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Agenda

 Introduction:
The Importance of Strategic Management and the Balanced Scorecard
Concept

o Critical Differences between Public and Private Organizations

o Stakeholders and Customers

e Strategic Management

 Resource Allocation and Cost Management
e Accountability and Trust

 Modifications to the Balanced Scorecard to Accommodate
these Differences
« Some Case Studies and Examples

 Implementation Considerations
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A challenge that public and private organizations face is how to link strategies,
budgets and performance measurements. All too often, these are disconnected
and are too heavily weighted toward financial metrics.
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Today’s managers need a performance management
system which:
— facilitates the implementation of strategic initiatives
— unifies and coordinates the decisions of employees
— addresses effectiveness as well as efficiency
— guides the business towards a shared strategic vision
— generates commitment at all levels

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Data adapted from Kaplan & Norton
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Organizations often fail to achieve their strategic
objectives because management does not have a coherent
mechanism to share a common vision for the future.

« Thereis no effective means of communicating strategic
objectives

e Strategic vision is not measurable and cannot be monitored.

« Management has no way to generate commitment
throughout the organization

 Poor linkage between strategy and performance measures
creates organizational conflicts

« Management has not provided employees with a clear
understanding of how they can contribute to strategic
implementation

 Volumes of data make the vision cloudy

 Business performance reporting focuses on financial
measures which do not adequately reflect strategic goals

e Short-term results drive the vision.
« Rewards do not motivate the desired employee behaviors

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Early 1990s - Dissatisfaction with
traditional financial measures.

¢ Don’t measure strategy
e Don’'t measure factors which create future value
e Don’t measure knowledge or innovation

e Don’'t motivate strategic behavior

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Origins of the Balanced Scorecard

«1990 multi-company study of performance measures
*Robert Kaplan - Harvard Business School
David Norton - Nolan Norton/KPMG

12 Fortune 500 companies

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The big question: Is there strong linkage between the
strategy, initiatives, and the current performance
measures?

= o =) e

Key Initiatives

Plgnging . required Current Management
P Uaget to implement Measurement Reports
rocess
strategy Process
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The Balanced Scorecard translates business strategy...

Financial Process
Perspective Perspective

<7 <3
= %
The Balanced

Scorecard Process Customer Learning &
Perspective Growth

Perspective
.“ A
['T [l

...Into a coherent set of performance
measures, visible to the entire organization,
and logically linked in a cause & effect manner
to management’s vision for the company.

L

Business
Drivers

© Copyright by CMI Consulting Services. 2007. All Rights Reserved. 17
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The Balanced Business Scorecard:

Is more than simply an
improved measurement
system

Translates strategy into a
performance measures
feedback process

Provides a communication
vehicle in monitoring the
attainment of business
objectives

Identifies high priority
performance measurement
information

Assists in developing
information requirements for
performance measures

Is a dynamic system that is
continually reviewed,
assessed and updated

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The Balanced Scorecard...

IS:

® A strategic performance management
system for the whole organization

® A communications tool to make
strateqgy clear to everyone

® A way to balance financial and non-
financial views of organization
performance

® A journey
® A system for increasing accountability
® A commitment to change

® A way of aligning organization vision
with human and capital resources, and
with day-to-day operations

IS NOT:

® A performance measurement tool to
control individual productivity

® A “flavor of the month” performance
measurement system

® About placing your existing
performance measures into four
categories

® A project

® Easy

® The status quo
® A TQM initiative

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The Balanced Scorecard is used to:

. Clarify & gain consensus about strategy

Communicate strategy throughout the organization

Align departmental and personal goals to the strategy

Link strategic objectives to long-term targets and annual budget
|dentify and align strategic initiatives

Perform periodic and systematic strategic reviews &

Obtain feedback to learn about and improve strategy

e ol g et ) [=

These issues are important in any organization, public or private.

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The Scorecard Process

Where are we going? vision

Strategy

How must we get there? Strategic
Priorities
What must we do well? Critical Success Factors
How do we measure Key Performance Indicators
how well we are doing? Financial ~ Customer Business Ofg:;riﬁfr‘féon

Perspective Perspective

Perspective  Perspective

s=hoa ¥’ 74

The Key Performance Indicators in each of the scorecard perspectives
measure the factors that create value for the organization

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The basic questions: Given our Strategic
Priorities, ...

Financial ...what do our shareholders expect?
u ...how must we appear to our
customer customers?
ﬂ ....now must we improve our
Process strategically relevant business

processes?

!

Learning

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

...how must we improve our
skills?
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Cause and effect relationships

. ) Financial
Financial RetUrns
ﬁ Customer Customer
Customer Value Loyalty
ﬁ Process Process Process
Quality Cost Rate
Process 5 . ‘_
=T ﬁ Skills,
lﬁ%ﬁ % Learnin Capabilities
g & Innovation
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Public Sector Organizations Face Issues Just
as Critical as those of Private Companies

Increased competition

More diversity among constituents,
Higher expectations from the public
Increasing costs

Declining public support

Rapidly changing technology

Different ways of conducting business

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Characteristics of public sector organizations

 Complex environments;

« Open to environmental influences;

 Low degree of competitive forces, experienced
by managers;

« Distinctive goals of public organizations;

 Large number of goals;

* Vague goals of public agencies;

« High levels of bureaucracy;

* High presence of “red tape” in decision making;

 Managers have little autonomy from superiors;

* Public managers are less materialistic than
private managers;

* High motivation to serve public interest;

 Managers have weak organizational
commitment.

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Private vs. Public Sector Comparison

Feature

Private Sector

Public Sector

General Strategic
Goals

Competitiveness;
uniqueness

Mission success;
best practices

Financial Goals

Profit; growth;
market share

Productivity;
efficiency; value

Stakeholders

Stockholders;
buyers; managers

Taxpayers;
recipients,;
legislators

Desired Outcome

Customer
satisfaction

Customer *
satisfaction

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Differences in management in the public and private

sector

Characteristics of Management

The Public Sector

The Private Sector

Objective

To provide service to the
community

To ensure maximum utilization of
resources in generating profits

Accountability

To the public in general, especially
when the budget id debated in
parliament

To the shareholders of the
company

Performance Evaluation

The achievement of a betier QWL

The profits earned and market
share

Incentives Offered

Fixed salary scales and rigid
promotional procedures. Enjoy job
security

Salary increases and promotion
prospects closely linked to
performance

Union Involvement in Decision
Making

A high level of involvement

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

Traditionally little or no
involvement but moves are being
made to increase worker
participation
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The Balanced Scorecard can assist public sector
managers in accomplishing the same strategic
planning and control functions as is the case for
private sector managers:

» Clarify and gain consensus about strategy;

« Communicate strategy throughout the organization;

 Align departmental and personal goals to the strategy;

e Link strategic objectives to long-term targets and annual budgets;
« Identify and align strategic initiatives;

» Perform periodic and systematic strategic reviews;

» Obtain feedback to learn and improve strategy.

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Stakeholder Relationships are Much More Complex
In Public Sector Organizations

.M

t

Private
Company

+.

Public
Agency

Political

\ I

Trade c
Associations Emp]n‘rgng ommunities

Vague and often diverging stakeholder goals make public sector
implementation of the Scorecard difficult.

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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The public sector faces a challenging
environment of stakeholder demands

Citizens
+ Service to citizens

Cross-national
* Become most
competitive economy

National government
« Cabinet priorities
» Budget pressures

How to create public value?

Advocacy groups
« Social results

Taxpayers
« Operational excellence

Source: IBM Insiiiute for Business Value.

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

Private seclor
+ Less administration
« More transparency

Other agencies
« Collaboration and
support

Media
« Communication
pressure
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A Balanced Scorecard must be tailored to the needs of
the public sector

Private sector scorecard Some key differences Public sector scorecard
Private Public

Financial Public value eholders
(shareholder Financial ~ -e—»= Budget and | reum rent
Economic effects Teitt types

soclal Value for money
End - upﬂtmﬂm and
customers downstream

stakaholders

Competition <« Collaboration

Source: Kapian, Robert 5. and David F Norton, The Balanced Scorecard: Translating Strateqy into Action, 7596 (Privale seclor scorecard);
IBM Institute for Business Value, 2004 (Public secior scorecard).

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

45



S R e e B L RN B el
R S

i R
gt | TR
£RF
~ K |
S LR L
_:—.: > ['J% é" ;”r 'R l';, A ﬁr;ﬂ srre K

CEEK | SEE , o5

i = f

i ~ g~ s |0 EH F,’lﬁ;&%???
ks

[ J [ ] [ ] 1

(I (1)

© Copyright by CMI Consulting Services. 2007. All Rights Reserved. 46



For a government agency, financial
measures are not the relevant indicators
of whether the agency is delivering on
the rationale for its existence.

Figure 2. The Financial and Customer Perspectives for
P50s May Require Three Different Themes

‘ Mission

-~

: Service — Including | | Service — Including | | Aftfgélig?asthre J
. . 7 \ v vy S kN /
“ Social Cost - x\_fmmtwe Externalmei!, “~~.._3___"n.|"oter5;'Tax Payer__s,f/

I\-\"-

A

- Internal
ANy Processes 4
~" Learning
¢ & kY

\H Growth :

Public sector organizations can identify strategic themes by combining the
financial and customer perspectives in the BSC. To accomplish its mission, a PSO
must create value, at minimal cost, and develop support from its funding source(s).

i i i Copyright © 1999 by the President and Fellows of Harvard College.
© Copyright by CMI Consulting Services. 200+. Al Kiyiits Keserveu. ’
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A Suggested form of a Public Sector Scorecard

Balanced scorecard for the non-profit sector

Mission

|

Value/benefit of
service including

Cost of positive Support of
providing externalities legitimizing
Service T authorities
Internal
processes

T

Learning and
growth

But, this makes a simple concept too complicated
© Copyright by CMI Consulting Services. 2007. All Rights Reserved.



RESHRER TR A

FELEH R
RSy %

TR Fl-

W IR B

N

B =
FH=ER

L SEH- T

/ e ﬁ
PJ??W} WA

A

TS S P R

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

50



The simplest adaptation of the Balanced
Scorecard for public sector organizations

(=) (o=

(o) (o
s
(=) (=)

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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[ ]

e Basic Private Sector Balanced Scorecard

How do we generate value for
our shareholders?

Financial

Customers Strategy I—- Learning & Growth

How do we create val How will we sustain
] our ability 1o change
- L T Internal Business and improve?
Processes

To sartisfy customers, at what business
processes must we excel?

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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- »

. Public/Not-For-Profit Balanced Scorecard

How do we translate our
mission and vision into
meaningful and
measurable results?

\

.. How do we
/ Citizens/Students/ maximize
F d FE'HIS;"’ customers and
Stakeholders whmdﬂs?
Financial Strategy Internal
Stewardship Processes

How do we prudently
manage public resources
and maximize the value
we provide?

Organization
Capacity

At what business

processas must wea

excel to meet the
needs and
expectations of
those we serve?

How will we sustain our ability
to produce and improve?

)

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.
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Strategic Linkage Model for Public Sector Organizations

=
[
S Revenue Value Cost "
.E A A A GE)
- S
T 2 _ . S
GE) 2 Public Stakeholder Supplier
- cs . . .
s Perception Perception Perception
W o
n
< 2 . . S
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Another Strategic Linkage Model for Public Sector
Organizations
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Recent Survey of US and Canadian Municipalities

« Approximately 40% of managers were very familiar with the
Balanced Scorecard
* Only about 8% had actually implemented it in their organizations

Why have public sector managers failed to adopt the Balanced Scorecard?

It fails to adequately highlight the contributions that employees and
suppliers make to help the company achieve its objectives.

It does not identify the role of the community in defining the environment
within which the company works.

It does not identify performance measures to assess stakeholders’
contribution.

It fails to account for the importance of “motivated employees”, which is
particularly critical in the service sector.

The distinction between means and ends is not well defined.
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61



e il e S TR

» A0 ﬁﬁfn T g T
'F'\‘”EJ%*S%W%% £ b A T

5 e AT A B AR | Bt 53 2

Wp¢7“ﬁﬁﬁﬁw O R S TS
F’ﬂéﬁ[&ﬁug[
S ‘FFI TE'IL':F’?IWL%{??TL% NG EL[,T+E‘-I_':EI'JF§}J :
. E~I [%H”::?'%ﬁ F“ RS LLTFJ“ " [ﬂ\ijr(;rE,fF[@
R N i S Tﬂjgffjﬁj T fVETRITE lﬁfﬁ*ﬂbm
ﬁ #’F??ﬁi H[J‘[{%IFU .
« =R RN FfR jEﬁg]H” 5‘““7 E o

© Copyright by CMI Consulting Services. 2007. All Rights Reserved.

62



Despite the problems, the Balanced Scorecard in the
public sector can provide the necessary structure...

e to transform vague objectives into an
actionable strategy
 To allow public organizations to maintain
attention on competing objectives, such as:
e Service quality
* Public value
e Public trust
* Budget
 Internal processes
e Learning.
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A simple public sector example

Perspective

Strategic Objective

Customer

Maximize customer satisfaction
Expand enterprise customer base

Increase public awareness of enterprise

Financial

Maintain financial stability

Manage costs

Process

Maintain effective programs
Increase self-service processing options

Optimize contract management

Learning &
Growth

Manage technology resources
Promote workforce flexibility

Maintain professional expertise
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Perspective Strategic Objective Measure Type
Customer Maximize customer satisfaction User satisfaction Lag
General public satisfaction Lag
Expand enterprise customer base # customers Lag
# first-time customers Lag
Increase public awareness of Public outreach events Lead
enterprise Advertising $ spent Lead
Financial Maintain financial stability Credit rating Lag
Generated revenue Lag
Manage costs % depts w/i 5% of budget Lag
Process Maintain effective programs Programs achieving SLA’s Lag
Increase self-service processing % self-service contacts Lead
options Quality website hits Lead
Optimize contract management Red vendors Lag
Learning & | Manage technology resources % “A” projects on-time/in budget Lead
Growth
Promote workforce flexibility % employees cross-trained Lead
Maintain professional expertise % employees w/ completed training | Lead
plan
# certifications achieved Lead
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Perspective | Strategic Objective Measure
Customer | Maximize customer User satisfaction Lag
satisfaction General public Lag
satisfaction
Expand enterprise # customers Lag
customer base # first-time customers | Lag
Public outreach events | Lead
Increase public awareness | Advertising $ spent Lead
of enterprise
Financial Maintain financial stability | Credit rating Lag
Generated revenue Lag
Manage costs % depts w/1 5% of Lag
budget
Process Maintain effective Programs achieving Lag
programs SLA’s
Increase self-service % self-service contacts | Lead
processing options Quality website hits Lead
Optimize contract Red vendors Lag
management
Learning & | Manage technology % “A” projects on- Lead
Growth resources time/in budget
Promote workforce % employees cross- Lead
flexibility trained
Maintain professional % employees w/ Lead
expertise completed training plan
# certifications Lead

achieved
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Case Study: State of Michigan Department of the Treasury 2002

Customer Increase Stakeholder
Satisfaction
_ -+
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Figure 1. City of Charlotte — City Council’s Strategic Themes

The Corporate - Level Scorecard
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The City of Charlotte has identified five strategic themes that shape the strategy map for its
BSC. Public-sector organizations should measure their success by how effectively and
efficiently they meet the needs of their constituencies.
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Best Practices for Scorecard Development

® Limit the number of measures

® Include measures for all perspectives and all strategies
® Seek balance among measures

® Develop solid baseline date

® Develop measures for past, present, and future

® Don’t over-rely on output, process and input measures
® Set stretch targets

® Watch for unintended incentives

® Hold people accountable for results

® And always, beware the watchman!
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It’s about management and
change first.

Measurement
and technology are second.
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