MANAGEMENT INCENTIVES AND

PERFORMANCE APPRAISAL
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The success of the companies heavily
depends on how to retain and encourage
the talented administrators at all levels. The
company will lose its competitiveness if
the company lacks the upper management
who can achieve higher performance for
the company. Through this article, we will
share the effective ways to offer incentives
to the upper management and share our
experience on how to effectively complete
the performance appraisal. This is a very
important topic within corporate finance.
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The aims of the incentive
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In general, in the case of management
incentive, it needs to meet the three
management control objectives, which are:
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® Performance improvement
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® Provide incentives for outstanding
decision—-making
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@ Provide fair feedback
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In order to establish a solid incentive
combination framework during the

implementation period, we believe one
should also pay attention to several other
standards, for example, tax deduction on
companies and upper management’ s
income, and the level of risks that the
management is willing to take. In addition,
the incentive plan should match with
product’ s life cycle.
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Sometimes the management tries their
best to achieve their own objectives while
overlooking the company’ s objectives.
Because of this, the company should
stimulate the management to make
decisions that’ s related to the company’ s
strategic objectives. Specially, some core
successful factors should bring into the
performance evaluation of administrators’
achievement such as the customers’
satisfaction, training improvement of
whole company operation capabilities and
etc. These have exceeded the range of
traditional financial targets which including
income improvement and cost control, even
it conflicts with the financial targets. But
these factors are highly important for the
companies to keep long time development.
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Sources of Bonus
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The bonus funds could be the capital of department or
company. The bonus amounts lie on the profits of department
or company. The department bonus could be the effective
encouragement for the department managers;but it may reflect
on the managers won’ t cooperate with other departments.
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The company bonus is helpful to attract capable managers
to all kinds of departments for companies, for instance,lower
level performance departments or new established
departments, it can attractcapable managers through the
incentives. Moreover, the company bonus is also an effective
method to develop the cooperation among every department.
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The modes of payments could be cash, stock or stock
option for the administrators’ encouragement, and it can be
immediate payment or deferred payment. Deferred payment
can encourage the management’ to stay longer in the
company, but it cannot encourage the current performance.

MEBERHHMATUAE, ROIREBANERKXZM,
HEAMURRERZMN, MATMEMEZ N, REHEHZ
REMRMEEERPBEAT D, BILEHRLHLSE,

Cost Allocation
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The payments of management certainly depend on the
results of the cost control. But the way of cost allocation can
either influence themanagement’ s hard work more successful
or more unsuccessful. Therefore, fair cost allocationcanlead
managements’ target to match with the companies’ target.
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Although there is no single administrator can influence
the administration management fee directly, but as a whole
team which consist of all the managers, they could control the
costs. Therefore,it is reasonable for each administrator share
the responsibilities of cost control. The direct distribution and
cross distribution are the two usable methods for finance.
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Performance Appraisal
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It will lead everybody take short term performance ifthe
performance index just pay attention to financial activities.
The management level is no exception.In order to lay the
foundation for long term profits, there might be no short term
profit or even it will reduce the current profit.
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As mentioned before, we suggested using multiple
performance indexes for the administrators in order to exceed
short term performance. At the same time, we pursue the
balance between long term and short term, and the balance
between non financial index and financial index. It could
design and evaluate from the multiple performance index by
four points of view, which are:
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@ Finance: This is a traditional point of view; it depends on
the financial index, like the rate of investment return, growth
rate of profit, net margin after tax.
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@ Customers: Track the success degree of the target
market, such as market share, the level of customers’ profits,
and the growth rate of new customers.
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@ Internal operation process: Focus on the improvement
of the internal organizational process, such as innovation
of product or service and improvement of the operation and
customers’ service, like quality of product service, product
innovation and development cycle, production capacity,
rejection rate, timely of payment collection rate.
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®Learning and growth: Attention to the necessary
capabilities of organizational development, such as the
development of core abilities, employee satisfaction, the plan
of employee long time office holding,the ratio of new product
incomes.
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A strict performance evaluation should include a series
of related targets and indexes. These indexes are not only
consistent from beginning to end, but also work together to
strengthen each other.
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For instance, the rate of return on investment is the
financial index for measuring performance, the factor that
drives this index could be the customers repeat purchasing
and the increase of sales volume. Those are the results
of customers’ satisfaction. Therefore, customers’
satisfaction brings into the performance evaluation.
Through analyzing customers’ preference, it appears
that customers think highly about on time delivery.So
the financial performance can increase through improve
customers’ satisfaction by on time delivery. As a result,

both customers’ satisfaction and on time delivery isbrought
into performance evaluation. Also, to achieve better delivery
service, one can cut down the period of operating cycle
and improve the quality of internal procedure. So these
two factors became the performance evaluationindex for
the internal operating process. Moreover, company not
only needs to improve the quality of the internal operating
process and cut down the cycle, but it also needs to train the
employees and improve their technical skills.The technical
skills became the aims of learning and growth stage. This is
the complete chain relation which runs through all levels of
the performance evaluation.
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From the past practices, we found some important
situationsthat need to keep an eye on, due to most
managers are familiar with the financial index;companies
may regressto paying close attention to the financial aspect
again.
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Effective Feedback
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The aim of incentives is to drive
the administrators keep or improve
management level, hence it needsto
get the operation feedback to the
administrators, effective feedbacks lead all
level of administrators to understand the
companies’ performance status, to keep
the companieson the right track, and alsoit
encourages the employees at the same
time.
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If the business doesn’ t runs
according to plan, the administrators
have the rights to make decision whether
to make a different target or whether to
adjust the strategy to achieve current
aims, orwhether to layout new activity to
implement the strategy.

MRFBFRERITYEHIT, EEEHR
AURERTHIZFNEARNEIR, &R
MIZIBAEEUSH LN ER, NE=
BRZIZITEESD, DUEX L g ] i
EHo

The companies’ decision-
making process has already constitute
a continuous cycle, which start from the
plan, then reach to the evaluation through
control, finally return to the plan through
feedbacks. The appraisal could points out
the unachieveddesired aspects during
the plan and control; the feedbacks could
also lead the administrators to adjust the
strategy according to the appraisal results.
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The opportunity of the feedback

depends on the following aspects:
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@ The importance of information for
success. It needsto get feedback more
frequent when the information is much
more important.
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@®The level of the administrators
which accept the feedback. In general,
the lower level managers should accept
feedback more frequently.
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® The complexity of information
contents. The simple information contents
should update frequently and timely.
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Conclusion
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There are serious of “soft” factors
need to be considered during the practice
process. According to the different culture
background, foreign investors usually meet
the “Chinese style” problems.In any
case, the key point of the management
incentives and performance appraisal
should match the aims of the listed
company, acquisition and merger strategic
targets and etc. This is an essential factor.
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