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Preface

his is my second book. My father always encouraged me to

write. He felt that it was a great way for people to share their
experiences with others. As a management consultant, he had a
number of stories that he loved to tell which encouraged me to
follow the same career path. In an average year, a consultant goes
through 10 client experiences, managing over 10 relationships
with each client. That’s 100 relationships a year, with another 100
added every year you’re in the business. As a result, management
consultants enjoy many more professional relationships than
people in other jobs—more than some people cultivate over an
entire lifetime. This wonderful opportunity also comes without
your having to go to the same office every day. Almost every day,
I’'m in a different city, plane, taxi, office—even in a different time
zone. It sounds tiring, but I don’t regret a single day of what I have
done in the past 30 years of my life, no matter how hard it has
been.

And this book is that story. I have seen companies of all
shapes and sizes in every part the world attempt to commit to
being strategy-focused and performance-oriented organizations.
From a major consumer electronics retailer in the United States
and a duty-free operator in the United Kingdom, to a Georgian
bank in Tbilisi and a family-owned business in Abu Dhabi, to a
telecom company in India and a stock exchange in Singapore.
Some succeed, some do moderately well, and some die.

This book is not about the theory of strategy and its
execution; I don’t have a PhD, and it’s too late to get one. It is
about strategy and its execution in the real world—and believe
me, after all I have seen, it is clear that the real world is different

XV



Xvi PREFACE

than what books make it out to be. In some markets, the strategy
can be complex. In other markets, the strategy is simple because
the market is simple. Irrespective of the complexity of the market
or the strategy, what matters is the execution. It’s about getting
the strategy executed, within the timelines you have, with the
resources you can bring to the table to achieve the results you
desire. That’s execution excellence.

In my first 10 years executing strategy as a consultant, I did
not use the Balanced Scorecard (BSC). Discovering the BSC
overhauled my approach and in the years since, I have found time
and again that there is no better framework to help you execute
strategy successfully. That is what this book is about.

The material is presented in two distinct parts. The first
explains how to design the BSC to execute your strategy, and the
second covers how to ensure its successful implementation. To
reach execution excellence, success in both areas is critical.

You will find many books on the subject of BSC or strategy
execution. This one takes a practical approach, using real-world
lessons to learn about what actually happens.

Enjoy the ride!
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The Global Business Environment
in Today’s Flat World

News Flows Faster than Water!

he problem with writing about global business is that every-

thing changes overnight. Today’s topics are not even tomor-
row’s history or news. The Internet, information technology (IT),
and the rapid globalization of businesses over the past 30 years
have made this possible. So you have to excuse me if I make some
comments today that may seem utterly meaningless a few years
from now. However, the good news is that in spite of this,
the topic of execution excellence will remain evergreen. It will
continue to exist as long as human beings exist, and corporations
exist with the intent to succeed. So, from that standpoint, your
investment in this book is safe.

Now back to global business environment. I started my
career as a young consultant back in Chicago in 1985. It wasn’t
easy. I remember one of my first clients, an industrial-crane
manufacturer on the outskirts of Chicago, telling me that he
wasn’t going to take advice from a 26-year-old Indian kid with a
funny accent. He even looked like Ronald Reagan, which made it
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more strange. What he didn’t know was that my boss, sitting next
to me, was actually of Iranian origin. Together, we fixed the
company in four months, and in spite of the client’s challenging
demeanor, he publicly appreciated the work we had done. An
Indian and an Iranian in the 1980s fixing a traditional midwestern
manufacturing company. My first experience in a flat world!

It may seem a unique event, but our friend was clearly not
paying attention to the world around him. In the late 1970s, the
gutting of U.S. manufacturing started, and original equipment
manufacturers (OEMs) seeking lower costs started moving plants
to China. I remember those days clearly. On my way from one
midwestern city to another, I drove through small-town America,
and it was clear how plant closures were destroying local econo-
mies. Main Street shops were shuttered and pawn shops replaced
them. I know this space well, because my colleagues and I
facilitated this process. We helped a large number of Fortune
500 companies across industries set up operations across the
world, mostly in China and India. I know that many people say
that the globalization of business began centuries ago with ancient
trading routes and has existed ever since. The shift also comes
from modern Western companies globalizing over the years. But
let’s be honest, when we talk about globalization today, it’s really a
BRICS story, and particularly the China and India story

What started as an OEM movement soon overflowed to
suppliers. If a large U.S. corporation set up a plant in China or
India, you could hardly expect the suppliers to all be based in the
Midwest. Soon the suppliers were being asked to set up operations
in China, near the OEM plants. Many of the owners of these
small and medium enterprises (SMEs), who had not even made
frequent trips to New York, were now being asked to go set up
shop in China. Some brave ones tried, and of those some
succeeded but many did not. They hoped that their other cus-
tomers would not do the same; however over a period of time,
most did. A considerable proportion of the SME businesses died
out and was soon replaced by local Chinese suppliers, who
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probably stole their technology. The large-scale manufacturing
movement to international markets helped the large corporations
survive, but killed many small and medium-sized businesses who
didn’t have the resources to compete.

Of course, low-cost manufacturing grew in emerging mar-
kets and created exports to high-demand markets. India built an
entire I'T industry that allowed for on-shoring and off-shoring of
technology and business processes. Through all this outflow and
inflow, the world became flat. Maybe this is what the original
discoverers of the continents meant; Facebook and Google made
it a permanent reality.

So Where Do We Go from Here?

All businesses today, whether local, global, or glocal, operate in a
flat world. A small pharmaceutical manufacturer in India com-
petes with local SME’s, large national players, small and large
regional players, and medium and large global players. Most of
these competitors operate like Tomahawk missiles fired from a
ship off shore. The small local players don’t see them till they hit
and by then it’s too late. The same is true for many businesses. ’'m
not saying that these small business can’t compete. In fact, often
it’s the large international players who underestimate the smaller
competitors. All I'm saying is that the world is flat and that’s how
it’s going to remain. So if one is writing a book about strategy and
execution, it is obvious that this strategy will have to succeed in an
environment of a flat world.

What Does That Mean?

1. From a financial perspective, it means that your financial
endgame needs larger aspirations.

2. It means your revenue drivers will have to include organic
and inorganic cross-border growth.
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3. It means your financial risk will involve cross-border cur-
rency risks as well as benefits.

4. It means your cost and efficiency will need to be globally
competitive, often having suppliers and employees off shore
in locations you could not imagine.

5. Your customers will be global.

6. Your brand will have to translate into many languages and
something globally meaningful.

7. Your relationship management skills will need to be much
better than the U.S. airlines that we tolerate today.

8. Your products will need to be competitive across multiple
customer segments.

9. Your innovation processes will need to design products and
services for multiple markets.

10. Your sales engine cost structure will need to profitably sell
high-value products in mature markets and low-value prod-
ucts in emerging markets.

11. Your organization will look like the UN, but will need to be
performance driven.

12. Your IT will be the glue that holds your organization
together and helps it deliver value.

If you are ready for all of the above, you are ready to execute
strategy successfully in a flat world. Let’s go do it!



The Evolving Role of Strategy

Is Strategy Dead?

‘m not a strategy guru. Neither am I a professor with a PhD. All

I'am is a simple practitioner of strategy, who has spent 30 years
helping clients execute strategy globally in places you wouldn’t
want to go. For the consultants who complain about travelling to
Chicago in the winter, how about trying to execute strategy in
remote areas of India, China, or Pakistan, or better yet in Tbilisi,
Georgia, with Russian tank turrets only a few miles away. For
30 years I have crisscrossed the globe helping clients execute
strategy, and I have a big secret to share with you today. Actually,
it’s the elephant in the room: It’s all about execution and making
strategy work! It’s not about the formulation.

So, is strategy dead? Not really. Remember, I said it’s about
making strategy work. To execute a strategy, one obviously needs
a strategy in the first place. However the one thing I will say is that
strategy is overrated. What’s the point of having a strategy that
can’t be executed? You may know the old adage, “Don’t fight a
battle that you can’t win.” I like to apply it to my work by saying,
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“Don’t call something a strategy if you can’t execute it.” A non-
executable strategy is meant for your bookshelf; maybe with all
the other theoretical consultant reports you may have collected
over the years.

Blue-Sky Strategy

There are plenty of words you can use to make basic things sound
very interesting. Take for example words like blue sky or moon shot.
They all sound really nice. To put it simply, it means something
out-of-the-box, innovative—something aspirational that you
want but don’t know how to reach, and so on. Nothing runs
with that and, I am sorry, you can’t run a corporation on the basis
of such a strategy. It can be one component of an overall strategy,
but not the whole enchilada.

Have you ever seen a blue-sky strategy report (sometimes
called a 30,000-feet report), or some of the reports of leading
consulting firms. They all sound very logical, fancy, nicely
charted, but can you execute the strategy? No way. There isn’t
enough detail to tell you how to move ahead. I don’t mind it.
That’s what keeps firms like mine, and many others, alive. Clients
hand us a report and say, “Here’s what the board mandated and
the consultants came up with. But we don’t know how to execute
it. Please help us.” This means they still need a strategy that has
the level of detail that needs to be executed, or an operational
strategy.

Back-to-Basics Strategy

If you look at the origin of consulting firms, about a hundred years
ago, they started with operational strategy. Many of them worked
with clients to help them improve processes, manage costs, and
drive enterprise performance. Over the years, starting in the
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1960s, as management education evolved and the business schools
starting turning out MBAs, and as companies began hiring them,
management thinking started to evolve. All of a sudden, there was
a burst of new management ideas, and the concept of strategy and
strategic planning came into play. The fact that faculty of some of
the leading business schools on the planet saw this as a revenue-
generating opportunity for themselves, in terms of books and
consulting contracts, accelerated the process. As the son of a
professor and consultant—and a consultant myself—I don’t think
there’s anything wrong with that. I'm just laying out in simple
terms what I think about the evolution of the concept of strategy
and the strategy planning process.

This definitely drove the evolution of new industry sectors
(e.g. business services, information technology), but most impor-
tantly, it accelerated globalization overall. As discussed earlier, the
era of the 1980s and 90s was the big bang era of globalization with
China.

Unfortunately, since then life has become somewhat boring
on the strategy formulation front. It’s somewhat like the current
trend of back-to-basics concepts in banking. Now that the banks
have had all the fun they wanted, including huge bonuses and a
near blow-up of the world’s financial system, it’s time to get back
to the basics of retail and corporate banking: deposits and lending.
Strategy has given us a lot of good things, butit’s also given us a lot
of bad habits, including the wave of mergers and acquisitions
(M&A). A CEO may think M&As are the best thing since sliced
bread, and turn around and sell everything off to concentrate on
the core business—and life goes on. This has repeatedly been
done in the past and many times destroyed enterprise value and
hundreds of jobs.

I think we are now back to the basics in terms of strategy.
CEOs and clients are looking ahead for an operational strategy
that works. It will have many motherhood components, but there
is nothing wrong with that. If you can’t get the motherhood
components right on a consistent basis, first focus on that. Once
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you get that right consistently, you may not even need the blue sky
strategy. Some examples of motherhood components are:

* Achieving consistent financial performance

* Creating a culture for performance

 Creating a culture for sales excellence

* Consistently meeting or exceeding customer needs

* Consistently delivering processes

* Optimizing the organizational structure and headcount
* Creating a mobile organization

How many times have I seen clients want to achieve the
above? Countless times over several decades. The goals are always
the same. How come with all the advances in strategy and
innovation, the goals stay the same? I think it’s because the
emphasis on sound operational strategy and execution has been
lost along the way. It’s time to get back to the basics, starting with
the question: What does an operational strategy mean?



Strategy Formulation

Building a Strategy that Works

‘m not a strategy professor, but I can definitely tell you, from
my perspective and experience, what strategy formulation is
about and how to build a strategy that works. I'll keep it simple.
Strategy is all about understanding the three components,
which are explained here and shown in Figure 3.1:

1. External Assessment: What's the relevant market and what
does it offer in terms of opportunity? What are the market,
competitive, regulatory, and other constraints or gaps?

2. Internal Assessment: What are our strengths, weaknesses,
and resources?

3. Way-Forward Strategy Formulation: What do we need to
do internally to successfully execute the external market
opportunity?

It’s as simple as that.

11
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1. External Assessment

d 2. Internal Assessment

g 3. Way-Forward Strategy

FIGURE 3.1 Strategy Components
External Assessment

There is no rocket science here, so I am not going to spend much
time on this. In old-fashioned terms, an external assessment is good
old market research, market intelligence, competitive intelligence, market
strategy—they all mean pretty much the same thing. A strong
external assessment involves reading everything there is about
the market, so you have clear answers to questions listed above.
Additionally to complete your understanding of the market, plan
on meeting with a relevant number of customers, regulators,
industry experts and competitors. This is particularly important
as, everything outlined in today’s Google world may not be entirely
accurate.

I have conducted thorough research like this many times
over the years, and I have realized that even mapping larger
markets in the world, such as China, should not take more than
12 weeks to complete. Use external advisors as a force multiplier,
if you want. Trust them but verify what they tell you.

Internal Assessment

This should be easier than the external assessment, because the
information you need should ideally be at your fingertips, but over
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the years, I have found that it’s surprisingly difficult to gather
reliable internal information. In some cases, it’s harder to get
information from internal sources than from the market and even
the competition.

A solid internal assessment requires pulling financial, cus-
tomer, channel, product, process, organizational, and information
technology (IT) data from within the organization. You would
think with all the billions of dollars of investments in I'T systems
and databases, this information would all be readily available, but
that’s not true. It takes about eight weeks to pull together strategic
data and verify its accuracy.

One important thing to remember is that the definition of a
client could mean different things to different departments within
the same organization. As you sort the data, it’s important to
understand the context as it applies to each source. Another
challenge is the simple law of the corporate jungle that information
is power. Even if certain information exists, you may be blocked
from accessing it.

Once you get past these difficulties, it’s time to augment the
internal assessment data by having conversations with the man-
agement team. While everything that is written down may not be
true, everything you need to know may not be written down.
Here, too, the conversations are not easy, and office politics can
be a stumbling block. People won’t speak up unless they feel that
the person they are talking to is knowledgeable, credible, and
trustworthy. An outside consultant can help you establish rapport
by moderating the conversation.

Getpastall of the above barriers and in about 8 to12 weeks you
should have a strong internal and external understanding of what’s
going on. Then, it’s time to document a way-forward strategy.

Strategy Formulation with the BSC

While the Balanced Scorecard (BSC) was designed as an execu-
tion tool, it really can help formulate the strategy also. Once you
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have completed a thorough internal and external assessment, try
to summarize your objectives using the four BSC perspectives:

1. Define your financial strategy in terms of the overriding
financial objective driven by a revenue strategy, a profit
strategy, a risk strategy, and a cost strategy.

2. Define your customer and product strategy to meet your
financial expectations in terms of your products/service strat-
egy, your relationship strategy, and your brand strategy.

3. Define your process strategy in terms of innovation strategy,
market strategy, sales and channel strategy, and delivery
strategy.

4. Lastly define the learning and growth strategy, led by human
resources (HR) and IT, that will help deliver your processes,
ultimately delivering your customer and financial expectations.

At the end of this process, you should have 20-25 objectives
that are integral to your strategy. These can be laid out in a
Strategy Map as shown in Figure 3.2, which is an example
Strategy Map for a real estate company looking to define its
overall objectives and set course for growth.

So what you end up is with a really neat and simple strategy
document of about 150 pages. The information usually breaks
down as follows:

 About 30-40 pages of strategic review of the market, based
on your external assessment.

* About 40-50 pages of a strategic internal review, based on
your internal assessment.

* About 30 pages detailing the resulting strategy and objectives.

* About 10 pages covering next steps—how you will pursue
that strategy.

* About 2-3 pages for the Strategy Map and Balanced
Scorecard.
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16 THE REAL WORLD OF STRATEGY

The result is a strategy that works because your 20-25
objectives are focused, covering the four key BSC areas. The
BSC and Strategy Map make it easy to operationalize these
objectives and understand how the many strategic components
relate to one another. Since you have used the BSC framework to
summarize your strategy, you now have a plug-and-play opport-
unity. Your strategy document typically ends with a Strategy Map
and a BSC and your execution document begins with the same.
Now you are ready to execute your strategy.



Strategy Execution

It’s All About the Implementation

We’ve talked extensively about greater need for an opera-
tional strategy, and the ability to execute it using the
Balanced Scorecard (BSC) framework. Since the following chap-
ters focus on the design and execution of a BSC, I want to make a
tew strategic comments here about what to expect during the
process.

Here’s my list of top 10 things an organization needs to get
the execution right:

1. The top 20-25 strategic objectives should be clear.

2. They should be balanced, covering financial and non-finan-
cial aspects of the business.

3. The targets should be a balance between aggressive and
realistic. Only a few should be aspirational. Remember you
are running a marathon, not sprint. Companies are meant to
live 100+ years.

17
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10.

THE REAL WORLD OF STRATEGY

. The board, CEO, and management team should be aligned

and believe the strategy can be executed. Remember don’t
fight a battle you can’t win.

. Most of the competencies of the existing employees can help

deliver the strategy combined with some strategic hires to fill
the gaps.

. Your organization will get stretched in terms of its com-

petencies, but your people know how to get there.

. The execution should show some immediate results within

the first year, with most of the results coming in by the third
year. If you can’t execute the strategy within three years for
your core business, your long-term goals are dead.

. You have a world-class project management office (PMO) to

help manage the execution of strategy while the management
team does the executing. The management team can’t do

both.

. You have a great communication strategy—both internal

and external—that follows the basic principles of good
communication. Decide clearly what to communicate,
when to communicate and how to communicate.

The organization is motivated enough that it wants to
succeed, win, and, most importantly, punch above its weight.



The Business Planning Process

Don’t Let the Process Overrun You

owadays at some banks, the compliance team is larger than

the relationship management team, and the paperwork
often overwhelms the people. The same is often true with
business planning and its process. It becomes an endless task,
with infinite meetings and a parade of external facilitators. Rather
than listening to their gut and employees, many management
teams spend an excessive amount of time listening to consultants.

The process becomes so cumbersome that the budgets and
the strategic planning process often don’t match, and the process
extends into the year that it is supposed to start delivering value.

When done correctly, the whole business planning process
should not last more than a quarter. Figure 5.1 outlines the five
simple steps of the business planning process.

I have a few simple recommendations on how to approach
the business planning process, based on the Business Scorecard

19



¥0°90°70

Jadeyd

80B}-0]-80e
O} UORIBA 515Uy ol /EWI-T

pu3

ueld ssauisng

18097
xed
sligow /auoyd

Aejeg

ssso0.d ans ||

X0Q jUSWWOD N uswnood mEll w
oseqele m—

3|l oUo0SIT

malney
|euonesado

|19A87 [euoibay

*® Ng palreled
(ueld uonoy
—{ % sj09loid) ueld
uonejuswsidw|
Bunebpng »

Buluueld |eroueul

I

uoneal)
$0849 [euoisinig
pue syesodion

1

malney Abarens
wnpoid /1enN

r Y

<«—— uer-09q —»

«——— 99(-AON —»

<“«——/ON——>

MaINeY
ABejesg oljoiod

$s9001J Suruue[q ssaursng

ss890.d J8UIO
04}/0} 10}08UUOD

o  Uoswed

1'S 3ANDIA

-
|

SO0 [euoibay

<« NONPO —»

puz/uElS D AseL
JIVEDT] v
|leusalu|
sisAleuy |eulaIx3
sisAleuy

® S0UBULIOHDd

ng % ayesodion

ssauisng

(_yeis )
«——— Po-deg——»

aresodion

wswubly uswubiy SpIed8IndS sanoslqo MBIABY UOleniS
suonesadQ ¢ 196png SoAlenU| pooue|eg a1eal) oifeens auleq juauIn) % SiIsAleuy [eolOISIH
g daig v dois ¢ doig g daig L deig

20



The Business Planning Process 21

(BSC) framework. If you can make this work, you should be in
good shape.

 Formulate your strategy, and set your top 20-25 financial and
non-financial targets.

* Clearly define your list of the top 20 of projects/initiatives to
help deliver your strategy. Compute the fiscal, people, and
technology investments required to deliver them on time.

* Translate the above into a detailed budget document align-
ing both your strategy and financial plans at the enterprise
level.

* Cascade your strategic planning and budgeting processes to
the division or departmental level.

* Iterate between enterprise and department/divisional level
budgets and strategy till both are aligned.

* Create individual performance measures that align to enter-
prise performance.

Ownership

Needless to say the strategic planning unit, along with any external
advisors, owns the strategic planning process, but the ultimate
ownership belongs to the CEO and the management team. This
seems obvious, but you’d be amazed how many times I find the
strategic planning head being put in a difficult spot when it comes
to ownership and accountability. Hence, even if the strategic
planning unit has done a great job of doing the analysis, pulling
the deck together, and providing some strategic insights, the
ultimate responsibility related to performance, or lack of it, is
with the management team. Managers who understand this will
not ask the strategic planning head questions about performance;
but instead question themselves or those around the table.
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Introducing the Balanced
Scorecard

Circa 1992 and Still Going Strong

History

Hundreds of professors, consultants, and thought leaders every
year, come up with what they think is the next big management
concept or idea. It has sort of slowed down in recent years, but the
ideas still flow. As can be expected, ideas tend to come from the
more renowned business schools and firms.

Around 1992, one such concept emerged from the research
of Robert Kaplan, a Harvard Business School professor, and his
associate David Norton, a business theorist and consultant. What
they found was not surprising. Most firms are unable to execute
strategy for a number of reasons, including lack of a clear vision,
misaligned competencies, too much focus on financial perform-
ance, and other pitfalls. Rather than focusing on building the next
best mousetrap in terms of strategy formulation, Kaplan and
Norton focused on building a framework for strategy execution.
That makes sense. What’s the point of having a strategy if you can’t
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26 INTRODUCING THE BALANCED SCORECARD

make it work? The result is what is now known as the Balanced
Scorecard (BSC).

In 2015, I can still write a book about a concept introduced
in 1992. That shows how valuable Kaplan and Norton’s work is.
Many management ideas have come and gone in the past, many
have a sell-by date because they rely too heavily on trends that
disappear. If you talk to companies around the world about what
framework they currently use to execute strategy, many will tell
you they rely on the BSC. Even the well-known global con-
sulting firms, in spite of being intellectual powerhouses, more
often than not will use the BSC, as opposed to developing their
own tools and theories, to help clients execute strategy. Suc-
cessfully executing strategy is critical to the success of most
firms; this chapter elaborates how best to use the BSC to make
this happen.

Basic BSC Framework

Plenty of books have been written on the subject, so I am going to
dispense with the theory, and do a quick and dirty introduction to
the BSC. Then, we can move on to the more interesting stuff.

The BSC has two key pages. The first is a Strategy Map. A
Strategy Map identifies the top 20-25 strategic objectives that a
firm is seeking to execute in the four key areas of finance,
customer, process, and learning and growth. You've seen a sample
strategy map in Chapter 3. Figure 6.1 provides another example,
this time in the banking industry.

Many times, a first look makes this map seem a lot more
complex than it really is. Some clients find it too unwieldy and
detailed, but with some time and coaching they will understand
how this document makes their lives easier. As we move ahead in
this book, you will draw these better than I can for your firm.

The second key page is the BSC itself, which has a tabular
format (Figure 6.2). There’s no rocket science here. Each
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Introducing the Balanced Scorecard 29

objective has associated measures that allow you to track your
progress. It also designates an owner for each objective. This
makes it clear who is responsible and if the plan is being executed
as planned.

"The list of objectives from the strategy map is in the leftmost
column. The associated measures used to track progress are in the
following column followed by units of measure, frequency, actuals,
targets, and a link to identify the initiatives being deployed to
ensure delivery of strategy. The responsible individual is also
named for each objective.

If you'd like to round out your BSC, you can add a few
pages, such a table tracking the progress of key initiatives and a
discussion about next steps. The beauty of it is that if you keep it
simple, it can be amazingly effective in helping you track your
performance on delivering strategy on a focused basis. The key is
to keep your focus on executing the strategy and not let running

the BSC become the endgame.

Design

Designing the strategy map and BSC can seem complex, but if
you have a good strategic mind and a team of the key executives
in the room who need to own the delivery of strategy, it can be
done in a reasonable amount of time. I've designed them for
Fortune 500 companies and find that 8-12 weeks is sufficient.
In the heady early days of the BSC, the programs could run
longer than four months. I honestly believe that the problem
came from consultants who were eager to make more money
than any need for the program to run that long. That being
said, it’s better to have an expert help with the design so you get
it right the first time without any internal political pressures. In
short, bring in a consultant, but be clear about your needs and
timeline.



30 INTRODUCING THE BALANCED SCORECARD

Implementation

Once the design is done, it should take no more than 45-60 days
to get it up and running. The typical approach is a monthly
management meeting with all key executives in the room, using
the BSC to review monthly performance, with the BSC coordi-
nator facilitating the meeting. The meeting should last for no
more than a couple of hours, and it really needs to be a focused
discussion on performance, what’s blocking it, and how can that

be fixed.

Cascades

Cascading is building BSCs for the business units or key func-
tions. The design and implementation process is more or less the
same, and the designs could be light or regular depending upon
the situation. These BSCs could seem more operational in terms
of objectives because as you go deeper into an organization, the
objectives can become less strategic and more operational. The
cascades are typical owned and run by the business units and
functions they were built for.

Individual BSC

The primary objective of the BSC was to focus on enterprise
rather than individual performance. It was really designed for the
CEO or business head, and the strategic planning unit. However,
over time, since driving individual performance was observed to
drive enterprise performance, the human resources (HR) folks
picked up on the framework. Today, my assessment is that in at
least 50 percent of the cases worldwide, the BSC is being used
primarily to focus on individual performance management. That
being said, HR has gotten a bit carried away, which is why you
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Sr.

No Perspective CEO Weighting Target
1 Finance 1: Market Capitalization / PE Multiple 20%
2 %’é, Finance 2: EBITDA% 15%
3 Finance 3: Working Capital / Net Cash Flows 15%

Customer 1: Internal Customer Survey / Employee

Survey %

Process 1: Cash Conversion Cycle 15%

Process 2: # Initiatives Conducted to Increase Inter-

o
departmental Communication 10%

Learning & Growth 1: Implementation of the

Balanced Scorecard 10%

* &

FIGURE 6.3 CEO Individual BSC

might find individual scorecards that have 20 objectives and 20+
measures. You would probably also find that they don’t work!
There’s no surprise there. It’s hard for an enterprise to deliver on
20 measures, so how can a single individual do so?

A good individual BSC identifies 5-7 measures, a combina-
tion of financial and non-financial. Figure 6.3 shows an example
of an individual BSC for a CEO.

Of course, all individual objectives should be linked to the
enterprise strategy. Here’s a simple example: If the enterprise
strategy is to maximize revenue from existing clients, what do you
think the focus of the individual BSC for the sales head should be?
A right answer could be as simple as: Grow revenues with current
accounts.

Using the BSC to Formulate Strategy

This is probably the most important discussion in this chapter. A
long time ago, I asked one of the creators of the BSC, a simple
question: How come the BSC is not positioned as a framework to
formulate strategy in addition to its execution? The key point in
his response was that CEOs really want to feel like they own the
strategy and that it is articulated in the way they prefer. There are
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also other management concepts that focus on the creation of
strategy. Additionally, he pointed out, since the challenge is the
execution, rather than the formulation, why not just focus on the
execution itself?

There is, however, an alternate reality. The response above is
based on a key assumption that most companies have a rock-solid
strategy document that can be converted into a BSC for strategy
execution. That assumption is incorrect. In many firms the strategy
document is too blue sky, too budget- or market-research
oriented, or doesn’t exist at all.

"This problem is especially rampant in the Middle East, and
Asia, and also for mid-size firms globally. So it’s not been unusual
to find that when we are tasked with designing a BSC for a client,
and we ask for a strategic plan, we don’t get much. It almost forces
us to turn the BSC program into a strategy formulation and
execution program. There’s nothing wrong with that, but it’s
better to be honest about what you are working toward. If you feel
that your strategic planning document is not up to speed, then let
the BSC program also be used to validate and enhance your
strategy. End your strategy document with a financial, customer,
process, organizational and IT strategy. That way, you can
seamlessly bolt the BSC right onto your overall strategy. The
purpose of this chapter has been to really give you a very quick
introduction to the BSC. We are going to do a deep dive in a
number of these areas but at least for now we aren’t flying blind!



Challenges in Implementing the
Balanced Scorecard Successfully

Time to Put on a Helmet!

F or the past 20+ years, when I have worked on BSC programs,
a typical question from a client is: How many clients still have a
successful BSC program running? Most consultants or BSC coordi-
nators would fudge an answer, but the honest reality is that at least
50 percent of them fail. That statistic is enough to scare anybody
from using the BSC for strategic execution, butitis better to know
the potholes before you start off on this journey. My opinion is
that doing so will make sure you do an excellent job winding
around the potholes, or better yet making sure they don’t exist!

There are many challenges in implementing a BSC program
successfully, and I have split them into three buckets: general,
design, and implementation.

General Challenges

General challenges that firms face while implementing a BSC
typically pertain to the existence of an actual, updated strategy,
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having the right sponsor with the right focus, and ultimately
appointing the most appropriate coordinator to drive the imple-
mentation. The following are the biggest challenges in this area:

1. You don’t have the right sponsor. For a BSC program to
succeed, the ideal sponsor would be the CEQO, but a c-level
executive is required at the bare minimum for this role. If you
don’t have that, you are in trouble. Without c-suite sponsor-
ship, there is a high likelihood that your resulting BSC will
turn into a management information system (MIS) tool or a
performance management system run by human resources
(HR). These MIS and HR implementations may be mis-
aligned with the enterprise strategy. It’s what I call looking
London, talking Tokyo!

2. Your sponsor has a distracted mind. I'm not trying to be
mean here, but there are plenty of CEOs on the planet who
have shorter attention spans than a hyperactive kid. Many
CEOs will read a new book or learn a new managementidea at
a conference, and immediately want to implement it—that is,
until the next conference. Soon the previous initiative is forgot-
ten and there is a new flavor of the month. Remember,
running the BSC is not like an initiative with a start and
end date. It’s a strategy deployment framework that is always
on, very much like monthly budgeting process. The problem
is that if the sponsor thinks that the BSC was a great initiative
and now that it is done, it is time to move on, the BSC program
will fail. What’s important for the boss is important to the rest
of us. That’s human nature. Once the boss is not interested in
something, everyone else also stops paying attention to it. In
that case, you might as well bury it.

3. You are missing a strategy. As I indicated in the previous
chapter, the BSC was designed to be an execution tool, not a
formulation tool. It assumes that there is a strategy document
in place, or at least the strategy is thought through so that it
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can be validated and executed using the BSC. If you are
missing that, there is no harm in combining a bit of strategy
formulation at the start of the BSC program to ensure it
succeeds. Otherwise, it will fail.

4. You picked the wrong BSC coordinator. The right BSC
coordinator can make or break a project. The worse thing to
do is to treat the BSC as a strategy audit tool and pick someone
from internal audit. Let’s be honest. Who wants to have an
honest conversation with an internal audit person, who can
only count the trees but can’t see the forest?

Design Challenges

"This is a big one. If you don’t get the design right, you’ll be stuck
implementing the wrong strategy and driving down the wrong
road. Here are the nine top pitfalls to avoid:

1. Too many or too few objectives. A good BSC design has
about 20-25 objectives; that’s five for each perspective. The
more objectives you pick, the harder the strategy map
becomes to read. This blurs the causal relationships between
objectives. On the other hand, if you do not have enough
objectives, it basically means you have missed 50 percent of
your strategy. Good luck with that!

2. The objectives are too verbose or too vague. People
sometimes get carried away with what they want to say in
an objective. They make it so detailed that it is not readable.
Others tend to be so blue sky and vague that the objectives are
almost motherhood. The problem with that is, when you read
it one month later, you will have forgotten what you were
talking about and what specific area of strategy you wanted
to focus on. Keep your objectives clear and concise. See
Figure 7.1 for some examples of what works and what doesn’t.
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Plan to continue to
Continue to grow grow the revenues
Grow revenues revenues with the of the company

with new accounts acquisition of new with the

acquisition of new
customers’
accounts

accounts

Good Bad Ugly
FIGURE 7.1 Good, Bad, and Ugly (Design Challenges)

3. Too many measures. The classic BSC design includes one
lead and one lag measure per objective. (We will get to what
this means later.) That means for 25 objectives you have 50
measures. My view is that this is great in theory, but way too
much in practice. The human mind is not designed to respond
to 50 measures at one time. Also, at any given time some will
be on target and others off, which makes it difficult to figure
out if you are in good shape or bad shape. The indicators go in
both directions.

4. The wrong measures. The biggest problem with measure-
ments is that it is an art and science. People select the wrong
measures all the time and, even worse, they spin them to look
good and hide a grim reality. It reminds me of a story I once
heard about a Russian tractor factory that measured produc-
tivity in tons. The manufacturing head simply increased the
weight of each tractor to show that productivity was up.

5. Is the data available? This is a big issue. It’s great to select the
most appropriate measures, but is the MIS system in place to
track them? There’s no question that it’s important to track
what needs to be measured rather than measuring what is
easily available. However, if you design a BSC around mea-
sures that are not already collected, then you have to wait six
months for the MIS to be put in place to track them. The BSC
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is dead on arrival. By the time you have the data and start
reporting the scorecard, it’s too late to execute the plan. Be
realistic about the data resources you have available.

6. Wrong ownership of the objective. We are going to talk
about this at length in Chapter 10. The ownership of the
objective has been given to the wrong person whose opera-
tional responsibility is not in the area of the objective’s focus.

7. Wrong target setting. Too many stretch targets are set, so
every time you report a BSC, you have too many reds on the
board. What a de-motivator! Remember that only 3 or 4
objectives out of 25 should be stretches. Succeeding on those
is enough to deliver a strategy. Don’t overdo it.

8. Poor initiative mapping. Most executives don’t understand
the definition of an initiative or a project, and how it varies
from standard operational responsibility. If you try to
map the existing initiative list against the BSC objectives,
you might have trouble. We will address this issue in
Chapter 14.

9. Cascaded design doesn’t match the enterprise strategy.
If you want a strategy-focused organization, using the BSC
cannot be limited to only those who have the keys to the
executive washroom. The strategy has to flow through the
organization using BSC cascades. Make sure the cascades align
with the enterprise strategy. For example, if the enterprise
strategy is to drive profits faster than revenue, the cascade
strategy cannot be to grow revenue faster than profits.

Implementation Challenges

If you get the design right and you blow up the implementation,
all you get is a nice BSC strategy map and design that, at best, you
can frame on the wall like a piece of art. That wasn’t the plan. The
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whole point of the BSC is to implement strategy, so follow it
closely. Here are the seven biggest pitfalls to watch out for:

1. It took too long to go live. The design got done but then the
BSC coordinator took time being a perfectionist and delayed
the BSC launch. The problem is that human nature has a very
short attention span. If you don’t get something going within
60 days of completing the design, the momentum is lost.

2. You are looking for 99.999 percent accuracy. We selected a
set of 30-40 measures. You could go crazy writing out the
formula for each measure or trying to assess the accuracy of
each one as if your life depended on it. That’s the wrong idea.
The purpose of having a measure is to ensure that we are
driving the strategy in the right direction at approximately the
right speed. That’s all the accuracy we need.

3. The data for many measures is not available. The MIS
system is weak, resulting in difficulty in pulling the data. We
will talk about automation soon.

4. The monthly meeting is not happening on time. A typical
BSC review is a monthly review. Due to hectic travel sched-
ules, the meeting gets moved around. This is a bad idea and
will cause the process to fall apart. The seventh of every month
is a good standing date to do a review.

5. The BSC coordinator has to defend the reds. The meeting
happens, and the BSC get reported. Guess what? It’s a bad
month; there are too many reds. The BSC coordinator is
forced to defend them, even though that’s not his job. The
objective’s owner should defend performance. The BSC
coordinator is just a facilitator with good insights.

6. Nothing happens. The whole point of a BSC program is to
observe the challenges in executing strategy, and react to them
to drive change. If your BSC reveals issues, you need to address
them immediately. Otherwise, nothing happens, and month
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after month, you keep reporting the reds and not reacting to

them. Then, the BSC program has failed.

7. There are too many changes to the design. This happens
often. The BSC starts getting reported but at every meeting
somebody tries to change the objectives, measures, or targets.
That’s okay for the first month or so before the design has
stabilized, but after that, if you keep changing the design, there
will be no consistent reference points left, and the scorecards
will not reveal anything because comparing months will be
like comparing apples to oranges.

If you can overcome these challenges, then there are happy
days ahead, both for the organization and the shareholders.
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Designing the Strategy Map

Keep It Lite

Introduction

"Talking about maps reminds me of a recent trip to London. I was
riding in one of London’s famous black cabs and the driver was
complaining about how Uber has made life hard for London
cabbies. Cab drivers need to spend over three years memorizing
London street maps before they are allowed to drive a cab, it was a
huge time investment but it kept competition low. Now, all these
Uber drivers relying on Google Maps jumped in and snagged
fares without having to spend three years studying. The new
competition was driving the cabbies crazy.

This offers two great insights for us and business leaders
around the world concerned with strategy. The first is that
whatever technology you use, you need to have a map to find
your way around your market. The same is true whether you are
providing a taxi service or servicing customers around the world.
The second insight is even more important. It’s the idea that
technology can be a great disrupter, and the person with a better,

43
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more dynamic Strategy Map can become competitive and very
quickly threaten your business. So, mapping your strategy correctly
and bhaving an excellent framework is critical to execution excellence.
Let’s talk about Strategy Maps.

Design Methodology

Designing a Strategy Map for an organization should be easy, butit
often is not. You might assume that if you simply read the strategy
document carefully and takes good notes, the top 20-25 key
strategic objectives will leap out of the pages for you to capture
in a strategy map. Unfortunately, it’s a bit harder than that. As we
have discussed, in many organizations the strategy document does
not capture the full strategy. Everything that is written may not be
fully accurate and everything that is currently happening may not
be written down. Developing a good understanding of a firm’s
strategy requires one to carefully read all internal and market-
related documents, but also have frank and confidential one-on-
one conversations with key members of the leadership team.

These one-on-one confidential conversations are critical.
Most executives within an organization have a clear view of
strategy, more than we have given them credit for so far. The
problem is that nobody has listened to them intently or made an
effort to put all the pieces of the puzzle together.

When the conversation is done by an internal executive (e.g.,
the strategy head), there is a possibility that the executives may
speak up, but there is also a big chance that they may not be totally
open about their views. This is especially true in Asian, Middle
Eastern, and even some European markets, where speaking
openly or criticizing the boss or the organization is not considered
appropriate or professional. Often it’s best to have a BSC spe-
cialist run the conversation. Of course, having a great conversa-
tion and being able to challenge some of the points being made
depends on the BSC specialist who is directing the conversation.
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It’s important for this person—especially if he comes from outside
the company—to have strong insights into the relevant financial,
customer, process, organizational, and technology areas. This
takes thorough preparation.

"The conversations should aim to cover the person’s views on
the following issues:

* The overall strategy of the organization

* The strengths and weaknesses of the organization

* The positive and negative factors of the boss

 The positive and negative factors of professional peers

* The quality of their own team and its ability to deliver the
strategy

As long as the executive is confident that the conversation is
confidential, and that the person she is talking to is credible and
knowledgeable, the conversation will flow and great insights can
be obtained.

Once you have collated all the inputs from the conversation
and has absorbed the insights from the documents, it’s not hard to
build a Strategy Map that does what Google Maps is doing for
Uber drivers—and a lot of us nowadays.

After the one-on-one conversations are complete, it also
helps to build the management team’s consensus on the BSC
program. After all these are the same executives who need to own
the BSC and Strategy Map and its execution going forward.

Strategy Map Design Components

The traditional Strategy Map has four perspectives: financial,
customer, process, and learning and growth. Each of these per-
spectives addresses unique business elements and topics. Figure 8.1
provides a template that gives you an idea about what each
perspective includes.
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FIGURE 8.1 Generic Strategy Map

Financial Perspective

Let’s face it. All businesses are in the business of making or
managing money, so it’s logical that the Financial Perspective sits
at the top as the final endgame. This does move around when we
design Strategy Maps for support functions or government orga-
nizations, where it’s more about financial accountability but we
will talk about that later in this chapter and also in Appendix A.

The overriding financial objective is aptly called F1. You find
this by answering the question: What’s the financial endgame? In
my experience over the years, I see only three:

1. Grow revenue faster than profit.
2. Grow profit faster than revenue.
3. Forgetabout profit, let’s just focus on maximizing market share.

You’d be amazed, but there are many CEOs who don’t know
which of these they want, or say they want all three at the same
time. Making this decision takes total clarity because, at the end of
the day, the F1 objective drives the rest of the strategy.

Sitting below F1 are, typically, 4 or 5 other financial objec-
tives. I like to organize them by keeping revenue drivers on the
left, risk-management objectives in the center, and cost/efficiency
drivers on the right. Figure 8.1 reflects this and gives you a sense
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of what the generic strategy objectives should be, so when you
document the detailed objectives, you haven’t created an
unbalanced scorecard by omitting any key area. For example, a
financial strategy cannot be about only revenue growth; it also
needs to cover risk and cost.

Customer Perspective

The next level is the Customer Perspective. The logic is clear. If
you have a happy customer, you should fulfill the objectives in
your financial strategy. Generally speaking, there is no real
benefit to meeting customer expectations if it doesn’t result in
any short- or medium-term financial gain.

The question that most frequently arises during discussion of
the Customer Perspective is: If we do everything right in terms of
processes, what are the key customer expectations we need to meet in
order to accrue the financial benefits we are seeking? Customer
objectives are generally written from the customers’ perspective
and they tend to cover the following three key strategic areas:

1. Product and Service attributes, in terms of price, timely
delivery, and cost.

2. Effective management of the customer relationship.
3. Success in meeting customers’ brand expectations.

As in the Financial Perspective, these areas appear on the
map in that order, from left to right.

Internal Perspective

"This perspective focuses on the key process areas that an organi-
zation must excel at internally. Again, these are broken into five
focus areas to keep it balanced:

1. Identifying opportunities
2. Innovation — developing products/services to meet those
opportunities
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3. Sales and marketing effectively to leverage those opportunities
4. Delivery excellence
5. Excellence in service or product quality

The topic of process excellence is vast, and so many books
have been written about it. Companies spend big bucks to make
sure they have the best process framework for their organization.
Despite years of focusing on process, most organizations screw up
regularly in this area. I believe the BSC, and specifically the
Strategy Map, can play a very significant role in identifying and
prioritizing the key process areas that you need to excel in order to
drive strategy execution. Let me explain how.

The challenge of real process transformation when driving
strategy is the ability to prioritize and determine which processes
have a significant impact on reaching your strategic objectives.
Besides the obvious 80/20 rule—20 percent of the processes result
in 80 percent of the impact—my approach is to prioritize pro-
cesses that drive performance. It includes, but is not limited to:

1. Processes that have a high cost per transaction
2. Processes that have a very high frequency
3. Processes that have a significant impact on customer satisfaction

If we use this approach and combine it with four or five of the
internal perspective focus areas identified above, I think there is a
real chance of ensuring that executing the strategy using the BSC
is successful.

Learning and Growth Perspective

The Learning and Growth (L&G) perspective has always been a
bit wordy, but it addresses how an organization can learn and
grow from a human resources perspective, using technology as an

enabler. The typical five areas that define L&G include:

1. Organizational framework, structure, and role definition
2. Organizational culture and climate for action
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3. Performance and compensation orientation

4. Strong information technology (IT) backbone at the enter-
prise level

5. MIS that can drive strategy and provide insight

The essence of the L& G perspective is thatan organization’s
people and technology drive processes. That, in turn, helps meet
customer expectations, which helps meet the shareholders’ finan-
cial expectation. It also emphasizes that people are the foundation to
a successful strategy of a firm. I agree and disagree. I have seen too
many examples of a company’s progress being impacted due to an
excessive focus on carrying the people within the organization.
Thatis why I always say, “People are important, but not at the cost of
progress.” I know it sounds contrarian, but it actually highlights
how importantitis to have the right people on board. That might
mean identifying the wrong people and helping them find where
they’d be a better fit, allowing you to replace them with people
who can better help you reach execution excellence.

Impact of Industry Customization and
Support Functions on Strategy Map Design

Needless to say, the Strategy Map needs to be unique for your
organization, and industry. Figures 8.2 and 8.3 provide a sample
Strategy Map and Scorecard for a bank. While there are no
generic Strategy Maps, Appendix A includes samples for a num-
ber of different industries: retail, telecom, manufacturing, real
estate, hospitality, higher education, the public sector, oil and gas,
fast food, and pharmaceuticals. The bottom line is there is no real
difference in the perspectives the Strategy Map includes, however
the design is influenced by the industry and whether it is for a
support function or not.

Support functions do not often have a direct revenue-
generating objective, but they have serious financial accountability.



deyy o18e1eng ordureg yueg Hqy

splemal pue
Juswainseaw ybnoiyy
2inyno aouewloLed

ybiy e Juswe|dw| @

Bujuren
pesnoo} Aousiedwod

aoueyue Apueoyubis @

IoenueIBYIP
®>_H:¢QEOO voqol

9 ABojouyoe) ebeiena

seonoeid
Jeuoneziuefio ssejo-ul

@ -1s0q ozieUOANIISU| @

OINd SSEf-ul
-159q € 8ZI[euonnisy|

Buioinosino
2 UOIEZ|[BIJUSD
‘uonewoine ybnoayy

sessa00.d souByUT @

soueldwod
® Jpne ybnoiy
@oueUlaA0B an0idw)

|19$-X 8AlIRI0qR||00
% s[puuByd ybnouyy
yimo.b aaup ABuons

)

uoneaouur ybnoiyy
Bunieyo anoidw)

-9 % [oUUBYO
oAljeUIB)[E BSBBIOU

abuel
10npoJd aaedwos 3
apim B sey yueg Og <®

sjuj0d-Yono} |[BSS0.0B
ooualIedxe Jewolsnd
1s8q 8yl sey xueqd Om_<®

sueq usalp ABojouyos]
% Alpusyy Jawoisnd
® Sk yueg Ogy 99s | @

19piroid sa0IAIes [BloUBULY
pausyeid Aw s jueg Dgy.

@

Aurenb
19ssE aaoldwi
R )SH 2onpai

oseq Allgel|
afeuew g swoou|
JuswisaAu| 8dueyug

(9

EXCTEREN ]
Buioueuyy 10U ¥
JNS ‘eresodiod ping

wdiooy aibsiens
ybnouy} xooq
|euOleUIB)UI MOIL)

®

Alqenyoid
aleys 19yJew
|le1a1 9sBaIOU|

Aousioiye
Buneiedo

anoidw|
@

Alpnissalbbe
ymoub sigemyoud sauqg

Z°8 }UNDIA

juiea

Jawoishn) s985000.d [BUJBIU| ymmoun) 3 bu

[
@,

|eoueuly

50



pIe09100g Emﬁmm Jueq DIV €°8 UNODI4

ASojouyday g sdO — peaH| A - 251330 uswWaSeue 159f01d 403 SWH | T O ssep-ui-saq e azijeuonmnsu | $91
H 31055 Asning juswieBeueiy J01USS | T
— N e aq o 3 o
A=) = = S39001d AZ0|OUUPSL 103 SW | T e Cen = G -]
>
o) 31055 xapuj d2ueldwod ¥H | =
—pea d 19-ul- q =
ER=EEER =x 51055 Aonins ssAojdwia | T 20 (W
. oo X SoN SUOII0WIOId JO ISqWINN | Spiemoi pue Juswansesw | 3
=) =5 % 3505 Aie|es [5101 3O % UOREsUSdWwoD S|Geen | T y3noaya 21myn> ssuewIoad YSiy € Juswajdu) =
=
H 21035 Asning juswieBeueiy J01uds | € ®
5
YH—peaH| H % Sujuies}-a jo uonez z 143 pasndoy 1uS, o1
H “soN 2oAojdwi3 / shep Buuter | T
- oo, A Suney sSuney 3pny Aiolensay | ¢ wpne soueuIonod sar
St = PESHI— Suney sSupey upny [ewiaul | T 3 up!
© % 1€301/SUXaL SWAD/SNLVY | €
Bunasiien — pesH|[ O % 1e301/SuxaL 23U 118D | T e 2 | y> anneuwsalje vdi
° % |e101 /suxi] Bupjueg 1ouiaaul | T
(o) % uonenauad |35 ss04D Juawiedap-aaiul | v
(o) “SON 12wWw03snd Jad SIONPOoJd |1BI9Y JO "ON :I9S-X | € -
Bupjueg a|esajoym — pea =
PIUeE SIESSIOUM = PESHI asn s1npoud jje 103 youeiq/sates | z ' 2 8noaus yimoas anup ABuons | £9' | 2
]
W % S5ueWi0}15d OVY Youeig | T a2
W asn S5Ao|dwia/a505 Buneisdo | v
H 21035 Asning sawolsnd jeussuy | € Supanosino
ASojouyday 18 sdO — pesH - sossorons zd1
W % Siomau/510113 $59301d | T
W “SoN $5559501d A2> 103 SVIS | T
© “SoN >opul SA o8uey z
Sunasyien - pea uonenouus ysnoya Buusyo snoiduw
ANIBN - PeaH - =on s aroon T n 1 4Snoay3 Bupiayy 1| Tal
3 E
Supasien — pean W % uonuNY JBWOoISND | 7 Sswutod-yanoy -
H 21005 Xapu| uondejsSnes JsWoIsnd | T Il ssoJde 32uaLIadxa J3WOoISNd 353q Y3 sey sueg D9V o
Bupjueg |1e39Y — pe3aH A asn SIONPOId M3N WOI) SNUINY T @8ueu 1onpoad annnadwod g apIm e sey jueg DaV €D £}
BunoeN —pesH | A SoN J2Wo3snd J1ad $39npoad 3O "ON :II9S-X | T J9pinoad sadiAis |eppueul paiiajeid Awsiyueaday | 2o | 2
W % |e101/suxa] Bupjuegs | Sueq usaup =
'sdo - pea| )
4787540 - PESH I — 31005 Xapul uonoEjSRES PWoISND | T g Ajpusiiy esejuegogyaas| | ©°
soueurd - peap |2 asn Sohoidwa/onuanay | z Aouspiyye Supesado snosdwy | £3
) % SnuSASY |€301 JO % 3500 BuREIsdo | T
W asn Sesso1 |euonessdo | ¢
JuswaBeuen sy — pesH Ajenb jasse anoadwi; 'g ysu 2onpai AlBARdeYI | 94
* P W % Sueol [e301/1dN | T ! 5 pasfi o
W % Spunijo3sod | €
suswiIsaAU| g Ainseail — pesH | A asn Suipea] Ale1a11doad Wiol) swooul | T aseq Aungen g swoouy s4
W asn Swooul JusuUnsaAU] | T
W asn 3L 140l wioy swiooul | €
Supjueg |euoneussiul — pead uLd100; 00! 1231 Mo
> al " il PesH w asn 9z1$ 009 |euoneUIdU] T 3unci004 of A a N N ° vd w
W asn Swiosur UosSIWoS> 5 5951 | € H
Supjueg 1e39y — peaH | W asn anuaney €39y | Algeayoad aieys 1oxew peras aseanul | €4 | 2
W % 3ieys 14JeN qood 1edy | T -
W asn 5715 5008 ‘Ul PERUCD | ¥
W asn 22154008 INS | €
8 - 2>uew Bupueuly 1e3U0> “ 330100100 PIN:
upjueg pesH o = Sieus TowieI ooa dios |z 24°US ¥ 1PURUY 39R13UD ’F NS * 33 ping | z4
W asn B3WOSU] UOISSIWIWIOD POPUN}-UON | T
W % oney >joog 03 9d1id 218Ys | €
03D 0 % 3oy |z Ajanissaa35e yimous ajqeyoad anuq T4
) % UIMOID 3OId BN | T

12UMO 2A193G0

aanseay

21193190

—
N



52 CHALLENGES IN BALANCED SCORECARD DESIGN

Support functions include human resources (HR), information
technology (I'T), and finance, to name a few. Therefore, in the case
of support functions, the top-most perspectives deal with custom-
ers, followed by financial accountability, process, and L&G. The
logic is simple. In order to meet the expectations of internal and
external customers, support functions need to be accountable for
the funds allocated from either internal or external resources.

Strategy Map Design for Nonprofit and
Government Organizations

The design principles for support functions also apply to non-
profit and government organizations, and, in many cases, non-
profit educational institutions. These are all entities that have
financial accountability, but no revenue-generating accountabil-
ity. Appendix A includes sample maps and scorecards for the
public sector and higher education. You will notice that the
stakeholder perspective is at the top of the Strategy Map, with
financial accountability underneath it.

I hope that, at this stage, you are starting to feel a bit like the
Uber driver with Google Maps—really confident about the
direction of your strategy.

The Concept of the Linkage Model

One of the original terms used to describe a Strategy Map was a
strategic linkage model. The logic was simple: Every strategic
objective on the Strategy Map needs to have a positive cascading
impact on the next level. In the strategy maps in Appendix A, the
impact is indicated with arrows leading from one objective to
another. In other words, strategic objectives do not stand alone,
but just like everything on a map, need to be connected. While
this sounds like an easy and obvious principle, actually plotting
these connections on a Strategy Map can lead to confusion. Many
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clients feel the map contains too many lines, and when that
happens I dispense with the arrows. You are, however, welcome
to stay with them.

Designing a Lite Version of a Strategy Map for
Board Reporting: Strategic Themes

Very often, I will get a client request to design a lite version of a
Strategy Map and BSC for board reporting. The reason is that the
CEO wants to communicate progress on execution of strategy to
the board, but doesn’t have a framework to do so. The Strategy
Map and BSC do a great job of achieving this. They identify the
drivers delivering financial results and the progress that is being
made on each of them. These lite tools are great to use in addition
to budget documents because they give a good visualization of the
big picture and how different strategic objectives work together.

At the same time, the board does not have the time or
inclination to see a full 25-objective strategy map. In cases like
these, I recommend converting a full Strategy Map into a lite
version by focusing on the top four or five strategic themes, such as:

* Transformational growth
* Global expansion
 Customer excellence
 Cost optimization

* Internal change

Figure 8.4 highlights strategic themes from a full strategy
map. You can index some measures for the top 4 or 5 themes, as
we will discuss in Chapter 11.

Having a lite, theme-based Strategy Map is a great way to
articulate the management team’s success in executing the strat-
egy to the board and other stakeholders.



Defining Objectives

The Wordsmith’s Challenge

e are quite clear on what the design framework of a Strategy

Map looks like. Let’s now look at the issue of how people
articulate their strategic objectives, and what are good and bad
ways to do it.

The Bad Way

In articulating a strategic objective, the management team creates
a long sentence, as in Figure 9.1. This happens often. Not only
does it overflow from the bubble, but it also is very hard to see
clearly. T'o make your map functional, you have to keep it simple.

However, do not make it too simple. Another problem is
putting too little text in the objective bubbles. That’s also bad
because it is not descriptive enough to mean anything. Look at
Figure 9.2. It could be a strategic objective from anyone’s strategy
map, as there is nothing unique about it. By the time you revisit
this at the next monthly meeting, you will have forgotten the
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FIGURE 9.
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implement career and
succession planning in order to
improve focus/motivation.

A Strategic Objective with Descriptions that Are Too Long

underlying discussion that drove the creation of that objective,
and it’s whole purpose will be lost.

The Good Way

The good way is to make it not too long and not too short. just
right. Look at Figure 9.3 for an example. I guess I have made my

point.

There is one other thing to keep in mind to create good
objectives. Be very careful about the intensity of the objective
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Increase non-interest income.

N
A\

Non-banking competitive
products and services.

1l
Customer

Increase transactions.

%}ﬁ

Recruitment & career and
succession planning.

Learning & G rowth

FIGURE 9.2 A Strategic Objective with Descriptions that Are Too Short

and ensure it states what you want to achieve. Sometimes
management teams get carried away in a workshop, and will
add the word significant to just about anything. For example, they
want to “Significantly exceed customer expectations.” Consider the
implications of this commitment. By adding the word significant,
you have turned this objective into a stretch target. If your
current customer satisfaction is 5 out of 10, significantly exceed-
ing customer expectations means increasing that number to at
least an 8 out of 10. That means you have to show a huge
improvement. Do you have the wherewithal to make that hap-
pen? Do you have the resources to make that happen? Is it even
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Increase non-interest income
through non-funded utilization and
sale of treasury products.

~

A

Receive a wide range of non-
banking competitive products
and services.

Customer

Increase transactions by
driving customers to lower
cost channels.

Internal Processes

Improve recruitment &
implement career and
succession planning.

Learning & Growth

FIGURE 9.3 A Strategic Objective Done the Right Way

really necessary? Do your customers really expect it? Are they
willing to pay for that level of service? Take it easy and don’t get

carried away. Commit to objectives that are both necessary and
feasible.

Customer Objectives

In using the BSC to execute strategy, customer objectives are
articulated differently than the other objectives because they are
written from a customer’s perspective. The logic is simple. If you do
everything right in the coming year in terms of learning and
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growth, and your processes, what would you like for customers to
say in a survey about the organization. Keep in mind that
customer experience is connected to financial objectives. Look
at the Strategy Map in Figure 9.4 and you can see how this has
been done. In my view, these areas would be the top five areas in
any customer survey that one designs and executes.



Picking Owners

Four Executives Don’t Run a Company

ho owns the formulation of a company’s strategy and who

owns the execution? These may seem like simple questions,
but I can assure you confusion exists on these topics. To a large
extent, the lack of clarity in answering these questions also
contributes to the failure in designing a strategy that can work,
and executing it successfully.

Owning the Formulation

We all agree that for an organization to succeed, its people need
to be aligned and focused in one direction. As we endeavor to
achieve that, an assumption is made that the strategy that is
formulated needs to be bottom-up, not top-down. While that
sounds very democratic (and in my view somewhat socialist), it’s
not the right way to approach strategy.

Here’s the issue: As one moves down an organization, the
roles and competencies become more operational and less strate-
gic. That group is really focused on getting the job done, and
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preoccupied throughout the day with meeting customer expect-
ations. When executives put a new idea on the table, the rest of the
organization immediately thinks of how this new idea can be
delivered through the existing operating framework and pro-
cesses. Ifit can’t, the red flags go up and the immediate response is
that it can’t be done because the existing processes or technology
cannot handle it.

"This perspective misses the whole point of developing a new,
breakthrough strategy, which is to do things differently. There-
fore, I am a strong believer that strategy needs to be formulated by
those with the keys to the executive washroom. Even within this
elite group, it’s possible to find gaps in strategic thinking, which is
why consultants exist—to bring in new ideas and facilitate their
induction into organizations. There is no harm in getting some
internal feedback from four levels below the CEO. The leader-
ship team can use that information to make a strategic call and
include input from the organization that they feel is relevant.
From my standpoint, it’s clear that formulation is the prerogative of
the leadership team. That’s what they get paid to do.

"This doesn’t absolve them of the responsibility to effectively
communicate the strategy throughout the organization and facil-
itate alignment. Having a strong internal communication frame-
work is key to do this, and this is where the Balanced Scorecard
(BSC) plays the most effective role of communicating strategy
through the organization and driving performance.

Owning the Execution

So far, it’s quite clear that the top 25 objectives on a strategy map
and BSC should be owned by the leadership team and the specific
individuals who are operationally responsible for delivering
the objectives. For example, a sales objective is owned by the
head of sales. That person may rely on others within the organi-
zation to develop analysis to support understanding of specific,
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performance-related issues. With this assistance, the head of sales
will fully understand the data and measures, and be able to lead a
discussion on the topic in the monthly management meeting.

"This should not be seen as generating additional work for the
head of sales. Even if the BSC didn’t exist, leaders should know
what is actually going on. In fact, the BSC helps leadership teams
develop a strong focus and understanding of some of their existing
operational responsibilities.

There are situations when no one on the management team
is qualified to own a BSC objective. In that case, the CEO can pick
someone from the leadership team to own it. This could be an
executive who is being groomed for the c suite, or simply a high-
performing individual. One thing is clear—ownership of a stra-
tegic objective is not a task for junior-level executives or project
managers, even those who oversee key strategic initiatives.

As we mentioned before, the CEO will own objective F1, the
overriding financial objective, as well as other select objectives
within the BSC. Don’t worry that too many objectives will be
loaded onto one executive. The math is simple: The BSChas 20-25
objectives, and a leadership team has about eight executives, which
works out to three objectives per executive. That’s quite manage-
able. It’s important that every member of the executive committee
owns at least one objective. If this doesn’t work out clearly, you
should wonder if the strategy map is comprehensive enough or,
worse still, if the wrong people are on the executive committee.
Every c-level executive should be capable of owning an objective.

How Does Ownership Really Work in a
BSC Meeting?

Let’s take a regular monthly performance review using the BSC.
The Strategy Map and BSC are opened up for discussion. Any-
thing that has gone red comes up for discussion first. The
executive who owns the objective leads the discussion on that
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strategic objective and explains why the objective is behind target,
providing supporting documents, if needed. Then, the whole
management committee spends the next 30 minutes discussing
the specific issue, and working to find a solution to the problem.
Very often problems within an organization do not originate from
one department. For example, lackluster sales may result from a
delay in recruiting new sales executives or a failure of manufac-
turing to meet demand. While it’s the responsibility of the owner
of the strategic objective to deliver the objective, it is the collective
responsibility of the management team to find a solution to the
problem, and support the owner in meeting the objective on a
timely basis.

BSC Ownership versus Individual
Performance Measures

Another area of confusion is the difference between owning a
strategic objective on a BSC to execute strategy, and individual
performance measures (IPMs). We have thoroughly described
the components of a strategic objective, so you have a clear
understanding of that. Individual performance measures include
key result areas (KRAs) and key performance indicators (KPIs)
that track performance.

"The Strategy Map and BSC are aboutidentifying the top 20-25
objectives that the orgamization needs to focus on to deliver the
strategy. This does notinclude every single strategic and operational
objective that is running within an organization. Once the executive
is back in the office, there are two responsibilities to cover:

1. Strategic objectives reflected in the BSC
2. Operational objectives thatare part of their daily responsibilities

Figure 10.1 shows the two side by side so you can compare
them. A combination of these strategic and operational objects are
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Perspective Manufacturing Head Weightage Target
1 Finance 1: Production 30-35%
2 Finance 2: Conversion cost per unit 15-20%
3 Customer 1: Number of product-related complaints 10-15%
4 Internal Process 1: OEE % 10-15%

Internal Process 2: Finished Good Inventory Aging > 7 days,

WIP Aging > 48hrs 10-15%

Learning & Growth 1: Employee costs as % of revenue 10-15%

& & L

FIGURE 10.2 IPM Manufacturing Head

reflected in an executive’s job description, are part of the KRAs
(key result area) and also compensation reviews and bonus pro-
grams. Typically, I do not recommend using more than five to
seven IPMs for each executive, and my preference is to use the
BSC framework to ensure the IPMs are well balanced.
Figure 10.2 shows one such example.

In conclusion, formulating and executing the strategy is the
domain of the leadership team. That’s what they get paid for.
Confusing the issue, failing to provide the organization with an
opportunity to provide selective input, or neglecting to commu-
nicate the strategy effectively to create alignment would be
tremendous mistakes resulting in execution failure.



The Art of Measurement

Lead, Lag, and How Many Are Enough

Introduction

I have to start with a saying that is dated, but does the job: What
gets measured, get done. It’s as simple as that. Kids graduate from
one grade level to another in a completely transparent and
quantitative manner using a grading system, and we should
hold ourselves to the same rigors especially because, as executives
and consultants, we get paid to get the job done.

That being said, when it comes to measurement, there is a
cultural divide that needs to be addressed. In many cultures, such
as United States, Germany, and others, measurement is a well-
understood and appreciated concept. In general, measurement
motivates. That’s also because organizational structures and roles
have matured in terms of understanding, accountability is clearer,
and compensation is often linked to performance.
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In many parts of Asia and the Middle East, measurement
scares. In these cultures, public face is important, so showing
blemishes in public has a negative impact on professional and
social status.

More importantly, even if you get past the cultural challenge,
there are other organizational issues that hinder progress. If the
structure is unclear, if roles and responsibilities are poorly
defined, if competencies for each position are vague, then
people will not be able to do their jobs effectively, even if they
have the right skills and attitudes, and are willing to be measured
and assessed. Therefore, even before we begin defining measures,
it’s a good idea to step back and ensure that the organizational
framework is stable and clear, and to close any gaps. At the bare
minimum, at least the executives who are going to be responsible
for executing strategy using the Balanced Scorecard (BSC) frame-
work must have clarity about their accountabilities and objectives
so that this does not become an issue later.

Financial and Non-financial Measures

Here’s another issue. While financial measurement is important,
we have become obsessed with it. In my view, there are two
reasons for this. The first is simply that financial measurement is
easy. It’s all about the numbers, the formulas are generally clear,
and the management information systems (MIS) have been
geared to address this space. More importantly, the value of an
enterprise is primarily measured by its financial performance,
which is obviously important. Additionally, executive compensa-
tion nowadays is driven by financial rather than non-financial
performance. The problem with this approach is that in strategy
execution, the non-financial drivers drive the financial perform-
ance. Therefore having a combination of financial and non-
financial measures is key. This brings up the issue of lead and
lag measures.
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Lead and Lag Measures

While financial measures are important, one of the challenges in
is that they tend to be lag measures. What does that mean?

In simple terms, a lag measure is computed after the event is
over, so there isn’t much you can do about it. For example,
quarterly earnings are a lag measure. Once the quarter is over,
there is nothing you can do about it. Compare that to something
like the number of sales calls per day, a lead measure. The logic is
simple. Traditional logic is that an increase in sales calls will lead to
an increased likelihood of sales. Therefore the number of sales
calls is a lead measure, and the resulting revenue is a lag measure.
Got it? It’s important that, if you are keen to successfully execute
strategy, you have a good mix of lead and lag indicators.

Strategic versus Non-strategic Measures

Besides worrying about balancing lead and lag indicators, you
need to ensure that the measures selected to deliver strategy are as
strategic in nature as possible, and that most of them are not
operational. Let me give you an example. If you were measuring
the performance of a call center, you could choose from over 100
operational measures, but in my view there are only three
strategic measures, as shown in Figure 11.1.

# Measure Description

How many calls dropped before they

1 Call Drop Rate
got answered

Were 80% of the calls answered in the

2 80/20 Compliance first 20 seconds

% of calls resolving the issue in the

3 First-Time Resolution :
very first call

FIGURE 11.1 Strategic versus Nonstrategic Measures
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If a call center is a critical part of fulfilling customer expect-
ations, selecting the right strategic measures will do the job. Of
course, you can index the above measures to create a single
number assigning appropriate weights to each measure.

Financial Measures

As I indicated earlier, financial measurement is a well-recognized
science, and because I don’t consider myself to be an expert on the
subject, I am not going to spend too much time talking about it. I
do, however, want to make a few comments.

First, there is a group of general financial measures that are
pretty standard across industries. These include numbers from
profit and loss (P&L) statements, balance sheets, key ratios, and
stock-price computations. These tend to be measures that are not
industry specific.

Then there are measures that are specific to an industry.
Understanding and using these measures to design a BSC to
execute strategy is very important. Relying on generic measures is
not going to get you anywhere. For example, the hospitality
industry relies on average room rate (ARR) and the telecom
industry uses average revenue per user (ARPU). In Appendix
E, I have provided a laundry list of select measures across a range

of industries that are used fairly often. I hope you find them
useful.

Customer Measures

Getting the measures right in the customer space is both easy and
difficult. There are lots of measures that measure customer service,
experience, and processes, but these need to fit into the internal
perspective on our Strategy Map and BSC. Remember, the
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customer perspective on a Strategy Map typically covers topics in
the three areas as shown in Figure 11.2 and therefore needs
measures to support the related objectives.

These are trickier than you might think. For example,
product and service attributes could relate to a customer survey
with the results that can be attributed to quality, time, or price,
depending upon what we consider most important to the cus-
tomer. Meeting brand expectations can happen in multiple
ways—the most obvious being to simply ask the customer
directly. Alternatively, external measures such as share of voice
or share of mind can also be helpful.

When we talk about meeting relationship management
expectations, there is an aspect of customer experience (CX)
and customer relationship management (CRM), but it encom-
passes more than that. For example in retail banking, it could be
about a bank’s channel strategy, which channel is responsible for
engaging with the client. It can also reflect what the competencies
should be. This is often true in the wealth management space.
"The role of relationship management is done by private bankers,
but are they expected to be competent in product knowledge or
merely to provide what I call concierge services. In the manufactur-
ing industry, CX and CRM ensure an organization is serving the
right segment of the market, directly or through a third-party
distribution channel.

1 Meeting Product/Services Attributes (Quality, Time, Price)

2 Meeting Brand Expectations

3 Meeting Relationship Management Expectations

FIGURE 11.2 Customer Measures
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So as you can see, customer measures are more strategic than
the traditional operating measures that will sit in the internal
perspective.

Internal Perspective

Measures in the internal perspective are about measuring ones
success in executing key processes well, which will in turn
help meet customer expectations, and ultimately financial goals.
If you go back to the Strategy Map, the generic internal
perspective objectives can fall into the categories shown in
Figure 11.3.

Depending on the specific objectives selected in each of the
areas, the measures could vary significantly. This is especially true
as industry-specific measures really kick in during the internal
perspective, and processes tend to be industry specific. You
can find a range of industry-specific scorecards and maps in

Appendix A.

# Objective Measure

1 | Identifying market opportunities New markets identified

2 | Creating an offering New products commercialized
3 Selling and marketing the offering Channel mix

4 | pelivering the offering On-time delivery index

5 Ensuring product & service quality Errorrate

FIGURE 11.3 Internal Perspective Measures
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Learning and Growth Measures

Learning and growth (L&G) measures are interesting. One of the
biggest complaints about human resources (HR) is that the value
they add to businesses is not always very clear. While their key
objective is to help create a performance-driven organization,
they are not willing to be held accountable for their own per-
formance. A simple example given to me is the delay in recruiting
high-quality resources.

Nonetheless, the BSC is a good starting point to get HR
accountable in executing strategy followed by a full HR Score-
card. A few typical HR objectives and measures are shown in
Figure 11.4.

Asyou can see, HR measures tend to be less industry specific.

On the information technology (IT) side of the L&G
perspective, the focus is on having the right IT framework to
drive informed decision making and run the enterprise. It is not
about an enterprise’s core manufacturing I'T" systems or bank
systems. These should be covered in the internal perspective.
Typical objectives and classic measures for IT are shown in

Figure 11.5.

# Objective Measure

1 |Right structure & role clarity KMS- Key milestones met

% organization meeting competency

2 |Strong competencies p
requirements

% compensation related to

3 |Performance-driven culture
performance

Right headcount People cost/total cost

FIGURE 11.4 Learning and Growth Measures
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# Objective Measure

1 |Fact-based decision making MIS quality index

2 |Mobile organization % of transactions mobile enabled
3 Technology-driven enterprise IT expenses as % of total expense

FIGURE 11.5 IT Objectives and Measures

Measurement Formulas

Measures are not as simple as they can often appear. Every one has
a formula, and this can be the source of argument during
performance and BSC reviews. In fact, often the biggest argu-
ments during BSC reviews occur when the number on the board
is incorrect. When this happens, it doesn’t mean the data was
incorrect, but that people made different assumptions about the
formula, so they get different numbers.

Here’s an example. For a telecom company, the number of
subscribers could mean two things. From the finance perspective,
it could be the number of subscribers who receive invoices. From
the network perspective, it could be the number of live subscribers
on the switch. There are lots of examples like this, but I think the
pointis very clear. Every measure must have a clear formula thatis
agreed upon and used consistently for every BSC reporting—and
throughout the organization, if possible. You can’t change it every
month because doing so makes it impossible to track progress.
You should also keep track of the formulae in a designated
document so people can refer to it in case they forget them.

While I recommend keeping your formulae consistent form
month to month, they do need to be reviewed periodically to
ensure no rational changes are required. Here’s another example:
If revenue is a combination of the revenue of five divisions of a
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company, and a new sixth division has been activated, then
obviously the revenue measure must be updated to reflect this.
In your monthly meetings, it’s a good idea to discuss these types of
changes so you always have the best possible data.

Data Sources

Having a measure and a formula isn’t enough to get you started.
You need to find the data. This is the kind of problem that gives
people headaches, and it has long been a problem with strategic
measures. Remember: Information is power, so sometimes it is hidden.
Tracking down the right data sources could be as hard as finding
Mackenna’s gold!

This is the reason I'T organizations have grown over the
years, along with their budgets. While they support the overall
organization and improve the customer experience, their role is
not commensurate with the level of investment made in IT
systems. I know one bank that has 42 different systems feeding
data to its branch. A typical bank may also have 25 key system
categories at its core, each one shooting out its own version of
data. Companies that have invested billions of dollars in systems,
applications, and products (SAP) find that they still don’t have
data clarity because certain manual and spreadsheet records are
still in place. Measures for the number of customers could come out of
the enterprise resource planning (ERP) system or the CRM system as
well. You get the picture. Ambiguity about data sources can wreak
havoc on BSC measures.

It’s, therefore, very important that once the measurement
formula is determined, the data source is also identified. Ideally, the
source should be as close to the raw data as possible because this
increases the likelihood that it will be the most accurate. For
example, I would never trust the sales organization to supply a
count of the number of customers. That needs to come out of the
financial system, which can clearly see the number of customers
who have been invoiced, assuming that’s the established definition.
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Every measure has a corresponding formula, therefore in
addition to finding data sources, the calculation for every month
also needs to be automated so that the numbers are consistent
month to month.

What about Missing Data Sources?

Sometimes a great formula is put together but the data doesn’t
exist. Here’s a simple example: If the measure is customer satisfac-
tion but you have never conducted a customer satisfaction survey,
you obviously are not going to have the appropriate data. That
means that a process has to be put into place to start conducting
the surveys and capturing the data. Implementing a new process at
that scale could take time. That is why it’s good to look for a proxy
measure to make up for this temporary gap. This ensures there
aren’t too many blanks in reported performance. A proxy for
customer satisfaction could be number of complaints received or
number of repeat customers.

How Many Are Enough?

This is the last section in this chapter, but it is an important one.
The traditional BSC design recommends around 50 measures,
basically one lead and one lag measure per objective. If you design
a BSC with 20 objectives, you are dealing with 40 measurements.
I’'m exhausted just thinking about it!

The first issue with this is that most organizations still
struggle on the MIS side. This has improved with business
intelligence solutions, but there are still some challenges. BSC
is not about what is currently getting measured, but what needs to
be measured, whereas MIS focuses on your existing data practices.
Often the measures that are the most difficult don’t really get
measured. If you design a BSC with 40 measures, there is a high
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likelihood that at least 10-15 of them are not currently being
measured in the right way. By the time the right systems get
going, a quarter or two may have passed. This delay will result in
an incomplete scorecard on Day 1, and interest may be soon lost.

The more important issue is that the human mind finds it
hard to process what 40 measures mean in terms of performance.
If you put up a dashboard with 40 measures and 10-15 are red,
there will be confusion about what’s going on. Are you doing well
or poorly? It’s a mixed bag. Management teams can cherry-pick
numbers to use the information to support what they want to see
in a particular situation. For example, new customer acquisition
numbers may be down, but revenues may be up because they are
inflated by a large, one-time order.

I'understand the benefit of having a lead and lag measure for
each objective, but my general recommendation to clients is to
start with a default position of ome measure per objective, with a
maximum of 25. Once the organization shows maturity and
capability in handling a larger number of measures, it may be
time to expand the scorecard.

For those organizations or firms that are very number driven
and lose interest without a ton of numbers, I recommend indexing
a few measures together into a single indicator to keep the score-
card manageable. Of course indexing is a science, and simple
averages will not do. You need to understand how to weigh your
components to get it statistically right.






Units and Frequency of
Measurement

Stay Honest

y now you know that we are moving from the left of the

Balanced Scorecard (BSC) to right, addressing the various
objectives. We agree that in order to succeed in delivering a
strategy, ownership of objectives and the appropriate measures
are important. But they’re not enough.

Effective measurement is not only about the type of measure,
but also the units and frequency of measurement (Figure 12.1).
Those three elements combined give you a real indication of the
health of the objective that is being tracked for execution. It’s no
different than when you take your temperature when you are sick.
Your measure is temperature, the unit is Fahrenheit or Celsius
(depending on where you are from), and the frequency is every
three hours (or how ever often your doctor recommends you take
your temperature).
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Correct Measure + Right Unit+  —
Frequency | —

FIGURE 12.1 The Components of Effective Measurement

Units of Measurement

The idea here is not to educate you on the different units of
measurement. You will know the general ones, and every business
will have its own unique set. What’s important is picking the right
units of measurement so you get the strategic benefit you are
seeking.

One common error is actual measurement versus a percent-
age. Let me give you a simple example. If a bank is planning to
aggressively cross-sell credit cards to its deposit customers, one
attempt to measure performance could be number of active credit
cards. Lets say the actual number is 1 million. Somebody who looks
at that number may immediately react and say it looks pretty good.
However, if the total number of deposit customers is 5 million,
then 1 million is nota great number. The preferred measure in this
situation is the percentage of the bank’s customerswho bave a credit card.
Sometimes using incorrect measurements can even be intentional
to hide weak performance.

It’s important that the CEO or the head of the business unit
responsible for that objective validate the measure, as the number
will affect the tracking of strategy execution on a month-to-
month basis going forward.

Key Milestone Indicators (KMS)

Sometimes there is a strategic project that is so important that you
don’t want to track its success with the other strategic projects.
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You might consider it to be as important as a key strategy
objective of the enterprise. An example of a project of this nature
is successful merger integration. Suppose a firm has just bought
another firm. The buyer spent a significant amount of money, so
it is critical that integration is complete within six months of the
purchase. Because the integration will impact strategy, I do not
recommend tracking this as a typical project. Instead, I would add
it as one of the firm’s top 20-25 strategic objectives. The unit of
measure would be Key Milestones (KMS) met, that let you know
whether you are on track as far as your project milestones are
concerned. So if the integration project has 10 milestones and 7
have been achieved, the indicator would be 7, or 70%, if you
prefer.

Decimals

It’s a small thing, but treatment of decimals can be irritating at
times. I've seen BSCs that say the number of sales calls per day was
22.345. Somebody is letting Excel control our common sense. Sales calls
either happen or they don’t, so there is no question of decimals in
this case. And don’t even get me started about using three decimal
places! Even God isn’t that precise! Keep the numbers as simple as
possible—preferably without any decimals. It’s also a good idea
configure the units so that there aren’t » number of zeroes that
pop up after the decimal point.

Frequency of Measurement

While decimals are a hygiene factor, the frequency of measure-
ment is material. The purpose of using a BSC is to ensure your
strategy is being executed in a timely fashion. If the frequency of
measurement is incorrect, or too infrequent, then by the time you
find out things are going wrong, it may be too late to change
course.
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Since traditional BSC strategy reviews are monthly, (nothing
wrong with that) the typical frequency of measurement is also
monthly. All financial measurement is monthly, which is already a
common practice. All custormer measurement, other than a poten-
tial customer satisfaction survey, should also be monthly. Follow-
ing the pattern, all process measurements should be monthly. This
should not be an issue at all, as generally speaking processes tend
to get measured at a very high frequency. The learning and growth
(L&G) measurement frequency, depending on the measure, will
likely be quarterly or semi-annually. Examples include compe-
tency assessment, employee satisfaction surveys, I'T" satisfaction
index, and so on.

In conclusion, executing strategy requires a solid under-
standing of the art and science of measurement and its various
components, including type, unit, formula, data source, and
frequency. When these are nicely aligned, your strategy will drive
your business!



Target Setting

Actionable or Aspirational?

E xecuting strategy requires us to set financial and non-financial
targets. Without knowing your target you can’t get anywhere,
let alone execute a strategy. So we don’t really have an option
here. (There are some exceptions, but I will get to those later.)

Target Intensity

Target intensity is a function of how aggressively you want to
focus on the area. There are generally three levels of target
intensity, as shown in Figure 13.1:

1. Realistic Targets
2. Aggressive Targets
3. Aspirational Targets

Realistic targets are those we feel pretty confident about
achieving and know how to meet. In some cases we may not
even need any significant resource augmentation, in terms of
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people or capital or technology. Here’s an example: Last year, the
employee satisfaction index was 5/10. This year we are going to
play it safe and set the target at 6/10 because we don’t plan to make
any investments in staff engagement and, to be honest, we may
even fire a few a people, which will not help the employee
satisfaction number in this index.

Aggressive targets are those that are going to take a push.
We know how to get there, but it’s going to take a lot of effort.
Aggressive targets may require some investments in people,
capital, or technology. Here’s an example: We are planning
to grow sales by 30 percent while the market is growing at
10 percent. The only way to do it is to increase the size of the
sales force by 40 percent, which will require a significant increase
in headcount.

Aspirational targets are what dreams are made of. But if they
show up in your BSC and become part of your strategy execution,
the dream needs to become a reality. In these cases, existing processes
may not be sufficient to deliver aspirational targets; some form
of people, capital, or technology investment will definitely be
needed. Here’s an example: We are planning to double our
revenues, but we don’t know how we will get there with our
existing business. An acquisition may be the best option in this
case.

How Many Targets to Set of Each Kind?

I've talked about it before, but I am going to say it again: Executives
get carried away, setting too many aggressive targets without
realizing the consequences. Then, they complain when they
don’t reach them. There is a calm, calculated method for determin-
ing how many targets you should set in the three intensity levels.
Print out a copy of the strategy map, put it on your desk,
close your door, and give yourself some time to think. Look at the
endgame. Then look at all the objectives on the map. Now think
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about the four to six objectives that need to be really aggressive to
make things happen this year. They should not all be in the same
perspective (e.g. Financial). As I can’t see your map, I can’t say
much more, except that you should make sure there is sound logic
behind choosing your aggressive targets. Next, look for the two
or three targets that need to be aspirational, then balance these
choices with realistic targets. Once again, have a clear logic to
assigning each category of targets.

A good way to guide you through the process is to carefully
read the wording in each objective. As long as you have been
disciplined about the language you use, you will find objectives in
your Strategy Map that use the word significant. That word can
clue you in to which are the aggressive or aspirational targets.

Take a look back at Figure 13.1 to see the intensity levels we
assigned to the different objectives.

Target-Setting Benchmarks

Once we have figured out which of our targets should be realistic,
aggressive, and aspirational, we need to determine how high should
these targets be and what would be a good benchmark to compare
our performance to. There are three main approaches, as shown in
Figure 13.2.

# Approaches

1 Looking at past performance

2 Looking at an internal benchmark

Looking at an external benchmark

FIGURE 13.2 Target Setting Benchmarks
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The first option, looking at past performance, is the most
common approach. Look at last year’s numbers and pick a growth
number for the coming year. For example, if revenue growth for
the past three years was 10 percent per year, let’s set this year’s
target at 15 percent, then come up with a plan to reach it.

The second option of looking at internal benchmarks is
actually quite interesting and does not happen as often as it
should. Let me explain. In a retail business, for example, you
may have 100 stores. Typically these are categorized by perform-
ance, into three levels: A, B, and C. Now, we are keen to have the
B-level stores do better. One way to push them to do so is to give
them examples of competitors. That is quite logical, however
management teams often resist this, giving excuses why this may
not be valid, for example the processes of competitors may be
more automated. My general recommended approach is therefore
to use the achievements of the A-level stores as targets for the B
and C performers. Surely, this may mean that they will have to set
aggressive targets for themselves, and that may require additional
capital, people, or performance bonuses. Those decisions can be
made in a separate discussion about how to reach the targets. This
is one example of how an internal benchmark can be used to set
targets.

The third option, looking at external benchmarks, is used
quite often. Let’s return to our retail example. One way to
encourage B and C branches is to provide examples of what
competitors are doing. It’s a reasonable approach, but manage-
ment teams often resist, because a competitor’s processes or
systems may be different. As I indicated earlier, one may get a
fair amount of resistance with this approach as no two companies
are the same.

For management teams, there is always an excuse for why a
particular benchmark cannot be used. At a strategic level, that
argument is flawed. By that logic, the concept of valuing compa-
nies by comparing them with other firms in the same category,
would not be valid. Even management teams must admit that the
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underlying logic in valuing companies on the basis of “comps” is
the same as using external benchmarks. In my view, the bench-
mark valuation of a firm compared to another in the same industry
is a validation of the principle of external benchmarking. If it
works for the valuation of companies, I don’t see why it would not
work for other external benchmarks that are needed. Of course,
we need to be intelligent about our selection of benchmarks. For
example, you would not compare a large cap to a mid-cap for
valuation purposes, unless you were trying to be aspirational.

Target Calculation

Calculating a target, especially an aggressive one, can sometimes
get a bit complicated. Suppose your typical annual target was
20 percent growth, but this year, you've setit at 30 percent. Then,
when you look at all your product lines or divisions, you realize
that no matter what you do, you can’t get their number past
22 percent. How do you bridge the resulting 8 percent gap? It’s an
interesting strategic challenge.

If the gap comes from a manufacturing capacity challenge, it
could mean outsourcing manufacturing. If the gap results from a
market opportunity gap, the solution could be contract manu-
facturing for another brand, or launching in a new market.
It could even mean an acquisition. The key point I want to
make is that even the target-setting approach could result in some
strategic decisions being made and executed. It’s not just tallying up
rows and columns!



Initiative Alignment

Are You Overrun with Projects?

C ompanies have hundreds of projects and initiatives running
all the time, consuming resources, all with the hope that they
will help drive performance and execute strategy. The sad reality
is that some do and most don’t.

In the past 30 years, none of the hundreds of clients I've
worked with could provide me with a list of existing projects
running across the organization. Even eight weeks into the
program, it is often uncertain if we have a complete list. Some
overlooked project is always coming out of the woodwork,
something we come across in some document, or something
someone mentions in a conversation. Projects are supposed to
drive strategy, but nobody ever knows how many projects are running.

It gets even better—or worse. When you try to track down a
particular project manager, half the time you can’t find the right
person—if you can find anyone at all. If you are lucky enough to
come across the right person and ask them about the project
objective, don’t be surprised if you don’t get the correct answer.
This means that many project managers are not even sure why
they are doing a project.
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It’s grim news, but I know one thing for sure. The confusion
is definitely keeping many people employed for a seriously long
time. If you ask these project managers what they do for a living
and what value do they add to the organization, they will tell you
that they are delivering a project whose value they don’t even
know.

Initiative alignment won’t fix the whole problem, but it will
get you started. Do your best to take an inventory of all projects
running in the enterprise. Aggregate them by functional area
(e.g., finance, products, manufacturing, sales, marketing, sourc-
ing, human resources, and technology), so you know how many
projects are running and investment for each one. That alone will
be an eye opener.

There are three steps to initiative prioritization, as shown in
Figure 14.1.

Next, take the projects and map them against the strategic
objectives in your BSC. You will be able to immediately identify
which projects support which objectives, and which are orphans.
It can help you consolidate, focus, and eliminate. Similar projects
can be integrated. Too many in the same area can also be
eliminated. New projects can be identified for unsupported

1. Map to objectives

$
$

2. Identify overlaps and gaps

3. Rationalize and focus

FIGURE 14.1 Initative Prioritization



Initiative Alignment 91

objectives. Doing this right can bring instant benefit to an
organization. Even if you don’t get any short-term financial value
from using the BSC to execute strategy, I guarantee you will shave

30 percent off your existing project costs due to the process of
initiative alignment.






Designing Cascades

Top Down or Bottom Up

Introduction

"The Balanced Scorecard (BSC) has been designed to help execute
strategy and drive enterprise performance. It would be foolish to
assume that simply designing the corporate/enterprise-level BSC
with a strong communication strategy and the support of 10
extremely capable members of an executive committee would be
able to ensure the results we are seeking. The story does not end
with the successful design and implementation of a corporate
BSC; that’s where it begins.

It is possible to design cascaded BSCs all the way from the
top, down to a small department within a corporation. Let’s first
try to get at least one level below the enterprise BSC to the
functional or business-unit level (Figure 15.1).
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The Next Level Cascade: Functional
Organization

The next level of a BSC cascade is really a function of the
structure of the organization. For example, if an enterprise has
a traditional functional structure, the next-level cascades will be
for sales, marketing, manufacturing, quality, human resources
(HR), finance, information technology (IT), legal, and so on.
Some of these functions generate revenue, while others provide
support and require financial accountability.

Let’s take the sales BSC, for example. Clearly, this is a
revenue-generating BSC, so the top perspective will be financial.
However, the objectives, and the scorecard will need to align to
the enterprise BSC. Therefore, it is very important to design an
enterprise BSC before designing the cascaded BSC except if you
have a very clear understanding of what the enterprise-level
objectives and strategy are.

If the enterprise-level strategy is maximization of revenue
from existing customers, then the sales BSC must also be aligned
to this objective, and the related objectives must be aligned. If the
sales BSC focuses primarily on acquiring new customers, then we
know we do not have an alignment between the two BSCs,
resulting in confusion and, potentially, a failed execution.

It’s important to understand, when designing the objectives
of a cascaded BSC, that some of them could be similar to the
enterprise BSC if they make sense within that function, but most
are likely to be new objectives, specific to the functioning of that
department. For example, the process objectives most likely focus
on delivering sales-related financial objectives, while learning and
growth (L&G) objectives would focus primarily on the sales
organization. It’s important to remember that when we travel
down through an organization, the roles and actions become
more operational, so don’t be surprised if some of the objectives
seem more tactical than strategic.
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Since this is a cascaded sales BSC, the head of sales will own
objective F1. A large number of objectives for the Sales BSC will
exist within the sales organization, but it is also likely that some of
them could be owned by the relevant departments that support
them. For example, a sales BSC could contain marketing objec-
tives that the marketing department needs to own. Similarly, the
sales BSC could include HR objectives that are owned by the HR
department. However, the overall success in delivering a cascaded sales
BSC belongs to the sales organization.

Some of the measures in a BSC cascade could match those in
the enterprise BSC, but again this depends on the more opera-
tional objectives on the sales BSC. Those that are very specific to
the cascade will require new measures to be defined. A good
example would be sales by channel. This may not be an objective in
the corporate BSC, but understanding the sales-channel mix
could be critical from a sales strategy perspective.

The targets would definitely need to be aligned to the overall
enterprise BSC. The numbers need to all be aligned and the
formulas need to work. The enterprise’s aspirational targets,
which may not necessarily be built on a complex formula but
rather on an aspiration, need to be reflected at the cascaded level.
For example, if we set 9/10 as an enterprise target for customer
experience, the cascaded BSC should also reflect that.

Project alignment is another important attribute of cascaded
BSCs. At the enterprise level this is focused on the most strategic
projects; however there are a number of projects executed at a
departmental level to achieve the objectives on the cascaded BSC.
That being said, it’s possible that the same project is tracked at the
enterprise and departmentlevels, if the supported objective is shared.

Multi-divisional Structures and Cascades

It’s quite common for organizations to have a multi-divisional or
multi-company structure with a shared-services model. For exam-
ple, a company could have a textile division, a yarn division, and a
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paper division. In such a situation, each division’s BSC would, in
many respects, look like an enterprise-level BSC. However, it is
important to note that the objectives in a divisional-level cascade
must align with those in the enterprise BSC. In a shared-services
model, the L&G perspective of the cascaded BSC needs to be
carefully designed, as there could be a shared-services unit that
has part of the HR and I'T functions embedded in it. If this were
the case, the HR and I'T objectives in the divisional BSC could be
actually owned by the shared-services unit.

It’s important to note that for a multi-divisional firm, the
objectives and measures in the enterprise-level Strategy Map and
BSC could have the look and feel of a portfolio management strategy
similar to a conglomerate or a private equity fund. Let me explain.

When there is a portfolio of businesses, it is normal for some
to be revenue drivers and others to be profit drivers, some to
create more risk, some to require more capital, and some to have
different cost efficiencies. A combination of all of these factors
will drive F1, the overall financial objective. Therefore, it would not
be unusual for an F1 objective in a multi-divisional company or
conglomerate to reflect objectives oriented toward a shareholder
expectation rather than just revenue, profits, or market share.
Good examples of these types of objectives include:

* Drive enterprise value.
* Drive stock performance.
* Drive return on capital employed (ROCE).

Similarly, the objectives in the Customer, Process, and L&G
Perspectives at the enterprise level would reflect a portfolio of
businesses. The customer objectives could be more about the
group’s brand positioning and approach to customer relationship
management (CRM). The process objectives could focus on merg-
ers and acquisitions (M&A) to drive growth and leveraging sales,
marketing, and manufacturing assets across businesses. The same
approach would apply to the L&G Perspective.






Aligning Individual and
Enterprise Performance

Unlocking Human Capital

Introduction

Over the years, as the Balanced Scorecard (BSC) has been
embraced by the human resources department (HR), the frame-
work has been used to more actively drive individual performance.
Right now, there are hundreds of companies using what
are called Individual Balanced Scorecards to drive employee
performance. While the intention is good, the designs tend to
be bad. Here’s why.

Overenthusiastic HR professionals and consultants have
taken a full BSC design meant for an enterprise and applied
it to individual employees. Consider this: Normally, a BSC for
a retail banking enterprise would be owned by the entire
leadership team of about 10 people. It would have 30 measures
and 20 objectives. So, what happens if the HR head uses that
enterprise BSC to assess the individual performance of the head
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of retail banking? Someone’s going to get a pretty rigorous
annual review!

My question is simple. If an organization finds it difficult to
deliver on 30 targets or 20 objectives, how could a single individ-
ual be able to do that? Some HR officers have gone one step
further and connected the individual’s annual review framework,
which includes promotion and compensation reviews, to this
major mistake. I have seen some of the most competent HR
teams at major global banks do exactly that, so nothing surprises
me anymore.

The Right Way

There is a right way to implement individual scorecards,
but first we must understand the concept and application.
The BSC is designed to help execute strategy and drive enter-
prise performance. As we’ve discussed, once a month the
executive committee sits in the conference room and reviews
the enterprise’s performance. The objectives and measures in an
enterprise BSC are strategic in nature; they do not intend to
cover and track every activity within an organization. Instead,
they focus on strategic objectives that are underperforming
and the measures that help deliver on those underperforming
objectives. That’s what a regular BSC is meant to do. (See
Figure 16.1.)

When the executives finish their meeting and go back into
their offices, they return to fulfill their daily job descriptions.
Their day-to-day roles include a combination of strategic and
operational responsibility, but that operational responsibility is
not reflected in any Strategy Map or BSC.

During the annual review process, shouldn’t executives
be reviewed on how they performed vis-a-vis their job descrip-
tion, which is a combination of strategic and operational
responsibilities?
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1 Alignment with corporate and divisional BSCs

2 Alignment with structure

3 Right mix between financial and non-financial measures
4 Right mix between leadership and operational measures
5 Alignment with role profiles

6 All measurements are within person’s direct control

7 No more than 4-6 measures per position

FIGURE 16.1 Right Way of Designing Individual Performance Measures

Measures

That being said, I still believe adapting the BSC framework to
measure individual performance can be successful. The first step
in this process is to establish appropriate measures, what I like to
call individual performance measures (IPMs). To begin, I typically
pick a total of five to seven measures across the four BSC
perspectives, and assign a weight to each one. (See Figure 16.2.)

Perspective Target
1 Finance 1: Market Capitalization / PE Multiple 20%
2 i Finance 2: EBITDA% 15%
4>
3 Finance 3: Working Capital / Net Cash Flows 15%
j Customer 1: Internal Customer Survey / Employee ®

4 ‘?' i 15%
5 ﬁ Process 1: Cash Conversion Cycle 15%
6 .. Process 2: Initiatives Conducted to Increase Inter- 10%

departmental Communication °

Learning & Growth 1: Implementation of the 10%
7 % Balanced Scorecard °

FIGURE 16.2 IPM (5-7 Measures)
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Cascading Weights and Measures

When you select and assign weights to measures, you need to adhere
to a logical process that can be applied throughout the organization.

Let me give you an example. We have a sales director whose
performance measure is comzpany sales revenue which is an aggre-
gate of sales through different channels, such as key accounts,
distributors, and online. It should be obvious that as we cascade to
the next level down, the online sales manager’s IPMs would
include online sales revenue.

You can see how well this works by traveling back up the
cascade. Every time you ascend to the next level up, you can see
that the IPMs are aggregates of everything in the levels below.

The same concept works for weights assigned to each
measure. For example, at the CEO level, financial measures might
be weighted so they account for 40-55 percent of total perform-
ance (Figure 16.3). For the senior manager one level below the
CEOQO, financial objectives might be weighted to account for
35-50 percent.

It’s important to keep in mind that as you cascade down
through an organization, the roles become more operational and
less strategic. The measures should reflect this.

Typical weight for IPMs across functional areas within an organization

CEO
Perspective Weight

Financial 40-55%

Customer 15-20%

Senior Manager
Process 20-25%

Perspective Weight
Learning & Growth 10-15%

Financial 35-50%

| & §{6e| 2
Ed

Customer 15-30%

Key Initiatives 10-15%
. 2

Process 20-40%

Learning & Growth 10-15%

Key Initiatives 10-20%

[/ &85 Ba |2

FIGURE 16.3 Weighting Logic
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Bands

I have never meta CEO who is fully satisfied with the competency
and performance of his team. The reality is that it’s not possible
to fire everybody and replace them with better people. And it
might not matter anyway. The executives’ level of performance
might have nothing to do with their capabilities as individuals, but
rather come from weaknesses in the organization itself. What if
the structure is wrong? Or the structure is right but the wrong
employee is assigned to the wrong role? Or the employee is
assigned to the right role but the performance measures and
incentive program is off? Those are more likely to be the under-
lying problems.

I once executed a BSC for a U.S. Fortune 500 company that
was one of the world’s leading consumer electronics retailers, with
over 2,500 stores. Data measuring sales by store was problematic,
so we met with store managers and asked what was going on. The
answer was simple, but sad. There were more than 52 different
sales incentive programs running at any one time, and the store
managers didn’t have a clue as to how their performance was
getting measured or what their sales incentive would be at the end
of the week. For a job that is predominately dependent on variable
compensation, that’s completely unacceptable!

The purpose of having individual performance incentives is to
motivate and drive individual performance, but this disorganized
program was a huge demotivator. For the 2,500 store managers it
meant low morale; for the company it meant missed targets. The
convoluted incentive plan translated to underperforming stock,
which impacted shareholders. Finally, it led to the firing of the
CEO and management team, and Chapter 11 bankruptcy! If there
is an example of how the wrong IPM framework can blow up a
Fortune 500 company, there is no better example than this!

Therefore, the lessons you can apply to individual perform-
ance measures are: Keep it simple enough for employees to
understand. Use clear logic that you can apply to all organizational
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levels. Make regular incentive distributions and pay in full so your
credibility is high.

Finally, design a model that is flexible enough to be used
consistently. For example, if a person achieves 80 percent of the
target, pay 80 percent of the incentive bonus. If the person achieves
120 percent of the target, pay 120 percent of the incentive.
Employees performing below 80 percent of target don’t receive
abonus. You may want to cap the bonus amountat 120 percent, but
you might want to make exceptions. Don’t use too tighta band, like
90-110 percent. Your target setting will need to be very accurate, or
people start gaming the system.

You may turn around and tell me it’s too simple. My response
is, “Well, go ahead and try the complex stuff with 52 different

incentive plans, and enjoy the fireworks!”



Challenges in Implementation






Selecting the Right Balanced
Scorecard Coordinator

Not the Audit Team, Please!

Introduction

Over the years, one of the most common reasons I have seen
Balanced Scorecard (BSC) strategy execution fail, is the selection
of a weak coordinator. The selection of a BSC coordinator is not
like selecting a project manager or a sponsor of a project. Projects
have start and end dates, then people move on to the next thing.
By contrast, running the BSC is running the performance-
management and strategy execution process on an ongoing basis.
"The role is most closely related to the chief strategy officer (CSO)
or chief financial officer (CFO).

It’s probably a good idea to discuss the BSC coordinator’s
role in some detail, and then follow it up what makes a person
ideally suited for the position.
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The BSC Coordinator

The BSC coordinator’s tasks change with the different phases of
the strategic process.

Once a firm has decided to use the BSC to help execute
strategy, it’s time to figure out who will be the coordinator. In
most cases where an external consultant is being used to facilitate
the program, it’s best to take the consultant’s advice in under-
standing the coordinator’s role and who would be best suited to
the position. In situations where the program is run internally, it’s
still important to fully understand the role prior to the selection.

Role in the Design Phase

The BSC coordinator’s primary nine responsibilities in the design
phase are outlined in Figure 17.1.

1. Updating the strategic planning process: The BSC results in the
modification of the strategic planning and budgeting process
on a permanent basis. The BSC coordinator, therefore, needs
to take the existing process framework and description, and
update it to reflect the new process, timelines, and roles. This
document needs to be shared with the executive committee or
the relevant leadership team, so everybody is in the know.

Update planning process and introduce BSC

Strategy review, and stock taking of initiatives

Scheduling executive meetings

Running the BSC workshop and designing the
BSC

FIGURE 17.1 Role in the Design Phase
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2. Runming an introductory BSC workshop: This may become essen-
tial, especially if an external consultant is not being used. The
BSC coordinator, with the CEO by their side, will conduct a
two-hour presentation to the leadership team, introducing
them to the BSC concept, its benefits, how the program will
run, the associated timelines, and everybody’s roles.

3. Communication: Once a decision is made to run the program,
the BSC coordinator needs to work with the CEO or business
head to develop a communication to go out to the entire
enterprise. This memo will briefly introduce the BSC concept
and explain why the program is being done, what it will look
like, who is involved, and what the key milestones are. The
alm is to request enterprise-wide support as the program is
executed.

4. Strategy review: Since the BSC program is a strategy-execution
and performance-management framework, taking stock of
where the organization is in terms of its strategy formulation
documentation is very important, as that is the basis of every-
thing. This includes collating all the corporate, functional, and
division-level strategic planning documents and taking stock
of them. The documents need to be reviewed to get an overall
sense of their quality and alignment with each other. In many
organizations, one may find that the corporate-level docu-
mentation exists, but the next levels are missing or only
partially complete. Also, these might reflect a weak alignment
with corporate strategy. In some cases, all of the documents
are weak, from a formulation perspective, and look more like
budget documents. Taking stock of all these documents will
give the BSC coordinator a clear sense of the current state of
the strategic planning process within the organization. This
could lead to a number of potential actions. In some cases, the
documents might be so weak they need to be revised, and it is
better to delay the start of the BSC program by six to eight
weeks to give teams time to close the gaps and rework their
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plans. In other cases, there could be gaps that are not worth
delaying the program. In this situation, those gaps can be
closed while the BSC process is underway. Finally, if every-
thing is in reasonably good shape with some small gaps, the
process can proceed as planned and the knowledge you gain
can help in tightening up strategic planning the following
year. While reviewing these documents, it’s also important to
review all budget documents and look for alignment—or
misalignment—between key budget numbers and the strate-
gic planning metrics. This is not uncommon.

5. Tuaking stock of existing initiatives: Collating the existing list of
projects and their statuses, both at the corporate level and at
the department level, is quite a task. The role involves looking
at any project list and completing it. Often, projects aren’t
properly budgeted, so even the finance department’s lists tend
to be incomplete.

6. Scheduling and participating in the one-on-one meetings: For each
BSC design, about 10-15 meetings with management need to
be held. Scheduling those meetings is one of the roles that a
BSC coordinator plays; the trickier part is participating in
every meeting. As discussed earlier in the book, ideally speak-
ing, at least for the first time a BSC is being designed and
implemented, it is better to hire an external consultant due to
their knowledge and lack of biases. If that happens, then the
one-on-one meetings are done by only the consultant and the
BSC coordinator is not in the room to allow for a free flowing
conversation between the executive and consultant. Many
BSC coordinators insist on being present, and very often
we have to push back. If a consultant is not being used on
a program, then the BSC coordinator plays that role. To
succeed, the coordinator has to have the power and ability to
engage senior leadership in a high-level conversation on
strategy, and an unbiased discussion of the strengths and
weaknesses of the organization and its leadership team—
and keep it all confidential!
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7. Collating the findings: Once the first six tasks are completed, the
BSC coordinator needs to collate all that that they have heard
and read and convert it into a 100+ page BSC workshop deck
that discusses the internal assessment and external assessment,
and develops the straw model Strategy Map.

8. Running the BSC workshops: The coordinator could run an
actual BSC workshop in cases where an external consultant
has not been hired. This is a full-day workshop where, by the
end of the day, the moderator facilitates the management team
as they agree on one version of the Strategy Map.

9. Designing the BSC: Using the final Strategy Map, the BSC
coordinator (in the absence of an outside consultant) will work
on identifying the measures, formulas, data sources, and the
target-setting approach.

Role in the Implementation Phase

The BSC coordinator’s role in the implementation phase pretty
much stays the same whether a firm uses an external consultant or
not. Implementing the BSC is the key role of a coordinator, not a
consultant. The consultant can only guide. These are the tasks
related to the implementation phase.

1. Putting together the monthly reporting calendar: Depending upon
the time required to get organized for the first reporting
period, the BSC coordinator will put together the calendar
for the monthly BSC review. This is typically a two-hour
meeting every month, with the executive committee and the

CEO.

2. Completing the monthly BSC report: This requires updating the
monthly BSC with the actuals, variance to targets, and the
status of initiatives. Once the monthly BSC is completed,
the coordinator should review it, make some strategic obser-
vations as to what is going right, what is going wrong, why,
and what actions might be required to fix the problem.
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3. Fuacilitating the monthly review: The BSC coordinator has to
ensure that the meeting is facilitated well. This means guiding
the discussion so it stays focused on addressing the issues and
does not get too operational. The coordinator also keeps the
conversation result oriented. Additional responsibilities
include pacing the meeting so that it ends on time and clearly
making note of follow-up actions required.

4. Follow-up actions: The coordinator ensures that all follow-up
actions are completed, and progress is reported in the next
session.

5. Internal communication: The coordinator creates internal com-
munication themes resulting from the scorecard review.
These are prepared for the rest of the organization to keep
them aware of the overall strategic plan.

6. Board reporting: 'The coordinator could be asked to create a
mini BSC for board reporting.

Picking the Ideal BSC Coordinator

As one can guess from reading all the above material, this is not a
role for the fainthearted. Itis a serious long-term role. Depending
on how many BSCs are running within the organization, it could
even be a full-time role. (See Figure 17.2.)

1. In my view this requires somebody who is the equivalent of the
head of strategic planning, or no more than one level below
that. This is not a human resources (HR) role unless the BSC
framework is being used exclusively for individual perform-
ance management (IPM). This is also not a finance role
because that runs the risk of treating the BSC as a manage-
ment information system (MIS). Finally, this is not an internal
audit role—unless you want the program to fail immediately.
Nobody wants to deal with internal audit!
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# Desired attributes of the scorecard coordinator

1 Analytical skills are a must (financial background useful)

2 Strong leadership qualities

Good business understanding f overall awareness of general management
issues

4 Excellent communication skills

5 Good interpersonal relationships

The scorecard coordinator generally is
6 = An aspiring candidate for business leadership
= Generally from finance/ strategy department

FIGURE 17.2 Picking the Ideal Coordinator

2. The implication from all this is that the person must have solid
seniority and be well respected within the organization. Good
interpersonal and communications skills are required, but the
coordinator must also be firm and not get pushed around
easily. Because they will process a lot of information, they
must also have sharp critical thinking skills and a strong
understanding of the business’s internal and external factors.
They must follow up for any unfinished items intensely.
Having some tenure within the organization is helpful, though
not essential. The person must also see this role as a stepping-
stone to something better ahead, like the head of strategic
planning or leading a functional area or business unit.

Cascade Coordinators

"This is an interesting issue. If a firm is running multiple score-
cards, who should manage them all? Suppose a firm has a
corporate BSC in addition to six cascaded BSCs. In this case,
it’s quite possible that a single individual working on a full-time
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basis might not be able to manage all seven scorecards. You have
two options here:

1. Hire someone from a position just below the enterprise BSC
coordinator, and have them all manage the enterprise and
cascade BSCs as a team.

2. Hire cascade BSC coordinators that are embedded within the
business unit. Adopt a matrix reporting structure, so these
people report to both the business unit heads and the enter-
prise BSC coordinator.

I wish there were a simple answer as to which is the better
structure. I have to say that it depends. If the business units are
fairly strong and independent, there could be a good reason to
pick the second option because the cascade coordinator will have a
much higher sense of ownership. On the other hand, if the
business unit is not that independent, or is underperforming,
then I would recommend the first option because it will ensure
that the BSC is being used for both communication and control.

No matter which type of BSC coordinator you are selecting,
the bottom line on this is that you want one of your best brains to
play this role.



Get Ready for the First Reporting

Sixty Days to Lift-Off!

Introduction

Just as strategy execution is often more important than the
strategy itself, reporting the scorecard correctly and regularly
is often more important than the design. Even if your design is
8/10, your Balanced Scorecard (BSC) execution needs to be
10/10. We are at the point now where the BSC has been designed
and you are now getting ready for the first reporting, a process
that is not as straightforward as it seems.

Timelines

Ideally, the delay from BSC completion to first reporting should
be no more than 60 days. The reason is that if this key milestone is
delayed, the initiative is lost; CEOs and executives get distracted
and lose interest as some new business challenge or opportunity
emerges. This can lead executives to demand changes in the BSC
design, which basically means all the effort put in to this point was
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wasted. Another reason the first reporting should not be delayed
is because changes to executive staffing can strike a serious blow to
your strategy design. Not only do new leaders need to be trained
in BSC practices and buy in to the process, but they will also
want to make changes to the design to reflect their priorities
rather than those of their predecessor. The worst scenario would
be that the CEO leaves, the program has not started, and the new
guy has no interest in the BSC program. I can almost hear what
the new CEO would say, “I need the first 90 days to understand
the organization and the business, so let’s put that on hold.” What he
means is, “I don’t own that last CEO’s strategy, so I am going to create
my own’.

To avoid falling into this trap, it is therefore important to get
the first reporting going by the critical 60-day point, without
getting bogged down by some tactical stuff. Let me explain.

Now that everyone is ready to report, it’s time to collate the
actual numbers. Let’s imagine you are preparing to report
November’s scorecard. You need to be clear on where the data
will come from, what formula you must use, and what the measure
is. Let’s say you have addressed some of this during the design
phase. However remember you have not actually gone through a
reporting cycle. You will find that once you try to report a
measure, all of a sudden one data component of the formula is
not available. In essence, making the measures unviable.

To take stock of the situation before you get stuck, I recom-
mend taking the following steps, as illustrated in Figure 18.1:

1. Put the list of final measures on the table and write next to them:
what is immediately available to measure in terms of available
(AV) data; what can be measured but needs some modification
(available with modification, or AVM), and those measures
where the data is not available (NA). If you have 30 measures,
you may have 18 AVs, 7 AVMs, and 5 NAs. This is a workable
situation, as most of the measures are available, and so you can
go into a reporting feeling prepared. However, if you report
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W |dentify measures available, available with modification, or not available.

{ Replace missing measures with proxy measures to allow reporting.

BEW Work with existing MIS systems for the near term.

FIGURE 18.1 Collation of Actuals

with too many missing measures, then the entire BSC can be
rendered useless and ineffective and almost dead on arrival.

2. If the situation were reversed and you had 18 NAs, you are in
trouble. Finding suitable data for those NAs could take more
than 90 days, and such a long delay will undermine the overall
BSC. It therefore becomes necessary to consider using proxy
measures. Proxy measures pretty much reflect what you would
want from a regular measure. They can help you figure out if
things are going right as far as the objective is concerned.
For example, if you cannot do a customer satisfaction survey
on a regular basis, the number of customer complaints is
an appropriate proxy measure. If the related objective is to
significantly enhance the customer experience, the proxy data
can give you a clear idea of performance.

3. Finally, there could be issues about the sources of your data.
Perhaps you originally selected the enterprise resource plan-
ning (ERP) system as your data source, only to discover the
customer relationship management (CRM) system contains
better numbers—if you can give them some massaging, thatis.
Do not get overly concerned about this. It’s fine to change and
use the CRM data, rather than taking a fixed position and
waiting for a modification to the ERP system so it will give you
the information you want. It might be in your best interest to
avoid involving information technology (I'T).
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The Accuracy of a Measure

I have found that concerns about accuracy are common reasons
why BSCs are delayed—and often fail. This is just plain silly.

"The purpose of using the BSC to execute strategy is to ensure
that we are heading in the right direction at approximately the
right speed. That means that if business from repeat customers is
approximately 70 percent, knowing that it’s, more precisely,
70.299 percent doesn’t make a difference. I know you think it’s
obvious, but you would be amazed how many firms and Scorecard
coordinators chase the decimals. I call them the decimal chasers
(DCs).

So to summarize on this point, don’t get too statistical on a
measure’s accuracy. Just make sure it’s reasonably accurate, and
you will be fine.

You Missed the Start of the Year

This happens often. It would be ideal if everyone designed the
BSC just before the start of the year, at the right point of the
business planning process, and went into the year reporting
the first scorecard. The truth is that 80 percent of the time
this won’t happen. The BSC program gets completed somewhere
in the middle of the year for the first time, and that’s okay.
Sometimes CEQOs will come under pressure from executives who
say that with half the year gone, and an annual strategy already in
place, it’s best to wait until next year. That’s a trap! The reality is
that nobody likes to be measured frequently, and the executive is
attempting to defer that situation.

I would get the BSC going within 60 days of the design
completion, no matter what part of the year it is. How does it
matter if the strategy is already complete for the year? The BSCis
an execution tool. Simply take the strategy that has been agreed to
for the year and start reporting progress on it using the BSC.
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Another argument to expect is the complaint that the data is
not in place because some of the new measures have not been
regularly tracked. No problem. Revert to the proxy measure
approach outlined above.

Then the next argument will be that we have not set targets
for all the new measures. That’s fine. Simply report the actuals
without the targets. The benefit of doing that for at least half the
year is that it will give you a sense of what target you should set for
the next year, based on the reported actuals. Even better, you can
set an estimated target using the best judgement of all the senior
executives in the room. That’s not difficult, especially considering
compensation is not tied to hitting the BSC numbers. You are
simply attempting to ensure the strategy is executed well.

One more argument is that people may be out of office for
the holiday season. We might as well wait. This doesn’t make sense
at all. Your company is running. Your customers are buying. You
can continue to measure performance.

The final example of a common argument for delaying the
BSC is a change in staffing. Imagine that there is a new executive
joining in 60 days. Some executives prefer to get started after
she is on board. This argument is also faulty. The BSC is for the
enterprise, not any individual, so it should be in place even if the
leadership team is not fully staffed.

I have seen all these excuses and more. Don’t let them trip
you. As soon as you complete the design, get it going within
60 days. Lift off!






How Should the First
Meeting Run?

And How Frequently?

Introduction

Finally, you reach the day to do the first strategy execution review
using the Balanced Scorecard (BSC). As a CEO, you have ensured
your presence, your BSC coordinator has ensured a good first
reporting deck, you have blocked two hours on your calendar, and
you have ensured that all members of your executive committee
are present for this in person or over a video link. (No conference
calls, please. They just don’t work.)

The meeting should happen before the seventh day of the
month (the window between the fifth and seventh is ideal) or you
will not have time to benefit from your findings during the next
month. The data should be available in your management infor-
mation system (MIS) in time for you to prepare. If it is not, you
need to fix that problem immediately, as it impacts the overall
performance of an enterprise. An enterprise should be tracking its
performance on key metrics on a daily basis, and the month-end
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1. Deck Pre- 2. Discuss 3. Find 4. Track &;%S:
Distribution Reds Solutions Initiatives Actiong

FIGURE 19.1 First Meeting

number is simply an aggregation of the daily data. I would not give
more than 48 bours to aggregate the month’s data, meaning it should be
ready by no later than the third day of the month.

The first meeting, and every meeting that follows, will run a
similar course, covering the five steps shown in Figure 19.1.

Deck Pre-distribution

The first BSC deck should be distributed about two or three days
before the meeting. The meeting should not be the first time that
everybody looks at the deck. By the time you sit down in the
conference room, everybody should have read it, made their
observations, thought about the challenges that are being
reflected in the strategy, and how they can help fix it. Finally,
each person should list things that are missing and need to be
talked about.

Some executives may attempt to correct the measures or data
at the last minute; this should be strongly discouraged. Necessary
tweaks and adjustments should have been figured out before the
deck was distributed. Now is not the time to do it.

Recently, I visited a client where one of the measures was the
number of sales calls per day made by the company’s internal sales
force. The number was very low. The head of sales started
harassing the BSC coordinator, claiming that the customer rela-
tionship management (CRM) system did not reflect the complete
data because the sales team had not been regularly entering their
calls into it. Whose fault is that? 'The BSC will report whatever data
is in the system; there is no guarantee that the other numbers
being suggested are any more accurate. To avoid this kind of
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embarrassment, the sales head needed to ensure that the sales
force enter their data correctly and on time.

If you don’t take a firm position, drama like that will never
end, and you will be having the same conversation over and over
again. I know BSC coordinators who don’t sleep the night before
reporting because tweaks and changes flow in right until meeting
time.

Only genuine errors should be corrected in the days between
the deck pre-distribution and the meeting, and hopefully it does
not happen too often.

BSC Coordinator’s Role

The BSC coordinator has ensured everybody has the deck and a
copy of the BSC to be reported on the projector. He or she will
start the meeting by quickly summarizing observations on the first
couple of pages of the deck. Once that is done, it is not in the BSC
coordinator’s best interests to stand near the projection screen or
speak as the BSC is being discussed. Coordinators are not
responsible for reported performance, so they should leave the
questions and defense to the people who own the objectives. So
many times, coordinators get carvied away and try to take on a more
visible role in directing the meeting. Underperforming executives
often attempt to pile on to the BSC coordinators by trying to
make them explain the lack of performance on the objective. Slw
down. 'The coordinator does not own any objectives. The person
making all the noise should be the one explaining what’s wrong.
Other times, executives try to poke holes in the quality of the data,
or if they get really desperate, say the measure is wrong. Were you
asleep when the BSC was being designed and not reading what was sent
to you?

If this kind of behavior persists, it’s up to the CEO, not the
BSC coordinator, to put an end to the nonsense and clarify that
the executive is responsible for answering the questions.
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After summarizing the top two pages, the coordinator should
sit down and let the discussion begin. At that point the coordina-
tor becomes a note taker on key points and ensures the meeting is
not taking a direction that is too operational. Additionally he or
she keeps time so the meeting can end on time and, if the
coordinator is also a strategy head, takes part in the discussion
to fulfill any operational role. As everyone becomes better prac-
ticed at reporting, these conflicts will come up less frequently.

The Discussion

What should first happen is everybody should take deep breath,
switch off their cell phones, and spend the first 10 minutes looking
at the Strategy Map and BSC that has been put up and make any
additional observations or comments in their notes. Absorb all that
is there. By the way, the budget documents should be on the table,
showing actuals versus the variance in case anyone needs to refer
to them.

The meeting should start with the Financial Perspective. Focus
on the objectives that are in the red, where the target has been
missed. The CEO should lead from here, turning to the owner of
the first red. Let the executive lead the discussion of what is going
on with that objective, provide a full context on why something is
off track, and specify what their plans are to rapidly fix the
problem. Let the person have their 10-15 minutes to talk. After
that, it’s time for everybody else to step in. Remember that the role of
everybody on the executive committee is to find solutions to the problems
that face the enterprise. Each of the executives who has an idea for
how they can help and what the solution should be, should speak
up. The CEO should be a keen listener, deferring comments until
everybody has had a chance to speak. Then, the CEO can provide
a concluding view, and summarize how they want the issue
addressed, maybe even impressing upon the executive that
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time is running out and patience is limited, and that there is an
expectation for the issue to be fixed prior to the next BSC
meeting.

It is quite possible that the BSC coordinator has ensured that
drilled-down data has been made available to make the discussion
more substantial. Then that data must be looked at. Here is an
example. The overall BSC is reporting total sales, but this is a
function of sales by channel (direct, online, distributor). The
additional numbers reveal that online sales are off, so the drilled-
down information needs to focus on a channel discussion.

There is also a possibility that while the problem can be
fully understood at the meeting and the solution is obvious, the
exact solution may need more data and more operational executives
in the room (e.g. Why is the steam boiler failing regularly?). This
will then lead to a follow-up discussion either immediately after
the meeting, or in the next day or so, so that the problem can be
fixed. This does not need to be a face-to-face meeting, so it can
take place like typical meetings at the firm (e.g., face-to-face,
phone, or video).

There is also a possibility that the problem is resulting from
other people not doing their jobs. For example, sales are down because
not enough salespeople have been hired on time; human
resources (HR) is responsible for that. In that case, the HR
executive must join the discussion and explain what’s going on,
why there are delays, and provide a solution to the problem. In
another case, it could be that the chief financial officer (CFO) has
not released the funds to purchase raw material, resulting in
production and sales shortages. The CFO might have made
this decision to comply with a set of business rules that, based
on this conversation, the company may decide to modify.

Once the discussion on the red line items in the Financial
Perspective, is complete, its good to take a look at the green
numbers. It’s important to acknowledge positive performance and
to understand what is working, or if the change is the result of a
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one-off situation. This will prepare people to see a red number
next month, if that should be expected.

Once the Financial Perspective is done, move on to the
customer perspective and follow the same process. The plan
should be to take about 20-25 minutes per perspective in general,
so you leave about 20 minutes to talk about initiatives and the last
few minutes to close out the meeting.

The Discussion on Initiatives

The reason businesses run initiatives and projects and spend tons
of money on them is to deliver the strategic objectives and
enterprise performance. Often that tends to be forgotten.

Well, in the corporate BSC meeting, all we want to do is to
look at the status of the top 10 projects, and to ensure they are on
track to deliver our strategy. I recommend tracking these projects
on an initiative template, an easy one-page document that pro-
vides an overview of key information (Figure 19.2).

Example Project Status Update

oo Project Issues/
ummmw il | b

TBP: To be planned

FIGURE 19.2 Initiative Template
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What Makes a Project a Top-10 Project?

Even a simple question like this can have multiple answers, some
of them wrong. In my view a top-10 project includes the following
kinds of projects:

* Projects of significant financial value

* Projects that may not have a very high value, but have a
material impact on the performance of an enterprise

* Projects that are very time sensitive

When reviewing projects, we follow the same approach that
we used for objective review. First, look at all the projects that are
in the red. Ideally, all strategic projects would have an executive
committee sponsor who is present at the BSC reporting meeting.
Let the person explain what’s going on, why is it’s in the red, and
how and when will the problem be fixed. If necessary, let the
project manager join this part of the meeting, lead the presentation,
and exit after the presentation is done. Do the same with all the
red items. Then quickly look over the greens, acknowledge the
fact that they are performing well, and quickly confirm that they
will continue to do so.

Tracking the Benefits 1 want to close out on this topic with a
brief discussion on benefits that need to accrue from initiatives and
how to track them. Very often firms implement projects because
the investment is meant to bring some kind of benefit (e.g.,
reduced cost, more customers, shorter turnaround times, head-
count reduction, new products, etc.). However, very few companies
track the benefits once the project is complete. I am convinced that, just
as the executive committee is tracking a strategic project’s status,
they must also track the benefits of projects completed, at least in
the 24 months that follow, as that is how long it can take to realize
results.
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Track this on a table that includes the top 10 strategic
projects completed in the past 24 months. Identify the resources
invested, the expected key benefit, and what has really happened.
Track each one for about 6-12 months until you are convinced
that the benefits from the projects are sustainable or fully achieved.
You can then take that project off the list and add a new one.

Meeting Closure

The last 5-10 minutes of the meeting should be a wrap-up of
everything that was discussed. The CEO and BSC coordinator
quickly summarize what actions and decisions were agreed to, who
will do what, and what the nextsteps are. There is a quick discussion
of next month’s plan before the meeting comes to an end.

What about the Cascade Scorecard Meetings?

Cascade scorecard meetings follow the same format outlined
above, with the respective cascade’s management around the
table. Ideally, those meetings should immediately follow the enterprise
BSC meeting, as decisions made by the executive leadership can

affect the cascade BSC.

Conclusion

You would be amazed that, while executives understand their
operating roles, they are often no better than high-school stu-
dents when it comes to effectively managing a meeting and
ensuring an outcome. If you can’t do that with your BSC monthly
strategy execution review, your execution efforts will be seriously

diluted!



What about Scorecard
Automation?

Mobile and Dynamic Scorecards

Introduction

The topic of scorecard automation typically arises early in the
Balanced Scorecard (BSC) process; often after the first BSC
review meeting. Figure 20.1 provides an overview of how this
automation flows.

The Excuse to Automate

As soon as the first or second review meeting is done, the BSC
coordinator will suggest that the scorecard cannot be efficiently or
accurately reported unless the process is automated. It’s possible
that an outside automation firm has gotten to them (I know this
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BSC Dashboard

FIGURE 20.1 Scorecard Automation

because my firm offers an automation solution—Accelerator), or
simply because the coordinator believes life will be much easier
with an automation solution in place. That is actually not true; I'll
tell you why.

Most organizations do not have a robust management infor-
mation system (MIS). In the early BSC reporting rounds, many of
the measures may need to be manually calculated. At times, the
data will need to be imported from multiple sources. Even
automation solutions cannot fully get rid of this problem. Auzo-
mating your scovecards before automating most of your measures is not a
good idea.

There is another issue. It is quite possible that it may take two
or three reporting cycles to finalize and freeze your data sources
and your measures. What if you rush into automating your
scorecard right after design, and find that, after three or four
meetings, that the BSC design has changed? Then you have
wasted a lot of resources automating a now-obsolete scorecard.

When to Automate?

The ideal time to automate is when your BSC has stabilized after
two or three reports. If you are reporting cascaded scorecards, it is
hard to simultaneously and manually manage all of them and,
more importantly, their linkages. Organizations with a very
strong MIS, might be able to use automation to dynamically
review scorecards, even on a daily basis, not just at the end of the
month. Most automation solutions are mobile, allowing the
leadership team to view them on their desktops or tablets.
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Components of BSC Automation

These are the three key components of a BSC automation
framework.

1. Your data sources: These could be multiple data systems within
your organization, including enterprise resource management
(ERP), customer relationship management (CRM), financial
systems, human resources (HR) systems, and so on. Each of
these may have different relevant data for your BSC and
business. For instance, ERP could have your manufacturing
data, while CRM has your customer data.

2. Your data warebouse (DW): Your I'T department could have
bought a DW to allow for the current MIS to be aggregated
within the enterprise without touching your core systems.
These are also called datamarts.

3. The BSC automation solution: The BSC automation solution
will have the following components:

a. Extract-transform-load (ETL): An ETL platform that
plays with the data it sources from the DW or from
your systems, allowing you to manipulate it and combine
it in useful ways. This is generally needed when dealing
with large volumes of data.

b. Business intelligence (BI) and dashboarding: A BI platform
that also analyzes the data and displays it as a dashboard on
your desktop or tablet. These could be proprietary BI
solutions or those created using JAVA, Jasper, Qlikview,
or other BI solutions.

c. Hardware platform: The solution could be hosted either
on a server in your firm, or on the cloud.

d. Access rights: Different rights for different users. For
example, the BSC coordinator should be able to update
the Strategy Map and scorecard, and have full access to
modify and update everything. A business unit head, on the
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other hand, may be able to see their unit scorecard, but not
another division’s.

The Automation Process: The Data Challenge

Typically it should take you six to eight weeks to automate your
BSC, but it all depends on your data situation. Let me explain.

The vendor will need to identify the sources of data and how
it will be accessed. This is a huge issue. In most organizations data
sits in disparate systems. That means if the scorecard is to be
automated, and the data is sitting in multiple systems, the solution
will need to connect to multiple systems to pull the data—a big I'T
no-no! For banking applications where there are huge data
security issues, it’s almost impossible.

You may get lucky if your firm has a data warehouse (DW).
Your DW sits on top of all your systems where most data
aggregates, and is available. If your firm has that, you are in
luck. Then most automation solutions will simply connect to the
DW, and pull the data from there. But that is not enough.

The next question that comes up is: How much data do we
need? This is a significant issue. For banks, where an average
customer makes multiple transactions per day, the data for even a
month could be many terabytes. The point I am making here is
that the amount of data you need will determine how easy it is to
implement a BSC automation system and the associated cost.

BSC automation also impacts the design architecture. If
there is a large amount of data that needs to be processed, it
cannot be simply fed to a BSC-type Bl system (e.g. Jasper, SAS) to
display. It needs to be transformed. That means you get stuck with
another process and add-on software called an ETL /layer. That
means that once your BSC solution is connected to the database,
you need another layer in between—an ETL layer—to make the
information accessible. That also means that you need to hard-
wire your data sources and formulas for the ETL to work, making
the solution less agile.
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Nowadays a lot of BSC automation companies are using agile
BI platforms. These agile platforms allow you to rapidly change
formulas and data outputs without significant recoding. For exam-
ple, you may want to change what you display on the x-axis of a
chart, or you may want to add a new division’s revenues to a
formula. Ideally, you would want to be able to do all of this without
significant coding.

The point I wanted to make is that the biggest challenge in making
BSC automation work is the data. Try to minimize the complexity of
sourcing this data, and more importantly, don’t let your I'T staff
give you a hard time about trying to automate the solution. This
often becomes the issue. Sometimes we ask I'T" to give us the data
in an Excel file, and even that becomes a challenge.

Benefits of BSC Automation
These should be the benefits of automating correctly:

* Ability to report multiple scorecards seamlessly.

* Better visuals, including charts that show trends.

* Ability to do dynamic drill-downs on the data to analyze
cause and effect.

* Ability to have dynamic scorecards to see how things are
changing, daily or by the hour, rather than waiting till the
end of the month.

* Mobility. Having your scorecards with you on the go.

* Ability to modify/enhance the scorecards with minimal effort.

Of course one of the key benefits of automating the Score-
cards is to bring stability and longevity to your BSC program.
It will ease the reporting of the BSC, allowing the process to stay
in place. Lastly, keep the investment light. I wouldn’t spend more
than $100,000 on a BSC automation project!






What Happens After a Meeting?

Making Sure the Traction Lasts the Whole Month

Introduction

Strategy execution using the Balanced Scorecard (BSC) is all
about driving change. What’s the point of having a very
productive, solution-oriented meeting, if afterwards nothing
happens? Everybody just goes back to doing their jobs the way
they normally do, and then, a month later, shows up for the next
BSC meeting for another two-hour discussion. That won’t
change anything.

This happens a lor. While all everyday operational actions
contribute to the execution of strategy in some shape or form,
you cannotachieve execution excellence if you fail to apply what the
BSC review meetings reveal. Additionally, the alignment, focus,
and prioritization that emerge from using the BSC framework, are
critical for execution excellence. Execution excellence, when using
the BSC, is as much about what you do between the meetings
(Figure 21.1) as it is about what you do in the conference room.
Figure 21.1 outlines the key activities post the BSC reporting.
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1. Deck 2. Follow-up 3. Cascade 4. Initiative
Distribution Action Alignment Action

FIGURE 21.1 After the Meeting

Circulation of Post-meeting Deck

The same day the meeting is over, it is critical for the BSC
coordinator to create action points based on the meeting minutes,
and circulate them immediately to all committee members. If the
meeting has resulted in a need for the BSC deck to be updated, an
updated copy of the deck should also be circulated. If the BSC is
automated, then the next version of the BSC must reflect any
changes or notes.

Follow-up Action

As I indicated earlier, execution excellence with the BSC is about
driving change. This could result in a set of urgent follow-up
meetings or actions to implement the solutions determined at the
meeting or to more deeply investigate a problem.

1. The meeting could indicate that a number of committee
members need to sit together and find a solution or detail
an implementation step at their level without the involvement
of other executives or the need for approval for additional
resources. A simple, joint decision needs to be made.

2. Another result of the meeting could be that a solution requires
the involvement of operational teams. This happens in cases
when an operational solution can solve a strategic problem.
Examples include: the failure rate on the factory floor requires
an active discussion with the factory manager and the QA
team; an underperforming call center at a bank requires a
discussion between the retail banking and the call center head.



What Happens After a Meeting? 137

3. The meeting could indicate an urgent need to engage with a
third-party. This can be necessary, for instance, to settle a
matter with the tax department, renegotiate with a supplier, or
offer a greater discount to a new customer.

The important point here is that whatever the actions are,
they need to have a high sense of urgency, as they impact a
strategic outcome, which in turn affects company performance.
The BSC executive team expects that changes will deliver benefits
within a relatively short period of time—even as soon as the next
monthly meeting.

Complaining

The BSC process also results in a lot of complaining. Executives
come out of a review and gossip, sometimes sarcastically, about
the meeting or other executives. If you are worthy of being on an
executive or management committee, speak up when you have a
chance to do so or be silent afterwards. Whispering after the
meeting is over doesn’t accomplish anything, and I think it’s for
cowards. There are many ways of speaking up without alienating
people. Here’s an example: Rather than saying “Your attempt to sell
more through your distributors will fail,” you could try, “If you explore
the online option, it may also help you generate additional sales.”

Ensure Cascade Alignment

If cascaded BSCs are also running at a departmental level, it may
be necessary to exchange notes with them; there might be a need
to realign the BSCs or share the output of the meetings with each
other. Example: The enterprise BSC has decided that there will be a
company-wide biring freeze for the next quarter. However, the cascaded
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BSC for the business unit had decided to increase sales by hiring more
salespeople. This is a disconnect that needs to be addressed immediately.

Initiative Action

The review of the top 10 initiatives will likely result in a set of
actions for some of those initiatives, but it could be more than
that. There could be initiatives running at the enterprise level that
are dependent on a top-10 initiative’s output, or there could be
initiatives at the next level that have similar dependencies. All of
them need to be aligned, and getting there may resultin a series of
follow-up actions.

An Unfortunate Case Study: Blowing
up a $5 Billion Company

Here’s an example of an unfortunate situation where a client
simply refused to take some follow-up action after the BSC
meetings.

A few years ago, I had a major BSC mandate with one of the
world’s leading consumer electronics retailers, who had over
$5 billion in revenue, and 5,000 small-format stores. The BSC
exercise clearly showed that many of their stores carried dead
stock worth a total of $250 million. Unless that stock was
removed, resulting in a one-time write-down, the firm had no
real way of returning to profitability. This action would have
forced a rationalization of a number of outlets and the potential of
creating space for what they called small digital devices. These
products were driving traffic and sales for others in the industry,
and this retailer had a huge opportunity to capitalize on this
growing trend.

However, instead of putting a plan in place, the CEO told
me that if he did the write-down, Wall Street would kill him,
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and he would lose his job. So nothing happened and no tough
decisions were made. The losses continued and this retailer
became one of the first companies on the planet to terminate a
large number of employees via email. Then, they filed for
bankruptcy. Every time I think about the situation, I feel really
bad. This great company met a sad fate, and it all came down to
the inability of four executives to make a few tough decisions that
would have proved right in the end.

Think about this example if you are ever casual or feel lazy
about a BSC meeting’s follow-up decisions.






The Communication Challenge

It’s Like Keys to the Executive Washroom

An Unfortunate Case Study:
Paper on the Walls

I’'m going to start this chapter with a case study to make a point.
Many years ago, I went to see a client of mine in Lille, a small
town in France. He was the CEO of one of the divisions of one of
the largest French companies in the world. I walked into his
conference room and noticed that every single wall was covered
with many pages of PowerPoint slides. I asked him what was
going on. He said that he was trying to communicate the strategy
to his management team and factory leadership, so once a week,
he made them come by the conference room and take a fresh look
at all the slides to remind themselves of the firm’s strategy. He
thought this would help them stay focused. Wow! I thought
people only looked at stuff on a wall at an art gallery!

I was speechless. This CEO is a really smart guy. He under-
stands the importance of strategy and execution, and he had taken
extreme actions to communicate this to his team. But it doesn’t
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2. Board

Communicate
BSC

FIGURE 22.1 Communication Challenges addressed by the BSC

need to be that way! The Balanced Scorecard (BSC) can help you
do the same thing through a formal process that is much more
effective.

Figure 22.1 illustrates the communication challenge that the
BSC helps organizations address. As you can see, the key stake-
holders—internal audiences, the board, and investors—can
understand corporate strategy and execution thanks to the BSC.

Start at the Design Stage

Once a Strategy Map is finalized and strategic themes are identi-
fied, you have a great opportunity to build a communications
agenda across the enterprise. The BSC coordinator or the CEO
can draft a series of messages to all employees indicating that the
firm is seeking execution excellence in delivering their strategy
and is using the BSC to do so. The memos should explain thatas a
part of the process a number of strategic themes and outcomes
have emerged. These are important enough to core business that
everyone should understand and focus on them. Clearly commu-
nicating these facts even before you start measuring performance
with the BSC can have a noticeable impact. Employees are more
likely to think about these points as they conduct their business
day to day. Online banners and posters can help remind
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employees of the organization’s strategy so they understand their
roles in that larger context.

At the Reporting Stage

You will see huge benefits at the reporting stage. First, when you
start reporting performance, you can update internal stakeholders
on how the organization is actually performing on its key strategic
themes. This new way of framing success can be a wake-up call for
people.

I've seen CEOs, with BSC pins on their lapels, walk the
corridors and stop to greet fellow staff members and ask how their
scorecards are going. All of this works because, for most people, if
it’s important to the boss, it’s important to them.

The BSC can also be used to explain your strategy to the
marketplace, especially equity analysts and investors. They get to see
all the financial statements, but very few understand them in a
strategic framework designed to drive financial performance. You
don’t need to broadcast the full scorecard; revealing the strategic
themes and the performance on the associated objectives is
enough. One of my clients saw their stock price jump by 20 per-
cent as a result of effectively using the BSC to communicate with
investors.

Board Reporting

This is really a good one. Boards focus on financial performance
and boring committee reports, but they never get to see strategy
in action, or how execution results in financial outcomes. It’s,
therefore, a good idea to create a theme-based strategy map (the
lite version) for the board to review. The board is never going to
have the time or inclination to review a full scorecard, but they
will look at a lite Strategy Map with six or seven key themes and
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some measures that are indexed to show performance. It makes
the board more knowledgeable, which helps them to make more
informed decisions. This is very important to CEOs, who often
complain that a large chunk of their time is spent managing
difficult board members, rather than focusing on the external
markets and business environment.

Using It to Build a Training Agenda

This is another strong benefit of effectively communicating the
BSC; you can use it to build a training agenda. One of the biggest
challenges that human resources (HR) directors face is that they
are often not sure as to what the exact training agenda should be.
They can figure out what will be broadly useful—most of it is
pretty standard—but by using the BSC, they can direct training
dollars to things that improve strategy-driving competencies.
Isn’t that a better way to approach professional development?

Take for example, the strategic theme of service excellence. If
service excellence is a theme that is being communicated as a BSC
priority across the organization, wouldn’t it make sense for an HR
director to adopt it as one of the department’s important training
themes? Definitely. Simply communicating enterprise priorities
using a BSC allows HR to organize a training calendar around the
most practical and effective topics.

In conclusion, don’t make the strategy and the BSC like the
keys to the executive washroom. In order to execute the strategy,
employees need to know what it is!



What Happens If Performance
Does Not Improve?

Patience and Speed Go Together

Introduction

It’s not uncommon that regular reporting of the Balanced Score-
card (BSC) does not result in any short-term performance
improvement, or any performance improvement at all. Many
people believe this is a sign that the BSC program is not going
well, and has become nothing more than a management infor-
mation system (MIS) tool, at best. What happened? Figure 23.1
depicts the four major reasons people consider BSC reporting to
be a failure. We will discuss each of these problems and the
implications in further detail.

It’s Not a Formula 1 Car

One of the clear benefits of a BSC is that it accelerates perform-
ance, but there are limits to that acceleration. Many executives
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FIGURE 23.1 We Are Reporting But . . .

seek rapid improvement in a company’s financial performance
if they are using a BSC. There are many reasons this cannot
happen. First, financial performance is an outcome to action taken
on non-financial drivers—customers, process, people and tech-
nology—of a strategy. Even if rapid action is taken at that level, by
the time the effect of that action has an impact and then percolates
up towards a financial benefit, a quarter or two can go by. A simple
example can be seen in increasing sales by increasing the size of the sales
force. Similarly, obtaining efficiency and cost benefits can come from
implementing new technology.

So no one should be surprised if it takes some time for
meaningful impact to appear—especially as a financial benefit.
Of course people should expect some indicators or progress to be
made in the right direction. Some of the non-financial drivers
should start gaining traction and their numbers should start
to move.

Itisalso possible that certain benefits can accrue only when the
projects or initiatives that support the related strategic objectives are
completed. After all, that is why those initiatives were put into
place. Let’slook atan example. There is an initiative to improve the
output of certain manufacturing plant by adding load-balancing
equipment. Only after that project is completed, can the supported
objective (i.e., increased manufacturing output) be met. Other
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objectives will flow from there, starting with fulfilling customer
expectations in terms of products. Finally, the financial outcome of
sales will be met. As you can see, performance relies on causal
relationships.

What If There Is No Cause and Effect?

In some cases, projects will be completed and actions will be taken,
but financial or other objectives are not achieved. One of the
reasons for this is a problematic Strategy Map and BSC design.
If the strategic objectives that you have selected have no bearing on
financial performance—either directly or indirectly—or on any of
the other key objectives, then you are not going to see an increase in
performance.

A classic example focuses on quality improvement. While we all
agree that high-quality products sell better, we also recognize that
having high-quality products is not the only driver to generate
sales. About 15 or 20 years ago, with new thinking from Deming
and Taguchi, the quality movement was at its strongest, and
rightfully so. Product quality, even from some of the world’s
largest corporations was not what it should have been. The
automotive industry was a classic example. The Japanese method
of manufacturing was a case study that provided lessons to all of
us. In those days, even if the Japanese did a super job in terms of
quality, we all know that was not the only reason their products
outsold their American-made counterparts. Design, pricing, the
quality of the dealer network, and their after-sales service all
impacted consumer behavior. So, if your Strategy Map and BSC
indicated that significant improvement in quality alone would
help drive financial performance, and that was the only real
objective you were focusing your energy on, you are likely to
have been disappointed.

Nowadays, maybe due to an excessive focus on quality, or
because of robotics, the quality standards between the larger firms
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has stabilized, which means the products have become more
commoditized. One measure or one area of improvement is no
longer enough to rely on for financial gain. Business models have
become more complex, which is why an organized, methodical
approach to strategy is so important.

Here’s another example: Ten years ago, online sales
accounted for about 25 percent of total sales in the consumer
electronics industry. The remaining 75 percent was sold through
stores. Back then, I had a consumer electronics client who was
diligently measuring same-store performance and new-store sales
and, based on that, assumed that everything looked good. In
reality, their online sales model was not working, even though the
market was rapidly moving in that direction. Unless they made
investments to support online sales, and designated measures to
track performance, the company would be in trouble.

It’s always important to ensure that the strategic objectives in
the lower perspectives of the BSC lead to benefits in the perspec-
tives above them. Otherwise, your objectives, map, and BSC will
not help you succeed. What’s the point of taking medicine if you
can’t get better?

Too Many Reds

I had a client situation recently where the BSC has too many red
measures. Out of the 40 measures the clients had selected to track,
30 were behind target. I took one look at the BSC, and needed a
drink! Normally a BSC would have about 25-30 percent of the
objectives off-track, not 75 percent. When so many objectives are
in the red, not only is it totally demotivating, but it also makes
me wonder if the business model is so badly broken that it can’t
be fixed.

When a Strategy Map and BSC have so many objectives
behind target, the immediate fix is to refocus and reset the targets
to make them more realistic and bring the number of reds under
control. Try to get the reds down to a reasonable number, five to
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seven, and have the entire management team focus on fixing only
those for now. Reset the targets to get them out of the red. Only
once those five are fixed, will it be possible to move on to the
others. As soon as you get those out of the red, turn to the next five
and start working on those. This might mean that the execution of
strategy is going to take two quarters more than what you had
originally planned, but isn’t it better to do that than to have 30
reds staring you down, leaving the committee too demoralized to
take action.

There could also be another unfortunate reason why an
organization has too many reds. The business model might be truly
and permanently broken, meaning it’s time for drastic action. This
could mean a few things are going on. It’s possible that the CEO
initiated this problem, and now that he or she has fully broken the
business, it is time to move on as there is nothing else to break.
Another possibility is that the business model in its current
framework is not viable any more. The company needs to be
split in half, and part of it has to be sold, or even shut down.

Here is another example: A company has a division that
supplies yarn to another captive division that makes textile
products. After years of effort the yarn division is unable to
meet quality standards at the price it needs. The yarn division
relies on old equipment, and it doesn’t have the technology to
produce the cutting-edge yarns that new textiles need. As a result,
all of the yarn division’s performance is red, and it’s pulling the
textile division’s performance down with it. If the textile division
were to buy yarn from outside, its direct indicators would turn
green. The simple but painful solution here is to exit/transact the
yarn business to ensure the survival of another.

The CEO is Not Pushing the Agenda

Meeting after meeting, the same set of executives keep delivering
reds, demonstrating their weak performance. They are not
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getting called out at the meeting or can cleverly talk themselves
out of bad situations. The CEO is also uncomfortable calling
them out in the meetings and worries about making them look
bad in front of their colleagues. The solutions are obvious but the
executives are simply not acting. Another meeting ends, and
there’s no further discussion on the subject until the next meeting
a month later, when the same drama continues.

"This is clearly not acceptable. If you are expecting execution
excellence, this is not the way to get it. It’s the CEO’s responsi-
bility to ensure that the executives act on the agenda; if they don’t,
there must be consequences, either in terms of financial compen-
sation or future employment. I hate to say this, but if executives
believe that no one ever got fired for not delivering on a scorecard,
then maybe it’s time to show them it can happen.

The Ownership of the Strategy Is
Wrongly Placed

Strategic objectives have owners, who are supposed to ensure the
delivery of the strategy. But what if we picked the wrong owners or,
worse still, some of the team members are incompetent. Picking the
wrong owners is not uncommon. I will give you a simple but classic
example. If the objective is to reduce cost, is it the responsibility of
the CFO or the leader of the business unit running excessive costs?
You can’t pick both, so who do you go with?

"The answer is it depends. If the business head lacks appreci-
ation of the importance and urgency of what needs to get done, or
has a track record of failure, I would pick the CFO. If the business
head understands the issue, but needs help on the numbers, I
would pick the business head but also ensure the CFO supplies
any needed support.

The point I am making here is that selecting ownership on
strategy execution is not about simply taking the organizational
chart and pointing to the people who seem to most logically fit the
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objectives. It takes thought, and an understanding of the current
cultural context, the existing competencies within the system, and
the objective’s critical components. Before selecting executive
owners for strategic objectives, these things must be clearly in
place or the objective will not be on track.

The BSC Coordinator Has Taken Over the Agenda

This happens, too. The primary role of the BSC coordinator is to
help facilitate strategic discussion and execution focus using the
BSC. It’s the role of the rest of the organization to deliver the
strategy operationally. Unfortunately the BSC coordinator has fallen in
love with the BSC framework and bas started to dominate the meetings.
Other symptoms of this are explaining everything that is going on,
declaring what action should be taken, and not letting the exec-
utives speak up when they are really the responsible parties. This
causes the management team to switch off. After all, ownership has
shifted from them to the overly enthusiastic BSC coordinator.
The CEO must not just stand by in this situation.

The CEO Stops Attending the BSC Review

If the CEO has stopped showing up for the BSC review. I can
guarantee you that your execution focus is on its last legs. Why
will anybody take the approach seriously if the CEO clearly
doesn’t? In this situation, other executives can stay focused on
doing their operational jobs, which, I am sure in some ways, will
help in deliver strategy. That might be all they can do.

An absent CEO needs to be reminded that the BSC is not
another executive MIS tool. Its purpose is to drive change by
focusing on strategy to solve problems on a proactive basis. Like a
budget review, a BSC review is not optional.






Running a Best-in-Class Project
Management Office

You Can’t Do It without a Command Center

Everything Is a Project

Projects are how we convert possibilities into realities; however,
all projects are not the same. Some projects are small, while others
are big. Some require detailed planning and complex processes;
others need to be carried out dynamically and in a more flexible
manner. Some are complicated, requiring multiple people and
technology; others are more straightforward and easy to execute.

A project, which has a well-defined beginning and end, is
designed to deliver a unique outcome in terms of product, service,
or result. Based on this definition, most, if not all activities we
encounter on a day-to-day basis fall under the category of a
project, right from planning a party to getting a medical check-up.
In business as well, we see more projects today than ever before.
This can be a good thing. Approaching work like a project
encourages people to be more disciplined and focused on deliv-
ering outcomes.
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Managing several projects systematically and efficiently, and
ensuring their successful outcomes, has often been a daunting task
for many organizations. This is particularly true for larger com-
panies or companies dealing with change. Program Management
helps address this challenge. According to the PMBOK (Project
Management Body of Knowledge), a program is a group of
related projects and program management is the management
of these projects in a coordinated and synchronized manner.
Program management enables a firm to gain advantages and
control, which may or may not be achievable by managing
each of these projects in a stand-alone manner.! A program is
directed toward achieving overall strategic and organizational
objectives. It takes a wider and more comprehensive view of
the organization. Projects are more focused on their individual
outcomes, which together contribute to achieving the strategic
objective.

The Evolving Landscape of Project and
Program Management

The landscape related to project, program, and portfolio man-
agement has been constantly evolving. As firms spend increas-
ingly large amounts of money on executing strategic projects and
programs, we frequently see a new function related to program
and project management, surfacing in firms all around us. A
project management office (PMO) provides a formal setting
for managing projects and programs. The PMO is in charge of
the costs, risks, and benefits of the program as a whole. It ensures
the realization of cost saving through synergies between projects
and scale efficiencies. Additionally, it allows the firm, to imple-
ment consistent policies and procedures between projects.

! Project Management Institute. PMBOK Guide, Sth Edition, 2013, page 368.
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Many have compared a well-established PMO to the central
nervous system of an organization. Primarily it facilitates syn-
chronization among related projects and ensures alignment
between the strategy of the firm and individual projects. In
essence, the PMO is a vehicle that manages the execution of
the strategic goals and objectives laid out by the firm.

The Program Manager’s Role

The role of the program manager differs significantly from that of
an individual project manager. It is broader and more high-level
than that of the project manager, who is typically responsible for
his or her individual projects, the team and its outcomes. A
program manager in that sense, forms a layer above the individual
project managers and directs the coordination and linkages across
the portfolio of projects.

The project manager’s role entails both strategic and opera-
tional activities. He or she is responsible for envisioning and
planning aligned projects, identifying and allocating resources,
and identifying possible risks and assisting in their resolution.
Operationally, the program manager should provide regular
business and technical inputs, ensure frequent steering committee
meetings, monitor progress, and provide updates to management
on overall status. Additionally he or she should follow the disci-
pline of maintaining updated project and program documentation
and maintaining communication with all stakeholders.

An Effective PMO

Effective program management requires some key processes.
There are two different ways to categorize these processes: by
knowledge area and by process group. On the one hand, knowl-
edge area processes are categorized by the purpose they serve.
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FIGURE 24.1 An Effective PMO

Process group processes, on the other hand, are categorized by
the order in which they should be carried out. Figure 24.1
illustrates the knowledge areas and process groups used in
both of these categories:

The tricky part, however, is that not all processes under a
particular knowledge area fall under the same process group or
vice versa. For example estimating activity resources and con-
trolling the schedule, are in the same knowledge area, time
management. However, resource estimation sits within the plan-
ning process group while schedule control is under monitoring
and control. The subsequent pages provide examples of processes
under these two broad methods of classification.

PMO Knowledge Areas

There are 10 key focus areas as outlined by PMBOXK, also often
called Project Management Knowledge Areas.” All PMO

? Project Management Institute. PMBOK Guide, Sth Edition, 2013, page 368
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processes can be grouped under these 10 areas. Each area is
characterised by the processes that fall under it; examples of
typical processes in each area are as follows:

1. Program Planning and Integration:
a. Creating and finalizing a program management plan
b. Organizing integration forums
c. Collating interdependencies across the program
2. Scope Management:
a. Creating a scope and requirement management plan

b. Collecting requirements through workshops and group
discussions and collating them through precise documen-
tation and a requirement traceability matrix

c. Defining scope including creation of a Project Scope
Statement

Creating a Work Breakdown Structure
Validating deliverables against scope
Controlling scope through variance analysis

H - e

ime Management:
Creating a schedule management plan
Defining key activities and key milestones

0T

Sequencing activities by calculating leads and lags, using a
precedence diagramming method, and creating a project
schedule network diagram

Estimating activity resources
Estimating activity durations
Developing a schedule using the critical path technique

® - 0 &

Controlling the schedule including resource optimiza-
tion, schedule changes, and schedule forecasts

4. Cost Management:
a. Creating a cost management plan
b. Estimating costs
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C.

d.
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Determining budgets
Controlling costs and creating forecasts

5. Quality Management:

a.

e o T

6. H
a.
b.

e

Creating a quality management plan
Creating quality checklists
Performing quality assurance through audits

Controlling quality including review of quality checklists
and change requests and inspecting deliverables

uman Resources (HR) Management:
Creating a human resources plan

Assembling project teams and maintaining staff assign-
ments and calendars

Developing project teams and assessing performance

Managing project teams including resource conflict
management

7. Communication Management:

a.

b.

Creating a communication management plan
Managing communications including the use of formal
and informal models

Controlling communication through maintenance of
communication logs, when necessary

8. Risk Management:

a.
b.

C.

Creating a risk management plan

Identifying risks and creating a risk register
Performing a qualitative risk analysis including conduct-
ing an impact assessment, categorizing risks, and assess-
ing risk urgency

Performing a quantitative risk analysis including risk
modeling

Planning risk response including formulating negative
risk mitigations and positive risk strategies

Controlling risks and facilitating risk audits
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9. Procurement and On-boarding:

a.

b.

d.

Creating procurement plans and statement of work
(SOW)

Conducting procurements including proposal evaluation,
negotiations, and vendor selection

Controlling procurements including conducting pro-
curement performance review, and reporting and facili-
tating inspections and audits

Closing procurements

10. Stakeholder Management:

a.

b.

Identifying stakeholders and creating a register

Conducting discussions with different teams and creating
a stakeholder management plan

Managing stakeholder engagement including regular
communication and creation of an issue log

Controlling stakeholder engagement

PMO Process Groups

Processes can be grouped under five process groups, which are
analogous to a project lifecycle. They progress from initiating to
planning, executing, monitoring, controlling, and, finally, closing
activities. Each group has a distinct set of process. Examples are
listed here under each of the five categories:

1. Initiating Processes:

a.

b.

Gathering data to initiate a project

Defining key elements of the project and creating a project
charter

Identifying stakeholders
Authorizing a project
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2. Planning Processes:
a. Outlining how a project will be managed and the overall
project scope
b. Creating a master project plan, schedule and charter
3. Execution Processes:
a. Enabling coordination and collaboration among process
groups
b. Identifying risks and issues and propose mitigations
c. Updating management on progress
4. Monitoring and Control Processes:
a. Monitoring the project schedule
b. Highlighting deviations from the schedule and proposing
corrective actions
5. Closing Processes:
a. Formally closing each phase and the overall project
b. Obtaining sign-off from stakeholders after completion

The set of activities in each process group and the length it
takes to execute them varies from project to project. A general
rule of thumb is that execution processes require the most
number of resources and take the longest, followed by planning
processes.

PMO Maturity Levels

Obviously, not all firms have uniformly developed program
management capabilities. The maturity of the firm’s internal
capabilities and processes help determine how equipped it is to
effectively handle the planning, execution, and management of
multiple simultaneous projects. An objective assessment of the
firm’s internal capabilities reveals how mature these are. All firms
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typically fall into one of the six progressive PMO maturity levels
defined by Gartner. Figure 24.2 depicts these six levels.’

Each of these levels is characterized by the maturity of the five
dimensions relevant to program management: people, processes,
financial management, technology, and relationships. The matu-
rity of a firm’s PMO is directly correlated to the maturity of these
dimensions. The firm’s goal should be to continually develop and
build an increasingly sophisticated approach to program manage-
ment, that is, it should aim to move forward through the levels to
allow for incremental benefits while ensuring there are no conflicts
with organizational culture and no disapproval by stakeholders.

PMO Types and Approaches

Just as each firm has a different level of PMO implementation
maturity, the type of PMO that would be most suitable differs
from organization to organization, depending on industry, peo-
ple, culture, purpose, and multiple other factors. Broadly, PMOs
are often classified into the following categories:

? Gartner. “Toolkit Best Practices: Program and Portfolio Management Maturity
Level,” July 13, 2007. (http://www.strategies-for-managing-change.com/support-
files/gartnerprogramportfoliomaturitymodel.pdf)
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* Supportive PMO: These types of PMOs provide case-by-
case support with regards to expertise, best practices, tem-
plates, training, and guidance. They are typically adopted by
firms where projects are carried out with a lower degree of
enterprise control; additional regulations and constraints are
often not required in these situations. Many consider this
approach to be a repository of project management informa-
tion accessible to all project managers.

* Controlling PMO: Across activities, processes, and proce-
dures, the level of control is higher than in a supportive
PMO. This requires the adoption of specific methods and
templates, and adherence to governance across individual
projects. Projects also have to periodically pass reviews by the
PMO. A critical factor for the success with this type of PMO
is management support and sponsorship.

* Directive PMO: The directive PMO has more oversight
than other types of PMOs. Here, project managers from the
PMO are assigned to projects. Each manager reports directly
to the PMO, so there is a high degree of standardization in
processes across projects. This type of PMO is typically seen
in larger organizations.

In addition to classifying PMOs based on their involvement
and approach, another method to categorize them is from an
organizational point of view. A PMO can be either enterprise
wide, overseeing projects across the organization, or specific to a
particular unit or department. In some cases, a special-purpose
PMO is set up to achieve a particular objective.

Critical Success Factors to Set Up
an Effective PMO

We now understand what a PMO is, as well as its benefits,
processes, and the activities it covers. We have also learned
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how the definition of an effective PMO differs across organi-
zations. It is worthwhile to summarize the critical factors to
bear in mind while setting up a PMO. In my opinion the
following six are essential to institutionalize a best-in-class

PMO:

1. The PMO should clearly comprehend the organizational
objectives and strategies. The PMO itself also should have
well-defined, achievable objectives aligned to the enterprise
strategies. Only then will it be able to translate this to achieve
the expected outcomes on individual projects.

2. Regular and effective communication regarding organiza-
tional change is required to ensure acceptance and to avoid
potential resistance.

3. Well-defined and documented processes, policies, and tem-
plates are required to ensure standardization across activities.

4. Strong governance, accountability of participants, and pres-
ence of relevant metrics to track performance is critical to
ensure that the PMO methodology is adhered to.

5. High visibility and management backing is key to ensure
adoption across the organization.

6. The PMO should have the appropriate level of authority to
make decisions on projects and initiative-required actions.
Some of this authority should cascade down to individual
project managers. This would ensure that key project tasks
and can proceed unhindered.

Linking the PMO to Strategy through the
Balanced Scorecard

A critical aspect of implementing a successful PMO is to ensure its
linkage to the organization’s overall strategic objectives. One way
to achieve this is to integrate the concept of the Balanced
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Scorecard (BSC) in the project selection criteria. The following
steps outline how this can be done:

1. Take stock of all existing strategic initiatives and projects.

2. Map these projects to objectives identified using the BSC
framework across the Financial, Customer, Process, and
Learning and Growth (L&QG) perspectives.

3. Eliminate or discontinue projects that do not align with the
firm’s strategic objectives.

4. Identify additional initiatives required to achieve these objectives.

5. Prioritize based on strategic importance and a thorough cost-
benefit analysis.

Following these steps would ensure that the PMO effectively
manages the execution of the firm’s strategy.

Let me explain what I mean with an example. My firm
recently engaged with a leading commercial bank in the Middle
East, with over 350,000 customers, 40 branches, and 180 ATMs.
The bank had acquired the UAE retail and SME banking business
of leading UK-based multinational bank. As a result of this
acquisition, 235,000 customers were added to its portfolio.
The selling bank retained the corporate banking portfolio, and
had 90 days to separate the retail portfolio and have the ownership
transferred. Apart from the complexities involved in a merger and
acquisition (M&A) integration, this engagement had an addi-
tional element of separation, which had to be managed smoothly
without any service interruptions for customers.

We approached this engagement by leveraging our deep
heritage in the BSC. Building on the BSC ideology, a framework
was designed to program manage integration across finance,
customer, process, organization, and information technology
(I'T). The aim of doing this was to drive the following:

* A developed integration framework across work streams:
integration PMO; integration planning and coordination
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across finance, customer, product, credit, process, channels,
infrastructure, organization (HR), and I'T.

* Identified key integration objectives for each module using
scorecard framework and work-stream plans covering activi-
ties, tasks, timelines, milestones, teams, and deliverables.

* Overall migration planned in four waves: Legal Day 1
(separation of retail portfolio), channel integration, liability
integration, and card integration.

* More than 55 applications affected in the integration:
replaced, upgraded, or consolidated, including migration of
data from an outsourced card platform managed by a Greece-
based vendor to a UAE-based card-processing vendor.

* Specialist resources assigned to internal teams with periodic
updates to project working and steering committee govern-
ance forums.

* Designed a customer communication plan across five prod-
ucts, and oversaw the execution including the target audi-
ence, content, channel, and frequency.

* Assessed overall synergies across all work streams and iden-
tified potential opportunities for revenue enhancement and
cost savings.

* Developed an end-state operating model for effective utili-
zation of the acquired shared service unit and centralization
of all key back-office processes.

"This structured approach of program managing the integra-
tion using the BSC framework ensured significant benefits for our
client, some of which are as follows:

* Successful and timely integration.

* The bank’s credit card portfolio was among the top three in
the UAE following the integration. This type of growth
could have taken the bank four times as long to achieve
through organic growth.



166 CHALLENGES IN IMPLEMENTATION

* A 30 percent increase in the number of high-wealth custom-
ers, driving the bank to a leadership position in this
demographic.

* The smooth integration of over 5,000 employees, a 20
percent increase in headcount.

* A seamless migration experience for customers across two
branches, 51 ATM/CDMs, Internet and mobile banking
channels, and a customer service call center.

This was a clear case of how the strategic objective of
successful integration was executed through effectual program
management!



Oops. The Strategy Has Changed

What Happens Now?

Introduction

Nothing lasts forever, not even strategy. Strategy could change
during the course of a financial year, and it must change at the end
of the financial year to prepare for what lies ahead. Either way, a
change in strategy requires a change in approach to strategy
execution, and the potential projects that are supporting them.
So what do we do?

Midyear Strategy Change
There are many reasons strategy can change midyear.
* There is a significant change in market conditions.
Regulations have changed. Competitors have decided to

merge. A disruptive technology has shifted customer needs.
A new distribution or service channel has been created. The

167
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financial markets have collapsed. There has been a national
tragedy or an act of war. All of these events impact the
markets and your business.

* There is a significant internal change. A division has been
closed. A plant has been shut down. A product has been
discontinued or started. A new channel has kicked in. There
has been a factory strike. There is a major financial loss.
These are especially difficult challenges to overcome because
they can impact your competitive edge.

* Leadership change. There’s a new CEO, who has a unique
view of the future. It may be last on this list, but it happens
often.

I am less forgiving about strategy changes that happen
midyear due to internal factors. Internal factors are always within
our control more than external factors, so when they force us to
change, we are partially responsible. Often we should have done
more to predict them, and integrate them into our strategy from
the start.

If you have no choice but to make a change, see if you can
time it to coincide at the end of a quarter. That will help, at least
from the standpoint of aligning financial reporting of the BSC. In
any case, this is how I would change the BSC midyear:

1. Look at the strategic objectives, and figure out which ones are
seriously impacted by the midyear change. I am not comfort-
able tinkering with the whole scorecard or strategy map.
Change only what you must and try to minimize the number
of objectives you touch. If changes impact a connected objec-
tive, delay the change if at all possible.

2. Look at the measures affected by the change of objective, and
make the necessary changes. Again minimize how much you
do. If a measure needs to be eliminated, do so. Avoid playing
with all or many of the measures at all costs.
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3. Look at the targets and make appropriate changes based on
the above changes.

4. Shut down any projects that are no longer relevant or add a
new one, if needed.

You get my general drift. Make only those changes that are
necessary so that you don’t disrupt the ongoing BSC process for
the year. Remember that if you are running cascades, too many
changes could even affect them, forcing a major reworking that
causes turmoil.

If you must change the BSC’s direction because a new CEO
is coming aboard midstream, I recommend people stand by their
work and support the existing strategic processes. You may not be
able to stop a new CEO from making major changes, but it’s
worth a shot.

The BSC does not reflect the vision and focus of a single
individual, but the organization as a whole. If this were not the
case, the process to develop a Strategy Map and Scorecard would
be much simpler. There would be no workshops, no one-on-one
meetings, no discussions with the management team; one meeting
with the CEO would be adequate, and the monthly strategy
review would have only the CEO dominating. There’d be no
room for a BSC coordinator or management objective owners. It
would be a one-man show!

My recommendation to new CEOs is to take a careful look at
the Strategy Map and BSC to understand the collective views of
the organization on its strategy and execution focus. Ask all the
questions you want. If you feel you are forced to make changes,
call for a meeting with the leadership team, and explain your point
of view. Get as many of them to agree with you as possible.
Moderate your view if they give you a new perspective. Then,
finally make the changes that you feel you have no choice but to
make, but minimize them and their effects. You will have soon a
chance to do a more thorough review when the new fiscal year
starts. In the meantime, working with the current strategy can
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help you understand how the organization works and what your
new colleagues prioritize.

Annual Strategy Review

This is a process that businesses must go through at the end of the
year. Using the BSC to update strategy and execution framework
can help complete the process rapidly and seamlessly.

1. Ninety days before the start of the next fiscal year, is a good
time to review how the year is going and how it is likely to end
from an operational, financial, and, more importantly, from a
strategic perspective. Completing this analysis may require
some external market assessment to be done.

2. Capture all of this analysis, and head for a one-day off-site
meeting with your leadership team. The first three hours
should focus on internal and external reviews. Identify key
changes in the market or your business, and how they may
affect your existing Strategy Map and BSC.

3. Put up your existing Strategy Map and determine which strate-
gic objectives are affected and need to be changed for the
coming year, and which will not change. In my experience,
unless there has been a major event, only 20 percent of the
objectives will go through any change. Here’s an example: If
your existing strategy map has an objective saying, “Enbance your
customer experience” it’s quite likely that this objective remains
the same for the next year. Then, there may be some objectives
where the intensity has changed, so make the appropriate
change. For example, you may not need to significantly reduce
cost; simply reducing costs might be sufficient.

4. Then, look at the BSC, and look at the ownership, and see if
any changes need to be made to the objective owners. Agree to

those.
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5. Then move to the measures and decide on any measures that
need to be added or dropped.

6. Move on to the targets. This is the most interesting part of the
process. Based on the revised strategy for the year, set your
targets, using the approach discussed earlier. The interesting
thing is that some of the previous year’s aggressive objectives
may have become realistic. You might also add new ones that
are aggressive.

7. Lastly, look at the list of initiatives. Any of the initiatives that
have been completed are no longer required, and new ones
may need to be added for the year.

The benefit of using this framework to execute strategy, is
that updating the BSC for the next year is an easy process to
complete, and it actually helps simplify the strategic planning
process. You will appreciate this benefit even more if you attempt
to update strategies the old-fashioned way once you’ve become
accustomed to the BSC method.

We are not quite done yet. Finally, the budgets need to be
created, keeping the updated strategy and BSC in mind. The BSC
outlined targets for the top 30 strategic measures and targets. The
budget must reflect not only those, but also the operational
numbers behind them. These targets, therefore, need to be
inserted into the budget and a full budget needs to be created.
If doing this creates a situation that indicates to us that some of the
target numbers we set in the BSC are unrealistic or have
unintended consequences, the BSC targets would need to be
changed. Hopefully an organization needs to iterate only a couple
of times before it’s done.

Updating strategy should not be as hard as executing it, and
the BSC ensures this is the case.
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e are about to come to the end of our journey. My first

book could be read in two hours, the length of a short
commercial flight. I like to read books when I fly and I know other
businesspeople also like something to quickly read and absorb
before getting back to the real world. Despite my best intentions,
this one has been a bit longer, as strategy execution is complex and
I wanted to make sure I left something behind that you could use
and reuse in days to come.

What I am going to try to do in this last chapter is to
summarize all the key points I have made through out the
book. But I will also be somewhat philosophical. Hopefully,
this review will help synthesize your thoughts as you look ahead.
This chapter will also help those readers who like to take a peek at
the end of a book before they read the rest of it. It will give those
curious people a nice overview of what they can expect to find
inside.

Make Your Strategy Positive

Strategy is about execution. If you can’t execute the strategy, it’s
not worth having. As I indicated earlier, never fight a battle that
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can’t be won. Every time you think about strategy and how
aspirational and brave you want to be about it, make sure you
have the people, fiscal, and technology resources to implement it
and you know how to get there; you have your own Google
Map—in this case your Strategy Map—guiding you.

Don’t let anybody call a document that takes a 30,000-foot
view a strategy document. Such blue-sky thinking is impossible to
implement and will only lead to discouragement. Flying smoothly
at 30,000 feet and enjoying the view alone does not make you a
pilot. You need to be able to make a successful landing. In
strategic execution, this means you need to know how to do
that and have the execution framework to lead you there.

Don’t let your strategy be more of the same—incremental, as
we say sometimes. That has become somewhat of a habit in the
more mature markets of the West. Gross domestic product
(GDP) growth rates of less than four percent have become an
excuse for many business leaders to play it safe and leave creative
ideas on the table. In fact, the only “strategy” that they can really
think about is reducing costs, and that’s hardly rocket science. It’s
a numbers game, sometimes about headcount, where people lose
their jobs., How about developing a strategy that protects people’s
jobs, and goes so far as to create more? If you can do that without
fudging the numbers, you’ve found a real path to growth. Strategy
is meant to support all the positive things business has to offer,
such as new product development, innovation, double-digit
growth rates, new plants, new partnerships, new technology,
new markets, and a great belief in the future.

Unfortunately, it seems that the only markets where we see
some of this spirit and optimism nowadays are in emerging
markets like India and China. Every time I visit an emerging
market with Western executives, I hear the same comment: “I am
impressed with all the positive energy.” Well, how about taking back
some of it back with you to infuse into your core markets?

Don’t think in series. Unfortunately, business schools have
taught us to think in a highly structured manner, asking all the
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right questions and crossing all the T’s. Complete one task before
you move to the next, they say. In such a rigid process, we lose
sight of opportunities—we even overlook the fact that if we did
everything in series, we may not achieve everything in our life-
time. Parallel processing is key to a successful strategy, along with
organic and inorganic growth, product addition and deletion,
adding new markets and closing some old ones, limiting old
channels and adding new ones, valuing existing competencies
and embracing new ones. In short, it’s about yin and yang.

Execution Is about Focus

Let’s have a positive strategy and focus on key parts of it in order
to execute it. That’s where the Balanced Scorecard (BSC) comes
in, to ensure execution excellence in driving strategy. Identifying
the top 20-25 objectives is the first step to honing your focus.

Do you know how hard that is to do? For many CEOs,
everything is important. They can’t seem to prioritize and stick
with their choices. Starting at the top, with the ultimate financial
objective: maximization of revenue, maximization of profits, and
maximization of market share? You can’t have it all. Realizing
that, many CEOs decide that the real strategic challenge isn’t
execution at all—it’s selecting the objectives! Luckily, the BSC
gets you there, in a framework as logical as possible.

To meet financial objectives, meet customer objectives, and
excel at key processes, ensure you have the best process enablers in
terms of people and technology.

Make sure all your objectives are linked, so you aren’t doing
anything that doesn’t ultimately help meet your financial targets. It
really does not get any more logical than this, and italso doesn’t get
any simpler. This has worked for companies based in the world’s
largest cities, and also in countries you would never travel to. We
are definitely onto something, which is why the BSC has remained
one of the world’s leading strategy execution tools all these years.
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Focus and Measurement

That’s what we tell our kids, right? Doing well in our exams
means staying focused when we study, and measuring our per-
formance with good grades. How soon we forget that the same
rules govern our daily lives as executives. This approach can’t
apply only to financial measurement. That’s like saying it’s good
enough to succeed in math and fail in all your other subjects. As
executives we can’t just deliver the financial numbers because they
rely on the customers, the processes, the people, and the tech-
nology we work with every day.

We can measure our way to success, provided we have the
right kind of measures, a combination of lead and lag, the right
units, the right frequency, and, most importantly, the right set of
targets.

Ownership

Own the strategy, and execute it with your team as if you owned
the firm you work for. Make every decision as if it affects your
personal and financial well-being and legacy. Be a team player,
and don’t complain if you work for a family-owned business—
family members have capital at risk.

Stay on Track

Once you start the journey, stay with it. Report every month. Be
solution oriented. What would life be if there were no problems?
There will always be a problem that needs to be fixed. The whole
idea is not about finding a road with zero bumps, but to predict
where the bumps are and weave around them.

Don’t change your strategy every day; if you do, you will
forget where you started and you could wind up traveling in
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circles—or worse, run over the side of a cliff called bankruptcy.
The landscape is littered with too many examples for you to
believe that it couldn’t happen to you.

Youth Matters

Are you surprised that all the new and successful firms are started
by younger people? You rarely find an older guy starting a firm. Is
it that because the younger lot were not seen to be valuable to
traditional enterprises that are familiar to older people like us?
How come older people usually have to buy young, small,
innovative companies instead of incubating their own?

The reality is that we continue to underestimate the value
young people can bring to an enterprise, and its ability to be
successful. We marvel at their multi-tasking capabilities, but don’t
know how to leverage them. It’s like we are creating two eco-
systems. Places like Silicon Valley, whose value is worth more
than 12 countries put together, and everybody else. Youth mat-
ters, and the more you make it part of your ecosystem, the more
likely you are to achieve success.

Gray Hair Matters

Like youth, gray hair still matters. Experience counts. Battle
wounds can remind us to look ahead and learn from the past.
While the world has ignored the young, it has also discarded the
old before they have run out of energy and ideas. The “strategy”
called cost-cutting tends to ensure that this has happened.

Finally, executing strategy should be fun and give you a sense
of achievement, a chance to excel.

Make your strategy work, and enjoy the ride!
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Pharma R&D Strategy Map
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Appendix B: Bank Case Study

Situation

ABC Bank, a leading bank with a presence in over 10 countries
and a focus on corporate, commercial, and retail banking seg-
ments, wanted to have its revised strategy articulated, reflecting
the new objectives that the bank was looking to achieve. This was
motivated both by changes in the market environment and also
the expanded reach of the bank in new emerging markets.

Significant opportunity in the marketplace was driven by a
large infrastructure and real-estate boom in the home country of
the bank, which supported increased penetration opportunities in
the retail and wealth-management sector. The home country of
the bank also had one of the highest per capita gross domestic
products (GDPs), $74,000, with a population growth that was
more than 15 percent per annum. The overall market conditions
were also quite favorable to the banking industry, with an average
return on assets (ROA) of 2.5 percent, one of the highest globally
at that point in time.

However, considering that this was a few years after the 2008
global crisis, banks were generally quite skeptical about lending,
since the scars of the downturn left bankers feeling risk averse.
While the non-performing loan (NPL) rates in neighboring coun-
tries were operating above 7 percent, the home country of the
bank was still lower than 3 percent, making it an attractive market
to lend and creating a very conducive environment for growth.

Not surprisingly, the overall market was becoming fairly
active, and corporate lending in the banking industry was growing
at a rate of around 16 percent. However, growth in the asset book
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228 APPENDIX B: BANK CASE STUDY

of ABC Bank was showing a declining trend, necessitating an
urgent realignment of growth drivers.

Additionally, ABC Bank had the advantage of having a
presence (including branch and representative office locations)
in over 10 countries across three continents. Although the bank
had a good international presence, both in the developed and
developing markets, the share of the book in the international
business remained less than 6 percent, indicating a high oppor-
tunity of penetration, particularly in the trade finance area. Most
peer banks with a comparable international presence, were oper-
ating with an international asset book in the ratio of 20 to
30 percent of their overall book. Another important area of focus
for ABC Bank was treasury and investments, where the growth
rate of the bank was much lower, compared to its peer group. The
income from financial assets or investments had significantly
dropped, partly due to the share of the pie being drawn by
other competitors, and partly due to the absence of product
variants that could help in boosting the treasury and investments
book.

"The overall financial impact of these lower penetration levels
was also reflected in ABC’s declining income growth and a
reduction in income from fees, which had dropped from its
previous-year performance by over 5 percent. Meanwhile, oper-
ating expenses were much higher than at the bank’s national
peers, although at 35 percent this number was comparable with
global benchmarks. One potential challenge was to prevent fee
leakage, and the second challenge was to ensure ABC Bank’s
performance was aligned with the rest of the industry.

A detailed analysis of the customer book revealed that the
market share of the retail book was dropping significantly. From a
profitability standpoint, this was bad news because retail business
was one of the bank’s highest-yielding segments. The net result of
all of this was a negative impact on the growth rate of the bank’s
overall net profits and returns, which were below the national
average.
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In order for ABC Bank to leverage the favorable market
conditions and also ensure it could quickly capitalize on the
growth trends in the country, it needed to define its strategic
objectives. The best chance of moving forward was through
defining a clear plan and a framework to measure performance
and execution of the strategy. The Balanced Scorecard (BSC) was
the most obvious tool they could use to articulate the strategic
objectives of the bank, and provide a logical approach to defining
performance measures. It would also help them clarify distinct
objectives and set the right targets and the appropriate ownership
for each of them. Since the bank had developed a scorecard about
10 years earlier, it was time for the bank to revisit this with a very
specific focus, given the revised market conditions.

Solution

As part of the process in designing the BSC, a detailed review of
the portfolio, the customer book, the process, the credit frame-
work, organizational challenges, and the technology platform
were studied. Some of the key challenges identified through
this exercise were reviewed in detail, resulting in a formulation
of the way-forward objectives that were ultimately articulated as a
Strategy Map (Please refer back to Figures 8.2 and 8.3.). Some of
the key areas of focus identified were:

Financial:

* The lending book was growing at a marginal 2 percent. The
bank’s conservative lending practices were part of the prob-
lem, so they required reevaluation.

* International investments needed to be leveraged signifi-
cantly, which would also support trade finance and fee growth.

* Cost leakages required urgent attention, particularly since
fee income was dropping and there was a declining trend in
income growth.
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Customer:

* Considering the overall market conditions, there was a
significant opportunity to drive the retail share, which would
also help improve overall profitability.

* The bank had combined the corporate banking segment with
the small-and-medium-enterprise (SME) segment. This seg-
mentwasidentified asakey strategicinitiative, and itwas tapped
for a differentiated product offering and credit approach.

* The cross-sell penetration of the bank was identified to be
low, despite its potential as a key focus area. Developing this
source of revenue required a focused strategic thrust.

* The bank also identified the need to improve the coverage
model by better leveraging its relationship management and
sales force. This would drive both share of wallet and also
high-yield sales like wealth management.

Process:

* The bank had the second-largest branch network in the
country, in addition to a significant international presence.
The sales process was identified as needing to better align
with the distribution network and branch footprint.

* Leveraging the alternative channels was key. The Internet
and mobile banking platforms needed to be leveraged better.
The call center was also underutilized. Driving channel
penetration levels was identified as a key strategic driver,
from a cost management standpoint.

* The other important focus area identified for improvement
was credit. Obviously, this is central to the process framework
of any bank, and ABC Bank needed to drive an effective credit-
scoring approach that could differentiate for the corporate,
SME, and retail segments in which the bank operated.

* Aligned to the credit process was the underwriting frame-
work of the bank. With high volumes of paperwork and too
many handoffs, the deviation rates were operating at close to
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80 percent. In other words, almost 8 out of the 10 files that
came up for approval required additional review on account
of the deviation from pre-defined credit norms. This was
identified to be another key process focus area.

Learning and Growth:

* Individual performance in alignment to the overall enterprise
performance was identified as a key driver. This was not only
about having the right measures to define an individual’s
performance, but also about ensuring that the variable com-
pensation framework was aligned to performance.

* The bank also identified compensation as a key driver to
attract and retain talent. This was important, considering
that more than 40 percent of its staff had been with ABC
Bank for less than one year. This was clearly an area that
required strategic focus.

* More than 100 projects of various sizes and types were being
executed by the bank, which meant there was an urgent need
for a well-defined project management office (PMO) and
effective corresponding governance.

* Just as any strategic review would result in prioritizing key
initiatives, the BSC process helped to identify non-critical
projects. These non-strategic efforts wasted management
and delivery bandwidth that could be better used elsewhere.

Having identified the key issues that needed to be addressed,
the following steps were adopted to drive an effective BSC, help
articulate the bank’s strategy, and also ensure all four crucial
perspectives were brought into alignment:

1. Detailed one-on-one interviews were conducted with all key
stakeholders of the bank, validating the observations drawn
through the analysis. At the end of the day, data only gets to
provide one side of the perspective—the other has to be
driven by the people who own the solutions.
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2. A detailed deck defining all observations was compiled and
used as a prelude to drive the BSC workshop. The full-day
workshop helped the team deliberate on all the key issues,
and delve into each of the observation areas.

3. While it was critical to find solutions to the issues, it was
more important that all 20 key members of the leadership
team arrived at a consensus as to what the primary challenges
were and what strategic objectives needed to be focused on.

4. Based on their discussion, the team agreed on 22 strategic
objectives and articulated them on the Strategy Map. The
workshop also helped identify which leaders would assume
primary ownership of and responsibility for driving those
objectives.

5. Each of the objectives was then mapped with corresponding
metrics, both lead and lag. It was critical that the objectives
and measures were developed with the stakeholders, as it not
only helped define the enterprise performance measures, but
also ultimately aligned with their individual performance
measures as well.

6. In order for the objectives to be achieved, it was critical that
each one was mapped with specific initiatives that helped in
delivering those objectives. For example, to reduce the
leakage in fee income, a specific initiative was identified,
with a specific task force that helped focus on it.

7. The bank was then asked to define the targets for each of
these measures. Some were easy, based on market perform-
ance and expected growth, while others were stretch targets
to drive accelerated growth. Select objectives were also set
with aspirational targets to drive overall momentum.

The bank had a very meticulous approach to measuring the
overall performance, as defined by the BSC across the identified
objectives. This was the basis for its monthly management
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reviews, ensuring focus both from a management and operational
perspective.

Benefit

Through this focused exercise—and meticulous, rigorous
monthly performance tracking—ABC Bank achieved a number
of benefits, which were well reflected in the growth that it
achieved in the subsequent years.

The asset book of the bank grew by over 80 percent in the
following four years, and its international reach significantly
increased to over 18 locations across 14 countries. The profit-
ability of the bank had also improved, reflecting the bank’s
primary objective, to aggressively drive profitable growth.

In addition to the financial benefits that the bank achieved,
the BSC exercise also helped the bank find significant benefits

from an organizational perspective:

» The areas of strategic focus were agreed upon by all key
stakeholders at both the management and operational levels.

 The culture of performance and measurement was instilled
in employees, resulting in a significant change in the ethos
and culture across the organization.

* Most importantly, individual and enterprise performance
aligned, driven by well-articulated metrics mapped to defined
BSC objectives. This ensured that the progress made by the
organization was cohesive and synergistic.

As ABC Bank’s case reveals, effective implementation of the
BSC can accelerate enterprise performance and drive execution
excellence.






Appendix C: Textile
Company Case Study

Situation

ABC Group, is a well-diversified industrial conglomerate with
interests in multiple businesses, from home textiles to paper to
chemicals and energy, among others. After starting from very
humble beginnings, today the ABC Group has a turnover of
$1 billion. It employs over 15,000 people across four world-class,
state-of-the-art manufacturing facilities. Recently, it invested $500
million in a new plant to produce a new product. This increased
capacity makes ABC Group one of the largest manufacturers in the
world in its segment. It has a customer base spread across more than
75 countries and six continents, and itis a key supplier to some of the
leading global Fortune 500 retailers.

Opver 10 years ago, the organization had restructured, from
their functional structure to one based on strategic business units
(SBUs). At the time, there were a number of reasons why this
change made sense, including the need to treat each business as a
separate entity (i.e., for separate P&L), to provide more leader-
ship opportunities, and to increase product-line focus.

Recently the group has reorganized the management structure
again, returning it to a functional structure, for the following
reasons:

* Amidst this reorganization and drastic expansion, manage-

ment seemed to have lost focus on the overall objectives of
the group.
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* Many of its performance metrics did not meet their internal
target or their industry performance benchmarks. These
included key financials (e.g., revenue, profitability), cash
conversion cycle, order book, product quality, plant utiliza-
tion, delivery schedules, inventory turns, overall productivity,
creating significant enterprise risk. These needed immediate
and focused attention.

* It wanted to increase focus on roles that add significant value
such as: value engineering, quality, research and develop-
ment (R&D), design, production planning and inventory
control, strategic marketing and branding, digital marketing,
sustainability, material management, centralized workshops,
customer service, strategic relationships, risk, sourcing, and
others.

* It wanted to increase management bandwidth and reduced
dependence on particular individuals, which is where bottle-
necks emerged.

* It had made significant investments in information technol-
ogy (I'T) in order to become a process-driven organization,
more aligned with a functional structure.

 There were too many committees, forums, and management
meetings. A lot of management time was spent on ad hoc and
unnecessary agendas, taking their focus away from delivering
what was expected of them. They needed to create a strategic,
decision-making, solution-focused forum with a strategic
agenda and participation.

After implementing these changes and the functional struc-
ture, the management was keen to design and implementan aligned
enterprise performance management system at the corporate,
department, division, and individual levels to drive strategy execu-
tion. It was also keen to institutionalize a performance-driven
culture and therefore wanted to introduce performance pay (vari-
able pay) for individuals where their key performance indicators
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(KPIs) had a direct linkage to the overall organizations and their
departments or divisions strategy. Additionally the group needed
assistance to execute and successfully roll out these initiatives over a
period of six to eight months.

Solution

The Balanced Scorecard (BSC) was identified as the solution as an
enterprise performance management system to address the cur-
rent challenges of the group, and also help focus on executing the
strategy. A four-pronged approach was deployed to design and
execute the implementation of the BSC and performance pay
plans to drive enterprise performance. (Please refer back to the
Manufacturing Strategy Map and Scorecard in Appendix A.)

1. Design of corporate Strategy Map and corporate BSC to
create focus at the leadership level and identify solutions
for the key challenges at hand.

A corporate Strategy Map and a BSC enabled identification
of key/prioritized objectives for the group, which were cut
across financial, customer, process, learning, and growth.
These were supported with extremely relevant measures. In
fact, selecting the right measures was the key game changer for
ABC Group. The BSC also facilitated the periodic manage-
ment reporting for timely group performance reviews and
supported their focus on corrective actions and strategic
decision making instead of on root-cause analysis (their
previous focus). The BSC served more as a strategy-deploy-
ment tool (ensuring that the strategy was being executed as
envisioned) for the group and notjust as another management
forum or another MIS (management information system).

The Strategy Map and Balanced Scorecard consisted of
18-20 objectives and 20-25 well-defined measures relevant
to the group. Measures for each objective were carefully
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selected to ensure a balance between lead and lag, financial
and non-financial, and quantitative and qualitative. For
example, with an objective to improve cash flow, a measure
on free cash flow was introduced; for the objective to
profitably grow revenues, a lead indicator of sales and
marketing innovations was added. To increase the average
ticket size per customer, it was vital to ensure and measure
customer satisfaction. Additionally, goals to improve plant
and equipment utilization; overall equipment efficiency; and
on-time, in-full delivery; and good quality for the first-time
customer, were introduced from a manufacturing stand-
point. These measures enabled the leadership to focus its
attention on the key challenges and derive collective delib-
eration for solutions.

We assisted in finalizing and prioritizing a select set of
projects and initiatives aligned to the corporate objectives (as
finalized in the BSC). One of the goals of the BSC exercise was
to ensure that all projects focused on achieving the group’s
overall strategy. We took stock of the existing internal proj-
ects, reviewed and prioritized them, and identified additional
projects that were essential to successfully execute the strategy.

We used our well-tested methodology of conducting
internal data analysis, selecting external market findings,
and holding one-on-one meetings with key management
executives to design the corporate BSC. This was then
jointly finalized in a management workshop attended by
key senior leaders of the group. The resulting strategy was
then cascaded to the departmental level scorecards, ensuring
alignment between the group’s overall objectives to those of
the department and eventually the employees.

Design of departmental scorecards to ensure alignment
between group and departmental objectives and measures.

As the group had recently shifted to a functional-based
structure, we recommended departmental scorecards rather
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than SBU scorecards. These departmental scorecards had
specific and relevant measures embedded in them and, at the
same time, were aligned to the corporate scorecard. Each
scorecard outlined five to seven key strategic objectives and
eight to ten measures for the department. Aligned initiatives
were also prioritized.

A fast-track cascade methodology was used to design these
departmental scorecards. This included a quick and strategic
review of the department’s performance and a preliminary
meeting with the department head to understand key strategic
objectives, department strengths, issues, and challenges. The
implementation of these scorecards was phased in across
three months, starting with marketing and manufacturing
before spreading to support functions. A prioritization prin-
cipal of value driver then value creator and then value enabler
was used for the same.

Strategy Maps and scorecards were designed for key
functional areas including marketing, manufacturing, pro-
duction planning, procurement, design, strategy, finance,
human resources (HR), and I'T, among others. The cascad-
ing was not limited to the corporate scorecard and one level
below to each department, but also to another level below to
the sub-department. For example, the corporate scorecard
was cascaded down to global marketing as a whole, then to
country-specific marketing departments. The same approach
was used for other departments. For example the corporate
scorecard was cascaded down to manufacturing, then to
product-specific manufacturing teams. The matrix-level
cascading ensured coverage across all functions, geographies
of interest, and products.

. Development of aligned individual performance mea-
sures (IPMs) to ensure alignment between group/
departmental and individual objectives and measures.

Lastly the departmental and sub-departmental scorecards
were cascaded down to key individuals within those
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departments and sub-departments. The design of these indi-
vidual performance measures (IPMs) was restricted to the
department and sub-department head positions only. Further
cascading was done internally by the HR department.

All measures were designed within the individual’s direct
control and limited to four to six metrics per position. These
IPMs, just like the measures for the corporate and the
department had a right mix of metrics that were financial
and non-financial, and leadership and operational. All mea-
sures aligned with role profiles. Appropriate weightings were
identified for each measure; these were then finalized inter-
nally. A special initiative within an individual’s scope of
responsibility was also included in the IPMs.

We reviewed existing IPMs (whichever were available);
existing job descriptions, roles, and responsibilities; and
select one-on-one conversations. The IPMs were then dis-
cussed and finalized with the respective department heads.

These finalized IPMs were then embedded in the design
of the variable pay plan for senior management and the
design of the sales incentive scheme for the sales and market-
ing personnel.

. Design of performance pay plans (e.g., variable pay plans

and sales incentives), using the IPMs and the organiza-
tion’s overall performance as a foundation.

The only way to ensure success was to find a strategic
measurement framework that drove enterprise performance
and directly dovetailed itself into employee performance.

We therefore used a combination of organization and indi-
vidual performance measures, with appropriate weightage to
design the variable pay plan for the senior management group.

Additionally, a four-point rating scale was devised against
the achievement percentage of each of the measure in the
IPMs. Achievement target percentages were also defined.
These targets were identified as aggressive but not as stretch
because the aim was to establish them as achievable.
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In regards to the sales incentive plan for the frontline sales
staff, this was entirely based on the IPMs designed for the
sales staff. Key metrics here included revenue, product mix,
customer mix, and customer satisfaction.

5.Implementation assistance across corporate BSC,
department scorecards, IPMs, and variable pay plans.
After the successful design of the corporate balanced
scorecard, department scorecards, individual performance
measures, and the variable pay plans, it took six months for
the client to successfully roll out these initiatives.
The following activities were completed as a part of its
execution.

Corporate Scorecard
1. Identified and finalized objective owners.
2. Defined and finalized formulae for all measures.
3. Created and finalized a scorecard reporting pack template.
4. Shared and finalized templates for each measure and project/
initiative.
5. Assisted in filling the scorecard.
6. Reviewed the scorecard.
7. Assisted in filling measure and project templates.

8. Facilitated the reporting of the Corporate Scorecard, along
with the group’s Chairman and other senior management of
the organization.

Departmental Scorecard
1. Created and finalized a scorecard reporting template.
2. Defined and finalized (along with internal teams) formulae
for measures across the departmental scorecards.
3. Assisted in filling (with actual data) all the departmental
scorecards.

4. Reviewed all the departmental scorecards.
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5. Facilitated reporting along with department heads for all the
department scorecards.

Individual Performance Measures

1. Finalized weightings for each measure across IPMs. This was
jointly finalized by the internal HR department.

2. Defined and finalized (along with internal teams) formulae
for measures across the IPMs.

3. Assisted in filling (with actual data) all the IPMs.

Variable Pay and Sales Incentive

1. Designed implementation plan with timelines that owners
and HR jointly agreed on.

2. Designed and jointly agreed-on frequently asked questions
(FAQs) with answers.

3. Designed payout calculator.

4. Assisted in drafting employee communication mail.

5. Data simulated on recommended model.

6. Provided guidance to internal HR team.

Implementation included training, which was provided to
key stakeholders including the HR and the strategy department
teams. Well-defined and documented training manuals were also
provided as a part of execution.

Benefits

It was critical to ensure the benefits from this exercise came
quickly, due to mounting financial pressure that emerged from
rapid organizational restructuring, leveraged plant capacity, dras-
tic expansion, and other below-average-performing metrics
across areas. The shareholder and the management teams were
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under severe pressure to bring the group’s performance back to
acceptable standards, and they had limited time to show results.

Initially there was a lot of resistance from select senior

management members, as they considered this to be yet another
MIS tool. But eventually management showed complete dedica-
tion and provided their sincere support in successfully rolling out
these initiatives.

The results included:

. Creation of a performance-oriented culture and a cohesive
senior leadership team.

. Alignment of goals; cascading of the corporate objectives
down to departmental objectives to individual objectives.

. Increased leadership focus on critical measures. BSC helped
the organization define relevant measures addressing
current challenges (e.g. cash flow, order book, product
delivery, plant and equipment efficiency, right first time,
rejection rate, etc.).

. The result was a rise in EBITDA of 15 percent, a decline in
finance costs by 20 percent, an increase in profit after tax by
more than 100 percent, and a solid increase in cash profits.

. Employees became more solution focused than before; the
Balanced Scorecard reporting (which was held every
month) forced individuals to come up with solutions rather
than focusing only on root-cause analysis.

. Enabled teams and individuals to focus on strategic priorit-
1es/projects/initiatives.

. Created a solid platform for strategic and instant decision
making; as review meetings had participation from multiple
departments, management could take quick decisions on
strategic areas. (I remember some policy-level decisions
made during one of the review meetings when the key depart-
ments, from sales/marketing to finance to manufacturing to
design to production planning, were all present in one room.)
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8. Created a pay-for-performance culture where future com-
pensation was driven primarily by performance and was
variable.
9. Created multiple small, internally focused (relevant) forums
to address challenges and come out with innovative solu-
tions; rise in interdepartmental communication.
10. Through introduction of lead indicators, the management
was in a better position to predict future performance.
11. Enabled the leadership team to be more proactive rather
than being reactive.

12. Higher employee retention and high employee satisfaction
index score.

13. On-time roll-out of critical projects (e.g. major I'T imple-
mentation was rolled out on time as it was closely moni-
tored during the monthly review meetings).

With the chairman and other senior management leading
from the front and being serious about BSC execution, they found
positive change. With the creation of the cascades down to the
departmental and individual levels, ABC Group created a syn-
chronized goal for the organization. Strategy has been made
to work.



Appendix D: Travel and
Tourism Case Study

Situation

ABC Travel and Tourism, is one of the oldest leading providers of
travel and tourism (e.g., corporate, leisure travel) and related
services including foreign exchange, insurance, and other services.
It has been a regular recipient of multiple travel- and tourism-
related awards from renowned and reputed global agencies. It
operated primarily out of a brick-and-mortar model with
branches and kiosks as its primary channels. It also had counters
at multiple airports. It had only recently ventured into the online
travel business. Its clients included leading corporations, banks,
full-fledged and restricted currency exchangers, and individual
travelers. ABC had expanded fast and wide, primarily through
acquisitions. Recently, it had horizontally integrated by acquiring
a hospitality chain and another large, leading regional travel and
tour operator. It is currently identifying additional acquisition
targets to become a one-stop shot for global travel and tourism.

Despite having a large presence and a large share of the
market, this travel and tourism operator was facing several issues,
including slow growth in revenues, primarily due to competition
from low-cost online travel portals. It was struggling with increas-
ing costs and shrinking margins, primarily through losses sus-
tained by its brick-and-mortar outlets, along with competition
from banks for low-cost foreign exchange (forex) and insurance,
and several integration issues resulting from recent acquisitions. It
was also facing several customer service issues.
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Therefore, it was keen to conduct a detailed review of its
existing business strategy, including an assessment of its opera-
tions across business lines including travel and tourism, forex, and
other travel-related services, as well as a quick status check on the
integration issues of its recent acquisitions. The program was
aimed at developing a best-in-class enterprise performance man-
agement system using the Balanced Scorecard (BSC). This would
help identify critical and strategic objectives and initiatives to be
executed and implemented to significantly enhance enterprise
performance.

Solution

A detailed market opportunity assessment was undertaken along
with a strategic competitive environment mapping exercise. This
was primarily to understand key trends and best practices in the
industry. Global and regional case studies were analyzed to
determine key innovations in channels and offerings, critical
success factors, benchmarks, performance indicators, new ave-
nues for growth, acquisitions and mergers, targets available in the
market, regulatory changes, and other things. Based on the
focused and comprehensive assessment, key implications and
opportunities were outlined for the firm.

As a second step, a diagnostic strategic review was conducted
of the firm’s current performance from the following four per-
spectives: financial, customer/product, internal process/organiza-
tion, and technology. This was supplemented by one-on-one
meetings with select senior managers. These meetings provided
a better understanding of the business, the ground realities and
the challenges, not easily representable through data. The com-
bination of strategic data review and one-on-one meetings pro-
vided deep insights of the current business. Key issues and areas of
concern were outlined.
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Financial:

1.

Stagnating revenues; expenses growing faster than revenue.
Key expenses of concern included manpower costs, promotion
(new brand launch), and interest costs (primarily for funding
new acquisitions and working capital requirements).

. Shrinking margins due to rising costs; eroding profitability

across business lines.

. Rising debtor days (large corporate accounts) having an

adverse impact on the firm’s cash conversion cycle.

4. Some high-margin services were rendered unprofitable due

to disproportionately high expenses; they needed urgent
attention regarding cost reduction.

. Significant market changes impacting business; reducing

airline commissions, which were expected to go down further.

6. A quick comparative analysis also revealed that the firm was

not performing well in line with key competitors; all financial
metrics were below industry average.

Customer:

L.

Very high customer skewing. The firm was facing high
concentration risk; 3 percent of corporate customers
accounted for more than 60 percent of sales. In fact, this
3 percent was made up of 10 large corporations. These were
the same customers who not only accounted for large sales,
but also had outstanding unpaid balances.

. Low/declining sales per passenger; falling average ticket/

transaction size. Despite increasing the product/service
portfolio organically and inorganically, average sales per
customer were on a decline; significant opportunities to
cross-sell and upsell were not realized.

. Declining growth in new customers. Due to poor customer

service and a limited focus on call centers and online channels
for sourcing, the firm was constantly losing customers, either
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to its brick-and-mortar competitors or to the low-cost online
travel portals.

4. Limited online sales; relatively new; needed urgent fixing.
With a flurry of online travel portals, the firm’s relatively
mediocre portal needed a significant boost in user experi-
ence, design, and functionality.

Internal Process:

1. Low crosselling; the firm had a vision to become a one-stop
shop for all the travel needs of a customer. Despite that, the
average number of services sought by customers were mea-
ger. Online portals were also successful in selling bundles to
customers; in fact some were successful in bundling hotel
stays along with the ticketing (plus travel-related insurance).

2. The call center and web were underutilized as sales channels;
they needed to be effectively leveraged as they accounted for
less than 1 percent of sales.

3. There was the potential for a call center to act as a service
channel.

4. A successful feet-on-street channel was missing, to be devel-
oped first for travel financial services then leveraged across
other travel products.

5. Several loss-making branches.

Organization & I'T:

1. Senior positions were vacant for long periods of time.

2. Low employee productivity.

3. Technology platform to be aligned for acquisitions.

4. Non-strategic management information system (MIS);
needed to be cleaned and enhanced; most MIS reports
not system generated.

5. Need to strengthen alternate channels; lack of business vol-
umes from alternate channels like the Internet, IVR, and so
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on. Need to enhance current internet infrastructure and
migrate customer footfall from branches to Internetand IVR.

6. Potential for manpower rationalization with acquisitions.

7. Pay-for-performance culture being introduced; currently
high dissatisfaction with lack of variable pay incentives.

In addition to the issues identified, a SWO'T (strengths,
weaknesses, opportunities, and threats) analysis was conducted for

the firm.

Strengths:
1. Strong brand name.
2. High market share.
3. Value-for-money proposition for high-end travelers.
4. Gamut of services for international/corporate travelers.
5. Wide locational coverage, especially with new acquisitions.

Weaknesses:
1. High-cost culture, eroding margins in core business.
2. Low product innovation.

3. Lack of standard look and feel of processes across branches to
reinforce image.

4. Back-end processes need to be streamlined for travel.
5. Corp travel: low-value accounts and high receivables.

6. Alternate channels, such as portal and DSA network, were
weak.

7. Weak IT systems.
8. Speed of decision making to launch.
9. Not-so-strong relationships with hotels and airlines.

Opportunities:
1. Growing in international leisure travel.
2. Growing in domestic tourism.
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3.1IT portal to capture greater share of airline bookings.

4. Growing hotel, car rental services.

5.Cross sell; forex, corporate travel, and financial services
hooks for cross-selling.

6. Attachment strategy: Low-margin airline booking bundled
with high-margin businesses.

7. Travel-related financial services.

8. Need for a one-stop shop for all travel and travel-related
services.

Threats:
1. Highly competitive and fragmented markets.

2. Ability to recognize and adapt to changing business environ-
ment; more tech-savvy portals, web offerings.

3. Leisure—highly seasonal business due to reliance on select
geographies.
4. Changing regulations.

The market opportunity assessment, along with the identi-
fied issues and the firms SWOT, together enabled to outline
15-18 strategic objectives for the firm. These objectives were laid
out in a Strategy Map and BSC. This was further extended to
outline definitive measures with formulas for operative and timely
reporting. Owners were also identified for each objective. A list of
annual plans and initiatives was mapped against strategic priorities
and objectives in order to successfully help the firm achieve its
strategic objectives as outlined in the BSC.

In spite of an effective Balanced Scorecard design, the firm
faced several implementation and reporting challenges.

* Multiple data systems.

* Measures implemented inconsistently for every meeting and
formulae keep changing.
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No charting or historical analysis of the measures and data;
harder to derive insights.

Inability to slice and dice data dynamically, deep insights
missing.

Difficulty in alignment and tracking of projects.
Last-minute changes hard to capture manually (e.g, data,
measures, etc.).

Problem is multiplied many times over when handling many
cascades.

As a part of the effective execution and rollout, the firm’s BSC
was automated using an automation tool. This included the
tollowing:

1.

Eight dashboard sets were created for each scorecard:
Strategy Map, full BSC, finance, customer, process, learning
and growth, projects, and reports.

. Strategy map: Management committee members could

review the map, which dynamically shows which objectives
are red, yellow, and green in terms of performance.

. Finance, customer, process, learning and growth dash-

boards: These had three widgets each and one table on key
performance indicators (KPIs). These widgets allowed for
easy drilling down into business lines and provided deep
insights on what’s driving performance and what fact-based
executive decisions need to be made to improve performance.

4. Functions: Several functions were enabled, allowing mem-

5.

bers to create PDFs, PowerPoints, and emails of the entire
dashboard and/or parts of it.

Strategy-driven dashboard: The strategic projects were
also included as part of the project’s dashboard.

6. Reports: Automatically generated BSC reporting pack for

rapid distribution and archiving.
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Benefit

Creation of the BSC provided necessary direction and focus to
the firm through a dedicated enterprise performance manage-
ment system for appropriate measurement and reporting. The
management was able to take strategic decisions and measure
performance using carefully selected metrics relevant to the firm
and its strategic priorities.

"This led to a positive shift in crucial business areas:

* Focus on high-margin business (e.g. leisure, cards) helped
meet shareholder expectation.

* Improved management of business risk, especially collec-
tions/receivables and fraud.

* Development of a cost-conscious culture.

* Increased automation (web usage) for service request/lead
generation for fulfillment.

* Successful implementation leading to overall operational
excellence and improvement in service quality.

* Seamless integration of new acquisitions.

* Monitoring performance of the call center and eventually
leveraged it for sales.

* Increased cross-selling, by including it as an important
measure to drive revenue growth.

¢ Shutting down of loss making branches by regularly mon-
itoring their performance; open new branches in carefully
selected areas.

 Unified processes across the organization, including chan-
nels (branch, kiosk, counter, and online).

The automated BSC dashboard was easy to populate and did
not heavily impact existing I'T systems; it also did not call for
significant investments from the firm. The scorecard coordinator
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was trained across multiple facets of the dashboard and it also
solved the problem of multiple data sources coexisting in a firm.

More importantly, the BSC automation enabled the senior
management to review the firm’s performance (objectives and
related measurements) on the move, allowed for trending and
viewing of historic data, permitted dynamic slicing and dicing of
data for deeper insights, and aided in strategic decision making.
Information could be emailed, and converted to PDFs and
PowerPoints, enabling addition of comments, focus on key
individuals as measures could be sorted by individuals, and review
could focus on certain strategic projects while ignoring others.

All of the above ensured that the firm was able to drive its
overall performance.






Appendix E: lllustrative Financial
Measures by Industry

Domain Measure Unit Industry
F Growth in revenue % Advertising
from advertising from
existing clients
F Growth in revenue % Advertising
from non-advertising
services from existing
clients
F Accessories sales % Automotive
growth
F Gross profit of auto Currency | Automotive
parts sales
F Growth in fleet sales % Automotive
F % NPA % Banking & Finance
F Book size growth % Banking & Finance
F BPO revenue Currency | Banking & Finance
F Cards issued No. Banking & Finance
F Fee income to interest % Banking & Finance
income
Growth in assets % Banking & Finance
Growth in liabilities % Banking & Finance
Regional CTV No. Consumer Durables
volumes
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Domain Measure Unit Industry

F Segmental CTV % Consumer Durables
volume growth

F Volumes growth in % Consumer Durables
B&W segment
Volumes in flat CTV No. Consumer Durables
Cost per student Currency | Education
Direct cost per Currency | Education
student

F Revenue through % Education
grants

F Revenue through new No. Education
enrollments

F Share of non-tuition/ % Education
non-grant revenues

F % revenue growth % Hospitality
from repeat guests

F % revenues from % Hospitality
repeat guests
Growth in F&B profits % Hospitality
Growth in revenue per % Hospitality
square feet

F Growth in revenue per % Hospitality
visit
Growth in RevPar % Hospitality
Growth in rooms & % Hospitality
banquets contribution
Conversion cost Currency | Industrial
Heat consumption Kcal Industrial
Zero liquid discharge Currency | Industrial

cost
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Zero solid discharge Currency | Industrial
cost
% management % Oil & Gas
services revenue
% of outsourced % Oil & Gas
vehicles
% outsourcing of % Oil & Gas
heavy duty drivers
Achieve efficiency Currency/ | Oil & Gas
gains MT
Cost per barrel (YTD) Currency/ | Oil & Gas

BBL

Cost per liter Currency | Paints
Growth in decorative % Paints
product/market
% sales from low-end % Pharma & Medical
instruments to total
sales
Revenues from Currency | Pharma & Medical
existing formulations
Avg. cost per ton Currency | Power
(non-coal cost)
Average realization/ Currency | PR
hour
% investments in % Real Estate
energy-efficient
building systems
Borrowing cost/ Ratio Real Estate
WACC
Growth in income- % Real Estate

generating property/
sales value
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Domain Measure Unit Industry

F Occupancy rate % Real Estate

F Reduction in Currency | Real Estate
construction cost vs.
budget

F % of new outlets % Retail
meeting financial
norms

F % profits from % Retail
packaging

F Categories meeting No. Retail
margin targets

F Categories meeting No. Retail

revenue tar gCtS
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Access rights, 131-132
Accuracy of measures, 38, 118
Advertising measures, 255
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Aggressive targets, 84-86, 171
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of individual and enterprise
performance, 99-104

of initiatives, 89-91

of projects, 96
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Board reporting:
coordinator’s role in, 112
lite Strategy Map design for,
53-54, 143-144
Brand expectations, 71
BSC, see Balanced Scorecard
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BSC workshops, 111
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Business environment, 3-6
Business intelligence (BI), 131
Business model, 149
Business planning process, 19-21
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151
Changes in strategy, 167-171,
178-179
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positive energy in, 176
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in building training agenda, 144
case study of, 141-142
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Complaints, 137
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one, 44-45, 110
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Consumer and product strategy,
defining, 14
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255-256
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defense of reds by, 38
desired attributes of, 113
in implementation phase, 111-112
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importance of, 35
responsibilities of, 108-111
role in meetings, 123-124
selection of, 112-114
Critical success factors, in setting up
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Customer measures, 70-72, 82
Customer objectives, 47, 58-60, 97
Customer Perspective:
meeting discussions on, 126
on Strategy Map, 48

Dashboarding, 131
Data:
availability of, 36-38
drilled-down, 125
Datamarts, 131
Data sources:
accessing, 132
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choosing, 117
formula for, 76
identifying, 75
for measurement, 75-76
Data warehouse (DW), 131, 132
Decimals, treatment of, 81
Deck:
BSC workshop, 111
post-meeting circulation of, 136
pre-distribution of, 122-123
Design:
of Balanced Scorecard, 29, 111
of cascades, 93-97
changes to, 39
communication challenge with,
142-143
executives’ changes to, 116
and implementing BSC, 35-37
of Individual Balanced Scorecard,
101
of Strategy Map, 29. See also
Strategy Map design
Directive PMOs, 162

263

Documentation, collating and review
of, 109-110

Drilled-down data, 125

DW (data warehouse), 131, 132

Education:
Balanced Scorecard for, 204-205
measures for, 256
nonprofit institutions, 52
Strategy Map for, 203
80/20 rule, 48
Electronics case study, 138-139
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communicating with, 143
ETL (extract-transform-load), 131,
132
ETL layer, 132
Execution document, 14-16
addressing challenges in, 38-39
focus in, 177
Execution excellence, 135
Execution of strategy:
and evolving role of strategy,
7-10
between meetings, 135-139
ownership of, 62-63
requirements for success in, 17-18
Experience, value of, 179
External assessment, 11, 12
External benchmarks, 87
Extract-transform-load (ETL), 131,
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Facebook, 5
Failures of BSC, 33
due to sponsor distraction, 34
due to weak coordinators, 107
Fast food industry:
Balanced Scorecard for, 216-127
Strategy Map for, 215
Financial measures, 68, 70, 82
Financial performance, expected
improvement in, 146
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Financial Perspective, 49
meeting discussions on, 124-126
on Strategy Map design, 46-47
Financial strategy, defining, 14
First reporting process, 115-119
and accuracy of measures, 118
arguments for delaying, 118-119
collating numbers for, 116-117
timeline for, 115-116
Flat world, 4-6
Focus:
in execution, 177
and measurement, 178
PMO areas of, 156-159
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since globalization, 9
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Google, 5

Google Maps, 43
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Strategy Map design for, 52
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Strategy Map for, 203
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measures for, 70, 256
Strategy Map for, 199
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Balanced Scorecard for, 226
objectives and measures for, 73
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Strategy Map for, 225
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Scorecard by, 99-100

Implementing Balanced Scorecard,
30-31,33-39
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111-112
design challenges in, 35-37
general challenges in, 33-35
implementation challenges in,
37-39
time required for, 29, 38
Incentives, for individual
performance, 103-104
Incentive bands, 103-104
Incremental strategy, 176
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I'T industry in, 5
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positive energy in, 176
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30-31, 99-102
Individual performance incentives,
103-104
Individual performance measures
(IPMs), 64-66, 101-104
Industrial measures, 256-257
Industry customization, Strategy
Map design and, 49-52
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for higher education, 204-205
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for hospitality, 200-201
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for oil and gas distribution,

212-213

for pharma R&D, 220-221

for public sector, 208-209

for real estate, 196-197

for retail, 184-185

for telecom, 188—-189
Industry-specific measures:

chart of, 255-258

financial, 70
Industry-specific Strategy Maps:

for fast food industry, 215

for higher education, 203

for hospitality, 199

for human resources, 225

for information technology, 223

for manufacturing, 191

for oil and gas distribution, 211

for pharma R&D, 219

for public sector, 207

for real estate, 195

for retail, 183

for telecom, 187
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Strategy Map for, 223
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mapping, 37
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meeting discussions on, 126-128
tracking benefits from, 127-128
Intensity:
of objectives, 56-58
target, 83-85
Internal assessment, 11-13
Internal benchmarks, 87
Internal capabilities, maturity of,
160-161
Internal change, 168
Internal communication, 112
Internal Perspective:
measures in, 72
on Strategy Map, 4748
IPMs (individual performance
measures), 64-66, 101-104
IT, see Information technology
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Key Milestones (KMS), 80-81

Key performance indicators (KPIs),
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Key processes (PMO), 155-156

Key result areas (KRAs), 64, 66
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strategy and, 168
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Learning and growth strategy,
defining, 14
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M&A (mergers and acquisitions),
9
Management information systems
(MISs), 130
data from BSC in, 121
financial measures in, 68
number of measures in, 76-77
tools for, 34
Manufacturing, 4-5
Balanced Scorecard for, 192-193
customer measures in, 71
Japanese method of, 147
Strategy Map for, 191
in target calculation, 88
Market conditions, change in
strategy and, 167-168
Market intelligence, 12
Market research, 12
Market strategy, 12
Maturity of internal capabilities,
160-161
Measures, 255-258. See also specific
types of measures, e.g.:
Performance measures
accuracy of, 38, 118
associated with objectives, 28, 28
automating, 130
in BSC cascades, 96
customer, 70-72, 82
financial, 68, 70, 82
formulas for, 74-75
indexing of, 77
for Individual Balanced Scorecard,
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industry-specific, 70, 255-258
in Internal Perspective, 72
lag, 69
lead, 69
Learning and Growth, 73-74, 82
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non-strategic, 69-70
number of, 76-77
performance, 64-66, 80, 101-104

process, 82
proxy, 76,117, 119
reflected in budget, 171
reporting, 116-117
strategic, 6970
too many, 36
weighting, 102
wrong, 36
Measurement, 67-77
availability of data for, 36-38
data sources for, 75-76
fear of, 68
and focus, 178
formulas for measures, 74-75
frequency of, 81-82
as motivator, 67
number of measures, 76-77
perspectives on, 72-74
types of measures, 68-71
units and frequency of, 79-82
Medical measures, 257
Meetings:
for cascade scorecards, 128
closing, 128
deck pre-distribution for, 122-123
execution of strategy between,
135-139
Financial Perspective discussion in,
124-126
first, 121-128
follow-up actions from, 136-137
initiatives discussion in, 126-128
monthly, 29-30, 38, 111
one-on-one confidential
conversations, 44—45, 110
ownership in, 63-64
Mergers and acquisitions (M&A), 9
Midyear strategy change,
167-170
MISs, see Management information
systems
Motherhood components, 9-10
Motivator, measurement as, 67
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Nonfinancial measures, 68

Nonprofit organizations, Strategy
Map design for, 52

Non-strategic measures, 6970

Norton, David, 25-26

Number of measures, 76-77

Objectives, 35-36
in Balanced Scorecard, 28-29
for cascaded BSC, 95
customer, 47, 58-60
defining, 14, 55-60
done the right way, 56-58
explaining underperformance on,
123
financial, 46-47
on individual BSC, 30-31
number of, 35
number of measures per, 77
overall financial, 97
ownership of, 37, 150-151
problems in articulating, 55-57
on Strategy Map, 14-16
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OEMs (original equipment
manufacturers), 4
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measures for, 257
Strategy Map for, 211
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conversations, 44-45, 110
Operational objectives, 64-66
Operational strategy, 8-10
Original equipment manufacturers
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Ownership, 61-66, 178
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of BSC vs. individual performance
measures, 64—66
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of formulation, 61-62
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of strategic objectives, 150-151
of strategic planning process, 21
and strategy formulation, 31-32

Paint industry measures, 257
Parallel processing, 177
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alignment of, 99-104
individual BSC for, 30-31
lack of improvement in, 145-151
monthly review of, 29
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Performance measures:
for banks, 80
individual, 64-66, 101-104
ownership of, 64-66
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measures for, 257
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Strategy Map for, 219
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PMO), see Project management office
Portfolio management:
evolving landscape of, 154-155
strategy for, 97
Positive strategy, 175-177
Power, information as, 13, 75
Power industry measures, 257
Prioritization, 48, 90-91
PR measures, 257
Processes:
knowledge area, 155, 156
PMO, 156-159
under process groups, 155, 156,
159-160
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Process excellence, 48
Process groups:
in PMO, 159-160
processes categorized by, 155, 156
Process measures, frequency for, 82
Process objectives, 95, 97
Process strategy, defining, 14
Product attributes, meeting, 71
Product quality, 147
Program, 154
Program management, 154
evolving landscape of, 154-155
in integrating BSC in project
selection criteria, 164-166
maturity of capabilities in, 160-161
Program managers, 155
Projects, 153. See also Initiatives
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criteria for, 163-166
programs vs., 154
top-10, 126-127, 138
Project alignment, 96
Project management, evolving
landscape of, 154-155
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153-166
categories of, 161-162
critical success factors for, 162-163
as evolving organization, 154-155
focus areas for, 156-159
key processes for, 155-156
linking strategy to, through BSC,
163-166
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process groups in, 159-160
program manager’s role in, 155
Project managers, 89, 127, 155
Proxy measures, 76, 117, 119
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Public sector:
Balanced Scorecard for, 208-209
Strategy Map for, 207
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Real estate:
Balanced Scorecard for, 196-197
measures for, 257-258
Strategy Map for, 14, 15, 59, 195
Realistic targets, 83-86, 171
Relationship management
expectations, 71
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to board, 52-54, 112
communication challenge with,
143
first reporting process, 115-119
monthly BSC report, 111
Responsibilities, on Balanced
Scorecard, 29
Retail:
Balanced Scorecard for, 184-185
benchmarks for, 87
electronics case study, 138-139
measures for, 257-258
Strategy Map for, 183

Scorecard automation, 129-133
Service attributes, meeting, 71
Shared-services model, 96-97
Small and medium enterprises
(SMEs), 4-5
Sponsor, 34
Strategic linkage model, 52
Strategic measures, 69-70
Strategic objectives, 64—66
linking PMO to, 163-166
ownership of, 150-151
Strategic planning documents,
collating and reviewing,
109-110
Strategic planning process:
ownership of, 21
updating, 108
Strategic planning unit, 21
Strategic themes, 54, 143-144
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Strategy:
and business planning process,
19-21
changes in, 167-171
evolving role of, 7-10
execution of, 7-8, 17-18. See also
Execution of strategy
formulating, 11-16, 31-32. See also
Formulation of strategy
linking PMO to, 163-166
missing, 34-35
operational, 8-10
positive, 175-177
success of, 49
Strategy document, 14-16, 32, 176
Strategy Map:
in Balanced Scorecard, 26, 27
for banks, 26, 27, 50
customer objectives on, 58-60
for fast food industry, 215
for higher education, 203
for hospitality, 199
for human resources, 225
for information technology, 223
for manufacturing, 191
objectives on, 14-16
for oil and gas distribution, 211
for pharma R&D, 219
for public sector, 207
for real estate, 14, 15, 59, 195
for retail, 183
straw model of, 111
for telecom, 187
theme-based, 54, 143-144
Strategy Map design, 29, 43-54
Customer Perspective in, 47
Financial Perspective in, 4647
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49-52
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Learning and Growth Perspective
in, 48-49
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lite version, for board reporting,
54, 143-144
methodology for, 44-45
for nonprofit and government
organizations, 52
perspectives of, 45-46
as strategic linkage model, 52
Strategy review, 109-110
Suppliers, overseas plants of, 4
Support functions, Strategy Map
design and, 49-52
Supportive PMOs, 162

Targets:
aggressive, 84-86
aspirational, 84-86
in BSC cascades, 96
realistic, 83-86
reflected in budget, 171
reporting actuals without,
119
resetting, 148-149
Target intensity, 83-85
Target setting, 37, 83—88
benchmarks for, 86-88
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