The white board system keeps track of key financial measures as employees are working on the current project. It is a form of concurrent control, taking place as inputs are being transformed into outputs.
3. 
What specific control methods were used?
Setpoint uses primarily financial controls. The board displays key financial ratios, which supervisors and employees use to measure success.
4.
Does the board system eliminate the need for performance appraisals?
The board system provides performance measures for the work group as a whole. Performance appraisals for individual employees are still needed.
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