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AGENDA

 What are the uses of measurement systems? - Different
types of Scorecards

« What are the design implications of different uses?

« Strategy as a basis for performance management
systems

 How to derive measures from strategy — strategy maps

 How to link measures in different levels of organizational
nierarchy

 How to use scorecards as part of management system
 How value drivers link to BSC?
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INTEGRATED PERFORMANCE
MANAGEMENT FRAMEWORKS

« Balanced Scorecard
« Performance Pyramid
« Tableau du Bord

- Etc.

 The idea is to build a performance management system
based on vision and strategy in order to translate
strategy into action
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BSC DEVELOPMENT PATH

« First BSC: Analog Micro Devices 1988
* In1990 development project involving 12 major US based corporations

« First Harvard Business Review article in 1992
« In1996, BSC was introduced as a strategic management system

« In 2000 strategy maps to clarify strategy and to support measurement
selection

« Bain global survey 2015: 38 % of (large) firms use BSC, average
satisfaction 3,9/ 5
« Path from measurement tool to a part of management system; from

measurement problems to the problem of implementing strategy, and to
the clarification of strategy
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Internal-Business-
Process Perspective

To satisfy our shareholders and
customers, what business processes
must we excel at?

* cycle times
PMance Management

25 CéntEg@of sales from new products

A 4

Source: Kaplan & Norton, 1996.



THREE TYPES OF SCORECARDS

Scorecards have been used for different purposes!

Key Performance Indicator (KPI) Scorecards

— Management must have a multitude of measures to evaluate
current performance => If measures alert, corrective actions can

be taken
Strategy Scorecards

— The aim is to guide organization to achieve (strategic) objectives
and goals =>Is based on the logic: what you measure is what

you get
Stakeholder Scorecards
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WOULD THE CONTENT OF A SCORECARD

BE THE SAME INDEPENDENT OF THE
SELECTED APPROACH TO
MEASUREMENT?

* Number of measures?
« Nature of measures?
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FEW WORDS ABOUT STRATEGY

 What is strategy?
« Corporate, business and functional strategies
« Strategy definitions in accounting research

 How do we create a good business strategy / where do
good business strategies come from?

« Content of a good strategy statement:
— Objective
— Scope
— Advantage
» Value proposition
* Internal organization
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MISSION
Why we exist
VALUES
What's important to us
VISION
What we wan't to be
STRATEGY
Our game plan

STRATEGY MAP
Translate the strategy

BALANCED SCORECARD
Measure and focus

TARGETS AND INITIATIVES
What We Need to Do

PERSONAL OBJECTIVES
What | Need to Do

. =

STRATEGIC OUTCOMES

PR Deligm EfflClent_ Motivated
erformand : and Effective and Prepared
Shareholders Cusiomers L Processes Workforce




AGENDA

What are the uses of measurement systems? - Different
types of Scorecards

What are the design implications of different uses?

Strategy as a basis for performance management
systems

How to derive measures from strategy — strategy
maps

How to link measures in different levels of organizational
nierarchy

How to use scorecards as part of management system
How value drivers link to BSC?

Performance Management

Aalto-yliopisto 2023 / T.Malmi
Kauppakorkeakoulu
[



STRATEGY MAPS

« Strategy Maps were originally created to derive BSC
measures

« There are many definitions and versions of strategy
maps around

« Concepts of leading and lagging indicators
« ltis a simplification, providing focus

« Similar logic can be applied in every level in an
organization
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Generic Strategy Map
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HOW TO COME UP WITH A STRATEGY
MAP

Vision or strategic objectives provide starting point

Strategic choices, emphasis, themes, value propositions
and/or projects aimed for achieving strategic objectives
provide next layer

Business strategy, not all sub-strategies
Use cause-and-effect logic, top-down
Not by drawing arrows between measures ex post
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CAUSE-AND-EFFECT RELATIONSHIPS

“A Strategy is a set of hypothesis about the cause and effect”

Kaplan & Norton, 1996
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STRATEGIC THEME: SOLUTIONS IN EVOLVING SURROUNDINGS

ROE = 12%
=> combined ratio = 106
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Financial Perspective ROCE
(6% — 8%)
/ \
Tumover growth Return on sales
(+20%) (4% — 4,5%)
b
\\
Customer Perspective Increasad market share
(15% — 20%)
)
Customer satisfaction
_:S_Eﬁzuleﬁ_ ;—-/—:7-4'{ [ —— q: _______
Product attntutes Customer mlatonsshp Image and reputaton
Toxin-free products Environmental friendly and
Durable products socially n ible image

Employee patentals

Climate for actbn
Employee heakh and safisty

Source: Figge et al., 2002
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HOW TO COME UP WITH A STRATEGY
MAP

« Cause and effects need not to be verified facts — they
are rather believes of management about how to
compete successfully

« Strategy map is always a simplification of true cause
and effect relationships

« Still necessary as it aids in determining focus!
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MEASUREMENT

« Define measures for each box in a strategy map

« Strategy Scorecard should not contain everything which
IS important for you, it should contain issues that are
crucial for you to achieve competitive advantage

« Strategy Scorecard doesn’ t prevent monitoring and
measuring other important issues
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EXCERCISE

* You are concerned about your well-being in terms of
physical health

« Set yourself a vision and corresponding outcome
measures / lagging indicators!

« What shall you do to achieve your vision? In other
words, what is your startegy? How could you measure
that? Define some leading indicators for yourself!
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LINKING SCORECARDS

« Scorecards between levels may be linked directly or logically

« Direct linking means that measures at top level scorecard are
summed up from the lower level scorecards

« Logical linking means that lower level identifies which
measures at above level scorecard they can have an
influence on

 Those measures serve as strategic objectives for the lower
level

« Following cause-end effect reasoning the rest of the
measures are identified
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ONE POSSIBILITY FOR LOGICAL LINKING
EES
manutauing ey | cquipmen §)

return on

Corporate
P assets

Plant cycle time finished vendor
manager goods lead time
Department i

p equipment defect rate schedule
manager down time changes
p Y changeover

rocess maintenance time

driver

O

Source: Beischel & Smith, Lin king the Shop Floor with the Top Floor,
Management Accounting (IMA), October 1991
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LINKING SCORECARDS

« Recall that BSC was originally a construct for SBU level

 If derived using logical linking, there is no need to stick
with certain perspectives at all levels. This may save a
lot of effort and money in measurement

 Measures close to action tend to be more often non-
financial

* Note: Linking returns to a question of how
accountability, authority, and autonomy are delegated
within the organization

L. Performance Management
Aalto-yliopisto .
2023 / T.Malmi
Kauppakorkeakoulu
[



CASE NOKIA AROUND 2006

Corporate SPMS Strategic Organisational
Focus Areas values
. J Strategic
Business Area SPMS s Action
&/or Business Unit Planning
J l \'4 A\
Individual | Individual level SPMS
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HOW TO LINK BSC INTO EXISTING
MANAGEMENT SYSTEM

« |If you were to design and implement a BSC for a
company / organization you work for, what would be the
key issues to consider in making sure BSC would also
become and survive as part of the management

system?
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Setting Targets
- incl. milestones

Source: Kaplan & Norton, 1996
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EXAMPLE

Corporate

Value

Macro Drivers

Micro Drivers

Market

Growth

Growth

Market

Share

Profitability

EBIT B

Efficient Use

——— Agility to markets

Revenues

Expenses

Use of capacity

Of Capital

Leverage

Cost of
Capital

Performance Wlanaga
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Cost of equity

ment

Level of Technology

Geographical positioning

—— Growth by Mergers & Aquisitioins
——— Growth by Investments

——— Customer Value Added

Product mix
Number of Big Accounts
Market Price

Location of Mills

Product mix

Timing of Investments

Growth Strategy

Trust among investors

Business Risk
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SUMMARY
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TRANSLATING STRATEGY INTO ACTION

« Clarifying strategy and gaining consensus
« Linking strategy and measures (leading indicators!)

« Targets for measures and accountability

« Communicating strategy

* measures and strategy map will communicate what is
important

 |dentifying and executing projects, programs, mergers &
acquisitions, investments, etc.
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DESIGNING MANAGEMENT (CONTROL)
SYSTEMS TO TRANSLATE STRATEGY INTO

ACTION

« Management systems and performance management
consist of many different components — management by
objectives only part of the picture

* Requires measurement of both outcomes (lagging
indicators) and means to outcomes, i.e. strategies
(leading indicators)

« Strategy needs to be translated to measures in all levels
of an organization — linking crucial

* Right set of measures is not enough — targets should be
set, people should be held accountable for achieving the

ta rgets
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