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Management Control as a Tool of Effectiveness 
Improvement 

Mina Daskalova1

Abstract: The objective of the paper is to present the main 
point of Management Control and its influence on the 
effectiveness of organization.  In a broad sense the 
Management Control includes the plan of organization and 
methods and procedures which management use for 
accomplishment the objectives of the organization. It is a 
recent concept which is focused on the activities results. It 
gives the opportunity for evaluating the effectiveness and 
suitability of the controls in accordance with requirements. 
Management Control includes the processes of planning and 
administrating the activities performance. Performing the 
Management Control is related with using different 
indicators. They can be assigned either the financial 
statements, allocation of resources and organizational 
behavior. 
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I. THE MAIN POINT OF  
MANAGEMENT CONTROL   

The Control is a function of management, through 
which managers can define the extent of compliance 
between current and planned condition of the object of 
control at any time. The process of control include also, 
taking corrective actions, when there is non compliance 
between planned and reported indexes, describing the 
object condition. In conclusion, can be said that through 
process of control, managers can maintain the right 
direction of organization activity.  

Management Control can be defined as a process 
through which managers can affect the other employee in 
the organization to implement the organization’s strategy 
[9].  

According to other author Management Control is 
related with coordination of actions, allocation of 
resources, motivation of the employee and performing the 
set standards [7,8].  

In theoretical researches Management Control System 
is defined as a complete approach for providing and use 
of information, which ensure motivation of employee and 
helps managers evaluating the activities in order to 
achieve organizational objectives [6].  
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Other authors argue that Management Control 
Systems are the formal, information-based routines and 
procedures which managers use to maintain or alter 
patterns in organizational activities.  

The Management Control System can be defined as a 
system, which provide and use information in order to 
assess the organization activities and proper use of 
different resources such as human, financial and material 
resources.   

The Management Control System also has to assess 
the organization in accordance with implementation of 
chosen strategy.  

Management Control System has two main directions: 
- It examines if the organization direction of 

movement is right and whereas continuously assess if the 
chosen and implemented strategy is correct and 
responding to the changing condition of the environment; 

 - It currently assess the results of organizational 
activities by evaluating the extent of achievement of 
planned and actual aims and tasks, level of revenues and 
expenses and if deadlines are met.  

In the theoretical and practical aspects of 
Management Control and design of Management Control 
System are included different scientific areas. In the 
process of Management Control different indexes, 
obtained from different field are used. They can be 
related with financial and accounting reports, indexes 
related with allocation of resources and the last but not 
list different approaches and means of communication 
and motivation of the employee, related with organization 
behavior. The Management Control System helps 
managers to gain competitive advantage. 

 
 
 

II. EFFECTIVENESS MEASUREMENT 
The main objective of the company is generating 

profit for the owners (shareholders) by satisfying public 
requirements.   

The objective of financial management is maximizing 
the value of the company. The meaning of the concept of 
value has been developed in the economic for a long 
period of time. There are many different schools, which 
adopt and interpret the meaning of the value and its 
quantitative measurement. There are two basic concepts 
concern the meaning of the value – Consumer Value and 
Value. 

Consumer Value is related with extent of customers’ 
satisfaction and it arises in the process of consumption. 
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The concept of Value arises in the process of goods 
exchange at the market. 

Maximization of the company’s value needs effective 
management. Said more specific, maximization of the 
company’s value depends on the effectiveness of 
management decisions and public assessment of these 
decisions. Public assessment is realized at the goods or 
capital market and defined from the supply and demand 
of the goods and securities of the company.  

In the financial theory the value of the company is 
equal to shareholders equity plus liabilities of the 
company – V=E+L, where V is Value, E is shareholders’ 
equity and L is liabilities.  

The effectiveness of the company can be defined as a 
relationship between production and services output and 
used resources. One of the generally used approaches for 
measuring the effectiveness of the company is realized by 
using information from financial reports. The 
effectiveness can be quantitatively measured as a ratio of 
production and costs. Effectiveness of the company can 
be analyzed for different period of time and can be 
compared with effectiveness of other companies, 
operating in the same business area.   

The fundamental responsibility of the companies’ 
management is related with effective use of the recourses, 
which can be either material, financial or human 
resources. The control of the company effectiveness has 
to be performed internally and responsible for it is not 
only financial control but Management Control.  The 
information for internal Management Control System is 
not allowed outside the company.  

In general way the effectiveness can be calculated by 
comparison between profit and capital base of the 
company. There are different concepts in the financial 
theory, concerning these two parameters. In respect of 
profit can be used: gross profit, profit before taxes and 
interests or net profit. In respect of the capital, choice of 
parameter for analyses depends on the need of calculating 
the effectiveness of the company. If there is necessity to 
be estimate the results from definite accounting period for 
capital base have to be used  the invested capital from 
owners or shareholders and loaned capital for the same 
time period. If the aim is to estimate the effectiveness of 
management process, from uses of assets standpoint, for 
capital base have to be used fixed and current assets. It is 
possible to be estimated different investment projects and 
in these cases the parameter for capital base has to be 
chosen in respect of the objective of analyses.  

There are many standard ratios used to evaluating the 
overall financial condition of an organization. Ratios are 
useful only if they are benchmarked against something 
else, for example past performance or another company. 
Thus, the ratios of organizations in different industries, 
which are faced at different risks, capital requirements, 
and competition, are usually hard to compare. 

The following ratios are the most popular ratios used 
for assessment of effectiveness of the organization: 

- ROA (Return on Assets). It measures the 
effectiveness of invested capital. ROA = PBT/IC where 

PBT is profit before taxes (gross profit) and IC is 
invested capital. 

This ratio is one of the main indexes, which measure 
the condition of the business. For every type of business 
activity, of a great importance are financial resources 
either owner equity or loans and their use for generating 
profit. If there is alter in the index it is necessary to be 
made detailed analyses for finding out the reason of 
alternation. In the ratio calculation is appropriate to be 
used “profit before taxes”, because in this way national 
special features of corporate taxes are eliminated and 
ratio can be used in international and inter-segments 
comparisons. The ratio can be considered as low if it is 
between 0.01 – 0.1, medium if it is between 0,11 – 0,2 
and high if it is above 0,2.  

- ROE (Return on Equity). It measures the 
effectiveness of owners’ equity. ROE = P/E where P is 
profit and E is the size of the owners’ equity. 

This ratio measures the effectiveness of the company 
management from owners’ stand point. It gives the 
information for ability of the management to achieving 
good results from business activities. The ratio ROE 
gives the answer of question if it is worth to invest own 
funds in this business or it will be more appropriate to 
search alternative investment projects. The recommended 
rate of this ratio is about 0,1. The information obtained 
from ROE ratio is not completed, because the profit in the 
equation isn’t measures the real earnings for the owners, 
because only part of it can be distributed as shares and 
dividends.  

- ROS (Return on Sales). It measures the profit 
margin of a company. ROS = NP/SR where NP is net 
profit and SR is sales revenues. 

It determines the ability to withstand competition and 
adverse conditions like rising costs, falling prices or 
declining sales in the future. The ratio measures the 
percentage of profits earned per currency unit of sales and 
thus is a measure of effectivenes of the company. For low 
rate of profit can be considered 0,02, medium rate of 
profit can be between 0,03 – 0,08 and for high rate can be 
considered ratios above 0,08. For short period of time this 
ratio may vary, but from management stand point it has to 
be increase at strategic period of time. The subjects of 
activity and industry sector have influence on this ratio. 

The concept of value can be interpreted as a general 
assessment of the organization. It describes the economic 
effectiveness, financial growth and perspective for 
development. The value of organization is in direct 
dependency from many different factors such as amount 
of sales, size of invested capital and competition. That’s 
way the value is the main priority from Management 
Control stand point. The value of organization can be 
defined as a main strategic objective of organizational 
Management Control. This concept of value of 
organization is the core of a new management conception 
Value Based Management (VBM). 

During 90s the focus of corporate management was 
stressed on the objective function of shareholders’ value 
and wealth maximization. In this way the strategy can be 
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transformed in perspective for development and model of 
organizational behavior. The strategy is developed not by 
extrapolating information from past periods, but it 
becomes the conception for future development.   

The key role of managing value of the company plays 
the perception for factors, which have biggest influence 
on the value of business. These factors can be defined as 
value drivers.  As a value driver can be defined each 
variable that can alter the activity results. For example as 
a value driver can be perceived the effectiveness of the 
product or customers satisfaction.  

 

 
III. CONCLUSION  

There is a great difference between variables, which 
are value driver and indexes and ratios from financial 
repots. The value driver is anticipative indicator and it 
takes part in setting the strategic objectives. The indexes 
and ratios from financial reports are subsequent indicators 
and they give information about past actions and results. 

The financial measure of value driver is known as key 
performance indicator. They can be used, not only for 
complete comprehension of a value driver, but for 
measuring the effectiveness of organization. To define 
which operating indicators from business activities are 
value driver is very important, because the management 
can’t directly influence the value of the organization. 

Recognition and defining the value driver, in the 
process of Management Control, is of a great importance, 
because it helps management, achieving strategic 
objectives. It helps employee, at any organizational level, 
to be acquainted with a value creating process.  

Classification of value drivers helps management to 
allocate the resources in these business areas, which are 
most profitable and joint the efforts of the staff for 
performing the strategic priorities. Formulating the 
necessary activity results, the organization objectives are 
set. The managers, who are performing Management 
Control directing the ability, knowledge and energy of the 
employee for solving problems in long term perspective. 
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