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Main question posed to you at the outset of this
presentation:

How do you apply the

principles of balanced
scorecards to a real-world
situation?
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I Agenda

I = Why do we want to measure our performance?
= What performance should we measure?

= How do we measure our performance?
Introduction to the Balanced Scorecard

= How to develop a Balanced Scorecard

= Balanced Scorecard and CMMI* I

*Capability Maturity Model® Integration (CMMI®)
pability ty
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To manage and control an organisation’s performance
information is of vital importance, after all, to measure is
“to know” and to guess is “to miss”.

Manage
Measure {‘ an dg

Control
) t -
Analyse Know
performance
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To understand what we “know”, we need to ask a few
elementary questions

= Who are our profitable customers?
= Do we pay the most attention to those customers?

= Do we know what these customers expect from us now and in
the (near) future?

* Do we develop the products and services that will keep us in
the running?

= Do our employees develop the knowledge and skills that the
markets (will) ask?

= Do we recruit the right people?
= Etc.

I
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A good measuring system does not only support
management decisions, but also identifies possibilities
for change and motivates people

= Reports the performance against the corporate goals

=  Supports management decisions

= Supports establishing priorities regarding human and other resources
» Identifies ways to improve performance

= |dentifies the need for adjusting processes

» Identifies flaws in supporting systems and infrastructure

= Identifies the need for change in the organisational culture

= Motivates people in their work by:
e giving signals about what is important to the organisation

e serving as a base for an incentives programme

I
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In an environment of significant external disruptions and
strong competition, the importance of measuring

increases just to survive and grow
High §

Utility companies
Insurance comp
Significant external

disruptions
* Deregulation

* Privatization Importance of

* Industrial crisis measuring Pharmaceutical
i roups

* Technological 2

breakthrough
Consumer
products
>
Low Strong competitive environment High
* Intensity of the competition * Spread of Information
 Customer- / market changes « Consumerism
* Globalisation * Shift of power towards
Source: Transformational Leadership, consumer

Templeton College Oxford, 1996
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I Management has the difficult task to define the right
measurements...what should we measure?

What should we
focus on?

How do we know
we are doing it
right?

Matrix
organisation

Cost of
Product leadership

leadership

Value for
shareholders

Information Corporate
technological 1
Core value 2l & £ strategy
‘ ‘ : &
m n . ~
competency Quality Internal
Time to Organisation
Market Process
management External
‘*4\ Image I
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The translation of the strategy to operational
measurements forms the base of a good measuring
system

ision

Measuring the operation \

“The top is always the best way to start....
but the top can be in the middle.”

o]
I
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The translation of the strategy to financial measurements
gives the organisation important information about which
direction to go

Saying

Se

M2
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Only looking at financial measurements often doesn’t
provide complete steering information and can
sometimes result in a negative stimulant

The most important shortcomings of the traditional measuring

systems:

= Incomplete steering information:

e Most reports analyse past results (lag indicators) instead of
the factors that will determine the future performance and
profitability (lead indicators)

e The nature of doing business and competing is currently
changing dramatically. Quality, innovation, speed to market
and service are just as essential as costs to survive and
grow, but are hardly mentioned in existing reports.

= Negative stimulant:

e The reports sometimes stimulate actions that have a positive
impact on the short term results, but a negative effect on the
long term

I
.;;:I“::

12 November 2004 | Measurements & Balanced Scorecard CONTENTS COPYRIGHT © 2004 BY IBM. ALL RIGHTS RESERVED.



el MRS
| 5 trogkss mvoTION Al 8 A0S Dolery | 1&'2

I To navigate a plane looking at the fuel indicator is too
limited - other factors impact the success of a flight; a
I cockpit requires a balanced measuring system

13 November 2004 | Measurements & Balanced Scorecard CONTENTS COPYRIGHT © 2004 BY IBM. ALL RIGHTS RESERVED. S==S%=, I



PROCESS IN MOTION s s s oanery | Ny 4 gl

With net profit, do we know whether the wants and needs of
customers have been met, or how streamlined our organisation
is?

Financial indicators only prove an )
organisation exists, because they reflect

results from the past. An example is the net Z ﬁ]
profit. — W WL

Indicators that determine the future success

of the organisation like quality, innovation,

speed-to-market and service. Examples are

respectively the customer trust, percentage of

system failure and the number of employees <

that receive training on customer contact
skills.
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The Balanced Scorecard balances the financial perspective
with the organisational, customer and innovation perspectives
which are crucial for the future of an organisation

The Balanced Scorecard

Financial perspective

How do we perform
according to our
shareholders?

Customer Internal organisation
perspective perspective

How do our customers see .
us? What should we excel in?

Innovation and learning
perspective

Can we keep on improving
and adding value?
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On the one hand the Balanced Scorecard gives insight
into complex information, on the other hand it
I communicates and reflects the corporate strategy

Communicates the

(operational elements of @ ””) [Y
@ the) corporate strategy

within all levels of the

~ 2« / organisation
S

Reflects corporate
strategy on several levels

Makes it possible to
understand complex
crucial information at
a glance
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On an organisational level advantages can be gained by
setting goals and measuring these goals with the
Balanced Scorecard

e Where are we going with our organisation?
Define the direction of the organisation

e What is needed to get there?
Justify several activities and use resources to pursue
goals

e How do we co-operate?
Provide arguments for the structure of the organisation

e What are the priorities?
Reflect on what is important for the organisation

i

e Who does what and when?
Define roles and responsibilities and assign them

e How do we know when we have achieved our
goal?
Define standards for measuring the organisation

19
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Also on an individual level one can benefit from setting
and measuring goals with the Balanced Scorecard

e What is expected from me?
It leads and guides our behaviour

e How do I achieve my goals?
Provide for enough challenges and
motivate/reward extra effort

e How do | know when | am successful?
Define the standards by which my personal and/or
my team performance is measured

e What do I have to do exactly to achieve
my goals?
Clearly define and communicate job activities

e How should I prioritise my activities?
Structure our available time and effort

[
881
i
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The strength of the Scorecard is that it uses
measures on every level

Every level has its own scorecard

Communication of
the strategy

“ustomer
Internal organisation Innovative/learning Internal organisation Innovative/learning nternal organisation Innovative/learning Internal organisation Innovative/learning

Employee 1 Employee 2 Employee 1 Employee 2
process A process A process B process B

Il
h
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A Balanced Scorecard is worked out cyclically, from
corporate strategy to determining which data is needed

 hN

A summary of the
unique
fundamental
current and future
social goals of the
organisation

o

Vision = view on
the outside world

Broad
expressions that
describe the
wanted results for
the organisation,
specified in time
periods

Mission = view
of own
organisation

Objectives ' ‘

Because external and internal
factors can influence the
separate parts, the process
from corporate strategy to
collection of data develops
cyclically

Quantified
explanations
about the
expected end
results per time
period

o

=\

Quantified and
qualified indicators
that indicate to what
extent the objectives
have been achieved

What data is

measured, how is

it collected,

\l monitored and
analysed and by
who?

23
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The Balanced Scorecard links the critical success
factors to the key performance indicators to translate
the strategy to the operation

Factors that ensure the
continuation of the organisation
and that influence the extent to
which the strategy is met

The Balanced Scorecard
links the CSF's to the KPI's

One or more indicators that can
make the performance of a
critical success factor
measurable
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An example: from mission to critical success factors

Return on Capital

Cash Flow

Project Profitability
Reliability of Performance

"As our customers'
preferred provider, we
shall be the industry
leader in providing the
highest standards of
safety and quality

to our clients"

Value for money, Tier I Customers
Competitive Price Tier II
Hassle-Free Relationship
Service surpasses needs High-Performance Professionals
Customer enthusiasm
Continuous improvement
Quality employees Tender Effectiveness
Meet shareholders Quality Service
expectations Safety/Loss Control
Superior Project Management
JIT Delivery

Continuous Improvement
Product and Service Innovation
Empowered Work Force

25  November 2004 | Measurements & Balanced Scorecard CONTENTS COPYRIGHT © 2004 BY IBM. ALL RIGHTS RESERVED.



PROCESS IN MOTION AIS & AMS Delivery a'-" J

predictable - repeatable - unbealable

An example (cont.): from critical success factors to
critical performance indicators

Critical Performance Indicator

Lag Indicators Lead Indicators
% Return on Capital
< Cash Flow * Return on Capital « Profit Forecast Reliability
£ Project Profitability Employed » Sales Backlog
= Reliability of Performance * Cash flow
° Value for money, Tier I Customers . )
£ Competitive Price Tier II * Market Share by Key + Customer Satisfaction Index
*3 Hassle-Free Relationship Accounts * Price Index for Tier II
3 High-Performance Professionals Customers
= Tend'er Effecfuveness » Repeat Order Rate
c Quality Service * Tender Success Rate .
= . * Hours with Customers on New
..2 Safety/Loss Control * Project Closeout Cycle Work
= Supero'r I:OJ ect Management « Rework Hours
_g Continuous Improvement * No. of Employee Suggestions
® Product and Service Innovation * Revenue per Employee « Staff Attitude Survey
3 Empowered Work Force * % Revenue from New * Share of Growth of New
£ Offerings Products in Revenue Matrix
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indicators and the corresponding data to also look at

the available data in the systems
Can we measure what we want to know?

GAP ?

)

1

e Is data available?

e Make trade off data
available?

e How to link data to
the measuring

i-E-0

2
-
-
=

eyl

indicator?
Operational Operational How do we Operational i
level level deal with this? level
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After determining which data is needed two gaps can be
recognized: certain data does not exist or is not
accessible

Existence gap

| | |
I_Veeded data Financial | Customer | Internal | Innovation
in systems : ; Organisation and learning
1 1 | ; 11 ; 11 ; 1 1 |
| 1 1 I 1 1 | 1 1 |
B Available data () | | - | 1
Business | 1 1 I I 1 | 1 1 | 1 1 |
Intelligence I 1 | , 1 | : I I : 1 1 I
Accessibility | i I i I i I Ii |
Rol gap | I | | | |
?e Making data | | I | I | I | |
Business accessible I I I I I I
Intelligence : | |
|

Generating
new data How do we deal with gaps? A role for Business Intelligence:
e  Prioritize gaps Determine which actions
° Determine extent of effort to take
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Business Intelligence plays a crucial part in the
implementation path, because data has to be linked to
measures in a structured way

Business Intelligence makes sure that operational data is transformed
into informative data to make it meaningful

Customer Internal Organisationf|Innovative/Learning

Business
Intelligence

extraction &
transformation
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_ Implementation starts with collecting data for the first
time and goes via the first measuring data (as is) to
I determining the future values (to be)

“"\ = measuring Collecting identified needed
data for the first time,
Which data is ’ translate these into current

measured, how is it values for measures and

collected, monitored ..
and analyzed and by determining future values

whom? Current form the implementation
measurements, To-be pa th.
measured with
collected data

Determine futur;r ) When gathering

measurements through - oy 0 asurements the question
benchmarking / best
practices and capture ~ Should be asked whether
performances fromthe  the ysed data is sufficient

Intelligence t .
pas for a proper image.

Business

Baseline I

Standard
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I Interpretation starts with analysing the differences between as-

is and to-be and ends with the initiation of improvement
I actions, after which measuring starts again

After improvement actions
are implemented,
measurements are carried
out again that could lead to
new improvement actions

Baseline

Difference
between as-is
value and to-be

standard Whic I

Comparing current performances
on the measurements to future
norms, analysing the gaps and
using this to formulate Standard initiatives can

improvement actions to close these be taken to close

gaps or adjust standards form the the gap and I

interpretation path. what is the
expected effect?
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To get from a measurement to an improvement action a
few questions need to be answered

=  What does the difference between as-is and to-be mean for the
organisation and what causes the difference?

= What is the priority to close this gap?
= What effort is needed?
= Are there indications to adjust the processes?

= Are there indications to adjust or remove current measurements
or to create new ones?

= Are there indications to adjust the standards?

= Are there indications that other or extra data is needed for
efficient measurements?

= Are there indications to adjust or remove current roles, tasks and
responsibilities or to create new ones?

= Are there indications to adjust reward systems?

I
.;;:I”::
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I In short the process from the development to the use of a
Balanced Scorecard goes from corporate strategy to
I improvement actions

develop

implement
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The introduction of a Balanced Scorecard can affect
changes within the organisation
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In the end people determine the success of the
Scorecard, therefore it is important to pay attention to
human issues

Human issues: [ & ]m) 2

“Measuring is regarded threatening”

“Balanced Scorecard is a means of control”
“Something new again”

“Are we going to work in a different way again?"”
"What is expected of me?”

"Why?"

“What does this mean for me

(and for the organisation)?”

= Communicate, communicate, communicate:
Measuring is aimed at the performance of processes not at
the performance of individuals

I
.;;:I”::
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Balanced Scorecard can be introduced to a software
delivery organization. It starts by establishing the
mission and vision

= Mission

— Develop and maintain information technologies and
integrated software-intensive systems for the organization.
Provide leadership for the organization in technology
development.

= Vision

— We are recognized as a premier organization in the
development and maintenance of superior information
technologies and integrated software intensive systems.

I
.'j:I”::
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It also establishes the organization’s strategic goals for
the 4 quadrants

= Improve the organization’s financial posture

* Provide customers on time delivery of high-quality
systems

* Provide the best value system/software
engineering environment and processes

* Provide a world-class quality of life for employees

[l
I
il
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Create sub-goals for each quadrant

1. Improve the organization’s financial posture

—  Effective financial controls. Develop and improve mechanisms to provide visibility into
the organization’s financial situation on a weekly basis.

—  Develop methods to mitigate and accommodate funding variations of 15%.
—  Decrease costs of delivered products and services by 10%.

— Increased mission funding by 10%.

— Increase funding from customers by 10% over the next year and

—  Expand the customer base to at least two private corporations.

2. Provide customers on-time delivery of high-quality systems

—  Quality deficiencies detected in delivered product over 1 year decrease by 10%.

. Defined as increased compliance with customer requirements and increased on-time
delivery (less than 10% late delivery).

— Reduce time to transition from concept to operational capability by 10% in the next
delivery over the current expected time (reduced cycle time).

—  Improve external communication mechanisms with customers to ensure responses
are made within 2 working days.

— Increase internal staff availability/capability to satisfy customer needs 90% of the
time.

— Understand and anticipate our customers’ needs and exceed their expectations.
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Create sub-goals for each quadrant

3. Provide the best value system/software engineering environment and
processes

— Improve the quality of internal processes and work products by achieving CMMI
maturity level 5 in the next year.

— Improve communication mechanisms within the organization and with external
stakeholders.

—  Minimize rework and reduce the mean of the distribution of deficiencies detected per
development life-cycle phase by 15%.

4. Provide a world-class quality of life for employees

— Improve the quality of internal processes and work products by achieving CMMI
maturity level 5 in the next year.

—  Enhance staff capability. Recruit, develop, and retain a well-trained, competent,
diverse, value-based workforce in an environment that fosters innovation.

— Improve communication mechanisms with the organization and external stakeholders.

— Improve quality of life, employee satisfaction, and provide upwardly mobile careers for
employees and lower the turnover rate by 15% in the next year.

—  Develop and implement new technologies that increase operations efficiency by 5%.

o]
I
il
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Map Sub-goals to Balanced Scorecard

Financial perspective

Effective financial controls
Funding stability
Delivered costs

Increase mission funding

Custorr,ler ‘ Customer Funding

perspective | Internal t<?rganisation
Quality of Delivered perspective

Products Resources
Communications Increase mission funding
(extel_’nal) Engineering posture
Funding Minimize rework
Reso_urcesl Innovation and learning Improve communications
Relationship perspective | (internal)
Timeliness

Process improvement

Enhance staff capability
Improve communications
(internal)

Quality of life (employee
satisfaction)

New technologies
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Sources

* Presentation adapted from a Dutch version by Denis
Aarsen and reviewed by Roma Minenko

* “Deriving Enterprise-Based Measures Using the
Balanced Scorecard and Goal-Driven Measurement

Techniques” - Wolfhart Goethert and Matt Fisher,
October 2003

= “Introduction to Process Measurements” - Rekha
Kulshreshtha, June 3, 2003
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