BALANCED SCORECARD
STEP-BY-STEP

Maximizing Performance
and Maintaining Results

Second Edition

Paul R. Niven

WILEY
John Wiley & Sons, Inc.






File Attachment
C1.jpg





BALANCED SCORECARD
STEP-BY-STEP






BALANCED SCORECARD
STEP-BY-STEP

Maximizing Performance
and Maintaining Results

Second Edition

Paul R. Niven

WILEY
John Wiley & Sons, Inc.



This book is printed on acid-free paper. ®

Copyright © 2006 by John Wiley & Sons, Inc. All rights reserved.
Published by John Wiley & Sons, Inc., Hoboken, New Jersey.
Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a retrieval system,
or transmitted in any form or by any means, electronic, mechanical,
photocopying, recording, scanning, or otherwise, except as permitted under
Section 107 or 108 of the 1976 United States Copyright Act, without either
the prior written permission of the publisher, or authorization through payment
of the appropriate per-copy fee to the Copyright Clearance Center, Inc.,

222 Rosewood Drive, Danvers, MA 01923, 978-750-8400, fax 978-646-8600,
or on the web at www.copyright.com. Requests to the publisher for permission
should be addressed to the Permissions Department, John Wiley & Sons, Inc.,
111 River Street, Hoboken, NJ 07030, 201-748-6011, fax 201-748-6008, or
online at http://www.wiley.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher and author

have used their best efforts in preparing this book, they make no representations

or warranties with respect to the accuracy or completeness of the contents of

this book and specifically disclaim any implied warranties of merchantability or
fitness for a particular purpose. No warranty may be created or extended by

sales representatives or written sales materials. The advice and strategies contained
herein may not be suitable for your situation. You should consult with a professional
where appropriate. Neither the publisher nor author shall be liable for any loss

of profit or any other commercial damages, including but not limited to special,
incidental, consequential, or other damages.

For general information on our other products and services, or technical
support, please contact our Customer Care Department within the United States
at 800-762-2974, outside the United States at 317-572-3993 or fax 317-572-4002.

Wiley also publishes its books in a variety of electronic formats. Some content
that appears in print may not be available in electronic books.

For more information about Wiley products, visit our Web site at www.wiley.com.

Library of Congress Cataloging-in-Publication Data

Niven, Paul R.
Balanced scorecard step-by-step : maximizing performance
and maintaining results / Paul R. Niven. —2nd ed.
p- cm.
Includes index.
ISBN-13: 978-0-471-78049-6 (cloth)
ISBN-10: 0-471-78049-9 (cloth)
1. Organizational effectiveness—Measurement.
2. Performance—Measurement. [I. Title.
HD58.9.N58 2006
658.4'013—dc22 92006008526
Printed in the United States of America

10 9 8 7 6 5 4 3 2 1


www.wiley.com

This being a second edition it seems fitting that
I dedicate the book to my “second parents,” my wife’s
mother and father, Harry and Pat Ackstein.

Thank you both for your love, generosity, and support.






About the Author

Paul R. Niven is a management consultant and noted speaker on the sub-
jects of performance management and the Balanced Scorecard. As both
a practitioner and consultant he has developed successful performance
management systems for organizations large and small around the globe.
His clients include Fortune 500 companies, public sector agencies from

all levels, and nonprofit organizations. He may be reached through his Web
site at www.senalosa.com.

vii






Chapter 1

Chapter 2
Chapter 3
Chapter 4
Chapter 5
Chapter 6

Chapter 7

Chapter 8

Chapter 9

Chapter 10
Chapter 11

Chapter 12

Contents

Preface

Acknowledgments

Performance Measurement and the
Need for a Balanced Scorecard

Getting Started

Mission, Values, Vision, and Strategy
Strategy Maps

Creating Performance Measures

Setting Targets and Prioritizing Initiatives

Cascading the Balanced Scorecard
to Build Organizational Alignment

Using the Balanced Scorecard to
Strategically Allocate Resources

Additional Balanced Scorecard Linkages:
Compensation and Corporate Governance

Reporting Balanced Scorecard Results
Maintaining the Balanced Scorecard

Concluding Thoughts on Balanced
Scorecard Success

Index

X

X1

Xvil

31
71
97
143

179

199

221

239
261

281

299

311






Preface

Four years ago I wrote Balanced Scorecard Step-by-Step to provide a systematic
implementation guide to readers incorporating or considering incorporat-
ing the Balanced Scorecard methodology in their organization. My experi-
ences as a Balanced Scorecard practitioner with a large Canadian company
taught me that tremendous results are possible with the tool, but to attain
those results, you must overcome numerous pitfalls that can derail or sig-
nificantly damage the implementation effort. I have been amazed and
humbled at the success of the first edition, which has now been translated in
over a dozen languages. The many e-mails, calls, and letters I have received
from readers who have benefited in some way from the guidance offered
in the book have been very gratifying and demonstrate that, with a little
help, every organization can derive tremendous success from the Balanced
Scorecard system.

This second edition contains the same core implementation guidance
found in the original volume but has been updated and enhanced to include
guidance on a number of topics that were still relatively immature as of
the first printing in 2002. The most significant change is my expanded
coverage of strategy maps, powerful communication tools signaling to the
entire workforce (and beyond) what is critical in executing the organi-
zation’s strategy. The text also provides new and updated information on
the linkage between the Balanced Scorecard and corporate governance,
the critical importance of strategy-centered management meetings, and
an emerging trend, the Office of Strategy Management. In addition to
entirely new sections, you will find the latest thinking on all aspects of
the Balanced Scorecard journey, honed from my work as a consultant and
researcher.

THE BALANCED SCORECARD

Organizations in today’s change-filled, highly competitive environment
must devote significant time, energy, and human and financial resources
to measuring their performance in achieving strategic goals. Most do just
that, but despite the substantial effort and related costs, many are dis-
satisfied with their measurement efforts. In fact, at any given time, as many

X1



xii Preface

as 50 percent of organizations are making changes to their performance
measurement systems. !

Increasingly, organizations are concluding that while measurement is
more crucial than ever, their systems for capturing, monitoring, and shar-
ing performance information are critically flawed. Today’s systems in many
ways bear a remarkable resemblance to their reporting ancestors. Although
the methods of modern business have transformed dramatically over the
decades, our systems of measurement have remained firmly mired in the
past. At the root of our measurement misery is an almost exclusive reliance
on financial measures of performance. These systems may have been per-
fectly suited to the machinelike, physical asset—based nature of early industrial
endeavors, but they are ill-equipped to capture the value-creating mech-
anisms of today’s modern business organization. Intangible assets such as
employee knowledge, customer and supplier relationships, and innovative
cultures are the key to producing value in today’s economy. Additionally,
the importance of a differentiating strategy is more important today than
it has ever been. Whether you’re a high-tech newcomer or an established
manufacturing veteran, executing strategy effectively is crucial in an era
of globalization, customer power, and rapid change. But the sobering fact
is that about 9 out of 10 organizations fail to implement their strategies.
What is needed is a measurement system that balances the historical accu-
racy and integrity of financial numbers with today’s drivers of economic
success, and in so doing allows the organization to beat the odds of executing
strategy.

The Balanced Scorecard has emerged as a proven and effective tool in
our quest to capture, describe, and translate intangible assets into real
value for all of an organization’s stakeholders and, in the process, to allow
organizations to implement their differentiating strategies successfully.
Developed by Robert Kaplan and David Norton, this deceptively simple
methodology translates an organization’s strategy into performance objec-
tives, measures, targets, and initiatives in four balanced perspectives:
Financial, Customer, Internal Process, and Employee Learning and Growth.
Organizations around the globe have embraced the Balanced Scorecard
and reaped swift benefits from its commonsense principles. Such bene-
fits include increased financial returns, greater employee alignment with
overall goals, improved collaboration, and an unrelenting focus on strategy,
to name just a few. To reap those rewards, however, an organization must
possess the tools necessary to craft an effective Balanced Scorecard.

1. Mark L. Frigo, “The State of Strategic Performance Measurement,” IMA 2001
Survey.
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About This Book

In the mid-1990s I was working with an organization that, like so many
others, was about to undergo significant change. The industry structure was
changing, competitors appeared more nimble and threatening than ever,
and customers were demanding better service with no price increases. A
new strategy was developed that, if effectively implemented, would see the
organization enhance employee skills, develop new processes, build cus-
tomer loyalty, and ultimately deliver breakthrough financial performance.
But how could the strategy be executed successfully? The organization’s
chief financial officer investigated the Balanced Scorecard approach and
determined it was the right tool at the right time. Acting as the executive
sponsor for the initiative, he appointed me to lead a team charged with
the responsibility for developing a new management system featuring the
Balanced Scorecard as the cornerstone. Two years later his intuition paid
off in a big way. Employee knowledge of strategy had increased signifi-
cantly, internal processes were functioning more efficiently than ever, cus-
tomer loyalty was on the rise, and despite many adverse factors beyond the
organization’s control, financial returns were on target.

The organization just described is Nova Scotia Power, Inc. (NSPI), a
Canadian electric utility company. As the results demonstrate, its Balanced
Scorecard implementation was a great success and has been featured in case
studies and shared at conferences throughout North America and beyond,
and has earned the organization a spot in the Balanced Scorecard Collab-
orative’s Hall of Fame. As successful as the implementation was, however,
it was not without challenges. Our team quickly learned that building a
Balanced Scorecard is far more than a metrics project; instead it touches
many disparate organizational processes. Building an effective team; gen-
erating support and enthusiasm for a change initiative; efficiently gathering
and sharing data; and coaching, training, and facilitating are just some of
the many exciting and challenging tasks we faced. At that time, Balanced
Scorecard literature and support services were at a nascent stage, and we
were left to our own devices when grappling with the many issues await-
ing us. Although Scorecard literature and related consulting and support
products have proliferated in recent years, few if any focus on the wide array
of organizational activities that must accompany a winning Scorecard cam-
paign. This book has been written to fill the void existing between theory
and application. Since its original publication in 2002, it has guided thou-
sands of organizations worldwide through their Balanced Scorecard journeys.

Organizations embarking on a Scorecard effort must be aware of —and
properly equipped with the tools to navigate successfully—the many poten-
tial pitfalls associated with an initiative of this magnitude. Based on my
experience as a consultant working with organizations around the globe
plus extensive research, these pages guide the reader through the entire
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Balanced Scorecard process on a step-by-step basis. From determining your
guiding rationale for the Scorecard, to testing your mission, to building
a Strategy Map, to developing measures and targets, to placing the Score-
card at the center of your management system, to tips for sustaining your
success, you'll find all this and more. Let’s now take a look at how the book
is organized and consider how you can use it to best suit your needs.

How the Book Is Organized

This second edition of Balanced Scorecard Step-by-Step is comprised of
12 chapters, spanning the entire Scorecard experience. The opening chap-
ter is designed to familiarize you with the field of performance mea-
surement and provide a solid grounding of Scorecard background and
principles. It elaborates on the discussion begun in this preface by exam-
ining how the Scorecard solves three fundamental modern business issues:
reducing the reliance on financial performance measures, the rise of intan-
gible assets to value creation, and the difficulty of implementing strategy.
Chapter Two lays the foundation for the work ahead by examining the
purpose of developing a Balanced Scorecard, securing executive sponsor-
ship, creating a team, and preparing a development plan. The core elements
of any effective Balanced Scorecard —mission, values, vision, and strategy
—are the subject of Chapter Three. You’'ll discover why each of these ele-
ments is crucial to the success of a Balanced Scorecard.

With the Scorecard building blocks firmly in place, Chapter Four explores
the world of Strategy Maps, powerful communication tools signaling to
everyone in the organization what is critical in executing strategy. You will
learn why Strategy Maps are a decisive ingredient to overall Scorecard suc-
cess and be provided with numerous tips on development and facilitation.
Chapter Five provides an in-depth view of what it takes to build measures
that act as a faithful translation of strategy, the backbone of any success-
ful Balanced Scorecard. The critical role of target setting and the Balanced
Scorecard is presented along with a review of different types of targets in
Chapter Six. Ensuring that organizational plans and initiatives are aligned
with the Balanced Scorecard and strategy is also given extensive coverage
in that chapter.

Aligning every employee’s actions with overall organizational goals is
the subject of Chapter Seven. This “cascading” of the Balanced Scorecard
is critical if organizations hope to enjoy the benefits of greater employee
knowledge of, and focus on, key organizational strategies. In Chapter Eight
the role of the Balanced Scorecard in the budgeting process is examined.
The chapter equips readers with specific techniques to align spending with
strategy. The often-challenging topic of incentive compensation is tack-
led in Chapter Nine, where you will find a comprehensive review of critical
compensation planning and design elements. This chapter also reviews
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how the Balanced Scorecard can play a significant role in the improvement
of corporate governance, a vital topic in the post-Enron era.

Frequent reporting of results is critical in gaining support for the Bal-
anced Scorecard as an effective management tool. But should organizations
purchase one of the many performance management software packages
available or build their own reporting solution? Chapter Ten probes this
question and offers several tools to be used when making the decision. The
strategy-centered meeting is also explained in the chapter, providing the
means to ensure the Balanced Scorecard forms the agenda for your man-
agement meeting process. Maintaining the Balanced Scorecard is presented
in Chapter Eleven. It carefully reviews business rules, processes, and proce-
dures (including those for gathering data) necessary to embed the Score-
card in the fabric of organizational life and introduces you to an emerging
function in modern organizations: the Office of Strategy Management. The
important role of organizational change in securing a successful Scorecard
effort is presented in the book’s final chapter. There you will also discover
the top 10 implementation issues and receive guidance on the use of out-
side consultants when constructing a Scorecard.

Nearly 2,500 years ago the Greek playwright Euripides noted the impor-
tance of balance in our lives when he said, “The best and safest thing is to
keep a balance in your life, acknowledge the great powers around us and in us.
If you can do that, and live that way, you are really a wise man.” I truly believe
the same applies to organizations.

PauL R. N1VEN
San Diego, California
August 2006
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CHAPTER 1

Performance Measurement
and the Need for
a Balanced Scorecard

When you can measure what you are speaking about, and express
it in numbers, you know something about it; but when you cannot
measure it, when you cannot express it in numbers, your knowledge
is of a meager and unsatisfactory kind . . . .

—William Thompson (Lord Kelvin), 1824—-1907

Roadmap for Chapter One The purpose of this chapter is to provide you
with an overview of performance measurement and the Balanced Score-
card system. Although you may be eager to get right to the work of devel-
oping your new performance management tool, I urge you to spend some
time on this chapter since it serves as the foundation for the rest of the
book. When you begin developing a Balanced Scorecard, your organization
will rely on you not only for advice on the technical dimensions of this new
system, but also on the broader subject of performance measurement and
management. You can enhance your expert credibility within the organi-
zation by learning as much as possible about this subject. This is especially
important if your current function is one that typically does not engage in
projects of this nature. Think of this chapter as a primer for the exciting work
that lies ahead.

The Balanced Scorecard assists organizations in overcoming three key
issues: effective organizational performance measurement, the rise of intan-
gible assets, and the challenge of implementing strategy. We begin by discussing
performance measurement and, specifically, our reliance on financial mea-
sures of performance despite their inherent limitations. Next we examine
the rise of intangible assets in modern organizations and their impact on
our ability to measure corporate performance accurately. From there we
move to the strategy story and review a number of barriers to successful
strategy implementation. With the issues clearly on the table, we introduce
the Balanced Scorecard and how this tool can overcome the barriers related
to financial measures, the growth of intangible assets, and strategy execution.

Our Balanced Scorecard overview begins with a look back at how and when
the Scorecard was originally conceived. Next we pose the question, “What
is a Balanced Scorecard?” and elaborate on the specifics of the tool as a

1



2 Performance Measurement and the Need for a Balanced Scorecard

communication system (with particular emphasis on the concept of Strategy
Maps), measurement system, and strategic management system. Here you will
be introduced to the theory underlying the Balanced Scorecard and the four
perspectives of performance analyzed using this process. The chapter
concludes with a review of the critical task of linking Balanced Scorecard
objectives and measures through a series of cause-and-effect relationships,
where you will discover how telling a powerful strategic story will be a great
ally in your Balanced Scorecard implementation. Let’s get started!

THREE FUNDAMENTAL ISSUES

Welcome to your performance measurement and Balanced Scorecard
journey. During our time together we will explore the many facets of this
topic, and it is my hope that both you and your organization will be trans-
formed as a result. As I write this second edition of Balanced Scorecard Step-
by-Step, the concept itself has been with us for just over 15 years. Born from
a research study conducted in 1990, the Balanced Scorecard has since become
a critical business tool for thousands of organizations around the globe. In
fact, recent estimates suggest a whopping 60 percent of the Fortune 1000
has a Balanced Scorecard in place.! Further evidence of the ubiquity of the
Balanced Scorecard is provided by The Hackett Group, which discovered in
2002 that 96 percent of the nearly 2,000 global companies it surveyed had
either implemented or planned to implement the tool.? Before we discuss the
nature of the Balanced Scorecard, let’s examine its origins and attempt to
determine just why it has become such a universally accepted methodology.
Whether it’s the freckle-faced kid enthusiastically peddling lemonade on
a sweltering midsummer’s day, the chief executive of a global conglomerate
mulling a crucial decision, or a harried public sector manager attempting to
do more with less, the common denominator among all is the overwhelm-
ing drive to succeed. And while hard work and desire still go a long way, busi-
ness, as we all know, has changed dramatically in recent years, rendering
success more difficult than ever to achieve. In the pages ahead we’ll examine
three fundamental factors that affect every organization, at times in game-
changing ways: our reliance on financial measures of performance to gauge
success, the rise of value-creating intangible assets, and, finally, the difficulty
of executing strategy. While separate and distinct factors, the trio is bound
together by the inspiring ability of the Balanced Scorecard to overcome and
maximize them to their fullest potential. Let’s begin our discussion with an
examination of financial measures of business performance.

FINANCIAL MEASUREMENT AND ITS LIMITATIONS

As long as business organizations have existed, the traditional method of
measurement has been financial. Bookkeeping records used to facilitate
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financial transactions can be traced back literally thousands of years. At
the turn of the twentieth century, financial measurement innovations were
critical to the success of the early industrial giants, such as General Motors.
That should not come as a surprise since the financial metrics of the time
were the perfect complement to the machinelike nature of the corporate
entities and management philosophy of the day. Competition was ruled
by scope and economies of scale with financial measures providing the
yardsticks of success.

Financial measures of performance have evolved, and today concepts
such as economic value added (EVA) are quite prevalent. EVA suggests
that unless a firm’s profit exceeds its cost of capital, it really is not creating
value for its shareholders. Using EVA as a lens, it is possible to determine
that despite an increase in earnings, a firm may be destroying shareholder
value if the cost of capital associated with new investments is sufficiently
high.

The work of financial professionals is to be commended. As we move
into the twenty-first century, however, many are questioning our almost
exclusive reliance on financial measures of performance. Perhaps these
measures served better as a means of reporting on the stewardship of funds
entrusted to management’s care rather than as a way to chart the future
direction of the organization. And as we all know, stewardship is an increas-
ingly vital issue in light of the many corporate scandals we’ve witnessed
recently and the surge of shareholder value and job losses left in their wake.
Let’s take a look at some of the criticisms levied against the overabundant
use of financial measures:

o Not consistent with today’s business realities. Today’s organizational value-
creating activities are not captured in the tangible, fixed assets of the
firm. Instead, value rests in the ideas of people scattered throughout the
firm, in customer and supplier relationships, in databases of key infor-
mation, and in cultures capable of innovation and quality. Traditional
financial measures were designed to compare previous periods based
on internal standards of performance. These metrics are of little assis-
tance in providing early indications of customer, quality, or employee
problems or opportunities. We’ll examine the rise of intangible assets
in the next section of this chapter.

o Driving by rearview mirror. Financial measures provide an excellent review
of past performance and events in the organization. They represent
a coherent articulation and summary of activities of the firm in prior
periods. However, this detailed financial view has no predictive power
for the future. As we all know, and as experience has shown, great finan-
cial results in one month, quarter, or even year are in no way indicative
of future financial performance. Even so-called great companies—those
that once graced the covers of business magazines and were the envy of
their peer groups—can fall victim to this unfortunate scenario. Witness
the vaunted Fortune 500 list; two-thirds of the companies comprising
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the inaugural list in 1954 had either vanished or were no longer large
enough to maintain their presence on the list’s fortieth anniversary.?

Tend to reinforce functional silos. Financial statements in organizations are
normally prepared by functional area: Individual department statements
are prepared and rolled up into the business unit’s numbers, which ulti-
mately are compiled as part of the overall organizational picture. This
approach is inconsistent with today’s organization, in which much of the
work is cross-functional in nature. Today we see teams comprised of many
functional areas coming together to solve pressing problems and create
value in never-imagined ways. Regardless of industry or organization type,
teamwork has emerged as a must-have characteristic of winning enter-
prises in today’s business environment. As an example, consider these
three fields of endeavor: heart surgery, Wall Street research analysis, and
basketball as played by the well-compensated superstars of the National
Basketball Association (NBA). At first glance they appear to have absolutely
nothing in common; however, studies reveal that success in all three is
markedly improved through the use of teamwork: The interactions of
surgeons with other medical professionals (anesthesiologists, nurses, and
technicians) are the strongest indicator of patient success on the oper-
ating table. When it comes to Wall Street “stars,” it’s not the individual
analyst and erudite calculations that spell success, but the teaming of
analyst and firm. Even in the NBA, researchers have found that teams
where players stay together longer win more games.* Our traditional
financial measurement systems have no way to calculate the true value
or cost of these relationships.

Sacrifice long-term thinking. Many change programs feature severe cost-
cutting measures that may have a very positive impact on the organi-
zation’s short-term financial statements. However, these cost-reduction
efforts often target the long-term value-creating activities of the firm,
such as research and development, associate development, and customer
relationship management. This focus on short-term gains at the expense
of long-term value creation may lead to suboptimization of the orga-
nization’s resources. Interestingly, an emerging body of evidence is
beginning to suggest that cost-cutting interventions such as downsizing
frequently fail to deliver the promised financial rewards and in fact
sabotage value. University of Colorado Business School professor Wayne
Cascio documented that downsizing not only hurts workers who are laid
off, but destroys value in the long-term. He finds that, all else being
equal, downsizing never improved profits or stock market returns.’

Financial measures are not relevant to many levels of the organization. Finan-
cial reports by their very nature are abstractions. “Abstraction” in this
context is defined as moving to another level, leaving certain charac-
teristics out. When we roll up financial statements throughout the organi-
zation, that is exactly what we are doing: compiling information at a higher
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and higher level until it is almost unrecognizable and useless in the deci-
sion making of most managers and employees. Employees at all levels
of the organization need performance data they can act on. This infor-
mation must be imbued with relevance for their day-to-day activities.

Given the limitations of financial measures, should we even consider
saving a space for them in our Balanced Scorecard? With their inherent focus
on short-term results, often at the expense of long-term value-creating
activities, are they relevant in today’s environment? I believe the answer
is yes for a number of reasons. As we’ll discuss shortly, the Balanced Score-
card is just that: balanced. An undue focus on any particular area of mea-
surement often will lead to poor overall results. Precedents in the business
world support this position. In the 1980s the focus was on productivity
improvement; in the 1990s quality became fashionable and seemingly
critical to an organization’s success. In keeping with the principle of what
gets measured gets done, many businesses saw tremendous improvements
in productivity and quality. What they didn’t necessarily see was a corre-
sponding increase in financial results, and in fact some companies with
the best quality in their industry failed to remain in business. Financial
statements will remain an important tool for organizations since they ulti-
mately determine whether improvements in customer satisfaction, quality,
innovation, and employee training are leading to improved financial per-
formance and wealth creation for shareholders. What is needed, and what
the Balanced Scorecard provides, is a method of balancing the accuracy
and integrity of our financial measures with the drivers of future financial
performance of the organization.

The Rising Prominence of Intangible Assets

What a difference 50 or so years can make. Writing in the Harvard Business
Review in 1957, Harvard professor Malcolm P. McNair had this to say about
organizations paying excess attention to their people: “Too much emphasis
on human relations encourages people to feel sorry for themselves, makes it easier
for them to slough off responsibility, to find excuses for failure, to act like children.”®
Can you imagine the reaction business leaders would have to this quote
if it were uttered today? What was your reaction? If you're like most, you
would probably disagree completely with McNair’s pessimistic view and
instead assert the now-prevailing notion that an organization’s people—
its “human capital”—represent the critical enabler in the new economy.
Harvard Business Review editor Thomas Stewart recently captured the essence
of this notion succinctly and powerfully when he said, “The most impor-
tant of all ave ‘soft’ assets such as skills, capabilities, expertise, cultures, loyalties and
50 on. These are the knowledge assets—intellectual capital—and they determine
success or failure.””

In the previous section we discussed some of the limitations financial
measures possess. Given these limitations and the growth in prominence
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of human capital, both business and investment communities are placing
ever-increasing emphasis on nonfinancial indicators of performance. Busi-
ness leaders are now questioning their almost exclusive reliance on finan-
cial data with its historical accuracy and integrity and have begun to look
at the operational drivers of future financial performance: customer sat-
isfaction and loyalty, continuous innovation, and organizational learning,
to name but a few. On the investor side, Wall Street has made it clear that
nonfinancial data matters greatly to valuation and is growing in promi-
nence all the time. A 1999 Ernst & Young study found that “even for large
cap, mature companies, non-financial performance counts.”® One of the
study’s findings suggests that, on average, nonfinancial criteria constitute
35 percent of the investor’s decision. The researchers also found that “the
more non-financial measures analysts use, the more accurate are their earn-
ings forecasts.”? But just what is “human capital,” and why is it important
to the future of the Balanced Scorecard?

Before terms like “human capital,” “intellectual capital,” and “intangible
assets” entered the business lexicon, there was another metaphor sweeping
across organizations: “the employee as asset.” Annual reports, press releases,
and business literature were awash in statements proclaiming the great
value companies placed in their human assets. By recognizing the value
individuals bring to the firm, this metaphor represented a great improve-
ment over the “employee as a cost object” philosophy that lay at the heart
of the downsizing movement of the early 1990s. But consider the defini-
tion of an asset from our accounting studies: an object owned or controlled
by the firm that produces future value and possesses a monetary value.
Do we employees really fit that definition? Another school of thought has
gradually developed that likens the employee more to an investor of
human capital than an asset to be controlled by the organization. Author,
consultant, and Babson college professor Thomas Davenport cogently
describes this new paradigm: “People possess innate abilities, behaviors, personal
energy and time. These elements make wp human capital—the currency people
bring to invest in their jobs. Workers, not organizations, own this human capital

.. and decide when, how, and where they will contribute it.”10 The late Peter
Drucker would label these investors “knowledge workers” and suggest they
hold the key to value creation in the new economy. For the first time in
business history the workers, not the organization, own the means of pro-
duction—the knowledge and capabilities they possess—and they decide
how and where to apply it.

CREATING VALUE IN THE NEW ECONOMY

Consulting organizations offer a compelling example of creating value
from intangible rather than physical assets. Consultants don’t rely heavily
on tangible assets; instead they provide value for clients by drawing on
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relationships with subject matter experts throughout the firm and knowl-
edge from past client experiences to provide innovative solutions. A client
engagement I was involved with provides an example: The clients encoun-
tered a problem in loading data for their new performance measurement
software. Building automatic data interfaces for the software (pulling data
directly from source systems throughout their locations) would require
significant human and financial resources and was not considered a viable
option. The alternative of manual data entry was also deemed unaccept-
able as it would prove a time-consuming and non-value-added activity for
system administrators. Our team was tasked with finding an innovative and
cost-effective solution. We convened a team of experts on various subjects:
the Scorecard software program, the Balanced Scorecard methodology, desk-
top applications such as MS Access and MS Excel, and client data sources.
The newly formed team brainstormed various approaches that would sat-
isfy the criteria of cost efficiency and very limited manual data entry efforts.
In the end we determined our best approach was to build a new data entry
tool in Excel. Data owners would enter their individual data in the spread-
sheet and e-malil it to the system administrator, who would then auto-
matically upload the information into the software. The spreadsheets were
custom designed to contain only those measures for which each owner was
accountable. This solution ensured both criteria were satisfied. The new
system would cost very little to develop and implement and would elimi-
nate manual data entry for system administrators. It wasn’t the physical
assets that led to this innovative solution to a client’s needs, but instead the
skillful combination of an array of knowledge held by the individual team
members.

The situation just described is happening in organizations around the
globe as we make the transition from an economy based on physical assets
to one almost fully dependent on intellectual assets. While this switch is
evident to anyone working in today’s business world, it is also borne out
by research findings of the Brookings Institute. Take a look at Exhibit 1.1,
which illustrates the transition in value from tangible to intangible assets.
Speaking on National Public Radio’s Morning Edition, Margaret Blair of the
Brookings Institute suggests that tangible assets have continued to tumble
in value: “If you just look at the physical assets of the companies, the things that
you can measure with ordinary accounting techniques, these things now account
for less than one-fourth of the value of the corporate sector. Another way of putting
this is that something like 75% of the sources of value inside corporations is not
being measured or reported on their books.”!! If you happen to be employed
in the public sector, you may have noticed that Blair uses the term “cor-
porations” in the quote. Believe me, your organizations are being affected
every bit as much as your corporate counterparts. The challenges repre-
sented by this switch are not going unnoticed in Washington. David M.
Walker, Comptroller General of the United States, said in February 2001
testimony to the U.S. Senate that “human capital management is a pervasive
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Exhibit 1.1 Increasing Value of Intangible Assets in Organizations

1982 1992 Today

75%
62%

38%

challenge in the federal government. At many agencies human capital shortfalls
have contributed to serious problems and risks”12 U.S. President George W. Bush
in his President’s Management Agenda echoes Walker’s comments and adds:
“We must have a Government that thinks differently, so we need to recruit talented
and imaginative people to public service.”'® In yet another demonstration of
the importance of intangible assets, companies are opening the purse strings
for intellectual investments. (On second thought, opening the purse strings
is a bit like saying World War II was a little skirmish, considering the fact
that American companies spend a staggering 36 percent of their revenue
each year on human capital-related investments.!4)

This transition in value creation from physical to intangible assets has
major implications for measurement systems. The financial measurements
that characterize our balance sheet and income statement methods of tab-
ulation were perfectly appropriate for a world dominated by physical assets.
Transactions affecting property, plant, and equipment could be recorded
and reflected in an organization’s general ledger. However, the new econ-
omy with its premium on intangible value-creating mechanisms demands
more from our performance measurement systems. Today’s system must
have the capabilities to identify, describe, monitor, and fully harness the
intangible assets driving organizational success. As we will see throughout
this book, particularly in our discussion of the Employee Learning and
Growth perspective, the Balanced Scorecard provides a voice of strength and
clarity to intangible assets, allowing organizations to benefit fully from their
astronomical potential.

The Strategy Story

Could there possibly exist a more passionately discussed and debated sub-
ject on the business landscape than strategy? While military strategy has been
with us for millennia and continues to influence our thinking—witness
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the ever-popular Art of War by Sun Tzu—business strategy is a relatively
new phenomenon with its greatest contributions arriving in the twentieth
century. Despite its brief tenure, the topic has spawned hundreds of books,
thousands of scholarly articles, and countless gurus each espousing his
version of the holy grail of strategy.

In every facet of my life I've always tried to cut through the clutter and
arrive at the essence of an idea, the pearl of wisdom or nugget of knowl-
edge I can use to effectively direct my energies. If I applied that same
process to the pursuit of strategy’s “one thing” I would surely drive myself
slowly mad. You see, strategy is not a subject that can be ripped apart
at the academic and practical threads to reveal the one right method or
version of the truth. Every reader of this book, if appropriately prodded,
could undoubtedly produce a coherent and cogent definition of “strategy.”
Ultimately we all cherish that spirit of discovery and rightly applaud our
diversity of ideas, but practically, it makes the study of strategy a frustrating
one. Fortunately for all of us, the one thing that pundits from every strategy
corner do agree on is the fact that strategy execution or implementation is
far more important than strategy formation.

During my career I've had the opportunity to sit in on a number of
strategy-setting workshops and have always relished the spirited debates,
the “aha” moments of breathtaking clarity, and of course the ever-present
jugs of coffee and gourmet cookies. The freshly minted strategy emerging
from these often grueling sessions is a justifiably pride-invoking achieve-
ment; however, producing this document is a far cry from actually living
and breathing it day in and day out. But to succeed in any business today,
that is precisely what we must do—bring the strategy to life with the unmis-
takable clarity necessary for everyone in the organization to act on it each
and every day. Let’s face it: We have to execute not only to thrive but simply
to stay alive in a business world in which 84 percent of respondents in
one recent poll said that competition in their industry had significantly
increased in the last five years.!®> And leaders, you know how vital it is to
execute your strategy quickly; an oft-quoted Fortune magazine study from
1999 found that 70 percent of CEO failures came not as a result of poor
strategy but the inability to execute.!6 In fact, a team of researchers recently
discovered that companies, on average, deliver only 63 percent of the finan-
cial performance their strategies promise.!7

The good news is that strategy implementation has been proven to boost
financial fortunes rather significantly; one study suggested a 35 percent
improvement in the quality of strategy implementation for the average
firm was associated with a 30 percent improvement in shareholder value.!8
Unfortunately, many organizations fall off the strategy execution track,
frequently in dramatic fashion. So why does strategy execution prove so
elusive for the typical enterprise? Scorecard architects Robert S. Kaplan
and David P. Norton believe the answer lies in four barriers that must be
surmounted before strategy can be eftectively executed. These barriers are
presented in Exhibit 1.2.
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Exhibit 1.2 Barriers to Implementing Strategy

Only 10% of
organizations
execute their

strategy

Barriers to Strategy Execution

Y NN

Vision Barrier People Barrier Management Barrier Resource Barrier
Only 5% of the Only 25% of 85% of executive 60% of
workforce managers have teams spend less than organizations don’t
understands the incentives linked one hour per month link budgets to
strategy to strategy discussing strategy strategy

Source: Adapted from material developed by Robert S. Kaplan and David P. Norton.

The Vision Barrier The vast majority of employees do not understand
the organization’s strategy. This situation was acceptable at the turn of the
twentieth century, when value was derived from the most efficient use of
physical assets and employees were literally cogs in the great industrial wheel.
However, in the information or knowledge age in which we currently exist,
value is created from the intangible assets—the know-how, relationships,
and cultures existing within the organization. Most companies are still orga-
nized for the industrial era, utilizing command and control orientations that
are inadequate for today’s environment. Why is this the case when all evi-
dence suggests a change is necessary? Former United States Senator and
college professor S. I. Hayakawa introduced a concept known as “cultural
lag” over 50 years ago, and it goes a long way in explaining this organiza-
tional inertia. Hayakawa states, “Once people become accustomed to insti-
tutions, they eventually get to feeling that their particular institutions represent
the only right and proper way of doing things . . . consequently, social orga-
nizations tend to change slowly, and — most important—they tend to exist long
after the necessity for their existence has disappeared, and sometimes even when their
continued existence becomes a nuisance and a danger.”'® Does this remind you
of your company? If your structure is hampering employees’ ability to
understand and act on the firm’s strategy, how can you expect them to
make effective decisions that will lead to the achievement of your goals?

The People Barrier In its 2005 Reward Programs and Incentive Com-
pensation Survey, the Society for Human Resource Management found that
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69 percent of companies offer some form of incentive compensation to
their employees.20 Like most people, I'm a fan of incentive plans because
of the focus and alignment they can drive toward the achievement of a
mutually beneficial goal. However, companies take many liberties when
constructing these plans, and often the designs leave something to be desired.
For example, it’s not at all uncommon for incentive plans to link a cash
award with the achievement of a short-term financial target, such as quar-
terly earnings. In fact, in our meet-the-numbers-or-else culture, this evil
twin of the effective compensation plan springs up frequently in board-
rooms across the globe. When the focus is on achieving short-term financial
targets, clever employees will do whatever it takes to ensure those results
are achieved. This often comes at the expense of creating long-term value
for the firm. Does the name “Enron” or “WorldCom” ring a bell?

The Resource Barrier Sixty percent of organizations don’t link budgets
to strategy. This finding really should not come as a surprise, because most
organizations have separate processes for budgeting and strategic plan-
ning. One group is working to forge the strategy that will lead the firm
heroically into the future, while independently another group is crafting
the operating and capital budgets for the coming year. The problem with
this approach is that, once again, human and financial resources are tied
to short-term financial targets and not long-term strategy. I recall my days
working in a corporate accounting environment for a large company. I was
housed on the same floor as the strategic planners and not only did our
group not liaise regularly with them, we barely even knew them!

The Management Barrier In asad yet humorous commentary on mod-
ern organizational life, a recent poll of U.S. office workers revealed that
41 percent would rather wash their kitchen floors than attend a manage-
ment meeting at their company.2! What exactly is being said at these meet-
ings that employees would rather scrub than attend? Most of the survey
respondents would, if pressed, probably report that the management meet-
ings are just plain boring, and in many cases that is undoubtedly accurate.
With mind-numbing charts and graphs, sleep-inducing commentaries, and
zero conflict, most meetings can be rightly classified as both a waste of time
and, unfortunately, a huge lost opportunity. It certainly doesn’t have to
be that way. When strategy forms the agenda for a management meeting,
new life can be pumped into an antiquated institution, instantly changing
the dynamic from dull and rote presentations to stimulating debate and
discussion on the factors driving the firm forward. We’ll return to this stim-
ulating topic in Chapter Ten.

How does your executive team spend its time during monthly or quar-
terly reviews? If the team is like teams in most organizations, members
probably spend the majority of their time analyzing financial results and
looking for remedies to the “defects” that occur when actual results do not
meet budget expectations. A focus on strategy demands that executives spend
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their time together moving beyond the analysis of defects to a deeper
understanding of the underlying value-creating or destroying mechanisms
in the firm.

THE BALANCED SCORECARD

As the preceding discussion indicates, organizations face many hurdles in
developing performance measurement systems that truly monitor the right
things. What is required is a system that balances the historical accuracy
of financial numbers with the drivers of future performance, while simul-
taneously harnessing the power of intangible assets and of course assist-
ing organizations in implementing their differentiating strategies. The
Balanced Scorecard is the tool that answers this complex triad of challenges.
In the remainder of this chapter we will begin our exploration of the Bal-
anced Scorecard by discussing its origins, reviewing its conceptual model,
and considering what separates the Balanced Scorecard from other systems.

Origins of the Balanced Scorecard

The Balanced Scorecard was developed by two men, Robert Kaplan, an
accounting professor at Harvard University, and David Norton, a consul-
tant also from the Boston area. In 1990 Kaplan and Norton led a research
study of a dozen companies exploring new methods of performance mea-
surement. The impetus for the study was a growing belief that financial
measures of performance were ineffective for the modern business enter-
prise. The study companies, along with Kaplan and Norton, were convinced
that a reliance on financial measures of performance was affecting their
ability to create value. The group discussed a number of possible alterna-
tives but settled on the idea of a Scorecard featuring performance measures
capturing activities from throughout the organization—customer issues,
internal business processes, employee activities, and, of course, shareholder
concerns. Kaplan and Norton labeled the new tool the Balanced Scorecard
and later summarized the concept in the first of several Harvard Business
Review articles, “The Balanced Scorecard—Measures that Drive Perform-
ance.”??

Over the next four years a number of organizations adopted the Bal-
anced Scorecard and achieved immediate results. Kaplan and Norton
discovered these organizations were not only using the Scorecard to com-
plement financial measures with the drivers of future performance but were
also communicating their strategies through the measures they selected for
their Balanced Scorecard. As the Scorecard gained prominence with orga-
nizations around the globe as a key tool in strategy implementation, Kaplan
and Norton summarized the concept and the learning to that point in their
1996 book, The Balanced Scorecard.?®
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Since that time the Balanced Scorecard has been adopted by over half
of all Fortune 1000 organizations. The momentum continues unabated,
with companies large, medium, and small taking full advantage of the tool’s
profound simplicity and unmistakable effectiveness. Once considered the
exclusive domain of the for-profit world, the Balanced Scorecard has been
translated and effectively implemented in both the nonprofit and public
sectors. These organizations have learned that by slightly modifying the
Scorecard framework, they can demonstrate to their constituents the value
they provide and the steps being taken to fulfill their important missions.
So widely accepted and effective has the Scorecard been that the Harvard
Business Review recently hailed it as one of the 75 most influential ideas of
the twentieth century. Does all this whet your appetite for more? Let’s now
turn our attention to the tool itself and see what makes up the Balanced
Scorecard.

What Is a Balanced Scorecard?

We can describe the Balanced Scorecard as a carefully selected set of quan-
tifiable measures derived from an organization’s strategy. The measures
selected for the Scorecard represent a tool for leaders to use in commu-
nicating to employees and external stakeholders the outcomes and per-
formance drivers by which the organization will achieve its mission and
strategic objectives. A simple definition, however, cannot tell us everything
about the Balanced Scorecard. In my work with many organizations and
research into best practices of Scorecard use, I see this tool as three things:
communication tool, measurement system, and strategic management
system. (See Exhibit 1.3.) In the next few sections we will take a look at
each of these Scorecard uses, but first let’s consider perhaps the most
fundamental aspect of the Balanced Scorecard: the four perspectives of
performance.

Balanced Scorecard Perspectives

The etymology of the word “perspective” is from the Latin perspectus, “to
look through” or “see clearly,” which is precisely what we aim to do with
a Balanced Scorecard: examine the strategy, making it clearer through
the lens of different viewpoints. Any strategy, to be effective, must contain
descriptions of financial aspirations, markets served, processes to be con-
quered, and, of course, the people who will steadily and skillfully guide
the company to success. Thus, when measuring our progress, it would make
little sense to focus on just one aspect of the strategy when in fact as
Leonardo da Vinci reminds us, “Everything is connected to everything else”%*
An accurate picture of strategy execution, it must be painted in the full
palette of perspectives that comprise it; therefore, when developing a
Balanced Scorecard, we consider these four: Customer, Internal Processes,
Employee Learning and Growth, and Financial.
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Exhibit 1.3 What Is the Balanced Scorecard?

Communication
Tool

Measurement
System

Strategic
Management
System

When building your Balanced Scorecard, or later, when it is up and
running, you may slip and casually remark on the four “quadrants” or
four “areas,” but as seemingly inconsequential as this slip of the tongue
appears, I believe it has serious ramifications. Take, for example, the word
“quadrant”: the Oxford English Dictionary begins its definition by describing
it as a quarter of a circle’s circumference. The word reflects the number four
and in that sense is almost limiting to the flexible approach inherent in
the Scorecard. You may wish to have five perspectives or only three. With
its focus on viewing performance from another point of view, the word
“perspective” is far more representative of the spirit of the Balanced Score-
card, and I encourage you to be disciplined in the use of this term. Now
let’s take a brief tour of those four perspectives.

Customer Perspective When choosing measures for the Customer per-
spective of the Scorecard, organizations must answer three critical questions:
Who are our target customers? What is our value proposition in serving
them? and What do our customers expect or demand from us? Sounds
simple enough, but each of these questions offers many challenges to orga-
nizations. Most organizations will state that they do in fact have a target
customer audience, yet their actions reveal an “all things to all customers”
strategy. As strategy guru Michael Porter has taught, this lack of focus will
prevent an organization from differentiating itself from competitors. Choos-
ing an appropriate value proposition poses no less of a challenge to most
firms. Many will choose one of three “disciplines” articulated by Treacy and
Wiersema in The Discipline of Market Leaders:25
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1. Operational excellence. Organizations pursuing an operational excel-
lence discipline focus on low price, convenience, and often “no frills.”
Wal-Mart provides a great representation of an operationally excellent
company.

2. Product leadership. Product leaders push the envelope of their firm’s
products. Constantly innovating, they strive to offer simply the best
product in the market. Sony is an example of a product leader in the
field of electronics.

3. Customer intimacy. Doing whatever it takes to provide solutions for unique
customer’s needs defines customer-intimate companies. They don’t look
for one-time transactions but instead focus on long-term relationship
building through their deep knowledge of customer needs. In the retail
industry, Nordstrom epitomizes the customer-intimate organization.

Regardless of the value discipline chosen, this perspective will normally
include measures widely used today: customer satisfaction, customer loyalty,
market share, and customer acquisition, for example. Equally as impor-
tant, the organization must develop the performance drivers that will lead
to improvement in these “lag” indicators of customer success. Doing so
will greatly enhance your chances of answering our third question for this
perspective: What do our customers expect or demand from us? In Chap-
ters Four and Five we will take a closer look at the Customer perspective
and identify what specific steps your organization should take to develop
customer objectives and measures.

Internal Process Perspective In the Internal Process perspective of the
Scorecard, we identify the key processes the firm must excel at in order
to continue adding value for customers and ultimately shareholders. Each
of the customer disciplines just outlined will entail the efficient operation
of specific internal processes in order to serve customers and fulfill our
value proposition. Our task here is to identify those processes and develop
the best possible objectives and measures with which to track progress. To
satisfy customer and shareholder expectations, you may have to identify
entirely new internal processes rather than focusing your efforts on the
incremental improvement of existing activities. Product development, pro-
duction, manufacturing, delivery, and postsale service may be represented
in this perspective.

Many organizations rely heavily on supplier relationships and other
third-party arrangements to serve customers effectively. Such organizations
should consider developing measures in the Internal Process perspective
to represent the critical elements of those relationships. We will examine
the development of performance objectives and measures for Internal
Processes in greater depth in Chapters Four and Five.

Employee Learning and Growth Perspective If you want to achieve ambi-
tious results for internal processes, customers, and ultimately shareholders,
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where are these gains found? The objectives and measures in the Employee
Learning and Growth perspective of the Balanced Scorecard are really
the enablers of the other three perspectives. In essence, they are the foun-
dation upon which the Balanced Scorecard is built. Once you identify
objectives, measures, and related initiatives in your Customer and Internal
Process perspectives, you can be certain of discovering some gaps between
your current organizational infrastructure of employee skills (human cap-
ital), information systems (informational capital), and the environment
required to maintain success (organizational capital). The objectives and
measures you design in this perspective will help you close that gap and
ensure sustainable performance for the future.

As with the other three perspectives of the Scorecard, we would expect
a mix of core outcome (lag) measures and performance drivers (lead mea-
sures) to represent the Employee Learning and Growth perspective. Employee
skills, employee satisfaction, availability of information, and alignment
could all have a place in this perspective. Many organizations I've worked
with struggle in the development of Learning and Growth measures. It
is normally the last perspective to be developed. Perhaps the teams are
intellectually drained from their earlier efforts of developing new strate-
gic measures, or they simply consider this perspective “soft stuft ” best left
to the Human Resources group. No matter how valid the rationale seems,
this perspective cannot be overlooked in the development process. As I
mentioned, the measures you develop in this perspective are the enablers
of all other measures on your Scorecard. Think of them as the roots of a
tree that will ultimately lead through the trunk of internal processes to the
branches of customer results and finally to the leaves of financial returns.
We will return to this important topic in Chapters Four and Five.

Financial Perspective Financial measures are a critical component of the
Balanced Scorecard, especially so in the for-profit world. The objectives
and measures in this perspective tell us whether our strategy execution—
which is detailed through objectives and measures chosen in the other per-
spectives—is leading to improved bottom-line results. We could focus all
of our energy and capabilities on improving customer satisfaction, quality,
on-time delivery, or any number of things, but without an indication of
their effect on the organization’s financial returns, they are of limited
value. We normally encounter classic lagging indicators in the Financial
perspective. Typical examples include profitability, revenue growth, and
asset utilization. As with the other three perspectives, we will have another
look at financial objectives and measures during Chapters Four and Five.

The Balanced Scorecard as a Communication Tool: Strategy Maps

Earlier in the chapter I noted that Harvard Business Review had cited the
Balanced Scorecard as one of the 75 most influential business ideas of the



The Balanced Scorecard 17

twentieth century. So how does a management tool ascend to such a lofty
position when hundreds of others are relegated to has-been and flavor-
of-the-month status? First and foremost, the Balanced Scorecard has been
proven to generate results for thousands of organizations in private, public,
and nonprofit fields of endeavor. This efficacy would seem a prerequisite
of any tool destined to reach the pantheon of business systems. Dig a little
deeper, however, and you find another equally compelling rationale for
the Balanced Scorecard’s continued growth: its continued growth. Perhaps
“evolution” is a more suitable description. Brought into the world by Kap-
lan and Norton as a methodology to tame the power of financial metrics
run amok, the Balanced Scorecard soon evolved into a system capable
of bridging short-term leadership action with long-term strategy through
links to such processes as budgeting and compensation. This discovery
heralded a new chapter in its life and beckoned thousands of additional
organizations to heed the call. But quite possibly the most powerful evo-
lutionary leap in the Balanced Scorecard’s life has been from measurement
system to strategy communication device through the advent of the Strategy
Map.

The subtitle of Kaplan and Norton’s first Balanced Scorecard book is
Tramslating Strategy into Action, which is exactly what you’ll accomplish by cre-
ating performance measures to track the execution of your one-of-a-kind
game plan for success. But creating effective performance measures that
serve as true barometers of strategy and performance is tough sledding.
Just imagine opening the three-ring binder housing your 50-page busi-
ness strategy with the task of translating the contents into a coherent set
of measures that indicate whether you've actually taken the proverbial hill.
Even if it’s a two-page strategy pamphlet, the chore is an onerous one since
even the most well-conceived and carefully crafted strategies are bound
to contain at least a portion of ambiguous terms like “customer service”
or “product development.” Early Balanced Scorecard adopters faced this
challenge and found themselves instinctively spanning the strategy/mea-
sures chasm with a discussion of objectives, or what needed to be done well
in order to implement the essence of the strategy. So instead of beginning
with “How do we measure this strategy?” they uncorked the process by
asking “What do we need to do well in order to execute?” Parsing the task
in this way allowed users to add a necessary layer of granularity to the strat-
egy, ultimately rendering the job of measures creation significantly simpler.
For example, if the strategy devoted a section to new product development,
stressing the need to bring new products to market at a faster rate than
competitors, this narrative was translated into the simple objective of
“Accelerate new product development,” which may be accurately measured
by the new product development life cycle.

As with any esoteric business tool, the Balanced Scorecard has a lexi-
con all its own, and I've distinguished between two key terms in the last
paragraph: “objective” and “measure.” This is a critical distinction and one
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you must master if you hope to create a Scorecard that accurately describes
your strategy and brings it to life for those charged with the responsibility
of executing it on a day-to-day basis: your employees. An “objective” is
a succinct statement, normally beginning with a verb, describing what
we must do well in each of the four perspectives in order to implement
our game plan. Examples vary widely but could include: “Increase profit
margins,” “Improve service delivery time,” “Reduce emissions,” and “Close
our skills gap.” Strategy Maps are comprised entirely of objectives. Track-
ing our success in achieving the objective is the domain of the measure,
a (typically) quantitative device used to monitor progress.

For those of you who grapple with an issue best by first defining it, let’s
try this one for Strategy Maps: a one-page graphical representation of what
you must do well in each of the four perspectives in order to execute your
strategy successfully. We’re not taking any measurements in the Strategy
Map; there’s no tallying of results here. Instead we’re communicating to
all audiences, internal and external, what we must do well if we hope to
achieve our ultimate goals. Hence the description of the Strategy Map as
a powerful communication tool, signaling to everyone within the enter-
prise what must occur should they hope to beat the almost overwhelming
odds of strategy execution. So why do we use the term “map”? Why not a
more mundane moniker, such as “strategy sheet” or “must-do” list? A map
guides us on our journey, detailing pathways to get us from point A to point
B, ultimately leading us to our chosen destination. So it is with a Strategy
Map; we are defining causal pathways weaving through the four perspec-
tives that will lead us to the implementation of our strategy. We’ll return
to the exciting world of Strategy Maps in Chapter Four, where you’ll discover
how to create a document that brings your strategy to life with dazzling
clarity and allows you to flex your creative muscles to a degree rarely seen
in the corporate world. Exhibit 1.4 presents a sample Strategy Map.

The Balanced Scorecard as a Measurement System

When Kaplan and Norton initially conceived the Balanced Scorecard, they
were attempting to solve a problem of measurement: How do we acknowl-
edge the importance of financial metrics in decision making and business
success while also recognizing the rapid rise of intangible assets and their
critical importance to the overall recipe for organizational success? Their
answer to this quandary lay in the development of measures in each of
four distinct yet related perspectives of performance: Financial, Customer,
Internal Processes, and Employee Learning and Growth. Kaplan and Nor-
ton rightly hypothesized that financial measures will always remain a vital
part of any enterprise’s attempts to gain an accurate picture of its perfor-
mance, but those measures must be balanced by indicators demonstrating
how those financial yardsticks will be maximized.
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Measures for the Balanced Scorecard are derived from the objectives
appearing on the Strategy Map, which itself serves as a direct and clarify-
ing translation of the organization’s strategy. These two links in the chain
of success remind me of the old song “Love and Marriage”: You can’t have
one without the other. A Strategy Map may prove to be the most inspi-
rational document you’ve ever produced, but without the accountability
and focus afforded by accompanying performance measures, its value
is specious to say the least. Conversely, performance measures serve as
powerful monitoring devices, but without the benefit of a clear and com-
pelling Strategy Map, much of their contextual value is lost. It would not
be an exaggeration to suggest that measurement is at the very heart of the
Balanced Scorecard system; it’s in the tool’s very DNA, and has been from
its inception in 1990. Strategy Maps communicate the strategic destina-
tion, while performance measures housed within the Balanced Scorecard
monitor the course, allowing us to ensure we remain on track. We’ll return
to the vital concept of measurement in Chapter Five.

The Balanced Scorecard as a Strategic Management System

For many organizations that are highly skilled in the art of the Balanced
Scorecard, the system, besides communicating strategy and measuring
progress, serves as what Kaplan and Norton have described as a “Strate-
gic Management System.”26 While the original intent of the Scorecard sys-
tem was to balance historical financial numbers with the drivers of future
value for the firm, as more and more organizations experimented with
the concept, they found it to be a critical tool in aligning short-term actions
with strategy. Used in this way, the Scorecard alleviates many of the issues
of effective strategy implementation discussed earlier in the chapter. Let’s
revisit those barriers and examine how the Balanced Scorecard may in fact
remove them.

Overcoming the Vision Barrier through the Translation of Strategy
The Balanced Scorecard is ideally created through a shared understand-
ing and translation of the organization’s strategy into objectives, measures,
targets, and initiatives in each of the four Scorecard perspectives. The
translation of vision and strategy forces the executive team to determine
specifically what is meant by often vague and nebulous terms contained
in vision and strategy statements, such as: “best in class,” “superior service,”
and “targeted customers.” Through the process of developing a Strategy
Map and Scorecard, an executive group may determine that “superior ser-
vice” means 95 percent on-time delivery to customers. All employees can
now focus their energies and day-to-day activities toward the crystal-clear
goal of on-time delivery rather than wondering about and debating the
definition of “superior service.” By using the Balanced Scorecard as a
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framework for translating the strategy, these organizations create a new
language of measurement that serves to guide all employees’ actions toward
the achievement of the stated direction.

Not only is strategy brilliantly illuminated for employees, but the Score-
card can direct its laserlike focus to another topic much in the spotlight
these days: corporate governance. Unless you've been living in a cave for
the past four years, and with the price of houses in most of the United
States that may have been a prudent shelter strategy, you are no doubt well
aware of the unethical and often illegal shenanigans that have become all
the rage in the corporate world. For most of 2002 and 2003 the Wall Street
Journal read more like the FBI's most wanted list than a quotidian busi-
ness journal. Needless to say, all of this malfeasance severely rattled the
often chummy cages of the governance world, with cries for reform resulting
in the costly Sarbanes-Oxley Act of 2002. The legislation, critics notwith-
standing, has made substantial inroads in the fight to establish fair and
transparent reporting standards, but it is clear that should boards of directors
expect to fulfill their duties, they need additional insight into the value-
creating and destroying mechanisms at play within the corridors of their
charges. Once again, the Balanced Scorecard rises to this challenge, with
board Balanced Scorecards increasing in number and prominence in recent
years. In Chapter Nine we will return to this topic of emerging interest and
unquestionable importance.

Cascading the Scorecard Overcomes the People Barrier To implement
any strategy successfully, it must be understood and acted upon by every
level of the firm. Cascading the Scorecard means driving it down into the
organization and giving all employees the opportunity to demonstrate how
their day-to-day activities contribute to the company’s strategy. All orga-
nizational levels distinguish their value-creating activities by developing
Scorecards that link to the high-level corporate objectives. By cascading
you create a line of sight from the employee on the shop floor back to the
executive boardroom. Some organizations have taken cascading all the way
down to the individual level with employees developing personal Balanced
Scorecards that define the contribution they will make to their team in
helping it achieve overall objectives. In Chapter Seven we will take a closer
look at the topic of cascading and discuss how you can develop aligned
Scorecards throughout your organization.

Rather than linking incentives and rewards to the achievement of short-
term financial targets, managers now have the opportunity to tie their team,
department, or business unit’s rewards directly to the areas in which they
exert influence. All employees can now focus on the performance drivers
of future economic value and what decisions and actions are necessary to
achieve those outcomes. Chapter Nine will outline strategies for the linkage of
Balanced Scorecard results to compensation.
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Strategic Resource Allocation Overcomes the Resource Barrier When
discussing the resource barrier, we noted that most companies have separate
processes for budgeting and strategic planning. Developing your Balanced
Scorecard provides an excellent opportunity to tie these important processes
together. When we create a Balanced Scorecard, we not only think in terms
of objectives, measures, and targets for each of our four perspectives, but
just as critically we must consider the initiatives or action plans we will put
in place to meet our Scorecard targets. If we create long-term stretch
targets for our measures, we can then consider the incremental steps along
the path to their achievement. The human and financial resources nec-
essary to achieve Scorecard targets should form the basis for the devel-
opment of the annual budgeting process. No longer will departments and
business units submit budget requests that simply take last year’s amount
and add an arbitrary 5 percent. Instead the necessary costs (and profits)
associated with Balanced Scorecard targets are clearly articulated in their
documents. This enhances executive learning about the strategy as the
group is now forced (unless it has unlimited means) to make tough choices
and trade-offs regarding which initiatives to fund and which to defer.

The building of a Balanced Scorecard also affords you a great oppor-
tunity to critically examine the current myriad initiatives taking place
in your organization. When I begin working with a new client as a consul-
tant, one of the laments I hear repeatedly from front-line employees is
“Oh no, another new initiative!” Many executives have pet projects and
agendas they hope to advance, often with little thought of the strategic
significance of such endeavors. More worrisome is the potential for ini-
tiatives from different functional areas to work against one another. Your
Marketing Department may be attempting to win new business through
an aggressive marketing campaign, while independently your Human
Resources group has just launched a new incentive program rewarding the
Sales staff for repeat business with existing customers. Should the Sales
team focus on winning new customers or nurturing current relationships?
Initiatives at every level of the organization and from every functional area
must share one common trait: a linkage to the firm’s overall strategic goals.
The Balanced Scorecard provides the lens for making this examination.
Once you've developed your Scorecard, you should review all the initia-
tives currently under way in your organization and determine which are
truly critical to the fulfillment of your strategy and which are merely
consuming valuable and scarce resources. Obviously the resource savings
are beneficial, but more important, you signal to everyone in the organi-
zation the critical factors for success and the steps you are taking to achieve
them. Chapter Eight is devoted to a greater review of this topic and provides
guidance on how you can link your budgets to strategy.

Strategic Learning Overcomes the Management Barrier In the rapidly
changing business environment most of us face, we need more than an
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analysis of actual versus budget variances to make strategic decisions.
Unfortunately, many management teams spend their precious time together
discussing variances and looking for ways to correct these “defects.” The
Balanced Scorecard provides us with the necessary elements to move away
from this paradigm to a new model in which Scorecard results become a
starting point for reviewing, questioning, and learning about our strategy.

Enter the strategy-centered management meeting anchored by Balanced
Scorecard results as its agenda. Ushered away are the cudgels of criticism
and blame as poor results are paraded in front of head-nodding attendees.
They are replaced with a spirit of discovery and learning as strategy takes
center stage. In these sessions churlish commentaries focused on defects
are replaced by a sincere desire to dig deeper, invest more intellectual energy,
and question results as they relate to the strategic journey stretching out
in front of the organization. The process is aided significantly by wizard-
like software tools that perform all manner of tabulations at the click of a
mouse. Snazzy, yes, but these tools are entirely necessary to guide discus-
sions and perform meaningful analysis, as we shall discover in Chapter Ten.

TELLING YOUR STRATEGIC STORY
THROUGH CAUSE AND EFFECT

Perhaps the best thing about writing a second edition of this book is the
opportunity to update my thinking on certain aspects of the model based
on current research, best practices, and, of course, my field experience
gained through numerous consulting engagements. Cause-and-effect link-
ages are one tenet of the Balanced Scorecard that has received a signifi-
cant amount of my cognitive energy over the past several years, and my
view has altered somewhat from what was presented in the first edition of
this text. In 2001 I wrote: “What really separates the Balanced Scorecard
from other performance management systems is the notion of cause and
effect.” While I still believe cause and effect is an important consideration
when crafting both a Strategy Map and performance measures to appear
on a Balanced Scorecard, as with most things, there is a wide spectrum
of commitment to the idea in practice. It will serve you well to understand
both the advantages and limitations of the idea. Let’s begin by leveling the
playing field with a discussion of what cause and effect is all about, then tran-
sition into what is taking place within organizations adopting the Balanced
Scorecard.

Cause and Effect in Theory

The best strategy ever conceived is simply a hypothesis developed by
its creators. It represents their best guess as to an appropriate course of
action, given their knowledge of information concerning the environment,
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competencies, competitive positions, and so on. What is needed is a method
to document and test the assumptions inherent in the strategy. The
Balanced Scorecard allows us to do just that. A well-designed Balanced
Scorecard should describe your strategy through the objectives appearing
on the Strategy Map and measures you have chosen for your scorecard.
These measures should link together in a chain of cause-and-effect rela-
tionships from the performance drivers in the Employee Learning and
Growth perspective all the way through to improved financial performance
as reflected in the Financial perspective. We are attempting to document
our strategy through measurement, making the relationships between the
measures explicit so they can be monitored, managed, and validated.

Here is a typical example of cause and effect: Let’s say your organiza-
tion is pursuing a growth strategy. You therefore determine that you will
measure revenue growth in the Financial perspective of the scorecard. You
hypothesize that loyal customers providing repeat business will result
in greater revenues so you measure customer loyalty in the Customer per-
spective. How will you achieve superior levels of customer loyalty? Now
you must ask yourself what internal processes the organization must excel
at in order to drive customer loyalty and ultimately increased revenue. You
believe customer loyalty is driven by your ability to continuously innovate
and bring new products to the market, and therefore you decide to mea-
sure new product development cycle times in the Internal Process per-
spective. Finally you have to determine how you will improve cycle times.
Investing in employee training on new development initiatives may even-
tually lower development cycle time and is then measured under the
Employee Learning and Growth perspective of the Balanced Scorecard.
This linkage of measures throughout the Balanced Scorecard is constructed
with a series of if-then statements: If we increase training, then cycle times
will lower. If cycle times lower, then loyalty will increase. If loyalty increases,
then revenue will increase. When considering the linkage between mea-
sures, we should also attempt to document the timing and extent of the
correlations. For example, do we expect customer loyalty to double in the
first year as a result of our focus on lowering new product development cycle
times? Explicitly stating the assumptions in our measure architecture makes
the Balanced Scorecard a formidable tool for strategic learning.

Cause and Effect in Practice

Theoretically, the idea of cause and effect is very seductive—it’s simple
to grasp and promises great rewards in the form of strategic insight when
implemented with care. But out in the real world of Balanced Scorecard
usage, are companies availing themselves of this option? The answer, it
would appear, is no. In one recent study of performance measurement
practices, the authors discovered that of 157 companies surveyed, only 23
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percent consistently built and verified causal models.2” This despite the
fact that return on assets was 2.95 percent higher and return on equity 5.14
percent higher in those organizations using causal models.

While no conclusive evidence exists to explain the dearth of companies
investing in cause-and-effect modeling, here is one possible explanation.
Many pundits, particularly statisticians, would suggest it is difficult if not
impossible to prove causation between two performance measures. Cor-
relation—either positive or negative movement in tandem —perhaps, but
pure causation, stating that one measure drives the other, probably not.
For example, let’s say you've hypothesized a cause-and-effect link between
employee training in the Employee Learning and Growth perspective and
the number of manufacturing defects in the Internal Processes perspec-
tive. Logically, this relationship makes sense; trained employees should have
a higher skill level and thus be able to limit defects on the line. In actual
practice, however, problems in manufacturing may result from dozens of
factors, including machine failures, supplier quality issues, and computer
malfunctions. This lack of scientific rigor may be enough to deter many
organizations from pursuing a pure cause-and-effect linkage model when
creating their Balanced Scorecard.

What’s Really Important Is Telling Your Story?28

Robert McKee is a man who knows a thing or two about telling a story. You
may not know his name, but I'm certain you’ll recognize some of the works
produced by his students: Forrest Gump, The Color Purple, Toy Story, and Erin
Brokovich, just to name a few. McKee is arguably the world’s greatest screen-
writing coach, and the 18 Academy Awards, 109 Emmys, and 19 Writers
Guild Awards won by his protégés are very solid testimony to that asser-
tion. In a recent interview McKee discussed the very real necessity of intro-
ducing the art of storytelling in a business context. As he puts it, 4 big part
of a CEQ’s job is to motivate people to reach certain goals. To do that he or she
must engage their emotions, and the key to their hearts is a story . . . if you can
harness imagination and the principles of a well-told story, then you get people
rising to their feet amid thunderous applause instead of yawning and ignoring
you.”?9

The objectives and measures appearing on your Strategy Map and
Balanced Scorecard can tell your strategic story. All of the elements you need
to create a compelling and dramatic story are present: customers, processes,
people, and finances. Your job is to creatively link the objectives in a man-
ner that both tells a spellbinding story and allows you to garner additional
insights about your business. To do that, it’s not necessary to create com-
plex cause-and-effect models that would make an econometrics professor
proud; you simply need the creativity and acumen to craft a story that works
on two levels: entertainment and business logic.
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Consider for a moment two possible scenarios for presenting corporate
objectives to your employee base. In the first case your CEO goes to the
front of the room, directs the audience’s attention to a series of PowerPoint
slides, and dutifully walks them through each chart with exacting preci-
sion and detail. My eyes are rolling back in my head as I write that. Con-
trast that with your CEO telling the story of your company: the strategic
destination of financial success, the customer outcomes that will fuel that
success, the key processes driving results for customers, and the enabling
infrastructure setting the foundation for it all. The linkages among the
perspectives bring the story to life, demonstrating that your business is
not a series of disparate elements but is actually a powerful and cohesive
system that, if working seamlessly, is geared for success.

I've seen cause and effect take many forms. Some organizations draw
links between practically every objective appearing on their map. I call
these graphical nightmares “spaghetti diagrams.” At the other end of
the spectrum are maps with virtually no cause-and-effect relationships
whatsoever. For those of you thinking you’ll probably come down in the
middle on this debate and create fairly simple cause-and-effect models,
emphasizing the relationships among the perspectives, take heart. Simple
modeling certainly does not preclude you from enjoying great success
with the Balanced Scorecard. Many leading scorecard adopters exhibit very
limited cause and effect among objectives while still garnering tremendous
focus, alignment, and improved resource allocation decisions from their
work. In my opinion, the key linkages you should consider articulating
on the map and in the scorecard are between the Internal Process and
Customer perspectives. In many ways the objectives appearing in the Em-
ployee Learning and Growth perspective are the enablers of everything
you’re attempting to achieve; thus they may not warrant one-to-one con-
nections with other sections of the map. However, the link between processes
and customers is key, as it is here we signal two major transitions: from
internal (employees, climate, processes) to external (customers) and from
intangible (skills and knowledge, etc.) to tangible (customer outcomes and
financial rewards). Customer outcomes signal the “what” of strategic exe-
cution, and Internal Process supplies the “how.” Every organization should
make an effort to explicitly document this equation, articulating specifi-
cally how it expects to transform its unique capabilities and infrastructure
into revenue-producing results.

KEEP IN MIND

e The Balanced Scorecard assists organizations in overcoming three fun-
damental problems: effectively measuring organizational performance,
tracking and exploiting the value of intangible assets, and successfully
implementing strategy.
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Traditionally, the measurement of business has been financial. However,
our reliance on financial measures of performance has come under crit-
icism in recent years. Critics suggest financial measures are not consistent
with today’s business environment, lack predictive power, reinforce func-
tional silos, may sacrifice long-term thinking, and are not relevant to
many levels of the organization.

Approximately 75 percent of value created in organizations arises from
intangible assets. The Balanced Scorecard provides a mechanism for
monitoring, evaluating, and fully exploiting these critical drivers of
success.

Successfully implementing strategy is another key issue facing the enter-
prise. Four barriers to strategy implementation exist for most organiza-
tions: a vision barrier, people barrier, resource barrier, and management
barrier.

The Balanced Scorecard balances the historical accuracy and integrity
of financial numbers with the drivers of future success. The framework
enforces a discipline around strategy implementation by challenging
executives to carefully translate their strategies into objectives, measures,
targets, and initiatives in four balanced perspectives: Customer, Internal
Processes, Learning and Growth, and Financial.

A Strategy Map is a one-page graphical representation of what the orga-
nization must do well in each of the four perspectives if it hopes to
execute its strategy. Strategy Maps are comprised of objectives and serve
as a powerful communication tool for all of a company’s many stake-
holders.

While originally designed in 1990 as a measurement system, the Bal-
anced Scorecard has evolved into a strategic management system for
those organizations that fully utilize its many capabilities. Linking the
Balanced Scorecard to key management processes, such as budgeting,
compensation, and alignment, helps overcome the barriers to implement-
ing strategy.

Strategy Maps of objectives and Balanced Scorecards of measures can
be used to tell the organization’s strategic story by utilizing the concept
of cause and effect—demonstrating relationships among objectives and
measures throughout the four perspectives. Complex cause-and-effect
modeling is not a prerequisite to gaining the many benefits offered by
the Balanced Scorecard.
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CHAPTER 2

Getting Started

Roadmap for Chapter Two Victor Hugo once said, “He who every morn-
ing plans the transaction of the day and follows out that plan, carries a
thread that will guide him through the maze of the most busy life. But
where no plan is laid, where the disposal of time is surrendered merely to
the chance of incidence, chaos will soon reign.” If that’s a little too long
for you to commit to memory, try this one, which was posted on the wall
of a former colleague: “Plan your work, work your plan, your plan will
work.” The point is this: Before we can develop and implement a Balanced
Scorecard, we have to diligently plan the campaign ahead. A number of
elements of the implementation must be considered long before any objec-
tives are drafted or metrics are debated. In this chapter we’ll take a careful
look at each of the building blocks of a successful Balanced Scorecard
implementation. Specifically we’ll explore developing a guiding rationale
for your Balanced Scorecard project by answering the question “Why are
we building a Balanced Scorecard?”; determining where to begin your
efforts; understanding the importance of executive sponsorship and how
to secure it; building an effective team to carry out the work ahead; con-
structing a development plan for the Balanced Scorecard; and, finally,
strategies for communicating the Balanced Scorecard. Along the way key
pitfalls to avoid and strategies for your success will be provided to ensure
your implementation gets off to a great start.

FIRST THINGS FIRST: WHY ARE YOU
DEVELOPING A BALANCED SCORECARD?

I can still remember that morning two summers ago. Before the alarm had
a chance to shake me from my slumber I jumped out of bed with a great
sense of anticipation, stemming from the fact that I was to begin a Score-
card engagement with a new public sector client that day. After a hearty
breakfast of grapefruit and toast (my grandfather’s favorite), I opened my
front door and took a couple of steps toward my car when it hit me—some-
thing you rarely feel in Southern California—humidity. Not the stifling,
barely drag one foot in front of the other kind of humidity you get in say

31
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New Orleans, but a warm and damp enough sensation for me to audibly utter:
“Hmmm, strange.” But as it turns out my morning was to get even stranger.

When I arrived at the client’s location the standard pleasantries were
exchanged, and soon after I was ushered into a large conference room where
I was plunked down at the head of the U-shaped table and introduced to
the suspicious looking crowd as their Balanced Scorecard consultant. As my
host enthusiastically outlined my background I thought to myself: “Two
minutes into this and we’re off the page already.” I was sure he was going
to reach a crescendo that would go something like, “Now join me in wel-
coming Paul as he tells us all about the Balanced Scorecard,” but just as the
humidity had jolted me earlier that morning his next move caught me oft
guard as well. He did introduce me, but to my pleasant surprise, then kept
the floor himself for the next fifteen minutes as he regaled the crowd with
pledge after pledge of his commitment to the Balanced Scorecard: “The
Balanced Scorecard is the most important initiative we’ll be pursuing this
year.” “I'm putting the full weight of my office behind this.” “I expect you
to give Paul your full cooperation as he assists us in this critical endeavor.”
I could barely contain myself; as we’ll learn in the next section on execu-
tive sponsorship, this sort of promotion for the Scorecard is pure gold and
he was in full oratorical sail with no provocation from me. The only concern
I had, one that was coming from that little voice within me, the one that
has seen its share of good and bad Scorecard implementations, was the fact
that while his cheerleading skills were second to none he never really did
come right out and say why the Balanced Scorecard was so important to the
organization.

Two months into the engagement, things were sputtering like the engine
of my first car. As hard as we tried to engage people, they just didn’t seem
inclined to get on board with us. Finally, after considering every logical text-
book intervention, I simply began directly asking people why they were
hesitant to participate. After some gentle prodding the truth emerged. In
the absence of a “why” from their leader, the grapevine quickly took over
the communication challenge and plugged in “for layoffs” as the reason
behind the Balanced Scorecard. That notion spread like wildfire; soon no-
body wanted to play ball when stepping up to the plate might just hasten
the end of your employment. It took us weeks of communication and
education to get the real impetus for the Balanced Scorecard out on the table
and grudgingly accepted by a still largely incredulous rank and file. The
executive who discovered the Balanced Scorecard felt it was the perfect tool
to create alignment around the organization’s new customer intimacy strat-
egy, but his failure to state that in terms that everyone could rally around
ultimately cost him the hearts, if not the minds, of most of his employees.

Answering the Question: Why Balanced Scorecard and Why Now?

We live in a world that has been characterized as one of “excess access.”! When
I read that pithy little phrase, I suddenly felt as if I was surrounded by a
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choir of truth singing in beautiful harmony. Everything seems to be at the
tip of our fingers, and everyone out there seems to want to keep pushing
more things—products, information, entertainment, you name it—our
way. Who among us doesn’t feel a little overwhelmed, overworked, and
overstressed these days? At home and at the office, our senses are con-
stantly being bombarded with attention-demanding stimuli. With time,
attention, and energy constituting our most precious of resources, we must
be absolutely certain that those things we do allow into our cognitive air
space truly warrant our attention. The first and most critical hurdle any
new initiative, including the Balanced Scorecard, will face in your orga-
nization is: “Why exactly are we doing this anyway?” If you can’t supply a
powerful and compelling answer to that question, how can you justifiably
expect your employees to shove aside a pile of competing demands and
priorities the size of Mount Everest to focus on the Balanced Scorecard?

As with any other business tool or system you employ, the Balanced Score-
card must solve a pressing business issue or problem that everyone understands
and the importance of which is universally acknowledged. Be forewarned,
fashionable clichés like “We’re going for excellence” or “We’re going to be
a cutting edge company” won’t cut it with a workforce that has more than
likely seen its share of such vague sentiments come and go.? To have the
Scorecard gain acceptance, it must be seen as a fire hose clearly capable
of dousing the flames of trouble at your doorstep. So perhaps the most
fundamental question you can ask yourself'is “Do we really need a Balanced
Scorecard?” To help you answer that question (and possibly save yourself
about 250 pages of reading), Exhibit 2.1 presents an assessment guide you
can use to determine whether the Balanced Scorecard is right for you.

Asking why we are doing something, attempting to unearth the true
purpose, should become second nature to us in every facet of our lives.
Regardless of the pursuit, it’s critical to peel away the shiny veneer of
possibilities and tackle the fundamental question of why something is
important to us at this moment. Only then can we sincerely determine
whether our full commitment of action is merited. Roger Smith, the former
CEO of General Motors, learned that lesson the hard way. Here is a quote
from Smith as he reflected in retrospect on his turnaround plans for the
automotive giant:

If I had the opportunity to do everything over again, I would make exactly
the same decision that I made in 1981 . . . to rebuild GM, inside out and
[from the bottom wp, to twrn it into a 21st-century corporation, one that
would continue to be a global leader. But I sure wish I'd done a better job
of communicating with GM people. I'd do that differently a second time
around and make sure they understood and shared my vision for the com-
pany. Then they would have known why I was tearing the place up, taking
out whole divisions, changing our whole production structure. If people
understand the why, they’ll work at it. Like I say, I never got all this across.
There we were, charging up the hill right on schedule, and I looked behind
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Exhibit 2.1 Assessing the Need for a Balanced Scorecard

To complete the exercise read each statement and determine how much you
agree with what is stated. The more you agree, the higher the score you assign.
For example, if you fully agree, assign a score of 5 points.

12345 1.

Our organization has invested in Total Quality Management
(TQM) and other improvement initiatives, but we have not seen
a corresponding increase in financial or customer results.

. If we did not produce our current performance reports for a

month nobody would notice.

. We create significant value from intangible assets such as

employee knowledge and innovation, customer relationships,
and a strong culture.

. We have a strategy (or have had strategies in the past) but

have a hard time implementing them successfully.

. We rarely review our performance measures and make

suggestions for new and innovative indicators.

. Our senior management team spends the majority of its time

together discussing variances from plan and other operational
issues.

. Budgeting at our organization is very political and based

largely on historical trends.

. Our employees do not have a solid understanding of our

mission, vision, and strategy.

. Our employees do not know how their day-to-day actions

contribute to the organization’s success.

. Nobody owns the performance measurement process at our

organization.

. We have numerous initiatives taking place at our organization,

and it’s possible that not all are truly strategic in nature.

. There is little accountability in our organization for the things

we agree as a group to do.

. People tend to stay within their “silos,” and as a result, we have

little collaboration among departments.

. Our employees have difficulty accessing the critical

information they need to serve customers.

. Priorities at our organization are often dictated by current

necessity or “firefighting.”

. The environment in which we operate is changing, and in

order to succeed we too must change.

. We face increased pressure from stakeholders to demonstrate

results.
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12345 18. We do not have clearly defined performance targets for both
financial and nonfinancial indicators.

12345 19. We cannot clearly articulate our strategy in a one-page
document or “map?”

12345 20. We sometimes make decisions that are beneficial in the short
term but may harm long-term value creation.

Total

Scoring Key:

20-30: If your score fell in this range you most likely have a strong performance
measurement discipline in place. The program has been cascaded
throughout your organization to ensure all employees are contributing
to your success and is linked to key management processes.

31-60: You may have a performance measurement system in place but are not
experiencing the benefits you anticipated or need to succeed. Using the
Balanced Scorecard as a strategic management system would be of
benefit to you.

61-100: Scores in this range suggest difficulty in executing your strategy
successfully and meeting the needs of your customers and other
stakeholders. A Balanced Scorecard system is strongly recommended
to help you focus on the implementation of strategy and align your
organization with overall goals.

Source: Adapted from Paul R. Niven, Balanced Scorecard Step-by-Step for Government
and Nonprofit Agencies. John Wiley & Sons (Hoboken, NJ, 2003).

me and saw that many people were still at the bottom, trying to decide
whether to come along. I'm talking about hourly workers, middle man-
agement, even some top managers. It seemed like a lot of them had gotten
off the train.?

Assuming you’ve used Exhibit 2.1 to assess your need for the Balanced
Scorecard, chances are at least one of the reasons for that decision is
reflected in Exhibit 2.2, which outlines a number of possible explanations
for launching a Balanced Scorecard effort. One of these alternatives for
embarking on such a journey, “implementing strategy,” warrants a bit of
extra attention. This is far and away the most popular rationale stated when
I ask clients why they’ve decided to pursue the Balanced Scorecard, and
it’s a powerful impetus when you recall from Chapter One that only 10
percent of organizations effectively execute their strategies. Frequently,
however, a slight problem will emerge as we begin our work together. When
I ask the seemingly straightforward question “Can I see your strategy?”
it’s not uncommon for the heads of my clients to bow ever so slightly as
they whisper, “Well, we really don’t have a strategy per se” or “We’ve got
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a strategy but it’s not written down anywhere.” Call me suspicious, but I
think some of these clients are actually engaging me and turning to the
Balanced Scorecard in an effort to craft a coherent strategy, one they can
sell to their employees and, more important, themselves. I call this “reverse
engineering” the strategy through the priorities inherent in the Strategy
Map and measures. Although you can generate tremendous results from
the Balanced Scorecard in this manner, keep in mind that it is first and fore-
most a tool for translating a strategy, not a tool for creating strategy. If
your strategy canvas is currently blank, you may be better served focusing
on painting that masterpiece before taking it to the world in the form of
a Balanced Scorecard.

Benefits of a Guiding Rationale

For the Balanced Scorecard to succeed, it cannot be viewed as a one-time
event. Determining your objectives in developing the Balanced Scorecard
will go a long way in securing the evolution of the tool in your organiza-
tion. Once you've made the decision to go forward, your first obligation
is to clearly explain why that choice has been made and what benefits you
expect as a result. The more specific, the better—outline in vivid detail
the challenges you face from competitors, changing customer tendencies,
supplier pressures, stakeholder demands, and so on. Demonstrate to your
team why change is not simply an option but an imperative if you're to stay
in the game and sustain your success.*

When you have a well-understood, agreed-on, and widely communicated
rationale for the project, you possess a valuable tool in expanding the role
of the Balanced Scorecard. Management and employees alike will view the
development of measures in a Balanced Scorecard framework as the first
of many stops on the road to a new and powerful management system for
the organization. The consensus achieved from an overarching rationale
for the Balanced Scorecard greatly assists your communication efforts as
you focus and educate all employees on the goals of the implementation.
Finally, every implementation loses momentum at one time or another; the
practical realities of modern business and its multitude of attendant pri-
orities make that a virtual certainty. The true test is whether you can emerge
from these periods of corporate lethargy with renewed vigor and enthusi-
asm for the task at hand. A guiding rationale for your Balanced Scorecard
can serve as your rallying cry, bringing together the entire organization
under the banner of why you made this decision in the first place.?

WHERE DO WE BUILD THE BALANCED SCORECARD?

Scorecard architects Kaplan and Norton have described the Balanced
Scorecard as simple but not simplistic. This is the first of probably several
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times I will call on that reference as we develop your Balanced Scorecard.
While the concept itself is relatively straightforward —balancing financial
and nonfinancial measures to drive strategy— the execution of those tasks
will involve many difficult deliberations on a wide variety of topics. We just
described one such issue when we examined the rationale for developing
a Balanced Scorecard. In this section we’ll explore another important sub-
ject requiring careful consideration, the choice of an appropriate unit in
which to develop your first Balanced Scorecard.

Sensing possible resistance and attempting to limit downside risk will
lead some organizations to begin their Balanced Scorecard effort at the
business unit or department level, piloting the program in an attempt
to generate quick wins and enthusiasm for a broader rollout. Such was the
case at Canon U.S.A., which began its Balanced Scorecard journey with
three relatively small units: Information Technology, Medical Systems, and
Logistics. Just as executives had hoped, each group soon profited from
the investment, delighting in the powerful articulation of strategy, progress
on key metrics, and unification of previously disconnected processes. It
wasn’t long before 50 percent of the company had turned to the Balanced
Scorecard.b

Despite the possible challenges, including resistance and logistical con-
straints, many organizations believe that starting at the top represents
the most logical choice, and frequently this is in fact the case. A Corporate
Balanced Scorecard provides the means of communicating strategic objec-
tives and measures across the entire organization. The focus and attention
derived from these high-level metrics can serve to bring together disparate
elements of the organization toward a common goal of implementing the
strategy. The measures on the corporate Scorecard then become the raw
materials for cascaded scorecards at all levels of the firm, producing a series
of aligned measurement systems that allow all organizational participants
to demonstrate how their day-to-day actions contribute to long-term goals.

Criteria for Choosing an Appropriate Organizational Unit

Before we jump to the conclusion that a Balanced Scorecard at the high-
est level is the best choice for you, we should consider a number of criteria
for making this important decision. I have found that several elements con-
tribute to the selection of an appropriate organizational unit for your first
Balanced Scorecard. Those criteria are shown in Exhibit 2.3.

Let’s consider each of these criteria in turn and then discuss a method for
using them to make this important decision.

1. Strategy. The single most important criteria in making your selection
is whether the unit under consideration possesses a coherent strategy.
After all, the Balanced Scorecard is a methodology designed to assist you
in translating your strategy into objectives and measures that will allow



Where Do We Build the Balanced Scorecard? 39

Exhibit 2.3 Seven Criteria for Choosing Where to Begin Your Balanced

Scorecard

Support of
participants

Strategy

Sponsorship
\

Balanced Scorecard

N

<)

you to gauge your effectiveness in delivering on that strategy. With-
out a strategic stake in the ground you’re very likely to end up with
an ad hoc collection of financial and nonfinancial measures that do
not link together to tell the story of your strategy. Having said this,
the lack of a clearly defined strategy certainly doesn’t preclude you
from building a Balanced Scorecard. As we discussed in the preced-
ing section, many organizations reverse-engineer a strategy through the
Scorecard development process. The importance of strategy to the
Balanced Scorecard is examined in greater depth in Chapter Three.

. Sponsorship. In the next section of this chapter we’ll take a close look

at the vital necessity of executive sponsorship for your Balanced Score-
card effort. Suffice it to say here that if your leader is not aligned
with the goals and objectives of the Balanced Scorecard and does
not believe in the merits of the tool, your efforts will be severely
compromised. An executive sponsor must provide leadership for the
program in both words and deeds.

. Need for a Balanced Scorecard. The importance of clear objectives for

the Balanced Scorecard program was discussed in the first section of
this chapter. Based on that review, does the unit you're considering
have an overarching impetus for implementation? Is there a clear
need for revamping of its performance measurement system? In an
excellent article, Vitale and Mavrinac outlined seven warning signs that
could indicate a new system is needed.” Their signals for pending
measurement change are outlined in Exhibit 2.4. Does the organiza-
tional unit you're considering display any of these signs?
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Exhibit 2.4 Signs that You May Need a New Performance
Measurement System

Performance is acceptable on all dimensions except profit. A focus
on quality and other measures has led to improvements in isolated areas
but not in profits.

Customers don’t buy even when prices are competitive. The problem
may lie in your performance relative to competitors.

No one notices when performance measurement reports aren’t
produced. Data in the reports no longer contain meaningful information for
decision makers.

Managers spend significant time debating the meaning of the measures.
Measures must be clearly linked to strategic objectives.

Share price is lethargic despite solid financial performance. Wall Street
needs to learn that you're investing in long-term value-creating activities.

Time for a new

performance You haven’t changed your measures in a long time. Performance
measurement measures should be dynamic based on the organization’s strategic direction.
system?

You’ve recently changed your corporate strategy. All measures should
link back to your strategy.

Source: Adapted from Michael R. Vitale and Sarah C. Mavrinac, “How Effective Is
Your Performance Measurement System?” Management Accounting (August 1995), p. 43.

4. Support of key managers and supervisors. There is no doubt that execu-
tive support is critical for a Balanced Scorecard implementation to
succeed. However, while executives may use Scorecard information
to make strategic decisions, we also depend heavily on managers and
first-line supervisors using the tool in their jobs. When the Scorecard
is driven down to all levels through a process of cascading, the align-
ment and focus derived across the organization can lead to real break-
throughs in performance. Managers and supervisors make this happen
with their understanding, acceptance, support of, and usage of the
Balanced Scorecard. Not all members of these groups will demonstrate
such a willingness to participate, however. While boisterous and open
criticism of new senior management initiatives is fairly rare, managers
and supervisors often remain silent or demonstrate muted enthusiasm,
which workers quickly interpret as a questionable show of support
for the program.8 When choosing your organizational unit for the Bal-
anced Scorecard, make an honest evaluation of the management team
and supervisors you’ll be relying on for participation and support.
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5. Organizational scope. The unit you choose should operate a set of activ-
ities across the typical value chain of an organization. In other words,
it should have a strategy, defined customers, specific processes, oper-
ations, and administration. Selecting a unit with a narrow, functional
focus will produce a Balanced Scorecard with narrow, functionally
focused metrics.

6. Dala. This criterion encompasses two elements. First, does this unit
support a culture of measurement, that is, would they be amenable
to managing by a balanced set of performance measures? While every
group within a modern organization should rely on performance mea-
sures, for your first attempt you may wish to choose a unit with a history
of reliance on performance measures. Second, will the unit be able
to supply data for the chosen performance measures? This may be
difficult to assess initially since at least some of the measures on your
Balanced Scorecard may be new with data sources as yet unidentified.
However, if the unit has difficulty gathering data for current perfor-
mance measures, it may be reluctant or unable to supply the data you’ll
ultimately require for your Balanced Scorecard.

7. Resources. You can’t build this new management system on your own.
The best Balanced Scorecards are produced from a team of individ-
uals committed to a common goal of excellence (see “Forming Your
Team” later in this chapter). Ensure the unit you choose is willing and
able to supply ample resources for the implementation. If your expe-
rience is like many that I've had, you’ll find that people vigorously
defend their time, and rightly so.

Exhibit 2.5 provides a simple worksheet you can use to determine the
right organizational unit for your initial Balanced Scorecard effort. In this
example, Business Unit “A” is being considered for a Scorecard imple-
mentation. Plotted along the left-hand side of the table are the seven
criteria just discussed. In the next column, I have assigned a score out of
10 for this unit against each of the criteria. The third column represents
weights for each of the seven dimensions based on my judgment and expe-
rience. You may feel more comfortable assigning equal weights to each of
the seven items, but clearly some areas, such as sponsorship and strategy,
are imperative to success and should be weighted accordingly. The fourth
column contains the score for the unit within each criteria. Under “Strat-
egy,” Business Unit A was assigned a score of 10, which when multiplied
by the weight for that category yields 3 total points. In the final column I've
provided a rationale for the scores assigned based on an assessment of the
unit in the context of that specific criteria. It’s important to document your
decision-making process to validate it with others responsible for choos-
ing the Balanced Scorecard organizational unit. Finally, a total score is
calculated and an overall assessment is provided. The overall assessment
provides worksheet participants with the opportunity to discuss potential
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Exhibit 2.5 Sample Worksheet for Choosing Your Organizational Unit

Balanced Scorecard Project
Organizational Unit Assessment
Business Unit “A”

Score Total
Criteria (Out of 10) Weight Points Rationale

Strategy 10 30% 3 This unit has recently
completed a new strategic
plan for the next five years.

Sponsorship 9 30% 2.7 New unit president has
successfully utilized the
Balanced Scorecard with two
other organizations before
joining us.

Need 5 15% 0.75  Results for this group have
been excellent, and they may
not see the need for this tool
to sustain future efforts.

Support of 7 10% 0.7 Young, energetic

Participants management group is willing
to experiment with new
approaches.

Scope 8 5% 0.4 This unit produces, markets,
and sells a distinct group of
products.

Data 4 5% 0.2 Despite their success,
they have not utilized
sophisticated performance
measurement systems in
the past.

Resources 4 5% 0.2 Unit is understaffed and will
have difficulty finding
resources for this project.

Total 100% 7.95

Overall Assessment This unit scores a very high 7.95 out of 10 and is an
excellent candidate for the Balanced Scorecard. The data and resource issues,
while not insignificant, are mitigated by the strong leadership of the unit president
and the creation of a new strategic plan. Early education initiatives within this unit
could focus on the value of the Scorecard as a means of sustaining results for the
long term. This may reduce skepticism surrounding the implementation based on
the unit’s past success.
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strengths and weaknesses of the unit, mitigate significant risks, and offer
opinions on the viability of this group for the Balanced Scorecard project.

EXECUTIVE SPONSORSHIP: A CRITICAL ELEMENT
OF ANY BALANCED SCORECARD PROGRAM

Warning labels are ubiquitous in our modern world; they grace our house-
hold products; we find them at every tight turn on the roads we travel every
day; and I don’t know about you, but I'd be lost if I didn’t know the precise
“best before” date on milk. I think any conceivable change initiative an orga-
nization dreams up—and I mean any type of change—should come with
a screaming yellow warning label: Do not proceed without the support of
an executive for this initiative! I really should have included this on page
one, but I wanted to get you this far before springing it on you. Actually,
I'm not telling you something you don’t already know. You’ve seen programs
come and go, launched with great fanfare and the best intentions only to
be abandoned shortly thereafter due to a lack of executive attention. Of all
the things that separate organizations, this is one thing every single public,
private, and nonprofit agency shares.

The Balanced Scorecard is not immune to this first law of organizational
change, and in fact it may be more susceptible than other less visible orga-
nizational interventions. Scorecard architects Kaplan and Norton believe
senior management commitment is necessary for a number of reasons:?

o Understanding of strategy. Most middle managers lack an in-depth knowl-
edge of the organization’s strategy. Only the senior management team
is able to articulate an ongoing strategy effectively.

e Decision rights. Strategy involves trade-offs between alternative courses
of action, determining which opportunities to pursue, and, more impor-
tant, which not to pursue. Middle management does not possess the
decision-making power to determine strategic priorities, such as customer
value propositions and related operating processes that are critical to the
development of any Balanced Scorecard.

e Commitment. Although knowledge of the enterprise’s strategy is neces-
sary, the emotional commitment of executives to the Balanced Scorecard
program is the true differentiating feature of successful programs. Kaplan
and Norton summarize this well: “More important is the time spent in actual
meetings where the senior executives debate and argue among themselves . . . .
These meetings build an emotional commitment to the strategy, to the scorecard
as a communications device, and to the management processes that build a
Strategy-Focused Organization?'?

In today’s business environment, where many CEOs have achieved icon-
like stature and rock star fame—1I think Steve Jobs poses for more magazine
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covers than Tyra Banks—employees are watching more closely than ever for
their leaders to signal what really matters in the organization. If senior
management provides only shallow and casual support for the Balanced
Scorecard, all employees will quickly determine that the project probably
isn’t worth their time and effort. Employees “watch what the boss watches”'!
and know what projects are likely to merit their attention. Writing in their
provocatively titled book Confronting Reality, authors Charan and Bossidy
state:

The usual reason for the failure of an initiative is that it was launched
halfheartedly, or was beyond the ability of the organization to master. Here’s
what tends to happen: the leaders announce a bold new program and
then walk away from it, leaving the job to others. With no clear impetus
from the top, the program will wander and drift. An initiative, after all,
is add-on work, and people already have full plates. Few of them can take
it seriously if the boss doesn’t. Eventually the effort bogs down and dies.
.. . Real results do not come from making bold announcements about
how the organization will change. They come from thoughtful, committed
leaders who understand the details of an initiative, anticipate its conse-
quences for the organization, make sure their people can achieve, it, put
their personal weight behind it, and communicate its urgency to everyone.'2

Enough of this doom and gloom; let’s pull the veil from this vexing topic
and consider how you can transform even the most recalcitrant executive into
a raving Balanced Scorecard fan.

Securing Executive Sponsorship

After reading the preceding paragraphs, I'm sure you’ll agree that senior
management support and leadership is a must-have ingredient for a suc-
cessful Balanced Scorecard program. Unfortunately, gaining the buy-in and
support of senior leaders often is easier said than done. Executives at
the uppermost ranks in the organization have myriad demands on their
time and attention; like the rest of us, they quickly filter out those ideas
seemingly not worthy of their valuable resources. Clever people use many
techniques to win the support of a senior manager for the Balanced Score-
card. Some of the most convincing methods are discussed next.

o Look for a good fit. If your senior management team focuses almost ex-
clusively on financial control systems to run your business, then the
Balanced Scorecard probably won’t offer natural appeal to them. You
need to find senior executives who believe in the value, and indeed
necessity, of balanced performance measurement and management.
Senior managers who have gone through a strategic planning process
designed to help them focus their efforts and define their objectives
will also be more amenable to the Balanced Scorecard approach. Find
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the senior manager who fits this profile and make her door the first stop
on your sponsorship tour.

Demonstrate results. Senior leaders are charged primarily with achieving
results for the organization. Appeal to this tenet of leadership life by
outlining the many successes of other organizations pursuing a Balanced
Scorecard approach. Success stories of Balanced Scorecard implemen-
tations abound in the business literature and at conference venues
around the world. Testimonials from other senior executives are also
very convincing, as is this one: “We've found the concept of the Balanced
Scorecard incredibly useful, both as a framework for deciding which things we
are really going to try and achieve, and as a way of showing people where we
are going.”!3 Finally, the chances are pretty good that at least one of your
competitors will be using the methodology, and perhaps even another
geographic unit within your own organization. Document their success
with the Balanced Scorecard and convince your leaders that you can
achieve even better results using this tool.

“Survey says” We all want to feel needed, and you can make your senior
management feel very needed in the Balanced Scorecard by sharing a
couple of key statistics on the implementations of other organizations.
A Best Practices LLC study found that half of benchmark participants’
CEOs took part in the process, and senior vice presidents and vice
presidents participated 80 percent of the time.!* In a study conducted
for the Balanced Scorecard Report, respondents reported that CEOs,
more than any other individuals, were the sponsors of the Balanced
Scorecard. Thirty-one percent of the organizations stated the CEO was
their sponsor.!?

Is danger lurking? Take the proactive step of assessing your organization
against the seven warning signs of performance measurement problems
presented earlier in the chapter. Convincing evidence of issues in sev-
eral of the categories should catch an effective executive’s attention.

Educate. To support any cause or idea, we must first accept it as mean-
ingful or valuable. Meaning and value are derived from a comprehensive
understanding of the subject. Senior managers follow the same con-
structs on their road to acceptance of new change initiatives. What this
means to you is that you must provide your executive team with a well-
designed and delivered presentation on performance management and
the Balanced Scorecard if you hope to win their support. Let’s discuss
how this event might unfold. Prior to the session, you should consider
distributing Balanced Scorecard literature to your executive team.
Copies of books like this or good articles on the subject will help your
audience prepare for the presentation to come. Regarding the session
itself, if possible I would suggest holding it at an offsite location. Keep-
ing distractions to a minimum will prove beneficial for all involved.
Having an administrative assistant knock on the door and shuttle an
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engaged executive out of the room at a pivotal moment can be disastrous
to your momentum. Consider using an outside consultant to deliver
the actual material or at least participate in the event, for a number of
reasons.

First, a well-trained consultant will have delivered countless presen-
tations of this nature and use time-tested material. Second, and unfor-
tunately, many times an outside voice will carry more weight with, and be
assumed to have more credibility by, executives than will an internal one.
This is a sad but true reality of modern organizational life. Finally, and
perhaps most important, you're holding this event because you want to
win the support of your executive team. An experienced consultant will
have faced similar crowds many times and be well prepared to answer all
queries and objections raised by the audience. And believe me, cogent
and articulate responses here can translate to real support down the road.

Regarding the actual agenda, I suggest a two- to three-hour event
structured in this way: 30 minutes on your organization and why a change
is necessary (to keep pace with competitive forces, forge ahead, etc.),
90 minutes on performance management and the Balanced Scorecard.
Topics covered should include background information on the topic, a
detailed review of the methodology, and case studies and success stories.
Spend the final 30 to 60 minutes answering questions and soliciting sup-
port for the implementation. Oh, and one final thing, don’t forget to feed
attendees. I say that only half jokingly. If your culture is one in which food
is present at all meetings, don’t leave those sandwiches and cookies out
of this session.

Involve them in the process. People only support what they help to create.
The more involved your senior management is in the Balanced Score-
card development process, the greater the likelihood they will evangelize
over and use the tool as a management device. Involvement isn’t tan-
tamount to blocking off enormous chunks of time from their tightly
guarded calendars; it could be as simple as holding review meetings in
which the executive team is offered the opportunity to review Balanced
Scorecard deliverables and imprint the process with their own stamp.

Link the Balanced Scorecard to something the executive is passionate about. Any
executive is more inclined to lend vocal and active support to an ini-
tiative appealing to a core belief or value. Thus it is incumbent on you
to find that linchpin and discuss how the Balanced Scorecard can trans-
form it from rhetoric to reality. For example, perhaps she is acutely aware
of the power of intangible assets, such as culture and customer relation-
ships, in transforming your business. Discuss the proven ability of the
Balanced Scorecard to translate intangibles into real business value.
If quality is his first love, demonstrate the idea of cause and effect,
outlining the fact that quality is a result of unique organizational elements,
such as training and culture, and quality drives customer satisfaction and
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ultimately financial rewards, all key dimensions of the Balanced Score-
card framework.

Sponsorship in Action

If you are a senior executive sponsoring the Balanced Scorecard program
within your organization, how do you know you’re “walking the talk”? Try
this test: When you feel that you are talking up a change initiative at least
three times more than you need to, your managers will feel that you are
backing the transformation.!6 It takes that much, and probably more, to
get the message across to an employee base that is change-weary and con-
stantly bombarded from all sides. Employees are looking to you to set the
course.

You must utilize every available opportunity to reinforce the importance
of the exercise. One of my favorite examples of this stems from a common
lament I hear during Balanced Scorecard workshops: the “What time is this
session going to end? I have real work to do” complaint often lobbed from
a disengaged participant. I was once in a strategy mapping workshop at a
large telecom company when a vice president tossed just such a verbal
grenade into the late afternoon air. I was poised to answer his query in my
most restrained manner when I was rescued by the CEO himself. It was as
if he were literally riding in on a white horse ready to save the day when
he said: “What could possibly be more important than what we are doing right here
and now? We’re shaping the tool that we’ll use to execute our strategy over the next
three years, and frankly, if you don’t understand the importance of this exercise,
then maybe you don’t belong at this table.” The silence that followed was, as
they say, deafening. In the intervening moments before the CEO continued,
everyone sitting around that table had to dig deep and critically evaluate
their commitment to the exercise. Not surprisingly, this implementation
was among the most successful I've ever had the privilege to engage in. I
attribute that not to my consulting acumen but to the incident in which the
CEO clearly demonstrated his passion for the Balanced Scorecard.

YOUR BALANCED SCORECARD TEAM

Throughout much of the twentieth century, a strongly held myth existed
in the organizational world: There existed a great man or woman work-
ing feverishly with tremendous dedication to solve any and all problems
that stood between them and the organization’s success. Of course, this
myth did not reflect the reality of organizational life. How often during
our lives have we heard the phrases “Two heads are better than one” or
“None of us is as smart as all of us”? These words remind us of the power
of groups to accomplish tasks using the variety of skills and experiences
that a collection of individuals possesses. In reality, groups have been coming
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together to solve complex problems for centuries. For example, Michel-
angelo worked with a group of 16 to paint the Sistine Chapel—truly a
complex situation! Perhaps the complex, competitive, change-demanding
world of today’s organization is exposing the vulnerability of the “Lone
Ranger” myth. Increasingly, organizations are developing self-directed work
teams to solve the problems they face, and many compelling reasons
support this movement. Teams strengthen the performance capability of
individuals, hierarchies, and management processes. They are practical,
and most people and organizations can make teams work. Finally, teams
get results. Your Balanced Scorecard implementation is well suited to a
team approach. No single individual within your organization, including the
CEO, will possess all of the necessary knowledge of strategy, markets, compe-
titors, processes, and competencies to build a coherent Balanced Scorecard.

Choosing Your Team

And with the first pick in this year’s Balanced Scorecard draft the (please
play along and insert your company’s name here) select . . . drum roll
please . ... So, who would you choose? What was the first name that came
to mind and why? If you've read the previous sections of this chapter closely
my hope is that an executive’s name was at the tip of your tongue, and
who knows, perhaps you played the fantasy scenario out to its ESPN-like
conclusion by disheveling the executive’s normally neatly coifted hair with
a ball cap and handing him an oversized team jersey with a giant “1” on
the back.

As you probably surmised, a critical member of your team is the execu-
tive sponsor. This person will take ownership of the Balanced Scorecard and,
based on interactions with the senior executive team, will provide the nec-
essary background on strategy and methodology to guide the team’s work.
A critical responsibility is maintaining constant communication with the
entire senior management group to ensure their ongoing commitment and
support of the implementation. The sponsor must also take responsibility
for providing resources for the initiative and influencing other executives
to do the same. The team will require both human and financial resources
and will most likely face competition from other initiatives equally pressed
for resources. Here the executive sponsor must possess the ability to clearly
demonstrate the strategic significance of the Balanced Scorecard and why
it warrants the allocation of scarce and valuable resources. Finally, and most
important, the sponsor must exhibit complete and enthusiastic support for
the Balanced Scorecard in words and deeds. During the implementation
phase, your entire organization will take cues from the sponsor; does he
appear legitimately committed to using this tool, are his words consistent
with actions and policies he supports? Obviously the executive sponsor will
have other duties during the process, but he must commit to regular atten-
dance at team meetings to be seen as a truly committed and credible sponsor.
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Now that your number-one draft pick, the executive sponsor, is in place,
you are ready to select the core members of your Balanced Scorecard team.
In an ideal world, your organization’s full executive team would take com-
plete responsibility for developing the Balanced Scorecard, investing the
time and energy necessary to produce a product to guide the entire orga-
nization. If you're fortunate enough to enjoy this rare situation, I congratulate
you; your Scorecard effort is off to a great start. However, a more likely
scenario is one in which you have the support of one or maybe two execu-
tives (perhaps you are a senior executive yourself), but you require other
members of your organization to step up and assist in the effort of craft-
ing your Balanced Scorecard. Don’t despair; you can develop an eftective
Balanced Scorecard without your entire executive team working exclusively
on the project. Let’s take a look at some questions that will help you form
a powerful Balanced Scorecard team.

Who Chooses the Team Members? The first duty of the executive spon-
sor is selecting the group of people who will come together to mold your
Balanced Scorecard. It is important not to rely on instinct alone. Most exec-
utives will reach out to colleagues, soliciting names of top performers and
working with Human Resource managers to find potential stars to fill
the team’s roster. W