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OZET

STRATEJIK ISLETME YONETiIMIi VE TELEKOMUNIKASYON

SEKTORUNDE UYGULAMASI

Strateji-odakli organizasyon, hedef ve amagclarini kit ve belirsiz zaman ve kaynaklarla
eyleme doniistiirebilen organizasyondur. Bagariya giden yolda, bir sirketin karlilik hedefleri
daima kisa vadeli finansal hedeflerle ile belirlenememektedir, zira maddi olmayan duran
varliklarin rekabet¢i avantaj yaratmada ana kaynak olmaya dogru &nemli yol kat ettigi
giinlimiiz ekonomilerinde, finansal olmayan, bilgi bazli ve katma deger yaratan stratejiler
daha fazla 6nem arz etmektedir. Bu ¢er¢evede, organizasyonlarin, stratejilerini operasyon
diline ve eylem planlarma doniistirmek igin etkin araglar kullanmalar, aym zamanda,
basarilarim maddi olmayan varliklarrm da g6z Oniine alarak 6Slgmeleri gerelmektedir.
Balanced Scorecard (Dengelenmis Performans Yonetimi) organizasyonlarin stratejik
amaglanm ilgili performans o&lgiitlerine g¢eviren ve geleneksel tarihsel finansal verilerle
niteliksel verileri biitiinlestiren entegre bir stratejik isletme yonetimi yapisidir.

Bu c¢alismada, Oncelikle, stratejinin, ve strateji-odakli isletmenin temellerini ayrica
strateji olusturmadaki modern yaklagimlar1 inceleyecegiz. Bu araglardan Balanced Scorecard
lizerinde ayrintili olacak duracagiz. Daha sonra binden fazla ¢aligam ile Tiirkiye pazarinda
sektoriinde liglincli sirada bir telekomiinikasyon sirketinde detayli bir uygulama g¢aligmasi
yapacaiz. Fiktif degerlerle yapilan hedef ve fiili kargilagtirmali Balanced Scorecard’imizi
uygulayarak degerlendirmeler béliimii ile tezimizi tamamlayacafiz. Tezin uygulama
agamasinda Dialog Software, SAP SEM/CPM (Strategic Enterprise Management / Corporate
Performance Monitor) ve MsExcel yazilimlarim kulanacagiz.

Mayis, 2003 Lale Yakut



ABSTRACT

STRATEGIC ENTERPRISE MANAGEMENT AND APPLICATION TO

THE TELECOMMUNICATIONS INDUSTRY

A strategy-focused organization is the one that translates its goals and objectives into
action under uncertainty and insufficiency of time and resources most effectively. On the way
to success, however, profitability of an organization cannot be measured based on short-term
financial goals since in today’s economies, where intangible assets have become the major
sources of competitive advantage, tools that describe knowledge-based assets and the value
creating strategies that these assets have been creating greater influence and importance. In
this context, organizations have to deploy efficient tools in order to translate their strategies
into operational terms and consequent actions, correspondingly measure their success by
taking into consideration their non-financial data, that is intangible assets. For this purpose,
Balanced Scorecard is an integrated strategic performance management framework that helps
organizations translate strategic objectives into relevant performance measures integrating

traditional historical-based financial key figures, with qualitative factors.

In this study, we will try to analyze the fundamentals of strategy, and strategy-focused
organization, taking a look at contemporary apprbaches in building strategy. The section will
be followed with Balanced Scorecard methodology in detail. Afterwards, we will present an
implementation proposal for Balanced Scorecard in a telecommunications company operating
in Turkish market with around one thousand employees and enjoying the third place in the
market share. The study including the plan/actual comparisons with fictitious values will be
concluded with results and evaluations chapter. We will use Dialog Software, SAP
SEM/CPM (SAP Strategic Enterprise Management / Corporate Performance Monitor) and

Microsoft Excel softwares in the application chapter.

May, 2003 Lale Yakut
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CLAIM FOR ORIGINALITY

STRATEGIC ENTERPRISE MANAGEMENT AND APPLICATION TO

THE TELECOMMUNICATIONS INDUSTRY

The aim of this study is to, both give an insight of strategic enterprise management, how
to and why to integrate a company’s strategic terms with its actions and performance results,
not only taking into consideration the financial data but also its’ value adding intangible
assets, and also offer guidelines for implementing Balanced Scorecard methodology in a
service/utilities industry, specifically telecommunications sector. Another originality we claim
with this study is the implementation steps that are illustrated on SAP Strategic Enterprise
Management (SEM) module. The company analysis is followed by the step-by-step

description of a scorecard implementation.

The study we will present here is specific to a telecommunications company, operating
in the Turkish market with around one thousand employees where the plan and actual values
are fictitious. Readers should realize that the Balanced Scorecard application presented with
thesis is only for guidance and though some aspects can generically be implemented, we
basically aim to show the path and methods of implementation, not the final scorecard that
can be replicated for any industry. We hope that this study may be helpful for people who are

searching for contemporary strategic management solutions.

May, 2003 Asst.Prof.Dr.Ozalp Vayvay Lale Yakut



ABBREVIATIONS

BSC
CGS
CPM
CR
CRM
EVA
EVM

GPRA
GPRS
GSM
IOH
MES
NOPAT
NOR
OE
ROCE
ROI
SAP
SEM
TQM
VAS

: Activity Based Costing

: Balanced Scorecard

: Cost of Goods Sold

: Corporate Performance Management Module of SAP
: Concentration Ratio

: Customer Relationship Management

: Economic Value Added

: Earned Value Management

: Functional Economic Analysis

: Government Performance and Results Act

: General Packet Radio Service

: Global System for Mobile Communications (<. Groupe Spéciale Mobile)
: Overhead costs in public sector

: Minimum Efficient Scale

: Net Operating Profit After Taxes

: Net Operating Result

: Operational Effectiveness

: Return On Capital Employed

: Return On Investment

: System Applications and Products in Data Processing, Trademark of SAP
: Strategic Enterprise Management

: Total Quality Management

: Value Added Services
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I. INTRODUCTION

I.1. The Importance of Creating a Strategy Focused Organization

Fortune magazine article that is based on a survey of management consultants in 1982
reported that, less than 10% of strategies were successfully implemented (Kiechel, 1982).
Another study of 275 portfolio managers reports that the ability to execute strategy was more
important than the quality of strategy itself. More recently, in 1999, another Fortune magazine
cover story concluded that the emphasis on placed on strategy and vision created a mistaken
belief that strategy was all that was needed to succeed (Charan & Colvin, 1999).

With the light of all the above surveys, apparently, we can say that strategy formulation
has never been more important and yet, most companies fail to implement the strategy they
create however well formulated it is.

It is recognized that new strategies and competitive realities demand new measurement
system and a radical decision to shift from financial figures as the foundation for performance
measurement to treating them as one among a broader set of measures (Eccles, 1998).

The most important reason of difficulties in implementing strategies is that opportunities
for creating value are shifting from managing tangible assets to exploiting intangible assets
and managing knowledge-based strategies, however, methods for measuring corporate value
are kept the same.

In the economies of the past, which were composed of up to 60 % tangible assets,
financial measurements were adequate to record investments in inventory, property, plant, and
equipment on companies’ balance sheets. Income statements could also capture the expenses
associated with the use of these tangible assets to produce revenues and profit. Contemporary
management systems were not designed to cope with the complexity presented by intangible
assets. However, today’s economy, where intangible assets have become the major sources of
competitive advantage, calls for tools that describe knowledge-based assets and the value
creating strategies that these assets make possible (Kaplan & Norton, 2001).

Figure 1.1 summarizes the valuation systems, which were based basically based on
financial data.



Valuation Value Creation
Systems Systems
¢  Can measure macro value (e.g., e  Cannot describe value creating
market-to-book ratios) factors
e  Cannot measure the value of e  Cycle times
specific intangible assets o  Experience/skill level
e  Customers e  Cannot deal with timing issues of
e  Processes cause-and-effect (accrual
e  Capabilities accounting inadequate)

Figure 1.1 Enterprise valuation systems based on financial data (Kaplan & Norton, 2001)

Financial measurement systems record the stand-alone book value of assets, such as
cash, banks, accounts receivable, inventory, land, plant and equipment. These types of asset
are largely independent of who owns them. Intangible assets, in contrast, usually have little
stand-alone value; their value arises from being embedded in coherent, linked strategies, such
as, customer satisfaction, timeliness of deliveries, quality of service etc.

Companies also have had problems attempting to implement knowledge-based strategies
in organizations designed for industrial-age competition. Organizations operated under a
centralized command-and-control culture. As an outcome, change could be provided only
incrementally with slow-reacting and tactical management control systems such as the budget.
Such control systems are inadequate for today’s dynamic, rapidly changing environment.

Most of today’s organizations operate decentralized business units and teams that are
much closer to the customer than large corporate staffs. These organizations recognize that
competitive advantage comes more from the intangible knowledge, capabilities, and
relationships created by employees than from investments in physical assets and access to
capital. Strategy implementation therefore, requires that all business units, support units, and
employees be aligned and linked to the strategy. With the rapid changes in technology,
competition and regulations, the formulation and implementation of strategy must become a

continual and participative process.



Certainly, the performance of strategy implemented, should be measured considering
both the tangible and the intangible assets. When considering tangible assets, it is possible to
talk about financial figures, ROI calculations and other ratios. However, calculation of the
marginal benefit retained on intangible assets and company’s overall success had for a long
time necessitated the use of the measurement of other key performance indicators and the
interaction of these indicators with the strategic plan, after being frustrated by the

inadequacies of traditional performance management systems.



II. FUNDAMENTALS AND CONTEMPORARY

APPROACHES IN CONSTRUCTING STRATEGY

I1.1. Introduction to Contemporary Approaches in Strategic Thinking

For almost two decades, managers have been learning to play by a new set of rules.
Companies must be flexible to respond rapidly to competitive and market changes. They must
benchmark continuously to achieve best practice. They must outsource aggressively to gain
efficiencies. Positioning - once the heart of strategy - is rejected as too static for today's
dynamic markets and changing technologies. According to the new dogma, rivals can quickly
copy any market position, and competitive advantage is, at best, temporary. But those beliefs
are dangerous half-truths, and they are leading more and more companies down the path of

mutually destructive competition.
I1.1.1. Distinguishing Between Operational Effectiveness and Strategy

Operational effectiveness and strategy are both essential to superior performance, which
is the primary goal of any enterprise. But they work in very different ways. Operational
effectiveness (OE) means performing similar activities better than rivals perform them.
Operational effectiveness includes but is not limited to efficiency. It refers to any number of
practices that allow a company to better utilize its inputs by, for example, reducing defects in
products or developing better products faster. In contrast, strategic positioning means
performing different activities from rivals or performing similar activities in different ways.
Constant improvement in operational effectiveness is necessary to achieve superior
profitability. However, it is not usually sufficient. Few companies have competed successfully
on the basis of operational effectiveness over an extended period, and staying ahead of rivals
gets harder every day.

Strategy is the creation of a unique and valuable position, involving a different set of
activities. If there were only one ideal position, there would be no need for strategy.
Companies would face a simple imperative -- win the race to discover and preempt it. The

essence of strategic positioning is to choose activities that are different from rivals'. If the
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same set of activities were best to produce all varieties, meet all needs, and access all
customers, companies could easily shift among them, and operational effectiveness would

determine performance.

I1.1.2. Developing Strategic Fit Across Activities

Strategic positions emerge from distinct sources, which often overlap. First, positioning
can be based on producing a subset of an industry's products or services. This can be called
variety-based positioning. A second basis for positioning is that of serving the needs of a
particular customer group. This can be called needs-based positioning. The third basis for
positioning is that of segmenting customers who are accessible in different ways. This can be
called as access-based positioning. Positioning choices determine not only which activities a
company will perform and how it will configure individual activities but also how activities
relate to one another. While operational effectiveness is about achieving excellence in

individual activities, strategy is about combining activities.

I1.1.3. Fit Sustains Competitive Advantage

The importance of fit among functional policies is one of the oldest ideas in strategy.
Gradually, however, it has been supplanted on the management agenda. Rather than seeing
the company as a whole, managers have turned to "core" competencies, "critical" resources,
and "key" success factors. In fact, fit is a far more central component of competitive
advantage than most realize. Strategic fit among many activities is fundamental not only to
competitive advantage but also to the sustainability of that advantage. It is harder for a rival to
match an array of interlocked activities than it is merely to imitate a particular sales-force
approach, match a process technology, or replicate a set of product features. Positions built on
activity systems are more sustainable than those built on individual activities.

Finally, fit among a company's activities creates pressures and incentives to improve
operational effectiveness, which makes imitation even harder. Fit means that poor
performance in one activity will degrade the performance in others, so that weaknesses are
exposed and more prone to get attention. Conversely, improvements in one activity will pay
dividends in others. Companies with strong fit among their activities are rarely inviting
targets. Their superiority in strategy and in execution only compounds their advantages and

raises the hurdle for imitators.



I1.1.4. What is Strategy?

Strategy is creating fit among a company's activities. The success of a strategy depends
on doing many things well - not just a few - and integrating among them. If there is no fit
among activities, there is no distinctive strategy and little sustainability. Management reverts
to the simpler task of overseeing independent functions, and operational effectiveness
determines a company's relative performance.

Improving operational effectiveness is a necessary part of management, but it is not
strategy. In confusing the two, managers have unintentionally backed into a way of thinking
about competition that is driving many industries toward competitive convergence, which is

in no one's best interest and is not inevitable.

I1.1.5. Both Strategy and Operational Effectiveness Are Critical to Success

Managers must clearly distinguish operational effectiveness from strategy. Both are
essential, but the two agendas are different. The operational agenda involves continual
improvement everywhere there are no trade-offs. Failure to do this creates vulnerability even
for companies with a good strategy. The operational agenda is the proper place for constant
change, flexibility, and relentless efforts to achieve best practice. In contrast, the strategic
agenda is the right place for defining a unique position, making clear trade-offs, & tightening

fit. It involves the continual search for ways to reinforce & extend the company's position.

Strategic continuity does not imply a static view of competition. A company must continually
improve its operational effectiveness and actively try to shift the productivity frontier; at the
same time, there needs to be ongoing effort to extend its uniqueness while strengthening the
fit among its activities. Strategic continuity makes an organization's improvements more

effective.

I1.2. Hierarchical Levels of Strategy

Strategy can be formulated on three different levels:
e Corporate level

« Business unit level



» Functional or departmental level.
While strategy may be about competing and surviving as a firm, one can argue that
products, not corporations compete, and products are developed by business units. The role of
the corporation then is to manage its business units and products so that each is competitive

and so that each contributes to corporate purposes.

I1.2.1. Corporate Level Strategy

Corporate level strategy fundamentally is concerned with the selection of businesses in
which the company should compete and with the development and coordination of that
portfolio of businesses.

Corporate level strategy is concerned with:

e Reach - defining the issues that are corporate responsibilities; these might include
identifying the overall goals of the corporation, the types of businesses in which the
corporation should be involved, and the way in which businesses will be integrated and
managed.

o Competitive Contact - defining where in the corporation competition is to be localized.
Take the case of insurance: In the mid-1990's, Aetna as a corporation was clearly
identified with its commercial and property casualty insurance products. The
conglomerate Textron was not. For Textron, competition in the insurance markets took
place specifically at the business unit level, through its subsidiary, Paul Revere.
(Textron divested itself of The Paul Revere Corporation in 1997.)

e Managing Activities and Business Interrelationships - Corporate strategy includes
determining how staff and other resources can be shared and coordinated across
business units; how financial resources are to be invested across business units; and
how each business unit can complement other corporate business activities.

o Management Practices - Corporations decide how business units are to be governed:
through direct corporate intervention (centralization) or through more or less
autonomous government (decentralization) that relies on persuasion and rewards.

Corporations are responsible for creating value through their businesses. They do so by
managing their portfolio of businesses, ensuring that the businesses are successful over the
long-term, developing business units, and sometimes ensuring that each business is

compatible with others in the portfolio.



I1.2.2. Business Unit Level Strategy

A strategic business unit may be a division, product line, or other profit center that can
be planned independently from the other business units of the firm.

At the business unit level, the strategic issues are less about the coordination of
operating units and more about developing and sustaining a competitive advantage for the
goods and services that are produced. At the business level, the strategy formulation phase
deals with:

« Positioning the business against rivals

e Anticipating changes in demand and technologies and adjusting the strategy to
accommodate them

o Influencing the nature of competition through strategic actions such as vertical

integration and through political actions such as lobbying.

I1.2.3. Functional Level Strategy

The functional level of the organization is the level of the operating divisions and
departments. The strategic issues at the functional level are related to business processes and
the value chain. Functional level strategies in marketing, finance, operations, human
resources, and R&D involve the development and coordination of resources though which
business unit level strategies can be executed efficiently and effectively.

Functional units of an organization are involved in higher-level strategies by providing
input into the business unit level and corporate level strategy, such as providing information
on resources and capabilities on which the higher-level strategies can be based. Once the
higher-level strategy is developed, the functional units translate it into discrete action-plans

that each department or division must accomplish for the strategy to succeed.

I1.3. Generic Strategies

If the primary determinant of a firm's profitability is the attractiveness of the industry in

which it operates, an important secondary determinant is its position within that industry.



Even though an industry may have below-average profitability, a firm that is optimally
positioned can generate superior returns.

A firm positions itself by leveraging its strengths. Michael Porter has argued that a firm's
strengths ultimately fall into one of two headings: cost advantage and differentiation. By
applying these strengths in either a broad or narrow scope, three generic strategies result: cost
leadership, differentiation, and focus. These strategies are applied at the busine;s unit level.
They are called generic strategies because they are not firm or industry dependent. The
following table illustrates Porter's generic strategies:

Porter's Generic Strategies

Advantages
Target Scope
Low Cost Product Uniqueness
Cost Leadership Differentiation
B dustry Wid
road (Tndustry Wide) Strategy Strategy
N Focus Focus
arrow ) .
(Market Segment) Strategy ’ Strategy
(low cost) (differentiation)

Table II.1 Porter’s generic strategies (Porter, 1985)

IL.3.1. Cost Leadership Strategy

This generic strategy calls for being the low cost producer in an industry for a given
level of quality. The firm sells its products either at average industry prices to earn a profit
higher than that of rivals, or below the average industry prices to gain market share. In the
event of a price war, the firm can maintain some profitability while the competition suffers
losses. Even without a price war, as the industry matures and prices decline, the firms that can
produce more cheaply will remain profitable for a longer period of time. The cost leadership
strategy usually targets a broad market.

Firms that succeed in cost leadership often have the following internal strengths:




« Access to the capital required making a significant investment in production assets;

this investment represents a barrier to entry that many firms may not overcome.

« Skill in designing products for efficient manufacturing, for example, having a small

component count to shorten the assembly process.

« High level of expertise in manufacturing process engineering.

« Efficient distribution channels.

Each generic strategy has its risks, including the low-cost strategy. For example, other
firms may be able to lower their costs as well. As technology improves, the competition may
be able to leapfrog the production capabilities, thus eliminating the competitive advantage.
Additionally, several firms following a focus strategy and targeting various narrow markets
may be able to achieve an even lower cost within their segments and as a group gain

significant market share.

I1.3.2. Differentiation Strategy

A differentiation strategy calls for the development of a product or service that offers
unique attributes that are valued by customers and that customers perceive to be better than or
different from the products of the competition. The value added by the uniqueness of the
product may allow the firm to charge a premium price for it. The firm hopes that the higher
price will more than cover the extra costs incurred in offering the unique product. Because of
the product's imique attributes, if suppliers increase their prices the firm may be able to pass
along the costs to its customers who cannot find substitute products easily.

Firms that succeed in a differentiation strategy often have the following internal
strengths:

e Access to leading scientific research.

« Highly skilled and creative product development team.

« Strong sales team with the ability to successfully communicate the perceived

strengths of the product.

» Corporate reputation for quality and innovation.

The risks associated with a differentiation strategy include imitation by competitors and
changes in customer tastes. Additionally, various firms pursuing focus strategies may be able

to achieve even greater differentiation in their market segments.
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I1.3.3. Focus Strategy

The focus strategy concentrates on a narrow segment and within that segment attempts
to achieve either a cost advantage or differentiation. The premise is that the needs of the group
can be better serviced by focusing entirely on it. A firm using a focus strategy often enjoys a
high degree of customer loyalty, and this entrenched loyalty discourages other firms from
competing directly.

Because of their narrow market focus, firms pursuing a focus strategy have lower
volumes and therefore less bargaining power with their suppliers. However, firms pursuing a
differentiation-focused strategy may be able to pass higher costs on to customers since close
substitute products do not exist. Firms that succeed in a focus strategy are able to tailor a
broad range of product development strengths to a relatively narrow market segment that they
know very well.

Some risks of focus strategies include imitation and changes in the target segments.
Furthermore, it may be fairly easy for a broad-market cost leader to adapt its product in order
to compete directly. Finally, other focusers may be able to carve out sub-segments that they
can serve even better.

Table I1.2 shows the summary of Porter’s generic strategy approach (Porter, 1980).
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Competitive Required Skills & Organizational Associated
Strategy Resources Elements Risks
Overall Cost Sustained capital Tight cost control Technological change that nullifies past
Leadership investment and access Frequent, detailed investments or learning
to capital reports Low-cost learning by industry newcomers
Process engineering Structured or followers through imitation, or through
skills organization and their ability to invest in state-of-the-art
Intensive supervision of responsibilities facilities
labor Incentives based on Inability to see required product or
Products designed for meeting strict marketing change because of the attention
ease of manufacture quantitative targets placed on cost
Low-cost distribution Inflation in costs that narrow the firm’s
system ability to maintain enough of a price
differential to offset competitors’ brand
images or other approaches to
differentiation
Differentiation Strong marketing Strong coordination The cost differential between low-cost
abilities among functions in competitors and the differentiated firm
Product engineering R&D, product becomes too great for differentiation to hold
Creative flair development, and brand loyalty. Buyers thus sacrifice some of
Strong capability in marketing the features, services, or image possessed
basic research Subjective by the differentiated firm for large cost
Corporate reputation for measurement and savings.
quality or technological incentives instead of | Buyers’ need for the differentiating factor
leadership quantitative measures | falls. This can occur as buyers become
Long tradition in the Amenities to attract more sophisticated.
industry or unique highly skilled labor, Imitation narrows perceived differentiation,
combination of skills scientists, or creative | @ common occurrence as industries mature.
drawn from other people
businesses
Strong cooperation
from channels
Focus Combination of the Combination of the The cost differential between broad-range
above policies directed above policies competitors and the focused firm widens to
at the particular directed at the eliminate the cost advantages of serving a
strategic target particular strategic | narrow target or to offset the differentiation
target achieved by focus.

The differences in desired products or
services between the strategic target and the
market as a whole narrows.

Competitors find sub markets within the
strategic target and out focus the focuser.

Table II.2 Summary of Generic Strategy Approach (Porter, 1985)
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I1.3.4. Combination of Generic Strategies

These generic strategies are not necessarily compatible with one another. If a firm
attempts to achieve an advantage on all fronts, in this attempt it may achieve no advantage at
all. For example, if a firm differentiates itself by supplying very high quality products, it risks
undermining that quality if it seeks to become a cost leader. Even if the quality did not suffer,
the firm would risk projecting a confusing image. For this reason, Michael Porter argued that
to be successful over the long-term, a firm must select only one of these three generic
strategies. Otherwise, with more than one single generic strategy the firm will be "stuck in the
middle" and will not achieve a competitive advantage.

Porter argued that firms that are able to succeed at multiple strategies often do so by
creating separate business units for each strategy. By separating the strategies into different
units having different policies and even different cultures, a corporation is less likely to
become "stuck in the middle."

However, there exists a viewpoint that a single generic strategy is not always best
because within the same product customers often seek multi-dimensional satisfactions such as
a combination of quality, style, convenience, and price. There have been cases in which high
quality producers faithfully followed a single strategy and then suffered greatly when another
firm entered the market with a lower-quality product that better met the overall needs of the

customers.

IL4. Five Forces of Strategy

The model of pure competition implies that risk-adjusted rates of return should be
constant across firms and industries. However, numerous economic studies have affirmed that
different industries can sustain different levels of profitability; part of this difference is
explained by industry structure.

Michael Porter provided a framework that models an industry as being influenced by
five forces, which is shown in Figure II.1. The strategic business manager seeking to develop
a competitive advantage over rival firms can use this model to better understand the industry

context in which the firm operates.
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Potential
Entrants

Threat of
New Entrants

Industry
Bargaining Power| Competitors | Bargaining Power

of Suppliers of Buyers
Suppliers > u * Buyers

Rivalry among
existing firms

Threat of
Substitute Products
or Sewice

Substitutes

Figure IL1 Porter’s Five Forces of Strategy (e-source [10])

I1.4.1. Rivalry

In the traditional economic model, competition among rival firms drives profits to zero.
But competition is not perfect and firms are not unsophisticated passive price takers. Rather,
firms strive for a comparative and competitive advantage over their rivals. The intensity of
rivalry among firms varies across industries, and strategic analysts are interested in these
differences. |

Economists measure rivalry by indicators of industry concentration. The Concentration
Ratio (CR) is one such measure. The Bureau of Census periodically reports the CR for major
Standard Industrial Classifications (SIC's). The CR indicates the percent of market share held
by the four largest firms (CR's for the largest 8, 25, and 50 firms in an industry also are
available). A high concentration ratio indicates that the largest firms hold a high concentration
of market share - the industry is concentrated. With only a few firms holding a large market
share, the competitive landscape is less competitive (closer to a monopoly). A low
concentration ratio indicates that many rivals characterize the industry, and none of which has
a significant market share. These fragmented markets are said to be competitive. The
concentration ratio is not the only available measure; the trend is to define industries in terms

that convey more information than distribution of market share.
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If rivalry among firms in an industry is low, the industry is consider to be disciplined.

This discipline may result from the industry's history of competition, the role of a leading

firm, or informal compliance with a generally understood code of conduct. Explicit collusion

generally is not a legal option; in low rivalry industries competitive moves must be

constrained informally. However, a maverick firm seeking a competitive advantage can

displace the otherwise disciplined market.

When an important rival takes an action that precipitates counter moves by other firms,

rivalry intensifies. The intensity of rivalry commonly is referred to as being cutthroat, intense,

moderate, or weak, based on the firms' aggressiveness in attempting to gain an advantage.

In pursuing an advantage over its rivals, a firm can choose from several competitive

moves:

Changing prices - raising or lowering prices to gain a temporary advantage.
Improving product differentiation - improving features, implementing innovations in
the manufacturing process and in the product itself.

Creatively using channels of distribution - using vertical integration or using a
distribution channel that is novel to the industry. For example, Timex moved out of
jewelry stores and into five and dime stores and drugstores.

Exploiting relationships with suppliers - for example, from the 1950's to the 1970's
Sears, Roebuck and Co. dominated the retail household appliance market. Sears set
high quality standards and required suppliers to meet its demands for product

specifications and price.

Industry characteristics that affect the intensity of rivalry include:

1.

A larger number of firms increase rivalry because more firms must compete for
the same customers and resources. The rivalry intensifies if the firms have similar
market share, leading to a struggle for market leadership.

Slow market growth causes firms to fight for market share. In a growing market,
firms are able to improve revenues simply because of the expanding market.

High fixed costs result in an economy of scale effect that increases rivalry. When
total costs are mostly fixed costs, the firm must produce near capacity to attain the
lowest unit costs. Since the firm must sell this large quantity of product, high

levels of production lead to a fight for market share and results in increased

rivalry.
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10.

High storage costs or highly perishable products cause a producer to sell goods as
soon as possible. If other producers are attempting to unload at the same time,
competition for customers intensifies.

Low switching costs increases rivalry. When a customer can freely switch from
one product to another there is a greater struggle to capture customers.

Low levels of product differentiation are associated with higher levels of rivalry.
Brand identification, on the other hand, tends to constrain rivalry.

Strategic stakes are high when a firm is losing market position or has potential for
great gains. This intensifies rivalry.

High exit barriers place a high cost on abandoning the product. The firm must
compete. High exit barriers cause a firm to remain in an industry, even when the
venture is not profitable. A common exit barrier is asset specificity. When the
plant and equipment required for manufacturing a product is highly specialized,
these assets cannot easily be sold to other buyers in another industry. Litton
Industries' acquisition of Ingalls Shipbuilding facilities illustrates this concept.
Litton was successful in the 1960's with its contracts to build Navy ships. But
when the Vietnam War ended, defense spending declined and Litton saw a sudden
decline in its earnings. As the firm restructured, divesting from the shipbuilding
plant was not feasible since such a large and highly specialized investment could
not be sold easily, and Litton was forced to stay in a declining shipbuilding
market.

A diversity of rivals with different cultures, histories, and philosophies make an
industry unstable. There is greater possibility for mavericks and for misjudging
rival's moves. Rivalry is volatile and can be intense. The hospital industry, for
example, is populated by hospitals that historically are community or charitable
institutions, by hospitals that are associated with religious organizations or
universities, and by hospitals that are for-profit enterprises. This mix of
philosophies about mission has lead occasionally to fierce local struggles by
hospitals over who will get expensive diagnostic and therapeutic services. At other
times, local hospitals are highly cooperative with one another on issues such as
community disaster planning.

Industry Shakeout. A growing market and the potential for high profits induces
new firms to enter a market and incumbent firms to increase production. A point is

reached where the industry becomes crowded with competitors, and demand
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cannot support the new entrants and the resulting increased supply. The industry
may become crowded if its growth rate slows and the market becomes saturated,
creating a situation of excess capacity with too many goods chasing too few
buyers. A shakeout ensues, with intense competition, price wars, and company

failures.

11.4.2. Threat Of Substitutes

In Porter's model, substitute products refer to products in other industries. To the
economist, a threat of substitutes exists when a product's demand is affected by the price
change of a substitute product. A product's price elasticity is affected by substitute products -
as more substitutes become available, the demand becomes more elastic since customers have
more alternatives. A close substitute product constrains the ability of firms in an industry to
raise prices.

The competition engendered by a Threat of Substitute comes from products outside the
industry. To the maker of aluminum cans used in soft drink and beer beverages, the price of
aluminum cans is constrained by the price of glass bottles, steel cans, and plastic containers.
These containers are substitutes; yet they are not rivals in the aluminum can industry. To the
manufacturer of automobile tires, tire retreating is a substitute. Today, new tires are not so
expensive that car owners give much consideration to re-capping old tires. But, in the trucking
industry new tires are expensive and tires must be replaced often. In the truck-tire market,
retreating remains a viable substitute industry. To the manufacturer of paper diapers, cloth
diapers are a substitute and their prices constrain the price of paper diapers.

While the treat of substitutes typically affects an industry through price competition,
there can be other concerns in assessing the threat of substitutes. Consider the substitutability
of different types of TV transmission: local station transmission to home TV antennas via the
airways versus transmission via cable, satellite, and telephone lines. The new technologies
available and the changing structure of the entertainment media are contributing to
competition among these substitute means of connecting the home to entertainment. Except in
remote areas it is unlikely that cable TV could compete with free TV from an aerial without

the greater diversity of entertainment that it affords the customer.
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I1.4.3. Buyer Power

The power of buyers is the impact that customers have on a producing industry. In

general, when the power of buyers is strong, the relationship to the producing industry is near

to what an economist terms a monopsony - a

market in which there are many suppliers and

one buyer. Under such market conditions, the buyer sets the price. In reality, few pure

monopsonies exit, but frequently there is some asymmetry between a producing industry and

buyers. The following tables outline some factors that determine buyer power.

Buyers are Powerful if:

Example

Buyers are concentrated - there are a few buyers with
significant market share

Buyers purchase a significant proportion of output -
distribution of purchases or if the product is standardized

Buyers possess a credible backward integration threat - can
threaten to buy producing firm or rival

DOD purchases from defense contractors

Circuit City and Sears' large retail market provides power
over appliance manufacturers

Large auto manufacturers' purchases of tires

Buyers are Weak if:

Example

Producers threaten forward integration - producer can take
over own distribution/retailing

Significant buyer switching costs - products not standardized
and buyer cannot easily switch to another product

Buyers are fragmented (many, different) - no buyer has any
particular influence on product or price

Producers supply critical portions of buyers' input
distribution of purchases

Movie-producing companies have integrated forward to
acquire theaters

IBM's 360 system strategy in the 1960's

Most consumer products

" |Intel's relationship with PC manufacturers

Table I1.3 Industry Force: Buyer Power
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I1.4.4. Supplier Power

A producing industry requires raw materials - labor, ;:omponents, and other supplies.
This requirement leads to buyer - supplier relationships between the industry and the firms
that provide it the raw materials used to create products. Suppliers, if powerful, can exert an
influence on the producing industry, such as selling its raw materials at a high price
expropriating some of the industry's profits. The following tables outline some factors that

determine supplier power.

Suppliers are Powerful if: Example

Baxter International, manufacturer of hospital supplies,

ible f . . .
Credible forward integration threat by suppliers acquired American Hospital Supply, a distributor

Suppliers concentrated Drug industry's relationship to hospitals

Significant cost to switch suppliers Microsoft's relationship with PC manufacturers
Customers Powerful Boycott of grocery stores selling non-union picked grapes
Suppliers are Weak if: Example

Many competitive suppliers - product is standardized Tire industry relationship to automobile manufacturers
Purchase commodity products Grocery store brand label products

Credible backward integration threat by purchasers Timber producers relationship to paper companies
Concentrated purchasers Garment industry relationship to major department stores
Customers Weak Travel agents' relationship to airlines

Table I1.4 Industry Force: Supplier Power

I1.4.5. Barriers to Entry / Threat of Entry

It is not only incumbent rivals that pose a threat to firms in an industry; the possibility
that new firms may enter the industry also affects competition. In theory, any firm should be
able to enter and exit a market, and if free entry and exit exists, then profits always should be
nominal. In reality, however, industries possess characteristics that protect the high profit
levels of firms in the market and inhibit additional rivals from entering the market. These are

barriers to entry.
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Barriers to entry are more than the normal equilibrium adjustments that markets
typically make. For example, when industry profits increase, we would expect additional
firms to enter the market to take advantage of the high profit levels - over time driving profits
down for all firms in the industry. When profits decrease, we would expect some firms to exit
the market thus restoring market equilibrium. Falling prices, or the expectation that future
prices will fall, deters rivals from entering a market. Firms also may be reluctant to enter
markets that are extremely uncertain, especially if entering involves expensive start-up costs.
These are normal accommodations to market conditions. But if firms individually (collective
action would be illegal collusion) keep prices artificially low as a strategy to prevent potential
entrants from entering the market, such entry-deterring pricing establishes a barrier.

Barriers to entry are unique industry characteristics that define the industry. Barriers
reduce the rate of entry of new firms, thus maintaining a level of profits for those already in
the industry. From a strategic perspective, barriers can be created or exploited to enhance a
firm's competitive advantage. Barriers to entry arise from several sources:

1. Government creates barriers. Although the principal role of the government in a
market is to preserve competition through anti-trust actions, government also
restricts competition through the granting of monopolies and through regulation.
Industries such as utilities are considered natural monopolies because it has been
more efficient to have one electric company provide power to a locality than to
permit many electric companies to compete in a local market. To restrain utilities
from exploiting this advantage, government permits a monopoly, but regulates the
industry. Illustrative of this kind of barrier to entry is the local cable company. The
franchise to a cable provider may be granted by competitive bidding, but once a
community awards the franchise, a monopoly is created. Local governments were
not effective in monitoring price gouging by cable operators, so the federal
government has enacted legislation to review and restrict prices.

The regulatory authority of the government in restricting competition is historically
evident in the banking industry. Until the 1970's, state governments limited the
markets that banks could enter. As a result, most banks were local commercial and
retail banking facilities. Banks competed through strategies that emphasized simple
marketing devices such as awarding toasters to new customers for opening a
checking account. When banks were deregulated, banks were permitted to cross
state boundaries and expand their markets. Deregulation of banks intensified rivalry

and created uncertainty for banks as they attempted to maintain market share. In the
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late 1970's, the strategy of banks shifted from simple marketing tactics to mergers
and geographic expansion as rivals attempted to expand markets.

. Patents and proprietary knowledge serve to restrict entry into an industry. Ideas and
knowledge that provide competitive advantages are treated as private property when
patented - preventing others from using the knowledge and creating a barrier to
entry. Edwin Land introduced the Polaroid camera in 1947 and held a monopoly in
the instant photography industry. In 1975, Kodak attempted to enter the instamatic
market and sold a comparable camera. Polaroid sued for patent infringement and
won, keeping Kodak out of the instamatic industry.

. Asset specificity inhibits entry into an industry. Asset specificity is the extent to
which the firm's assets can be utilized to produce a different product. When an
industry requires highly specialized technology or plants and equipment, potential
entrants are reluctant to commit to acquiring specialized assets that cannot be sold or
converted into other uses if the venture fails. Asset specificity provides a barrier to
entry for two reasons: First, when firms already hold specialized assets they fiercely
resist efforts by others from taking their market share. New entrants can anticipate
aggressive rivalry. For example, Kodak had $10 million invested in its photographic
equipment business and aggressively resisted efforts by Fugi to intrude in its market.
These assets are both large and industry specific. The second reason is that potential
entrants are reluctant to make investments in highly specialized assets.

. Organizational (Internal). Economies of Scale. The most cost efficient level of
production is termed Minimum Efficient Scale (MES). This is the point at which
unit costs for production are at minimum - i.e., the most cost efficient level of
production. If MES for firms in an industry is known, then we can determine the
amount of market share necessary for low cost entry or cost parity with rivals. For
example, in long distance communications roughly 10% of the market is necessary
for MES. If sales for a long distance operator fail to reach 10% of the market, the

firm is not competitive.

The existence of such an economy of scale creates a barrier to entry. The greater the

difference between industry MES and entry unit costs, the greater the barrier to entry. So,

industries with high MES deter entry of small, start-up businesses. To operate at less than

MES there must be a consideration that permits the firm to sell at a premium price - such as

product differentiation or local monopoly.
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Barriers to exit work similarly to barriers to entry. Exit barriers limit the ability of a firm

to leave the market and can exacerbate rivalry - unable to leave, a firm must compete. We can

generalize about an industry's barriers to entry/exit, as follows:

Easy to Enter if there is:

Difficult to Enter if there is:

1t Common technology

*  Difficulty in Brand switching
T Little brand franchise

T Access to distribution channels
1 Low scale threshold

J  Patented or Proprietary know-how
4 High scale threshold
4 Restricted distribution channels

Easy to Enter if there is:

Difficult to Enter if there is:

Specialized assets
Salable assets

High exit costs
Interrelated businesses

> o >

4 Independent business

Table I1.5 Barriers to exit/enter
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I1.4.6. Overview - Generic Strategies and Industry Forces

These generic strategies each have attributes that can serve to defend against

competitive forces. The following table compares some characteristics of the generic

strategies in the context of the Porter's five forces.

Industry Generic Strategies
Force  [Cost Leadership Differentiation Focus
Entry Ability to cut price in .
retaliation discourages Customer loyalty can discourage  |Focusing develops core competencies
Barriers potential entrants. potential entrants. that can act as an entry barrier.
Buyer
Ability to offer lower price to Large. buyers have less power to Large buyers have less power to
P owerful buyers o ) negotiate because of few alternatives
ower P yers. alternatives. g ’
Supplier Suppliers have power because of low
Better insulated from Better able to pass on supplier price {volumes, but a differentiation-focused
Power |powerful suppliers. increases to customers. firm is better able to pass on supplier
price increases.
Threat of .
Can use low price to defend C.ustome‘r S.becomfe i to. Specialized products & core
Substitutes {against substitutes differentiating attributes, reducing competency protect against substitutes,
ubstitutes ag ) threat of substitutes. mpetency p & o
Rivalry |[Better able to compete on Brand loyalty to keep customers Rivals cannot meet differentiation-
price. from rivals. focused customer needs.

Table I1.6 Generic strategies versus industry forces (Porter, 1985)
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IL.5. Strategic Thinking

IL5.1. Strategy is a step in continuum

Strategy is not alone a management process, it is a one step in a logical continuum that

moves an organization from a high level mission statement to the work performed by the

frontline and back-office employees.

A consistent architecture to describe where strategy is in this continuum can be

illustrated as in the below figure.

Mission

Why we exit

Core values

What we believe in

Vision

What we want to be

Strategy
Our game plan

Balanced scorecard

Implementation and focus

Strategic initiatives

What we need to do

Personal objectives

What I need to do

Strategic outcomes

Satisfied
Shareholders

Delighted

Effective Processes
Customers

Motivated& Prepared
Workforce

Figure IL.2 Continuum from Mission statement to strategic outcomes (Kaplan&Norton, 2001)
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In Figure I1.2, the mission is the start point that describes why the company exists or
from the point of a business unit, how it fits into a broader corporate architecture. In the
second step, we mention core values that is, what the corporate believes in technological,
ethical, marketing, economic etc values. Visions comes next in the third step painting a
picture of the future that clarifies the direction of the organization and helps individuals to
understand why and how they should support the organization. Strategy is the next step,
defining the logic of how the vision shall be achieved, it evolves by time in order to meet and
exceed the real life conditions and to feed the how’s to the next step, a strategy
implementation tool, how the company should be aligned to fit in this future. In the figure
below, this tool is balanced scorecard. The next steps are related with the adapting and
improvement of the processes that are related to the application of the strategy. We start with
the strategic initiatives, which is a step that describes what everyone needs to do and then
comes the personal and team objectives and actions that take place.

The outcomes of the high level mission statement into action provides — if the
implementation is successful — satisfied stakeholders, delighted customers, effective internal

processes, and motivated and prepared workforce.

I1.5.2. Strategy is a hypothesis

Strategy implies the movement of an organization from its current position to a desirable
but uncertain position; consequently, its intended pathway consists of a series of hypothesis.
In order to achieve these strategic outcomes all the actors should understand and be
completely aligned to the strategic goals.

Figure IL.3 describes the architecture of a path in terms of balanced scorecard
methodology and the objectives, drivers and outcomes of a strategic plan. This architecture
involves a top-down fashion starting with the desired financial and customer outcomes and
then moving to the value proposition, business processes and infrastructure that are drivers of
change. The relationship between the drivers and the desired outcomes constitute the

hypotheses that define strategy.
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Figure I1.3 Defining the Cause-and-Effect Relationship of the Strategy (E-source [9])

I1.5.3. Strategy consists of complementary strategic themes

Strategic themes reflect what the management believes must be done to succeed, and
therefore these themes do not reflect the financial outcomes such as the shareholder value or
higher market penetration. The strategic themes reflect what must be internally done to
achieve strategic goals and these are typically related to the internal business processes.

These themes define the long, mid, and short-term value propositions for targeted

customers.

IL.5.4. Strategy balances conventionally contradicting forces - Financials

Creating shareholder value is typically the fundamental strategic goal tat private sectors
companies would like to accomplish. Historically, return in investment (ROI) and return on

capital employed (ROCE) have been the measures used as the overarching financial objective.
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More recently companies have been using more value-based-management-metric such as,
EVA, cash flow ROI, and discounted cash flow (83)

EVA’s contribution as a financial metric is to go beyond accounting net income by
recognizing explicit capital charge for business. The capital charge is calculated by applying a
business specific cost of capital to an organization’s recorded assets. Thus, EVA equals the
accounting net income less the capital charge (EVA review by Stern Stewart & Co., 1999). As
such, EVA is an estimate of true "economic” profit, or the amount by which earnings exceed
or fall short of the required minimum rate of return that shareholders and lenders could get by

investing in other securities of comparable risk.”

EVA = Net operating profit after taxes — (Capital * Cost of Capital)

However, whether the organizations use ROI, EVA, ROCE, or some other value-based-
management metric, the bottom-line comprising their strategies is profitability and
productivity.

In order to achieve profitability strategy, companies employ two sub-strategies:

1. Build the franchise: Develop new sources of revenues from new markets, new
products, or new services. This dimension of the strategy implies the greatest
amount of change in business processes.

2. Increase customer value: Work with current customers and improve their existing
business value by expanding their relationship with the company. This strategy tends
to be the intermediate term in duration and focuses on processes such as cross-
selling and solution development to deepen customer relationships

In order to achieve productivity strategy companies tend to improve in below two
aspects:

1. Improve cost structure: Lowe the direct costs of products and services, reduce

indirect costs, and share common resources with other business units.

2. Improve asset utilization: Reduce working and fixed capital needed to employ e
given level of business by greater utilization, more careful acquisition, or disposal of

parts of the current fixed asset base.

* Source from http://www.sternstewart.com/evaabout/whatis.shtml Copyright © 1999 Stern Stewart & Co. All
rights reserved. EVA®, The EVA Company® and FINANSEER® are trademarks of Stern Stewart & Co.
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/' Improve Shareholder Value \
Revenue Growth Strategy Productivity Strategy
Build the Increase Improve Cost Improve Asset
franchise Customer Value Structure Utilization
* New revenue * Improve existing e Lower cost per e Improve asset
sources customer unit utilization
profitability

Figure I1.4 Building the Strategy Map — The Financial Perspective (Kaplan&Norton, 2001)

In industries with typically high asset utilization, like for example telecommunications
industry, it is obvious that the effect of asset utilization and also the cost structure is more
important than is evaluated at the first glance.

The productivity strategy generally yields results sooner than the growth strategy. One
of the principal benefit that the Balanced Scorecard exhibits at highlighting the opportunities
for enhancing financial performance through revenue growth not just by cost reduction and
asset utilization. The balancing helps to ensure that cost reductions and asset utilizations do
not comprise a company’s growth opportunities. In fact, companies, whose strategies only
consist of these elements, are likely to gain fewer benefits from the Balanced Scorecard.

The link to strategy in the financial perspective arises as organizations choose
contradictory levers of growth and productivity. Companies that are in early stage start-up
mode or see opportunity for extremely rapid growth will emphasize objectives and measures
from the revenue growth strategy. Cost and productivity will be subservient as these
organizations spend heavily to develop and introduce new products and services and to extend
into new markets and applications. Companies in the mature end of their lifecycles will
emphasize the cost reduction and asset utilization components, as limited opportunities
remain to find new customers or expand into new markets. Most companies in the middle of
their growth typically employ a “profitable growth” strategy that requires a balance of the

contributions from revenue growth and from cost reduction and productivity.
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I1.5.5. Strategy describes a differentiated value proposition - Customer

The value proposition determines the market segments to which the strategy is targeted
and how the organization will differentiate itself in the targeted segments relative to
competition. The claim is that successful companies excel at one of the below dimensions
while maintaining the other two in threshold standards:

1. Product leadership. A product leadership company pushes its products and services
into the realm of the unknown, the untried, or the highly desirable.

2. Customer intimacy. A customer-intimate company builds bonds with its customers, it
knows the people its sells to, and the products and services they need.

3. Operational Excellence. Operationally excellent companies deliver a combination of
quality, price and ease of purchase that no one else can match.

Figure I1.5 illustrates these dimensions and how to translate value proposition aspects into

strategy:
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Y
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Legend: Differentiator General requirement

Figure IL5 Building the Strategy Map — The Customer Value Proposition (Kaplan&Norton
2001)

I1.5.6. Strategy aligns internal activities to the value proposition — Internal Processes

Strategy should not only put forward the desired outcomes but also describe how these
outcomes shall be achieved. The art of developing a successful and sustainable strategy is
ensuring alignment between an organization’s internal activities and its customer value

proposition. The generic internal processes value chain is illustrated in the below figure:
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Innovation Customer Management Operational Regulatory and
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Figure I1.6 A generic organizations value chain. (Kaplan&Norton 2001)

Although all the above processes are important, companies should excel at least in one
of these, which has the maximum impact on customer value proposition, remaining the other
two in as supportive, not primary goals.

Figure I1.7 translates the strategies into operational terms, and core activities that should
excel to achieve and balance the strategy.

For instance, a product leadership strategy would demand highest focus on product and
service innovation and creativity, while customer intimacy would require more concentrated
effort on customer management processes. On the other hand, to realize benefits by
operational excellence, new innovations and customer management are of supportive value,
the core element rather at this point is the improvement of operations by modern management

tools and decrease lead times and increase product and service quality.
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Figure I1.7 Identifying strategic internal processes.(Kaplan&Norton 2001)
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IL5.7. Strategy transforms intangible assets — Learning and Growth

The learning and growth strategy defines the intangible assets, which needed to enable
organizational activities and customer relationships to be performed at ever-higher levels of
performance. There are three principal categories for this perspective:

1. Strategic competencies: The strategic knowledge and skills required by the

workforce to support the strategy.

2. Strategic technologies: The information systems, databases, tools and network

required to support the strategy

3. Climate for action: The cultural shifts needed to motivate, empower, and align the

workforce behind the strategy.

Skills e Strategic skill coverage ratio
Strategic < Knowledge e  Best practice sharing
Infrastructure e  Strategic technology coverage
Strategic <
Applications e Understanding of strategy %

Awareness ¢  Goals aligned with strategy

Alignment o Average tenure (key positions)
Climate for action

Readiness e  Satisfaction

Motivation »  Empowerment (suggestion prg.)

Figure I1.8 The learning and growth perspective (Kaplan&Norton 2001)
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I11.6. Strategic Enterprise Management

The term strategic enterprise management evolved from traditional strategic
management, as an attempt to improve strategic management activities. For more than the last
two decades managers have been dealing with endless techniques and technologies to
improve their management, aligning the company within their strategic objectives and fitting
the organization into related strategic actions. Some of techniques that has been used are
benchmarking, performance management, activity based costing, activity based management,
strategic management accounting, deployment of enterprise resource planning systems,
management information systems, enterprise engineering, etc., where all efforts focused on
better management of enterprises and smooth implementation of strategic action plans.
(Norton & SAP, 1999. See reference whitepaper [2])

The single most important skill in any business is the ability to translate strategy into
action. This is increasingly difficult in larger or more complex organizations, where the
distance between those who formulate the strategy and those who carry it out is significant.
With size and complexity comes the necessity for communicating strategic intent and for
providing a management framework that aligns the capabilities of the business with the

requirements of the competitive marketplace.

Every organization must develop a new vision on how it will compete in the emerging
networked economy. And every organization must translate this vision into actions that will
transform them into Information Age competitors. In other words, if organizations are to
survive this economic transition, they must learn to successfully implement strategy. They

must make Strategic Enterprise Management (SEM) a core competency of their organizations.

If the foundation of strategy is, as Porter maintains, the “selection and execution of
hundreds of activities,” then strategy cannot be limited to a few people at the top of an
organization. Strategy must be understood and executed by everyone. The organization must

be aligned around its strategy. “performance management systems™ are designed to create
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organization alignment. Herein lies one of the major causes of poor strategic management:
“Most performance management systems are designed around the annual budget and

operating plan. They promote short-term, incremental, tactical behavior.”

Once the scorecard has been designed, it must be linked to the management process to
create action and results. Companies that successfully implemented Balanced Scorecards did
so by reinventing every part of their management system to focus on strategy. From their
experiences, we begin to see the criteria for a new management process, tailored to the needs
of the new economy. We refer to this process as Strategic Enterprise Management (SEM).

The SEM process is built on four principles:

1. Strategy: A Continuous Process. During times of transition, the future is
highly uncertain. New approaches are being introduced to deal with a new
economy. Strategy is a “hypothesis” about what the future will look like and
how to get there. As you begin to execute a strategy, the picture of the
destination will evolve and change. The SEM process must put this strategic
hypothesis at the center of the organization, test it continuously, and change
course as required. Strategy must be a continuous process, not an annual event.

2. Strategy: Everyone’s Job. It is estimated that approximately 50% of all work
performed in industrialized countries today is knowledge work.11 This
percentage increases each year. Workforce knowledge represents an asset that
we are just beginning to use effectively. In this structure, strategic information
and decision-making can no longer be left to senior managers. Salesmen or
customer service representatives, for example, can change a company’s strategy
from “low cost provider” to “solution provider” by changing the role that they
play with the customer.Knowledge workers make strategic choices every day.
Strategy may be formulated at the top but executed and refined at the bottom.
The SEM process must ensure that everyone in the organization understands the
strategy, is aligned with it, and is capable of executing it.

3. Strategic Knowledge Networks. Knowledge is everywhere in the
organization. Truck drivers and telephone operators frequently know more
about customer preferences than marketing executives or product designers.

Traditional organization structures, designed around vertical, functional silos,
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lock this knowledge up in compartments, making it almost impossible to share.
New approaches like “virtual organizations,” “networks,” and “self-governing
teams” have created breakthroughs that allow cross-disciplinary groups to come
together and share their knowledge for a common goal. The SEM process must
support the work of such strategic knowledge networks, providing the
infrastructure for accountability and governance.

Strategic Leadership. John Kotter, in his landmark work on leadership,
stresses the distinction between leadership and management. Managers use a set
of processes such as planning, budgeting, organizing, staffing, controlling, and
problem-solving to keep an organization running smoothly. If practiced well,
good management has the potential to “produce a degree of predictability and to
consistently produce shortterm results.” Leadership, on the other hand, is a set
of processes that defines what the future should look like, aligns people with
that vision, and inspires them to make it happen despite the obstacles. If
practiced well, good leadership has the potential to produce dramatic change
that help make a firm more competitive. While good management is important,
executing the dramatic changes implied by strategy requires good leadership.
The SEM process must be based on active participation and ownership by those

responsible for strategic leadership: the executive team.
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III. BALANCED SCORECARD

I11.1. Balanced Scorecard and Strategy Focused Organization

A new approach to strategic management, called “Balanced Scorecard”, was developed
in the early 1990’s by Dr Robert Kaplan (Harvard Business School) and Dr David Norton
(Balanced Scorecard Collaborative). Recognizing some of the weaknesses and vagueness of
previous management approaches, the balanced scorecard approach provides a clear
prescription as to what companies should measure in order to 'balance' the financial
perspective.

The balanced scorecard is a management system (not only a measurement system) that
enables organizations to clarify their vision and strategy and translate them into action. It
provides feedback around both the internal business processes and external outcomes in order
to continuously improve strategic performance and results. When fully deployed, the
balanced scorecard transforms strategic planning from an academic exercise into the nerve
center of an enterprise.

Kaplan and Norton developed the balanced scorecard methodology during a-year-long
research project with 12 companies at the leading edge of performance measurement. They
translated company’s strategy and mission statement into specific goals and measures.
Beginning with the premise that an exclusive reliance on financial measures in a management
system was causing organizations to do the wrong thing. Financial measures alone report the
outcomes and the consequences of past actions, and so, exclusive reliance on financial
indicators promotes short-term behavior that sacrifices long term value creation for short-term
performance.

Kaplan and Norton describe the innovation of the balanced scorecard as follows:

"The balanced scorecard retains traditional financial measures. But financial measures
tell the story of past events, an adequate story for industrial age companies for which
investments in long-term capabilities and customer relationships were not critical for success.
These financial measures are inadequate, however, for guiding and evaluating the journey that
information age companies must make to create future value through investment in

customers, suppliers, employees, processes, technology, and innovation."
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Balanced Scorecard, in other words, is a performance management program that places
strategy at the center of the process. This new management system maintains all

organizational resources to focus on a new strategy, and has three distinct dimensions:

1.Strategy. Strategy should be made the central organizational agenda. Strategy should
be described and communicated in a way that could be understood, and maybe more
important, to be acted on.

2.Focus. Incredible focus should be set on strategy. With the Balanced scorecard as a
navigation aid, every resource and activity can be aligned to the strategy.

3.0Organization. All employees are mobilized to act fundamentally in different ways.
The Balanced Scorecard provides the logic and architecture to establish new
organization linkages across business units, shared services, and individual

employees.

IT1.2. The Principles of Creating A Strategy Focused Organizations With

Balanced Scorecard

Since the success of strategy implementation comes with having strategy become
everyone’s everyday job, all business, corporate and support units, as well as operations and
processes should be aligned and focused on strategy (Kaplan & Norton, 2001).

To create a strategy focused organization, the below principles should be recognized:

Mobilize

Translate jrwm Adapt

SCORECARD

Align Motivate

Figure IIL.1 The principles of strategy-focused organization
Figure from BSC Collaborative netconference, 2002.
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I11.2.1. Translate Strategy into Operational Terms:

The below two tools are used to translate a company’s strategy into specific,
understandable measures upon which one can act and measure performance.

e Strategy Maps

e Balanced Scorecard

Strategy map is a generic architecture for describing a strategy. It makes explicit the
strategy’s hypotheses and each measure is embedded in a chain of cause-and-effect logic that
connects the desired outcomes from the strategy with the drivers that will lead to the strategic
outcomes.

Balanced scorecard provides a framework to describe and communicate strategy in a
consistent and insightful way. It uses quantitative but non-financial measures such as cycle-
time, market share, innovation, satisfaction, and competencies, etc. This way, it allows the
value-creating process to be described and measures rather than inferred.

The strategy map and its corresponding scorecard measurement program provide a tool
to describe how shareholder value is created from intangible assets. By translating their
strategy into the logical architecture of a strategy map and balanced scorecard, organizations

create a common and understandable pot of reference for all their units and employees.

I11.2.2. Align the Organization to the Strategy

Organizations consist of numerous sectors, business units and specialized departments
each with its own strategy. For organizational performance to become more than the sum of
its parts, individual strategies must be linked and integrated.

Organizations are traditionally designed around functional specialties such as finance,
manufacturing, marketing, sales, engineering and purchasing with each function having its
body of culture, language and knowledge, and most organizations face great difficulty in
coordinating and communicating strategy between these functions due to the financial
strategies imposed on the corporate. However, in strategy-focused organizations, formal
reporting structures are replaced with strategic themes and priorities. This way, business units
and shared service units become linked to the strategy through the common themes and

objectives that permeate the balanced scorecard and ensure business synergy.
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Figure IIL.2 Aligning the business units to the corporate strategy (refer to E-source [1])

I11.2.3. Make Strategy Everyone’s Everyday Job

Strategy focused organizations require that all employees understand the strategy and
conduct their day-to-day business in a way that contributes to the success of that strategy
which is not a top-down direction but a top-down communication. This way they help to
communicate and educate the organization about the strategy. In order to make the employees
from all levels to understand the strategy, the balanced scorecards are cascaded from he high-
level corporate to business units and personal scorecards. Instead of cascading the objectives
through the chain of command, the complete strategy is communicated top-down fashion. By
linking incentive compensation, particularly a team-based system, to the balanced scorecard,
the interests of the employees in all aspects and components of the strategy can be heightened.
This way strategy can become everyone’s everyday job and becomes understood and is

motivated to execute it.

Figure II1.3 Motivation by making strategy everyone’s job (refer to e-source [1])
II1.2.4. Make Strategy a Continual Process

Strategy-Focused Organizations adapt their management systems so that both strategy

and tactics are managed as a "double-loop"” process on a continual basis. They accomplish this
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by linking strategy to the budgeting process (yielding both operational and strategic budgets),
to the management meeting (yielding both operational and strategic performance reviews),
and to the learning process (yielding both operational and strategic information systems).

The steps of making strategy a continual process, in other words, adapting strategy and
making it a part of the corporate culture,

1. The balanced scorecard should be linked to the budgeting process

2. Management meetings to review the strategy should be periodically (monthly or
quarterly) performed
3. A process to learn and adapt the strategy should be built; this helps also with the

second step to create a feedback system.

II1.2.5. Mobilizing Change Through Executive Leadership

Ownership and active leader ship of executive management is the prerequisite for
successful implementation of strategy. Coordination, communication, and teamwork are
essential to build a strategy-focused organization.

A Strategy-Focused Organization mobilizes change when executives launch and manage
a strategy-driven change process with visible energy and committed ownership. The typical
executive champions a strategic change by establishing a sense of urgency, creating a guiding
coalition, and developing a vision and strategy to guide behavior. After the change process is
launched, a revised governance system navigates the transition, followed by more permanent
structural changes in the management system, which affect resource allocation and

compensation.

II1.3. Balanced Scorecard Perspectives

In their book The Balanced Scorecard, Kaplan and Norton set forth a hypothesis about
the chain of cause and effect that leads to strategic success. This cause-and-effect hypothesis
is fundamental to understanding the metrics that the balanced scorecard prescribes. There are

four stages to this chain of cause and effect, outlined as follows:
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1. The foundation, or fundamental cause for strategic success has to do with people.
Decades ago Peter Drucker recognized that innovation from creative people provides the only
assured source of long-term success and competitiveness, because every other aspect of an
organization can be duplicated by others. The right people must be hired, properly trained
and mentored, and the learning process should become continuous and endless. Peter Senge,
in his very influential book The Learning Organization, described a healthy organization as
one in which a learning culture prevails, fostered both by formal and informal learning and by
abundant internal communication in all media.

2. In a learning and growing organization, where the culture encourages people make
suggestions and question the status quo, a steady flow of new ideas arises from the rank-and-
file employees. These ideas are vital to the future of the organization, because they come
from the experts -- the people who are involved with the business processes on a daily basis.
This insight about employees traces back to Deming, who saw the vital need for managers
and shop-floor supervisors to listen to workers' complaints and empower them to make
suggestions and improvements. Conversely, an organization that stifles or ignores new ideas
from its employees is probably doomed. The balanced scorecard, using efforts such as
employee surveys and analysis of training data, is able to measure the degree of learning and
growth, allowing leaders to assess the potential for long-term success.

3. Improved business processes lead to improved products and services. For example,
if an improved process saves time, this results directly in a shorter delivery time to the
customer -- something that any customer will appreciate. In the government context, cost
reduction is also always of importance to the customer, because the customer is the sponsor of
the whole organization's budget -- direct and overhead. The balanced scorecard measures
customer satisfaction, but improving processes produces it.

4. Finally, improved customer satisfaction leads to loyal customers and increased
market share, which directly affect the bottom line -- whether that line equals profit, ROI
(return on investment) or ROCE (return on capital employed) in the private sector, or NOR
(net operating result) or IOH (overhead) in the public sector.

Note that the four steps in the causal chain are also the four perspectives of the balanced
scorecard in its original formulation. This shows the basic reason why the perspectives (and
their underlying metrics) are defined as they are. Any modifications to the metrics should
take into account the hypothesis that is being proposed as the cause of long-term strategic
success.

This causal chain is illustrated in the Figure IIL4.
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Cause and Effect Hypothesis

Balanced Scorecard
Perspectives

Satisfied and loyal
customers lead to
increased revenues.

Improved processes lead to
improved products and I
services far customers.

Skilled, creative employees
guestion the status quo and work—
to improve business processes.

Learning and growth of
emplayees is the foundation —
for innovation and creativity. :

Figure II1.4 Cause Effect hypothesis for Balanced Scorecard perspectives (Arveson, 1999)

Corresponding to the steps in the causal chain are four general areas of strategic

management activities, as follows:

1. Learning and growth is fostered by knowledge management activities and initiatives.
These include strategic recruiting, hiring, training (both formal and informal), team
development, document management, collaborative communication systems, knowledge and
skills audits of employees, knowledge base developments, and fostering of communities of
interest within the organization.

2. Business process improvements may range from moderate and localized changes
to wide-scale changes in business processes, the elimination of paperwork and steps in
processes, and the introduction of automation and improved technology. Deployment of the
balanced scorecard measurement system itself is one of these processes.

3. Customer loyalty cannot any longer be taken for granted within the government, nor

is it sufficient to manage it in an ad hoc or anecdotal way. Rather, customer relationships are
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becoming increasingly structured and measured. Not only must the agency work closely with
customers on a personal level, it must also gain documented and continuous feedback on
customer perceptions and loyalty. These efforts come under the general heading of customer
relationship management (CRM).

4. Financial management -- in the passive sense of "bean counting” -- is giving way to
proactive initiatives in Activity-Based Costing (ABC), Functional Economic Analysis (FEA),
Earned-Value Management (EVM)" and other practices by which managers can learn more
from financial data, in order to track projects more closely and make better cost estimates.
(Referred to official website for EVM, 2002). Also, innovations in budgeting -- including
the GPRA's goal of linking performance to budgets -- are replacing Zero-Based Budgeting
and other earlier techniques in government agencies.” (GPRA review by White House Office
of Management and Budget, 2002) The availability of improved database technology with
more business intelligence capability is turning financial management into an active part of an

agency's overall strategy for success.

* EVM — Earned Value Management is a system that provides a uniform unit of measure for reporting progress
of projects. Earned value is a management technique that relates resource planning to schedules and to technical
cost and schedule requirements. All work is planned, budgeted, and scheduled in time-phased "planned value"
increments constituting a cost and schedule measurement baseline. There are two major objectives of an earned
value system: to encourage contractors to use effective internal cost and schedule management control systems;
and to permit the customer to be able to rely on timely data produced by those systems for determining product-
oriented contract status. For more information please refer to the official website for Earned Value Management:

http://www.acg.osd.mil/pm/

** GPRA - Government Performance and Results Act stands for the Budget and Performance Integration and is
used to manage public institutions efficiently in the US. More information can be obtained through White House
Office of Management and Budget website http://www.whitehouse.gov/omb/
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Linkage Between Causes and Strategic Activities

Balanced Scorecard Strategic Management
Perspectives Activities

r

‘Budget & Cost
Management

,|Customer Relationship
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.| Business Process -
__ lmprovement -

Figure IIL.5 Linkage between causes and strategic activities (Arveson, 1999)

In conclusion, management experts agree that learning and growth are the key to
strategic success, the foundation for the future. A learning and growing organization is one in
which knowledge management activities are deployed and expanding in order to leverage the
creativity of all the people in the organization (Arveson, 1999). In the below sections, the
relationship between the overall stratgy with each of the perspectives will be established.

II1.3.1. Financial Perspective

Financial performance measures indicate whether the company’s strategy,
implementation and execution are contributing to bottom-line improvement. Typical financial
goals have to do with profitability, growth and shareholder value (Kaplén&Norton, 2000a).

Financial strategies can be stated simply as to survive, to succeed and to prosper.
Survival is measured by cash flow, success by quarterly sales growth and operating income
per division, and prosperity by increased market share and return on equity (Kaplan&Norton,
2000a).



BSC should encourage business units to link their financial objectives to corporate

strategy. For most organizations, the financial themes of increasing revenues, improving cost

and productivity, enhancing asset utilization, and reducing risk can provide the necessary

linkages across all scorecard perspectives. [Kaplan&Norton, 1996]

Strategic Themes

Revenue Growth and Mix

Cost reduction

Production Improvement

Asset Utilization

g Sales growth rate by segment Isr;\llgss)tment (Percentage of
Revenue/Employee
2 | Percentage revenue from new
> o product, services and customers R&D (Percentage of Sales)
) - - -
- Share of targeted customers and _— Working capital ratios (cash
% accounts Cost versus competitors to cash cycle)
-‘é’ -g Cross selling Cost reduction rates ROCE by key asset categories
=]
3 | Percentage revenues from new Indirect expenses Asset utilizati
g @ applications (Percentage of sales) utllization rates
g Customer and product line
(] profitability
§ Customer and product line Unit costs (Per unit of Pavback
S profitability production, per transaction) Y
£ Percentage unprofitable customers Throughput

Table III.1 Three stages versus the three financial themes (Kaplan&Norton, 1996)

I11.3.2. Customer Perspective

Companies identify the customer and market segments in which they have chosen to

compete.

These segments represent the sources that will deliver the revenue component of the

company's financial objectives. Core customer outcome measures: satisfaction, loyalty,

retention, acquisition and profitability

In the past, companies could concentrate on their internal capabilities, emphasizing

product performance and technology innovation. Now companies are shifting their focus

externally to customers. Customer value outcome measures: market share, customer retention,

customer acquisition, customer satisfaction and customer profitability.
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Market
Share

Customer |

Acquisition

Customer Customer
Profitabilty Retention

I

Customer
Satisfaction

Market Share Reflects the proportion of business in a given market (in terms of
number of customers, spent cash, or unit volume sold) that a business
unit sells.

Customer Acquisition Measures in absolute or relative terms the rate at which a business

unit attracts or wins new customers or business

Customer Retention

Tracks in absolute or relative terms the rate at which a business unit
retains or maintains ongoing reiationships with its customers

Customer Satisfaction

Assesses the satisfaction level of customers along specific
performance criteria within the value proposition.

Customer Profitability

Measures the net profit of a customer or a segment after allowing for
the unique expenses required to support that customer.

Figure I11.6 The customer Perspective — Core Measures (Kaplan&Norton, 1996)

I11.3.3. Internal Business Processes Perspective

Processes that are most critical for achieving customer and shareholder objectives are

the internal business processes. A generic value-chain model provides a template that

companies can customize in preparing their internal-business-process perspective. Three

principal processes are, innovation, operations, post-sale service.

II1.3.4. Learning and Growth Perspective

It drives organizational learning and growth. Three principal categories:

¢ Employee capabilities,

¢ Information systems,

e Motivation, empowerment and alignment

46




Since almost all routine work is automated, major skill of employees is necessary so that
their minds and creative abilities can be mobilized for achieving organizational objectives.
Three outcome measurements: employee satisfaction, employee retention (percentage of key

staff turnover), and employee productivity (revenue per employee).

I11.4. Translating Strategy into Operational Terms

In today’s knowledge economy, sustainable value is created from developing intangible
assets, such as the skills and knowledge of the workforce, the information technology that
supports the workforce and links the work to its customers and suppliers, and the
organizational climate that encourages innovation, problem solving, and improvement.
(Kaplan & Norton, 2001) Each of these intangible assets can contribute to value creation,
however, several factors prevent the financial measurements from measuring the real effect of
these assets and linking them to value creation. These factors are summarized below
(Kaplan&Norton, 2001):

1. Value is indirect — Intangible assets such as knowledge and technology seldom has a

direct impact on the financial outcomes of revenue and profit. Improvements in
intangible outcomes affect financial outcomes through chains of cause and effect
relationships involving two or three intermediate stages. For example:

Investments in employee training leads to improvements in service quality
Better service quality leads to higher customer satisfaction

Higher customer satisfaction leads to increased customer loyalty

0O O O o

Increased customer loyalty generates increased revenues and margins

2. Value is contextual — The values of intangible assets depend on organizational
context and strategy. These cannot be valued separately from the organizational
processes that transform them into customer and financial outcomes. For example, a
senior banker in a successful company may have valuable capabilities for
developing and managing customer relationships, however, the very same person
would worth less in a dot-com company, since the bottom-line is operational
efficiency and technology based trading in that area. To sum up, the value of
intangible assets depends critically on the context — the organization, strategy,
complementary assets — in which the intangible assets are deployed.
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3. Value is potential - Tangible assets can be valued separately based on their historic
costs, or on various definitions of market value, such as replacement cost and
realizable value. It was quite impossible in the past to measure the intangible assets.
However, companies today can measure the cost of developing intangible assets —
the training of employees, the spending on databases, the advertising to create brand
awareness, but such costs are poor estimates and approximations of any realizable
value created by investing in these assets. Organizational processes, such as design,
delivery, and service are required to transform the potential value of intangible
assets into products and service that have tangible value.

4. Assets are bundled — In general, intangible assets must be bundled with tangible
assets to create value. Apart from some exceptions such as brands, which can be
sold, they seldom have value by themselves. For example, a new growth oriented
sales strategy could require new knowledge about customers, new training for sales
employees, new information systems and databases, a new organization structure,
and a new incentive compensation program. Investing in just one of these
capabilities, or all but one, would cause the new sales strategy to fail. The value does
not reside in any individual intangible asset. It arises from creating the entire set of
assets along with a strategy that links them together.

A system should be deployed in order to link all the tangible and assets in value creating
activities. In balanced scorecard, the organization’s intangible assets are measured units other
than currencies and compared. Balanced scorecard uses strategy maps and cause-and-effect
linkages to describe how intangible assets get mobilized and combined with other assets, to

create customer value propositions and desired financial outcomes.

I11.4.1. Strategy Maps

A strategy map is a generic architecture for describing a strategy. The cause-and-effect
linkage of this design constitutes the hypothesis of the strategy. The strategy map makes
explicit the strategy’s hypothesis, where each measure of balanced scorecard is embedded in a
chain of cause-and-effect logic that connects the desired outcomes from the strategy with the
drivers that will lead to the strategic outcomes. Below is an example of the architecture of a
strategy map built for a retail company specialized in clothing industry (Kaplan & Norton,
2001):
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The Revenue Growth Strategy
*Achieve aggressive profitable groth by increasing our share of
the customer's closet.”

The Productivity Strategy
“Improve operating efficiency through real estate productivity
and improved inventory management.”

Profitable
/’ Growth \
Financial Growth Productivity
Customer K /

Brand Fashion Consistent Price/ Competetive Availability Shopping
Image Design Quality/Fit Benefit Offering Experience
Intermal | N Buidthe /]  \ Operational /| Increase
Processes Franchise Excellence Cust.Value
Achieveing . _ . , “ .
“Brand Fashion Sourcing and Shopping

0 . AP ) "
Dominance” Excellence Distribution Experience
Theme Theme Theme Theme

Learning and

Growth
Strategic Goal Staff Technology
Awareness Alignment Competencies Infastructure
Figure IIL7 Strategy map with cause-effect relationship for retail industry

(Kaplan&Norton,1001)

In this example, the company has two major strategies: Increasing the revenue growth

and productivity.

The strategy map is divided into four segments: Financial, Customer, Internal Processes,
and finally, Learning and Growth.
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These strategies are formulated into themes in the financial aspect; 1) Growth and 2)
Productivity for improving the shareholder value.

The value proposition in the customer perspective clearly emphasizes the importance of
fashion, quality, fit and a complementary product line for the growth strategy. Four strategic
themes in the internal perspective — brand dominance, fashion excellence, sourcing and
distribution, and the shopping experience — deliver the value proposition to customers and
drive the financial productivity theme.

In order to achieve these themes, four other strategic themes are included in the learning
and growth perspective, which are strategic awareness, goal alignment, staff competencies,
and technology infrastructure.

In the below diagram, more detailed strategy map and balance scorecard for one of these

strategic themes, “Sourcing and Distribution” is illustrated.
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Sourcing and Distribution

Theme Measurement Target Initiative
Financial m
Profitability » Operating » 20% increase o Likes
? income program
Revenue e Same store e 12% increase
Growth v\ growth
Customer  Return rate e Reduce by 50% | e Quality
o Quality each year Management
o Other
. e Customer e 60% e Customer
Product | | Shopping loyalty « 2.4 units Loyalty
Quality Experience e Ever active
o # units
Internal
e Merchandise e 70% by year 3 » Corporate
from “a” Factory
. ) companies Development
FA Class <—> Line Plan e Items in stock e 85% Program
actories Managemen
Learning S
o % of strategic e Year 1 (60%) o Strategic
skills available e Year 3 (75%) Skills Plan
Factory Merchandise * Year 5 (90%) Morchants’
Relationship Buying/planning ¢ Derlit ts
Skills Systems eskiop

Figure II1.8 Strategy Map&Balanced Scorecard: “Sourcing/Distribution” (Kaplan&Norton,

2001)
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ITL.5. Balanced Scorecard Implementation Methodology

It is clear that since each organization is unique, it should follow its own way and
methodology of implementing a balanced scorecard. However, I will try to summarize the
generic implementation methodology developed by the creators of Balanced Scorecard in this
chapter. The basic idea is summarized from the article prepared by Kaplan and Norton
published in Harvard Business Review (Kaplan&Norton, 2000b).

IIL.5.1. Preparation

The organization must define the business unit for which a top-level scorecard is
appropriate. In general, a scorecard is appropriate for a business unit that has its own

customers, distribution channels, production facilities, and financial performance measures.

IT1.5.2. Interviews — First Round

Each senior manager in the business unit — typically between 6 to 12 executives receives
background material on the balanced scorecard as well as the internal documents that describe
the company’s vision, mission and strategy.

The balanced scorecard facilitator (either an outsourced consultant or the company
executive who organizes the effort) conducts interviews of approximately 90 minutes each
with the senior managers to obtain their input on the company’s strategic objectives and
tentative proposals for balanced scorecard measures. The facilitator may also interview some
principal shareholders to learn about their expectations for the business unit’s financial
performance, as well as some key customers to learn about their performance expectations for

top-ranked suppliers.

II1.5.3. Executive Workshop — First Round

The top management team is brought together with the facilitator to undergo the process
of developing the scorecard. During the workshop, the group debates the proposed mission
and strategy elements until a consensus is reached. An example template in order to create a

new balanced scorecard is outlined in Figure 19.
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The group then moves from he mission and strategy statement to answer the question,

“if T succeed with my vision and strategy, how will my performance differ for the

shareholders, for customers, for internal business processes, or my ability to innovate, grow

and improve?”

After defining the key success factors the group formulates a preliminary balanced

scorecard containing operational measures for the strategic objectives. Frequently the group

proposes for more than four or five measures for each perspective. At this time, narrowing the

choices is not critical, though straw votes can be taken to see whether or not the group views

some of the proposed measures as low priority.

What is my vision of
the future?

If my vision
succeeds how will |
differ?

What are the critical
success factors?

What are the critical
measurements?

Statement of Vision
1. Definition of SBU

2. Mission Statement
3. Vision Statement

v

v

v

v

To My Shareholders

Financial Perspective

To My Customers

Customer Perspective

With my internal
management process

Internal Perspective

To My Shareholders

Innovation and
Learning

v

v

v

v

The Balanced Scorecard

Figure II1.9 Building a Balanced Scorecard (Kaplan&Norton, 2000)

II1.5.4. Interviews — Second Round

The facilitator reviews, consolidates and documents the output from the executive

workshop and interviews each senior executive about the tentative balanced scorecard. The

facilitator also seeks opinions about the issues involved in implementing balanced scorecard.
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IILS.S. Executive Workshop — Second Round

A second workshop, involving the senior management team, their subordinates and a
larger number of attendees, debates the organization’s vision, strategy statements, and the
tentative scorecard. The participants, working in groups comment on the proposed measures,
link the various change programs under the way to the measures, and start to develop an
implementation plan.

At the end of the workshop, participants are asked to formulate stretch objectives for

each of the proposed measures, including targeted rates of improvement.

I11.5.6. Executive Workshop — Third Round

The senior executive team meets to come to a final consensus on the vision, objectives
and measurements developed in the first two workshops to develop stretch targets for each
measure on the scorecard, and to identify preliminary action programs to achieve the targets.
The team must agree on an implementation program, including communicating the scorecard
to employees, integrating the scorecard into a management philosophy, and developing an

information system to support the scorecard.

I11.5.7. Implementation

A newly formed team develops an implementation plan for the scorecard including
linking the measures to databases and information systems, communicating the balanced
scorecard throughout the organization, and encouraging and facilitating the development of
second level metrics for de-centralized units. As a result of this process, for instance an
entirely new executive information system, that links top-level business unit metric down

through the shop floor and site-specific operational measures could be developed.

II1.5.8. Periodic Reviews

Each quarter or month, a blue book of information on the balanced scorecard measures
is prepared for both top management review and discussion with managers of decentralized
divisions and departments. The balanced scorecard metrics are revisited annually as part of

the strategic planning, goal-setting, and resource allocation processes.
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I11.6. Balanced Scorecard and Total Quality Management

There are a number of dimensions for which TQM and BSC converge. Firstly, the
strategic management accounting literature suggests that traditional accounting systems do
not support the drivers of quality and the evaluation of drivers of quality, and that
management control systems should change to support TQM (Shank & Govindarajan, 1994;
Langfield-Smith, 1997; Simons, 2000). Traditional accounting supports cost and production
analysis well, but not quality analysis and problem solving (Shank & Govindarajan, 1994,
Johnson, 1994; Hoque & Alam, 1999). This is because quality is driven by non-financial
factors such as product design, process design, rework, and on-time delivery. There is also the
view that non-financial performance measures are better indicators of management effort and

reflect the causal reasons for future financial performance.

Table II1.2 (Hoque Z., 2002) illustrates how all four BSC dimensions can contribute to
the effectivenes of TQM programs. The figure outlines key TQM-related activities, key
TQM-related performance metrics, and critical BSC dimensions for each TQM-related
activities. |

A BSC system incorporates a wide range of performance indicators, financial as well as
non-financial, which together can provide managers with continuous signals as to what is
most important in their day-to-day work, and where effortsmust be directed. Therefore, to
achieve such strategic goals, TQM-firms should implement a BSC to identify appropriate
multidimensional, non-financial and financial, indicators so that employees are motivated and
rewarded for achieving desired outcomes, and also encouraged and rewarded to provide
feedback on areas where improvements can be made. It is the feedback mechanism that is the
success ingredient. It is by empowering employees to contribute towards achieving
continuous performance improvement that TQM success is achieved.

For successful TQM implementation and effectiveness, the firm should use performance
measures that align the interests of employees with that of the firm (i.e. goal congruence). The
use of traditional financial measures are not likely to present indicators that direct employees
to take a holistic view, and instead encourage employees to take a narrow view of what
actions are required to achieve targets. The ‘success ingredient’ for TQM firms adopting
BSC, apart from identifying the necessary indicators, lies in the fact that it is the employee at

the shop floor level that can impact most positively on performance and profitability. It is not
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the CEO, nor other senior management, that sees first hand how the customer ‘feels’ or
how‘red tape’ hinders meeting customer service. Only by having employees contribute to the
identification of all processes that can impact on profitability can the firm embrace continuous
improvement. It is only through developing a BSC system that encourages employees to
embrace continuous improvement that firms can direct action towards achieving TQM
objectives.

The BSC, as strategic management system, is a useful instrument in the context of
controlling individuals. Management must choose a suitable mix of BSC measures whereby
the cognitive conflict between management and subordinates is minimised. TQM, as part of
the overall management package, with its multi-dimensional focus can also assist in this
context. Thus, both TQM and BSC approaches encompass information provisions, managers’
reaction, communication and controls design, and the interaction between these factors is
needed to achieve intended outcomes. The next section identifies possible future research

issues into the nature, impact, and value of the TQM-BSC “fit” (Hoque, 2002)
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Key TQM Related
Activities

TQM-related Performance Matrix

BSC Dimension

Executive commitment and
management competence

Employee opinion survey
Employee satisfaction

New techniques introduction compared
with competitors

Learning and growth
Internal business processes

Customer relationships

Customer satisfaction survey
Customer acquisition rate
Customer retention/loyalty rate
% of industry market share
Number of customer complaints
Warranty repair costs

Customer
Financial (or shareholder)

Supplier relationships

Supplier satisfaction survey
Supplier retention rate

Internal business processes

Benchmarking

Labor efficiency compared with
competitors

Rework/scrap rate

Cost of quality (% of sales)
Return on investment
Market share

Internal business processes
Financial (or shareholder)

Employee training

Employee satisfaction survey
Employee capabilities

Spending levels for employee development

and training

Learning and growth

Open, less bureaucratic
culture and employee
empowerment

Customer satisfaction survey
Employee satisfaction survey

The degree of decentralization in corporate

governance

Customer
Learning and growth

Monitoring quality programs
(zero-defect culture)

Incidence of product defects

Material and Labor efficiency variances
Percent shipments returned due to low
quality

Warranty repair cost

Customer
Internal business processes

Internal business process
improvement and
manufacturing innovation

Investments in high technology

Introduction of new management system
(e.g. JIT)

Sales growth

Internal business processes
Financial (or shareholder)

Table IIL2 TQM-BSC linkages (Hoque, 2002)
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IV. BALANCED SCORECARD IMPLEMENTATION
PROPOSAL FOR TELECOMMUNICATIONS

INDUSTRY

In the initial part of this section, the company and its’ operations will be analyzed.
Afterwards, a step-by-step implementation proposal will be demonstrated in accordance with
the company profile and under the light of the strategic enterprise management fundamentals
presented in the previous chapters and discussions with the experts (Giil, 2002; Giingér, 2002;
Colak, 2002-2003). This section will be concluded with the presentation of the Balanced
Scorecard prepared for Telco Inc.

IV.1. Overall Structure of the Company

IV.1.1. Company history and operations

The company that we will refer as Telco Inc. from hereon, is a joint venture of a foreign
investor which is a powerful European telecommunications company operating in more than
15 countries throughout the world with one of the largest GSM coverage, and an oldest, most
powerful and respectable bank of Turkey.

Telco started its operations in November 2000 and activated the first wireless call in
March 2001. The year 2001 was, however, a difficult year not only for Turkey but worldwide
due to the economic recessions. Despite the fact of the chain of an economic and political
downturns, Telco, succeeded to provide excellent brand awareness in the first fiscal quarter of
the operations.

Telco Inc. operates in local Global System for Mobile Communications (GSM) market
with a range of telecommunications services and products. The company offers wireless
telecommunication services with its digital cellular network, to both prepaid and postpaid
subscriber lines and also corporate and public institutions. Telco also offers value added
telecommunication services with its mobile intelligent network and General Packet Radio

Service (GPRS) nodes. GPRS is a new service that uses packet-mode technique to transfer
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high-speed and low-speed data and signalling in an efficient manner over GSM radio
networks. GPRS optimizes the use of network and radio resources. Apart from these,
company offers a range of mobile communication devices such as handsets, and bundle

packages.

IV.1.2. Company Functional Areas and Workforce

The company has over 1000 employees by May 2002. More than 85 % of employees are
university graduates, with a level of around 10 % holding Master of Science and higher
academic degree. Company’s internal magazine and personal experience is used as basis for

the functional area descriptions.

Finance and Accounting Directorate:

The main functional areas are Finance and Accounting.

Finance Department

The main objective of the Finance department is to manage the cash of the company
with the minimum risk and taking into account the time value of the money. To reach this
objective, finance department is established to determine the financing needs of the company
in line with the company’s strategies and market conditions, to determine the financial risk
that the company can face and minimize them, and collect company’s receivables on time and
under predetermined risk limits.

Finance department is separated into;

Treasury Division: Treasury Division deals with the cash management of the company,
realizing the liquidity, daily cash operations, and preserving excess cash. The group not only
deals with the daily cash management operations but also deals with the insurance needs of
the company as well as other tools of risk management.

Collection Division: Main task of Collection Division is to ensure the timely and full
collection of receivables. Collection Divisions is in charge of dealer credit management,
monetary operations related to international roaming and interconnection operators.

Structured Finance Division: The main objective of the Structured Finance Division is
to determine the medium and long term financing needs of the company, to search the optimal
domestic or off-shore financing source for the investment of the company n line with the
company’s strategy and business plan. The division also carries out all the negotiations with

creditors.
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Accounting Department

Accounting department’s mission is to register and manipulate the assets of the
company in such a way that protects the value of the assets, while aiming to maximize the
benefits to the company within the rules of current tax legislations and company procedures.

Accounting department is also responsible to keep sound accounting records, to make
all company payments on time, to follow investment regulations in order to maximize benefits
from investment incentives, and preparing tax plans.

The department is separated into two sections as;

Fixed Assets and Investment Incentives Division: The primary responsibility of this
division is to perform all the accounting registrations, perform closure of investment
incentives, capitalize the asset under construction, decision making on network investment,
loan evaluations, allowances, company asset management.

General Accounting Division: The primary responsibilities of the division includes
registration and reconciliation of the cash, bank, customer and vendor accounts, management
of accounts receivable and accounts payable, follow up of doubtful receivables, inventory
accounting, prepaid expense management, preparation of national and international
accounting reports and well as management reporting.

Strategic Planning and Controlling Directorate: The main areas of responsibility of
the directorate are divided into two groups; Strategic Planning Department and Planning and
Control Department.

Human Resources Management Division prepares recruitment plans, manages
recruitment processes, prepares annual training plans, designs, plans and implements training
programs in line with business units needs, and manages and evaluates transfer and promotion
processes.

Organization and Planning Division prepares job descriptions, specifications,
departmental procedures, implements organizational development programs, manages human
resources budget and promotes communication throughout the company.

Human Resources Directorate: The main areas of responsibility of Human Resources
Department are Human Resource Management, Organization & Planning, and General
Service & Real Estate.

Human Resources Management Division prepares recruitment plans, manages
recruitment processes, prepares annual training plans, designs, plans and implements training
programs in line with business units needs, and manages and evaluates transfer and promotion

processes.
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Organization and Planning Division prepares job descriptions, specifications,
departmental procedures, implements organizational development programs, manages human
resources budget and promotes communication throughout the company.

General Services and Real Estate Division manages services purchased for business
activities as well as the real estate operations.

Legal Directorate: The main functional areas are management of Legal Affairs,
Regulatory, and General Secretariat.

Legal Affairs Division: The main duties of legal department is to prepare, examine,
negotiate all company agreements; conduct all proceedings of legal action, provide counseling
service and produce legal solutions to departments, execute leasing transactions of the
company, execute trademark registration transactions, reply the letters submitted by the
official bodies.

Regulatory Division: This division is responsible for conducting license,
interconnection, national and international roaming agreements, relation with the local
authorities, and legal and economic analysis concerning the local regulations.

General Secretariat: This division prepares necessary announcements and notices to the
company’s shareholders, arrange general assembly meetings, board of directors meetings. The
division also follows up and completes necessary transactions related to the amendments to be
inserted in the articles of association of the company, also follows up and finalizes
transactions of capital increase, and executive registrations.

Marketing and Sales Directorate: The main functional areas are Marketing, Sales,
and Customer Care.

The main responsibilities and activities of Marketing and Sales group is to acquire
knowledge and understanding of the current and potential subscribers, to create
products/services that fulfill the needs of current and potential subscribers, to make products
and services easily accessible, answer all the demand of the customers.

Marketing and Sales Department is divided into Market Analysis and Business
Development Division, Negotiation, Purchasing and Logistics Division, and Process Control
and Budget Division.

Market Analysis and Business Development Division follows up critical marketing
success factors, executes market researches requested by business units, performs top level
reporting of marketing performance and keeps up with the marketing trends.

Negotiation, Purchasing and Logistics Division defines purchasing policy in line with

he strategic themes, monitor vendor performance, supervise all warehousing and logistics
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activities, defines negotiation standards, evaluates offers, and supervises contracting
activities.

Process Control and Budget Division defines and develops procedures for Marketing
and ales Department, manages budget lifecycle, analyses deviations in planned and actual
values.

Marketing Directorate includes four divisions:

Value Added Services Division; launches new services, obtains continuous feedback in
order to improve existing services, and develops medium term marketing plans.

Offers, Tariffs and Pricing Division develops tariff plans, follows global pricing
opportunities focusing on the customer behaviors.

Advertising Division design marketing approach, creates content for the marketing
materials, coordinates advertising activities, media planning and brand management.

Channel Development Division, Handset Management Division and Trade marketing
Division are the other groups involved in Marketing activities.

Sales Directorate, consists of headquarter consumer sales, headquarter business sales,
headquarter post sales, regional consumer sales and regional post sales departments.

Technology Directorate: The directorate is split into two functional areas are
Information Technology and Network Management.

Network Group

Network Group consists of five departments:

Network Planning Department prepares company’s technical network structure
application plans working in co-operation with Marketing, sales and Budget Control
Departments. The departments perform cell, frequency and traffic planning activities.

Network Design Department prepares core network applications and optimizes network
parameters. Value Added services and technologies department designs and implements
intelligent networks and value added services.

Network Transmission Planning Department plans transmission connections and
integrates switching centers and base stations, verifies provisions for the links between other
networks such as local government owned network, leads the independent transmission
backbone network studies.

Network Implementation Department deals with two major group of activities; site
leasing and permissions and actual site implementation, which covers the completion and
follow up of site installations and construction works, as well as quality assurance of the

structure and preparation of the specifications.
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Network Operations and Maintenance Department carries out necessary actions for the
24 hours continuity of the network and efficient best service, maintains the switching centers
across the country, operates transmission network, cooperate with IT department during
operational processes of billing, fraud etc.

Network Quality and Performance Department improves network quality and
performance, defines all quality standards of the network, prepares management reports and
optimizes the network.

Information Technology Group is divided into six departments:

Software Development Department provides technical solutions to internal and external
customers in call center, pre sales and post sales systems, prepaid customer management
systems, post paid customer management systems, sales and dealer relationship management
systems, logistics, finance and human resources systems, network management systems and
fraud systems.

Operations and Maintenance Department installs and operates computer systems
required by the company and provides non-stop service.

Data Warehouse Department establishes and manages the environment to keep
detailed, historical data coming from different operational systems in one system, implements
data mining activities and produces management reports.

Value Added Services and Internet Protocol Services Department creates and delivers
different quality services to current and potential customers on any device, delivers solutions
integrated with the GSM network, develops web portals, develops office automation, internet,
intranet, extranet projects, and researches new and future technologies.

Architecture Technologies and Client Management Department provides corporate
information technology management with programs, projects, integration plans, and
infrastructure, develops internal customer relations, supports the services of information

technology department and performs technical integration management.
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IV.2. Telco Inc. Strategic Themes

Under this section, company vision, and mission statement will be analyzed, corporate
mission and vision will be linked to each other. In the following section, each strategic theme
will be defined in SAP to create the bottom-line for company’s strategic enterprise
management model on Corporate Performance Monitor Module Balanced Scorecard

Application.
IV.2.1. Corporate Vision

a. Being the Number 1 Telecommunications Operator in the market
Telco’s vision is to be the number one telecommunications operator in the market in
two years related to the market share. Telco also aims to be the number one in the
incremental market share in one year.

b. Excellent Customer Image

Telco will provide a respectable, trustworthy, and reliable customer image in the
market

Having summarized corporate vision in two major aspects, we can conclude the fact that
company focuses on revenue growth in mid-term acquiring a strong percentage of a loyal
customer potential.

Telco has a strong strategic advantage in providing the infrastructure for this purpose;
having one of the partners European with the highest market share and has a proven record for
telecommunication science innovations, and the other partner eminent in banking sector as
having the highest capital and being oldest bank of Turkey. Considering the fluctuating
economic conditions in the country, it can easily be foreseen that the reliability on the

company’s operations will be very high from the customers’ point of view.

IV.2.2. Corporate Mission Statement

Corporate mission statement can be analyzed as below:

a. Customer satisfaction:
Telco Inc. offers solutions suitable to customers' individual needs in line with
respect to its customized understanding of service with its 24 hours a day call center
and easy-to-access sales network. This mission is linked to the mission of “Being

number one telecommunications operator in the market”
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b. Affordable prices:
Telco’s mission is to provide customers affordable prices with quality tele-
communications service with value added products and offers. This mission is linked
to the mission of “Being number one telecommunications operator in the market”

c. Provide customers with international know-how:
Telco provides its customers the most advanced GSM technology with international
application know-how and experience. This mission is linked to the mission of
“Being number one telecommunications operator in the market”

d. Make customers feel special:
Knowing the emotional forces with respect to the local consumer behavior, Telco
will make its customers feel special with value added services.

e. Revenue growth:
Achieve remarkable revenue growth in the time frame defined with strategies and
objectives. This mission is linked to the mission of “Being number one
telecommunications operator in the market”

f. Technology leadership:
Telco will drive market as the technology leader. This mission is linked to the
mission of “Being number one telecommunications operator in the market”

g.Transparency:
Telco will introduce its customers a new understanding of transparency from bills to
tariffs, from services to management style and will be open to its customers. This
mission is linked to the mission of “providing an excellent customer image”.

Below is a screen-shot that presents the assignment of mission to vision statement on

Dialog Strategy software. See reference for the Dialog Strategy Software. Under the next title,

I will try to analyze and propose some strategic themes for our subject, Telco Inc.

i B8] Technology leadership
&-§] Excellent Customer Image
5 Provide customers with international know-how
Make customers feel special
b T[anspa]emy
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Figure I'V.2 Assignment of mission to vision for Telco Inc. on Dialog Strategy®

IV.2.3. Strategies

a.

Increase Shareholder Value:

“Increase revenues and market penetration.

This straightforward argument is the basis for the survival of the majority of
commercial institutions. Telco Inc., being a start up company must be looking for
increasing revenues and market share rather than net profit in order to gain a high
customer potential in a relatively short time which translates into a higher level of
potentially loyal customers, which will finally be followed by the trust of the

investors, and creditors as well as the public and government institutions.

Increase Coverage:

“Increase coverage via sophisticated network investment planning.”

Unlike other commercial institutions, the nature of telecommunications industry
necessitates the ore business be information technology and network investments. The
quality product in the industry is quality telecommunications service and the tools to
produce this service are the quality and sophisticated network planning and
investments. All the value added services that accompany the products and services
are “produced” with high level of know-how and nothing else but by knowledge
workers, programmers, electronics engineers, mechanists, technicians, and
transmission experts. All these are possible with a strong human resource and the
strategy aimed with this resource is to increase coverage with sophisticated planning

and investments.

Increase brand awareness

“Increase the likeliness of way the brand is perceived by customers in accordance
with the marketing strategies.”

Correct marketing strategies that will ensure realization of the first strategy, which is

revenue growth, assure brand awareness in the sense that was initially aimed.
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Refer to Section D. Implementation of Balanced Scorecard — A Tool for Strategic

Enterprise Management on SAP-SEM module for implementation of these strategies in

corporate Balanced Scorecard.

IV.2.4. Perspectives

A balanced scorecard consists of the four perspectives as shown in the below schema:
Refer to Chapter III — Fundamentals of Strategic Thinking and Chapter IV.C Balanced

Scorecard Perspectives for detailed information about the Balanced Scorecard perspectives.

Perspectives
B 1. Financial Perspective
2. Customer Perspective
B 3. Intemal Processes Perspective
B 4. Leaming, Skills, and Growth Perspective

Figure I'V.3 Balanced Scorecard perspectives on Dialog Strategy®
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IV.2.5. Objectives

Objective Perspective

Revenue Growth Financial

Increase in Overall Market Share Financial

Return of Capital Employed Financial

Share of Profitable Customers Financial

Enhanced customer satisfaction Customer

Enhance Product Offerings Customer

Strengthen Corporate Image Customer

Call Center and Customer Care Efficiency Internal processes
Enhance GSM Coverage Internal processes
Financial Efficiency Internal processes
Identify and capture new business opportunities Internal processes
Increase culture Internal processes
Increase sales through alternate channels Internal processes
Increase Technological Capabilities Internal processes
Marketing and Sales Efficiency Internal processes
Technological Investment Efficiency Internal processes
Career Development Learning & Innovation
Develop key skills Learning & Innovation

Employee satisfaction

Learning & Innovation

Personnel Training

Learning & Innovation
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IV.2.6. Measures

Call Center Customer Satisfaction (CCS):

This measure shows the rate of customer satisfaction of the services and support provided by
the Customer Care and Call Center departments.

This measure is linked to the Objective “Call Center and Customer Care Efficiency”.

The value unit is %.

The measure value is updated monthly.

Call drop rate (CD)

This measure indicates average rate of calls dropped rate during one month due to the poor
quality of coverage, and problems due to the components within the network.

This measure is linked to the Objective “Increased service quality”.

The value unit is %.

The measure value is updated monthly.

Dealer and Mass Sales Channels Customers Satisfaction (DCS):

This measure indicates the satisfaction of dealer customers, i.e. the customers who sell the

products and services of Telco to final users. The information for this measure is gathered
from dealer satisfaction surveys.

This measure is linked to the Objective “Enhance Customer Satisfaction”.

The value unit is %.

The measure value is updated monthly.

Demographic coverage rate (DCV)

This measure indicates percent ratio of coverage of the population to the total population in
Turkey.

This measure is linked to the Objective “Enhanced GSM Coverage”.

The value unit is %.

The measure value is updated quarterly.
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Delivery timeliness (DT)

This measure indicates the average share of on time deliveries of physical goods to dealers.
This measure is linked to the Objective “Logistics and Inventory Management Efficiency”.
The value unit is %

The measure value is updated monthly.

Employee satisfaction (EMS

This measure indicates the overall satisfaction of employees. Surveys are made and figures
are updated quarterly.

This measure is linked to the Objective “Employee Satisfaction”.

The value unit is %

The measure value is updated quarterly.

Employee Turn-Over (ETO):

This measure indicates the number of the employees that either resigned or was laid off
during one month. The measure both indicates the average employee satisfaction and also is a
loss from efficiency point of view.

This measure is linked to the Objective “Employee Satisfaction”.

The value unit is units.

The measure value is updated monthly.

Geographic coverage rate (GCV)

This measure indicates percent ratio of geographic area covered by GSM network to the total
surface area of Turkey.

This measure is linked to the Objective “Enhanced GSM Coverage”.

The value unit is %.

The measure value is updated quarterly.

Innovative ideas on notice board (I1IB)

This measure indicates the commitment of employees to Telco Inc. with their bright ideas
presented freely on notice board. The applicable ideas can afterwards be implemented and not
only improve working conditions and efficincy but also the loyalty of the employee to the

company.

71



This measure is linked to the Objective “Personnel training and activities on corporate
culture”’.
The value unit is unit.

The measure value is updated monthly.

Corporate Image (IMG):

This measure indicates the current perceived image versus the desired image to be built for
customers and reflects the success of related activities. The information is obtained by market
researches quarterly.

This measure is linked to the Objective “Strengthen Corporate Image”.

The value unit is %.

The measure value is updated quarterly.

Incentive system (INS)

This measure indicates the share of management with individually tailored incentive.
This measure is linked to the Objective “Employee Satisfaction”.
The value unit is %

The measure value is updated quarterly.

Marketing Resources (MRS)

This measure indicates the amount of marketing budget consumed as a percentage of sales.

This measure is linked to the Objective “Marketing and Sales Efficiency”.
The value unit is %.

The measure value is updated quarterly.

Marketing and Sales Department Efficienc SE

This measure indicates the efficiency of marketing and sales department. This measure is
calculated by the overall success of the departments ability to meet surpass its own strategic
action plan and rated over 100.

This measure is linked to the Objective “Marketing and Sales Efficiency”.

The value unit is %.

The measure value is updated annually.
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Market Share of New Products (MSNP):

This measure indicates the market share of Telco’s new tariffs and product combinations. The
market share is measured locally by industry surveys and updated monthly.

This measure is linked to the Objective “Enhance Product Offerings”.

The value unit is %.

The measure value is updated monthly.

Total Market Share (TMS):

This measure indicates the market share of Telco’s all tariffs and product combinations in
local telecommunications market. The market share is measured locally by industry surveys
and updated monthly.

This measure is linked to the Objective “Increase Total Market Share”.

The value unit is %.

The measure value is updated monthly.

Number of Innovations (NIN)

This measure indicates the number of registered innovations.

This measure is linked to the Objective “Increase Technological Capabilities”.
The value unit is count.

The measure value is updated quarterly.

Number of Overall Customers (NOC)

This measure indicates the total number of customers that prefer Telco products and services
against other operators or suppliers and reflects the corporate ability to gain market share.

This measure is linked to the Objective “Increase in Overall Market Share”.

The value unit is number of lines.

The measure value is updated weekly.

New Products and Tariffs (NPT)

This measure indicates the number of new products introduced per the last 3 months.

This measure is linked to the Objective “Identify and capture new business opportunities”.

The value unit is count.
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The measure value is updated quarterly.

Overall Customer Satisfaction (OCS):

This measure indicates the satisfaction of overall corporate customers. Calculating the

average of the multiplication of private customers’ satisfaction ratio by subscriber customer
satisfaction relative effect constant and corporate customers’ satisfaction ratio obtain the
customer satisfaction ratio by corporate customer satisfaction relative effect constant.

This measure is linked to the Objective “Enhance Customer Satisfaction”.

The value unit is %.

The measure value is updated monthly.

Profitable Business Customers (PBC)

This measure indicates the share of profitable business customers
This measure is linked to the Objective “Share of Profitable Customers”.
The value unit is %.

The measure value is updated monthly.

Profitable Subscriber Customers (PSC)

This measure indicates the share of profitable household customers.

This measure is linked to the Objective “Share of Profitable Customers”.
The value unit is %.

The measure value is updated monthly.

Personnel Training (PTR)

This measure indicates the company’s ability to organize well-defined and well-focused

courses for personnel’s needs.
This measure is linked to the Objective “Develop Key Skills”.
The value unit is hrs

The measure value is updated monthly.

uality of Courses (QC
This measure indicates the quality of courses for personnel participants estimate the

contribution of each course.
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This measure is linked to the Objective “Personnel training and activities on corporate
culture”.
The value unit is %

The measure value is updated monthly.

Return of Capital employed (ROCE)

This measure indicates the return of capital employed. Return on capital employed measures
the profit as a percentage of the capital employed (the total capital invested in the business). It
is a measure of how well the money invested in the business is providing a return to the
investors.

Employee skills are the base of Kaplan's business model. Employees work to improve quality
and reduce cycle time (improve processes) so that deliveries can be made on time. This
creates customer loyalty, which in turn generates profits for the company (Return on Capital
Employed). Kaplan suggests using measures of employee skills, process quality, process
cycle time, and on-time performance to monitor business performance in addition to the usual
financial measures (which lag performance).

This measure is linked to the Objective “Return of Capital Employed”.

The value unit is %.

The measure value is updated quarterly.

Subscriber Customers Satisfaction (SCS):

This measure indicates the satisfaction of direct customers, both institutional and personal
subscribers. The information for this measure is gathered from customer satisfaction surveys.
This measure is linked to the Objective “Enhance Customer Satisfaction”.

The value unit is %.

The measure value is updated monthly.

Sales by Electronic Channels (SEC)
This measure indicates the efficient acceptance and use of electronic channes by customers in

sales such as internet, WAP, ATM and credit cards.

This measure is linked to the Objective “Increase sales through alternate channels”.
The value unit is %

The measure value is updated monthly.

75



Share of new products in Sales (SNP)

This measure indicates the share of new products as a percent of sales

A product/service that has been launched in the last 12 months is considered as one.
This measure is linked to the Objective “Enhance Product Offerings”.

The value unit is %

The measure value is updated monthly.

Share of Profitable customers (SPC)

This measure indicates the share of profitable customers
This measure is linked to the Objective “Share of Profitable Customers".
The value unit is %.

The measure value is updated monthly.

Sales/salesman (SPS)

This measure indicates the average quarterly sales per salesman.
This measure is linked to the Objective “Marketing and Sales Efficiency”.
The value unit is USD

The measure value is updated quarterly.

Technological Efficiency (TCE

This measure indicates the efficiency of IT and Network processes. This measure is calculated
by the overall success of the departments ability to meet surpass its own strategic action plan
and rated over 100.

This measure is linked to the Objective “Technological Investment Efficiency”.

The value unit is %.

The measure value is updated annually.

Total Revenues (TR):

This measure shows the total revenues. The measure shows the rate of market penetration
success in monetary units. For a start-up company the unit is more likely to be evaluated
together with number of customers.

This measure is linked to the Objective “Revenue Growth”.
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The value unit is USD.

The measure value is updated monthly.

Amount of Training hours (TRH)

This measure indicates the average amount of training hours per employee during previous 12

months.

This measure is linked to the Objective. “Personnel training and activities on corporate
culture”.

The value unit is hrs

The measure value is updated monthly.

VAS Resources Usage (VAS)
This measure indicates the Technology Group Value Added Services department expenses

over revenues received over sales of value added services.
This measure is linked to the Objective “Technological Investment Efficiency”.
The value unit is ratio.

The measure value is updated quarterly.

Value of inventories (VIN)

‘This measure indicates the rate of inventories over cost of goods sold per month
(Inventories/CGS-month)
This measure is linked to the Objective “Logistics and Inventory Management Efficiency”.
The value unit is %

The measure value is updated monthly.
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Abbr. Measure Unit Period | Objective
CCS [Call center satisfaction rate % Month | Call center & Customer care efficiency
CD [Call drop rate % Month | Increased service quality
DCS [Dealer and Mass Sales Customers Satisfaction % Month | Enhance Customer Satisfaction.
DCV [Demographic coverage rate % Quarter | Enhanced GSM coverage
DT |Delivery timeliness % Month [ Logistics and Inventory Management Efficiency.
EMS [Employee satisfaction rate % Quarter | Employee Satisfaction.
ETO [Employee turnover rate PC Month [ Employee Satisfaction.
GCV Geographic coverage rate % Quarter | Enhanced GSM coverage
IIB {Innovative ideas on notice board PC Month | Personnel training and activities on corporate culture.
IMG [Corporate Image Appreciation Rate % Quarter | Strengthen Corporate Image.
INS [Incentive system % Quarter | Employee Satisfaction.
MRS WMarketing Resources Ratio |Quarter | Marketing and Sales Efficiency.
MSE Marketing and Sales Department Efficiency % Annual | Marketing and Sales Efficiency.
MSNP Market Share of New Products % Month [ Enhance Product Offerings.
NIN [Number of Innovations PC Quarter | Increase Technological Capabilities.
NOC [Number of Overall Customers PC Week [ Increase in Overall Market Share.
NPT [New Products and Tariffs % Month | Identify and capture new business opportunities.
OCS |Overall Customer Satisfaction Month | Enhance Customer Satisfaction.
PBC [Profitable Business Customers % Month | Share of Profitable Customers.
PSC |Profitable Subscriber Customers % Month | Share of Profitable Customers.
PTR [Personnel Training on Teamwork&Creativity | hrs/man | Month | Develop Key Skills.
QC [Quality of Courses % Month | Develop Key Skills.
ROCE Return of Capital employed Ratio |Quarter | Return of Capital Employed.
SCS [Subscriber Customers Satisfaction % Month | Enhance Customer Satisfaction.
SEC [Sales percent via electronic channels % Month | Increase sales thru alternate channels
SNP Share of new products in Sales % Month | Enhance Product Offerings.
SPC [Share of Profitable customers % Month | Share of Profitable Customers.
SPS [Sales/salesman UsD Month | Marketing and Sales Efficiency.
TCE [Technological Efficiency % Annual | Technological Investment Efficiency.
TMS [Total Market Share % Month
TR [Total revenues usb Month | Revenue Growth
TRH jAmount of Training hours . hrs/man | Month |Develop Key Skills.
VAS [VAS Resources Usage Ratio | Quarter | Technological Investment Efficiency.
VIN |Value of inventories % Month | Logistics and Inventory Management Efficiency.

Table IV.1 Objectives & Measures for Telco Inc.
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Measure Units Effect|] Bad |Satisfactory| Good Excellent
Amount of tech. training hrs hrsiperson-month| + | <§;>25 5-15 15-20 20-25
Call center satisfaction rate of customer % + <=65 65-75 75-85 85-100
Call drop % % - >z 1,1-5 0,31 >0,3
Corporate Image Appreciation Rate % + 0-65 65-75 75-85 85-100
Delivery timeliness % + 0-70 70-80 80-95 95-100
Demographic coverage % % + <57 58-63 63-69 >70
Employee satisfaction % + <=60 61-75 75-87 88-100
Employee turn-over rate units/month - >20 15-20 14-6 <=5
Geographic coverage % % + <20 20-27 28-45 >45
Incentive system implementation rate % + <30 30-50 50-75 75-100
Innovative ideas on notice board units/month + |<50;>300{ 51-100 100-150 151-300
Market Share of New Products % + <20 20-29 30-40 >40
Marketing and Sales Department Efficiency % + <65 65-74 75-84 85-100
Marketing Resources (budget/sales) % - >20 15-20 10-14 <10
Number of active lines 1000 units/month |  + <1000 | 1000 - 1299 }1300-1500|  >1500
Number of Innovations units/month + 0 1-2 24 >=5
Overall Customer Satisfaction % + <=65 65-79 80-90 90-100
Personnel Training on Teamwork and Creativity |hrs/person-month| + 0;>8 0-1 1,14 4,1-8
Profitable Business Customers % + <15 15-29 30-44 >44
Profitable Subscribers % + <10 10-23 24-35 >35
Quality of Courses % + <64 65-80 81-90 91-100
Rate of new products & tariffs % + <5 5-14 14-25 >=25
ROCE ( nopat/ (equity + debt) ) % + <10 11-15 16-20 >20
Sales percent via electronic channels % + <20 20-25 26-40 >40
Sales/salesman thousand USD | + <=70 71-80 81-90 >80
Share of new products in Sales % + <30 30-49 50-69 >=70
Share of Profitable customers % + <13 13-26 2740 >40
Technological efficiency % + <70 70-79 80-89 >=00
Total Market Share % + <15 15-19 20-25 >25
Total revenues million USD + <=99 100-119 | 120-130 >=131
\Value of inventories % (average Inventory/CGS) ratio - | >2,<0,3 1,1-2 0,61-1 0,3-06
VAS Resource usage (usage/yield) % - >20 15-20 10-14 <10

Table IV.2 Telco Inc. Measure Evaluation Ranges
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Example: Measures for Selected Time Frames

BT Week

----- [b, Call Center Answer Rate

----- g’ MHumber of Overall Customers

27 Month

----- b, Dealers and Mass Sales Channels Customers Satisfaction
----- b, Overall Customer Satisfaction

I Subscriber Satisfaction

---- [ Share of Profitable Customers

~~~~~ g, Share of Profitble Business Customers
----- g Share of Profitable Subscriber Customers
-y Sales per Salesman

-y Delivery Timeliness

-y Value of Inventories

----- B, Personnel Training

«- b Quality of Courses

=8 Quarter

----- b, Corporate Image

~~~~~ g, Market share of new products

----- g, Return of Capital employed

-y Marketing Resources

-y VAS Resource Usage

----- b, Share of new products

""" 1B, Employee satisfaction

---- [, Incentive systems

.... [ New Products and T ariffs

- Number of Innovations

[:-]{-F Year

----- b, Marketing and Sales Efficiency

-y Technological Efficiency

{8 Free

Figure I'V.4 Measures by analysis periods prepared on Dialog Strategy®



IV.3. Implementation of Balanced Scorecard on SAP-SEM module

In this section, the proposed infrastructure will be implemented on SAP SEM (Strategic
Enterprise Management) Module’s CPM (Corporate Performance Monitor) sub-module.

The customizing steps for configuring the balanced scorecard for a company can be
outlined as below:

1. Perspective, Strategy, Objective, Measure Definitions

2. Scorecard Design

3. Assigning strategy, perspective and objectives to scorecard.

4. Detailed definitions for perspectives, strategies, objectives and measures.

5. Assigning a Measure to an Objective, and an Objective to Strategy

IV.3.1. Strategy Category and Strategy Definition

SAP Strategic Enterprise Management module screen shot is as below:
SAF Easy Access Strategic Enterprise Management/Business Analylics
B | S| (& otermenu ] | GBI 2] | [wi[a| | [[B Creats role | | [ Assion users [{[F Documentation |

e e

g
i

% & 8AP menu . A . ‘ . K NS
3 Strategic Enterprise Management o K
b 1 Business Planning and Simulation ‘
b (O Business Consulidation
<@ {3 Strategy Management
§© UMB_PRES - myBalanced Scorecard
@ UMB_PRES1 - Balanced Scorecard
© UMB_ST_VIEW - Strategy Templates
@ UMB_ADMIN - Balanced Scorecard Monitor
@ UMR_RB - Risk Catalogs
D [ value-Based Management
D UMC CPM_BTRAI - Design}
D (3 Performance Measurement
B (3 stakeholder Reiationship Management

Figure IV.5 SAP SEM ® module Strategy Management Component

To create a strategy for a company, first a strategy category for telecommunications

industry is created:
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D:spfay View "Strategy Category”: Overview

Strategy Category

|category  {Long text
TELECOR Telec ornrnumccmon:_lndushu

Figure IV.6 Defining a strategy category in SAP
Afterwards, strategies of the Telco Inc. are created one by one under the strategy category.
Strategies defined for Telco Inc. are as below:
e Increasing shareholder value: Increasing return on capital employed, revenues and
market penetration. Further explanation and comments can be entered in the detailed

screen. It is possible to enter the executive manager responsible for increasing the

shareholder value, in this case, it can be selected as the Chief Executive Ofﬁcer

< (.3 strategies
& EB customer
& [ER Financlal
D [E} Leamning and Growth
ERm
[EB market
D El Nasa
b [E} Intemal Processes
< [E] First Strategy category
First Strategy MH
< [ER Second Strategy category
Strategy 2 MH
< [E State of Arkansas
Strategy 1 for SOA
< [EB Telecommunications Industry
D Incroasa SharehiolderValue:
D Increase Coverage
B Increase Brand Awareness
< EJ Unassigned Objects
D FUNCTIONAL
Support fiscal Improvement

o Respohémla Pers

Figure IV.7 Strategy: Increase shareholder value-entered in SAP

o Enhancing network coverage: By this strategy Telco Inc. targets to increase

technical (network) coverage for the GSM communication via sophisticated network

investment planning
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Display Strategy 'S2'
% 0 & cause-Eflect Chain o>

2 EJ customer
D [E} Financial
D [EJ Learning and Growth
b& Elw
E} Markst
b EJ Nasa
D EJ internal Pracesses
< [E] First Strategy catsgory
First Strategy MH
<2 [E} second Strategy category
Strategy 2 MH
< E} state of Arkansas
Strategy 1 for SOA
< [E} Telecommunications Industy
P Increase Shareholder Value
D Increase Coverage
P Increase Brand Awareness
< [E] Unassigned Objects
P FUNCTIONAL
Support fiscal improvement

Long Text Incraase Coverage .-
Short Text Increase Covera

Strategy 8240 Respansible Pers -

Figure IV.8 Strategy: Increase coverage entered in SAP

e Increasing brand awareness in the market: With this strategy, Telco aims to

increase the likeliness of the way the brand is perceived by the customers, subscribers,

dealers, and the pubhc in accordance with the marketmg strategles developed

Long Text

< (] Sirategles
> E} Customer
b E} Financial
D [E} Leaming and Growth
Ejm
EJ Market
b Elnasa
D [E] internal Processes
2 [E] First Strategy catagory
Flrst Strategy MH
< [E] Second Strategy category
Strategy 2 MH
2 [E] state of Arkansas
Strategy 1 for SOA
< [E] Telecommunications Industry
B Increass Sharsholder Value
P Increase Coverage
D {incréasa Brand Awareness)
< [E] Unassigned Objects
B FUNCTIONAL
Support fiscal improvement

Short Text
: . Responsibla Perg

Figure IV.9 Strategy: Increase brand awareness entered in SAP

IV.3.2. Defining the Perspectives
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Following the strategy creation, perspectives are created. Although it is possible to use
SAP-delivered perspectives that are completely in line with the balanced scorecard
methodology, unique organizational requirements necessitates using special perspectives.
This can be observed especially in non-profit public sector organizations, such as government

-institutions

The perspectives are as below; please refer to section E. Strategic Thinking and C.

Balanced Scorecard Perspectives for detailed information about the Balanced Scorecard

perspectives.
¢ Financial perspective
e Customer Perspective
e Internal Processes Perspective
e Learning and Growth Perspective
Examples to perspectives are listed in the below screen output. In our case, we will use

the four perspectives mentioned above.
- I ——

[E1=T
Description
P8 Costs
tomer Perspective
mal
Financtal Perspective REEIE DR
PS Funding
Human
Intemal
Intemal Processes Perspective
PS Internal
Leaming & Growth Perspactive
P8 Leaming and Growth
PERSPECTIVE 2 MH
PERSPECTIVE 1 MH
TECHNOLOGY
PS Value Created

Figure IV.10 Perspective definition on SAP

IV.3.3. Creation of Objectives

Following the definition of the perspectives, objectives are created. When creating an
objective, it is fundamental to realize that objectives count for the realization of strategies,
identifiable, executable and comprehensible. Each objective is assigned to related perspective,
and responsible manager in customizing. Objective definition can be made in detail.

Below you can find a screen-shot for the customizing of an objective in SAP system:
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o S B4 QOQ) SHRI MR EE @
Objective "TC2": Change i

viDn

5 S R S NG R
J Enhance Product Offerings

- on . o ATec.

& P8 Costs ;OOST o]

2 Customer Perspactive {CUSTI+]
Partner Relatienships IFAS3C
Ensure the heaith, safety and performance of ht HEDS
Share excitement of discoveries SSE_(
Enhance quality of education 88E_
Create worikforce SBE_(
Enk d cush tisfact TC1
{Enhante Produci Offerings: _|TC2
Strengthen Corporate Image TC3

Figure IV.11 Objective definition on SAP

The most critical issue when creating an objective is to assign it to an owner and relate

the objectives to the necessary perspectives. Sometimes it may be possible that an objective

is related to more than one strategy and/or perspective. At this point, the objective relationship

should not be constrained and linked to whichever is related.

In the above example “enhance product offerings™ is linked to customer perspective and

the responsibility for the realization of this objective is assigned to Chief Marketing and Sales

Officer.

Figure IV.12 assigns objectives to perspectives and responsible people.
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