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An Example Of Management By Exception Occurs When A Manager Investigates A
Large Variance In A Performance is a classic scenario in business management that
exemplifies the principle of focusing managerial attention where it is most needed.
Management by exception (MBE) is a strategic approach that allows managers to
concentrate their efforts on significant deviations from expected performance, rather than
getting bogged down by routine operations. This approach enhances efficiency, ensures
prompt corrective actions, and optimizes resource allocation. Understanding how this
management technique functions in practice is vital for professionals aiming to improve
decision-making processes within their organizations.

Understanding Management By Exception

Definition and Core Principles

Management by exception is a managerial control principle that emphasizes investigating
only those issues that deviate substantially from the expected standards or benchmarks. It
relies on establishing performance standards, setting acceptable variance thresholds, and
monitoring actual results against these standards. When variances exceed predetermined
limits, it triggers managerial attention and action.

Core principles include:

- Establishing standards: Clear, measurable performance benchmarks.

- Monitoring performance: Regular tracking of actual results.

- Identifying variances: Detecting deviations beyond acceptable thresholds.

- Investigating significant variances: Focusing managerial efforts on areas needing
attention.

- Taking corrective measures: Implementing solutions to address issues.

This method allows managers to efficiently allocate their time, ensuring they concentrate
on critical issues rather than routine operations.

Advantages of Management By Exception

Employing MBE offers numerous benefits:
- Efficiency: Saves time by avoiding unnecessary oversight of normal operations.
- Focus: Directs attention to areas with significant problems.



- Proactive management: Facilitates early detection and correction of issues.
- Resource optimization: Ensures resources are allocated to areas needing intervention.
- Enhanced decision-making: Provides managers with relevant, prioritized information.

Scenario: Investigating a Large Variance in Sales
Performance

Setting the Context

Imagine a sales manager overseeing a team responsible for monthly revenue targets. The
company has set a standard sales goal based on historical data and market analysis.
Typically, individual salespersons are expected to meet specific targets, and the overall
team performance is monitored through regular reports.

One month, the sales report indicates that the team’s actual sales are significantly below
the projected figures—say, a 30% shortfall. Such a large variance from the expected
performance triggers the manager’s attention, embodying the core concept of
management by exception.

The Manager’s Response

Instead of scrutinizing every salesperson's activities daily, the manager focuses on this
substantial variance. They initiate an investigation to understand the root causes, which
includes:

- Analyzing sales data for patterns or anomalies.

- Comparing individual sales figures against targets.

- Reviewing external factors such as market conditions or competitor actions.

- Consulting with the sales team for insights or challenges faced.

This targeted effort exemplifies how managers prioritize their attention based on significant
deviations, ensuring resources are allocated effectively to resolve issues.

Steps in Handling Large Variances: A Detailed
Approach

1. Establish Clear Performance Standards

Before monitoring, organizations must define what constitutes acceptable performance
levels. These standards could be:



- Sales targets
- Customer satisfaction scores
- Production quotas

Establishing benchmarks allows managers to identify when variances are substantial
enough to warrant investigation.

2. Monitor and Detect Variances

Regular reporting and data analysis enable managers to spot deviations. For example:
- Monthly sales reports showing a sudden decline.
- Quality control reports indicating increased defect rates.

Thresholds are set to determine what magnitude of variance justifies managerial
intervention. For example, a variance exceeding 10% might trigger investigation, whereas
smaller deviations are deemed acceptable.

3. Investigate Significant Variances

Once a large variance is identified, the manager conducts a focused investigation:
- Gathering data related to the variance.

- Interviewing relevant personnel.

- Reviewing processes and external factors.

- ldentifying root causes.

This targeted approach prevents unnecessary interference in routine operations,
conserving managerial resources.

4. Implement Corrective Actions

After understanding the causes, the manager develops strategies to address the issues:
- Providing additional training.

- Adjusting sales strategies.

- Reallocating resources.

- Addressing external challenges like supply chain disruptions.

Corrective measures aim to bring performance back in line with standards.

5. Review and Adjust Standards if Necessary

Post-intervention, organizations may reassess performance standards to reflect new
realities or improve benchmarks, ensuring continuous improvement.



Real-World Examples of Management By
Exception

Example 1: Manufacturing Quality Control

In @ manufacturing plant, quality control reports reveal that the defect rate for a particular
product line has surged beyond acceptable limits. The plant manager investigates this large
variance, discovering that a new supplier’'s raw materials are inferior, leading to higher
defect rates. The manager then works with procurement to source better materials,
addressing the root cause efficiently.

Example 2: Financial Performance in a Department

A department’s monthly expenses suddenly spike compared to the budget. The finance
manager notices this variance and investigates, finding unapproved expenses related to a
recent project. The manager takes corrective action by implementing stricter expense
approval protocols, preventing future overspending.

Example 3: Customer Service Metrics

Customer satisfaction scores drop significantly in a particular region. The regional manager
investigates, uncovering staffing shortages during peak hours. By adjusting staffing
schedules, they improve service quality, restoring customer satisfaction levels.

Challenges and Limitations of Management By
Exception

While MBE is a powerful management tool, it does have limitations:

- Overlooking minor issues: Sometimes small variances can indicate emerging problems.
- Delayed responses: Waiting for variances to become large may delay corrective actions.
- Data accuracy dependence: Effective detection relies on accurate, timely data.

- Potential for misinterpretation: Variances might be due to external factors not within
managerial control.

To mitigate these challenges, organizations should balance MBE with routine monitoring
and foster a proactive management culture.



Conclusion: The Significance of Management By
Exception

An example of management by exception occurs when a manager investigates a large
variance in performance because it signals a deviation from the norm that warrants
attention. This approach streamlines managerial efforts, ensures efficient use of resources,
and facilitates timely corrective actions. By establishing clear standards, monitoring
performance diligently, and focusing on significant variances, organizations can maintain
operational excellence and adapt proactively to challenges.

Implementing management by exception effectively requires disciplined data analysis,
clear communication, and a willingness to act decisively. When executed properly, it
transforms reactive management into a strategic advantage, enabling organizations to
thrive in dynamic environments.

Frequently Asked Questions

What is an example of management by exception in a
performance evaluation?

An example occurs when a manager notices a significant deviation in sales figures from the
target and investigates the cause, rather than reviewing routine reports.

How does management by exception help improve
organizational efficiency?

It allows managers to focus their attention on significant variances that require
intervention, thereby optimizing resource allocation and decision-making.

What are common indicators that trigger investigation
under management by exception?

Large variances from planned performance, such as a sudden drop in revenue or an
unexpected increase in costs, typically trigger managerial investigation.

Why is it important for managers to investigate large
performance variances?

Investigating large variances helps identify underlying issues, prevent potential problems
from escalating, and implement corrective actions promptly.

Can management by exception lead to overlooking



minor issues? How should this be balanced?

Yes, focusing only on large variances might cause minor issues to be overlooked. To
balance this, managers should set thresholds for exceptions and periodically review overall
performance for continuous improvement.

Additional Resources

Management by Exception: An In-Depth Exploration Through a Real-World Scenario

In the complex landscape of organizational management, decision-making efficiency and
strategic oversight are critical components that determine a company's success. One of the
most effective management techniques employed in modern organizations is Management
by Exception (MBE). This approach allows managers to focus their attention on significant
deviations from expected performance, thereby optimizing resource allocation and ensuring
swift corrective actions. To understand this concept thoroughly, let’s examine an illustrative
example: a manager investigating a large variance in sales performance.

Understanding Management by Exception

Definition and Core Principles

Management by Exception is a managerial control principle where managers concentrate
their efforts on significant deviations from established standards or budgets. Regular or
routine activities are monitored through reports and controls, but managers only intervene
when performance diverges markedly from expectations.

Key Principles:

- Thresholds and Variance Limits: Clear benchmarks or tolerances are set to define what
constitutes a significant deviation.

- Focus on Critical Issues: Managers prioritize issues that have the potential to impact
organizational objectives substantially.

- Efficient Use of Time: By ighoring minor variances, managers can allocate their time and
resources more effectively.

Benefits of MBE:

- Reduces managerial micromanagement.

- Enhances responsiveness to critical issues.
- Promotes proactive problem-solving.

- Supports strategic decision-making.

Limitations:



- Over-reliance on thresholds might overlook minor issues escalating over time.
- Requires robust reporting systems.
- Can lead to neglect of routine monitoring.

Scenario: A Large Variance in Sales Performance

Context

Imagine a regional sales manager overseeing multiple sales teams within a large
organization. The company sets quarterly sales targets for each team based on historical
data, market conditions, and strategic goals. As the quarter progresses, the sales data
comes in through the company’s performance reporting system.

The Variance

Midway through the quarter, the sales report indicates that one team - say, the North
Region - has underperformed dramatically, achieving only 50% of its targeted sales. This is
a significant variance considering the expected performance and historical averages.

Initial Reaction

The manager’s initial response is to review the detailed sales activities of the North Region
team. They notice:

- A decline in customer engagement.

- Fewer sales calls and meetings.

- Reduced marketing efforts in the region.

- External factors like increased competition.

Given these observations, the manager recognizes this variance as a critical issue that
could jeopardize overall regional and company targets.

Applying Management by Exception in Action

Step 1: Setting Variance Thresholds
Before the quarter started, the company established thresholds for sales variances:
- Variance less than 10%: No immediate action required.

- Variance between 10% and 25%: Monitor and review during routine meetings.
- Variance above 25%: Immediate investigation and intervention needed.



In this case, the North Region’s 50% shortfall exceeds the 25% threshold, triggering the
management by exception process.

Step 2: Investigating the Variance

The manager initiates a focused investigation, which involves:

- Reviewing detailed sales reports.

- Conducting interviews with the sales team.

- Analyzing market conditions.

- Checking for internal operational issues.

This process exemplifies management by exception because the manager is not
scrutinizing every detail of the sales process, only the significant deviation that surpasses
the pre-set threshold.

Step 3: Identifying Root Causes

Through investigation, the manager uncovers multiple contributing factors:

- An unexpected entry of a new competitor offering aggressive discounts.

- A key salesperson leaving the team unexpectedly.

- A delay in product availability affecting customer orders.

- Insufficient marketing support in the region.

Step 4: Implementing Corrective Measures

Based on findings, the manager takes targeted actions:

- Negotiates with the sales team to develop new strategies.

- Coordinates with supply chain to expedite product availability.

- Allocates additional marketing resources to the region.

- Provides training and motivation to the remaining sales staff.

Step 5: Monitoring and Adjusting

Post-intervention, the manager continues to monitor the region’s performance through the

established variance thresholds, ensuring corrective actions are effective and adjusting
strategies as needed.

Implications and Lessons from the Scenario

This scenario highlights the practical application of management by exception and its
advantages:

Strategic Focus



By concentrating on the significant variance, the manager avoids wasting time on minor
fluctuations that are unlikely to impact overall results. This strategic focus enables rapid
response to critical issues.

Efficient Resource Allocation

Time and effort are directed toward areas with the most significant potential impact,
allowing managers to manage multiple projects effectively.

Proactive Problem-Solving

Early detection of large variances prompts timely interventions, preventing minor issues
from escalating into major problems.

Improved Performance

Targeted corrective actions based on thorough investigations can significantly improve
performance and help meet organizational goals.

Best Practices in Managing by Exception

To maximize the effectiveness of management by exception, organizations should consider
the following best practices:

- Define Clear Tolerances: Establish specific variance thresholds aligned with organizational
goals.

- Implement Robust Reporting Systems: Utilize technology to generate timely, accurate
reports that highlight variances.

- Train Managers: Equip managers with skills to interpret reports, conduct investigations,
and implement corrective measures.

- Encourage a Problem-Solving Culture: Promote proactive identification and resolution of
issues.

- Regular Review of Thresholds: Adjust thresholds as the business environment evolves to
maintain relevance.

Conclusion: The Power of Focused Oversight

Management by exception is a strategic management technique that empowers leaders to
prioritize their efforts effectively. The example of investigating a large variance in sales
performance illustrates how this approach enables swift, targeted responses to critical
issues, thereby enhancing organizational agility and resilience.



In today's fast-paced business environment, where resources are finite and markets are
dynamic, the ability to focus managerial attention where it's needed most cannot be
overstated. When implemented thoughtfully, management by exception becomes a vital
tool for maintaining control, driving performance, and achieving strategic objectives.

By understanding and applying this approach, organizations can foster a culture of
proactive management, continuous improvement, and strategic agility — essential qualities
for sustained success in any industry.
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