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External
Measures

Value Chair —L" > ] _|_. —|"‘
I 1

« External Measures tell you about the results achieved
by the value chain or Business Process

« |Internal Measures tell you about the results achieved
by sub-processes or activities
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Strategy: Expand Market Presence
Goal: Increase Sales by 15% Each Quarter

Q@ © ©

! | |
Generate | Qualify 'l Seck Sales | o Make Sales |
Leads g Prospects Opportunity Presentation

M1 = Number of Leads Generated/ Quarrer
M2 - Number of Prospects Qualified/Quarter
M3 = Number of Sales Calls Arranged/Quarter
M4 = Number of Sales/Cuuarter

Figure 6.3 A simple sales cycle with three leading and one lagging measure.
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s Lagging and leading indicators

= In performance management we often talk about
“lagging” and “leading” indicators. But what do they

mean exactly?

= Lagging indicators are typically “output” oriented, easy
to measure but hard to improve or influence while
leading indicators are typically input oriented, hard to

measure and easy to influence.
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‘.li
= Let me 1llustrate this with a simple example: For many of
us a personal goal 1s weight loss.

m A clear lagging indicator that 1s easy to measure. You step
on a scale and you have your answer. But how do you
actually reach your goal?

= For weight loss there are 2 “leading” indicators: 1. Calories
taken in and 2. Calories burned. These 2 indicators are
casy to influence but very hard to measure. When you
order lunch in a restaurant the amount of calories is not
listed on the menu. And if you are me, you have no clue
how many calories you burn on a given day.
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ﬁ = Now lets try to translate this to business. Most financial
indicators such as revenue, profit, costs are ‘“lacking
indicators”. They are results of the activities of the
company.

= Now lets imagine you are managing an IT outsourcing
company and your goal is to be compliant with the SLA’s
(service level agreements) you agreed upon with your
customers. For instance the maximum allowed time to
resolve high priority incidents 1s 48 hours.

= The output 1s easy to measure: You either solve your
incidents in 48 hours or not. But how do you influence the
outcome? What are the activities you must undertake to
achieve the desired outcome?
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ﬁ s For instance: Make sure staff start working on incidents
immediately when they occur. Make sure that incidents are
assigned to the right people with the right skillset and that
this person i1sn’t already overloaded with other work.
This could be translated into the following “leading”
indicators

= % of incidents not worked on for 2 hours.
= % of open incidents older then 1 day.
= % of incidents dispatched more then 3 times.

= Average backlog of incidents per agent
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| Increased market share and EO
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Measures
Technology Manufacouring geometry vs.
capability Comeriton
Manufacturing | Cyde time, Unit cost, Yield
experence
Diesi Silicon efficiency, Engineering
productiviry efficiency

ew product Actual imtroduction schedule vs. plan

mtroductn
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| Caoals Measures
| Technology Time to develop next generaton
leadership
Manufacturing | Process nme ro maruricy
learning |
Product focus

Time o market
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Caoals Measures

MNew products Percent of sales from new products,
Percent of sales from proprictary
products

Response supply | Onime delivery {defined by
CusTOmet)

Preferred supphict
Share of key acoounts’ purchases,
Ranking by key accounts

{_ustomer

partnership Number of cooperative engineering
etfores

——
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Caoals Measures

MNew products Percent of sales from new products,
Percent of sales from proprictary
products

Response supply | Onime delivery {defined by
CusTOmet)

Preferred supphict
Share of key acoounts’ purchases,
Ranking by key accounts

{_ustomer

partnership Number of cooperative engineering
etfores

——
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)l Financial Measures

4]

)'( Cusromer Measures

’[ Process Measures

- Ifthe vision is o be thMmrtgyjsm
realized, swhar straregies * suceeed, what are the -
- must the company adape? - critical mictess h:mr:thm
[ How will we differ in terms e milst achieve?
Shareholders ‘s *“*}“ﬂfx‘“‘*
1 7
Customens iJ Customer Success
_ I Factors
Internal Managers of |
Processes B Proces Success Factors
: - | |
Ability to Innovate and Innovating & Learning
Grow Success Factors

ta Growth Measures
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.é; . ? Figure 6.6 Balanced Scorecard Strategy Maps (modified from figure in HBR, Sept/Oct 2000
article).
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Department or function  Typical departmental measures  Typical process measures

Sales department P Cost of sales P Timely and accurate submission of orders

P Revenue (S) P Timely and accurate entry of new orders

P Cost of processing orders

Production department P Cost of inventory P Timely order scheduling
P Cost of labor ® Timely and accurate production of orders
P Cost of marterials P Timely shipment of orders
» Cost of shipping » Cost of unit production and shipping costs
Finance department P Percent of bad debt P Timely and accurate invoice preparation
P Mean labor budget P Timely and accurate credit checks for new
accounts

P Cost of processing an invoice

External organizational » Cross revenue B Percent of on-time delivery
measures
P> Cost of sales P Percent of rejects
» Growth of customer base P Customer satisfaction as measured on survey

® Price of stock or index
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Corporate

Scorecard
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Customer Facing Attributes

Performance ]
Atrtrbute Performance Attribute Definition Level 1 Metric
The performance of the supply chain in _
delivering: the correct product, to the Delivery Performance
Supply Chain correct place, at the correct time, in the

Delivery Reliabilicy

correct condition and packaging, in the
correct quantity, with the correct
documentation, to the correct customer,

Fill Rates

Perfect Order Fulfillment

Supply Chain The velocity at which a supply chain Order Fulfillment Lead Times
Responsiveness provides products te the customer.

Supply Chain The agility of a supply chain in responding Supply Chain Response Time
F'IEE"-FI;ETiI:y o marketplace changes to gain or maintam c

ompetitive advantage.

Production Flexibility

Internal Facing Attribute

Supply Chain Costs

The cosrs associated with operatng the
supply chain.

Cost of Goods Sold

Total Supply Chain
Management Costs

Value-Added Productivicy

Warranty / Returns Processing
Costs

Supply Chain Asset
Management
Efficiency

The effectiveness of an organization in
managing assets to support demand
satisfaction. This includes the management
of all assets: fixed and work ng capita|.

Cash-ro-Cash Cyde Time

Inventory Days of Supply

Asset Turns
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- Architecture Analysis Worksheet - Level 2 Processes
Value Chain: The Widget Value Chain Level 1 Process: Widget Supply Chain
Goals and Measures for Level 1 Process:

Increase customer satisfaction (Reduce complaints by 50%)
Reduce costs (by 15% per year)

Level 2 Processes | Process Manager Level 2 Goals/Process Metrics Level 2 Resources

Make Process Artig Kahn Reliability ERP Modules Ulsed

Perfect Order Fulfilloent
Responsiveness

Make Cycle Time Business Rulas Lised
Flexibiliey

Hﬁﬂdt rdv'lahe EL&:’:LEili:y .

nside Ma aptabili i

Upside Make Adaptabiliyy Emplayec Traiming Caurses Used
Cost

Plant Operating Cost per Houwr

Indirect to Dhrect Headcounts Racio

Costhunit

Indirect ta Direct Process Cost Ratio

Product Losses {Sources, In-Process, Finished |
Asgets

Cash to Cash Cycle Time

Inventory Aging

Rerurn on Supply Chain Fised Assers

Drefiver Process
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