N

N

Comparative analysis of company performance
evaluation methods

Judita Narkuniené, Aurelija Ulbinaité

» To cite this version:

Judita Narkuniené, Aurelija Ulbinaité.  Comparative analysis of company performance eval-
uation methods. Entrepreneurship and Sustainability Issues, 2018, 6 (1), pp.125-138.
10.9770/jesi.2018.6.1(10) . hal-02121048

HAL Id: hal-02121048
https://hal.science/hal-02121048

Submitted on 23 Jun 2019

HAL is a multi-disciplinary open access L’archive ouverte pluridisciplinaire HAL, est
archive for the deposit and dissemination of sci- destinée au dépot et a la diffusion de documents
entific research documents, whether they are pub- scientifiques de niveau recherche, publiés ou non,
lished or not. The documents may come from émanant des établissements d’enseignement et de
teaching and research institutions in France or recherche francais ou étrangers, des laboratoires
abroad, or from public or private research centers. publics ou privés.


https://hal.science/hal-02121048
https://hal.archives-ouvertes.fr

The International Journal
ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http://jssidoi.org/jesi/

S enterprise

( ) europe

ENTREPRENEURSHIP AND
network

SUSTAINABILITY CENTER
Publisher

http://jssidoi.org/esc/home

12 Clarivate
Analytics

COMPARATIVE ANALYSIS OF COMPANY PERFORMANCE EVALUATION METHODS

Judita Narkuniené’, Aurelija Ulbinaité”
12 Vilnius University, Faculty of Economics and Business Administration

E-mails:! judita.misiunaite@mif.stud.vu.lt; 2aurelija.ulbinaite@ef.vu.lt

Received: 19 March 2018; accepted 24 April 2018; published 30 September 2018

Abstract. The evaluation of a company’s performance is an integral part of the management of every company, which allows determining
the impact of business management decisions on the performance results, as well as the direction of the results and the decisions that need
to be made to improve them. Traditionally, a company’s performance is evaluated on the basis of an analysis of financial performance
indicators, but it is noted that in today’s dynamic business environment the timely control of the performance is crucial, thus, there is an
increasing attention on non-financial performance indicators. The aim of the article is to investigate and compare the modern methods for
company performance evaluation that are based on the analysis of financial and non-financial performance indicators. The research is
carried out using systematic analysis of scientific literature, comparison, and aggregation methods. First of all, the article unfolds the
essence of the concept of the company performance evaluation and highlights the differences between traditional and modern performance
evaluation systems. Moreover, the advantages of non-financial performance indicators are compared with financial indicators. Furthermore,
a classification scheme for performance evaluation methods is provided; by identifying their main advantages and disadvantages the most
popular and widely used modern performance evaluation methods are overviewed: economic value added method, balanced scorecard,
performance prism, performance pyramid, six-sigma model and multi-criteria company performance evaluation method. Finally, according
to certain criteria, a comparative analysis of the latter methods is performed. The comparative analysis confirms that non-financial
performance indicators complement financial indicators; therefore, in the process of a company’s performance evaluation, modern
performance evaluation methods, combining financial and non-financial performance indicators and allowing the performance to be
evaluated both quantitatively and qualitatively, should be used. However, there is no single method that would be appropriate for all
companies, so further work can be targeted at establishing a multi-criteria performance evaluation method that would satisfy the needs of a
particular business’ activity and targets for evaluation.

Keywords: company performance evaluation, modern performance evaluation methods, financial indicators, non-financial indicators
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1. Introduction
Business performance evaluation is an inseparable management part of a company without which it would be

difficult to define the impact of business management decisions, the direction of its activity results and the
decisions that must be taken to improve the results. Traditionally, business results are evaluated following
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company’s financial data that are given in the financial reports; however, it can be noted that company’s financial
information is insufficient for more and more companies and, striving to better unfold causal relationships
between management decisions and final activity results, a huge attention is drawn on a company’s non-financial
performance indicators.

The relevance of non-financial information is underlined by European Commission and Board in their published
directives regarding disclosure of non-financial information of certain huge companies and groups (2013/34/ES
and 2014/95/ES). The directives state that the disclosure of non-financial information is a very significant step in
proceeding with the sustainable global economy, where the long-term profitability is under combination with
social justice and environmental protection, taking into account that the disclosure of non-financial information
helps evaluating, monitoring and managing results of companies’ performance results and their impact on society
(Europos..., 2014). The directive states that, starting from 1% of January 2017, huge companies of European
Union countries members (having more than 500 employees) should involve a non-financial report in their
management report, where, as much as it is necessary for understanding company’s changes, performance results,
status, and the impacts of its activity, the information at least regarding environmental issues, social and staff-
related issues, and the aspects regarding respect to human rights, fight against corruption and briberies must be
provided. This directive could be an incentive to monitor and fix the non-financial performance indicators not
only for huge companies, but also for small and middle-sized ones, since it is stated that this kind of information
could increase the trust of investors and consumers.

The significance of non-financial indicators is as well highlighted in the works of researchers of the last decades
(Abdel-Maksoud et al., 2005, Lau et al., 2005, Cardinaels et al., 2010, Kotane et al., 2011, Milost, 2013, Kotane,
2015, Ahmad et al., 2016, Modi, 2016), where the modern company performance evaluation systems are
presented and discussed. Most of company performance evaluation methods are oriented to business strategies
which are not limited to profitability magnification, therefore, the spectrum of performance evaluation is
expanded beyond the boundary of financial information by involving the information about both consumer and
employee satisfaction, execution of processes, growth possibilities and similar. It is worth to note that the
necessity of monitoring and evaluating the non-financial indicators is highlighted in evaluation of performance
results of manufacturing companies, since there it is most often one has to manage many processes, which are
complicated to be evaluated following barely the financial information. Therefore, striving to evaluate
manufacturing company performance results, it is significant to apply the methods that could involve both
financial and non-financial information, related to processes, employees and similar.

The goal of this article is to review and compare the modern company performance evaluation methods, justified
by financial and non-financial performance indicators analysis. This research is conducted using the methods of
scientific research literature analysis, comparison and aggregation of research information.

2. The concept of company’s performance evaluation

Performance evaluation is defined ambiguously in the research literature (see Table 1). Some authors (Neely,
Gregory, Platts (1995), Marshall, Wray, Epstein, Grifel (1999), Najmi, Kehoe (2001)) perceive performance
evaluation as a process, where company’s results are evaluated quantitatively by analysing certain indicators. On
the other hand, the authors of the latter decade (Moullin (2007), Kloviené (2012), Choong (2013), Peleckis
(2013)) note that performance evaluation should not necessary be quantitative. Managing quality evaluation,
defining customer value and value created for other interested parties, disclosure of common business situation,
and raising further goals for improvement are significant. Out of a list of definitions in research literature, the
most resumptive and exact perception of performance evaluation is provided by Kloviené (2012): it is a broad and
multifunctional process that combines the key performance indicators which help evaluating performance,
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guarantees company management process, value creation, adjustment, speedy reaction, and enables improvement
and growth of a company.

Table 1. The concept of performance evaluation

Author Definition
Neely, Gregory, Platts The process of quantifying the effectiveness and the efficiency of actions
(1995) with a set of metrics
Marshall, Wray, Epstein, Development of indicators and collection of data to describe, report on and
Grifel (1999) analyse performance
Monitoring, management and improvement of measurable criteria that tell
Najmi, Kehoe (2001) how the tasks were fulfilled and motivate to perform in order to achieve the

goals of the company

The organization management quality rating and determination of value for
customers and other interested parties.

A broad and multifunctional process combining key performance
indicators to help evaluate business performance, ensuring management
process, value creation, adaptability and quick reaction, helping the
company to improve and grow.

It is concerned with improvement in which its implementation requires
Choong (2013) target or goal, so that measurement and evaluation ca be made against
appropriate benchmark

A clock showing the current business situation and trends in its
development, helping the company to decide where to go

Moullin (2007)

Kloviené (2012)

Peleckis (2013)

Source: made by the authors

Under dynamic business environment, performance control plays an especially significant role, thanks to which
one can observe ongoing changes and timely react to them. For a long time, performance evaluation has been
conducted based on financial activity information by analysing indicators of profitability, liquidity, solvency and
other financial ones. Such an evaluation has formed a traditional view that is as well followed by businesses
nowadays. On the other hand, under modern economic environment, it is more and more often that the traditional
performance evaluation methods receive criticism. Christauskas et al. (2009) state that the traditional performance
evaluation systems do not help solving managerial problems that arise under the context of dynamic business
conditions; these systems are not capable to evaluate real factors that create a value. For this reason, the modern
performance evaluation methods have a higher and higher demand in business performance evaluation.

3. The advantages of modern performance evaluation methods as compared to traditional ones

In the beginning of 21st age, formation of strategies and rising of goals for implementation of the strategy has
become an inseparable part of strategic business management. Certainly, business strategies are not restricted to
barely profit increase, therefore, the evaluation of performance results cannot be limited to traditional evaluation
methods based on the analysis of financial performance indicators. As a counterbalance for the traditional
performance evaluations systems, striving to join internal and external indicators, financial and non-financial
indicators, long-term and short-term performance indicators, modern performance evaluation systems were
new strategic management principles in a company’s performance processes under the period of dynamic and
heavily forecasted changes should help companies properly prepare management decisions and guarantee
successful continuation of their performance.
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De Toni and Toncia (2001) distinguished the essential differences between traditional and modern performance
evaluation systems (see Table 2). According to these authors, the traditional performance evaluation systems are
oriented to profit and based on performance cost and efficiency analysis. With these systems, one strives to
evaluate the results of the period in the past by calculating individual financial indicators and comparing them to
the defined standard values. Differently from the traditional systems, the modern performance evaluation systems
are oriented to consumers and satisfaction of their needs and are based on company’s created value. With these
systems, one has an intention not only to evaluate results of the period in the past, but also to define reasons that
led to these results and to foresee steps to improve the future results. For this purpose, not individual indicators,
but sets of key indicators that include various crosscuts of performance are evaluated.

Table 2. Comparison of the principles of traditional and modern performance evaluation methods

Traditional performance evaluation methods
Based on cost/efficiency

Modern performance evaluation methods
Value-based

Evaluate the results

Evaluate the results and its causes

Profit-oriented

Customer-oriented

Short-term orientation

Long-term orientation

Prevalence of individual measures

Prevalence of team measures

Prevalence of functional measures

Prevalence of transversal measures

Comparison with standard

Improvement monitoring

Aim at evaluating

Aim at evaluating and involving

Source: De Toni Toncia, 2001

When analysing the modern performance evaluation methods, it is worth to mention the advantages of non-
financial indicators that are highlighted in the research literature (see Table 3). Lau and Sholihin (2005) state that
financial indicators reach interested parties too late, information is too generalised and one-dimensional. Since
financial indicators have historic nature are not detailed enough, they are only relevant in a short-term perspective.
Kotane and Kuzmina (2011) have the similar opinion arguing that company’s performance analysis that is based
on barely evaluation of financial indicators provide insufficient information. The latter thought is based on the
fact that financial indicators cannot evaluate impact of actions that are made today, since it takes time until impact
of taken decisions is reflected in the financial results. Milost (2013) observes that financial performance indicators
which are based on traditional record information do not indicate the real business performance picture and are
not a proper base to make certain future-related decisions. In fact, financial results indicate the consequences of
decisions taken in the past in numerical expression, however, they do not unfold causal factors that could lead to
the given results and that could be followed when taking appropriate decisions in the future perspective.

Table 3. The advantages of non-financial performance indicators compared to financial indicators

Financial indicators

Non-financial indicators

Reflect decisions made in the past

Reflect decisions made during the current period

Aggregated performance information

Details of the current position and growth potential

Short-term perspective

Long-term perspective

Do not disclose causal relations

Disclose causal relations

Sensitive to external factors

Reflect the impact of internal factors

Source: made by the authors based on Ittner et al., 2000, Lau et al., 2005, Kotane et al., 2011, Milost, 2013
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Before taking certain decisions, it is important that business managers, who intend to pursue strategic goals,
foresee the impact that the decisions will have on the future results and timely make corrections when noticing
that performance results tend to go to the wrong direction. Since non-financial indicators are more sensitive for
the impact of today’s decisions, it is expected that decision impact will be reflected earlier in non-financial results
than in financial indicators. Research shows that non-financial performance indicators positively affect financial
performance results and non-financial indicators are better indicators for future financial results than historic
financial data. Moreover, non-financial indicators reflect company’s economic position and growth possibilities
better than financial company performance indicators provided in the reports (Kotane et al., 2011). As well, it is
worth noting that financial results depend not only on how company performs its activity, but they are also
responsive to the impact of external factors. To achieve the best performance results, managers must know how
much of success is impacted by their actions and whereto they must add more efforts to improve results. Since
non-financial indicators are less sensitive to external factors, they do better reflect the impact of the actions, which
are taken in the company, on its success and can provide more detailed information about the effect of taken
decisions on final results (Ittner et al., 2000).

Milost (2013) notices that for taking future decisions the economists perceive increasingly the inappropriateness
of traditional record information; therefore, an increasing interest in the non-financial performance indicator
systems is observed. Certainly, a majority of the authors in the literature agree on that in the performance
evaluation one cannot rely barely on non-financial information and it has to be evaluated together with the
financial indicators, since it merely supplements the financial information by explaining certain relationships that
are not explained in traditional record (Cardinaels et al., 2010; Milost, 2013; Kotane, 2015; Ahmad et al., 2016).

4. Comparison of modern company performance evaluation methods

After conducting research literature analysis on the topic of business evaluation systems (Tangen, 2004,
Gimzauskiené, 2007, Christauskas et al., 2009, Cardinaels et al., 2010, Adomaviciute, 2011, Peleckis et al., 2013,
Bajus et al., 2014, Makuténaité et al., 2014, Bititci, 2015, Kudinskiené et al., 2015, Bhasin, 2017, Chouhan,
2017), the authors suggest the classification scheme of performance evaluation methods (see Figure 1), where the
methods are classified into smaller groups according to method contents and performance evaluation purpose.
According to this scheme, performance evaluation methods are first of all classified into traditional and modern
ones. Traditional performance evaluation methods, as it was mentioned earlier, include analysis of financial
performance results and their relative values. In the opinion of the authors of this paper, modern evaluation
methods have to be split up into the following six groups of methods:

1.  Performance record (accounting) methods. It is accounting data-based performance evaluation
methods that calculate the financial value created by performance.

2. Quality management concept methods. It is performance evaluation methods that are based on the
conception of total quality management. The purpose of these methods is to evaluate how the
companies keep up with the requirements, what progress they do when improving their performance,
and similar.

3. Causal relationship theory models. It is performance evaluation models that distinguish the main
factors which affect the successful performance.

4.  Business process evaluation models. It is models that emphasize processes during performance
evaluation. The purpose of these models is to evaluate economy of performance and efficacy during
the separate steps of the process.

5. Balanced system models. They are overall models of performance evaluation that are closely related
to company’s vision and strategy. They involve both financial and non-financial performance
evaluation indicators and reflect the results in different performance perspectives.
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6.  Multicriteria methods. It is complex performance evaluation methods that join many relevant
performance indicators into a single summarising performance estimator.

Following the above-mentioned research papers, it is observed that out of all performance evaluation methods that
are distinguished in the classification scheme, the most popular and most widely employed are the following ones:
economic value added (EVA), balanced scorecard (BSC), performance prism, performance pyramid, six sigma,
and multicriteria performance measurement.

Traditional
methods
o
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=]
o=
=
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=
=]
=
=
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%]
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=
=
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=
£
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%]
=%
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Modern
methods

Analysis of
financial ratios

DuPont analysis

- Economic value added (EVA)

Accounting - Activity-based costing (ABC)
methods - Market value added (MVA)
- Shareholder value added (SVA)
Methods of - ISO standards model
quality - European foundation quality management model (EFQM)
management - Service quality model (SERVQUAL)
concept - Six sigma model

Models of causal
relationship theory|

L Critical success factor model
- Results and factors model

Models of - Business process model

business process Supply-chain operations reference model (SCOR)
evaluation - The performance pyramid
Balanced - Balanced scorecard system (BSC)

scorecard models

The performance prism
- Dynamic multi-dimensional performance model (DMP)

Multi-criteria
decision making
models

Simple methods

- Geometric mean
Simple additive weighting (SAW)

- ELECTRA
Complex methods - PROMETHEE
- VIKOR

- TOPSIS

- COPRAS

Fig.1. Classification scheme for performance evaluation methods

Source: made by the authors based on Tangen, 2004, Gimzauskiené, 2007, Christauskas et al., 2009, Cardinaels et al., 2010, Adomaviéiate,
2011, Peleckis et al., 2013, Bajus et al., 2014, Makuténaité et al., 2014, Bititci, 2015, Kucinskiené et al., 2015, Bhasin, 2017, Chouhan,

2017)
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Economic value added (EVA) method that was created in 1990 by consultant company “Stern Stewart & Co.” is
one of the most widely used financial indicators which allows evaluating company performance in a generalised
performance result evaluation measure (Makuténaité et al., 2014). The EVA method is substantiated by
accounting data and is calculated as a difference between net operating profit after taxes and cost of invested
capital:

EVA= NOPAT —IC x WACC,

here NOPAT — net operating profit after taxes
IC — invested capital
WACC — weighted average capital cost.

The EVA indicator shows, whether company’s income was larger than the expected expenditures and capital costs
during the analysed period. The higher value of the indicator shows better performance results; this increases the
possibility of paying out larger dividends and higher stock market price (Bhasin, 2017). EVA fosters the efficient
usage of the capital — both borrowed one and the private (Makuténaité et al., 2014). This method allows
evaluating economic profit, quality of evaluation decisions and performance of all managers and employees. This
enables determining creation of value for future periods as well as motivating staff. It is worth mentioning that
this method can be applied not only for the entire company, but also for its single department, production line or a
smaller production unit, confirming the contribution of each business chain unit when creating value of the
company.

Balanced scorecard (BSC) was created in 1992 by two researchers of Harvard University, namely R. S. Kaplan
and D. P. Norton. It is a multi-dimensional system, the purpose of which is to describe, implement and manage
performance evaluation model which allows, by using the causal relationship concept, connecting performance
indicators with receivable benefits and ensures transformation of the strategy to specific goals and actions. The
core of the BSC method is grouping of the key performance indicators that are related to company’s strategy into
four perspectives which provide answers to the following significant questions (Kaplan et al., 1996):

e Finances: how the company should look like to its shareholders that the financial success would accompany
it.

o Clients: how the company has to look like to its clients that its vision would be implemented.
Internal processes: which business processes the company should improve that it would satisfy its
shareholders and clients.

e Learning and growth: how the company will keep the ability to change and improve itself that its vision
would be implemented.

So, BSC allows presenting financial and non-financial performance indicators together: first ones as grouped into
a single financial perspective and latter ones as grouped into a client perspective, internal processes perspective,
and learning and growth perspective (Cardinaels et al., 2010). In the opinion of the authors of this method, non-
financial indicators by a huge extent determine financial performance results.
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This method received a huge attention of companies worldwide and regarding its advantages became a popular
tool of performance evaluation and strategic management. A close relationship of performance indicators with
performance vision and strategy is considered to be the key advantage of the method. Since the system of
balanced scorecard connects the most significant internal and external performance indicators, the strategy of the
company is transmitted in a clear and understandable way for the all staff members; this motivates employees to
achieve the goals of the company. Moreover, since the questions that are raised by the BSC system perspectives
are focused on the future, this method acquires an advantage against other methods which are substantiated only
by historical data. In any case, the problem of constructing a set of key indicators is highlighted in the research
literature, as it is not unambiguously decided which specific indicators have to be analysed so that the best result
of the system would be achieved. Therefore, the implementation and realisation of the system becomes to a
complex process of a company that requires a lot of time and knowledge, and often huge finances.

Performance prism model was created in 2001 by the researchers of Great Britain A. Neely, C. Adams and M.
Kennerly. Its purpose is to evaluate company’s performance through five perspectives: strategies, possibilities,
processes, satisfaction and contribution of interested groups. According to Chrisauskas et al. (2009), the model is
unique in distinguishing the area of evaluation that was not distinguished in previous models, namely the
contribution of interested groups to company’s success.

The authors of the model provide explanations of each perspective (Neely et al., 2002). The first perspective,
satisfaction of interested parties, should answer who the interested individuals of the company are and what their
needs are. Consumers, employees, suppliers, investors, among others, can be interested parties; and one of the
main objectives of a company is to create value for them. The other significant perspective, contribution of
interested parties, should answer what company needs are from the point of view of interested groups. When
creating value for interested individuals, the feedback is important for the company, e.g., loyalty, profitability,
productivity, creativity, etc. When having the answers to the latter questions, the third perspective of the
performance prism, called strategies, is important. The question raised to this perspective deals about what
company’s strategy should be so that needs and expectations of both interested parties and company itself would
be satisfied. Furthermore, when the strategy is defined, one can switch to the perspective of processes, where
decisions on which processes are needed for implementation of the strategy are taken. Finally, the perspective of
possibilities should answer which abilities (groups of people, practice, technologies, infrastructure, etc.) are
needed for the company so that implementation of processes would as productive as possible. So, the structure of
the model indicates that when defining performance tools, it is incorrect to barely follow the strategy; first of all,
needs and expectations of interested parties must be purged (Neely et al., 2002).

The fact the performance prism model distinguishes a unique area of evaluation, namely the contribution of
interested groups to organisational success, is considered to be the main advantage of the model. In this way,
when evaluating business performance, all interested parties are concerned. Moreover, the requirement to discuss
and substantiate the organisational strategy and only afterwards choose performance evaluation indicators is
considered to be a no less important strength of the model. Despite of these advantages of the model, two main
disadvantages are indicated in the research literature. First of all, it is argued that in the existing company
performance evaluation system the application of this model is difficult; therefore, it must be implemented as a
separate system. Moreover, similarly to the most of other evaluation methods, the performance prism does not
evaluate all organisational success factors.

Performance evaluation pyramid was suggested in 1989 by the authors of the USA K. F. Cross and R. L.
Lynch. It is a system, the purpose of which is to connect the organisational strategy with its activities (Tangen,
2004). When applying this method, the goals for implementing the company’s vision are raised for each
hierarchical level from top down to bottom and the measures for reaching these goals are defined from bottom up
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to top. According to Adomavicitité (2011), it is beneficial when defining how organisational goals communicate
ranging downwards and how the measures can make impact when going upwards by different levels of the
organisation.

In the opinion of Tangen (2004), when forming the performance evaluation pyramid, first of all, company’s
strategy and vision must be defined. In the second hierarchical level, company’s vision is transformed to the goals
of business units, which are formed as short-term ones and are related to company’s profitability and cash flows,
and long-term ones, which are related to the growth and position in the market. To achieve these goals, the goals
in the third hierarchical level are related to magnification of client satisfaction, flexibility and productivity.
Finally, in the fourth level of the pyramid, business operation system indicators are split up to indicators of work
centres, observed day by day: the quality, delivery, production cycle time and costs.

Such a hierarchical view to performance evaluation, which is related to the analysis of processes, is considered as
one of the main advantages of performance evaluation pyramid. The other strength of this method is the integrity
of business goals to the observed performance result indicators. Unfortunately, it is not defined which specific
indicators should be observed when applying this method, therefore, the problem of identification of a set of
performance indicators pyramid appears in the performance evaluation.

The method of six-sigma was created in 1986 in “Motorola” company in order to solve quality problems. It is
worth noting that the title of this method, six sigma, means that there is 3.4 defects out of one million produced
items; this does not make even 0,001 per cent, so it means that it is a nearly ideal process of production.
Drohomeretski et al. (2014) explain that it is a business improvement strategy by which one seeks to identify and
eliminate disadvantages of business processes and the reasons of mistakes, by concentrating attention to
performance related to satisfaction of consumer needs. Gupta (2005) states that the majority of evaluation systems
are strategic and do not go down to process management; meanwhile, the six-sigma method was created in order
to evaluate all work aspects of an organisation. This system, which embodies leadership and management,
consistently combines purchases and production, promotes services and sales, supports mastership of employees,
introduction of innovations and comprehensive progress (Gupta, 2005).

The practical application of the six-sigma method is based on the methodology of five phases: definition,
measurement, analysis, improvement and control (DMAIC) (Gupta, 2005, Mast et al., 2012). During the first step,
definition, the problem must be clearly defined, i.e., including client expectations, company goals, teams and their
responsibilities, resources, process and the lowest boundary of efficiency of the process. Furthermore, in the phase
of measurement, the defined problem is presented in a measurable form, i.e., indicators, which are proper for
measurement, are distinguished; data is collected; as well as means, standard deviations, etc. are calculated by
using statistical methods. In this way, the results of current performance are evaluated and the goals for
improvement of performance results are raised. Having the necessary information, the analysis is conducted. In
this phase, the attention is focused on search of the essential impact factors and reasons which determine bad
work or production quality results (defects). When this is clarified, in the phase of improvement, by doing testing
one seeks to find out decisions for improvement of processes so that defects are eliminated. Finally, the phase of
control is reached where the improved processes must be controlled and the six sigma initiative must be
maintained, so if deviations and increasing number of defects are noticed, one should again return to the phase of
definition and to repeat the cycle once again.

One of the advantages of this method is efficiency when saving funds of an organisation; one should only need to
detect defects in time and take actions for the process of their elimination. The six sigma method is increasingly
introduced in companies; it is liked because of a clear and universal system. Moreover, the significant
particularity of the system is namely evaluation of all aspects of organization and application of statistical
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methods when evaluating its performance. It is also stated that this method acquires an advantage against other
methods, since it has a strong focus on the satisfaction of client needs. Unfortunately, this advantage raises a
threat that the significant quality control indicators might be uninvolved in the evaluation. Besides, as it is
common for the majority of performance evaluation methods, the problem of a set of observed performance
indicators is considered to be the main disadvantage of the method, since it is not defined which specific
indicators must be observed.

The purpose of the model of multicriteria company performance measurement is to complexly evaluate
company’s performance results, taking into account the majority of significant performance indicators. In the
research literature, it is observed that when conducting performance result evaluation by following analysis of a
few significant indicators, the conclusion making and decision making can become to some extent chaotic: the
value of one indicator can be better, the value of other indicators can be worse, however, at the end it is
complicated to define, whether the performance result improved or deteriorated. For this reason, in the opinion of
Peleckis et al. (2013), multicriteria performance evaluation methods can be applied, since they join single
performance indicators into a single summarising indicator, which can be additive or a multiplicative combination
of partial indicators. Tamasitiniené et al. (2006) indicate that these methods can be classified into two groups:
simple methods (geometric average, simple additive weighting (SAW), sum of units) and complex methods
(TOPSIS, ELECTRA, PROMETHEE, VIKOR, complex proportional one, simplified complex one, etc.). It is
worth noting that performance results often do not match when different methods are applied; therefore, it is
suggested to construct a multicriteria evaluation model out of a few multicriteria methods (Stonkuté et al., 2016).
Universality of the model is considered to be its essential advantage. The model allows evaluating quantitatively
any complex phenomena that is expressed by many indicators. It is significant to evaluate as many indicators as
possible so that the threath of missing important company performance evaluation aspects would be eliminated.
Peleckis et al. (2013) suggest joining the analysied factors into certain groups, e.g., by distinguishing indicators of
profitability, cost level, efficiency of asset employment, and usage of labour force. The universality of the model
is as well expressed in that each company can adjust it according to its needs and goals of evaluation. The model
involves a wide spectrum of evaluation indicators and requires much of efforts when collecting information and
choosing proper multicriteria methods during construction of the model. It is observed that the identification of
factor significance by determining their weights becomes a complex task. This is the reason why a company may
experience huge time and financial costs.

Table 4. Comparison of modern company performance evaluation methods

@ @ (58] =
Sc| s2| E | BB |Siss
Criteria <>E ? £ 2 EE s S8 | 88 E\'S
. «® 28| €3 x =35 | EE£8E
& & ® s© |28
Quantitative evaluation + + + + + + 6
Qualitative evaluation + + + - +/ 3(4)
Non-financial indicators are included - + + + + +/ 4(5)
Specific indicators are measured + - - - 1
Activity evaluation is generalized + - - - - + 2
Linked to the company’s strategy + + + - +/- 3(4)
A look forward to the future + + + + - +/- 4(5)
Simple, low cost + - - - - - 1
Meeting customers’ needs + + + + +/- 4(5)
Employee motivation + + + + +/- 4(5)
Process analysis - + + + + +/- 4(5)
Number of criteria the method satisfies 5 8 8 8 5 2(9)
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Source: made by the authors

To summarise the review of company performance evaluation methods, the comparison of the methods is
conducted following the criteria of the company performance evaluation systems that are distinguished by the
authors of this paper (see Table 4). It can be concluded that there is no single performance evaluation method that
would be the most fitable to all companies; the choice depends on the organisational needs and evaluation goals.
It is observed that all performance evaluation methods are based on the quantitative evaluation, however, specific
indicators that must be measured for evaluating performance results are provided in the EVA method exclusively,
which does not involve non-financial information. For this reason, when choosing methods that involve non-
financial indicators into evaluation, the challenge of forming a set of indicators is faced; this determines a
complex, time consuming and finance requiring introduction of the method to organisational management system.
On the other hand, contrary to the traditional financial performance evaluation methods, in the majority of the
modern methods, satisfaction of client needs, employee motivation and perspectives of process analysis are
distinguished; this allows evaluating performance results complexly. It is worth noting that the system of balanced
scorecard, performance prism and performance evaluation pyramid satisfies most of the criteria needed for the
complex performance evaluation: it relates performance evaluation and the required indicators with the
organizational strategy so that this allows evaluating factual results and, focusing to the future, taking
management decisions that will help achieving long-term goals of the company. In the opinion of the authors of
this paper, it is worth drawing attention to the method of multicriterial performance evaluation, which, as
compared to the other methods, is the most universal, satisfying from two to nine criteria needed for the complex
performance evaluation, and which is especially flexible, when considering organizational needs and evaluation
goals.

Conclusions

In the research literature, a company’s performance evaluation is defined as a wide and multifunctional process
which joins all its significant performance indicators in a way that allows it evaluating performance, enables a
constant company management process, value creation, adjustment, and fast reaction that leads to improvement
and growth of the company.

Research literature allows distinguishing the key advantages of non-financial indicators as opposed to financial
indicators. The non-financial indicators may reflect the effect of currently made decisions, they unfold causal
relationships between factors and final results, provide detailed information about company’s current position
and growth possibilities. The non-financial indicators are closely related with the long-term goals of an
organization, so they are better indicators of the financial results in the future. It is worthy to note that the non-
financial information is considered to be a compliment of the financial information; therefore, company’s
performance evaluation should not focus on barely financial indicators.

A company’s performance evaluation methods can be grouped into two categories: traditional methods that are
justified only by the analysis of financial indicators and modern ones that combine the company’s financial and
non-financial performance information and allow evaluating its activity both quantitatively and qualitatively. The
most popular modern company’s performance evaluation models are considered the following ones: economic
value added method, balanced scorecard, activity prism, activity evaluation pyramid, six sigma model and multi-
criteria model.

There is no single performance evaluation method that would be appropriate for all companies; the method
should be chosen individually considering the aim of the evaluation and the needs of the company.
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There can be established a multi-criteria performance evaluation model that would satisfy the needs of a
particular business’ activity and targets for evaluation. So the further research can be targeted at establishing
model like this for manufacturing companies by identifying a set of specific key performance indicators and their
impact on performance results.
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