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VOORWOORD

Die Gebalanseerde Telkaart is 'n eietydse instrument om die bestuur van
werkverrigting en strategiese belyning te bewerkstellig. Dit is vroeg in die twintigste eeu
deur Kaplan en Norton ontwikkel en tot "n hoogtepunt gevoer met die publikasie van
"The Balanced Scorecard” in 1996. Hierdie program vir werkverrigsbestuur verskit van
ander, dat dit'n benaderingswyse is, vanuit veelvoudige perspektiewe om voortgesette,
volhoubare groei te verkry. Eintlik dit moet gesien word as 'n strategie-

samestellingsisteem eerder as bloot 'n metingsteisel.

Die Gebalanseerde Telkaart is reeds wéreldwyd aanvaar en daar word bereken dat die
helfte van die Fortune 1000 - maatskappye Gebalanseerde Telkaarte in een of ander
vorm in plek het. Hierdie benadering het ook in Suid-Afrika aanhang gevind en verskeie
belangrike maatskappye, soos De Beers en Telkom het Gebalanseerde Telkaarte

geimplementeer of is besig om dit te implementeer.

Hierdie verhandeling fokus op die uitwerking van die Gebalanseerde Telkaart op 'n
strategiese besigheidseenheid in die Anglo American Groep. Dit is gedoen om die
Gebalanseerde Telkaart in Suid-Afrikaanse konteks waar te neem en om die invioed

daarvan op die sukses van die strategiese besigheidseenheid te boekstaaf.

Die hoop bestaan dat hierdie verhandeling as grondslag sal dien vir 'n vollediger studie
oor die uitwerking van die Gebalanseerde Telkaart op Suid-Afrikaanse maatskappye,
met die moontlikheid dat dit in die toekoms aangepas kan word by Suid-Afrika se
eiesoortige besigheidsmilieu.

Voorwoord



PREFACE

The Balanced Scorecard is a contemporary performance management and strategic
alignment tool, developed by Kaplan and Norton in the early 1900s and culminated by
the 1996 publication ‘The Balanced Scorecard’. The Balanced Scorecard differs from
other performance management programmes in that it is a multi-perspective approach
to achieving long term sustained growth and should be viewed more as a strategy

formation system than a pure measurement system.

The Balanced Scorecard has gained acceptance world wide and it is estimated that
half of the Fortune 1000 companies have Balanced Scorecards in one form or another
in place. This approach has also gained favour in South Africa, and several notable
South African companies have implemented or are implementing Balanced
Scorecards, examples of these are De Beers and Telkom.

This dissertation focused on the effects of the Balanced Scorecard on a strategic
business unit within the Anglo American Corporation. This has been done in order to
observe the Balanced Scorecard in a South African context and to record the influence

the Balanced Scorecard had on the strategic business unit's success.

It is hoped that this dissertation may provide the basis for a more complete study of the
Balanced Scorecard’s effects on South African companies, with the possibility existing

of someday adapting the Balanced Scorecard to South Africa’s unique business
environment.

Preface
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CHAPTER 1
INTRODUCTION AND PROBLEM STATEMENT

1.1 INTRODUCTION

“Measurement leads to control and eventually to improvement, if it cannot be measured
it cannot be understood, if not understood it cannot be controlled, if not controlled it

cannot be improved.” (Harmrington, 1986:5).

One of the crucial issues in making a performance management system effective is the
type of mechanism, which is used to measure performance. This has to break away
from the old appraisal system approach. There are many ways of achieving this, but
the Balanced Scorecard developed by Robert Kaplan and David Norton in the early
1990s has proved to be one of the most popular. Indicated by the fact that an estimated
forty percent of fortune one thousand companies used the Balanced Scorecard in one
form or another by the end of the year 2000 (McLemore, 1998). This figure has since
grown to approximately 50%, showing that its popularity has further increased in recent
times (Salteric and Webb, 2003:39).

Kaplan and Norton's aim was to produce a more balanced system of measuring
business performance than simply using short-term financial gains. They believe that
no single measure can be a valid indicator of performance, so they use four basic

categories of measures (Kaplan and Norton, 1992:71-79):

The financial perspective - how should the company appear to shareholders?

e The customer perspective - how does the organisation appear to customers?

e The internal perspective - what business processes must the organisation excel at?
o The learning/growth perspective - how does the organisation sustain its ability to

change and improve?

Targets and results for these four perspectives are typically presented to senior

managers on a single sheet of paper, providing a quick but comprehensive and

Chapter 1. Introduction and Problem Statement 1



balanced view of performance with the aim of taking the inscrutability out of
implementing company strategies (Kaplan and Norton, 1996:9).

The main strength of this approach is that it is potentially all encompassing, combining
financial and non-financial goals and measures. it can encompass the performance of
an entire company or business unit, not just the individual investments or projects. The
Balanced Scorecard is future-oriented, not a rearview mirror of past performance
according to Anthes (2003:34).

Arthur Schneiderman, an independent business process management consultant in
Boxford Massachusetts, says that there are many different types of Balanced
Scorecards, and they serve many different purposes. But most organisations will say its

purpose is to link strategy to action (Schneiderman 1999:1-11).

The Balanced Scorecard is based on several underlying notions according to
Schneiderman (1999:1-11). The first is that financial measures alone are not sufficient
to size up the health of a company and, that a single minded pursuit of financial
objectives could lead a company to ruin in the long run due to short sightedness. The
second is that the Balanced Scorecard focuses on processes and not on metrics alone.
As such, it is forward-looking and looks at how the organisation can retain its best
customers, rather than looking back at what the organisations earnings per share was
in the last quarter. Thirdly the scorecard is an analytic framework for translating a
company's vision and high level business strategies into specific, quantifiable goals and
for monitoring performance against those goals. This methodology breaks high-level
strategies into objectives, measurements, targets and initiatives.

Thus the Balanced Scorecard is a performance measurement tool, which is based on
the fact that measurement motivates behaviour, and in essence facilitates the creation

of long-term value for the business (Anthes, 2003.34).

The term Balanced Scorecard will be represented in this text in three forms: firstly, by
its ful name "Balanced Scorecard” when describing technical aspects; secondly as a
“Scorecard” when describing its application in the Trainer Development strategic

business unit (SBU) and lastly as BSC in tables and figures.

Chapter 1: Introduction and Problem Statement 2



1.2 PROBLEM STATEMENT AND SUBSTANTIATION

1.2.1 Problem statement

Kaplan and Norton's Balanced Scorecard is increasingly gaining favour world wide as
an effective performance management, measurement tool. This study aims to prove or
consequently disprove, whether the Balanced Scorecard provided any significant
business advantage to the Trainer Development SBU at Maccauvlei; part of the Anglo
American Corporation. If the Balanced Scorecard is proved to be viable, the possibility
for investigating the wider application for the Balanced Scorecard in the Training and
Development sector of South Africa will be examined.

1.2.2 Substantiation

A formal business plan including a strategic pian is an important step in creating a
successful organisation. However, if the strategic plan cannot be put into practice, the
organisation will most probably fail. This situation can be solved through an effective
performance management system, where measurement of business activities forms the
backbone of the system (Van Hoek, Schonken and Watt, 1998:24-28). The purpose of
this dissertation is to emphasise the need for proper measurement through using the
Balanced Scorecard as the basis for performance management and business activity

measurement.

Owing to a non-emphasis and possibly the past isoiation of the South African economy,
performance management, in particular holistic business measurement with the aim of
aligning the company with a common set of objectives (strategy), has not received its
due attention. This is not just true within small to medium size organisations but also
within the large conglomerates. The primary reason for measurement being highlighted
presently is that the market place as a whole is becoming a far more competitive place,
where the gap separating the market leaders from the competition is becoming smaller.
This is occurring on both a iocal and international level; whereby South African
companies, now more than ever, need to be able to compete with foreign companies.
Thus South African companies need t0 make the most of their resources and through

performance management, to meet their strategic objectives by maximizing their

Ehapter 1: Introduction and Problem Statement 3



outputs. According to Schneiderman (1939:1-11) all surviving companies have made
improvement to the obvious areas, however the market leaders are those companies
who have improved the less obvious and hard to measure areas of operation. The
Balanced Scorecard is good at bringing these less obvious breakthrough areas to

attention.

Effective performance management can not occur unless a clear system is put into
place, whereby performance can be measured on a holistic basis. This can be
achieved through using the Balanced Scorecard (Kaplan and Norton, 1996:2). The
Balanced Scorecard translates a company's vision and strategy into a coherent set of

performance measures (Van Hoek, Schonken and Watt, 1998:24-28).

The Balanced Scorecard approach of business measurement has gained in popularity
since its mainstream inception in 1996. Research indicates that approximately 50% of
fortune 1000 companies make use of the Balanced Scorecard in one form or ancther
(Salterioc and Webb, 2003:39). Taking this into consideration, research and adaptation
of the Balanced Scorecard for South African conditions would be a worth while
undertaking.

1.3 RESEARCH AIMS AND OBJECTIVES

1.3.1 Primary objective

This study concemns itself with the assessment of the application of the Balanced
Scorecard in a specific strategic business unit (SBU): the Trainer Development SBU of
Maccauvlei (Anglo American Corporation), which is within the training and development
sector of South Africa. The objective is to determine the nature of the Balanced

Scorecard and the advantages gained by using it within this SBU.

1.3.2 Secondary objectives

The following secondary objectives have been incorporated into this study:

Chapter 1: Introduction and Problem Statement 4



1. To determine why and how the Balanced Scorecard was conceived.

2. Toindicate how the Balance Scorecard fits into performance management.

3. To determine what the components of the Balanced Scorecard are and what these

components consist of.

4. To provide an in depth look at the Balanced Scorecard as a method of
measurement, its procedures, various measures (financial and non-financial) and

techniques for its application.

5. To determine and demonstrate how a Balanced Scorecard is implemented.

6. To determine what pitfalls can cause a Balanced Scorecard to under achieve.

7. To determine both the tangible and intangible value derived from the Trainer
Development SBU Balanced Scorecard.

8. To determine if the Trainer Development SBU had any significant advantage over
the Training and Development SBU at Maccauvlei, through having a Balanced

Scorecard in place.

9. To determine if there is any evidence to suggest that the Balanced Scorecard is
applicable on wider stage i.e. the training and development sector and business in
South Africa as a whole.

10.To determine if there is any evidence to suggest that the Balanced Scorecard can
be further adapted and refined to South African business conditions.

1.4 RESEARCH METHODOLOGY

1.4.1 Analysis of the literature sources

In this analysis the methods, strategic frameworks, operational functioning, benefits,

weaknesses and competitive advantages derived from the Balanced Scorecard, will be

Chapter 1: Introduction and Problem Statement 5



analysed more profoundly. This will be then evaluated, integrated and used in the line

of argument.

More specifically, secondary objectives 1 to 4 of the study will be achieved by focusing
on the first part of the literature review, while secondary objectives 5 and 6 will be
covered in the second part of the literature review. The rationale identified in objectives
7 to 10 will be substantiated and refined through the research design for the empirical
phase of the study.

The guiding literature to be used in this study is as follows:

Kaplan, R. S. and Norton, D. P. 1992. The Balanced Scorecard - Measures That Drive

Performance. Harvard Business Review, 70(1): 71-79, Jan-Feb.

Kaplan, R. S. and Norton, D. P. 1993 Putting the Balanced Scorecard to work.
Harvard Business Review, 71(5):134-137, Sep-Qct.

Kaplan, R. S. and Norton, D. P. 1996. The Balanced Scorecard: Translating strategy

into action. Boston, Mass. : Harvard Business School Press. 311 p.

Van Hoek, C. Schonken, S. and Watt, D. 1998. Module 1: Building a performance

culture. Maccauvlei training and conference centre. 28 p.

1.4.2 Empirical investigation

1.4.2.1 Design

A focus group was used, consisting of the secondary and top management level of the
Trainer Development SBU. This focus group was analysed to ascertain the
effectiveness and value of their SBU Balanced Scorecard as a performance

management tool.

These results were then compared to a control group's resuits to validate the focus

group's results, by negating the effects of certain internal and external environmental
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variables. The control group is made up of the top and secondary management level of
another SBU at Maccauvlei: the Training and Development SBU. The reason for
choosing this SBU is based on it not having a Balanced Scorecard in place and it exists
in a similar environment as the focus group through being in the same industry sector,

offering similar products and having the same parent company.

1.4.2.2 Method

The secondary management level of the focus and control group were divided into two
sample groups, A and B respectively. The sample groups were then required to
complete a questionnaire relating to the implementation, participation, attitude and
tangiblefintangible benefits related to the usage/non-usage of the Balanced Scorecard
within their SBU.

Secondly, the sample groups were required to complete a short theory examination in
order to determine their relative knowiedge of the Balanced Scorecard and if this is
sufficient to imply that Balanced Sceorecard methodology is being used in day to day

SBU operations.

Thirdly, the manager of the focus group i.e. Trainer Development SBU, participated in a
structured individual interview in order to determine his opinions on the viability of the

Balanced Scorecard as a performance management tool.

Finally, a financial review was undertaken for the period of 2000 to the projected
current year 2005, for both the focus and control group. This was to determine whether
there are any financial trends indicating that an advantage existed for the SBU that
made use of the Balanced Scorecard.

1.4.2.3 Research instruments

A questionnaire relevant to showing the value of the Balanced Scorecard was
employed for Sampie Group A and B. The guestionnaire covered the following issues:

e Implementation of the Balanced Scorecard.

Chapter 1: Introduction and Problem Statement 7



o Degree and levels of participation in forming the Balanced Scorecard.

e The group’'s attitude towards the Balanced Scorecard.

¢ Tangible results achieved through Balanced Scorecard implementation e.g. profit.

e Intangible results achieved through Balanced Scorecard implementation e.g.

motivation.

A theory examination was given to Sample Group A and B where information deemed
essential to being able to understand, implement and use the Balanced Scorecard

formed the questions. This was based on Kaplan and Norton's writings on the subject.

A structured individual interview, containing mostly opinion generating questions on the
Balanced Scorecard use in the focus group for the period 2000 to 2005, was given to
the manager of the Trainer Development SBU. Here the interviewer attempted to derive

the tangible and intangible benefits derived from the SBU scorecard.

Finally, a financial review was undertaken for the period of 2000 to the projected
current year 2005, for both the focus and control group. This was undertaken according

to the following measures:

e Return on investment (ROI)
¢ Revenue generated per financial year (profitability)
e Revenue growth per annum

+ Cost reduction productivity (efficiency)

1.4.3 Data processing

The data analysis was done in the form of descriptive statistics, in order to reach a
conclusion as to whether the Balanced Scorecard provided any significant advantage

to the Trainer Development SBU.

1.4.4 Expected outcomes

Properly implemented Kaplan and Norton’s Balanced Scorecard, promotes company or

strategic business unit strategy alignment through providing a framework to set and
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measure both financial and non-financial objectives making it advantageous to

business activity.

1.5 CLASSIFICATION OF CHAPTERS

Chapter 1, the introduction and problem statement begins, with a description of the
necessary elements and the basis on which the study is based. Chapter 2 concerns
itself with the definition, development, benefits and components of the Balanced
Scorecard; this represents the first part of the literature review. Chapter 3 forms the
second part of the literature review and concerns itself with the building and
implementing of a Balanced Scorecard. Chapter 3 concludes with a brief section on the
guidelines that should be adhered to, to avoid Balanced Scorecards not fulfilling their
purpose. Throughout the literature review the focus group of this research, the Trainer

Development SBU is used to provide examples and illustrations.

Chapter 4 focuses on the methodology used to determine the value of the Balanced
Scorecard in the Trainer Development SBU by using a similar SBU in the same
company which does not use a Balanced Scorecard as a control group. Chapter 5
represents the results from the research and provides the scientific basis by which the

suggestions in Chapter 6 will be formulated.

Thus the final chapter is Chapter 6; here the literature review section is briefiy
summarised, as are the results obtained from the research, these are then used to
formulate recommendations regarding the application and use of the Balanced

Scorecard.

1.6 LIMITATIONS OF THIS STUDY

Being a dissertation of limited scope with a specific research target population of two
strategic business units, the findings of this research can therefore only be viewed as
an indicator of the applicability and value of Kaplan and Norton's Balanced Scorecard
in wider settings, like the Training and Development sector or even South Africa as a
whole.
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1.7 SYNOPSIS

The Balanced Scorecard is generally classified as a performance management tool
where it is often limited to a measurement framework that encompasses both non-

financial and financial measures.

For the purpose of this study, the Balanced Scorecard will be viewed as both a
performance management and strategic management tool. This is based on the
Balanced Scorecard’s ability to summarise and formulate through its construction the
strategic objectives that a company should reach to achieve its vision. While through its
structure enhancing performance management by aligning the whole company with a
single set of objectives that can be translate into production level goals with the
appropriate measures being put into place to ensure goal achievement.

This study aims to form part of the body of evidence to indicate that there is a basis to
prove that the Balanced Scorecard can add value to South African companies and their

strategic business units.
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CHAPTER 2
THE BALANCED SCORECARD

21 INTRODUCTION

"As globalisation continues and electronic commerce expands, the marketplace is not
as forgiving as it used to be," says Matt Kolb, senior manager with Arthur Andersen
LLP (Limited Liability Partnership) in Dallas (McLemore, 1999:1). According to
McLemore (1999:1), this simply means that businesses can not make as many
mistakes as in the past. To survive managers need to be keenly focused on everything
that can affect the company's success and to do this financial measures alone are no
longer sufficient. Thus it has become increasingly difficult to sustain an advantage and
remain ahead of competitors. According to Beinhocker and Kaplan (2003:71-76), senior
executives usually agree that creating strategies is an integral part of their work and
most organisations invest considerable time and effort in formal strategic planning
processes to avoid making mistakes.

However strategies provide little benefit to the organisation, unless there is an
integrated system to form, implement and measure the success of these strategies.
This field of business management is {oosely known as performance management.
Within the field of performance management, currently one of the most popular tools or
systems, is the Balanced Scorecard developed by Kaplan and Norton (1992:71-79). It
has been estimated that 50% of fortune 1000 companies use the Balanced Scorecard
in one form or another {Salterio and Webb, 2003:39).

The following two chapters will deal with the evolution and development of the
Balanced Scorecard and how the Balanced Scorecard has been implemented in the
Trainer Development strategic business unit (SBU) which resides under the Maccauvlei

Training and Conference Centre, part of the Anglo American Corporation.
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2.2 THE BALANCED SCORECARD AND PERFORMANCE
MANAGEMENT

2.2.1 Definition of the Balanced Scorecard

The Balanced Scorecard, developed by Robert Kaplan and David Norton (1992:71-79)
in the early 1990s, is a strategic management tool that provides the manager with a
clear and concise picture of the business’s health and progress in reaching the goals of
the business. It was originally developed to improve the alignment of measures with
strategy and thereby to assist in monitoring the success of implementing strategy. In
that regard, Kaplan and Norton (1996:2) liken the Balanced Scorecard to that of an
aeroplane’s cockpit controls, where the Balanced Scorecard like the instruments of an
aeroplane give a snapshot of where a company is heading and what needs to be done

to get there.

The Balanced Scorecard addresses the basic aim of financial profit, the cornerstone of
every business, by revealing the drivers to creating long-term financial and competitive
performance through investment in areas such as: employees, customers, partners and
technology amongst others (McCann, 2000:36-37). It also aims to close the gap
between the business’s strategic vision and its day-to-day operations and decision
making (Towle, 2000:12-15). The Balanced Scorecard achieves this by linking both
financial and non-financial performance measures to the business’s vision and
strategy. This is necessary as within accounting’'s existing paradigm of classification,
intangibles or non-financial measures are not recorded. What the Balanced scorecard
does well is derive useful performance enhancing information from these intangibles,
and links it to standard accounting measures (Grojer, 2001:.695).

Thus the Balanced Scorecard is a set of financial and non-financial measures relating
to a company’s critical success factors. It is an attempt to capture the essence of the
organisation’s critical value-creating activities (Chow, Haddad and Williamson, 1997:21-
23) and has integrative components that reinforce one another in indicating what the
current and future prospects of a company will be. Thus its purpose is to concentrate
corporate focus on performance measurement innovation, since traditional reporting

systems are not able to measure performance in the new manufacturing environments
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and are not helpful in increasing market share and profit. This measurement is done

through giving managers important information from four different perspectives, which

together offer a holistic view of the business’'s heaith. It also allows managers to

consider all of the important strategic measures at the same time, letting them see

whether improvement in one area is achieved at the expense of another. (Kaplan and
Norton, 1992, Butler et a/. 1997).

The four perspectives as identified by Kapian and Norton (1992:71-79) are:

1.

The financial perspective which looks at how the business’s strategy is affecting the
bottom-line. Therefore traditional measures such as growth, profitability and
shareholder value are monitored. A number of goals are derived from this area of

the Balanced Scorecard.

The customer perspective relates to "How do existing and new customers view and
value us?" (Kapian and Norton, 1992:71-73). The answer to this question requires
customer involvement, as they need to identify their expectations of the firm and
how they measure the firm's ability to achieve their goals. Newing (1995:22-23)
emphasised, that for most organisations the price factor only represents 30% of
their customers total cost of acquiring materials or services. Therefore, businesses
need to pay particular attention to identifying and understanding their customers’
requirements. Another question that should be considered is: how are you affecting

your customers’ results?

The internal business perspective focuses on the processes, skills, competencies
and technology of the business and its ability to meet the needs of the customer as

well as the potential to add value to customers’ businesses.

The learning and growth perspective focuses on the business's ability to change,
improve and adapt their products and processes, as well as the ability to develop
and introduce new improved products and services {Kaplan and Norton 1992:71-
79). The business must set targets that respond to continuous change in customer
needs (Newing, 1995:22-23).
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Figure 2.1 indicates the framework and structure of the Balanced Scorecard:

Figure 2.1 The Balanced Scorecard Framework.

Source: Kaplan and Norton, (1996:9).

From Figure 2.1 it is clear that the Balanced Scorecard approach places the business's
vision and strategy firmly in the middle of the scorecard to ensure that focus is not lost.
The business’s goals (strategic objectives), each with its stated measures and drivers
of success, are then allocated to one of the four perspectives of the business.

The absence of goals or abundance of goals in any one perspective would give a
quick, visual indication of whether the business is in balance. The links, sometimes
causal, between goals in different perspectives should then be examined to better
understand the effect one might have on another. This understanding enables a short
list of the key drivers of performance to be drawn up.

Identifying the relevant measures is a crucial step in a Balanced Scorecard
development (Willyerd, 1997:52-58). Once critical success factors are identified,
measures must be established to monitor these. The key concept of the Balanced
Scorecard is the inclusion of non-financial indicators, which represent goal attainment
and are key to the strategy. Financial indicators are generally considered to be lagging
indicators, that is they represent the past and what has been accomplished. They have
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limited ability to predict future outcomes. Focusing on these measures increases the
focus on the present rather than what needs to be achieved in the future (Kapian and

Norton, 1992:71-79).

In contrast, non-financial indicators are usually lead indicators, that is they inform the
manager of likely future performance. For example, the leaming of new knowledge and
skills is a lead indicator of management's future focus and ability to manage. Without
investment in staff learning and personal growth, the business has less ability to cope

with and manage change. (Kaplan and Norton, 1982:71-79.)

To design good measures it is necessary to understand what needs to be measured.
Therefore, there must be clarity about the criteria required. Measures have to be
meaningful to the situation and the people using them, to allow informed decision
making. Measures that are aligned to strategic intent provide feedback for management
control, they also communicate to all levels of the firm the business strategy. A good
Balanced Scorecard tells the story of the business strategy, therefore it can be said that
it provides the framework, goals and measures against which a performance
management program is undertaken. (Kaplan and Norton, 1992:71-79.)

2.2.2.1 The benefits of the Balanced Scorecard

It has been determined that the Balanced Scorecard approach provides certain tangible

benefits to companies and strategic business units that make use of them. These
benefits are discussed as follows:

s According to Schneiderman (1999:6), nearly every surviving organisation has made
dramatic improvements to the obvious areas. Now, the vital few areas for
improvement are much less visible. The Balanced Scorecard helps focus the entire
organisation to identify those key areas for improvement through realistic real-time
measurement across multiple business perspectives (Kaplan and Norton,
1993:136). Thus the scorecard needs to be a balance of sufficient complexity to
make it worth while yet be simple enough to maintain transparency and workability.

e “To paraphrase the old saying, an organisation is no stronger than its weakest
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process.” (Schneiderman, 1999:6.) An example of this could be an organisation
with a great product, but has inadequate marketing. Customers will never know
about the product and the business will fail without the company ever
understanding why. The Balanced Scorecard helps a company to identify its weak
points through proper measurement. According to Harrington (1986.5), “If it can’t
be measured it can't be improved.”

¢ The Balanced Scorecard helps make strategy operational by translating strategy
into performance and measurement targets (Kaplan and Norton, 1993:135).

¢ The Balanced Scorecard helps focus the entire organisation on what must be dane
to create breakthrough performance (Kaplan and Norton, 1993:136). Through using
it as a tool to force management to articulate strategy and key success factors, thus
focusing their attention on the satisfaction of these key success factors (Epstein and
Manzoni, 1997:28-36).

e The Balanced Scorecard can act as an integrating device i.e. an umbrella, for a
variety of diverse, often disconnected corporate programs, such as quality, re-
engingering, process redesign and customer service (Kaplan and Norton,
1993:135).

e Corporate-level measures can be broken down to lower levels in the organisation so
that local managers, operators and employees can see what they must do well in
order to improve organisational effectiveness (Kaplan and Norton, 1993:136).

o |t provides a comprehensive view that overturns the traditional idea of the
organisation as a collection of isolated, independent functions and departments
(Kaplan and Norton, 1993:136).

e It maintains a balance between building long range competitive abilities and
recognising investors’ attention to financial reports. Thus financial measures are
viewed in the larger context of the company's iong range competitive strategies for
creating future value through investment in customers, suppliers, employees,
processes, technology, and innovation. (Chow, Haddad and J. E. Williamson,
1997:22.)
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2.2.2.2 The need for a Balanced Scorecard

Kaplan and Norton (1993:135) further add three impilicit reasons why companies need
the Balanced Scorecard beyond the benefits mentioned previously. These are as

follows:

1. No single measure or set of measures can adequately guide and motivate the
current actions that drive future performance.

2. Financial results report past performance but are not adequate predictors or drivers
of future performance. Even current financial performance may be distorted by
omitting the effects of current actions that have created or destroyed future value.
Companies need to balance short term financial performance with long term growth
opportunities.

3. Companies must link their strategic objectives to a set of financial and operational
measures in order to clarify and communicate the objectives and use them for
evaluating performance.

2.2.3 The origins of the Balanced Scorecard

According to Kaplan {1998:83-118) the need for improved performance measurement
systems had been widely recognised during the 1980s. Many articles, books and
conferences documented the limitations of relying solely on financial signals for
improving business performance. The adoption of total quality management, just-in-
time production systems and synchronous manufacturing all created a demand for
improved performance measures that would support companies’ continuous
improvement initiatives. Therefore, much work had already occurred by 1990, the time
when the Balanced Scorecard concept initially emerged.

Much of the need for improved operational performance measurements had been
satisfied by measures such as part-per-milion defect rates, yields, cost of non-
conformance, process cycle times, manufacturing cycle effectiveness, throughput

times, customer satisfaction, customer complaints and employee satisfaction. What
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remained missing was a theory for how the myriad of non-financial performance
measures being used on the factory floor could be reconciled with and achieve
comparable status to the financial measures that still dominated the agenda of senior
company executives. The Balanced Scorecard formed through the following sequence
of events is a possible catalyst for this reconciliation. (Kaplan, 1998:89-118.)

Arthur Schneiderman of Analog Devices contacted Robert Kaplan to assist his
company with launching an activity-based costing project. it was leamed that
Schneiderman had developed an innovative approach, the half-life system, to measure
the rate of improvement of his company's TQM program. Kaplan asked for and
received approval to visit Analog Devices and write a case about their initiatives. During
this visit, Kaplan learned that Schneiderman had also developed and implemented a
corporate scorecard that senior executives were using to evaluate the company's
overall performance and rate of improvement. The corporate scorecard included, in
addition to several traditional financial measures, some metrics on customer
performance (principally operational measures related to lead times and on time
delivery), internal processes (yield, quality and cost) and new product development
(innovation). This corporate scorecard, evolved into what came to be called the
Balanced Scorecard. (Kaplan, 1998:109.)

Through Kaplan teaching the Analog Devices case to executives, he quickly learned
that Analog's corporate scorecard was of much maore interest to them than the half-life
methaod, the original focus of the case. More initial learning came from testing the ideas
directly with a set of companies that participated in a year long project on performance
measurement with Nolan, Norton and Co. The project attracted senior financial and
planning executives from a dozen companies who met on a bi-monthly basis
throughout 1990. Analog Devices corporate scorecard captured the interest of the
participants. Throughout the year, they experimented with it in their organisations and
reported back on the results. This concept proved successful in many of the pilot sites
and turned out to be the prime output from the year iong research project. in the
process, the original corporate scorecard, which focused mostly on operational
improvements like lead times, delivery performance, manufacturing quality and cycle
times, became transformed into a much more strategic organisational performance

measurement system. This consisted of four identifiable perspectives, the financial,
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customer, internal business process and innovation and growth perspectives. (Kaplan,
1998:109.)

The Balanced Scorecard implementations that were done at the end of 1995, as
integrated strategic management systems, were far more advanced than the initial
formulation as a complementary non-financial measurement system at Analog Devices.
In the six years 1990 to 1995, Norton and Kaplan had made three cycles around the
knowledge creation cycle. The half-life of improvement of the Balanced Scorecard
knowledge base was much shorter than for activity-based costing, proving that the
Balanced Scorecard had something of value to offer business. (Kaplan 1998:89-118.)

Figure 2.2 The origin of the Balanced Scorecard

The origin of the Balanced Scorecard

e ==
=

Adapted from Schneiderman, (1996:1) and Kaplan, (1996:vi-xi).
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2.3 THE COMPONENTS OF THE BALANCED SCORECARD

The Balanced Scorecard as per Kaplan and Norton (1996:24-29) is made up of four

perspectives; these four perspectives are driven by the company vision, mission and

values. This ensures that the measures and goal in each perspective are leading the

company to its ultimate vision. Within the perspectives the financial perspective is the

perspective that all other perspectives are answerable to. Ensuring that the company is
still profit-orientated and that each of the non-financial measures (lead indicators) is

directly answerable to a financial measure (lagging indicator). Figure 2.3 indicates the
relationship between the various Balanced Scorecard components which will now be

discussed in more detail.

Figure 2.3 The components of the Balanced Scorecard

The components of the Balanced Scorecard

VISION

“As our customers preferred
provider, we shall be the
industry leader.”

v

MISSION/PURPOSE

« Services which surpass needs
» Customer satisfaction

« Continuous improvement

* Quality of employees

« Shareholder expectations

VALUES

« Open, Honest communication
+ Respect for individuals
« Exhibit Employment Equity

|

STRATEGIC OBJECTIVES

» Return on capital employed
« Cash flow

« Profitability

» Reliability of performance

Internal External

* Adding value * Competitive
* Quality prices

* Meeting deadlines * Reliable service

+ Share customer requirements
* Quality service

« Safety

« Superior project management

« Continuous improvement

« Continuous improvement * Product and service innovation el
« Empowered workforce
Source: Kaplan and Norton, (1993:135).
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2.3.1 The business vision

According to Smit and Cronje (1997:143-147), for top management to lead the
organisation to success in the future it needs a strong vision. Having a vision implies
that managers need to think about ways to carry their organisation into the future.
South African managers face the challenge of surviving a global environment in which

new technologies and political alignments are important realities.

Smit and Cronje (1997:143-147) indicate that a clear vision is important to an

organisation for the following reasons:

1. A vision promotes change, it serves as a road map for organisations as they move

through accelerated change, thus it is a vehicle for driving change.
2. Avision provides the basis for a strategic plan.

3. A vision enhances a wide range of performance measures. It has been found that
companies with a clear vision statement outperform those companies that do not
possess a vision. This should be considered by shareholders when selecting

companies in which they can invest.

4. A vision helps to keep decision making in context, it provides focus and direction.
Organisations with a clear vision help employees to focus their attention on what is
most important to the organisation, discouraging them from exploiting short-term

opportunities they may otherwise seize.

5. In South Africa, as well as in other countries, organisations tend to become
managerially leaner and flatter; decision making becormes more decentralised. A
Clear vision can affect the premises that people use to make decisions in the

absence of direct supervision

6. A vision motivates individuals and facilitates the recruitment of talent. A vision
should enable employees to see how their effort contributes to the organisation’s

success. The vision should also indicate the attributes valued by organisation, for
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example innovation and knowledge.

7. A clear vision has positive consequences. When top management effectively
communicates the vision, there is a significantly higher level of job satisfaction,
commitment, loyaity, pride, esprit de corps, and clarity about the organisations

values, productivity and encouragement.
Kaptan and Norton (1996:10-15) agree that a shared ultimate goal or strategy that has
gained consensus and translates the direction the organisation wishes to head in, is the

starting point from where a Balanced Scorecard can be formed.

The Trainer Development SBU vision conforms to the Maccauvlei vision which is as

follows:

“Maccauviei will be the preferred provider in improving the performance throughout the
Anglo American Corporation and Southern Africa by 2005”

(Blackbeard et al. 2004:2))

2.3.2 The business mission

According to Pearce and Robinson (1994:49), the mission can be defined as the
fundamental, unique purpose that sets the organisation apart from other organisations
of its type and identifies the scope of its operations in (i) product, (i) market and (iii)
technological terms.

A mission statement, therefore, provides answers to the questions:

1. What is our business i.e. product?

2. Who is our client i.e. market?

3. How will we provide this product or setvice i.e. technology?

Pearce and Robinson (1994:49) go on to say the answers to these three questions
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should clearly set the organisation apart from similar organisations. A mission
statement should ensure unanimity of purpose within the organisation, and serve as the
basis for resource allocation. The mission statement also sets the parameters within

which all decisions should be made.

The importance attached to re-engineering and total quality management (TQM) in
contemporary management emphasises two additional components that should be
addressed by the mission statement, namely the customer and quality (Pearce and
Robinson 1994:51).

When formulating a mission statement, management should be very sensitive to the
claims of stakeholders, both inside the organisation and outside. Inside stakeholders
such as employees would like to see their economic, social and psychological needs
being addressed in the mission statement. The general pubiic, an outside stakeholder,
may want its concern for the conservation of the environment to be addressed in the
mission statement, this may form part of the value statement if a value statement is
used. (Pearce and Robinson 1994:49.)

Maccauvlei’s corporate mission statement which the Trainer Development SBU uses is

as follows:

“Maccauvlei meets customer needs by providing integrated performance improvement
products and services, delivering a full range of leadership management, supervisory

and ftrainer competencies as well as offering specialist conference facilities.”
(Blackbeard et al. 2004:2.)

2.3.3 The business values

The value statement of a company plays an integral role in how a company achieves its
vision and according to Smit and Cronje (1997:102), it also plays an integral role in
forming organisational culture i.e. how managers, employees and customers interact

and behave towards one another.

Organisations should also address the following components in their vision statement,
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or should state them in an addendum to the mission statement if a value statement is

not used. This is often referred to as the philosophy of the organisation: (Pearce and

Robinson 1994:50.)

1. The organisation's intention to secure its survival through sustained growth and
profitability.

The organisation's culture (its beliefs and values).

The organisation's public image.

The self-concept of the organisation (its capabilities - that is, where its strength lies).

S

The organisation's social responsibility towards its internal stakeholders (e.g.
employees and shareholders) and outside stakeholders (e.g. the government and

general public).
Maccauvlei and the Trainer Development SBU corporate values are as follows:

Maccauvlei subscribes to the principles of strong and ethical corporate governance.

internally and externally we excel in:

1. Customer service
2. Business improvement

3. People development

Furthermore the Trainer Development SBU adds to these values its own set values in

regard to employer - employee relationships and relationships with clients, these are as
follows:

Key values of the Trainer Development SBU:

1. Relationship building; building relationships and partnerships and promoting
collaboration (internally and externally).

2. Staff development; develop staff to full potential and aspirations.

3. Teamness, development of teamwork by open, transparent consultation and valuing
people's contributions.
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4 Performance; development of a performance ethic focussed on quality, reliability,

competence, accountability and performance assessment.

Values employees can expect from the Trainer Development SBU (Blackbeard et al.

2004:3.):

Clear accountability and authority specification for all roles.
Competent managers.

Participation in task assignment and policy development.
Challenging work to extend individual capacity.

Timely feedback on personal effectiveness.

2

Fair differential remuneration based on level of work.

Values the Trainer Development SBU can expect from the individual:

Integrity; to behave honestly.
Commitment; to devote one’s full potential capability and energy to work.
Reliability; to be counted upon consistently to do what is expected or required.

Initiative; to originate new ideas or methods without being asked.

o wbh =

Co-operation; to work together without being asked.

Trainer Development SBU values towards clients:

Put client's interests ahead of your own.

Do not take on more work than can be serviced.
Do not do work you are not qualified to perform.
Do not disclose confidential information.

Admit to errors.

Fully disclose all conflicts of interest.

N oA LN =

Maintain a fair fee schedule.

According to a communication with Blackbeard (2004), the Trainer Development SBU
manager, “The SBU values encompass the spirit of the SBU and propagate a cuiture in

which goals and strategic measures of the Balanced Scorecard will be achieved.”
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2.3.4 Strategic perspectives

The Balanced Scorecard comprises of four perspectives which Kaplan and Norton

(1996:5) believe are generic to all companies. These perspectives are:

The financial perspective
The customer perspective

The internal process perspective

W o

The innovation learning and growth perspective

In the following section each one of these perspectives will be discussed in more detail

with reference being made to the Trainer Development SBU.
2.3.41 Financial perspective

According to Kaplan and Norton (1996:47), building a Balanced Scorecard should
encourage business units to link their financial objectives to corporate strategy. The
financial objective serves as the focus for the objectives and measures in all other
scorecard perspectives. It could be said that the other three perspectives are in
essence answerable to the financial perspective. Therefore financial objectives should
be set in iine with company strategy and need to consider ail of the risk involved
(Jalbert and Landry, 2003:32-41).

2.3.4.1.1 Linking financial objectives to business unit strategy

Financial objectives can differ considerably in each stage of a business'’s life cycle.
Business strategy theory suggests several different strategies that business units can
follow, ranging from aggressive market share growth down to consolidation, exit and
liquidation. For simplification purposes Kaplan and Norton (1996:48) identify just three
stages, namely the Growth stage, Sustain stage and the Harvest stage.

The Trainer Development SBU can be classified as being in its later growth stage as
industry growth in the training and development sector is still continuing for the most

part because of government legislation promoting employee development. This
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legisiation is in the form of the Skills Development Act (97/1998) which attempts to co-
ordinate industrial training in @ more structured and purposeful manner. Its objectives,

amengst others, are:

1. To develop the skills of the South African workforce.

2. Toincrease the return of such investment.

3. To encourage employers to use the workplace as an active learning environment,
so that employees can acquire new skills and new entrants can acquire work
experience.

To encourage workers to participate in leamerships and other training programmes.

To ensure quality of education and training in the workplace.

To improve the prospects of those who were previously disadvantaged.

To assist work seekers and retrenched persons to find employment.

® N O 0 b

To assist employers to find qualified workers.

The act provides for the establishment of various structures to advise on and regulate
industrial training. One such structure is SAQA (South African Qualifications Authority)
where SETA’s (Sectoral Education and Training Authority) for each industry are formed
in order to ensure standardised high quality learning and qualifications (SAQA Act,
58/1995). The Trainer Development SBU falls under the ETDP (Education Training and
Development Practices} SETA where the Trainer Deveiopment SBU manager is a
member of the board. This provides the Trainer Development SBU course products
with higher credibility as they are fully registered according to the relevant unit
standards and have NQF (National Qualification Framework) ratings. (Bendix,
2001:139-141))

2.3.4.1.2 Risk management

According to Jalbert and Landry (2003:32-41), effective financial management must
address risk as well as return objectives relating to growth, profitability and cash flow.
Kaplan and Norton (1996:51) emphasize that businesses should balance expected
returns with management and control of risk. Thus many businesses include an
objective in their financial perspective that addresses risk dimensions of their strategy,

for example diversifying revenue sources away from a narrow set of customers, one or
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two lines of business, or particular geographical regions. In general, risk management
is an overlay, an additional objective that would compliment whatever expected return

strategy the business unit has chosen.

According to Blackbeard (2004), the Trainer Development SBU does not have a
particular risk management objective on its scorecard. Risk management is included in
its marketing and financial plan, where risk is diffused through broad based marketing,
where the course products offered are applicable to any medium to large sized
company that undertakes its own human resource development (HRD) in the Southern
African region. This diversified marketing is particularly important since in the past it
relied heavily on the mining sector, which fluctuated markedly due to the rand dollar

exchange rate.
2.3.4.1.3 Strategic themes for the financial perspective

Kaplan and Nortorn (1996:51-58) have found that, for each of the three strategies-
growth, sustain and harvest, there are three themes that drive the business strategy.
These are:

* Revenue and growth mix: Which includes new products, new applications, new
customers and markets, new relationships and new pricing strategy.

o Cost/reduction/productivity improvement: Which includes increasing revenue

productivity, reduction of unit costs, improving channel mix and reducing operating
expense.

o Asset utilisation/finvestment strategy: Which includes the cash cycle, and improving
asset utilisation.

Indicated in Table 2.1, are the appropriate measures to use in the financial perspective

for each stage in the organisation's life-cycle according Kaplan and Norton (1996:52).
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Table 2.1 The measures used in each of the strategic financial themes

Strategy Strategic theme - B
Revenue growth and mix Cost reduction/ Asset utilisation
Productivity
improvement
Growth « Sales growth rate by o Revenue /employee « investment (percentage
segment, of sales)
s Percentage revenue from « R and D (Percentage of
new products, services sales)
and customers.
Sustain « Share of targeted » Cost vs competitors e Working capitai ratios
customer and accounts e Cost reduction rates (cash to cash cycle)
» Cross-selling + Indirect expenses « ROCE by key asset
» Percentage revenue from (percentage of sales) categories
new applications o Asset utilisation rates
s Customer and Product
line profitability
Harvest ¢ Customer and product e Unit costs (per unit » Pay back
line profitability output, per « Throughput
« Percentage unprofitable transaction)
customers

Source: Kaplan and Norton, (1996:52).

As mentioned before, the Trainer Development SBU falis in between the growth and

sustain phase, thus the financial perspective on its scorecard consists of objectives and

measures from both the sustain and growth phase, indicated in Table 2.1. The Trainer

Development SBU financial perspective is represented below in Table 2.2:

Table 2.2 Trainer Development SBU financial perspective

Financial Perspective

| Key objectives Performance driver Measures
measures
1. Increase revenue Achieve/surpass budget 1. Revenue per product manager
of R8 805919 2. Revenue per product
L 3. Number of courses facilitated
2. Increase growth Growth in revenue 1. Revenue growth per product manger
R 7 00000 or 8.5% 2. Revenue growth per product
3. % market share
4. % industry growth
3. Reduce costs Achieve/ go below cost 1. Cost per product manager
budget R3 600000 2. Cost per product
3. Total remuneration
4. Total facilities and equipment cost
5. Total administrative cost
6. Total marketing cost
L 7. Total R and D cost
4. Increase return on Achieve ROl of 1.33in1 1. ROI per product manager
investment (ROI() 2. ROI per product
L 3. ROI from product development

Source: Blackbeard ef al. (2004:4).
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The Trainer Development SBU financial plan for 2004 can be summarised in to the

following four points (Blackbeard et al. 2004:4):

1. Cost associated with the Trainer Development Diploma (TDD) product needs to be

drastically reduced aiming at a return of investment of 1.28 on every rand spent.

2. Cost associated with moderator training needs to be addressed aiming at a return of

investment of 1.28 on every rand spent.
3. For 2004 prices will be increased by 7% counteracting inflation.
4. Aim to increase sales by 5% while maintaining costs as per budget
2.3.4.1.4 Summary

According to Kaplan and Norton (1996.61-62), financial objectives represent the long
term goals of the organisation: to provide superior returns based on the capital invested
in the SBU, using the Balanced Scorecard does not conflict with this vital goal. The
Balanced Scorecard can make financial objectives more explicit and customize
financial objectives to the business unit in different stages of their growth and life cycle.

Kaplan and Norton (1996:61-62) go on to say that the financial perspective of the
scorecard enables senior executives of business units to specify metrics by which long
term success of the enterprise can be evaluated; as well as identify the variables
considered important to create and drive the long term outcome objectives. The drivers
in the financial perspective will be customized by the scorecard to the industry, the

competitive environment and the strategy of the business unit.

Eventually, all objectives and measures in the scorecard perspectives should be linked
to achieving one or more abjectives in the financial perspective. This linkage to
financial objectives explicitly recognises that the long term goal of the business is to
generate financial returns to investors; and all strategies and programs, and initiatives
should enable the business unit to achieve its financial objectives. Every measure

selected for a scorecard should be part of link of cause and effect relationships, ending
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in financial objectives that represent a theme for the business unit. (Kaplan and Norton,

1996.61-62.)
2.3.4.2 Customer perspective

According to Kapian and Norton (1996:63), in the past companies could concentrate on
their internal capabilities, emphasizing product performance and technology innovation.
But now companies that do not understand their customer needs eventually find that
competitors can make inroads by offering products or services better aligned to their
customers. Thus, companies are now shifting their focus externally to customers. This
is primarily done through focus on customer satisfaction and the need to consider the

expectations of customers (Jalbert and Landry, 2003:32-41).

In the customer perspective of the Balanced Scorecard, companies identify the
customer and market segment in which they have chosen to compete. This segment
represents the sources that will deliver the revenue component of the company's
financial objectives. The customer perspective enables companies to align core
customer outcome measures like satisfaction, loyalty, retention, acquisition and
profitability to targeted customers and market segments. It also enables them to identify
and measure explicitly, the value propositions they will deliver to targeted customers
and market segments. The value proposition represents the lead indicator for the core
customer outcome measures and is vital to understanding and satisfying ones
customers. (Kaplan and Norton, 1996:63.)

2.3.4.2.1 Market segmentation

In general existing and potential customers are not homogenous; they have different
preferences and values with regard product or service offerings. A strategy formulation
process, using in-depth market research, should reveal the different market and
customer segments, and their preferences along the dimensions like price, quality,
functionality, image, reputation, relationship and service. The company’s strategy can
then be defined by those customers and market segments that it chooses to target. The
Balanced Scorecard, as a description of a company’s strategy, should identify the

customer objectives in each targeted segment. (Kaplan and Norton, 1996.64.)

Chapter 2: The Balanced Scorecard 31



The Trainer Development SBU market segmentation is widely based at ali medium to
large companies that need to train and register their human resource development
officers with SAQA in Southern Africa. Withstanding this, there is however stili a
marketing and program emphasis towards the mining sector, traditionally the Trainer
Development SBU’s largest customer base. (Blackbeard, 2004.)

The products offered by the Trainer Development SBU are sequential and have
accredited NQF ratings to finally develop trainers, who can train management level
skills. Their core marketing is done through the SBU manager presenting at high level
HRD conferences and seminars. Brand building is done through course registration
with SAQA and the NQF, recognition by higher learning institutes both locally and
internationally, and by association with the Anglo American Corporation. (Blackbeard,
2004.)

2.3.4.2.2 The core customer measurement group
Kaplan and Norton (1996:68) subscribe that the core measurement group of customer
perspective is generic across all kinds of organisations. The core measurement group

includes measures of:

1. Market share: Reflecting the proportion of business in a given market (in terms of

number of customers, dollars spent, or unit volume sold) that a business unit sells.

2. Customer acquisition: Tracks, in absolute or relative terms, the rate at which a

business unit attracts or wins new customers.

3. Customer retention: Measures, in absolute or relative terms, the rate at which a

business unit retains or maintains ongoing relationships with its customers.

4. Customer satisfaction: Assesses the satisfaction level of customers along specific

performance criteria within the value proposition.

3. Customer profitability: Measures the net profit from customers after allowing for the

unique expenses required to support that customer.
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Figure 2.4 Core measures of the customer perspective

Customer perspective- Core measures:

Customer
profitability

Figure 2.4 indicates the core customer measurement group in the customer perspective
and how they influence customer profitability. The links between the core customer

S

Source: Kaplan and Norton, (1996:64).

measurement groups are also indicated.

Table 2.3 indicates the customer perspective in the Trainer Development scorecard.
Note that it adheres to the core measurement group by Kaplan and Norton (1996:68).

Table 2.3 Trainer Development SBU customer perspective

Customer Perspective
Key objectives Performance driver Measures
measures
1. Customer satisfaction Repeat sales (70% of 1. Response time to customer requests
total accounts) 2. Number of complaints
3. Number of referrals
4. Customer retention
2. Improve customer loyalty | Repeat accounts (70% of | 1. Number of referrals
accounts) 2. % return business
3. Number of contacts made with existing
customers
3. Increase market share % market share (40% in 1. Customer analysis
product segment) 2. Competitor analysis
3. Customer service
4. % New customer acquisition
5. % Customer retention sales
6. % Related product sales
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Key objectives Performance driver Measures
measures

4. Customer acquisition % new accounts (30% of
total accounts)

% new customers in each region

% new customer from each company
% new customer from each industry
Cost per customer

Net profit per customer

5. Customer profitability 1.28 in 1 ROI

DNy L P ek

Source: Blackbeard et al. (2004:5).

2.3.4.2.3 Measuring the customer value proposition

The customer value proposition represents the attributes that companies provide,
through their products and services to create loyalty and satisfaction in their targeted
customer segments. The value proposition is the key concept for understanding the
drivers of the core measurements of satisfaction, acquisition, retention and market
share. The value proposition is a lead indicator of how successful the core customer
measures are. The attributes that are common to all value propositions according to
Kaplan and Norton (1996:73-84) are as follows:

1. Product and service attributes: This encompasses the functionality of the
product/service, its price and its quality.

2. Customer relationships: Including the delivery of the product/service to the
customer, including the response and delivery time dimension, and how the
customer feels about purchasing from the company.

3. Image and reputation: Reflecting the intangible factors that attract customers to a

company.

Figure 2.5 The composition of the customer value proposition

The customer value proposition

- i

Function- Quality Price Time
ality

Source: Kaplan and Norton, (1996:74).
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The Trainer Development SBU value proposition is represented in Table 2.4.

Table 2.4 Trainer Development value proposition

Category Value - ' _
™. Product and service 1. Fully SAQA accredited and registered HRD trainers, training courses
attnbutes that are recognised by numerous local and international institutes.

Courses offered range from entry level NQF4 to training of )
management NQF6 that are complementary in nature to cross selling.
2. Professional SAQA registered faciliiators.
3. In-house professional facilities and accommodation (NOSA 5 star

rating).
4. Competitive sector related prices.
2. Customer 1. Flexible to customer needs, will travel and administer out-of-house
relationships training.

Highest commitment to quality and customer satisfadtion

3. Image and repuiation ! 1. Angio American forms pareni company.

2. Fully SAQA accredited and registered courses that are recognised by
numerous local and intemational institutes.

3. Highest commitment to quality and customer satisfaction for the last 2i—j

[ L years. .

Source: Bilackbeard et al. (2004:5).

23424 Summary

According to Kaplan and Norton (1996:24-29), when formulating the customer
perspective, the manager should have a clear idea of their targeted customer and
business segments. Then select a set of core outcome measurements namely; share,
retention, acquisition, satisfaction and profitability for these targeted segments. These
outcome measures represent the targets for the company’s marketing, operational
logistics and, product and service development processes. But these outcome
measures have some of the defects of traditional financial measures. They are lagging
measures; employees will not know how they are doing with regard to customer
satisfaction or retention until it is too late to affect the outcome. Also these measures do
not communicate what employees should be doing in their day to day activities to
achieve the desired outcomes. To remedy this, managers should also identify what
customers in the targeted segment value, and choose the value proposition they will
deliver to these customers. They can select objectives and measures from among the
three classes of attributes that if satisfied, will enable the company to retain and expand
its business with these targeted customers. Thus the value proposition will act as a
lead indicator of the success of the core customer measures. (Kaplan and Norton,
1996:24-29.)
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2.3.4.3 Internal processes perspective

The interna! business process perspective focuses on the production process and need
to be effective and efficient (Jalbert and Landry, 2003:32-41). For this perspective,
Kaplan and Norton (1996:92) indicate that managers must identify the processes that
are most critical for achieving customer and shareholder objectives. Companies
typically develop their objectives and measures for this perspective after formulating
objectives and measures for the financial and customer perspectives. This sequence
enables companies to focus their internal business process metrics on those processes
that will deliver the objectives established in the financial and customer perspectives.

2.3.4.3.1 Internal business process value chain

Each business has a unique set of processes for creating value for its customers and
praducing financial results. However, according to Kaplan and Narton (1996:96) there
is a generic value chain model that provides a template that companies can customize
in preparing their internal business perspective. This mode! encompasses three
principal business processes:

o Innovation
e (Cperations

o Post sale services

In the innovation process, the business unit researches the emerging or latent needs of
customers, and then creates the products and services that will meet these needs.

The operations process, the second major step in the generic internal value chain, is

where existing products and services are produced and delivered to customers.

The third major step in the value chain is the service to the customer after the original

sale or delivery of the product or service.

Figure 2.6 illustrates the generic value chain model as perceived by Kaplan and Norton
(1996:96). At the top of the figure are the three processes discussed above, these in
turn are broken down into their components represented by the block arrows which flow
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from the customer needs being identified to being satisfied. Below this the strategic
themes and measures per process are identified to complete the figure. This means
that in the innovation process, firstly the market needs to be identified and secondly, an
offering is designed for that market, where the strategic theme is market segmentation
and the relative measure is percentage market share. For the operations process the
offering is built and delivered to the customer. The strategic themes are
customer/channel matching and service quality. The strategic measures for the
operational processes are the percentage of revenue generated from new products and
internal customer satisfaction. Finally in the post sales service process the focus is on
servicing the customer and the strategic theme is cross selling with the measure is the
percentage of cross sales and performance per product manager.

Figure 2.6 The generic value chain model

The generic value chain model

Manage the risk
Identify C"’“ Ilver tbe
the Service the
et servace servlces customer
y; Manage the busmess
Strategic / Ma“"h i
Target customer
themes profitable with the Service
_________ segments  _ _ _ _ _channel quality Cross-sell
i Cross sell ratio
Str :' feg] C‘ *Quality of *% revenue from A =
measures market share new products S Se]lln':gmcion:acts
(profitability by -Channel satisfaction pe’ mea"
product segment) transaction mix manager

*New revenue per
product manager

Source: Kaplan and Norton, (1996:96).
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Table 2.5 represents the intemal processes perspective in the Trainer Development
scorecard. Note how the ideals of Kaplan and Norton's (1996:96) generic value chain

filter through onto the scorecard at point 2 on the Table 2.5.

Table 2.5 Trainer Development SBU internal processes perspective

Internal Processes Perspective

Key objectives | Performance driver Measures
measures
1. Increase For a course to be 1. Facilitation assessment
product quality | accredited by all major 2. Course development
local institutes and by 10 | 3. Number of customer complaints
major international 4. Retumn business
institutes by 2006
2. improve Value added chain 1. Innovation process-marketing assessment, R and
systems assessment D assessment i.e. % revenue from new products
management 2. Operational process-Product delivery assessment
i.e. internal customer satisfaction
3. Post sales service process-Customer service
B assessment, cross selling assessment
3. Achieve Facilitator rating scale (all | 1. Facilitator qualification
facilitation facilitators should achieve | 2. Facilitator experience
excellence 80%) 3. Facilitator registration with ETDP SETA
4. Fadcilitator equipment/venue assessment
5. Administration assessment
4. Achieve Number of course 1. Number of customer complaints
administrative : disruptions due to 2. Number of cancelled courses
excellence administrative errors 3. Number of incorrect bookings
{reduce through a half life | 4. Number of times course material is incorrect or
of 6 months) not provided B

Source: Blackbeard et al. (2004:6).

2.3.4.3.2 Summary

In the internal processes perspective, managers identify the critical processes at which
they must excel if they are going to meet the objectives of shareholders and of targeted
customer segments. Conventional performance measurement systems focus only on
monitoring and improving cost, quality and time based measures of existing business
processes. In contrast, the approach of the Balanced Scorecard enables the demand
for internal process performance to be derived from expectations of specific external

constituencies i.e. customer and shareholders.

One recent development has been to incorporate the innovation process as a vital

component of the internal business process perspective. The innovation process
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highlights the importance of, first identifying the characteristics of the market segment
that the organisation wishes to satisfy with its future products and services. Then
design and develop the products and services that will satisfy those targeted segments.
This approach enables the organisation to put considerable weight on research,

design, and development processes that yield new products, services, and markets.

The operational process thus remains important and organisations should identify the
cost, quality, time, and performance characteristics that will enable it to deliver superior
products and services to its targeted current customers. Post sale service processes
enable companies to feature when the appropriate important aspects of service that
oceur after the purchased product or service have been delivered to the customer. For
the business the most important thereof is referrals and the cross selling of products
(Kaplan and Norton, 1996:115-116).

2.3.44 Leaming and growth perspective

The learning and growth perspective focuses on keeping up with changing customer
expectations and the need to invest in company growth through human resource
development (Jalbert and Landry, 2003:32-41). According to Kaplan and Norton
(1996:126), the learning and growth perspective is the forth and final perspective on the
Balanced Scorecard and develops objectives and measures to drive organisational
learning and growth. The objectives established in the financial, customer and internal
business process perspectives identify where the organisation must excel to achieve
breakthrough performance. Where as the objectives in the learning and growth
perspective provide the infrastructure to enable ambitious objectives in the other three
objectives to be achieved. Objectives in the learning and growth perspective are the

drivers for achieving excellent outcomes in the other three perspectives.

The Balanced Scorecard stresses the importance of investing for the future and not just
in the traditional areas of investment, such as new equipment and new product
development and research. Equipment, research and development investments are
important but they are unlikely to be sufficient by themselves. Organisations must also
invest in their infrastructure, people, systems, and procedures; if they are to achieve

ambitious long-term financial growth objectives. (Kaplan and Norton, 1996:126.)
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2.3.4.4.1 Employee development

According to Kaplan and Norton (1996:127-128), today almost all routine work has
been automated; computer controlled manufacturing operations have replaced workers
for routine machining, processing and assembly operations. Service companies are
increasingly, giving their customers direct access to transactions processing through
advanced information systems and communications. In addition, doing the same job
over and over, at the same level of efficiency and productivity is no longer sufficient for
organisational success. For an organisation just to maintain its existing relative
performance, it must continually improve. If it wants to grow beyond today’s financial
and customer performance, adhering to standard operating procedures established by
the organisational executives is not enough. Ideas for improving processes and
performance for customers must increasingly come from front line employees who are
closest to intemal processes and the organisations customers. Standards for how
internal processes and customer responses were performed in the past provides the
base line from which improvements must continually be made. However, it cannot be a
standard for current and future performance. This shift requires major re-skilling of
employees so that their minds and creative abilities can be mobilised for achieving
organisational objectives. Kaplan and Norton (2004:52-63) reintegrate this by

emphasising that the most valuable intangible category is human capital.

2.3.4.4.2 Core employee measurement group:

Kaplan and Norton (1996:129) have found that most companies use employee

objectives drawn from a common core of three outcome measurements, namely:

1. Employee retention - This is the percentage of employee turnover.

2. Employee satisfaction - This can be determined by the amount of decision
involvement, job recognition, sufficient information, initiative encouragement, staff

function support and company satisfaction employees get.

3. Employee productivity - Revenue per employee factoring in costs involved in

generating the revenue.
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These core outcome measurements are then supplemented with situational specific

drivers of the outcomes or enablers, namely:

1. Staff competency - These are the strategic skills, training level and skill leverage of
the staff.

2. Technology infrastructure - The strategic technology, strategic database,
experience capture, propriety software, patent and copyrights of the organisation.

3. Climate for action - The key decision cycle, strategic focus, staff empowerment,
personal alignment, morale and teaming of the organisation.

Figure 2.7 Learning and growth measurement framework

LEARNING AND GROWTH MEASUREMENT FRAMEWORK

I

Core
measurements
e Staff Technology Climate for
Nablers | competency | |infrastructure action
*Strategic skills *Strategic technology *Key decision cycle
*Training level *Strategic database *Strategic focus
+Skill leverage *Experience capture +Staff empowerment
*Propriety software *Personal alignment
*Patent, copyrights *Morale & teaming

Source: Kaplan and Norton, (1996:129).

Figure 2.7 represents the core employee measurement group and their enablers. From
this figure it is possible to view how the enablers; competency, technological
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infrastructure and correct climate influence employee satisfaction. This in turn promotes
employee retention and productivity which are the non-financial measures, leading

finally to improved results, which forms the driving financial measure.

The Trainer Development SBU learning and growth perspective is featured in Table
2.6. It is of interest to note that the Trainer Development core measures differ from
Kaplan and Norton’s (1996:129), in that employee retention is included in employee
satisfaction and a new core measure s introduced as employee development, whereby
each employee has a personal development plan. This was deemed necessary as,
according to the SBU manager, “Higher education providers should be at the forefront
of training technology development in order to further add value and credibility to
course products.” The enablers however do remain the same, namely. staff

competency, technological infrastructure and climate for action. (Blackbeard, 2004.)

Table 2.6 Trainer Development SBU leaming and growth perspective

Learning and Growth Perspective
Key objectives Performance driver Measures
measures
1. Employee development Employee skills audit 1. Development plan progress report
{NQF level compared to 2. Hours training per employee
position and at least 3. Employee NQF level
100hrs training per year)
2. Employee satisfaction Culture audit (% 1. Employee tumover
employee tumover) 2. Employee motivation assessment
3. Suggestion Scheme i.e. numbers
3. Employee productivity Employee ROI (where 1. Achievement of employee targets
possibte be 1.33in 1) 2. % performance bonuses paid
3. Revenue eamed per employee/
Revenue generated

Source: Blackbeard et af. (2004:7).

23443 Summary

Ultimately the ability to meet ambitious targets for financial, customer, and internal
business process objectives depend on the organisational capabilities for innovation
learning and growth. The enablers for learning and growth come primarily from three
sources: employees, systems and organisational alignment. Strategies for superior
performance will generally require significant investment in people, systems and

processes that build organisational capabiliies. Consequently, objectives and
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measures for these enablers of superior performance in the future should be an integral

part of any organisation’s Balanced Scorecard. (Kaplan and Norton, 1996:24-25.)

A core group of three employee based measures namely: satisfaction, productivity and
retention, provide outcome measures for investments in employees, systems, and
organisational alignment. The drivers of these outcomes, according to Kaplan and
Norton (1996:24-29), are to date, somewhat generic and less developed than those of
the other three Balanced Scorecard perspectives. This indicates that a SBU using the
Balanced Scorecard should pay particular attention to the development of customized
employee, system, and organisational metrics that can be more closely linked to a

business unit's strategy.

2.3.4.5 Productinnovation perspective

It is noteworthy that no real product innovation objectives or measures appear on any
of the above Trainer Development SBU perspectives in particular the internal
Processes perspective where product development would usuaily reside. This is
attributed to the fact that the Trainer Development SBU places product innovation in its
own perspective, as a fifth perspective. This has been done as the SBU manager
considered course development and training, through innovative techniques based on
the |atest scientific research, to be essential in developing market leadership: the aim of
the Maccauvlei vision (Blackbeard, 2004).

According to Kaplan and Norton (1996:34), the four generic perspectives should be
considered a template, not a straight jacket. They include that there is no mathematical
formula that exists to suggest that four perspectives are necessary or sufficient. But do
agree that they have yet to come across a scorecard that uses less than four
perspectives. In the adding of more perspectives, Kaplan and Norton (1996:35)
recommend that that all stakeholder perspectives, when vital for the success of the
business unit's strategy, can be incorporated in a Balanced Scorecard. The Trainer

Development SBU product innovation perspective is featured Table 2.7.
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Table 2.7 Trainer Development SBU product innovation perspective

Product innovation Perspective

Key objectives Performance driver measures | Measures
1. Product development Value of product rights 1. % of products less than 3yrs old -
(increase 25% by end of 2006) 25%

2. Ratio / time taken to incorporate
new technology

3. Period between course updating
4. Number of new courses
2. Course accreditation For a course to be recognised 1. Number of local institutes that
by all major local institutes and endorse products
by 10 major international 2. Number of international institutes
institutes by 2006 that endorse products
3. Number of accredited facilitators
4. Number of SAQA registered
courses
3. Product architecture Product set value (increase 5. Number of complementing
25% by end of 2006) products

6. Repeat business due to
sequential or related products

Source: Blackbeard et al. (2004:8).

The Key objectives of the product innovation perspective is firstly product development,
where course age and new technology incorporation is measured, with the aim of
increasing final product value. The second key objective is course accreditation this
has been included according to the SBU manager, “That no matter how good and
innovative your product is, if it is not acceptable to the state education framework
(SAQA) and other higher learning institutes, your course will have no market.” The
third key objective is product architecture; the premise behind this key objective is that
of developing a set of innovative, accredited, high quality products that are sequential
in nature according to the NQF structure set out by SAQA. With the aim of promoting
repeat business and cross selling, since repeat business costs less to initiate than new
business. (Blackbeard, 2004.)

This additional perspective makes the Trainer Development scorecard unique and
indicates the adaptation that is required to develop a Balanced Scorecard that fits ones
business needs. in the adding of additional perspectives, Kaplan and Norton (1996:34-
35) indicate that additional perspectives should be undertaken with care and must form
part of a fully integrated measurement system that contains causal chain linkages
between each perspective that define the business unit's strategy in achieving its
vision. Kaplan and Norton (1996.:35) also warm against the use of too many measures

since this can dilute and undercut the scorecard’s focus on achieving the vision.
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2.4 DEVELOPING METRICS

As mentioned, one of the key attributes of the Balanced Scorecard is its focus on lead
indicators: measures that are non-financial in nature and indicate positive changes that
can be made to influence future financial outcomes or lagging indicators.
Schneiderman (1999:6) subscribes that a successful scorecard should have a ratio of
at least six lead indicators to each lag indicator. The problem however is that lead
indicators are difficult to develop, since they require innovation and often have no
standard unit. This is often the reason companies depend so greatly on financial or
lagging indicators as they are traditionally well documented and developed i.e. financial

accounting, and have a standard unit i.e. Rands.

Gering and Mntambo (2001:20-21) identify three reasons why indicators based on
traditional accounting systems provide notoriously poor measurement information.
Firstly, financial information is easy to manipulate. Profit and loss depend on
assumptions regarding the future and timing. Profits may be placed in reserves and
released later to smooth performance. This may hide poor performance and when it is
finally diagnosed it may already be too late to remedy the situation. Secondly, financial
information is not timeous in nature. Changes in market conditions take time to show
up in the financial results. This is exacerbated by the fact that in most companies the
financial results themselves go through a verification process and often do not show
what to correct once something has gone wrong. Finally, current profits cannot tell you
whether you are investing enough or too much in the future or whether you are

investing in the capacity you will need. (Gering and Mntambo, 2001:20-21.)

One relatively simple approach, according to Kaplan (1990:9), that can be used to
develop non-financial measures is the half-life metric, developed by Schneiderman
previously vice president of quality improvement and productivity at Analog Devices.
The half-life metric, measures the length of time required for a processes performance
to improve by 50%. It can be applied to any process metric such as cost, quality, or
time, that the organisation wants to reduce to zero. Examples of such metrics are: late
deliveries, number of defects, scrap, absenteeism, number of complaints and number
of suggestion. This metric can even be applied to the wastage time in process cycle
times and new product-development times. (Kaplan and Norton, 1990:9.)
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The half-life metric assumes that when TQM teams are successfully applying formal
quality improvement processes they should be able to reduce defects at a constant
rate. For example, suppose the organisation has identified on time delivery as a critical
customer objective. Currently, the business unit may be missing promised delivery
dates on 30% of orders. If its goal is to reduce the missed delivery percentage to 1%
over a four-year (48-month) period, a 30-fold improvement, it can reach and actually
exceed this target by a continuous improvement process that reduces missed

deliveries by 50% every nine months.

By establishing the rate at which defects are expected to be eliminated from the
system, managers can validate whether they are on a trajectory that will yield the
desired performance over the specified time period. A continuous improvement metric,
like the half-life, tells us whether we are heading in the correct direction, and at a rate
that will enable us to reach our ambitious target in the requisite time period. (Kaplan,
1990:9.)

To use the half-life metric as an outcome measure in process improvement, a company
should (Kaplan and Norton, 1996:165):

« |dentify the process metrics where it wants process improvements.

¢ Estimate the half-lives expected for these processes.

e Construct an index that will report the percentage of processes that are improving at
the rate specified by the estimated half-lives.

The Half-life metric Figure 2.8 indicates an initiative by Trainer Development SBU over
a 2 year period to reduce customer complaints; which at the beginning of the initiative
averaged at 35 complaints per month. It was decided that the objective of reducing the
number of compliant by half every four months was feasible. This metric is the top of a
system of measures put into place within Trainer Development SBU administration and
in conjunction with the Hotel and Conference centre SBU, as it was determined that
this was the region where the majority of customer complaints originated from.
(Blackbeard, 2004.)
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In Figure 2.8 the red line indicates target number of customer complaints, it is notable
that it is in the form of a curve showing that as one proceeds in achieving desired
performance the increments get smaller and harder to achieve. The blue polygon
represents the real number of customer complaints, thus the initiative’s performance
can be compared to the desired performance, shown by the red curve. Note that the
real number of customer complaint levels out at 20 to 24 months, indicating that below
five customer complaints per month is a realistic sustainable monthly target.

Figure 2.8 Half life metric customer complaints
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There are two complementing measures that the Trainer Development SBU determined
should accompany the half-life measure in customer complaints reduction initiative.
These are the number of feedback forms received (Figure 2.9) and the number of
delegates on course (Figure 2.10); when compared with the half-life measure of
customer complaints they validate it by indicating if targets were achieved simply
because less delegates or feedback forms were received in a certain month or whether
these stayed constant and real improvement was achieved.

When the customer complaints half-life graph is examined in combination with the two
complementing graphs (number of delegates and number of feedback forms received)
this initiative can be considered to have been a success as customer complaints have
been reduced from 35 to below 5 a month over a 24 month period.
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Figure 2.9 Feedback forms received
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Figure 2.10 Total number of delegates on courses
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The half-life metric is just one of many systems for measurement of non-financial
indicators. What makes the half-life method so useful is that it is highly adaptable and
can be used on any process that can be zeroed. Secondly, it is easily understood and
simple to use and finally, it has been tried and tested in many diverse applications over
a number of years. (Schneiderman, 1999:8-9.)
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2.5 SYNOPSIS

in this chapter, firstly the definition and benefits of the Balanced Scorecard were
discussed and it was concluded that the Balanced Scorecard is a multi perspective
strategic management tool that uses four perspectives. Where one perspective focuses
on financial measures and the other three perspectives focus more on non-financial or
leading indicators in order to determine how to achieve future financial goals. The most
important benefit gained from the Balanced Scorecard is a focussed future orientated
strategy that directs the company’s resources in the same direction (alignment) to

achieve its vision. Thus sustainable company growth can become a reality.

Secondly, the components of the Balanced Scorecard were discussed, namely: the

company vision, mission, values and strategic perspectives.

The company vision describes where the company is going (destination), in other
words what the company finally wants to achieve or be. The company mission
statement describes how the company is going to achieve its vision, it can be said that
the vision and mission are the scorecard drivers. Company values on the other hand,
lay the foundations for the organisation and Balanced Scorecard culture; it is the spirit

in which the company achieves its vision.

The vision, mission and values are used to help form the four Balanced Scorecard
perspectives. The first perspective is the financial perspective which focuses on how
the company looks to its shareholders. This is the perspective that all the other
perspectives are answerable to, since a companies point of being is to grow revenue.
Thus the financial parameters for the other perspectives are set here. The second
perspective is the customer perspective, here the focus is placed on how to become
the customers maost valued supplier. This includes the product package offered,
marketing and after sales service. The third perspective is the internal processes
perspective, the focus here is on the processes both long and short term that the
company needs to excel at to achieve financial and customer objectives. This
perspective includes the processes involved in the entire organisational value chain.
The final perspective is the learning and growth perspective, here the question asked is

how can the company continue to improve and create value, particularly in regard to
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employee capabilities and motivation. As a point of interest a product innovation
perspective is discussed since the Trainer Development SBU makes use of one as a
fifth perspective, since it considers product quality and accreditation to be paramount in

achieving its vision. (Kaplan and Norton, 1895:1-8.)

The final part of this chapter covered the need for non-financial measures and how the
half-life metric is a useful tool when non-financial measures are difficult to develop. The
half-life metric relies on a premise of how long it will take to reduce a process defect by
half, based on this a program of incremental goais can be created to reduce the defect

to zero or as close as viably possible (Schneiderman, 1999:8-9).

The next chapter will continue on the Balanced Scorecard literature review theme,
focusing on how the Balanced Scorecard is built and how to avoid Balanced Scorecard

failure.
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CHAPTER 3
BUILDING THE BALANCED SCORECARD

3.1 INTRODUCTION

This chapter contains the step by step process, according to Kaplan and Norton
(1996:294-311), needed to build an organisation or strategic business unit's (SBU) first
Balanced Scorecard. Each step of this process will be accompanied by a description of

how the Trainer Development SBU built its scorecard.

The second half of this chapter is devoted to the reasons why a Balanced Scorecard
implementation may prove unsuccessful. Again the Trainer Development SBU is used
to demonstrate how these pitfalls can be avoided and sustained long term growth

achieved.

3.2 BUILDING THE SBU’S FIRST BALANCED SCORECARD

3.2.1 introduction: Building and implementing the Balanced Scorecard

Constructing a strategic business unit's first Balanced Scorecard can be accomplished
by a systematic process that builds consensus and clarity about how to translate a
SBU's mission and strategy into operational objectives and measures. The project
requires an architect who can frame and facilitate the process and collect relevant
background information for constructing the scorecard. The scorecard should however
still represent the collective knowledge and energies of the senior executive team of the
business unit. Uniess this team is fully engaged in the process, a successful outcome is
unlikely. Thus without the active sponsorship and participation of the senior executives,

a scorecard project should not be initiated. (Kaplan and Norton, 1996:294 )

The aim of the scorecard building and implementation process is to cascade strategy

down to operational level where real value is added. This process is also known as
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strategic alignment. Fonvielle and Carr (2001:6) said that in order to be effective, this
process must start with top management and cascade downward, "Unifying direction

for units, functions, teams, and ultimately individuals."
3.2.2 Gaining top management support for the Balanced Scorecard program

The first priority in building a successful Balanced Scorecard is to gain consensus and
support among senior management on why the scorecard is being developed (Kaplan
and Norton, 1996:295). Many managers find the conceptual appeal of a Balanced
Scorecard to be obvious; they see the shorticomings of measurement limited to
financial measurement and need little prompting to develop a more balanced approach.
The conceptual appeal of the scorecard, however, is not a sufficient reason to embark
on such a program. In dealing with the task of gaining top management support, there
are a few tactics that are useful. An important tactic is educating the key decision
makers about the need and implementation of performance measures. Secondly, a
high-level person to serve as a champion for the idea needs to be recruited (Fonvielle
and Carr, 2001:4-14).

When the process is launched and properly supported, the senior executive team
should identify and agree on the principal purposes for the project. These program
objectives will help to (Kaplan and Norton, 1996:295):

¢ Guide the construction of objectives and measures for the scorecard.
e Gain commitment among the project participants.

o Clarify the framework for implementation and management processes that must

follow the construction of the initial scorecard.

Within the Trainer Development SBU this process of gaining top management support
was made easier since the SBU manager initiated the Balanced Scorecard project,
after attending a series of seminars on new performance management techniques. The
next step was to gain the consensus and support from the four product managers. This
again was accomplished relatively easily owing to the culture of learning and
associated change within the SBU as stated by the SBU manager (Blackbeard, 2004).
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3.2.3 Decentralisation and leadership development

The Balanced Scorecard approach is best suited to a decentralised organisational
structure as it functions optimally when the organisation is made up of strategic
business units that work according to a cascaded corporate strategic plan (Fonvielle
and Carr, 2001:6). According to Kaplan and Norton (1996:297-298), each SBU head
uses the corporate scorecard as the starting point to formulate the unigue SBU-level

strategy based on the corporate Balanced Scorecard.

There however was no corporate or Maccauvlei scorecard for the Trainer Development
SBU to follow in the forming of their scorecard. Instead the Maccauvlei vision, mission,
values and strategy were used with the corporate objectives set by Anglo American
Corporation head office to form the Trainer Development SBU scorecard from scratch.
Thus the Trainer Development SBU scorecard is viewed as a pilot study for the roll out
of a Maccauvlei scorecard (Blackbeard, 2004).

3.2.4 Reasons for choosing to construct a Balanced Scorecard

The initial impetus for constructing a Balanced Scorecard can arise from the need to
(Kaplan and Norton, 1996:299):

o Clarify and gain consensus about vision and strategy
¢ Build a management team

e Communicate the strateqgy

e Link rewards to achieving strategic objectives

e Set strategic targets

« Align resources and strategic initiatives

¢ Sustain investment in intellectual and intangible assets

» Provide a foundation for strategic learning

According to Kaplan and Norton (1996:299), the selection of the objectives for the

scorecard project at the outset, is not to constrain the subsequent uses of the
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scorecard, but rather to motivate and communicate why the organisation is developing

a Balanced Scorecard.

The central objectives that led to the Trainer Development SBU constructing a

Balanced Scorecard was the need to develop sustainable growth and profitability.

Since the South African government implemented a policy that forced a spending 1,5%
to 2% of employee remuneration on training, there has been a substantial increase in
the funds available and thus demand for training. According to the South African
Reserve Bank, the total remuneration to employees during 1997 was R312,4 billion,
thus this means that an additional R3,1 billion will flow into the national education
system. Given international experience, it is unlikely that these funds will flow to the
public system. More likely it will flow to the private sector, the most likely segment to be
favourably influenced by the government levies to be imposed on employers. The
private sector is expected to offer investors the best combination of growth and equity
available. (Skills Development Bill, 1897:1-24)

This has led to the Trainer Development SBU experiencing substantial revenue growth
over the past five years. However, the sustaining of that growth poses the biggest
question of their Balanced Scorecard; as the training sector is beginning to reach
equitibrium in supply and demand. This is due in part to the market being flooded by
new private training providers. The other central issue is that of the Trainer
Development SBU’s reliance on the mining sector for a large percentage of business.
The mining sector’'s dependence on the rand/dollar exchange rate and the need for
cost cutting when conditions are unfavourable i.e. the Rand’s value being high against
the dollar. This tends to lead to training costs being cut first, which in turn leads to the
Trainer Development SBU losing business (Blackbeard, 2004).

Figure 3.1 shows the Rand dollar exchange rate for the last 5 years (2000 to 2005), it is
notable that the exchange rate curve peaked in the first quarter of 2002, at just under
12 Rand per 1 US Dollar. For the current first quarter of 2005 it is around 5.80 Rand
per 1 US Dollar; this is aimost a halving of the value of the US dallar in two and half
years. With regard to mining companies that earn in Dollars and pay their costs in
Rands, this theoretically means a halving in revenue (Ryan, 2005).
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Figure 3.1 The Rand/Dollar exchange rate
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Source: RainbowNation.com, (2005).

3.2.5 Choosing the architect

Once agreement on the objectives and future role for the Balanced Scorecard has
been reached, the organisation should select the person who will serve as the
architect, or project leader, for the scorecard. According to Kaplan and Norton
(1996:299), the architect will own and maintain the framework, philosophy, and
methodology for designing and developing the scorecard. A good architect requires a
client, which is usually the senior management team. As in a building project, the client
must be totally engaged in the development process, since the client will assume
ultimate ownership of the scorecard and will lead the management processes

associated with using it.

Kaplan and Norton (1996:299) go on to say that the architect guides the Balanced
Scorecard building process by overseeing the scheduling of meetings and interviews.
The architect ensures that adequate documentation, background readings, and market
and competitive information are available to the project team, and in general keeps the
process on track and on schedule. Over the course of facilitating the construction of the
initial scorecard the architect, must manage the cognitive analytic process that
translates soft general statements about strategy and intent into explicit measurable
objectives (Kaplan and Norton, 1996:299). He also serves as a team leader
responsible for the interpersonal process of team building and conflict resolution. Thus
the architect must have line power and executive support to impose the changes that a
Balanced Scorecard brings about (Fonvielle and Carr, 2001:4-14).
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The architect, in Kaplan and Norton's (1996:299-300) experience, has most often been
a senior staff manager in the organisation. They have seen people from a broad range
of backgrounds managing and facilitating the development process of a Balanced

Scorecard in their firms, for example:

¢ Vice presidents of strategic planning or business development
¢ Vice presidents of quality management

» Vice presidents of finance, or divisional controller etc.

Some organisations have used outside consultants to assist the internal architect for

the scorecard development process (Kaplan and Norton, 1996:300).

The architect in the construction of the Trainer Development SBU scorecard was the
SBU manager this was deemed the logical choice based on his knowledge acquired
through attending high level performance management seminars and studying the
works of Kaplan and Norton. Owing to the SBU being of a relatively small size, the SBU
manager served as both the client and architect. This fast tracked the process as
gaining top management support was not an issue and the SBU manager aiready had
a good idea of the key objectives that would need to be translated into the scorecard
framework. (Blackbeard, 2004.)

3.2.6 Building a Balanced Scorecard: The process

The Trainer Development SBU used the suggested structure and timeframe put
forward by Kaplan and Norton (13896:295-310) in building their first Balanced Scorecard
approximately five years ago. The reason for choosing to do it this way is indicated by
Leahy (2000} in the question, "Unless you begin with the textbook approach and map
out your strategy first, how do you know what your performance measurement system
will consist of 7"

The process for building a SBU's first Balanced Scorecard consists of ten tasks which
are divided into four steps. According to Kaplan and Norton (1996:300), if executed
properly, the four-step process wili encourage commitment to the scorecard among
senior and mid-level managers and produce a competent scorecard that will help

_Chapter 3: Building the Balanced Scorecard 56



managers achieve their program objectives. The four steps suggested by Kaplan and
Norton (1996:302) are as follows:

Step 1 - Define the measurement architecture
Task 1. Select the appropriate organisational unit
Task 2. identify SBU/ Corporate linkages

Step 2 - Build consensus around strategic objectives
Task 3. Conduct first round of interviews
Task 4. Synthesis session
Task 5. Executive workshop first round

Step 3 - Select and design measures
Task 6. Subgroup meetings

Task 7. Executive workshop: Second round

Step 4 - Build the implementation plan
Task 8. Develop the implementation Plan
Task 8. Executive workshop: Third round

Task 10. Finalize the implementation plan
3.2.6.1 Step 1 - Define the measurement architecture
Task 1. Select the appropriate organisational unit

The architect must, in consultation with the senior executive team, define the business
unit for which a top-level scorecard is appropriate. Most corporations are sufficiently
diverse that constructing a corporate-level scorecard may be a difficult first task. The
initial scorecard process works best in a strategic business unit, ideally one that
conducts activities across an entire value chain: innovation, operations, marketing,
seiling, and service. Such an SBU wouid have its own products and customers,
marketing and distribution channels, and production facilities. It should be one where it
is relatively easy to construct summary financial performance measures, without the

complications related to cost allocations and transfer prices of products and services
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from or to other organisational units. (Kaplan and Norton, 1996:301.)

The Trainer Development SBU meets these requirements for a Balanced Scorecard as
its has its own complete value chain i.e. designing, marketing and facilitating courses

within the ETDP SETA, while being responsible for its own financial resuits.

Task 2. Identify SBU/corporate linkages

According to Kaplan and Norton (1996:302), once the SBU has been defined and
selected, the architect shouid learn about the relationship of the SBU in question to
other SBU's, divisions and corporate initiatives. The reality is that in the business
environment you can not focus on one component without affecting the others (Leahy,
2000). These relationships are analysed and causal models are drawn up in order to
avoid various business units undermining each other's efforts (lttner and Larker,
2003:88-95}.

The architect conducts interviews with key senior divisional and corporate executives to
learn about the foliowing aspects identified by Kaplan and Norton (1996:302):

1. Financial objectives for the SBU (growth, profitability, cash flow, harvest)

2. Qverriding corporate themes (environment, safety, employee policies, community
relations, quality, price competitiveness, innovation)

3. Linkages to other SBU’s (common customers, core competencies, opportunities for
integrated approaches to customers, internal supplier/customer relationships)

This knowledge is vital to guide the development process, so that the SBU does not
develop objectives and measures that optimize the SBU at the expense of other SBU's
or the entire corporation. The identification of SBU/corporate linkages makes visible
both constraints and opportunities that might not be apparent if the SBU were
considered as a completely independent organisational unit.

At Maccauviei the Trainer Development SBU derives its Scorecard from the constraints
set for Maccauvlei at divisional level; as at this stage there is no Maccauvlei or Anglo

American corporate Scorecard. This can be attributed to the diverse set of sectors that
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the Anglo American Corporation operates in, thus parameters and objectives are set for
Maccauvlei by Anglo American head office and these are incorporated in the Trainer
Development SBU scorecard. In this instance the Trainer Development Scorecard
could be considered a pilot study for further scorecard implementations. (Blackbeard,
2004.)

Figure 3.2 indicates the organisational flow chart and where the Trainer Development
SBU fits in to the corporate structure. From Figure 3.2 it is noticeable that the Trainer
Development SBU has the Training and Development SBU next to it. As afore
mentioned, in Chapter 1, these two SBU'’s are in the same industry sector; so although
they have different products there is the possibility of them undermining each other's
efforts. To avoid this, the two SBU’s are marketed together by the marketing
department. This means that although both SBU’s compile their own marketing plan, it
has to be approved by the marketing department. This approach has thus far avoided

any undermining issues. (Blackbeard, 2004.)

Figure 3.2 Organisational flow chart

Anglo American
Level 1 Corporation head
(Corporate) office
Level 2

(Divisional)

Level 3
(SBU) v

Source: Blackbeard, (2004).
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3.2.6.2 Step 2 - Build consensus around strategic objectives

Task 3. Conduct first round Interviews

At this stage of the scorecard construction the architect puts together an architectural
team to interview the senior manager of each SBU, as well as the various executives of
the company. The aim being to develop a general idea of the corporate strategy and
the central objectives that need be achieved to make the strategy a success. This way
the scorecard can reflect the strategy and direction that the company is going in and
avoid conflicting paths. This interviewing process, developed by Kaplan and Norton
(1996:302), is described in more detail below.

The architect should prepare background material on the Balanced Scorecard, as well
as internal documents on the company's and SBU’s vision, mission and strategy. This
material is supplied to each senior manager in the business unit, typically between 6
and 12 executives. The architect should also acquire information on the industry and
competitive environment of the SBU, including significant trends: in market size and
growth; competitors and competitor offerings; customer preferences; and technological
developments. After the senior executives have had an opportunity to review the
material, the architect conducts interviews of approximately 90 minutes each with the
senior managers. During these interviews, the architect obtains their input on the
company’s strategic objectives and tentative proposals for Balanced Scorecard

measures across the four perspectives.

The interview process and subsequent synthesis of information is best done by a group
of two or three individuals. The architect, as the leader of the team, will typically
conduct the actual interview asking questions and probing after responses. One person
may concentrate on the actual objectives and measures specified by the executive,
while another attempts to capture quotes that serve to flesh out and give more meaning
and context to the objectives and measures. The interviews can be free flowing and
unstructured but the interview process, as well as the aggregation of information
supplied by the executives, will be better facilitated if the architect uses a common set
of questions and offers a common set of potential responses. (Kaplan and Norton,
1996:302.)

Chapter 3: Building the Balanced Scorecard 60



The interviews accomplish several important objectives, according to Kaplan and
Norton (1996:302). The explicit objectives are to introduce the concept of the Balanced
Scorecard to senior managers and respond to questions they have about the concept.
As well as to get their initial input about the organisation’s strategy and how this
translates into objectives and measures for the scorecard. The implicit objectives
include: beginning the process of having top management think about translating
strategy and objectives into tangible operational measures. Learning about the
concerns that key individuals may have about developing and implementing the
scorecard; and identifying potential conflicts among the key participants either in their
view of the strategy and objectives or at a personal or inter-functional level. (Kapian
and Norton, 1996:302-303.)

The Trainer Development SBU’s architect, as before mentioned, is the SBU manager.
The secondary SBU management level the product managers were consuited and
formed the ‘Architectural group.’ This group conducted the interviews, the relevant
parties and stakeholders were interviewed and all pertinent information was
consolidated, so that the parameters and objectives of the Scorecard could be aligned
with Maccauvlei as whole (Blackbeard, 2004). The most pertinent objectives identified

for the Trainer Development SBU are as foliows:

Firstly, a strategy needs to be developed that can be successfully used to achieve
sustained long term growth for the Trainer Development SBU over a five year period.
Secondly, the Trainer Development SBU should work closely with the ETDP SETA to
ensure that it and its products are at the forefront of the higher education reformation
process. Thirdly, relating to the achievement of the first objective, the Trainer
Development SBU needs to differentiate itself from its competitors. This should be
done through an aggressive product research and development strategy which focuses
at incorporating the most up to date material according to international higher learning
trends in to its course products. Fourthly, again relating to differentiation from
competitors, the Trainer Development SBU needs to develop ties with and have its
courses recognised by as many local and international higher learning institutes as
possible (Blackbeard, 2004).

In order to indicate the structure and level of the ‘Architectural team.’ the SBU Trainer
Development organogram is represented in Figure 3.3.
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Figure 3.3 Trainer Development SBU organogram and products
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Source: Blackbeard, (2004).

Task 4. Synthesis session

According to Kaplan and Norton (1996:304), after all the interviews have been
conducted, the architect and other members of the architectural team should meet to
discuss the responses in the interviews. Thus highlighting issues and developing a
tentative list of objectives and measures that will provide the basis for the first
meeting of the top management team. The architectural team members can also
discuss their impressions about the personal and organisational resistance to the
change the Balanced Scorecard will bring about. Arveson (1999) prescribes this as
the major challenge to the scorecard and archtectual team. The primary form of
resistance to the Balanced Scorecard resides in the inclusion of non-financial
measures as many mangers exhibit bias towards these in favour of traditional
financial measures (Lipe and Salterio, 2000:283-298). Thus the architectural team
need to devise a strategy to smooth this change; this will normally revolve around
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education programs, transparent communication and championing through top

management support.

Kaplan and Norton (1996:304) further say that the output of the synthesis session
should be a listing and ranking of objectives in the four perspectives. Each perspective
and objective within the perspective should be accompanied by anonymous quotes
from the executives that explain and support the objectives. The team should attempt
to determine whether the tentative list of prioritized objectives represents the business
unit's strategy, and whether the objectives across the four perspectives appear to be
linked in cause-and-effect relationships that are consistent and mutually reinforcing
(Kaplan and Norton 1997:5-10). These observations can serve as discussion questions

during the executive workshop to follow.
Task 5. Executive workshop: First round

The architect schedules and conducts a meeting with the top management team to
begin the process of gaining consensus on the scorecard. During the workshop, the
architect facilitates a group debate on the mission and strategy statements until a
consensus is reached. The group then proceeds from the mission and strategy
statement to answer the question, “If | succeed with my vision and strategy, how will my
performance differ for shareholders, for customers, for internal business processes,
and for my ability to grow and improve?” Each perspective is addressed sequentially in
this way. (Kaplan and Norton, 1996:304.)

The architect shows the proposed objectives, their rankings and associated quotes
derived from the interviews. The group will then deliberate on the objectives for each
perspective. Each objective should be discussed in its own right, not compared to other
objectives, so that its specific relevance, strengths and weaknesses can be fully
explored (Kaplan and Norton, 1896:305).

After all the candidate objectives for a perspective have been introduced and
discussed, the group votes on the top three to four candidate objectives. This,
according to Kaplan and Norton (1996:305), can be done in a variety of ways: written

bailots, show of hands or giving each person three green dots and asking him or her to
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place a dot next to each objective they considered the most important. For the highest-

ranked objectives, the architect and the team will draft a one-sentence or one-

paragraph description.

The executive team should then be divided into four subgroups, each responsible for
one of the perspectives. One executive from each subgroup is chosen to iead the
subgroup for the next stage of the process. In addition to the senior executives,
representatives from the next levels of management and key functional managers
should be included in the four to six person subgroups to broaden the base of

deliberations and consensus. (Kaplan and Norton, 1996:305.)

By the end of the workshop, the executive team will have identified three to four
strategic objectives for each perspective; a detailed descriptive statement for each
objective; and a list of potential measures for each objective. After the meeting, the
architect prepares and distributes a post-workshop document that summarizes the
accomplishments, and lists the composition and leader of the four subgroups (Kapian
and Norton, 1996:304-305).

In the Trainer Development SBU's case its relatively small size meant that the SBU
manager and four product managers worked together in designing the objectives and
relating measures for each perspective, thus the above mentioned process was done
within the architectural team itself. To suit the SBU business conditions five
perspectives were decided on namely: the financial perspective, the customer
perspective, the leamning and growth perspective, the internal business perspective,
and the product innovation perspective. (Blackbeard, 2004.)

The key objectives for financial perspective consisted of increasing revenue, increasing
growth, cost reduction and increasing return on investment. From the customer
perspective the key objectives were: improved customer satisfaction and loyalty, and
increased market share. The internal process perspective key objectives were:
improved product quality, improvement in systems management, better facilitation
quality and administrative competence. The leaming and growth perspective key
objectives were: pertinent improved employee development, increased employee

satisfaction and productivity. Finally, for the product innovation perspective they were:
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market leading product development, course accreditation and improved product

architecture focussing on cross-selling initiatives. (Blackbeard, 2004.)

Figure 3.4, adapted from Kaplan and Norton (1996:9), represents the five perspectives
of the Trainer Development driven by its vision and strategy. The financial perspective
has been placed higher than the other perspectives as, according to Kaplan and
Norton, the financial perspective serves as the parameter for the objectives and
measures in all other scorecard perspectives. In each perspective the key objective
measures for that perspective are listed. The outer blue arrows indicate the links i.e.
cause and effect relationships that each perspective has with each other. The inner red
arrows indicate the alignment between the vision (strategy) and the five perspectives of

the Trainer Development SBU.

Figure 3.4 Trainer Development SBU Balanced Scorecard structure

Vision
“Maccauvlei will be the preferred
provider in improving the
performance throughout Anglo

American Plc and Southern Africa
by 2005

Source: Kaplan and Norton, (1996:9); Blackbeard, (2004).
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3.2.6.3 Step 3 - Select and design measures

Task 6. Subgroup meetings

According to Kaplan and Norton (1996:305-306), the architect now works with the
individua! subgroups for several meetings. During these meetings, the subgroups

attempt to accomplish four principal objectives in their assigned perspective:

1. Refine the wording of the strategic objectives in line with the intentions expressed in
the first executive workshop.

2. For each objective, identify the measure or measures that best capture and
communicate the intention of the objective.

3. For each proposed measure, identify the sources of the necessary information and
the actions that may be required to make this information accessible.

4. For each perspective, identify the key linkages among the objectives within the
perspective, as well as between this perspective and the other scorecard
perspectives identifying how each measure influences the other.

Selecting and designing measures

Kaplan and Norton (1996:306) indicate that the essential objective in selecting specific
measures for a scorecard, is to identify the measures that best communicates the
meaning of a strategy to achieve an objective. As every strategy is unique, every
scorecard should be unique and contain several unique measures. However, Kaplan
and Norton (1996:306-307) have identified the following core outcome measures that
are generic to most scorecards;

The core financial measures are: return-on-investment (ROI), economic value-added
(EVA), profitability, revenue growth/mix and cost reduction productivity. Secondly, the
core customer measures are. market share, customer acquisition, customer retention
customer profitability and customer satisfaction. Finally, the core learning and growth
measures are: employee satisfaction, employee retention and employee productivity.
Interestingly, Kaplan and Norton (1996:306-307) do not include any generic core

internal process measures; it is therefore assumed that internal processes are too
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diverse for a single set of core measures to be applicable to all companies. Kaplan and
Norton (1996:96) have however developed a set of possible strategic measures for the

internal process perspective this is indicated in Paragraph 2.3.4.3.1.

While most scorecards will draw heavily from the core measures provided by Kaplan
and Norton (1996:306-307), the art of defining measures for a scorecard rests with the
performance drivers. These are the measures that make things happen, that enable the
core outcome measures to be achieved. Thus the aim, in this task, is for the architect
and the subgroup team to devise performance driver measures in the four perspectives

that will communicate, implement, and monitor the business unit's unique strategy.

The final output from the subgroups for each perspective, according to Kaplan and
Norton (1996:307), should be:

e A list of the objectives for the perspective, accompanied by a detailed description of
each objective.

e A description of the measures for each objective.

¢ An illustration of how each measure can be quantified and displayed.

e A graphic model of how the measures are linked within the perspective and to

measures or objectives in other perspectives.

When these outputs have been accomplished, the architect schedules the second

executive workshop.

At this point the Trainer Development SBU scorecard’s construction differs from Kaplan
and Norton's (1996:302) suggested plan, as its relatively small size meant that the
architectural team was better suited to this task than subgroups. The key objectives
and performance driver measures were hence formed by the architectural team for
each perspective respectively. One of the added advantages of doing it this way,
according to the SBU manager, was that each member of the team could see the
whole business spectrum of the Trainer Development SBU and thus the causal links
could be better identified between perspectives (Blackbeard, 2004). Table 3.1
represents the key objectives and performance drivers identified by the architectural

team for each of the five Trainer Development SBU perspectives.
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Table 3.1 Trainer Development SBU objectives and performance driver measures

[ Trainer Development SBU objectives and performance driver measures

Key objectives L Performance driver measures
Financial perspective
| 1. Increase revenue ' Achievefsurpass budget of R8 805919
2. Increase growth Growth in revenue R 7 00000 or 8.5%
3. Reduce coslis Achieve/ go below cost budget R3 600000
Customer perspective
| 1. Customer satisfaction ! Repeat sales (70% of sales)
2. Improve customer loyalty Repeat sales (70% of sales)
3. Increase market share % market share (40% in product segment)
Product innovation and development perspective
1. Product development Value of product rights (increase 25% by end of
2006)
2. Course accreditation For course to be recognised by all major local
institutes and by 10 major interational institutes
by 2006
3. Product architecture Product set value (increase 25% by end of 2006)
3. Employee productivity Employee ROI (where possible be 1.33 in 1)
Internal process perspective
1. Increase product quality For course to be accredited by all major local
institutes and by 10 major international institutes
by 2006
2. Improve sysiems management Value added chain assessment
3. Achieve facilitation excellence Facilitator rating scale (all faciitators shouid
achieve 80%)
4 Achieve administrative excellence Number of course disruptions due to
administrative emrors (reduce through a half life of
6 months)
Learning and growth perspective
1. Empioyee development Employee skills audit (NQF level compared to
position and at least 100 hrs training per year)
2. Employee satisfaction Culture audit (% employee turnover)

Source: Blackbeard et al. (2004.9).
Task 7. Executive workshop: Second round

The second workshop involves the senior management team, their direct subordinates,
and a larger number of middle managers. The organisation’'s vision, mission, strategy
and the newly created tentative objectives and measures for the scorecard should be
debated. The output from the subgroups need to be presented by the executives in the
subgroups, not by the architect. The presentations, according to Kaplan and Norton
{1996:304), will help build ownership of the objectives and measures, as well as for the

entire scorecard development process. The participants should in a pienary session or
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working group, comment on the proposed measures and start developing an
implementation plan. Kaplan and Norton (1996:305) indicate that a good focal point for
this second workshop is to be able, at the end, to sketch out a brochure to
communicate the scorecard intentions and contents to all employees of the business
unit. A secondary objective would be to encourage participants to formulate stretch
objectives for each of the proposed measures, including targeted rates of improvement.
Depending on the type of measure under consideration and the organisation’s
philosophy about target setting, a variety of approaches can be employed e.g. bench-
marking, rates of change and the half-life method, in order to specify targets to be
achieved in the next three to five years (Kaplan and Norton, 1996:304-307.)

For the reasons mentioned in task 6, the architectural team of the Trainer Development
SBU developed the secondary measures on their scorecard. These secondary
measures were then taken and stretch objectives were associated with them. Table 3.2
to 3.6 indicate the top level of the Trainer Development SBU Balanced Scorecard, it is
now possible to see how the key objectives are driven by the performance driver
measure and operationalised by the secondary measures. (Blackbeard, 2004.)

Table 3.2 The financial perspective

Financial Perspective
Key objectives Performance driver Secondary Measures
measures
1. Increase revenue Achieve/surpass budget 1. Revenue per product manager
of R8 805919 2. Revenue per product
3. Number of courses facilitated
2. Increase growth Growth in revenue 1. Revenue growth per product manger
R 7 00000 or 8.5% 2. Revenue growth per product
3. % market share
4. % industry growth
3. Reduce costs Achieve/ go below cost 1. Cost per product manager
budget 2. Cost per product
R3 600000 3. Total remuneration
4. Total facilities and equipment cost
5. Total administrative cost
6. Totai marketing cost
B 7. Total R and D cost
4. Increase return on Achieve ROl ratio of 1.33 | 1. ROI per product manager
investment (ROI) in1 2. ROl per product
3. ROl from product development

Source: Blackbeard et al. (2004:4).
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Table 3.3 The customer perspective

Customer Perspective

Key objectives Performance driver Measures
measures
1. Customer satisfaction Repeat sales (70% of 1. Response time to customer requests
total accounts) 2. Number of complaints
3. Number of referrals
4. Customer retention
2. Improve customer loyalty | Repeat accounts (70% of | 1. Number of referral
(retention) accounts) 2. % retumn business _ o
3. Number of contacts made with existing

customers

3. Increase market share

% market share (40% in
product segment)

Customer analyses
Competitor analysis
Customer service

% New customer acquisition
% Customer retention sales
% Related product sales

4. Customer acquisition

% new accounts (30% of
total accounts)

% new customers in each region
% new customer from each company
% new customer from each industry

5. Customer profitabilily

1.28 in 1 ROI

S e L e Ll

Cost per customer
Net profit per customer

Source: Blackbeard et al. (2004:5).

Table 3.4 The internal processes perspective

—

Internal Processes Perspective

Key objectives

Performance driver
measures

Secondary Measures

of 6 months)

| 1. Increase product quality | For course to be 1. Facilitation assessment |
accredited by all major 2. Course development
focal institutes and by 10 | 3. Number of customer complaints
major intemational 4. Return business
institutes by 2006
2. improve systems Value added chain 1. R and D assessment
management assessment 2. Marketing assessment
3. Product defivery assessment
| 4. Customer service assessment
3. Achieve facilitation Facilitator rating scale (all | 1. Facilitator qualification
excellence facilitators should achieve | 2. Facilitator experience
80%) 3. Facilitator registration with ETDP SETA
4. Facilitator equipment/fvenue
assessment
5.  Administration assessment
4 Achieve administrative Number of course 1. Number of customer complaints
excellence disruptions owing to 2. Number of cancelled courses
administrative errors 3. Number of incorrect bookings
(reduce through a haif life | 4. Number of times course material is

incorrect or not provided

Source: Blackbeard et al. (2004:6).
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Table 3.5 The learning and growth perspective

Learning and Growth Perspective

Key objectives

Performance driver
measures

Secondary Measures

L

| 1. Employee development Employee skills audit 1. Development plan progress report
(NQF ievel compared to 2. Hours training per employee
position and at least 3. Employee NQF level
100hrs training per year)
2. Employee satisfaction Cuiture audit (% 1. Employee turnover
employee tumover) 2. Employee motivation assessment
3. Suggestion Scheme i.e. numbers
3. Employee productivity Employee RO (where 1. Achievement of employee targets
possible be 1.33in 1) 2. % performance bonuses paid
3. Revenue earned per employee/

Revenue generated

Source: Blackbeard et al. (2004:7).

It is notable in Table 3.6, the product innovation perspective, that the secondary

measures would have normally formed part of the internal processes and, learning and

growth perspective, had the Trainer Development SBU only used the four generic

perspectives.

Table 3.6 The product innovation perspective

Product Innovation Perspective

| Key objectives

Performance driver
measures

Secondary Measures

1. Product development

Value of product rights

1.

% of products less than 3yrs old -25%

of 2006)

(increase 25% by end of | 2. Ratio / time taken to incorporate new
2006) technology
3. Period between course updating
B 4. Number of new courses
2. Course accreditation For course to be Number of local institutes that endorse
recognised by all major products
local institutes and by 10 | 2. Number of international institutes that
major international endorse products
institutes by 2006 3. Number of accredited facilitators
4.  Number of SAQA registered courses
3. Product architecture Product set value 1.  Number of complementing products
{increase by 25% by end | 2. Repeat business due to sequential or

related products

Source: Blackbeard et af. (2004:8).
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3.2.6.4 Step 4 - Building the implementation plan
Task 8. Developing the implementation pian

Kaplan and Norton (1996:308) suggest that a newly formed team, often made up of the
leaders of each subgroup, formalizes the stretch targets and develop an
implementation plan for the scorecard. This plan should include how the measures are
to be linked to the data base and information systems, as well as how to communicate
the Balanced Scorecard throughout the SBU. Olve et al. (2004:7) in fact emphasize
that a scorecard communication plan can either make or break a scorecard
implementation. This plan should also encourage and facilitate the development of
second-level metrics for the operational levels. As a result of this process, an entirely
new executive information system that links top-level business unit metrics down
through shop floor and site-specific operational measures can be developed (Kaplan
and Norton, 1996:308).

The Trainer Development SBU implementation plan again was underiaken by the
architectural team for the reason given in task 6. The implementation plan can be seen
more as an educational program on the Balanced Scorecard where all employees were
notified about the changes that the scorecard would bring about, to the SBU and to
them as individuals. Once all understood the changes that would occur, it became the
product managers' responsibility to link their own and subordinates' goals and
measures to the scorecard using their existing information system. Although relatively
simpie at this stage, the information system had aiready been geared towards using the
Balanced Scorecard through years of using Management by Objectives (MBO’s). This
process was overseen and facilitated the whole way by the SBU manager.
(Blackbeard, 2004.)

Task 9. Executive workshop: Third round

For the third round of workshops, Kaplan and Norton (1996:308) say that, the senior
executive team should meet in order to reach a final consensus on the vision,
objectives, and measurements developed in the first two workshops, and to validate the
stretch targets proposed by the implementation team. The executive workshop atso

identifies preliminary action programs to achieve the targets. This process usually ends
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up by aligning the strategic business unit's various change initiatives to the scorecard
objectives, measures, and targets. Fonvielle and Carr (2001:4-14) elaborate that the
success of the Balanced Scorecard depends on the extent to which the entire business
unit is aligned with the overall goals and objectives of the company. Thus, by the end of
the workshop the executive team should agree on an implementation program to
communicate the scorecard to employees, integrate the scorecard into a management
philosophy, and develop an information system to support the scorecard (Kaplan and
Norton, 1996:308).

Task 10. Finalize the implementation plan

For a Balanced Scorecard to create value, it needs to be integrated into the
organisation’s management system. Kaplan and Norton (1996:308) recommend that
management begin using the Balanced Scorecard within 60 days. Thus a phase in plan
should be developed, where the best available information is used to focus the
management agenda in such a way that it is consistent with the priorities of the
scorecard. The business unit’s information system needs to be updated and adapted to
the Balanced Scorecard in order to facilitate target-setting, monitoring and causal
relationship links (Olve et al. 2004.7). In fact Martinsons, Davison and Tse (1999:71-
78) believe that the Balanced Scorecard can actually be used to measure the value
and effectiveness of this information system itself.

Time frame for implementation

According to Kaplan and Norton (19986:308), a typical scorecard rollout project should
last for 16 weeks (see Figure 3.5). Many business units believe that they do nat have
enough time to implement the Balanced Scorecard in full. To remedy this they try to
develop a makeshift performance measurement system that is more tactical than
strategic in nature. The problem with this approach is that it can steer companies away
from measuring the things that really matter (Leahy, 2000). Kaplan and Norton
(1996:308-310) do however substantiate the scorecard building time span by indicating
that not all of the time is taken up with scorecard activities, as the schedule is largely
determined by senior executives’ availability for interviews, workshops, and subgroup
meetings. If people are available, on demand, the project time schedule can be

compressed. An advantage of doing the project over a 16-week period is that the
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senior executive team has time between scheduled events to contemplate and reflect
on the evolving structure of the Balanced Scorecard and strategy; the information
system and; most importantly the management processes that it will change (Kaplan
and Norton, 1996:309).

The architect’s involvement is substantial at the start of this timetable, up to about the
end of week 6 when the first executive workshop is held. In the second half of the
timetable, the client (senior executive team) should be taking more responsibility for the
development of the scorecard. The architect then shifts to a staff and facilitating role,
helping schedule the subgroup meetings and assisting in conducting of these meetings.
The more that the senior executive teams are responsible for the subgroup meetings
and the subsequent executive workshops, the more likely that the Balanced Scorecard
project will culminate in successfully accepted Balanced Scorecard. (Kaplan and
Norton, 1996:308-309.)

Figure 3.5 Generic Balanced Scorecard implementation timeline

Activities
1. Measurement program
architecture .
1. Select organisational
unit Project plan
2. Identify SBU/Corporate
linkages
objectives
3. First round interviews i
Interviews
4. Synthesis session Work shop # 1
5. Executive workshop:
First round
lll. Select strategic m b
6. Subgroup meetings
7. Executive workshop: Subgroups
second round THAEE Sap 3
IV. Build im ion
plan >
8. Develop
implementation plan Rollout plan
9. Executive Workshop: Work shop #
Third round
10. Finalize implementation
plan

Source: Kaplan and Norton, (1996:309).
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The scorecard implementation timeline presented in Figure 3.5 is based on the
assumption that the business unit has already formulated its strategy and has its
market and customer research readily available. In order that this information can be
used to make informed decisions on market segmentation and the value propositions to
be delivered to customers in the targeted market segments. If the business unit must
still do a strategic analysis of its industry so that it can make fundamental choices about
market, product, and technology strategies; or if it must conduct more detailed market
research, the schedule will be extended by the amount of time required for these tasks.
{Kaplan and Norton, 1996:310.)

In the case of the Trainer Development SBU the building of the Balanced Scorecard
was undertaken as an intensive four week project. This was possible through the fact
that the courses facilitated by the Trainer Development SBU require a full week to run.
(Hence when there is a public holiday in a week that week is usually reserved for
administrative purposes.) Thus the Trainer Development SBU Balanced Scorecard was
built when there were public holidays in two consecutive weeks, giving two full weeks of
exclusive focus on building the scorecard. The other two weeks of normal operations
were used to implement the scorecard into day to day operations. The advantages of
this approach included: momentum was maintained in the project; the sub groups were
always available; and no significant time loss occurred in normal business activities.
{Blackbeard, 2004.)

At the completion of the project schedule, the senior and top middle managers of the
business unit should have aobtained clarity and consensus on the translation of the
strategy into specific objectives and measures for the four perspectives. They should
have agreed on a roilout plan to implement the scorecard and the developing of a new
sufficiently adapted information system. There should be a broad understanding of the
management processes that will be changed as a result of having scorecard measures

at the heart of the organisation’s management systems. (Kaplan and Norton,
1996:310.)

3.3 GUIDELINES FOR USING THE BALANCED SCORECARD

In understanding and realising the value of Balanced Scorecards, Venkatraman and
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Gering (2004:1) claim that, "There have been as many unsuccessful Balanced
Scorecard implementations as successful ones.” Despite this Gering and Mntambo
(2001:20) indicate, “It is estimated that 50% of fortune 1000 companies are using the
Scorecard in one form or another.” This suggests that the Balanced Scorecard has
provided value for these companies, however this value is not assured and certain
pitfalls need to be avoided when implementing a Balanced Scorecard. Schneiderman
(1999:6) identified six possible reasons for a Balanced Scorecard implementations
failing. In this section these six reasons will be discussed and how the Trainer
Development SBU avoided them.

3.3.1 Schneiderman’s six reasons for Balanced Scorecard failure

The focus in this section 15 on Schneiderman's (1999.6) six reasons for Balanced
Scorecard failure and how to avoid them. This has been done as Schneiderman is
credited with creating the first Balanced Scorecard prototype (Kaplan and Norton,
1996:vii) and has many years of experience with the Balanced Scorecard in a vast
array of circumstances. Schneiderman’s (1999:6) six reasons for Balanced Scorecard

failure are as follows:

1. The independent (i.e. non-financial) variables on the scorecard are incorrectly

identified as the primary drivers of future stakeholder satisfaction.
2. The metrics are poorly defined.

3. Improvement goals are negotiated rather than based on stakeholder requirements,

fundamental process limits and improvement process capabilities.

4. There is no deployment system that breaks high ievel goals down to the sub

process {evel where actual improvement activities reside.
5. A state of the art improvement system is not used.

6. There is not and can not be a quantitative linkage between non-financial and

expected financial results.
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These will now be discussed individually in more detail:
3.3.1.1 Incorrect primary measures/drivers of future stakeholder satisfaction

According to Schneiderman (1999:8), nearly every surviving organisation has made
dramatic improvements to the obvious areas. Now, the vital few areas for improvement
are much less visible. A common mistake is to simply add more non-financial
measures, but this results in a loss of organisational focus and a dilution of effort (ittner
and Larker, 2003:88-95). According to Cummings (2004), too many metrics cause
confusion about the Balanced Scorecard and hamper its ability as an indicator.
Schneiderman (1999:6) suggests the following guidelines: restrict the top level key
objectives and measures of the scorecard to a single 82 x 11 inch sheet of paper with
18-pica or larger font and a ratio of non-financial to financial metrics of 6 to 1. This
numerical imbalance is based on the fact that initially, a financial measure has much
greater organisational weight than non-financial measures based on the traditional bias
manager exhibit to financial measures (Lipe and Salterio, 2000:283-298). Because of
transitional design and process issues, new Balanced Scorecard companies have
difficulty in identifying non-financial primary drivers and possibly an outside consultant
should be brought in to help (Kaplan and Norton, 2001:360-377).

The difficulty in tdentifying scorecard metrics is compounded by the requirements of
non-owner stakeholders like the employees, customers, suppliers, the community and
the state. Organisations are adding social responsibility as a stakeholder requirement
by including discretionary environmental initiatives, diversity and employee wellbeing in
their list of strategic objectives. Unless these requirements are explicitly considered, a
Balanced Scorecard can be at their expense (Schneiderman, 1999:6). With this in
mind, the Balanced Scorecard easily becomes a balancing act; to balance the views of
the various stakeholders and to make sure that each are represented. The Balanced
Scorecard as a management tool will fail when it tries to balance the interests of all the
stakeholders (Schneiderman, 1999:6). When this happens, the Balanced Scorecard
ceases 1o become a focused operationally coherent strategy. Instead it has a tendency
to become a list of indicators reflecting the preferences of each stakeholder. Thus at its
best, the scorecard is a tool which focuses all parts of the business on the financial

results and indicates in, explicit operational level terms, what the different parts of the
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organisation must do to achieve this. At its worst, the Balanced Scorecard becomes 2

balanced brainstorm (Gering and Mntambo, 2001: 20).

fn the case of the Trainer Development SBU the advantage of being a relatively small
SBU, meant that lack of scorecard focus due to attempting to satisfy too many
stakeholders, and thus identifying the wrong critical measures, was not the issue. It
might have been if it were the implementation of a corporate or large SBU scorecard.
The critical measures for the Trainer Development SBU were simply derived from its
set revenue, growth and ROI (return on investment) targets needed to achieve its
vision. From this point the critical non-financial measures were identified in each
perspective needed to achieve the financial goals. This resulted in a scorecard
resembling Schneiderman’s (1999:6) suggested format of an 8% x 11 inch sheet of
paper in 18-pica font. This Scorecard was duly displayed in prominent places within the
Trainer Development SBU as part of the implementation plan, to help reinforce the fact

that these are the critical drivers/measures. (Blackbeard, 2004.)
3.3.1.2 The metrics are poorly defined

According to Schneiderman (1999:6), metrics can be classified as results (measures
seen by the process customer) or process metrics (internal measures that cause the
results). Results metrics are most useful as a management tool and are usually what
appear on a scorecard. Process metrics are most useful to improvement teams since
they focus attention on the places within the process where improvements will have the

greatest impact. Good metrics, according to Schneiderman (1999:6), contain the
following characteristics:

1. The metric is a reliable proxy for stakeholder satisfaction.

2. The metric is weakness or defect oriented (have an ideal value of zero) and

continuously valued.
3. The metric is simple and easy to understand.

4. The metric is well documented, unambiguous, consistent, appropriately smoothed,
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and has metrologically sound operational definitions.

5. The metric is timely and accessible to those who can best use them.

6. The metric is linked to an underlying data system that facilitates the identification of

root causes of gaps in scorecard results.

7. Have a formal process for their continuous review and refinement.

Kaplan and Norton (1996:136) further suggest that good measures should be part of a
complementing system of measures in order to avoid any one particular measure
encouraging sub-optimisation. This system is commonly known as a causal model and
looks at the cause and effect relationships between metrics, in order that they comply
with the strategic objectives of the company (lttner and Larker, 2003:88-95).

Within the Trainer Development SBU an example of this would be where a half-life
metric is being used to try and reduce customer complaints to zero. When this metric is
placed on a causal model it indicates the need for complimentary measures to avoid
sub optimisation. Thus it was determined that the number of feedback forms received
from customers, in relation to the total number of customers attending courses needed
to be taken into account. This has been done order to ensure customers are given the
opportunity to comment on service delivered and to qualify the half-life curve of

customer complaints. (Blackbeard, 2004.)

Metrics need to be defined and maintained in a top down and bottom up process that
combines the detailed knowledge of the process executors with the big picture of the
executive. This need for joint ownership of metrics definition is often overlooked with
the result being that the metrics are either un-actionable or disconnected from business
objectives (Schneiderman, 1999:6). In order to ensure that this does not occur, the
Trainer Development SBU has process executors i.e. course facilitators, on the
scorecard development team. This team is responsible for creating the metrics and
determining the causal relationships that are used to measure the achievement of

objectives set by the executive, Anglo American Corporation head office (Blackbeard,
2004).
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3.3.1.3 Improvement goals are negotiated

According to Schneiderman (1999:6), specific goals should be set, based on
knowledge of the means that will be used to achieve them. Yet the resources available
to achieve the goals are rarely known at the time goals are set. The result is goals
being negotiated and from this situation two possible scenarios develop. Firstly, if the
goal is too low the organisation will underachieve relative to its potential. Secondly, if
the goals are too high, organisations will under perform relative to shareholder
expectations. Both these scenarios, according to Schneiderman (1999:6), need to be
avoided as they cause scepticism in the scorecard. This also tends to encourage self-
serving managers to chose and manipulate measurements to enhance their own
eamings and bonuses, while causing the company to underachieve relative to its
capacity (Ittner and Larker, 2003.88-95).

In order to set rational goals and avoid the above two scenarios a means of predicting
what is achievabie, based on a standard means of improvement, is needed. Rather
than negotiating scorecard goals, they should be based on knowledge of the required
parameters set by the strategic plan, needed to be a successful organisation. This
should then be applied to the knowledge gained through the use of an empirical model
such as the half-life method. (Schneiderman, 1999:6.)

The structure and size of the Trainer Development SBU largely avoids the problem of
negotiated sub-optimal goals as control and goal setting, remains for the most part, the
responsibility of the SBU manager, who through experience has a good idea of what
his team are capable of The Trainer Development SBU has however, always used
empirical models in goal setting and is now starting to use the half-life measure to set
and achieve goals in traditionally difficult to measure areas like customer satisfaction.
(Blackbeard, 2004.)

3.3.1.4 A proper deployment system is not used

Schneiderman (1999:6) puts forward that organisations all know that their financial
systems consolidate data generated at the transaction level. For example, individual
sales are aggregated to the product level, then to the product line level, and on untit a

total corporate sales number is calculated. This process can be reversed providing the
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means to explain changes in total sales. Non-financial measures should in principle

follow the same model used to calculate total sales.

Unfortunately, while sales are denominated in consistent units of currency, most non-
financial measures have incomparable units. However, the value of deploying
scorecards from the top to the bottom of the organisation is particularly beneficial in
providing alignment of objectives both financial and non-financial (Fonvielle and Carr,
2001:4-14). Without this alignment, significant process improvements throughout the
organisation fails to generate bottom line results at operational level. Figure 3.6

illustrates how the strategic goals should flow down the scorecard to operational level.

Schneiderman (1999:6) views scorecard deployment as a major activity in the
management of Balanced Scorecards. Wherever possible and sensible, scorecard
goals should be disaggregated and deployed downward in the organisation, to ensure
that each employee understands their piece of the big picture and can share in the
knowiedge of their contribution to the organisation’s overall success. Where this is not

possible, fuzzy (indirect) linkages can be made (Schneiderman, 1999:6).

According to Stivers et al. (1998:46-49), a crude measurement which cannot be used
for exact data may still indicate trends over time. Thus there is great value in even a
subjective agreement that if all of the goals of subordinates are achieved, then a higher

level goal will also be achieved, almost with certainty (Schneiderman, 1999:6).

The Trainer Development SBU has taken great care to implement and cascade its
scorecard down through its product managers to its facilitators. In September 2004 all
the product managers attended courses regarding the further refining and cascading of
the Balanced Scorecard to their subordinates (Blackbeard, 2004). In its Scorecard
implementation the Trainer Development SBU used the following three distinct
mechanisms, suggested Kaplan and Norton (1996:211-222), to ensure alignment and

acceptance of the Balanced Scorecard.

1. Communication and Education Programmes: A prerequisite for implementing
strategy is that all employees, senior corporate executives, and the board of

directors understand the strategy and the required behaviour to achieve the
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strategic objectives. A consistent and continuing programme to educate the
organisation on the components of the strategy, as well as reinforcing this
education with feedback on actual performance, is the foundation of organisational

alignment.

2. Goal-Setting Programmes: Once the base level of understanding exists,
individuals and teams throughout the business unit must translate the higher-level
strategic objectives into personal and team objectives. The traditional
management-by-objectives (MBO) programs used by most organisations should
be linked to the objectives and measures articulated in the Balanced Scorecard.

3. Reward System Linkage: Alignment of the organisation toward the strategy must
ultimately be motivated through the incentive and reward systems.

Figure 3.6 Strategic alignment flow chart

Top down strategic alignment I

Strategic
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Source: Fonvielle and Carr, (2001:6).
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3.3.1.5 A state of the art improvement system is not used.

According to Schneiderman (1999:6), there are well known organisations that still rely
on trial and error as their official improvement methodology. Usually this indicates that
they are missing essentials, such as: root cause analysis, verification of improvement,
documentation of changes and feedback on the improvement process itself. Although
improvement does occur by triai and error, the rates of improvement are less than 10%
of what they might be. This is compounded by executives’ natural tendency to expect
improvement at a rate 10 times what it rationally could be; the combination thereof

provides ample reason for frustration and scorecard failure. (Schneiderman, 1999:6.)

The Trainer Development SBU’s improvement system makes use of MBO's linked to its
performance bonus system. The MBO objectives are created through quality circles
that are product group specific and tie directly into the product innovation perspective.
To complete the loop employees are given feedback on their success in achieving the
set MBO objectives. These resuits are also used to re-assess the improvement system
strategy. (Blackbeard, 2004.)

To date this system has been successful in the SBU manager’s opinion; however they
are {ooking into investing in one of the more successful software programs to bolster
their improvement system through improved administration and information systems
(Blackbeard, 2004).

3.3.1.6 There is not and can not be a quantitative linkage between non-financial and

expected financial results

According to Schneiderman (1999:6), the Balanced Scorecard is based on a premise
that both the financial and non-financial sides of the scorecard are linked by a
metaphorical equation. The non-financial measures represent the independent
variables, the prospective or leading indicators of change. The financial measures are
the dependant variables and are the retrospective, lagging indicators. However the
organisation is not just the sum of its parts, it is a complex organic structure that

interacts with the external environment. This means that organisational, technological
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and environmental complexity complicate the above equation, making the link between

financial and non-financial measures indistinct.

There is also research taking place about the applicability of the chaos theory to
business systems; in the chaos theory, very small, even minute decisions have an
unexpected yet profound and lasting effect on the organisation (Schneiderman,
1999:6).

This leads to the conclusion that no matter how good a Balanced Scorecard is, the fong

term survival of a company is not ensured; the odds are simply significantly increased.

3.4 SYNOPSIS

The first half of this chapter discussed the building and implementation of a Strategic
business unit's first Balanced Scorecard. For this Kaplan and Norton’s scorecard
building and implementation plan was chosen. This was done on the basis that they are
the original developers of the Balanced Scorecard and are widely regarded as the
ieading authority on the subject (Chow, Haddad, and Williamson, 1997:21), with regular
publications on the Balanced Scorecard from 1992 to the time of this dissertation.

This plan comprises of four steps namely: building the implementation plan, selecting
and designing measures, building consensus around strategic objectives and defining
the measurement architecture. Consequently the Trainer Development SBU used
Kaplan and Norton's (1996:300) Balanced Scorecard building and implementation plan
to build their scorecard thus practical examples could be derived (Biackbeard, 2004).
Further information on the subject of building and implementing scorecards can be
derived from; Olve, Roy and Wetter (1999 48-49) as they have developed an alternate
eleven step method which has a certain following.

In the second half of this chapter the possible reasons for Balanced Scorecard failure
were discussed; as according Venkatraman and Gering (2004:1) there have been as

many unsuccessful Balanced Scorecard implementations as there have been
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successful ones. All these failures though seem to result from a common set of generic

problems (Schneiderman 1999:1), which are:

1. The independent (i.e. non-financial) variables on the scorecard are incorrectly

identified as the primary drivers of future stakeholder satisfaction.

2. The metrics are poorly defined.

3. Improvement goals are negotiated rather than based on stakeholder requirements,

fundamental process limits and improvement process capabilities.

4. There is no deployment system that breaks high level goals down to the sub-

process level where actual improvement activities reside.

5. A state of the art improvement system is not used.

6. There is not and can not be a guantitative linkage between non-financial and

expected financial results.

Thus these scorecard pitfalls, suggested by Schneiderman (1999:1-6), were analysed
and substantiated: it was also indicated how the Trainer Development SBU overcame
them.

Chapter 3 is the final chapter of the literature review section of this study. The focus of
the next two chapters is the substantiation of the Balanced Scorecard providing
business advantage to the Trainer Development SBU. The following chapter,
Methodology, reviews how this study was undertaken with regard to format, research
instruments and statistical analysis.
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CHAPTER 4
METHODOLOGY

4.1 INTRODUCTION

This chapter identifies the methodology and application thereof, used to determine if
the Balanced Scorecard developed by Kapian and Norton (Lipe and Salterio,
2000:283-298), provided any significant business advantage to the Trainer
Development SBU.

Firstly, the data requirements and sample selection will be discussed. Secondly, the

data gathering and instrument design will be covered and finally the survey

methodology and statistical analysis of results will be reviewed.

4.2 METHODOLOGY REVIEW

4.2.1 Data gathering and analysis objectives

The data gathering and data analysis phase of this study has the following three

objectives:

1. Gathering objective data about the financial performance (input and output) of those
strategic business units (SBU's) selected for the study.

2. Analysing the data using multivariate statistical methods to explore the reiationships

between SBU success and Balanced Scorecard use.

3. To substantiate whether or not the Balanced Scorecard helped to create any
business advantage for the Trainer Development SBU at Maccauvlei over a

strategic business unit, that does not have a Balanced Scorecard in place.
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4.2.2 Strategic business unit selection

For this research the Trainer Development and the Training and Development SBU's
were selected. This was firstly based on the fact that the Trainer Development SBU has
had a Balanced Scorecard in place for the last five years; while the Training and
Development SBU did not have a Balanced Scorecard in place. Secondly, both the
Trainer Development and the Training and Development SBU's are familiar with
Balanced Scorecard philosophy and the theory behind it: as performance management
training courses are run at Maccauvlei by their product managers, where Balanced
Scorecard methodology forms part of the course content. Thirdly, these two SBU’s are
similar in structure, business sector, customer base and both are under Maccauvlei
management. However, their products do differ in course content focus and number,
although both are registered in the ETDP (Education Training and Development
Practices) SETA (South African Education and Training Authority).

Table 4.1 Comparison between the Trainer Development and the Training and
Development SBU for 2004:

Areas of comparison Trainer Development Training and Development
SBU (Focus Group) SBU (Control Group)

SETA ETDP ETDP

Size 8 permanent staff 16 permanent staff

Location Maccauviei Maccauvlei

Geographical coverage Whole of Southem Africa Whole of Southern Africa

Target customers Training of HRD and trainers Training of HRD and trainers

Products 7 Training courses 32 Training courses

Parent company Anglo American Corporation Anglo American Corporation

Source: Blackbeard and Hollenbach, (2004:7).

The similarity between the two strategic business units when compared will help to
create a more objective view of the actual benefits provided by the Balanced Scorecard

as the SBU without a Balanced Scorecard in place can be seen as a Control Group.

For the purposes of this study to avoid confusion due to their similar names, the Trainer
Development SBU will be referred to as SBU A and the Training and Development
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SBU will be referred to as SBU B.
4.2.3 Sample selection

According to Kaplan and Norton (1996:12), the Balanced Scorecard serves as a
strategic level management tool for creating strategic objectives and identifying critical
drivers. Hence this study focused on top level and secondary level management of the
SBU's in question, as these functions fall into their job descriptions. The secondary
management level will be divided into two Sample Groups, Sample Group A will
represent the secondary management level of SBU A and Sample Group B will
represent the secondary management level of SBU B. The managers in the secondary

SBU management level, are called product managers in their respective SBU's.
4.2.4 Instrument selection

The instruments used for this study were determined by making use of an adapted
evaluation criteria matrix (Table 4.2), originally developed by Smith, Delahaye and
Gates (1986). This was done in order to choose the instruments that would derive the
most relevant quantitative or qualitative data, while remaining within the criteria of time,
cost and suitability to the relevant parties. Each instrument was rated according to
these criteria and a total value was derived, where the highest totals represent the
instruments used in this study. The explanation of the application of the evaluation

criteria matrix is as follows:

Firstly, along the top row of the matrix the criteria (blue) were chosen and rated (blue
figures) in order of their importance to the research. Secondly, the various methods
(green) available to the study were listed on the left of the matrix. Thirdly, the matrix is
filled in at the intersecting points of each criteria and method. This is done by giving the
method a rating of 1 to 3 in order of its usefulness in evaluating the criteria; with 3 being
the most useful. Consequently, the rating given (green figures) is multiplied by the
importance rating of the criteria (blue figures) to give the value (red figures) in each
block. Once all the blocks are filled in, they are added horizontally to give the bold red
value in the total column. Those values which are underiined in the total column
represent the highest values and thus the most useful methods and instruments to be

used in the research.
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Table 4.2 Evaluation criteria matrix

Criteria
Method SBU Sample | Other Relevant Cost Time | Total
Manager Group interested quantative
Involved involved | parties data
(6) (5) involved (3) | (4) (2) (1)
Individual 3 1 2 2 3 2
interview ﬂ'§
18 5 6 8 6 2
Group 1 2 1 2 1 1
interview 30
6 10 4 8 2 1
Questionnaire 1 3 1 3 3 3
45
6 15 3 12 6 3
Task analysis 1 2 1 3 1 1
34
6 10 3 12 2 1
Nominal group 1 3 1 2 1 1
technique 35
6 15 3 8 2 1
Critical 1 1 1 1 1 1
incident 21
technique 6 5 3 4 2 1
Financial 2 1 2 3 3 3
reports ﬁ
12 5 6 12 6 3
Written theory 1 3 1 < 3 3
examination 45
6 15 3 12 6 3

Source: Smith, Delahaye and Gates, (1986).

Table 4.3 indicates the results obtained from the evaluation criteria matrix (Smith,
Delahaye and Gates, 1986). The suitable research instrument for the each of the

research target population categories and their designation is indicated.

The Evaluation criteria matrix (Smith, Delahaye and Gates, 1986) indicated that a
questionnaire and theory examination would be the most suitable method of research
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when the relevant factors are taken into account for the product managers (Sample
Group A and B). While the best method of research for SBU A’'s manager would be that

of a structured individual interview.

Table 4.3 Selection of suitable research instruments

| Research target Designation Suitable research
population instrument
Top level SBU management e Business unit manager + Individual structured
(SBU A) interview
Secondary level SBU e Product managers s Questionnaire
management (product managers) | « HRD spegcialist + Theory examination
{for both Sample Group A and B)

This has been further supplemented by the financial results of SBU A and SBU B for
the period of 2000 to the predicted cumrent year 2005. in order to show a more
complete view of financial performance and to develop a correlation between financial
performance and Balanced Scorecard usage. The financial measures to be used will
be based on the core financial measures suggested by Kaplan and Norton {(1996:306)

to be generic in SBU scorecard’s, as measures of financial success namely:

Return on investment (ROI)
Revenue generated per annum (profitability)

Revenue growth per annum

L h =

Cost reduction productivity (efficiency)

These measures, including SBU revenue contribution to Maccauvlei as a whole are
consequently also the set determinants against which financial performance is
measured at Maccauvlei. This will provide a more comprehensive view as to whether
the Balanced Scorecard provided SBU A with any significant business advantage over
SBU B.

These instruments are to be organised in to a four pronged approach in proving the

hypothesis that the Balanced Scorecard used by SBU A provided business advantage
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for the period 2000 to 2005 and contributed to it being more successful than SBU B.
The reasoning behind this is that no single instrument can fully eliminate all result
contamination through unforeseen variables. However, through the use of four
instruments a far more convincing body of evidence can be developed; where the
results obtained from the individual instruments can be used to validate each other and
the instrument set as a whole. This four pronged approach for using the research

instruments is illustrated in Figure 4.1.

Figure 4.1 The instrument set

Body of evidence for
the Balanced

Scorecard providing
advantage to SBU A

Source: Author's research

4.3 INSTRUMENT DESIGN

4.3.1 Questionnaire

The questionnaire has been designed specifically for secondary level management
(Sample Group A and B) i.e. the product managers of SBU A and SBU B. In
accordance with the questioning guidelines suggested by Barnett (1991) in order that
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concise, unambiguous and reliable questions could be developed. The questionnaire
consisted of twenty questions; of which Section 1 is made up of fourteen questions or
variables that will be in the form of a five point Likert scale on perceived Balanced
Scorecard attributes. The following five alternatives represent the five-point Likert scale

used in the questionnaire with their associated values.

Strongly disagree
Disagree
Undecided

Agree

S e

Strongly agree

According to Siegle (2004), this is the most widely used five point Linkert scale of
agreement and thus the best tested, resulting in more conclusive qualitative data. The
results from these variables will then be rated according to a system whereby the
Sample Group members' respective allocations per variable will be added to its
respective dimension, which are as follows:

Promotion of motivation

Feasibility of the Balanced Scorecard
Promotion of teamwork

Long term commitment required
Understanding of the Balanced Scorecard
Clarity of goals and goal measurement

Feedback regularity

© N O AW

The possibility of Balanced Scorecard refinement

This value has been used to determine the mode, range and distribution of
observations as subscribed by Barnett (1991). As Likert scales are not an interval scale
and therefore no conclusions can be drawn regarding the significance of distances
between the scale positions, the scale will be regarded as an ordinal and only the use
of mode is permissible (Schnetler et a/. 1989:68-69).

The dimensional modes were then analysed according to each Sample Group and
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illustrated in graphical representations to prove whether, as theorised, the Balanced
Scorecard provided advantage to SBU A. The data obtained from these dimensions
should be viewed as qualitative in nature, as it was derived from the Sampie Groups'
collective perceptions and opinions of the value of the Balanced Scorecard. Each of the
dimensions will now be discussed in more detail.

Dimension 1. Promotion of motivation

This dimension is included to determine if the Balanced Scorecard promotes motivation

as perceived by the Sample Groups, based on:

e Reward based remuneration systems

e Collaboration in vision achievement
In the questionnaire this dimension is covered by variable 7 and 14.
Dimension 2: Feasibility of the Balanced Scorecard

The perception of the Sample Groups' regarding the feasibility of the Balanced

Scorecard based on:

e Meeting of growth targets

¢ Effort required in creating and implementing the Balanced Scorecard translating into
sustained long term growth.

In the questionnaire this dimension is covered by variable 2 and 3.

Dimension 3: Promaotion of teamwork

This dimension includes the Sample Groups' perception regarding the promotion of
teamwork by the Balanced Scorecard through:

e Common vision

o Complementing goals and objective
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e Synergy
In the questionnaire this dimension is represented by variable 15.
Dimension 4: Long term commitment required

This dimension was included to determine the Sample Groups' perception of the period
required for a Balanced Scorecard to provide business advantage and sustainable
growth. This refers to variable 6 on the questionnaire and is based on Schneiderman
(1999:6) stating that the Balanced Scorecard should be seen as a long term project of

5-10 years.
Dimension 5: Understanding of the Balanced Scorecard

This dimension explores the perceived understanding; the Sample Groups' believe they
have of the Balanced Scorecard, relating to its basic philosophy and its effect on their

jobs’. This is variable 4 and 8 in the questionnaire.
Dimension 6 Clarity of goals and goal measurement

This dimension covers the perception of the Sample Groups’ regarding the clarity of
goals and goal measurement within their respective SBU’s in order to determine if the
Balanced Scorecard provides a higher degree of goal clarity and effective
measurement.

e Knowledge of goals and objectives for the current financial year
o Knowledge of the metrics that goal and objectives are rated against

o Measurement based on intangible and tangible goals
This dimension is represented in the questionnaire by variables 11, 12 and 17.

Dimension 7. Feedback regularity

The Sample Groups’ perception of feedback regularity, based on their progress in
achieving set goals and objectives, is identified in this dimension, with the purpose of

determining whether or not the Balanced Scorecard provides for better goal monitoring
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(measurement) and progress reporting. This dimension is represented by variable 13 in

the questionnaire.
Dimension 8: The possibility of Balanced Scorecard refinement

This dimension explores the Sample Groups’ belief that there is room for further
adaptation of the Balanced Scorecard to South African conditions. When referred back

to the questionnaire this dimension is covered by variable 20.1.

The final five questions form Section 2 of the questionnaire and request the Sample
Groups' to provide information by means of suggestions relating to the following five

topics:

1. Possible reasons for Balanced Scorecard failure.

2. improvements to current SBU Balanced Scorecard.

3. Reasons for the popularity of the Balanced Scorecard approach to performance
measurement.

4. Possible refinements that could be made to the Baianced Scorecard to cater for
South African conditions.

5. Time period for positive resulis from an implemented Balanced Scorecard.

The suggestions derived from the Sample Groups' relating to section two of the
questionnaire has been listed according to their prevaience; where number one will be
the suggestion that was indicated by the most respondents in the Sample Group
according to a tally chart.

To avoid the possibility of ambiguity, misunderstanding or confusion regarding the
variables contained in the questionnaire, a pilot study was run using three individuats
including SBU A’s manager. They were required to complete the questionnaire and
give feedback on its structure and compieteness. This feedback was duly used to
reword variables 5, 7 and 20.1 on the questionnaire. The revised questionnaire was
then given to the pilot study group again, for assessment, where it was concluded that

no further refinements to the questionnaire were necessary.
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In order to validate the questionnaire and its findings, the questionnaire was used in a
training needs analysis survey run at Maccauviei in April 2004 involving SBU A and B,
to determine the need for further training in Balanced Scorecard methodology and
application. During this process the questionnaire was analysed and deemed
acceptable in the Maccauvlei, National Higher Certificate in Occupational Directed

Education, Training and Development Practice program.

A copy of the questionnaire used in this research is presented in the annexes section of

this dissertation as Annexe A.

4.3.2 Theory examination

Sample Group A and B were required to complete a theory examination consisting of
10 variables in order to determine their level of theoretical knowledge of the Balanced
Scorecard and its applications. This indicated whether they had sufficient working
knowledge of the Balanced Scorecard to make it a contributing factor towards SBU
success. As well as whether Sample Group A (SBU A), which makes use of the
Balanced Scorecard, had a superior understanding thereof than Sample Group B (SBU
B), who does not make use of the Balanced Scorecard. The examination was
administered as a closed book examination, where each examinee individually
completed an examination with a maximum period of 1 hour being allocated to this
task. The question paper and mark sheet used in this examination were derived from
Kaplan and Norton’s (1996) publication ‘The Balanced Scorecard’, as this is the
consolidation of the three Balanced Scorecard defining articles. The questions of the
examination were chosen based on the critical knowledge needed to understand the

Balanced Scorecard.

As with the questionnaire, this examination was validated through its use at Maccauvlei
on SBU A and B product managers in a needs analysis done to determine the need for
training in Balanced Scorecard methodology in Aprit 2004.

A copy of the theory examination used in this research is presented in the annexes'
section of this dissertation as Annexe B and the memorandum for the theory

examination as Annexe C.

Chapter 4. Methodology 96



4.3.3 Structured individual interview

A structured individual interview consisting of 15 variables relating to the following six

categories:

—

. Period of Balanced Scorecard use.

2. Cascading the Balanced Scorecard down to middle management and operational
level.

3. Origin of the current SBU Balanced Scorecard.

4. Has the current Balanced Scorecard promoted SBU success.

5. Possible adaptations and changes that could be made to the current Balanced

Scorecard to make it better suited to South African business conditions.

6. Development and re-evaluation of the Balanced Scorecard.

Was completed with, the manager of SBU A, by the author of this dissertation. The
purpose of this interview was to determine the value added by the Balanced Scorecard
to SBU A. The quantitative and qualitative data gained through this structured interview
has been used to form a better understanding of the Balanced Scorecard’s benefits as
the SBU manager has a more complete view of the SBU's functioning and thus uses of
the Balanced Scorecard.

In developing the structured individual interview, the techniques and guidelines set by
the National Higher Certificate in Occupational Directed Education, Training and
Development Practice program were adhered to (Blackbeard, 1994:1-8). As with the
questionnaire and theory examination, the structured interview was validated through
its use at Maccauvlei in a needs analysis done to determine the need for training in

Balanced Scorecard methodology, in April 2004.

A copy of the structured individual interview and its memorandum are presented in the
annexes’ section of this dissertation as Annexe D. For the purposes of validity, the
structured individual interview and informal information gathering interviews have all
been recorded onto cassette tape.
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4.3.4 Financial results review

The financial results review represents the quantitative part of this study and has been
designed specifically for SBU A and SBU B, for the period of 2000 to the projected
current year 2005. This has been done in order to indicate the relevant period of
financial performance i.e. when SBU A used the Balanced Scorecard, and to develop a
correlation between financial performance and Balanced Scorecard use. The financial
measures used were based on the core financial measures, suggested by Kaplan and
Norton (1996:306) to be generic in SBU scorecard’s as measures of financial success

namely:

Return on investment (ROI)
Revenue generated per financial year (profitability)

Revenue growth per annum

=

Cost reduction productivity (efficiency)

These measures, including SBU revenue contribution to Maccauvlei as a whoie, are
consequently also the set determinants against which financial performance is
measured at Maccauvlei. Thus a comparison can be made between SBU A and SBU B
to determine if SBU A preformed better as a resuit of its Balanced Scorecard.

Each of Kaplan and Norton's (1996:306) generic measures of SBU financial success

will be discussed in more detail.

1. Return on investment (ROl) forms the primary financial measure in this study.
According to Zimmerman (1997:23) ROl is the profit achieved within the decision
making unit (SBU) relative to its nominal asset base. ROI allows for an easy

comparison between SBU’s and is represented as a decimal ratio.

ROI = Profit (net income) / Nominal asset base

2. Revenue generated per annum, representing the profit or net income for the period

of one financial year.
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3. Revenue growth per annum will be undertaken as a comparison between SBU A
and SBU B's net income growth from 2000 to projected 2005. This has been
represented as a percentage growth in net income and accompanied by a graphical

illustration.

4. Cost reduction productivity has been represented and compared within SBU A and

B as total costs per financial year incurred by each SBU respectively.

4.4 SYNOPSIS

This chapter reviewed the research methodology applied in this study. The objective
was to gather and analyse data in an effort to contribute knowledge and understanding
of the advantage gained by SBUs using the Balanced Scorecard in particular the
Trainer Development SBU at Maccauviei. Data was gathered along application and
process dimensions of Balanced Scorecard usage. The research design consisted of
muitivariate statistical methods, employee and management perception and financial
results; to explore the relationship between the performance of two SBUs and
Baianced Scorecard usage. The focus being placed on whether the SBU using the

Balanced Scorecard experienced any significant advantage over the SBU that did not.

The sampling procedure was explained and resulted in a total of ten secondary level
managers in the final two Sample Groups; four in Sample Group A and six in Sample
Group B. Ten respondents completed the questionnaire and theory examination which
calculates into a 100 percent response rate for the final sample size.

These results were further supplemented by a structured individual interview and a
financial results review of the two SBUs in question. The structured individual interview
involved the Trainer Development SBU manager, where information and perceptions

regarding the SBU Balanced Scorecard was covered.

The Financial results review is in the form of a comparison between the two SBUs for
the period of 2000 to the projected current year 2005. This financial review is based on

the core SBU financial measures suggested by Kaplan and Norton (1996:3086).
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The data set was captured in the Microsoft Excel software program and consequently
prepared for statistical analysis. From here the study advances towards the data

analysis stage of the survey and will be further discussed in Chapter 5.
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CHAPTER 6
RESULTS AND DATA ANALYSIS

5.1 INTRODUCTION

This chapter contains the feedback received from the questionnaire, theory test,
structured interview and relevant financial results of the Sample Groups and SBUs
discussed in Chapter 3. With the aim of gaining a better understanding as to whether
the Balanced Scorecard provided business advantage to the Trainer Development
strategic business unit (SBU A). The resuilts will be analysed through descriptive
statistics and summarized into graphical representations and tables, in order that a
concise, clear picture of their validity, relevance and significance can be formed. in this

research the following ethical guidelines were adhered to:

1. To treat all information obtained by means of the questionnaire in the strictest
confidence.

2. To use the information only for the purposes of this study and not for any other
purpose.

3. Not to mention any individual names or to phrase my research report in such a way
that anybody who might read the report, will have any clue as to what information
relates to which individual.

5.2 SUMMARY OF QUESTIONNAIRE RESULTS

All the members of Sample Group A and B were required to complete a twenty
guestion questionnaire about the Balanced Scorecard's perceived benefits. This was
done in two sections where Section 1 was made up of fourteen Likert style questions of
agreement on a five point scale, these questions or variables will follow the same
numbering as in the questionnaire to allow for easy cross reference. The Fourteen

Likert style variables represent eight dimensions which are as follows:
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Promation of motivation

Feasibility of the Balanced Scorecard
Promotion of teamwork

Long term commitment required
Understanding of the Balanced Scorecard
Clarity of goals and goal measurement

Feedback regularity

© N O ek =

The possibility of Balanced Scorecard refinement

The analysis of the Likert style questions will be done by dimension for both Sample

Groups and where possible comparisons will be drawn.

Section 2 of the questionnaire consists of four longer 'suggestion’ type questions and
one time frame question, involving Balanced Scorecard implementation and adaptation.
These suggestion questions will be analysed according to a tally chart whereby the
most common suggestions will be listed highest. Again this will be done for both
Sample Groups and where possible comparisons will be drawn.

5.2.1 The results for Section 1 of the questionaire
Results and descriptive statistical analysis of the Likert style variables will be based on
a five point scale, whereby values from 1 - 5 will be assigned to each of the

possibilities. The Likert scale used and their vaiues are indicated in following table.

Table 5.1 Likert scale value

Value Scale of agreement
1 Strongly Disagree
2 Disagree
3 Undecided h
4 Agree
"5 Sirongly Agree

According to Siegle (2004), this is the most widely used five point Linkert scale of
agreement and thus the best tested, resulting in more conclusive qualitative data. The
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results from these questions/variables will then be rated according to a system whereby
the Sample Group members' respective allocations per variable will be added to its
respective dimension. The dimensions and corresponding variables are indicated

below.

Table 5.2 Dimension variable relationship

No. | Dimension Variable

D1 | Promotion of mativation V7 & V14

D2 | Feasibility of the Balanced Scorecard V28 V3

D3 | Promotion of teamwork } V1§

D4 | Long term commitment required V6

D5 | Understanding of the Balanced Scorecard V8 & V4

D6 | Clarity of goals and goal measurement V11, V12 & V17
D7 | Feedback regularty V13

D8 | The possibility of Balanced Scorecard refinement V20.1

These values will be used to determine the mode, range and distribution of
observations as subscribed by Barnett (1991). Likert scales are not an interval scale
and therefore no conclusions can be drawn regarding the significance of distances
between the scale positions. The scale will thus be regarded as ordinal in nature and
only the use of mode is permissible (Schnetler et a/. 1989:68-639). Each dimension will
now be discussed, its descriptive statistical analysis will be tabulated and where

possible comparisons will be drawn between Sample Groups.
5.2.1.1 Dimension 1:

Whether or not Balanced Scorecard inspired management techniques serve as a

motivational tool through greater participation and goal understanding.

Sample Group A
V 7 [Variable |7
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range})
Agree 4 2 50.0 50.0 50.0
Strongly agree 5 2 50.0 50.0 100.0
Total 4 100.0 100.0
]
Mode Agree & Strongly Agree
Valid cases 4 | Missingcases [0 |
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Sample Group A

V [ 14 [Variable | 14
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Not sure 3 1 25.0 25.0 250
Agree 4 2 50.0 50.0 75.0
Strongly agree 5 1 25.0 25.0 100.0
Total 4 100.0 100.0
Mode Agree
Valid cases 4 | Missingcases [0 |

The combined mode of V7 and V14 is 4, indicating that Sample Group A agree the

Balanced Scorecard provided motivation through its existence.

Sampie Group B

\ \ 7 | Variable [ 7
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Agree 4 4 66.6 66.6 66.6
Strongly agree 5 2 333 33.3 100.0
Total 6 100.0 100.0
Mode | Agree
Valid cases [6  [Missingcases [0 |

V|14 | Variable | 14

Value label Value Frequency | Percent | Valid percent Cumulative percent
{range)
Strongly disagree 1 1 16.6 16.6 16.6
Not sure 3 2 33.3 333 50.0
Agree 4 3 50.0 | 50.0 100.0
Total 6 100.0 | 100.0
B Mode Agree
Valid cases 6 | Missing cases |0 |

The combined mode of V7 and V14 is 4, indicating that Sample Group B agree the

Balanced Scorecard provided motivation through its existence.

Comparison between Sample Group A and B for D1:

Both Sample Groups indicated a mode of 4 (agree) for the Balanced Scorecard

providing motivation.

5.2.1.2 Dimension 2:

The feasibility of the Balanced Scorecard i.e. the benefits derived out-weighs the cost.
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Sample Group A

V 2 [Variable | 2
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Agree 4 2 50.0 50.0 50.0
Strongly agree 5 2 500 50.0 100.0
- Total 4 100.0 100.0
Mode Agree [ Strongly Agree
Valid cases 4 [ Missingcases [0 |
V|3 |Variable |3
Value label Value Frequency | Percent | Valid percent Cumulative percent
(range)
Undecided 3 1 25.0 250 25.0
Agree 4 2 50.0 50.0 75.0
Strongly agree 5 1 250 25.0 100.0
B Total 4 100.0 100.0
Mode Agree
Valid cases 4 | Missingcases [0 |

The combined mode of V2 and V3 is 4, indicating that the Sample Group A agreed the

Balanced Scorecard is feasible. The cost and time taken to create it, is out-weighed by

business advantage.

Sample Group B
V]2 [Variable] 2
Value label Value | Frequency | Percent | Valid percent Cumulative percent
(range)
Undecided 3 1 16.6 16.6 i6.6
Agree 4 3 50.0 50.0 666
| Strongly agree 5 2 333 333 100.0
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [ Missing cases o ]
V|3 [Variable |3
Value label Value | Frequency | Percent | Valid percent Cumulative percent
(range)
| Strongly disagree 1 1 16.6 16.6 16.6
| Undecided 3 4 66.8 66.6 83.3
Agree 4 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Undecided
Valid cases 6 | Missingcases [0 |
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The combined mode of V2 and V3 is 3, indicating that Sample Group B is undecided as

to the feasibility of the Balanced Scorecard.

Comparison between Sample Group A and B for D2:

Sample Group A agreed the Balanced Scorecard is feasible, while Sample Group B

were undecided. This is relevant as Sample Group A has a Balanced Scorecard in

place with first hand experience thereof;, while Sample Group B only has knowledge

thereof, possibly indicating that Sample Group A have derived advantage from the

Balanced Scorecard and thus rate it more highly in regards to feasibility.

5.2.1.3 Dimension 3:

Whether or not Balanced Scorecard inspired management techniques serve as a

promoting factor in team work within the SBU.

Sample Group A

V|15 [Variable [ 15

Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Undecided 3 1 25.0 25.0 25.0
| Strongly agree 5 3 75.0 75.0 100.0
Total 4 100.0 100.0
Mode Strongly agree
Valid cases 4 | Missingcases [0 |
Sample Group B
V][ 15 [Variable [15 ]
Value label Value | Frequency | Percent | Valid percent Cumulative percent
(range)
Strongly disagree 1 1 16.6 16.6 16.6
Undecided 3 2 333 33.3 50.0
Agree 4 2 333 333 66.6
Strongly agree 5 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Agree & Undecided

Valid cases

6

| Missing cases

[0
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Comparison between Sample Group A and B for D3:

Sample Group A strongly agreed that the Balanced Scorecard promotes team work;
while Sample Group B both agree and are undecided. This is significant as Sample
Group A has a Balanced Scorecard in place with first hand experience thereof, while
Sample Group B only has knowledge thereof, possibly indicating that Sample Group A

has experienced improved team work through the Balanced Scorecard.

5.2.1.4 Dimension 4:

Whether or not the Balanced Scorecard requires a long term commitment to provide

business advantage to a SBU.

Sample Group A
V|6 [Variable |6
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range) .
| Agree 4 3 75.0 75.0 75.0 ]
HStrongly agree 5 1 25.0 25.0 100.0
Total 4 100.0 100.0
Mode Agree
Valid cases 4 [ Missingcases [0 |
Sample Group B
V|6 [Variable |6
Vaiue label Value | Frequency | Percent | Valid percent Cumulative percent
{range}
| Disagree 2 1 16.6 16.6 16.6
Agree 4 3 50.0 50.0 66.6
Strongly agree 5 2 33.3 333 100.0
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [ Missingcases [0 |

Comparison between Sample Group A and B for D4:

Both Sample Groups agree that the undertaking of a Balanced Scorecard should be

viewed as a long term project.
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5.2.1.5 Dimension 5:

Whether or not the Sampie Groups agree that they have an understanding of the

Balanced Scorecard with regard to its workings and structure.

Sample Group A

V 4 |[Variable | 4

Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Agree 4 4 100.0 100.0 100.0

Total 4 100.0 100.0

Mode Agree

Valid cases 4 [ Missingcases |0 |

V 8 |Variable |8

Value label Value | Frequency | Percent | Valid percent Cumulative percent
(range)
Agree 4 2 50.0 50.0 50.0
Strongly agree 5 2 50.0 50.0 100.0
Total 4 100.0 100.0

Mode Agree & Strongly Agree

Valid cases 4 [ Missingcases [0 |

The combined mode of V4 and V8 is 4, indicating that Sample Group A agree that they

have an understanding of the Balanced Scorecard.

Sample Group B

V|4 [Variable [4
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Undecided 3 3 50 50 50
Agree 4 2 333 333 83.3
Strongly agree 5 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Undecided
Valid cases 6 | Missingcases [0 ]

V|8 [Variable[8

Value label Value | Frequency | Percent | Valid percent Cumulative percent |
{range)
Strongly disagree 1 1 16.6 16.6 16.6
Disagree 2 4 66.6 66.6 83.3
Agree 4 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Disagree
Valid cases 6 | Missingcases [0 |
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The combined mode of V4 and V8 is 2, indicating that Sample Group disagree that they

have an understanding of the Balanced Scorecard.
Comparison between Sample Group A and B for D5:

Sample Group A agrees they have an understanding of the Balanced Scorecard while
Sample Group B indicates they disagree. This again corresponds with Balanced

Scorecard usage and non-usage.
5.2.1.6 Dimension 6:

Whether or not the Balanced Scorecard provides for clarity of goals ana goal

measurement procedures.

Sample Group A

V 11 | Variable | 11

Value label Value TFrequency Percent | Valid percent Cumulative percent
{range)
Agree 4 1 25.0 250 250
Strongly agree 5 3 75.0 75.0 100.0
Total 4 : 100.0 100.0

Mode Strongly Agree

Valid cases 4 [ Missingcases [0 |

V 12 [ Variable | 12

Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range}
Agree 4 1 250 250 250
Strongly agree 5 3 75.0 75.0 100.0
Total 4 [ 100.0 1000

~Mode | Strongly Agree
Valid cases 4 | Missingcases 1D |

V [17 | Variable | 17

Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Undecided 3 2 50.0 50.0 50.0
Agree 4 1 250 25.0 75.0
Strongly agree 5 1 25.0 25.0 100.0
Total 4 100.0 100.0
Mode Undecided
Valid cases 4 | Missingcases |0 |
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The combined mode of V11, V12 and V17 indicate that the Sample Group strongly

agree that the Balanced Scorecard provides for clarity in goals and goal measurement.

Sample Group B
V[11 [ Variable | 11
Vaiue label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Agree 4 4 66.6 66.8 66.6
Strongly agree 5 2 33.3 333 100.0
Total 6 100.0 100.0
Mode Agree
| Valid cases 6 [ Missingcases [0 |
V' [ 12 TVariabIe ] 12
Value label Value | Frequency | Percent : Valid percent | Cumulative percent
{range)
Disagree 2 1 16.6 16.6 16.6
Undecided 3 2 33.3 33.3 50.0
Agree 4 3 50.0 50.0 100.0 ]
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [Missingcases |0 |
V [17 [ Variable | 17
Value label Value | Frequency | Percent | Valid percent | Cumulative percent
(range)
Strongly disagree 1 1 16.6 16.6 16.6
Disagree 2 1 16.6 16.6 333
Agree 4 3 50 50 83.3
Strongly agree 5 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [ Missing cases [0 |

The combined mode

of V11, V12 and V17 indicate that the Sample Group agrees that
the Balanced Scorecard provides for clarity in goals and goal measurement.

Comparison between Sample Group A and B for D6:

Both Sample Groups agree the Balanced Scorecard provides for clarity in goals and
goal measurement, however Sample Group A strongly agrees.
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5.2.1.7 Dimension 7:

Whether or not the Batanced Scorecard provides for regular feedback in regards to

goal achievement.

Sample Group A
V|13 [Variable |13
Value label Value P Frequency | Percent | Valid percent Cumulative percent
(range)
Agree 4 3 75.0 75.0 75.0
Strongly agree 5 1 25.0 25.0 100.0
Total 4 100.0 100.0
Mode Agree
Valid cases 4 [Missingcases |0 |
Sample Group B
V[ 13 | Variable [ 13
Value label Value | Frequency | Percent | Valid percent | Cumulative percent
{range}
Disagree 2 1 16.6 16.6 16.6
Agree 4 5 83.3 83.3 100.0
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [ Missingcases | 0 ]

Comparison between Sample Group A and B for D7:

Both the Sample Groups agree the Balanced Scorecard provides for regular feedback

in goal achievement.

5.2.1.8 Dimension 8:

Whether or not the Balanced Scorecard can be further refined to South African
business conditions.
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Sample Group A

V [ 20.1 [ Variable | 20.1
Value label Value | Frequency | Percent | Valid percent Cumulative percent
{range)
Agree 4 3 75.0 75.0 75.0
Strongly agree 5 1 25.0 25.0 100.0
Total 4 100.0 100.0
Mode Agree
Valid cases 4 [ Missingcases [0 |
Sample Group B
v l 20.1 | Variable | 20.1
Value label Value | Frequency | Percent | Valid percent | Cumulative percent
{range}
Undecided 3 2 333 333 333
Agree 4 3 50.0 500 83.3
Strongly agree 5 1 16.6 16.6 100.0
Total 6 100.0 100.0
Mode Agree
Valid cases 6 [ Missing cases | 0

Comparison between Sample Group A and B for D8:

Both Sample Groups agree the Balanced Scorecard can be further refined to South

African conditions.

Table 5.3 is a comparison between Sample Group A and B; the mode and range of the

responses in both Sample Groups for dimension 1 to 8 are indicted.

Table 5.3 Comparison of Sample Group A and B: Section 1 of the questionnaire.

Dimension Variable Mode Range
{D) (V) Sample A | Sample B | Sample A | Sample B
D1: Promotion of motivation V7+Vid 4 4 3-5 1-5
| D2: Feasibility of the V2 +V3 4 3 3-5 t-5
Balanced Scorecard
D3: Promotion of teamwork V15 5 4&3 3-5 1-5 ]
D4: long term commitment V6 4 4 4-5 2-5 ]
D5: Understanding of the V8 +V4 4 2 4-5 1-5
Balanced Scorecard
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Dimension Variable Mode Range

(D) (V) Sample A | Sample B | Sample A Sample B
D6: Clarity of goals and goal VI M2 D 4 3-5 1-5
measurement + V17

D7: Feedback regularity V13 4 4 4-5 2-4

D8: Possibility for Balanced V201 4 4 4-5 3-5
Scorecard refinement

5.2.1.9 Graphical representation of the results of Section 1 of the questionnaire

The bar graphs in Figure 5.1 represent the results of Section 1 of the questionnaire.
Table 5.4 indicates how the Likert scale of agreement was assigned a value, then
multiplied by 20 so that a scale of 100 could be achieved to simplify calculation and
results presentation for Figures 5.1, 5.2 and 5.3. Figure 5.4 displays the mean for
dimension 1 to 8 as well as the total average mean across all the dimensions for

Sample Group A and B.

Table 5.4 Likert scale key for graphical analysis

Value | Likert scale of agreement Value multiplied by 20
1 Strongly Disagree 20
2 Disagree 40
3 Undecided 60
4 Agree 80
5 Strongly Agree 100

Figure 5.1 Sample Group A individual questionnaire results

Figure 5.1

Evaluation out 100%

Product manager A

Product manager B Product manager C Product manager D

Sample Group A i

mV2EV3OV40OV6mV7 BVS BV11 @V12 mV13 BV14 OV15 mV17 BV 19 IV20.1‘
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Figure 5.1 represents the response of the individual respondents in Sample Group A
for: V2 -V4,V6 — V8, V11 - V15, V17 and V20.1.

Figure 5.2: Represents the response of the individual respondents in Sample Group B
for: V2 - V4, V6 - V8, V11 - V15, V17 and V20.1.

Figure 5.2 Sample Group B individual questionnaire results

Evaluation out of 100%

i Product manager A Product manager B Product manager C Product manager D Product manager E Product manager F |
| Sample Group B

‘IVZ mV3Ov4apovemvV7 BvemVvViiovi2eV1i3 evVi14oVis5eVvi17 eV 19 lV20.1i

Figure 5.3: Represents a comparison of the modes derived from Sample Group A and
B for D1 - D8.

Figure 5.3 Comparison of Sample Group A and B questionnaire results

Figure 5.3
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Evaluation out of100%

=

| Mode of Sample Group A | Dimensions
[ ] Mode of Sample Group B |

£

Chapter 5: Results and Data Analysis 114



Figure 5.4 represents the mean across dimensions 1 to 8; with the mean calculated per
Sample Group. Sample Group A’'s mean was 84.82% while Sample Group B’s mean
was 72.14%. In pure statistical analysis the use of mean values in the evaluation of
Likert scales is not verified: however it has been used in this research as a general
indicator to the likelihood that Sample Group A views the Balanced Scorecard in a
more positive frame than Sample Group B. This has been indicated by Sample Group
A having a total mean that is 12.68% higher than Sample Group B, possibly indicating
a more positive attitude towards Balanced Scorecard use.

Figure 5.4 Comparison between Sample Group A and B questionnaire mean
values

Figure 5.4

Evaluation out of 100%

1 2 3 4 5 6 7 8 Average |
| . Mean
| Mean of Sample Group A = :
B Mean of Sample Group B mensions

5.2.2 Questionnaire results for Section 2

Section 2 of the questionnaire represents ‘suggestion’ type questions where a tally
chart is used to determine the most popular response; these has been listed in
numerical order with one being the most popular response. Section 2 consists of five

variables namely: V9, V10, V18, V20.2 and V5. Each of these variable results are
discussed below in more detail.

V9. The primary reasons for Balanced Scorecard failure as suggested by the Sample
Groups.
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Sample Group A

. Strategic business unit managers not driving the Balanced Scorecard consistently.

2. Poorly defined objectives linked to measures.

The corporate strategies and objectives are not cascaded properly into strategic

business unit objectives and strategies thus alignment can not be achieved.

4. Lack of proper feedback and follow up.

Lack of scorecard buy in by all concerned parties.

Sampie Group B

L O

Lack of top management support.

Lack of clear objectives.

Lack of proper planning.

Lack of proper communication.

Lack of Balanced Scorecard ownership.

Lack of systematic Balanced Scorecard follow up.

V10. The changes that could be made to improve SBU A’'s Balanced Scorecard, as put

forward by Sample Group A

Sample Group A

. Training in the application of the Balanced Scorecard in different contexts, as well

as more detailed theory training.

Task complexity to be taken into account in Balanced Scorecard measurement

weights.

Training in Balanced Scorecard cascading techniques.

(Not applicable to Sample Group B as SBU B does not have a Balanced Scorecard in
place)

V18. Reasons given for the popularity of the Balanced Scorecard as suggested by the

Sample Groups.

Chapter 5: Results and Data Analysis 116



Sample Group A

1. The Balanced Scorecard provides for synergy in corporate and SBU strategy.

2. The Balanced Scorecard provides for measurement of both tangible and intangible
business activities. |

3. The Balanced Scorecard is both adaptable and relatively easily understood.

Sample Group B

1. The Balanced Scorecard provides focus on core business activities.

2. The benefits of the Balanced Scorecard have been proven worldwide.

3. The Balanced Scorecard provides a realistic, holistic, multi-perspective approach to
measuring business activities and if necessary additional perspectives can be
added to further adapt to business needs.

4. The Balanced Scorecard links business vision, strategy and objectives.

V20.2. Possible adaptations that could be made to the Balanced Scorecard structure

and framework for South African conditions.
Sample Group A

1. Case studies of local Balanced Scorecard applications can be devetoped.
2. Greater focus on diversity issues and the legal requirements related to South
Africa's unique business environment.

3. Simplification of Balanced Scorecard terminology.
Sample Group B

1. More practical case studies of local Balanced Scorecard applications can be
developed.

2. The Balanced Scorecard should include 360 degree feedback.

3. Greater focus on diversity issues and the legal requirements related to South

Africa's unique business environment.
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V5. This is a time scale variable, used to determine the period of time the respondents
in both Sample Groups believe an implemented Balanced Scorecard will take to

affect positive improvement within a SBU.

Figure 5.5 represents the time frame involved in positive results (benefits) being

realised from an implemented Balanced Scorecard as per Sample Group A and B.

Figure 5.5 Time frame for expected positive results

Figure 5.5
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Sample Group A favours 2 years; while Sample Group B favours 1 year. This suggests
that Sample Group A, through first hand experience, has a better understanding of the
long term commitment involved in achieving positive results through Balanced

Scorecard usage.

5.2.3 Summary of Section 1 and 2 of the questionnaire:

Sample Group A and B agree that the Balanced Scorecard promotes motivation
amongst employees through accurate, goal measurement linked to remuneration
structures. Although Sample Group A agrees that the Balanced Scorecard is a feasible
undertaking, in other words the benefits of implementing a Balanced Scorecard
outweigh the costs; Sample Group B are undecided. However, both Sample Groups
agree that the Balanced Scorecard improves teamwork through focussed objective and
goal linking, although Sample Group A agrees more strongly.
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Both Sample Groups agree the Balanced Scorecard requires long term commitment.
However, the majority of Sample Group A, who have first hand practical experience
with the Balanced Scorecard estimate the period before positive change occurring due
to a scorecard at 2 years. While Sample Group B with no practical scorecard

experience estimated 1 year.

Sample Group A agreed that they have an understanding of the Balanced Scorecard
and this corresponds with the theory examination, where they averaged 65% (Figure
5.6). Sample Group B disagrees that they have a good understanding of the Balanced
Scorecard concept and again this corresponds with their average of 41% (Figure 5.7)

for the theory examination.

Sample Group A strongly agrees that the Balanced Scorecard provides for clear
focussed goals and goal measurement; while Sample Group B also agrees with this
statement but not to the same extent as Sample Group A. However, both Sample
Groups agree equally that the Balanced Scorecard provides for regular goal

achievement feedback.

Both Sample Groups agree that the Balanced Scorecard could possibly be further
refined for the Southern African business environment. These refinements, according
to the Sample Groups revolve around diversity management issues and the lack of

practical examples of scorecard implementation in South Africa.

The Sample Groups' suggestions for why the Balanced Scorecard has become popular
globally, as a performance management tool were: it provides synergy between
corporate and SBU strategy; it can be used to measure both tangible and intangible
business activities; it provides focus on core breakthrough activities; it is highly
adaptable due to its multi-perspective approach and it links the vision, strategy and
goals of the company.

The main reasons suggested by the Sample Groups for Balanced Scorecard failures
were: lack of top management support; lack of consistency and follow up in scorecard
management; poorty defined objective and measure linking; poor communication and

planning in scarecard implementation.
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Finally, when Sample Group A was asked what improvements could be made to SBU
A’s Balanced Scorecard, the majority requested further training in scorecard
methodology. This willingness to learn further about the Balanced Scorecard

reintegrates their acceptance and positive attitude towards it.

5.3 THEORY EXAMINATION RESULTS

The members of Sample Groups A and B were required to complete a theory
examination based on the Balanced Scorecard, in order to determine if they had
sufficient knowledge of the Balanced Scorecard to make it a contributing factor in SBU
success. The question paper and mark sheet used in this examination were derived
from Kaplan and Norton (1996:1-200). The Sample Group members were given one
hour to complete the examination individually. The results of which are as follows,

according to respective Sample Group.
5.3.1 Theory examination results: Sample Group A

All the members of Sample Group A were required to complete a theory examination of
25 marks in order to determine their level of theoretical knowledge on the Balanced
Scorecard and its applications. The average achieved for the Sample Group was 65%.
This indicates that Sample Group A has a reasonable theoretical understanding of the
Balanced Scorecard and its applications. The examination results are indicated
graphically in Figure 5.6, both individually and as an average.

Figure 5.6 Theory examination results of Sample Group A
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100 4
g0 -
80
70 |
60 4
50 +
40 -
30 -
20
10

Evaluation out of 100%

o
!

Product manager A Product manager B Product manager C Product manager D
Sample Group A
Sample Group average

Chapter 5: Results and Data Analysis 120



5.3.2 Theory examination results: Sample Group B

All the members of Sample Group B were required to complete a theory examination of
25 marks in order to determine their level of theoretical knowledge on the Balanced
Scorecard and its applications. The average achieved by Sample Group B was 41%
represented graphically in Figure 5.7.

5.3.3 Comparison of Sample Group A and B theory examination results

As stated previously, both Sample Groups are familiar with Balanced Scorecard
philosophy and the theory behind it, as performance management training courses are
run at Maccauvlei by the product managers, where Balanced Scorecard methodology
forms part of the course content.

Withstanding this, the examination results indicate that Sample Group A, which makes
use of Balanced Scorecard methodology in SBU strategy and measurement, has
developed a better theoretical knowledge of the Balanced Scorecard with an average
of 65% achieved by the Sample Group. This possibly indicates that Sample Group A
has a better understanding of the Balanced Scorecard through practical use of it.
Consequently, Sample Group B only achieved an average of 41%, possibly due to lack
of practical experience with the Scorecard, as their SBU does not make use of the
Balanced Scorecard for strategy and measurement. It is significant that both Sample
Groups achieved scores that correlated with their perceived understanding of the
Balanced Scorecard, indicated by V4 and V8 in Section 1 of the questionnaire.

Figure 5.7 Theory examination results of Sample Group B:
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Figure 5.8 Sample Group A and B averages for the theory examination

Figure 5.8
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Sample Group A Sample Group B
Sample Groups

5.4 STRUCTURED INDIVIDUAL INTERVIEW FINDINGS

The manager of SBU A was interviewed through a structured individual interview
developed for the purpose of determining the benefits or business advantage derived in
SBU A through Balanced Scorecard usage. The memorandum for the interview is
featured in the annexes' section of this dissertation as Annexe D. For the purposes of
validity the structured individual interview and informal information gathering interviews
have all been recorded on to cassette tape. The interview took place at Maccauvlei

training and conference centre on 25" of September 2004.
5.4.1 Summary of the structured individual interview

It was indicated in the interview that SBU A has had a Balanced Scorecard in place for
the last 5 years (1999 to 2004). This scorecard had to be created from scratch owing to
there being no Maccauvlei or corporate scorecard to base it on. SBU A’s scorecard can
hence be viewed as a pilot study for the rollout of a Maccauvlei scorecard. In the
scorecard creation process, the manager of SBU A served as the architect and Kaplan
and Norton’s plan for scorecard implementation was followed except the time frame for
implementation was shortened (Blackbeard, 2004).
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According to the SBU A's manager the scorecard has been successful, as return on
investment (ROI) for the Trainer Development SBU has exceeded its set corporate
targets by more than 35%. Coupled with this, is the fact that SBU A’s contribution to
Maccauvlei's revenue has tripted in the period of Balanced Scorecard use (Blackbeard,
2004).

Finally, when asked if the four generic Balanced Scorecard perspectives by Kaplan and
Norton (1992:71-79) were sufficient, it was indicated that SBU A deemed it necessary
to have a fifth perspective: product innovation. The thought behind introducing this fifth
perspective, revolved around product differentiation being considered essential to SBU
A's success (Blackbeard, 2004).

The perception the interviewer obtained from the interviewee, during the structured
individual interview, indicated that the Trainer Development SBU manager is satisfied
with SBU A’s Balanced Scorecard. SBU A’s manager believes that the Balanced
Scorecard provided significant business advantage to SBU A and helped to create the

focus needed to seize the opportunities in the Training and Development sector.

5.5 FINANCIAL RESULTS REVIEW

The financial results review represents the quantitative part of this study and is
designed to be used for the Trainer Development (SBU A) and Training and
Development (SBU B) strategic business units for 2000 to the projected current year,
2005. The financial measures to be used are based on the core financial measures
suggested by Kaplan and Norton (1996:306) to be generic in SBU scorecards, as
measures of financial success namely:

Return on investment (ROI)
Revenue generated per annum (profitability)

Revenue growth per annum

oW n =

Cost reduction productivity (efficiency)

These measures, including SBU revenue contribution to Maccauvlei as a whole, are

consequently also the set determinants against which financial performance is
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measured at Maccauvlei. Table 5.5 indicates the financial results for SBU A and SBU
B. Revenue and cost is indicated in millions of rand while revenue growth and cost
increase is indicated as a percentage. Finally, return on investment (ROI) is indicated

as a ratio.

Table 5.5 Comparison table of SBU A and B financial results

Actual 2000 Actual 2001 Actual 2002 Actual 2003 Actual 2004 Projected 2005
sBU A B A B A B A B A B A B
Revenue 31 9.1 43 1.4 5.2 125 8,2 15.2 8.9 16.5 10.1 16.7
Revenue - - 38.7% | 25.2% | 20.9% | 9.6% 57.7% | 21.6% | B.5% | 8.6% | 13.4% | 1.2%
growth
Costs 1.7 76 1.9 8.9 2.2 10.2 5.1 12.8 5.3 14.9 5.8 16.1
Cost increase | - - 11.8% | 17.1% | 15.8% | 146% | 131% | 25.4% | 3.9% 16% 9.4% 1.3%
Contribution 14 15 2.4 2.5 3.0 23 31 23 3.6 1.6 4.3 1.6
ROI Ratio 182 | 1.19 | 2.26 1.28 2.36 1.22 1.60 1.18 1.68 1.10 1.74 110

in1 in1 [ in1 in1 in1 in1 in1 in1 in1 in1 in1 in1

Source: Blackbeard and Hollenbach, (2004:10).

According to Morecroft, van AcKere and Vlahos (1997:130) financial data needs to be
represented in an easily understood format. For this purpose graphical illustrations are
a powerful communication medium, thus Table 5.4 will now be illustrated graphically.
Taking into account that no single financial measure can provide a comprehensive view
of financial performance, each figure will be compared and related to the others figures
in the set (Morecroft, van AcKere and Vlahos, 1997:130). In the following figures SBU
A is indicated by a dark blue line, SBU B by a turquoise line, revenue by a biack line

and cost by a red line.

Figure 5.9 illustrates the revenue growth of SBU A and B for the period of 2001 to the
projected current year 2005. Both SBUs have inconsistent growth in revenue rates; this
i5 a symptom of being in an industry that is in the latter growth phase seeking
equilibrium. It is notable that when the growth peak occurred in 2003, SBU A was better
equipped to take advantage of it. The SBU manager partly attributes this to the SBU
Balanced Scorecard, as through it the opportunity was realised and capacity was
increased - indicated by the sharp increase in revenue and cost on Figure 5.12 for
2003 (Blackbeard, 2004). It is notable that SBU B did not manage to take as much

advantage of the industry growth phase in 2003, and could subsequently also not
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recover as well as SBU A when the growth phase ended in 2004 to 2005.

Figure 5.9 Revenue growth for SBU A and B

! Figure 5.9
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Source: Blackbeard and Hollenbach, (2004:11).

Figure 5.10 illustrates the return on investment ratio of SBU A and B for the period of
2000 to the projected current year 2005. The most notable point is that for the whole
period SBU A has had a higher return of investment by an average 0,87c more on
every 1 rand invested than SBU B. Secondly, Figure 5.10 corresponds to the revenue
growth period illustrated in Figure 5.9 as a decline in ROl occurred when SBU A
substantially increased capacity to take advantage of market growth.

Figure 5.10 Return on investment ratio for SBU A and B
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Figure 5.11 illustrates the total contribution of SBU A and B to Maccauvlei’s revenue for
the period of 2000 to the projected current year 2005. SBU A has contributed an
increasing amount to Maccauvlei’'s revenue since 2001 and for 2005 it is projected to
be twice that of SBU B. Where as SBU B's contributory amount to Maccauvlei has
stagnated and in fact reduced from 2003. This point is particularly relevant in light of
the fact that SBU B has approximately twice the production capacity of SBU A.

Figure 5.11 Comparison between SBU A and B’s contribution to Maccauvlei.

Figure 5.11
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lllustrated in Figure 5.12 is the relationship between costs and revenue generation in
SBU A for the period of this study. It is notable that the gap between revenue
generated (black line) and costs (red line) has been incrementally increasing from 2000
to the projected current year 2005; indicating an increase in efficiency of generated
revenue. This corresponds to Figure 5.11 where SBU A's contribution to Maccauvlei
has steadily increased, in part due to reduced costs which can partly be attributed to
the Balanced Scorecard refocusing SBU A on core value adding areas. (Blackbeard,
2004).

lllustrated in Figure 5.13 is the relationship between costs and revenue generation in
SBU B for the period of this study. It is notable that the gap between revenue
generated (black line) and costs (red line) has reduced from 2000 to the projected
current year 2005, indicating an increase in operating costs. This corresponds to Figure
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5.11 where SBU B’s contribution to Maccauvlei has greatly been reduced for this
period. Thus a problem exists in SBU B’s cost management, especially considering that
SBU B has approximately twice the capacity of SBU A yet its overall contribution to
Maccauvlei is less than half that of SBU A’s.

Figure 5.12 The revenue cost relationship in SBU A

Figure 5.12

| [ e e . PR el T e e

10 hd
. i ’
@ B e
3 6 o
g ; jﬂ_’-—’—;— / |
= 4 .
= ; |
E b e Bl _
s e ™

1

0 T T T T T

2000 2001 2002 2003 2004 Projected 2005 |
‘ ——4—Revenue -#-Cost ERWOCNE yenr

Source: Blackbeard and Hollenbach, (2004:16).

Figure 5.13 The revenue cost relationship in SBU B
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5.5.1 Derived conclusions from financial review

The following conclusions can be drawn from Table 5.4 and Figures 5.9 — 5.13. Firstly,
SBU B is weakening financially; its return on investment has decreased from 28 cents
in 1 Rand in 2001 to a projected 10 cents in 1 Rand for 2005. This, coupled with the
fact that SBU B is approximately twice the size of SBU A and thus has approximately
twice the production capacity, its contribution of R1.6 million to Maccauvlei for 2004 is
less than half that of the SBU A, which is R3.6 million. it is notable that SBU A’s return
on investment has been on average 86 cents per 1 Rand invested higher than that of
SBU B for the period of this study. This means that the SBU A has increased its
contribution to Maccauviei from 1.4 million rand in 2000 to a projected 4.3 million rand
for 2005; which is approximately a 307% percent increase in contribution over 5 years.
This period of success for SBU A correlates with what wouid be the most productive
period of their Balanced Scorecard based on their implementation period of 5 years in
relation to their customer turnover period (Schneiderman 1999,6). Therefore the
conclusion can be drawn that a percentage of the financial success enjoyed by SBU A
can be attributed to its scorecard. The Balanced Scorecard in SBU A can also partly
explain how SBU A managed to profit out of this unpredictable yet lucrative late growth
phase of the Training and Development sector, while SBU B only had moderate
SuCcess.

5.6 SYNOPSIS

Both the Sample Groups indicated that they are in favour of Balanced Scorecards,
shown by the majority of the questionnaire Section 1 dimensional modes being
"Agreement” responses. It is notable that Sample Group A which makes use of the
Balanced Scorecard in the day to day management of SBU A had more dimensional
modes in the "Agree" to "'Strongly Agree" range than Sample Group B (SBU B), which
does not have a Balanced Scorecard in place. This leads to the conclusion that the

Sample Group that uses the Balanced Scorecard believes that it adds business
advantage to their SBU.

The theory examination results indicate that Sample Group A has developed a better
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theoretical knowledge of the Balanced Scorecard, possibly indicting that Sample Group
A has a better understanding of the Balanced Scorecard through practical use of it.
Sample Group B achieved a lower average, possibly due to lack of practical experience
with the Balanced Scorecard. Consequently, Sample Group A - the Trainer
Development (SBU A) product managers - are achieving better financial results,
indicated by their higher revenue growth and retum on investment. Owing to the
similarities associated with SBU A and B, it is deemed logical to assume that at least
part of the business advantage enjoyed by the Trainer Development SBU can be
attributed to the Balanced Scorecard they have in place. This is again echoed by the
Trainer Development (SBU A) manager in the structured interview, where his attitude

towards the Balanced Scorecard and its merits are entirely positive.

An area of significance, highlighted by the questionnaire, is that of the potential for the
Balanced Scorecard’s structure to be further adapted to South African conditions; this
was unanimously agreed to be feasible by the Sample Groups. The main areas

indicated for adaptation were terminology and diversity management.
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CHAPTER 6
SYNOPSIS, RECOMMENDATIONS AND CONCLUSION

6.1 INTRODUCTION

In this chapter the insight gained from the literature analysis in Chapter 2 and 3, as well
as the resuits obtained from the research done in Chapter 4 and 5 will be combined. In
order to conclude whether the Balanced Scorecard is firstly, a viable performance
management tool and secondly, whether or not the Balanced Scorecard provided any
significant business advantage to the Trainer Development strategic business unit
(SBU). Recommendations derived from the above information will be formulated on
how the Balanced Scorecard can be better utilised and how the Balanced Scorecard

can be applied in a South African context.

6.2 SYNOPSIS

Performance tends to be improved at a far higher rate, almost ten fold, when a
performance management system is used as opposed to trail and error (Paragraph
3.3.1.5). The core of a performance management system is measurement; as without
proper measurement, progress reperting and accountability is lost. Measurement has in
the past, relied solely on financial measures or accounting to measure performance. It
is generally recognised that a more comprehensive system for performance
measurement is needed that includes both tangible (financial) and intangible (non-
financial) measures. This need is emphasised through the realisation that financial
measures tend to report past performance and often do not indicate what is needed to
be successful in the future. Non-financial measures however do tend to provide
information on what future strategy should be. An example of this would be the
measurement of customer satisfaction where one would identify what and how
customer needs are evolving and thus be able to create a strategy whereby the

company could satisfy these needs (Paragraph 2.2.1).
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The Balanced Scorecard developed by Kaplan and Norton is widely recognised as
being able to meet the above needs. It is defined as a multi-perspective performance
management tool that uses four perspectives to measure performance. Where one
perspective focuses on financial measures and the other three perspectives focus more
on non-financial, or leading indicators, in order to determine how to achieve future
financial goals. The most important benefit gained from constructing a Balanced
Scorecard is a focussed future orientated strategy that aligns the company’s resources
in the same direction to achieve a common vision. In this light it can be viewed as both

a performance management and a strategic management tool (Paragraph 2.2.1).

In this study the concept of the Balanced Scorecard was introduced; this is done
through firstly defining the Balanced Scorecard and its potential benefits. The
components of the Balanced Scorecard are then described in detail and examples are
formulated from the Trainer Development SBU. The Trainer Development SBU forms
part of Maccauvlei, the training wing of the Anglo American Corporation and served as
the focus group in this study, through providing examples and the information needed

on the practical application of the Balanced Scorecard.

The primary components of the Baianced Scorecard were discussed, namely the
company vision, mission, values and strategic perspectives. There are four generic
strategic perspectives; the first being the financial perspective which focuses on
traditional accounting measures like revenue growth. Secondly, there is the customer
perspective where the focus is placed on how to become your customers' most valued
supplier. Thirdly, the internal processes perspective; the focus here is on the processes
both long and short term that the company needs to excel at to achieve financial and
customer objectives, thus it is the management of the organisations value chain. The
forth and final perspective, is the learning and growth perspective where the focus is
placed on how the company can continue to improve and create value, particulariy in
regard to employee capabilities and motivation (Paragraph 2.3).

Throughout Chapter 2, the scorecard used by the Trainer Development SBU is
discussed, providing practical examples of a working scorecard and the development of
non-financial measures like the half-life method developed by Arthur Schneiderman

(Paragraph 2.4). As a point of interest, the Trainer Development SBU'’s fifth perspective
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the product innovation perspective was discussed and substantiated by Kaplan and
Norton, indicating that the four generic perspectives should only be considered a
template, as every scorecard implementation is different and the ability to tailor the

Balanced Scorecard is one of its strengths (Paragraph 2.3.4.4).

Chapter 3 covers the building and implementation of a SBU’s first Balanced Scorecard.
Kaplan and Norton's Balanced Scorecard building and implementation plan was
chaosen for this as it is the same method that was used to create and implement the
Trainer Development SBU scorecard and thus comparisons and examples could be
drawn (Paragraph 3.2.1). The Balanced scorecard construction plan comprises of four
steps namely: building the implementation plan, selecting and designing measures,
building consensus around strategic objectives and defining the measurement

architecture.

In the second half of Chapter 3, the possibie reasons for a Balanced Scorecard's failure
are discussed, as it is acknowledged that there have been many unsuccessful
Balanced Scorecard implementations. The majority of these failures however can be
attributed to a common set of mostly avoidable generic problems (Paragraph 3.3.1),

which are;

1. The independent (i.e. non-financial} variables on the scorecard are incorrectly

identified as the primary drivers of future stakeholder satisfaction.
2. The metrics are poorly defined.

3. Improvement goals are negotiated, rather than based on stakeholder requirements,

fundamentai process limits and improvement process capabilities.

4. There is no deployment system that breaks high level goals down to the sub-

process level where actual improvement activities reside.

5. A state of the art improvement system is not used.
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6 There is not and can not be a quantitative linkage between non-financial and

expected financial results.

These scorecard pitfalls were analysed and substantiated; it was also indicated how

the Trainer Development SBU overcame them (Paragraph 3.3).

In Chapter 4, the methodology for the research part of this study was reviewed. It was
decided that this study should be undertaken as a comparison between two similar
SBUs, where one makes use of the Balanced Scorecard and the other does not. The
two SBUs chosen for this study both fall under the Maccauvlei Training and Conference
Centre and are both part of the ETDP SETA. The first being the Trainer Development
SBU (Focus Group) and the second, the Training and Development SBU (Control
Group). Consequently the Trainer Development SBU has had an implemented
Balanced Scorecard in place for the last five years. The sample groups that completed
the research instruments consisted of the product managers of each of the two SBUs

used in this study.

For this study four instruments were chosen via an evaluation criteria matrix (Paragraph
4.2 4). This set of four instruments comprised of a Likert scale style questionnaire and a
theory examination given to the product managers of the SBUs. A structured individual
interview was given to the manager of the Trainer Development SBU and finally a
financial results review for the years 2000 to 2005 was undertaken. These four
instruments were used to create a four pillared body of evidence to substantiate that
the reason for the Trainer Development SBU's superior performance was due in part to

its Balanced Scorecard.

The logic behind undertaking such an in depth study, using four different instruments,
relates in part to the nature of the Balanced Scorecard, being a management tool it is
extremely difficult to ascertain its quantifiable value to a SBU. It was thus necessary to
use a variety of qualitative and quantitative research instruments, in order that the
complete set of research instruments could validate each other through disproving
alternate theories that were not inline with the hypothesis to be proven.

In this study the hypothesis to be proven was that the Balanced Scorecard is a viable
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performance management tool and provided the Trainer Development SBU with
significant advantage over the Training and Development SBU at Maccauvlei. With the
possible implications that the Balanced Scorecard would be viable in a wider setting
like the training and development sector and South Africa as a whole. Through the
research instruments it was possible to ascertain that the Trainer Development SBU
manager believed in, and championed, the use of the Balanced in his SBU. This
resulted in product managers that were motivated, willing and knowledgeable in its use,
implying that the SBU scorecard was used in day to day operations. The financial
review of the two SBUs in this study revealed that the Trainer Development SBU
performed markedly better in the financial period when it had its SBU scorecard in

place.

Thus there is a definite body of evidence to suggest that the Balanced Scorecard used
by the Trainer Development SBU stimulated its success in the last five years and
contributed to it being more successful than its sibling SBU. There is also evidence to
indicate that a properly implemented Balanced Scorecard is an effective performance
management tool, and promotes motivation among employees through clarity of goals
and employee development. Further more this evidence can be tentatively viewed as
an indicator that the Balanced Scorecard can be successfully implemented in the South
African business environment, in particular by training and education practioners of the
Education Training and Development Practices (ETDP) SETA.

6.3 RECOMMENDATIONS

6.3.1 Limitations of this study

With regard to the recommendations drawn from this study the following factors need to
be taken into account. This research was undertaken as a dissertation of limited scope,
meaning that the sample groups used for this research comprised of two SBUs - where
one used the Balanced Scorecard and the other did not. Both SBUs are in the same
company and industry, with relatively similar product offerings. This was seen as an
ideal opportunity to use the SBU without the scorecard as a control group in order to
identify the benefits of the Balanced Scorecard in the focus group i.e. the SBU with the
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Balanced Scorecard in place. As far as experimentation goes within the business
environment, this study offered a unique and rare opportunity to negate many
interfering factors, however it is impossible to determine the effects of every internal
and external factor on the research. Thus the results obtained need to be viewed as
only an indicator of the value of the Balanced Scorecard in a wider setting like the

Training and Development Sector and business in South Africa as a whole.

In this regard, there is evidence to suggest that at a later stage with future research the
Balanced Scorecard structure and terminology can be further adapted to South African

conditions.

6.3.2 The need for formalised performance management

It is widely acknowledged that global markets are becoming more competitive and the
performance gap between successful and unsuccessful companies is diminishing
(Paragraph 2.1). For South African companies this means that improvement through
performance management has become essential to survival. As in the past, South
Africa's isolation from global markets left South African companies iagging behind
global competitors in many aspects, in particular performance management technology
(Paragraph 1.2.2).

This means that South African companies have had to catch up to global performance
management trends in the last decade in order to be competitive. Further more it has
been advocated that if perfformance management is not undertaken as a formalised
structured initiative and simply left up to trial and error, improvement in efficiency and
effectiveness will only occur at a rate of one tenth of what it could be (Paragraph
3.3.1.5)

Consequently the Balanced Scorecard, originally developed by Kaplan and Norton in
the early 1990's, has gained favour as tool to formalise and operationalise performance
management through providing a framework that encompasses all a company's
business activities into a set of critical performance measures across four business
perspectives (Paragraph 1.1).
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6.3.3 Cascading strategy down to operational level

Strategy formation is considered to be a major undertaking in any company as a
company's strategy tends to determine its future viability and success (Paragraph
1.2.2). However, developing a strategy is often far easier than implementing it in the
company down to the operational levels, where real value can be added (Paragraph
2.1).

It has been acknowledged that to link strategy with operations, a definite framework
needs to be put in place, where strategic goals and objectives can be broken down
(cascaded) through the levels of the company, into operational goals and objectives
that still maintain the intent, direction and focus that the original strategic goais had.
This concept is often described as organisational alignment since the whole company,
top to bottom, is aligned in one direction to achieve a common vision (Paragraph
3.3.1.4). This scenario has the two-fold advantage of creating a focused goal directed
company with vision achieving intent and secondly, creating a motivated workforce that

understands their role in the bigger picture of the company (Paragraph 5.2.3).

The framework and structure provided by the Balanced Scorecard has proved to be
particuiarly useful in achieving organisational alignment in the focus group of this study-
the Trainer Development SBU. It was found that through the construction of their SBU
scorecard, the process of developing key measures and objectives for the four strategic
perspectives facilitated for the development of secondary and finally operational
objectives and measures. In this way the whole SBU was aligned with a common set of
objectives and could take full advantage of the opportunities identified in the strategic
planning process (Paragraph 5.4.1).

6.3.4 Resistance to change

As a norm, people tend to be resistant to change in their working environment,
especially in South Africa as the transition from a local economy to a global one has
resulted in many companies having to re-structure and re-engineer themselves often
resulting in retrenchments. This is especially true in the mining sector, where the

majority of the Anglo American Corporation holdings in South Africa are placed, as the
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Rand Dollar exchange rate seriously impacts revenue generated (Paragraph 3.2.4).
This breeds mistrust in any change of strategy or company policy. To implement a
Balanced Scorecard this mistrust first needs to be dealt with before any positive
change can occur. To overcome resistance to change, an implementation plan needs
to be put into place to reassure staff and smooth the way for the Balanced Scorecard

roilout.

In the Trainer Development SBU this was accomplished by using a member of the
executive, in this case the SBU manager to champion the Balanced Scorecard at the
top level of the SBU (Paragraph 3.2.2). This was then supplemented by three distinct
mechanisms (Paragraph 3.3.1.4) to ensure alignment and acceptance of the Balanced
Scorecard throughout the SBU.

1. Communication and Education Programs: A pre-requisite for implementing
strategy is that all empioyees, senior corporate executives and the board of
directors understand the strategy and the required behaviour to achieve the
strategic objectives. A consistent and continuing program to educate the
organisation on the components of the strategy, as well as reinforcing this
education with feedback on actual performance, is the foundation of organisational

alignment.

2. Goal-Setting Programmes: Once the base level of understanding exists;
individuals and teams, throughout the business unit, must translate the higher-level
strategic objectives into personal and team objectives. The traditional
management-by-objectives (MBO) programs used by most organisations should

be linked to the objectives and measures articulated in the Balanced Scorecard.

3. Reward System Linkage: Alignment of the organisation toward the strategy must

ultimately be motivated through the incentive and reward systems.
6.3.5 Motivation

One of the spin-offs of implementing a Balanced Scorecard is increased employee

motivation, especially in the middle and lower corporate levels of a company. This
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added benefit stems from the cascading of goals and objectives; since every employee,
in theory, should know exactly what they need to achieve to contribute to the bigger
picture of the company achieving its vision. This allows employees to see that they are
making a difference in the company and thus are important to the company. This

phenomenon also tends to foster a sense of pride in the company (Paragraph 5.2.3).

When reward incentives for goal achievement are added to the equation, employees
gain a sense of control over their personal success and thus are motivated to take the

company's best interests to heart (Paragraph 3.3.1.4).
6.3.6 The need to be future orientated

As globalisation continues and electronic commerce expands, it has become
increasingly difficult to sustain an advantage and remain ahead of the competition
(Paragraph 2.1). To survive managers need to take into account all the aspects that
affect a company's success; this means that financial measures alone are no longer
sufficient. Since financial results tend to report past performance they are not adequate
predictors or drivers of future performance. Even current financial performance may be
distorted by omitting the effects of current actions that have created or destroyed future

value (Paragraph 2.2.2.2).

In contrast, non-financial indicators are usually lead indicators, as they inform
managers of likely future performance. For example, the learning of new knowledge
and skills is a lead indicator of management’s future focus and ability to manage.
Without investment in employees training and development, the company will be less
able to cope with and manage change (Paragraph 2.2.1). Companies thus need to
balance short term financial performance with long term growth opportunities
(Paragraph 2.2.2.2),

The Balanced Scorecard can provide such a future-orientated approach through its
three non-financial perspectives. The Customer perspective places the focus on
determining what is required to satisfy the customer's current and future needs
(Paragraph 2.3.4.2). The Internal process perspective emphasises the need to excel at

and improve organisational processes (Paragraph 2.3.4.3) and finally, the learning and
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growth perspective facilitates the development of employees to meet the current and

future needs of the company (Paragraph 2.3.4.4).
6.3.7 The strategic application of the Balanced Scorecard

Although dubbed a performance management tool, the process of building a Balanced
Scorecard is strategic in nature. This is based on the premise that to develop the key
objectives and performance driver measures at the top of the scorecard, strategic
planning needs to done in such away that strategic plans are given quantifiable goals
and divided into corresponding perspectives. The Balanced Scorecard could be viewed

as a means to formalise and structure strategic planning (Paragraph 3.2.6.2).

It is further more advocated that the Balanced Scorecard has the potential to be the
cornerstone of an organisation’s management system since it aligns and supports the

strategic processes, including (Paragraph 3.2.4):

e Clarifying and updating strategy.

o Communicate strategy throughout the organisation.

e Align departmental and personal goals to the strategy.

» |dentify and align strategic objectives.

e Link strategic objectives to long term targets and annual budgets.
o Align strategic and operational reviews.

o Obtain feedback to learn and improve strategy.

The reason for which a company may choose to implement a Balanced Scorecard will
most probably influence what the scorecard is used for. However, this study and the
sample group results have indicated that the Balanced Scorecard is a dynamic

management tool that has benefits beyond its original design (Paragraph 5.2.3).
6.3.8 Adaptability of the Balanced Scorecard
The Balanced Scorecard has been implemented in thousands of different companies

world wide, under a host of different environmental conditions. One of the reasons for

the acceptance that the Balanced Scorecard has enjoyed is its ability to be adapted to
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a variety of different business conditions. The basic design of the Balanced Scorecard
should therefore be considered a template on which aiterations can be made to tailor it

to a company's specific needs (Paragraph 2.3.4.5).

The Trainer Development SBU scorecard has evolved since it was first built through
Kaplan and Norton’s ten tasks; five years ago (Paragraph 3.2.6). The scorecard re-
evaluation process has been streamlined as experience with the scorecard has grown.
it was also deemed necessary to add a fifth perspective to the scorecard to facilitate
the unique needs of the SBU with regard to being at the forefront of training and
employee development technology (Paragraph 2.3.4.5). These adaptations have
contributed substantially to the overall workability and success of the Trainer
Development SBU scorecard. Further more the Trainer Development SBU product
managers indicated that the Balanced Scorecard, as a performance management tool,
is highly adaptable and could be refined to South African business conditions
(Paragraph 5.2.1.8 and 5.2.2).

6.3.9 Long term commitment

The Balanced Scorecard should not be considered a quick solution to ali of
management's problems. Rather it should be viewed as a long term project spanning
at least five years that aims at buillding and sustaining long term growth (Paragraph
4.3.1). Implementing and managing a Balanced Scorecard requires a great deal of
time and effort, and the decision to undertake one should not be taken lightly, based

simply on aesthetic appeal or because it is the latest management trend.

The Trainer Development SBU experienced and realised the time commitment
required to see real benefits from their Balanced Scorecard. Indicated by the product
managers of the Trainer Development SBU suggesting that it takes approximately two
years for the benefits of an implemented Balanced Scorecard to be realised
(Paragraph 5.2.3and 5.2.1.4)).
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6.4 CONCLUSION

The intention of this study was to contribute to the area of performance management.
Performance management is defined as, a continuous performance improvement
process, supported by an effective, streamlined developmentally-focused system which

is aligned to the vision, values and key strategies of the organisation.

The Balanced Scorecard is regarded as a performance management tool, because of
its ability to align the organisation with its vision and strategy. The Balanced Scorecard
achieves this through a multi-perspective approach that uses both traditional financial
measures and contempary non-financial measures to drive performance in four generic
causal linked perspectives. There is however a case for the Balanced Scorecard being
considered a strategic management tool as well, since its construction facilitates the

development of the strategic objectives needed to achieve the organisational vision.

The ability of the Balanced Scorecard to produce results has unquestionably been
proven; considering that since its conception in the early 1990s it has grown in
popularity to the extent, that it is estimated that half of Fortune 1000 companies make
use of it. With regard to its application in South Africa, it is still relatively unknown;

however there is evidence to suggest that this is changing rapidly.

Having had a Balanced Scorecard in place for the last five years makes the Trainer
Development SBU of Maccauvlei, in South African terms, a pioneer of new
management technology. All the research instruments used in this study confirm the
conclusion that the Balanced Scorecard contributed to the success this SBU has
enjoyed over its contemporary business unit for the past five years. Thus in this study,
the Balanced Scorecard can be considered to have added real value to the Trainer

Development SBU and has proved to be a viable performance management tool.

In a larger setting, the success enjoyed by the Trainer Development SBU could be
viewed as an indicator that there is a case for the use Balanced Scorecard by providers
in the Training and Devetopment sector. This study could also be viewed as a pre-

emptive indication that the Balanced Scorecard is highly adaptable and, that an
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opportunity exists for Southern African companies to improve their performance

management practices through its use.
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ANNEXE A
RESEARCH QUESTIONNAIRE:
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ANNEXE A
RESEARCH QUESTIONNAIRE:

The purpose of this research questionnaire is to help draw conclusions as to the
effectiveness of the Balanced Scorecard approach in performance management and
measurement, within strategic businesses units of the Education Training and
Development Practices (ETDP) SETA.

In the collection of data the following guidelines will be adhered to:

e To treat all information obtained by means of the questionnaire in the strictest
confidence.

« To use the information only for the purposes of this study and not for any other
purpose what so ever.

o Not to mention any individual names or to phrase my research report in such a way
that anybody who might read the report, will have any clue as to what information

relates to which individual.

Please fill in your details, in the block provided below:

First name:

Surname:

Position:

Department
ISBU:

Annexes 144



Questionnaire

Please place an X in the relevant box per question and where required fill in the

text blocks.

1. |s there a Balanced Scorecard in place for your SBU?

Yes

No

Undecided

2. Do you believe that a growth of 5% above inflation is possible within your SBU for

this financial year?

Strongly
Agree

Agree

Undecided

Disagree

Strongly
Disagree

3. Do you believe the effort required in creating and implementing a Balanced

Scorecard is substantiated by the potential for SBU growth?

Strongly | Agree Undecided | Disagree | Strongly
Agree Disagree
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4. Are you familiar with the Balanced Scorecard and its basic philosophy?

Strongly | Agree | Undecided | Disagree | Strongly
Agree Disagree

5. What do you believe the timeframe would be for positive improvement once the

Balanced Scorecard is implemented within your SBU?

+/-5 +/-2 +/-1 +/-6 +/-1

years year year months month

_

6. Should the implementation and use of a Balanced Scorecard be seen as a long

term project?

Strongly | Agree Undecided | Disagree | Strangly
Agree Disagree

7. Do you believe that a well implemented Balanced Scorecard serves as a

motivational tool?

Strongly | Agree Undecided | Disagree | Strongly
Agree Disagree
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8. Do you understand the change that a Balanced Scorecard would bring about to

your job and SBU?

| Strongly | Agree | Undecided
Agree

Disagree | Strongly |

Disagree

8. If an implemented Balanced Scorecard were to fail, in your experience or

observations, what would the most likely cause be?

10. in your opinion, what changes could be made to improve the current scorecard of

your SBU? (Sample Group A only)

=

Annexes

147



11. Do you know what your goals and objectives are for this financial year?

Strongly | Agree Undecided | Disagree | Strongly

Agree Disagree

12. Do you know against which set of measures/metrics these goal and objectives will

be rated?

Strongly | Agree | Undecided | Disagree | Strongly |

Agree Disagree

13. Do you regularly get feedback on your progress in achieving your set goals and

objectives?

Strongly | Agree | Undecided | Disagree | Strongly
Agree Disagree
' -

14. Do you feel that adequate and above average performance is rewarded?

Strongly | Agree Undecided | Disagree | Strongly
Agree Disagree
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15.In your experience does the Balanced Scorecard promote team work and co-

operation?

Strongly | Agree Undecided | Disagree | Strongly
Agree Disagree
-

16. Do you know what your SBU's vision is?

Yes No Undecided

[

17.Do you feel that you are rated on both your contribution to company revenue as well

as your intangible contributions?

Strongly | Agree Undecided | Disagree | Strongly
Agree Disagree
—

18. Why do you think the Balanced Scorecard has become so popular as a
performance management tool worldwide?
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19.Can the Balanced Scorecard be implemented in any organisation?

Strongly
Agree

Agree

Undecided

Disagree

Strongly

Disagree

20.1 Could Balanced Scorecard design be further refined for South African conditions?

Strongly
Agree

Agree

Undecided

Disagree

Strongly
Disagree

20.2

If so, what refinements would you suggest?
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ANNEXE B
THEORY EXAMINATION

This theory examination is made up of questions that will help deterimine whether
the basic theoretical knowledge of the Balanced Scorecard exists within the
sample groups for the Balanced Scorecard to be a contributing factor towards

SBU performance.

» The foliowing questions refer to Kaplan and Norton's Balanced Scorecard

¢ Answers should be kept brief and to the point

e A maximum period of 1 hour to is allocated to the completion of this
examination

¢ This is a closed book examination and is to be completed individually

1. Why was the Balanced Scorecard created?

|
|
|
|
i

2. Name the four generic perspectives of the Balanced Scorecard?

{_L_J |
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3. Who is credited with creating the formalized Balanced Scorecard structure?

4. |s the Balanced Scorecard only & tool to increase the effectiveness of measurement
of business activities or is it 8 whole new approach to developing business

strategy? Please substantiate your answer.

5. Who should the architect of the Balanced Scorecard be (position held)?

6. Does the Balanced Scorecard promote a centralised or decentralised approach to

company management?

%

L
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7. ls the Balanced Scorecard a “quick fix" to all company problems? Please

substantiate your answer.

8. Who in general is included in the formation of a Balanced Scorecard (management

level)?

]

9. How is a quantifiable metric developed for an activity like customer satisfaction?

Name a method/instrument:
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10. Do Balanced Scorecard's and TQM (Total quality management) compliment each

other? Please substantiate your answer:
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ANNEXE C
MEMORANDUM OF THEORY EXAMINATION:

This memorandum for the theory examination was derived from Kaplan and Norton's
(1996:1-200) publication ‘The Balanced Scorecard,” as this is the consolidation of the

three Balanced Scorecard defining articles.

1. The Balanced Scorecard was created in order to link financial and non-financial
critical activities, into a balanced set of measurements. That takes both into
account, so that a companies activities can be rated according to importance, in
order that resources are directed to the right activities. Which can be properly

measured in terms of their effectiveness. (3)

2. The financial perspective - or how should the company appear to shareholders?
The customer perspective - how does the organisation appear to customers?
The internal perspective - what business processes must the organisation excel at?
The learning/growth perspective - how does the organisation sustain its ability to
change and improve?(4)

3. Robert S. Kaplan a David P. Norton. (2)
4. More than just a measurement tool and whatever logical reason.(2)

5. A top executive with extensive knowledge of the Balanced Scorecard methodology
and company/ divisional/ SBU running. They must have the power to cut through
bureaucracy and gain the support of top management. (3)

6. Decentralised to a practical extent. (2)

7. No, undertaking a Balanced Scorecard is a long term project that if done properly
should take approximately 16 weeks to develop and once in place depending on
customer turnover, can take up to 5 years to generate its aim- which is sustained
company growth. (2)
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8. Top management, corporate executives, divisional management, middle

management, relevant shareholders are all consuited. (3)

9. Any relevant methodology/instrument e.g. half-life method or questionnaires. (2)

10.TQM and the Balanced Scorecard do compliment each other, as well as any

relevant reason: (2)

Total: (25)
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ANNEXE D
MEMORANDUM OF STRUCTURED INDIVIDUAL INTERVIEW

Interviewee: G. Blackbeard; Trainer Development SBU manager
Interviewer: B.D. Blackbeard

Time: 14.30 - 15:15
Date: 25 September 2004
Venue: Maccauvlei training and conference centre

Evidence: Cassette recording in the author's possession

Q1. How long has the Trainer Development SBU been making use of Balanced
Scorecard methodoiogy?
A1. Approximately 5 years

Q2. To how low a corporate level should Balanced Scorecards be cascaded?
A2. To middie management ievel

Q3. Is there a corporate and divisional scorecard that the Trainer Development SBU
scorecard is based on?

A3. There is no Scorecard as such for the Anglo American group or Maccauviel, the
Trainer Development SBU scorecard is thus seen as a pilot study for the rollout of a

Maccauvlei scorecard

Q4. Who is the architect of the current Balanced Scorecard and why was it deemed
necessary for that scorecard to be created?

A4. The architect is Trainer Development SBU manager and it was deemed necessary
to create the Scorecard as a more balanced perspective was needed, as revenue is not

the only determining factor of a successful company.

Q5. Has your current Balanced Scorecard been successful? What leads you to believe
this?
A5. The Balanced Scorecard has been successful, as return on investment (ROI) for

the Trainer Development SBU is exceeding set corporate targets by more than 35%
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and SBU A’s contribution to Maccauvlei's revenue has tripled in the period of Balanced
Scorecard use.

Q6. What motivated you to choose the Balanced Scorecard as means to improve
performance management?

AB. The Trainer Development SBU manager was motivated to implement the Balanced
Scorecard after attending a course, where statistical proof was provided for why a
muiti-dimensional performance management approach is superior.

Q7. To what division of Anglo America does the Training and Development SBU
belong?

A7. Anglo American Corporation head office

Q8. What changes do you think could be made to improve your current Balanced
Scorecard?

A8. The SBU scorecard needs to be further cascaded down to the supervisory and co-
ordination levels. Where middle management should be trained in the application and

implementing of the Scorecard.

Q9. Did you find it necessary to follow all ten of the tasks Kaplan suggests in the
formation of your first Balanced Scorecard?
AS.It was deemed necessary to follow all ten of Kaplan's suggested tasks in Scorecard

formation.

Q10. After the implementation of your first scorecard was it possible to leave out some
of the above mentioned tasks?

A10. As more experience was gained with the Balanced Scorecard the process for re-
evaluation and adaptation becomes quicker and easier. Thus tasks can be left out.

Q11. How often do you re-evaluate and improve your scorecard?

A11. On an annual basis.

Q12. In your opinion is there a better system available than the Balanced Scorecard for

measurement in performance management?
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A12. None that the Trainer Development SBU manager is aware of.

Q13. Do you think the four perspectives of the Balanced Scorecard are sufficient?

A13. In most cases of first implementation four perspectives are sufficient, but as
experience grows in using the Balanced Scorecard, it can be adapted to better suit
SBU needs. In the Trainer Development SBU a product development and innovation

perspective has been created.

Q14. Has the implementation of the Balanced Scorecard brought any ethical concerns
into focus?

A14. None that would not occur in normal business management.

Q15. How do you think the Balanced Scorecard can be better adapted to South African
conditions?

A15. The scorecard should be simplified, as complexity is the enemy of transparency,
which in the South African environment and especially in human resources is a

concern.
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