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Creating Value From Intangible Assets Is Different

Intangible Assets Do Not Have A Direct Impact on
Financial Results — They Have Second- or Third-Order
Impacts
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Creating Value From Intangible Assets Is Different

The Value of an Intangible Asset Is Contextual
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The Balanced Scorecard:

Measuring Performance in Four Linked Perspectives

O Measurement is the
language that gives clarity
to vague concepts.

L Measurement is used to
communicate, not to
control.

O Building the scorecard
develops consensus and
teamwork throughout the
organization

The Strategy

>

Y

Financial Perspective

\_

"If we succeed, how will
we look to our
shareholders?”

~

Customer Perspective

-

"To achieve my vision,
how must | look to my
customers?”

N

Internal Perspective

N

"To satisfy my customer,

-

at which processes must
| excel?”

Organization Learning

"To achieve my vision, how
must my organization learn
and improve?”
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Illustrative Example: Southwest Airlines

The Strategy Map

Profits and
RONA
Grow ) K Fewer
Revenue Planes

Customer

Attract & Retain
More Customers

Lowest
Prices

On-time
Service

Internal

Fast Ground
Turnaround

T ——

Ground Crew
Alignment

Objective

What the
strategy is
trying to
achieve

Fast ground
turnaround

Measure Target Initiative
How success The level of Key action
or failure performance or programs
(performance) rate of required to
against the improvement achieve targets
objective is needed
monitored
On Ground Time 30 Minutes Cycle Time
On-Time Departure 90% Optimization
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Balanced Scorecard Organizations Have Implemented
Strategies and Achieved Breakthrough Results... Fast

Mobil

e Last to first
e Cash flow +$1.2b
* ROI 6% --> 16%

ATT Canada

3 years

Saatchi & Saatchi
+ $2b

3 years

+$7b

2-5 years

Brown & Root

Cigna

3 years

* #1in growth &

2-5 years
profitability

+ $3b

Duke Children’s

» Customer Satisfaction #1
» Cost/Case ¥ 33%

3 years

City of Charlotte

» Customer Satisfaction = 70%
* Public Official Award

3 years

Wells Fargo

Southern Garden
3 years

« # Customers 4450%
* Best Online Bank

3-5 years

» Least Cost Producer

2 years

UPS

Chemical Bank

2 years

Hilton Hotels

» Customer Satisfaction
* Market Revenue Index

- Revenues 4 9%
* NetIncome 4 33%

3 years

A

* 99% Merged Target
Asset Retention
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Question:

How can complex organizations
achieve results like this in such
short periods of time?

Answer:

Alignment and Focus!

The Balanced Scorecard process allows an organization
to align and focus all its resources on its strategy

EXECUTIVE TEAM

INFORMATION
TECHNOLOGY

HUMAN RESOURCES

BUDGETS AND CAPITAL
INVESTMENTS

©2003 Balanced Scorecard Collaborative, Inc and Robert S. Kaplan. All rights reserved. 7



Strategy Maps — The Complete Representation of How the
Organization Creates Value

Financial
Perspective

Customer
Perspective

Internal
Perspective

Learning &
Growth
Perspective

Productivity Strategy

Improve Cost
Structure

L

Shareholder Value

Improve Asset
Utilization

New Revenue
Sources

Growth Strategy

Increase
Customer Value

Customer Value Proposition

Product / Service Afttributes Relationship Image

Regulatory & Social
Processes

Operations Management| [ Customer Management Innovation

Processes Processes Processes
 Supplier Relationships » Selection « |ldentify Opportunities
* Production » Acquisition + Manage R&D Pipeline
+ Distribution * Retention » Design & Develop New
+ Risk Management * Growth Products

* Ramp-Up and Launch

+ Environment

« Safety & Health

» Employment Practices
» Community Investment

Human Capital: Skills, Training, Knowledge

Information Capital: Systems, Databases, Networks

Organization Capital
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Datex-Ohmeda Strategy Map

F2 Grow through new
customers

Customer Perspective

F1
Achieve double-digit in
both revenue growth and
earnings before taxes

F3 Grow through
enhanced current customer
value

F4 Reduce the cash to cash
cycle (manufacturing, supply
chain, capital)

Solutions Value

C1 Care team
designed solutions

C2 Comprehensive
care intelligence

Relationship Value Economic Value

C3 Listen &
provide the right
solution

C4 Best ongoing
support

C5 Easy & efficient
to do business with

C6 Best long
term investment

F5 Increase productivity
of indirect costs

Solutions Innovation

P4 Develop and manage
platform based solutions
throughout their life cycle

P3 Generate and select
extraordinary value based ideas
(BA/Channel/Support)

Customer Relationship Operational Excellence

P9 Demonstrate
acknowledged expertise in care

team solutions across D-O & with
our channel partners

P5 Ensure
timely product launches
managed and “owned”

across D-O

P7 Actively improve
quality to enhance
customer satisfaction

P6 Provide

active installed & reduce overall costs P8 Reduce
base support time from purchase to
PP payment through

process improvement

P1 Invest in deep understanding of
selected care areas, geographies & segments

P2 Identify & sponsor process
improvement across D-O

Regulatory & Society

P11
Manage ownership
& use of intellectual
property

P10 Support strategic
involvement in selected
healthcare organizations

L1
Exhibit a consistent
decision making process
& follow through based

on the D-O corporate
strategy

D-O

Win the business for

across the organization
(BA/Channel/Support)

Organization

L2

by teaming up

recognize achievements

L3
Set & achieve clear
& aligned goals and

through performance
management

Competencies

Ensure development of our
individuals, teams & global
leaders (right skills,
right place, right time)

Information/Technology/Tools

L5 Create and
leverage D-O global

infrastructure and
knowledge bases

L6 Integrate knowledge

mgt. tools into the way
we do business
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Where Do Most Organizations Stand in the Journey to
Become Strategy-Focused?

Break-
through
Results //
(33%)/
J/ Still in
S/ Process
(67%)

Break- i | B No or
through 4 Limited
Results Pk RS Results

(15%) 164%, (21%)

S~

Using It
RIGHT -

Using It
WRONG
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What Separates the Winners and Losers?
A Strategy Focused Management Process

/ /
SFO Best Practices /

Mobilize Translate Align Motivate Govern

Ef Create case for El/ Refresh strategy E( Corporate / SBU d Communicate El/ Monthly/Quarterly]

change cascade to / educate strategic reviews
B/ Create strategy workforce

E{ Develop vision map S( Corporate / SBU E.}/ Develop info [ $
and strategy / support unit d Align personal system N—

Ef E{ Create top-level cascade objectives Q/ BREAKTHROUGH
Executive team scorecards Link BSC to RESULTS
aligned S{ External ﬁ Align personal planning /

E{ Set targets / linkages development budgeting
G‘ Create rationalize (customers / process
accountability initiatives suppliers) d Align incentives ﬂ
Link BSC to
operational mgmt
d Learning/
Adapting
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Why Do Organizations Fail to Get Results from Their
Balanced Scorecard Programs?

#1.

N\

Using It
WRONG

#3.

#2.

No Executive Ownership

(done by middle management team only;
long development process)

Scorecard Not Linked to

Strategy (no strategy map - just KPIs

in 4 perspectives; mostly financial
measures; done as a systems project;
done only for compensation)

Scorecard Not Linked to
Management Processes

(Mobilize, Translate, Align, Motivate,
Govern)
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Quality of Reported Information

Reported = Economic + Measurement + Mgmt.

Numbers  Substance Error Bias
Relevance < L > Re11ab1hty
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