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UNDERSTAND WHAT MATTERS

The importance of the balanced scorecard as a performance-evaluation
and strategy management tool cannot be underestimated. The BSC’s
nature with its four dimensions and multiple performance measures
suggests that management should give careful consideration to how
it affects decision making. Experimental studies point to a number
of issues managers should be aware of, and Table 1 summarizes the
implications of this research.

The BSC’s major appeal is that it captures the essence of business
unit strategies through the use of multiple financial and nonfinancial
performance measures. The complexity in evaluating numerous
measures, however, leads managers to focus on common measures
across subunits and ignore strategically important unique measures.

This common-measures bias is a problem because evaluations are
incomplete if they ignore critically important aspects of a business
unit’s strategy. For performance-evaluation purposes, managers will
also place less emphasis on measures that are ignored.

Experimental studies have examined specific ways to mitigate the
common-measures bias. Accountable managers will pay more attention
to all measures, and they will have more confidence in independently
verified financial and nonfinancial measures. Training in the concepts
and structure of the BSC leads managers to pay more attention to
unique performance measures, and strategy maps highlighting the
strategic links between measures reinforce the importance of all
performance measures.

Presentation also matters. Comparing business unit BSC results side-
by-side in a tabular format improves the consistency of managers’
judgments. Improved decision quality enhances confidence in BSC
metrics, resulting in greater BSC effectiveness.

Finally, experimental research provides valuable insights into the
BSC’s use for strategy evaluation. Managers involved in strategic
planning likely are motivated to give greater weight to information
supporting — as opposed to challenging — the success of a chosen
strategy. Selecting BSC performance measures counters this motivated
reasoning. The desire to favor evidence supporting a selected strategy
is balanced by the desire to show confidence in self-selected BSC
performance measures. ®

David R. Upton, Ph.D., CA, is an associate professor of accounting
in the Bryan School of Business and Economics at the University of
North Carolina at Greensboro and a member of the Piedmont Triad
North Carolina Chapter of IMA". You can reach David at (336) 256-
0186 and drupton@uncg.edu.
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Alternatively, if performance is “far above target” on measures that
are spread throughout the BSC, then each measure, being more
independent, should carry more weight in the overall evaluation.
Marlys Gascho Lipe and Steven Salterio tested this idea of
concentrating better performance within one BSC dimension or
spreading it throughout the BSC in “A Note on the Judgmental
Effects of the Balanced Scorecard’s Information Organization.”6
They assigned very high actual performance to four measures and
compared evaluations when all four measures were in a single BSC
perspective versus the same four measures randomly distributed in a
list of performance measures (i.e., without the organizing framework
of the BSC).

Results show that the managers did judge overall performance to be
lower when the measures were presented in the BSC format compared
to a simple list. The managers recognized that some common factor
affected all related measures, and, therefore, they discounted the
impact of the higher performance. Arguably, managers make better
judgments when using the organizing framework of the BSC because
they adjust for common influences on related performance measures.

STRATEGY-EVALUATION ISSUES

The previous studies have a common theme of using the balanced
scorecard for performance-evaluation purposes, but BSC advocates are
refocusing their attention on the BSC as a strategy management tool.7
Important questions then arise about the use of the BSC for strategy
implementation and development. For example, to what extent should
unit and senior managers be involved in strategy and performance-
measure selection? One argument is that increased involvement leads
to manager “buy-in” and, therefore, greater ownership of the business
unit BSC and its performance targets. For strategy development,
proponents emphasize the importance of selecting measures that
generate a causal chain throughout the scorecard. Managers also
should test the assumed causal linkages between measures in the BSC
once they implement the strategy.

William Tayler addresses some of these issues in a creative way in
“The Balanced Scorecard as a Strategy-Evaluation Tool: The Effects
of Implementation Involvement and a Causal-Chain Focus.”8 The
specific issue concerns the BSC in evaluating strategic initiatives that
managers have implemented. Imagine having selected and implemented
a strategy and then being responsible for evaluating the success of
that strategy. One’s instinct might be to look for evidence within the
BSC performance measures that supports the original strategy — and
perhaps to ignore or downplay evidence that is unsupportive. This
natural tendency is known as “motivated reasoning.”

Tayler investigated the role of motivated reasoning in the context of
BSC implementation and evaluation issues. This research addressed
two questions: (1) Does motivated reasoning influence strategy
evaluations, and

(2) if present, can this self-serving bias be countered? Motivated
reasoning is present if managers overweight positive performance and
underweight negative performance concerning a strategy initiative. In
this experiment, the decision was whether or not to roll out a partially
flawed strategic initiative, currently in a trial phase, to all business
units. Tayler investigated the importance of causal chain information
and manager involvement in the selection of strategy initiatives and
performance measures.

Results show that if managers are involved in selecting strategic
initiatives, then motivated reasoning influences their judgments. The
managers who selected the strategic initiative were more willing to
roll out the strategy than managers not involved in strategy selection.
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Simply providing causal links did not eliminate the bias. What proved
effective in nullifying the bias was the provision of causal links in
conjunction with involvement in performance-measure selection.
Inter-estingly, the desire to see evidence of a successful strategy
was countered by generating a second motivation to trust the quality
of performance measures selected — fighting fire with fire, as the
researcher described

Motivated reasoning is a concern because if it magnifies positive
information about a strategy and suppresses negative information, then
management will make sub-optimal decisions. Manager involvement
in selecting BSC measures increases manager commitment to the
scorecard and counters the motivated reasoning bias.



TRAINING

A second approach to mitigating the common-measures bias
is found in William Dilla and Paul John Steinbart’s “Relative
Weighting of Common and Unique Balanced Scorecard Measures by
Knowledgeable Decision Makers.”3 The approach is to ensure that
managers have adequate knowledge about the theory and structure
of the BSC. The argument is that the knowledge gained through
BSC training will ensure that adequate attention is given to unique
as well as common performance measures. Before administering the
experiment, the researchers provided student participants with training
through lectures, readings, and projects requiring the development
of actual scorecards for two organizations. The training ensured that
participants had a working knowledge of the BSC, which was absent
in the original common-measures bias experiment.

Results show that, with adequate training and experience, managers
will incorporate unique measures in their assessment of divisional
performance. The common measures, however, still carried more
weight than unique measures. For this set of student participants,
training and experience reduced the common-measures bias but did
not eliminate it.

Dilla and Steinbart included a second decision task in their experiment.
Participants had to assign a fixed bonus of $20,000 between the two
business unit managers. Proponents advocate linking a scorecard to a
company’s reward system to increase the scorecard’s value. Results
from the experiment show that bonus allocations also incorporate both
common and unique information, again with the common measures
carrying more weight.

As this experiment demonstrates, a good working knowledge of
the balanced scorecard affects the extent to which a company uses
common and unique measures. But because the BSC represents a
complex, demanding task, unique measures are still under-weighted.
For performance evaluations, managers are likely to focus on common
measures that are weighted more heavily and pay less attention to
unique measures, which potentially erodes the BSC’s effectiveness.

UNDERSTANDING STRATEGY

In addition to its use in performance evaluations, the BSC is
important as a strategic management tool. Therefore, one way to
draw the attention of managers to unique measures is to emphasize
the measures’ strategic importance to the business unit’s success.
BSC proponents advocate the use of strategy maps, which graphically
show the strategic linkages between performance measures among
the four BSC perspectives. With a clear understanding of the strategic
importance of each measure, we can expect managers to rely on all
measures, whether they are unique or common.

Rajiv Banker, Hsihui Chang, and Mina Pizzini investigated the
influence of strategically linked measures in an experiment containing
common and unique measures in their article, “The Balanced Scorecard:
Judgmental Effects of Performance Measures Linked to Strategy.”4
Their experiment varied the amount of information about the business
units’ strategies: The researchers gave half the participants explicit and
salient strategy information, including a strategy map portraying the
strategic linkages among performance measures for the two business
units, but the remaining participants did not receive this information.
When either common or unique measures are clearly related to
the division’s strategy, results show managers will weight this
information in their evaluations and ignore nonlinked measures.
Further, when detailed strategy maps are provided to managers, those
managers will use strategically relevant unique measures and ignore
irrelevant common measures. This is good news because managers

can confidently include strategically important unique measures
knowing that with the use of strategy maps these measures will receive
appropriate attention.

INFORMATION PRESENTATION :

TABULAR OR GRAPHICAL

The next study is “The Effects of Alternative Supplementary Display
Formats on Balanced Scorecard Judgments,” where William Dilla and
Paul John Steinbart evaluate the effects of two presentation methods
— tabular and graphical — on judgment quality.5 Presentation format
may influence the quality of judgments and decisions from BSCs
that typically contain four to seven measures within each of the four
perspectives. Prior research has shown that the tabular format works
better when managers are looking for specific values as the basis
for judgments and that the graphical presentation works better when
managers are looking for relationships and making comparisons
between data. Because managers use the BSC for both tasks, the
question of the effects of presentation decision aids is of interest.

In this experiment, one-third of the participants received only separate
BSC results for two division managers (control group), one-third
received an additional table showing a summary comparison of the two
divisions (tabular), and the final third received the separate division
BSCs and a graphical display comparing the two divisions (graphical).
Participants evaluated the two managers and allocated a bonus
between them. The researchers assessed the quality of the participants’
judgments on the consistency between performance evaluations and
bonus allocations as well as the consensus in performance evaluations
among participants.

Results show that, compared to separate BSCs alone (control
group), judgments were more consistent when researchers provided
tabular information although consensus did not improve. When
supplemental graphical information was presented, consensus was
worse and consistency was unaffected compared to separate BSCs
alone. Consensus and consistency were higher when researchers gave
participants supplemental tables rather than graphical information.
The attributes of consistency and consensus are important because
managers who perceive a lack of consistency or consensus in their
performance evaluations may feel they are treated unfairly or
arbitrarily. Such feelings can diminish the effectiveness of the BSC as
a performance-evaluation and strategy management tool.

BSC: AN ORGANIZING FRAMEWORK

The four perspectives of the BSC provide a framework for organizing
performance measures. In the next experiment, we see how this
organizing framework potentially enhances the judgments of decision
makers. As I discussed, managers do not have the ability to evaluate
all the BSC measures simultaneously, and one strategy to cope with
this challenging task is to ignore or deemphasize some measures,
especially the unique ones. An alternative approach is for managers
to form subgroups of measures, evaluate them, and then combine
those evaluations into an overall evaluation — a “divide and conquer”
technique.

The effort required to evaluate measures is subdivided into manageable
chunks rather than attempting the impossible of evaluating all
measures at once. An advantage of this approach is that relations
between measures may be recognized more easily. For example,
if performance on all customer-related measures is “far above
target,” then it is reasonable to assume that there is some common
factor influencing these measures. We could expect reduced weight
on the related performance measures in the overall BSC evaluation.
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performance evaluations:

closer attention to all performance measures.

strategic links between measures.

evaluation sessions.

Presentation matters:

the BSC, leading to improved effectiveness.

are less likely to ignore those signals.

Table 1: Experimental Balanced Scorecard Research Implications

Use of multiple financial and nonfinancial performance measures reflects business unit strategy more fully, but consider
managers’ limited cognitive ability to process so many measures:
B Managers look for ways to simplify complex judgments and decisions. Managers will ignore unique business
unit measures and focus on measures used commonly across all business units.
B This common-measures bias is a problem because it:
O Ignores critical aspects of business unit strategies and

0 Sends a message to unit-level managers to focus only on common measures.
Consider these ways to combat the common-measures bias and ensure all measures are given adequate weight in

B Require managers to justify their BSC-based judgments and decisions.
B Provide objective assurance reports that all performance measures are relevant and reliable.

B Ensure adequate training in the BSC. Managers who understand the BSC concepts and structure will pay
B Stress the strategic importance of all performance measures—provide strategy maps to clearly show the

B Design standard operating procedures that step managers through all measures during performance-

B For managers evaluating more than one business unit, tabular presentation of BSC results improves consis-
tency of judgments. Graphical presentation of results does not appear to enhance the decision quality of man-

agers. Improving the consistency and consensus of evaluations can engender confidence in the outcomes of

Increase manager involvement in selection of performance measures:
B Animportant use of BSCs is in strategy evaluation. Managers will seek information supporting strategic
choices while ignoring disconfirming information. This tendency is known as motivated reasoning.
B Counter motivated reasoning by involving managers in performance-measurement selection. Managers will

take more notice of measures they have selected. If the measures point to a flawed strategy, then managers

In “The Balanced Scorecard: The Effects of Assurance and Process
Accountability on Managerial Judgment” by Theresa Libby, Steven
Salterio, and Alan Webb, the researchers conducted an experiment
based on the same case materials as the Lipe and Salterio common-
measures bias study but with modifications.2 The researchers
conducted an experiment based on the same case materials as the
common-measures bias study but with modifications. Researchers told
one group of participants that before making their evaluations they
would also have to justify their judgments — the argument being that
if managers are made accountable for decisions, they will pay more
attention to all the data available. The researchers provided a second
group with an assurance report stating that all target and actual BSC
measures were relevant and reliable. Providing quality assurance of all

1 6 1 €€ 4311 oy — VE 110l

BSC measures sends a message to managers that all measures warrant
inclusion in their evaluations. The remainder of participants dealt with
both treatments (justification and assurance) or neither (i.e., a control
group).

Results show that a justification requirement and/or an assurance report
reduce the common-measures bias. In other words, the need to justify
decisions or an assurance that all measures are relevant and reliable
encourages managers to include both common and unique measures in
their performance evaluations. Including all measures in evaluations
strengthens the likelihood that the underlying business strategy will be
implemented successfully and encourages managers to pay attention
to all facets of the BSC.



Participants learned about the company’s background, its vision,
strategy, and the fact that it had recently implemented the BSC.
Participants were given a balanced scorecard for each division that
included performance measures, targets, and actual results. The BSCs
contained the four categories of measures: financial, customer-related,
internal business processes, and learning and growth. They also
included some measures common to both divisions (e.g., sales growth,
customer satisfaction ratings) and some measures unique to each
division (e.g., new store sales or revenues per sales visit). Participants
evaluated both divisions on a scale ranging from zero to 100, with the
low end of the scale described as “reassign” and the high end of the
scale described as “excellent.”

Lipe and Salterio found that the evaluators paid attention to the
common measures but ignored the unique measures! Specifically,
when a division performed well on common measures, it was evaluated
better than the other division. If it performed well on unique measures,
however, then there was no difference in evaluations.

The explanation for this result is that managers focus solely on
common measures to simplify the difficult task of assimilating so
much performance data into an overall performance evaluation.

The obvious concern with this coping strategy is that managers
ignore vital measures for individual business unit strategies. Once a
manager realizes that the unique measures are not used in performance
evaluations, the manager will devote less time and effort to improving
the measures. Clearly this will weaken the BSC’s effectiveness.
Common measures also tend to be financial measures that show how
well a division has performed in the past, but they often are criticized
for not being good indicators of how well the division will perform in
the future. Ignoring or underusing unique measures defeats the BSC’s
goal to incorporate forward-looking, nonfinancial indicators along
with more traditional financial measures.

ELIMINATING THE COMMON-MEASURES BIAS

To maximize the performance-evaluation benefits of the balanced
scorecard, managers must assess all selected BSC measures because
using unique as well as common measures fully represents distinctive
business unit strategies. The next study assesses two methods that
ensure managerial decisions include both common and unique
measures.
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BY DAVID R. UPTON , PH.D., CA

Balanced Scorecard
Research:
Implications

for Practitioners

Researchers have conducted a number of experiments on
the deployment and use of balance scorecards. The results
highlinght anumber ofissues that managers should be aware
of when implementing the balanced scorecard to assist with
evaluation of performance and strategy.

balanced scorecard (BSC) is heralded as one
I he of the most significant recent developments in

managerial accounting. It combines traditional
measures of performance with leading indicators of future financial
performance in a framework that links organizational strategy
with operational measures. Gaining prominence as a performance-
evaluation system, the BSC has evolved into a central organizing tool
for developing and evaluating strategy. Key performance measures
often fall into four categories or perspectives: financial, customer-
related, internal business processes, and learning and growth.
The BSC’s benefits are appealing, and, not surprisingly, companies
worldwide have implemented this tool. Successful operation of
the BSC, however, requires careful implementation and ongoing
management because of its many measures and assumed strategic
linkages. Research offers a unique perspective on the operation of the
BSC for performance and strategy evaluations. Although researchers
can isolate and measure variables of interest while holding all else
equal, this is often not possible in real-world settings because of the
many factors that affect the BSC on a daily basis.
This article describes BSC experiments, discusses insights from
experiments that use the BSC to evaluate performance and strategy,
and reports key findings that have managerial implications for using
the BSC.

COMMON-MEASURES BIAS

Well-designed BSCs feature tight linkages between performance
measures and the business unit strategy.

As such, one expects to see a variety of measures — some that all
divisions use and some that uniquely portray the strategy of an
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individual unit. For example, key financial measures, such as return on
sales or profit margin, may be common to all business units, and some
measures may be unique to a particular unit given its strategy, such as
sales per square foot or number of patents registered.

Because of their link to strategy, all measures in the BSC are important,
and senior management must consider all measures to arrive at a
complete evaluation of business units. Yet ensuring that all measures
are given proper consideration is a tough job. One way to cope with
the mental challenge of evaluating the 16 to 28 performance measures
typically in BSCs is to focus on common measures and simply ignore
measures unique to particular units — a strategy known as the common-
measures bias.

Do managers succumb to this common-measures bias? Experiments
are an ideal way to address this question because of the control
researchers can exert in the research process. For example, researchers
can manipulate common and unique performance measures in a BSC
while holding everything else constant, and then they can observe
any effect on performance-evaluation decisions. Differences in
performance-evaluation decisions can arise because of manipulation
of common or unique performance measures. This causality is the
main advantage of experiments.

The first experiment I review is “The Balanced Scorecard: Judgmental
Effects of Common and Unique Performance Measures” by Marlys
Gascho Lipe and Steven Salterio.1 It investigates the influence of
the common-measures bias on performance evaluations using the
BSC. This experiment established a standard design for a series of
experiments examining cognitive biases in the use of the balanced
scorecard. The researchers assigned participants the role of a senior
manager and asked them to evaluate the performance of two divisions.



fulfill customers’ orders (another major focus of Lean Six Sigma is the
elimination of “muda,” or waste). This, of course, is the exact opposite
effect of what cutting-edge operation improvement methodologies
such as Just-in-Time (JIT), Total Quality Management (TQM), and
TOC have shown.

Ricketts also points out that the process improvement emphasis on
the high utilization of machinery and labor is the main culprit behind
the creation of excess inventory, which, rather than being expensed
on the income statement in the period incurred, sits as an asset item
(inventory) on the balance sheet. This can easily enable a manager
using full absorption costing to manipulate revenue figures despite
flat or even declining sales by simply increasing or maintaining
manufacturing levels. In the long run, if inventory cannot be sold,
it turns into a depreciation expense and a subsequent inventory loss.
The fact remains, however, that excess inventory results in suboptimal
cash management, increased carrying costs, and possible decreased
revenues in the long run.

The final issue with CA revolves around management priorities.
Specifically, it emphasizes controlling operating expenses (because of
data availability) and is reluctant to deal more directly with revenues
(deemed as less controllable because of their dependency on market
and customer factors). TA, despite its financial reporting limitations
(which do not comply with GAAP), deals with these matters in
a different way as it places no limits on the extent revenues can be
enhanced by eliminating excess inventory and decreasing operating
expenses. As Goldratt pointed out in The Goal, this management shift
of priorities entails refocusing from a cost world to a throughput world
where emphasis is being placed on strength versus weight. As such,
TA addresses an enterprise need to align its financial systems with its
throughput capacity.

ABETTER WAY TO BUST UP CONSTRAINTS

Table 1 suggests an effective way to use DMAIC methodology in
order to accomplish the TOC objectives and effectively break up a
system constraint. Of course, depending on the scope of the problem,
the process improvement team is free to use only the Six Sigma or
the TOC methodology. The combined approach I have suggested,
however, offers additional advantages to a Six Sigma team, especially
in dealing with specific system constraints. Optimal throughput can
be achieved only when all components of an enterprise’s supply
chain — from R&D, to manufacturing and finance, and, finally, sales/
marketing/distribution — focus on improving throughput. Moreover, a
Six Sigma constraint improvement project can offer more benefits and
create more value to the organization if the proposed Six Sigma/TOC
framework is adopted because its TA metrics recognize the critical role
of constraints — a point not addressed by other cost-based systems that
treat all areas of production as equally important.

A typical project starts by securing the commitment of a C-level
executive, often referred to as the “project champion.” This will help
ensure that the initiative has the full support of upper management.
An official project charter formalizes the endeavor and includes the
names, qualifications, and responsibilities of the Six Sigma project
team members, as well as the project’s purpose, scope, and anticipated
deliverables. As Six Sigma is a customer-focused methodology,
the VOC will also need to be clearly defined when considering the
deliverables. This is followed by a preliminary analysis that may
include process observation, flow-charting, and the development of
a problem statement. The problem statement’s emphasis will be on
symptoms, significance of the problem, COPQ, and the business
impact. Once the problem statement is formally developed, it needs

to be included in the project charter and checked against the project’s
objectives and anticipated deliverables.

The next phase (measure) aims at identifying the system constraint.
Tools used to accomplish this may include control charts, appropriate
statistical analyses, and/or Pareto diagrams. The analyze phase will
aim to reveal the root cause(s) of the constraint using popular Six
Sigma tools such as Fishbone diagrams and the “5 Whys” analysis.
The improve phase of the framework will aim at elevating the
capacity of the constraint once its root causes are identified correctly.
Then analysis, simulation, and testing tools will play a major role in
identifying long-term solutions to loosening bottlenecks. The final
(control) phase is marked by the formal implementation of throughput
accounting metrics that are more conducive to constraint resource
optimization and efficiency to monitor and control the improved
system. System metrics may include productivity, inventory turns,
throughput per unit constraint, constraint utilization, throughput dollar
days, and inventory dollar days.

A STRAIGHTFORWARD INTEGRATION

The Theory of Constraints is a commonsense approach to addressing
system constraint issues within a manufacturing or service environment
by increasing throughput while simultaneously decreasing inventory
and operational expenses. The proposed framework is, in essence,
a straightforward integration of TOC within Six Sigma’s DMAIC
methodology. Furthermore, implementing a system of TA metrics in
the control phase of the Six Sigma project will ensure that you, the
management accountant or internal audit professional, continue to
make optimal decisions in light of system constraints after the Six
Sigma team completes the process improvement project. The goal,
therefore, is to optimize the output of the entire system through the
implementation of a more relevant cost accounting system that helps
increase product quality, process integrity, or, ideally, both. @

Shaun Aghili, CMA, CIA, CISA, DBA, is a Lean Six Sigma black
belt and an assistant professor in the management and information
security programs at Concordia University College of Alberta, in
Edmonton, Alberta, Canada. As a management consultant, he has
been involved in process improvement initiatives, as well as the design
of various courses and concentrations in management accounting,
finance, corporate compliance, fraud examination, and Six Sigma.
Aghili, who is a member of IMA’s Toronto Chapter, can be reached at
shaun.aghili@concordia.ab.ca.
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Table 1: Using the Six Sigma Cycle to Accomplish TOC Objectives

Six Sigma Phase Tactical Objectives

Tools

Define

Secure Project “Champion”
Project Charter

List ofTeam Members
Voice of Customer Defined
Process Observation

Tree Diagrams

Problem Statement

Measure Identify the constraint

Control Charts
Statistical Analysis
Pareto Diagrams

Analyze Determine how to exploit the

constraint

Fishbone Diagrams
“5Whys” Analysis
“What if” Analysis

Improve Elevate the constraint by
subordinating everything to the

constraint

Brainstorming
Benchmarking

Process Flow Improvement
Line/Process Balancing
Simulation &Testing

“What if” Analysis

Kaizen Initiatives

Muda (Waste)

Once the constraint is broken,
go back to step 1 in order not to
allow inertia to become the
new system constraint

Control

hour of lost productivity for the entire operation. The T/CU data is also
used for various optimization decisions, such as whether to continue
or discontinue a product line, thereby increasing the capacity of the
constraint on a long-term basis by purchasing improved equipment,
hiring additional workers, or adjusting the price of a product. Any such
decisions will result in a change in net profit, defined as a change in
throughput minus a change in operating expenses. Consequently, the
payback of the new decision can be expressed by the resulting change
in net profit divided by the change in investment.

Finally, two additional measures can help minimize unfavorable
deviations from plans. Throughput Dollar Days (TDD) will indicate
whether orders are being shipped on time, and Inventory Dollar
Days (IDD) reflect whether unnecessary inventory is being created.
Specifically, the two measures can be expressed as:

TDD = Selling Price of Large Orders

X Days Shipped Late
IDD = Selling Price of Excess Inventory
X Days Unsold
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Reduction/Elimination
Implementation of Throughput
Accounting (TA) Metrics
Control Charts

Implement Plan-Do-Check-Act
(PDCA) Cycle

@ Training Plans

@ Poka-yoke (Mistake Proofing)

L 2R 2R 2R 2R 2R IR 2 2% 2% 2% 2% 2R 2% K 2% 2% 2K 2% 2K JIK 2K 2% 2% 2% 2% 2% 4

The larger the above two measures, the more unfavorable the
variance. Ideally, both measurements should equal zero in an optimized
system.

GIVING CUSTOMERS WHAT THEY WANT

In his 2007 book Reaching the Goal, John Arthur Ricketts argues
that TA metrics may indeed offer several distinct advantages over
traditional cost accounting metrics and even activity-based costing.
According to Ricketts, traditional CA and ABC systems do not
specifically address the issue of Voice of Customer (VOC) — the point
of departure in Six Sigma. Instead, various cost education initiatives
are emphasized, such as more efficient setups where larger batches are
being combined with fewer setups. As such, Ricketts argues that, in
today’s highly competitive environment, the primary focus ought to
be on producing products and delivering services that customers value
and demand, not on manufacturing those that are more cost efficient.
Traditional CA and ABC have a tendency to encourage various
operations to produce inventory over and above what is truly needed to



like) in other parts of the process chain that may be used to crank up
the output of the main constraint to make sure that it is working to its
fullest capacity (see step 4). In other words, all nonconstraint processes
should aim to support the constraint instead of focusing on localized
cost minimization incentives. This concept is illustrated effectively in
Goldratt’s DBR (Drum, Beat, Rope) concept where the constraint sets
the beat (pace) for the entire system.

(4) Elevate the system’s resources. This step involves increasing
the capacity of the constraint. This can be accomplished by: (a) shifting
resources from other parts of the system, as discussed in the previous
step, because the constraint is setting the pace of the whole system
and may cause other parts of it to have spare capacity that may be
transferable and/or (b) employing outside resources, such as additional
manpower, outside shops, and purchase or reuse of old equipment.

Finally, once the constraint is broken, inertia should not be allowed
to set in: An immutable law of system management is that a system
will always gravitate toward the creation of a new constraint. One of
the reasons behind this phenomenon is that there is always a “next
weakest link” poised to replace a previous constraint that has been
broken. As a matter of fact, it is quite possible for a system to have
several minor constraints ready to become the next major constraint.

TA: “SUPER-VARIABLE” COST ACCOUNTING?
The above framework has lent itself to a newer set of cost accounting
metrics referred to as Throughput Accounting, which focuses on the
most missed element of all other traditional and more contemporary
cost accounting approaches: throughput. Specifically, TA centers
around three financial measures: throughput (T), inventory (I), and
operating expense (OE). Throughput is defined as the rate at which
a system generates money through sales. Inventory (also referred to
as assets or investments in TOC literature) is defined as the money
invested in things intended for sale. Finally, operating expense is
defined as all the money spent on turning investments into throughput.
Note, too, that TA’s emphasis is on variable costs and does not even
treat direct labor as a fixed cost since a business should have the ability
to adjust its workforce depending on market demands. Because TOC
emphasizes variable costs as the only truly relevant costs for decision-
making purposes, TA has been referred to by some as a type of “super-
variable” cost accounting.
The basic TA accounting equation increases throughput (T) while
it simultaneously decreases both inventories (I) and operational
expenses (OE), leading to optimal decision making. Four metrics of
particular use in TA are:
(1) Operating Profit Before Tax and Interest
(Net Profit or NP) = Throughput (T) -
Operational Expense (OE)

(2) Return on Investment (ROI) = Net Profit
(NP)/ Inventory (I)

(3) Productivity (P) = T/OE

(4) Inventory Turns (I) : T/I

Furthermore, because we are dealing with a constrained system, the
constraint measures may be set up as follows:
(1) Throughput per Constraint Unit (T/CU) =
(Revenue - Totally Variable Costs)/Units
(2) Constraint Utilization (U) = Actual Production
Time/Available Production Time
As such, the way TA goes about maximizing throughput is by
making the best use of the previously mentioned system constraint
because each hour lost on the constraint represents, in essence, an

Adding a “Report” Phase to
Six Sigma’s DMAIC Framework

A useful, added step to any Six Sigma project is the
creation of a final report, as suggested in the book Six
Sigma for IT Management by Sven den Boer (lead
author). Management accountants and internal audit-
ing specialists easily can appreciate the value of clear-
ly documenting the before and after processes and
results of any Six Sigma project. A well-written report
allows an organization to share the lessons learned
with other vested stakeholders, such as the internal
and/or external audit teams, as well as provide a solid
justification when asking for more money to increase
system capacity. A typical report will include the fol-
lowing seven sections:

1. Background.This section provides a quick overview
of the challenges and issues that led to the project.
It should also identify the team members, project
champion, and other stakeholders with a vested
interest.

2. Problem statement and root cause analysis.This
next section should clearly outline the symptoms
associated with the initial process or system and
discuss why the problem is significant by clearly
outlining the major financial and nonfinancial costs
of quality failure. Next, the results of the root cause
analysis should be discussed.VOC issues/consider-
ations may also need to be outlined and covered in
this section.

3. Identification of the Critical to Quality (CTQ) internal
process and its significance.

4. Methodology and tools used and rationale.The
team ought to discuss not only the methodology
and tools used but also the reasons why the com-
bined TA/Six Sigma framework outlined in this arti-
cle offers added benefits, especially in the short run
(TOC effect).

5. Easy-to-read-and-interpret results in terms of finan-
cial benefits, customer satisfaction, and waste
reduction.

6. Conclusions and recommendations based on the
DMAIC results of the project.

7. Lessons learned and suggestions for follow-up or
spinoff projects to further enhance the newly fine-
tuned project, especially if the organization uses the
DMAIC methodology only as needed.
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following two books to their office shelves. The first, The Six Sigma
Handbook by Thomas Pyzdek, is used in many Six Sigma certification
courses and provides the novice and inter-mediate Six Sigma
practitioner with a comprehensive, detailed overview of the DMAIC
methodology. The other, The Lean Six Sigma Pocket Toolbook, can
be used best as a Six Sigma dictionary and quick reference guide in
choosing appropriate tools to tackle a certain task. I also encourage you
—especially if you are an internal audit professional — to read a previous
article of mine, “A Six Sigma Approach to Internal Audits,” which
appeared in the February 2009 issue of Strategic Finance, in order to
gain an overall understanding of how the DMAIC methodology may
be used to better orchestrate an operational internal audit. Although
some Six Sigma senior project managers (“black belts” and “master
black belts”) caution organizations against a premature and ill-planned
launch of Six Sigma, certain of its methodologies and tools can be
implemented effectively on a project-by-project basis as long as the
internal process improvement or audit team has received an adequate
level of Six Sigma training and is supervised by a black belt.

PUTTING GOLDRATT’S THEORY TO WORK

Most people who are a CMA™ (Certified Management Accountant)
have a good understanding of TOC. The central idea behind it is
simple enough: Every business system is limited by its constraints;
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therefore, to increase the output of the system, these constraints have
to be eliminated, or at least “elevated,” as Goldratt put it. As such, he
presented four steps to his theory:

(1) Identify the constraint. The first step in this methodology is
to find the weak link — the cause of the problem. Anything within a
system that has a substantial work-in-process inventory (more than
the amount needed to provide an adequate safety cushion) in front of
it is often suggestive of a constraint. Sometimes a process contains
several constraints causing its decreased productivity, in which case
the greatest constraint ought to be addressed first before moving to
other, less important ones.

(2) Determine how to exploit the system’s constraint(s). The
main idea behind this step is to study the constraint and improve it so
that none of its scarce resources is wasted. Another important concept
here is to prioritize various jobs within the constraint in such a way
that the jobs with the highest contribution margins (in the case of a
manufacturing process) or the highest priority (in the case of a service
process) are tended to first. Throughput Accounting metrics make this
task easy for the management accountant.

(3) Subordinate everything else to the above decision. Assuming
only one main constraint in a process, there is no reason to maintain
flow that is larger than what the constraint can handle effectively. This
very often may free up other resources (equipment, manpower, and the
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Throughput Acconting (TA) metrics can be combined with
Six Sigma’s DMAIC methdology and various time-tested
analysis and measurement tools for added effectiveness in
resolving resource constraint issues.

The goal to is optimize not only the output of a specific
departementbutthatoftheentiresystem-Byimplementing
a cost acconting system that is conducive to system
optimization while increasing product quality, process
integrity, or, ideally, both.

L Sigma and the Theory of Constraints (TOC)

are arguably the two most significant

1 g methodologies affecting operation

management and process improvement

initiatives over the past three decades. For those of you who have

forgotten the concept behind it, TOC is a simple, yet brilliant

management theory introduced by Eliyahu M. Goldratt in his 1984

book, The Goal. This unusual book, written in the form of a hard-to-

put-down novel about a plant manager named Alex Rogo, depicted

how TOC can be used to increase productivity and operating income in

a manufacturing setting by stepping away from practices suggested by
traditional cost accounting and variance reporting systems.

Six Sigma approaches some of the same TOC issues, but from a
different angle. The focus of Six Sigma is to address issues related
to the Cost of Poor Quality (COPQ). Looking at it from a traditional
quality theory point of view, Six Sigma aims at decreasing internal and
external failure costs in an enterprise, thereby contributing directly to
increased customer satisfaction. Having spent several years studying
Six Sigma and some of its implications for management accounting and
internal auditing, I began to contemplate the benefits of incorporating
TOC accounting metrics within the control phase of Six Sigma.

As such, the purpose of this article is to provide management
accountants with a dual conceptual framework — merging elements
from Goldratt’s Theory of Constraints with Six Sigma’s DMAIC
methodology and tools — that can be used to tackle organizational
system constraints. Specifically, I will aim to:

* Provide you with an overview of Six Sigma, as well as the
fundamentals of TOC and Throughput Accounting (TA);

* Propose a Six Sigma/TOC dual framework that allows a system
constraint to be broken up quickly (TOC effect) while the Six Sigma
approach studies the issue in more depth to also address effects related
to COPQ. In other words, while TOC can target the resource constraint
(tactical objective), the Six Sigma methodology aims to increase the
level of quality and remove extra nonvalue-added processes, thereby
freeing up additional system resources.

* Explain why the use of TA metrics within the proposed framework
presented in this article can help address several shortcomings
associated with other cost accounting systems, such as traditional cost
accounting (CA), as well as the more relevant activity-based costing
(ABC).

A SIX SIGMA AND TOC PRIMER

Six Sigma is a quality-driven, scientific methodology that aims at
improving a current standard to a future, ideal standard of 99.9997%
accuracy. This translates to about 3.4 defects per one million
opportunities. Six Sigma is based on the DMAIC (Define, Measure,
Analyze, Improve, Control) methodology. The main strength of Six
Sigma is that it is data driven: The DMAIC process contains an arsenal
of more than 400 process improvement and analysis tools — many of
which have been used for more than a half century. The roots of Six
Sigma can be traced back to the Plan-Do-Check-Act cycle developed
by W. Edwards Deming in the 1950s to help Japanese businesses
rebuild their infrastructure after World War II.

Even though a detailed discussion of Six Sigma is out-side the scope
of this article, management accountants interested in becoming more
familiar with the Six Sigma methodology are encouraged to add the
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operating.

Figure 4: A CLEAR Plan
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INTERNAL CONTROL SYSTEM

R

RISK ASSESSMENT
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policy failure.

Preventing Illusions from Becoming Fraud Opportunities

If all humans and machines performed flawlessly and all controls
selfcorrected for change, then an internal controls system could be
designed to effectively guarantee 100% protection from fraud and
abuse. But since neither of those conditions exists, the following five
factors can improve the IC system and help prevent the complacency
that allows the misperceptions of safety to exist, blossom, and become
opportunities for fraud.

1. The organization must take a cost perspective in designing and
making changes to the IC system. Accountants can help compute a
costbenefit analysis to decide how much control is enough and where
monitoring controls would be more viable than preventive controls.

2. Management needs to exercise leadership by adopting a detailed
and workable plan with desired outcomes, supported by operational,
tactical, and strategic control components. Without an established
plan, the organization will be unsure of which critical elements the
IC system needs to protect. Accountants can play a major role in
developing this plan by indicating the critical points of “opportunity”
that the system needs to minimize.

3. The organization must enforce compliance with IC policies and
procedures. Enforcement entails involvement by all personnel and
oversight (especially by accountants) to ensure that existing controls
are active and not simply policies and procedures included in a manual
and filed away.

4. Awareness must exist to recognize how changes within the
organization may affect the ICs currently in place. Recognizing the
implications of change is essential to effective monitoring and critical
to dispersing the illusion that controls are necessarily still viable.
Given their ongoing interactions with the IC system, accountants are
likely to be primary overseers of change implications.

5. The organization must engage in risk assessment to ascertain the
potential for failure if specific assets (both hard and intangible) are
vulnerable to fraud and abuse. Accountants are especially attuned to
understanding the financial repercussions of such exposure. In other
words, as shown in Figure 4, organizations must have a CLEAR plan
to develop the IC system and to prevent illusions of control safety from
becoming sites of fraud opportunity.

Organizations must recognize one critical fact: A fully functioning
internal control system is the only true stopgap between asset protection
and asset loss. No amount of personal integrity or organizational
culture will preclude fraud from occurring if pressure on an individual
reaches a certain point. The IC system must therefore be designed and
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enforced to eliminate or subdue the opportunity point of the fraud
triangle within the organization’s monetary constraints.

MOVING IN THE RIGHT DIRECTION

The internal controls system should be carefully evaluated
initially—and continually as changes occur—so that it can provide
as much organizational control and security as budgets will allow.
Internal and external access, as well as asset susceptibility issues, must
be examined, and people must be viewed as a paramount concern in
designing the system. An IC system must force compliance throughout
the entity—as well as externally among vendors, customers, and
financial entities—to provide an acceptable level of defined and
quantifiable assurance. But all decisions should include consideration
of how internal controls may become illusionary and how to preclude
such a transition from functional to nonfunctional.

Although widespread, internal controls deficiencies are often
indiscernible because the controls may be perceived to be operating
as intended when, in fact, they’re deficient or have failed. Monitoring
of the IC system must be systematic and effective, not random and
cursory. For the system to function as expected, organizations—and,
most important, their accountants—must stop embracing the illusion
of control and begin facing reality with a CLEAR plan that includes
Cost considerations, Leadership, Enforcement, Awareness, and Risk
assessment. @ SF'
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(either because their jobs have been made easier or for more nefarious
reasons) in considerable sleight of hand to convince other parties
(especially auditors) that the control is still effective. Only monitoring
will highlight the defects.

As shown in Figure 2, failure to monitor an existing control system
for changed circumstances extends the illusion of IC, exposes the
system to risk, and ultimately opens the opportunity window for fraud,
waste, and abuse.

LOST IN THE GREAT FRAUD TRIANGLE

The fraud triangle consists of three points: pressure/ incentive,
rationalization, and opportunity. Pressure and rationalization are
individual specific and, as such, can be noted but not controlled. The
primary influence on how someone handles pressure and rationalizes
certain behaviors reflects personal integrity, but an individual may
also be influenced by the organization’s culture (in part composed of
codes of conduct, the tone at the top, management’s attitudes toward
ICs, and whistleblower protections). Culture may play a significant
role in whether individuals have a higher or lower level of ability
to rationalize bad behavior and may encourage or discourage their
disclosure of fraud. For instance, why would none of VP of Finance
Sujata Sachdeva’s employees at Koss Corporation report that she
directed them to make fraudulent entries—entries that allowed a $30
millionplus fraud to occur in a company with annual sales of about $40
million to $45 million?

If a company’s code of conduct and ethics are aligned with the
control system, the system will have been designed to prevent
or detect attempts to bypass those controls and, thereby, force
compliance. Conversely, unethical management behavior or a lack of
a code of conduct can directly impact financial reporting, operational
effectiveness and efficiency, or legal compliance. As such, culture
elements can indirectly affect the opportunity point of the fraud
triangle: When a “damaged” or weak ethical organizational culture
exists, there is a higher likelihood that the internal controls system will
be flawed and a higher potential for more illusionary controls to exist.

Opportunity is created by failures in the IC system, which is designed
to integrate the influences shown in Figure 3. Internal and external
organizational changes include previously discussed issues such as
growth, downsizing, and technology advances. Organizational size and
resources reflect the number of people, technology deployment, and
money available to institute and perform control functions. Costbenefit
analysis should be used to estimate the cost of instituting controls and
the materiality of any losses (both those that are distinctly quantifiable
and those, such as reputational effects, that are more qualitative) that
might result from control failures.

Given that the IC system is the primary means of preventing,
monitoring, and detecting organizational fraud, illusions of
effectiveness within that system create a false sense of security. Good
companies realize that internal controls will prevent or detect a given
issue some percentage of the time, given that 100% protection is cost
prohibitive. The expectation is that a breakdown of one control doesn’t
produce a fatal flaw in the system because the malfunction is within
the acknowledged and acceptable risk limits and is usually offset with
an alternative control. A failure occurring within an expected range
of error is a disappointment; a failure occurring within an expected
range of success —which often results from illusionary controls—may
be a catastrophe. Only effective monitoring and analysis will prevent
reliance on a control that switches between effective and ineffective
because of changes in procedures or processes within the operational
system.

Figure 2: The Need for Monitoring
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Table 1: Examples of Technology Conditions Creating Internal Control Illusions

ILLUSIONARY CONTROL REALITY
Require computer passwords Passwords are given to colleagues.
Password list is in an easily accessible place (such as desk drawer).
Require password changes Password changes are allowed to be minimal (for example, from XXX1 to XXX2).
Password change requirements are not enforced.
Require off-site backup Backup information has never been tested for actual restoration of data.
Backup is performed on the same schedule (for example, daily or weekly) as prior to going
paperless, leaving time gaps in data until the next backup.
Off-site choice for backup is flawed because it could be affected by similar natural disasters.
Document computer changes System changes and upgrades fail to be documented, creating gaps in the ICs.
and upgrades

Train person on new technology

A “monopoly of knowledge” is created, making a single individual indispensable.

Install encryption system
for network

Upgrades are not implemented when security systems advance,
leaving the system wulnerable to hacking.

Allow sensitive data access only

Downloading of information onto flash drives (or other similar technology) isn't precluded.

at specific workstations

has the knowledge (and, perhaps, the ability to access and use a system),
that individual has the opportunity to manipulate the technology and
circumvent any internal controls related to it without detection. Yet
even if this person is completely trustworthy, the company is also
vulnerable if he or she becomes ill or leaves the firm. To the extent
possible, technological knowledge should be distributed among
everyone who will use or rely on that technology.

Accountants should coordinate with the IT department to understand
who comprises the foundation of the organizational technology base(s)
so that proper offsetting ICs can be implemented.

PROCESS CHANGES

Over time, organizations typically change the manner in which
activities are performed, possibly to reflect employee learning curves,
implementation of JustinTime inventory or purchasing techniques,
singlesource procurement, modified value chains, quality control
improvements, or outsourcing. Each process change will influence
the appropriateness of the internal controls applicable to the assets,
policies, and procedures contained within the affected area. Believing
that old internal controls will naturally be effective with new processes
is an illusion as unwise as the belief that progress will stop if it’s
simply ignored. More than 400 years ago, philosopher and author Sir
Francis Bacon said, “He that will not apply new remedies must expect
new evils.” In the case of internal controls, those evils will present
themselves in the form of organizational fraud, waste, and abuse
unless accountants engage in analyzing how the process changes have
affected the controls.

FAILURE OF PHYSICAL SAFEGUARDS

Physical safeguards minimize access to valuable and vulnerable
assets, but they’re worthless if they aren’t employed properly. Locks
are left unlocked, or keys are left in easytofind places. Video cameras
are turned off or left unobserved. Employees can call up documents
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that should be accessible only to upper management.

An easily overlooked physical safeguard occurs when people leave
an organization. Merely collecting the office keys isn’t a deterrent
to future access because keys— even those using unique blanks or
marked Do Not Duplicate—could have been replicated. Companies
should investigate what other assets might be held by and need to
be recovered from exemployees. Common possibilities include
corporate credit cards, ID cards, laptops, and flash drives containing
organizational intellectual property. Additionally, companies often
overlook the need to delete such employees from their computer
databases, thus dropping their privileges to organizational information.
Accountants should periodically run comparisons of employees with
IT access and exemployees’ records to ascertain any unauthorized
right of entry.

CONSIDERING THE HUMAN ELEMENT
Internal controls are only as strong as their weakest link. At one
point or another, controls rely on people—and people are notoriously
unreliable. For instance, individuals may
Believe the policy (and its related task) isn’t time effective,
Be compensating for conflicting IC objectives and policies,
Trust others to “do the right thing,”
No longer be able—because of changed conditions—to abide by
the policy, or
Decide (for the right or wrong reasons) to override the policy.

Also, a supervisor may ask employees to violate or override an
internal control—for example, not check résumé credentials of an
employment candidate because the manager is aware of some untruths
contained in the document or perhaps not to perform reconciliations
that might uncover theft. Any control that can be overridden through
the exertion of management pressure is, by its very nature, illusionary.
In some cases, employees responsible for a control may engage



the installing company’s specific circumstances. As such, even what
superficially appears as the same system in two companies might in
actuality be two very different systems—with ICs that cancel out each
other’s effectiveness and leave gaps that provide an opportunity for
waste, abuse, or fraud.

An early example of integration problems occurred when USA Waste
Inc. acquired Waste Management Corp. in 1998. Neither company’s IT
system could handle service for the combined organization, and it took
almost two years after the acquisition for the expected efficiencies to
occur. Even worse, it took JPMorgan about 17 years to fully merge
computer operations after purchasing Texas Commerce Bancshares in
1988.

In today’s belttightening business environment, segregation of
duties is often negatively impacted when an organization downsizes
and fewer employees assume

Figure 1: Primary Contributors to
Internal Control Illusions
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responsibility for work previously shared among many. In the
aftermath of a workforce reduction, management focuses on getting
organizational activities accomplished with fewer employees—and
it often becomes “easier” to have one person assume responsibility
for an entire process, leaving the incompatibility of functions to
go unrecognized or ignored, even by the internal accountant or the
external auditor. Furthermore, with fewer workers trying to do more
in the same amount of time, job descriptions aren’t always updated.
Though a casual look at such descriptions may lead someone to
assume that all duties are adequately segregated, only observation
and/or employee interviews will reveal the new process structure and
which controls are no longer effective.

TECHNOLOGY IMPROVEMENTS

Multiple controls, such as passwords and time limits on program
access, are commonly employed over IT systems. Because such
controls have been established and documented, accountants often
believe that the controls are being followed and the systems are
adequately secured. Table 1, however, shows several types of IC
illusions related to common technology controls.

Encrypted wireless network systems may be instituted and then
not upgraded as security standards advance— leaving the IC system
vulnerable. WiFi networks may be left unsecured. Control gaps may
lead to organizational data breaches or releases by insiders or external
parties (often through hacking) of supposedly secure or sensitive
information, such as that related to employees, customers, intellectual
property, or product innovations. Breaches may also occur because of
basic technology advances. Flash drives, cell phones, and microSD
cards radically altered the quantity of and time in which proprietary
data could be misused or stolen. Unfortunately, accountants may
not be fully aware of the challenges created or risks posed by new
technology, so they don’t address possible IC lapses.

New technology also provides the opportunity for a “technology
guru” to develop a “monopoly of knowledge.” If only one employee
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Internal controls (ICs) are the backbone of any thriving, dynamic organization. Cheifly
they ensure financial reporting reliability, operational effectiveness and efficiency,
and legal/regulatory compliance. Though essential to preventing and detecting internal
fraud, ICs are often allowed to deteriorate over time or simply become ineffective
because of organizational changes. Either situation generates the perception of
internal control protection that, in fact, is anillusion. These illusions can create trouble
for management accountants and other financial professionals who must rely on the
internal controls system to protect assets, ensure the integrity of financial information,

and prevent and detect fraud.

nless the weaknesses in the IC system are corrected,
l | accountants will perceive that the system is performing as
originally intended. Five primary contributors to internal
control illusions are organizational size changes, technology
improvements, process changes, failure of physical safeguards, and

employee failure to perform (Figure 1). Let’s examine each of these
in more detail.

ORGANIZATIONAL SIZE CHANGES

Though growth is a positive factor in an organization, it may create
problems in a previously effective control system and often generates
a need to implement previously unnecessary internal controls. For
example, as an organization grows, duties formerly handled by an
owner/manager will need to be assigned to other people. The new
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distribution of duties demands IC adjustments, such as a need for
authorization controls, surety bonds, and proper documentation of
essential policies and processes. Additionally, restrictions will likely
need to be placed on employee access to information. Responsibility
for IC compliance may begin to span multiple departments, frequently
creating organizational silos and limiting communication. Some
internal controls may become illusionary solely based on an “it’s the
other guy’s responsibility” attitude.

If mergers or acquisitions occur, dissimilarities between the different
companies’ information technology (IT) and IC systems can give rise
to internal control illusions. Legacy systems of the companies involved
in the transaction may be duplicative, contradictory, or insufficient,
causing the ICs to be unreliable or missing entirely. It’s common for
legacy systems to have been “tweaked” over the years to adapt to



The Development

of Business Advisory
Services Sector

in Saudi Arabia:
Starting the Journey

Th advisory services sector represents a vital
e element of the welfare of the economy as

it provides advice, guidance and direction to public or
private institutions that help fine-tune their decisions. As
a result, the quality of advisory services providers poten-
tially has significant effect on institutions receiving the
services and those affected by the decisions taken in light
of the advice received. The business advisory services
increasingly gain importance and acceptance as our na-
tional economy grows. In light of the role of the Saudi
Organization for Certified Public Accountants (SOCPA)
and its quest to contribute to ev-
ery aspect that would serve the
economic sectors and the public
interest in general, SOCPA pre-
pared in coordination with the
Ministry of Commerce and In-
dustry, a comprehensive study
of the status of the financial and
management advisory services
in the Kingdom of Saudi Arabia.
The study surveyed stakeholders
through several channels includ- Secretary General
ing holding a forum that fostered

a dialogue on the best ways to the

advancement of the sector. The study provided a num-
ber of important findings and recommendations. In order
to explore the study’s recommendations and how to put
them into effect, SOCPA recently organized a workshop
under the patronage of H.E. the Minister of Commerce
and Industry and Chairman of SOCPA's Board of Di-
rectors, the workshop that hosted experts and interested
parties discussed the recommendations and how to im-
plement them, so as to contribute to the efforts that help
develop and elevate the business advisory services sec-
tor in the Kingdom. e
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