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Abstract: Organizations with a formal strategy execution process in place are
dramatically outperforming organizations without a formal process.

Written by Palladium Group/Balanced Scorecard Collaborative and Microsoft, this paper
is intended to facilitate discussion about developing a strategy execution process. In
particular, it describes the utilization and benefits of a performance management
framework and enabling technology to positively impact business performance.
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Why Manage Performance?

"Less than 10% of strategies effectively formulated are effectively executed.”
- Fortune Magazine'

Why manage business performance? In short, because most organizations formulate strategy,

mission, and vision, but then fail to execute. Fortune Magazine places the odds of successful strategy
SESOdziAz2zy |G 2yS Ay (Syo . FNNRPyYyQa |aasSaayvySyd
bleakt identifying a mere 15% that achieved their goals®. So, what distinguishes those few that

successfully formulate AND execute strategy? In early 2006, Palladium took this question to nearly 150
performance management professionals in the Balanced Scorecard Collaborative online community
(www.bscol.com). One distinction was clearT organizations with a formal strategy execution process

are dramatically outperforming organizations without a formal process.
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technology and people to mobilize change, translate strategy into terms everyone can understand,
align and motivate the organization, and govern in such a way that strategy becomes a continual
process.

As represented in Figure 1.0, 54% of survey respondents indicated that a formal strategy execution
process was in place in their organization. Among these, 70% reported their organization was
(']LJSNJF2N.]Y'7\YE| g & énw N Y,

their peer group or that they Figure 1.0 Impact of Strategy Execution Process
had achieveR & 0 NB I { i
. P , 1;\ Do you have a formal strategy Yes No
NBEadzt Gade . € execution process in place? (54%) (46%)
27% of those lacking a formal
process fell into this Describe your organization® current
Loz A , < P performance.
OB AYYSNRE OF 0. .
i . . Aé .We have breakthrough results 12% 7%
many organizations prioritize Aé we are performing better than our peer group 58% 20% Winners
strategic planning, the real Sub-Total 27%
payoff comes from having a Aé performing at the same level as our peer group. 18% 30%
framework for strategy Aé performing at a lower level than our peer group 9% 27% Losers
. > . . ) )
execution. Aé not performing at a sustainable level 3% 16%
Sub-Total 30% 73%
Source: BSCol Research (Survey of 143 P i drawn from BSCol On-Line Community, March 2006)

! Charan, R, and Colvin, G. "Why CEOs Fail." Fortune Magazine, 21 June 1999
2 http://online.barrons.com/public/main
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What2 i KSNJ de8YLXi2zYa FFNB O2YY2y LX I OS Y2y3 2NBFYAI
by Renaissance Solutions, Inc., CFO Magazine and Business Intelligence3 featured six core problem
areas:

1 Awareness: 95% of the typical workforce does not understand the strategy.

1 Financial Resources: 60% of organizations do not link budgets to strategy.

9 Governance: 44% of board directors cannot identify the key drivers of value in the companies they
govern.

1 Executive Agenda: 85% of executive teams spend less than one hour per month discussing
strategy.

1 Incentives: 70% of organizations do not link middle management incentives to strategy.

1 People: 55% of HR organizations either interpret strategy or deal only with operational priorities.

Where does this leave organizations? In the private, public, or non-profit sectors, organizations lacking

a clear framework for execution of strategy struggle to link high-level strategy to day-to-day

operations. Consequently, organizational improvements tend to focus on existing processes. Yet, with

a strategy execution process, organizations can rationalize and prioritize processes that are most

critical and deserving of attentiont Y 2 i 2dzAd dGR2AYy 3 GKAYy3Ia NRARIKIGIZE

right things right® €

(@]

When individual employees, departments, or business units do not understand enterprise strategyt or
how they contribute to itT they may be great at what they do, but doing the wrong things. The default
mode for many organizations is to optimize locally- sometimes at the expense of creating enterprise
value. They may, for example, invest millions of dollars improving efficiency at a factory that has no
strategic reason to stay open; or, they may implement a new IT system to speed processing in one
department, while creating additional work for colleagues elsewhere, who rely on incompatible
software.

Lack of Integration: too many tools

Whether organizations are optimizing locally or applying a strategy-based framework to rationalize
their improvement efforts, modern managers rely on a surprisingly discrete set of tools. The
management consulting firm Bain & Co. has surveyed executives worldwide 11 times since 1993 to
identify the most widely-used management tools*. In 2006, over 1200 international firms participated.
Among this recent group of respondents, the most widely used tool was strategic planning (88%).
Clearly, there is a broad awareness of this process. Yet, how do firms manage execution of the
strategic plans they create?

3r“lTransIating Strategy I nto Action, 0 jsdntehigenceslp96dy by Renai ssance, CFO M
4 . .
http://www.bain.com/management_tools/about_overview.asp?groupCode=1
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Given the complex array of information and decisions modern executives must contend with, few rely
on any one approach. According to the Bain study, organizations used an average of 15 tools in 2006,
up from 13 in 20041 a shift particularly evident among small and medium-sized companies.

From calendar-driven to continuous improvement

In many organizations, strategic planning is an annual, and largely futile, exercise. Senior executives

participate in multi-day retreats, designed to establish a one, three or five-year picture of where they

aspire to lead their organizations. Often facilitated by high-priced consulting firms, the process

typically culminates in a handsomely-0 2 dzy R 0 A Y RSNJ 2T % bobn@ldatavia@bSs#tl) LINE ¢
versions the same executives developed in previous years. If not matched with an explicit process for

managing execution of strategy, new insights and aspirations that emerge from the strategic planning
LINEOS&da GeLAOKffe FI AfSAR FAAY LAzaOdal L4S NUBNEONGYT | Ayt QaSdeb

In recent years, a growing number of organizations are breaking this pattern by forming an Office of
Strategy Management (OSM)T to guide a transition from calendar-driven to continuous learning and
improvement. An OSM helps organizations leverage strategy management processes for strategic
impact. Figure 1.1 outlines the nine strategy management processes an OSM will either run itself
(Processes 1-6), or link to (Processes 7-9), to ensure they are aligned with strategy. For example, an
effective planning and budgeting process will ensure necessary financial, human and other resources
are committed to the strategy. Most organizations struggle to do this for two reasons. First is the
need for cross-business integration. Effective execution of strategy requires integration of money,
people, customers, supplies, and processes in cross-
business activities. This is challenging for organizations,
where resource allocation is organized around individual
functions (or silos) such as Finance, HR, or IT. If requisite
resources cannot be integrated around strategic
directions, strategy cannot be executed. The second
challenge is to link strategy management processes,
which are inherently long-term in orientation, with short-

Figure 1.1 OSM Processes
STRATEGY MANAGEMENT PROCESS

° Scorecard Management 8 Design and report on the BSC objectives.

Organization Alignment & Ensure all business and support units are
aligned with the strategy.

Strategy Reviews d Shape the agenda for management strategy
review and learning meetings.

Strategy Development & Help the CEO and executive team formulate

term operational processes. In most organizations,
strategy planning has a time horizon of between two and
five years, and emphasizes long-term direction and
programs. By contrast, operational planning and
budgeting generally focuses on a one to two-year
window. The two processes, while structurally different,
must be synchronized and funded by the same budget.

This synchronization is complicated by the fact that, for

and adapt the strategy.

Strategy Communication d Communicate and educate employees
about the strategy and performance.

Initiative Management & Identify and oversee management of
strategic initiatives.

Planning & Budgeting 0 Link financial, human resources, information
technology, and marketing to strategy.

Human Capital Alignment 6 Ensure all employee goals, incentives
and development plans link to strategy.

Best Practice Sharing 0 Facilitate a process to identify and share best
practices.

most organizations, the annual planning and budgeting process has changed little since the 1930s and
1940s, when Alfred P. Sloan first introduced it to General Motors. At the time of stable,

© 2007 Palladium Group. March 2008 4
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manufacturing-based markets, the annual
budget proved an adequate tool for planning
and managing. Yet, in our modern, dynamic,
knowledge-based economy, the annual budget
is often obsolete as soon as it is complete. So,
leading-edge firms are steadily migrating away
from this flawed process, harnessing new
technologies to build causal models, develop
driver-based planning, and implement adaptive
tools such as rolling forecasts. Such practices
provide real-time, actionable information that
helps organizations understand the true drivers
of value and, with newfound agility and
flexibility, to effectively execute strategy”.

Strategic Execution Imperatives

When organizations are successful at managing
execution of strategy, the payoffs can be
dramatic. Since 2004, the Palladium
Group/Balanced Scorecard Collaborative has
inducted over eighty organizations from around the globe into its Balanced Scorecard Hall of Fame for

Executing Strategy. These organizations have successfully implemented the Balanced Scorecard as an

organizing framework for managing performancet  OKA S@Ay 3 GSNATFAI 6t S aoNBL
process. A sampling of results from Hall of Fame companies includes:

$637 million loss to $1.9 billion operating profit (3 years)

100% increase in shareholder value (2 years)

21% revenue growth AND 14% decrease in operating expenses (2 years)
450% growth in customer base (3 years)

= =4 -4

Some have achieved these results with the support of Palladium Group/Balanced Scorecard
Collaborative consultants. Others have done so on their own.

A Strategy Focused Framework

Ongoing research on these Hall of Fame companies has shed light ona consisi Sy i aSitd 2F aoS:
LINF OGAOS&a¢ F2NJ 4dz00SaaFdz SESOdziAzy 2F &aGNF GS3
Organization (SFO) Framework (Figure 2.0). The SFO Framework is rooted in five guiding principles:

* David P. Norton and Philip W. Peck, "Linking Operations to Strateg geting," Balanced Scorecard Report, September - October 2006.

© 2007 Palladium Group. March 2008 5
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1. Mobilize change through executiMeadershiprecognizes that successful change efforts require
senior-level sponsorship.

2. Translatestrategy to operational termgecognizes the need to put strategic objectives, measures,

and targets in terms all employees can understand and work towards.

Align the organization to the strategsecognizes the importance of pushing performance

management tools out to the entire organization.

Mouvgte a2 MU 1 S al NJ 053¢ nFi;Jr’e‘Z.kOI "Fhe 'S\tr-atregr}: F’(:cu_sed O;-f;arfl\iza-tion Framework

recognizes that all employees contribute to

w

B

. . . . . IIl. TRANSLATE STRATEGY TO I. MOBILIZE CHANGE THROUGH
execution, and incentives guide behavior. OPERATIONAL TERMS EXECUTIVE LEADERSHIP
H 2.1 Strategy translated in strategy may 1.1 Leaders drive strategy execution
5. Governto make Strategy a Contlnual prOCGSE 22 St?:legydescribedinB:IincezScorecard 12 Exewtivesmakecasef:?zhange
. . 2.3 Targets identified for all measures 1.3 Well articulated strategy exists
recogn |Zes the need to ma ke pla n n | ng ) 24 Strategic initiatives rationalized 1.4 Leaders reinforce strategic priorities
b d t' I . d t I d R 2.5 Executives accountable for initiatives 1.5 Office of Strategy Management established
udgeting, learning, and control dynamic
a n d d ata _d rlve n . lll. ALIGN THE ORGANIZATION V. GOVERN TO MAKE STRATEGY
TO THE STRATEGY A CONTINUAL PROCESS
3.1 Corporate contribution to E MANAGEMENT
. strategy defined i is driven
In early 2007, the SFO model was validated by a a.zﬁn@mﬁse%ﬁmgwdes ...
. ) . . usiness units 5.3 Planning for IT linked to strate
survey of over 300 international companies in 53 epte soeagies 54 Potool s iahes et
Y "f“ X fo themes
the Balanced Scorecard Collaborative online Wl B
g IV. MOTIVATE TO MAKE STRATEGY .0 Frocess Improvement aligned to
community. Respondents who conformed to . SIERONESIS et E—
the SFO model reported significantly better s o T Sispyrretn
A X ‘ersonal incentives alignec regular basis
results than those who did not. The survey also 44 Competeney dovcipment 58 s e
highlighted several key differentiators of a0
2NBIFI YAl FadA2ya NBLRZNIUAY3I a. NBFE]{U0UKNRdMzZAK wSadzZ daze
namely:

1 Organizations reporting Breakthrough
Results were more likely to indicate they had
longer lines of sight (i.e., ability to project future
performance) than were other organizations.

9 There appear to be two primary paths to
achieving Breakthrough Results: either being 1)
exceptional at Motivation or, in lieu of that, 2)
very strong in both Governing and Mobilizing.

© 2007 Palladium Group. March 2008 6
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Within these Principles, several supporting practices are Figure 2.1 Strategy Execution Domains
notable for their high correlation to breakthrough results:

0 Enterprise strategy guides business unit strategy Strategy
(.43 correlation) Management

0 Top leadership plays an active role in strate
P b play &y STRATEGY

execution (.40)
. Key Process Resource

0 Executive team has developed a case for change

(.38)
0 Compensation and incentives are linked to
strategy (.37)
Strategy is reviewed periodically (.37)
Strategic priorities are communicated organization-wide by multiple media channels (.37)
0 The budget is driven by strategy, particularly with respect to discretionary funding for

strategic initiatives (.31)

o O

These findings underscore that, for
organizations to build and sustain a core
competency for strategy execution, they need to
link strategy to operations. Executives want to
be able to anticipate and solve problems before
they impact results. They want to ensure
initiatives are linked to strategic objectives and
are used to drive results. Finally, they want to
ensure that their most important processes and
resources are optimized. These fundamental
needs give shape to the three domains of
strategy execution (Figure 2.1): Strategy
Management, Resource Management, and Key
Process Management.

© 2007 Palladium Group. March 2008 7
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Technology Enabling Strategic Execution

Once managers have committed to an explicit strategy execution process, a next step is to identify and
implement enabling technologies to enable data acquisition, reporting, and analysis of results
achieved. Yet, how should they assemble the right portfolio of tools to meets their needs?

Wayne Eckerson, director of research at The Data Warehousing Institute, and author of Performance
Dashboards: Measuring, Monitoring, and Managing Your Buginkess insight on this question by

offering a taxonomy based on the type of process each tool aims to optimize: tactical processes,

operational processes, or strategic processes.

CA3IdzNBE HoH SELI YyREA 2y 90]

Figure 2.2 Categorizing Performance Management Frameworks

Performance Goals Management . . .
Category Frameworks frameworks are primarily concerned with
improving understanding of processes and
Track performance Balanced Scorecard L. . . .
against strategic Performance Prism activities. Business Process Modeling is an
Strategic objectives. i ) .
Hoshin Planning example of a tactical management toolT

------------------------- managers model core business processes to

Operations, or the Malcolm Baldrige framework.
Finally, strategic performance management
tools, such as the Balanced Scorecard, Performance Prism, or Hoshin, aim to track performance in light
of specific strategic objectives.

ST oog):rr;]tlizoial ;:e;j:aamy Meneqement better understand and manage them.
processes. Malcolm Baldrige Operational performance management tools
"""""""" have as their goal to optimize operational
Tactical e ingof | Buess Process Modeling performance. Popular examples include Total
processes and Quality Management, Six Sigma, Lean

Performance Management goes beyond ERP

¢ KNRdZAK2dzi GKS mMoppnas 2NAFYATIFGA2yAaQ LINAYEFNE (S
Planning (ERP). ERP technology helps managers efficiently gather data from across an organization,

and provides insight into what is happening. Such technologies may effectively support tactical and

operational managementT increasing process efficiency, speed, and even product quality.

Performance Management (PM) technologies, however, go the next step, adding a strategic lens to

discern what dataisimportanti 2 6S f221Ay3 4 Ay GKS FANBRG LX IO
managers to use that data to make decisionst moving them from insight to action.

Data

Before any user capabilities can be enabledc6 ST2NB Fyeé SYLX 2&SS iogthe ( NHza
right trends or patterns of business activity and performance, before any decision can truly be called

dinformedZ the data must be trusted. If an organization believes that people and information are key

6 Eckerson, Wayne, Performance Dashboards: Measuring, Monitoring, and Managing Your Business, New Jersey: John Wiley & Sons, Inc., 2006

© 2007 Palladium Group. March 2008 8
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assets to their success, they have to think about how to bring the two together in a more integrated
fashion.

In order to truly trust data, organizations need a data platform that is reliable, secure, scalable and
provides high levels of performance. For Microsoft® customers, Microsoft SQLSerd SN  OF LJ- 0 A f A
provides that data platform.

SQL Server is the fastest growing Database’ and Business Intelligence vendor®, currently shipping more
units than Oracle and IBM combined®.

Insights

When enterprise strategy is clearly articulated and
communicated, all employees can be aligned in

GKSANI dzy RSNARGI YRAY 3 2F 4gKI
to do. With enabling technologies in place,

business decision makers can access the right

information, at the right time, and in the right

format to ensure the organizationR2 Sa a4 KS NJ
0 KAy 3 & histdmBifatiod) &/herteffectively

executed, leads to breakthrough results.

Microsoft customers looking to enable this combination often favor the 2007 Microsoft Office system.
While widely used and supported, the Microsoft Office system environment offers unequaled benefits
in terms of productivity. Microsoft Office SharePoint™ Server in particular, allows organizations to
build web-based applications so that information workers can find, share and use all types of
information within a collaborative environment. With 85 million licenses sold and over 17,000
customers'®, Microsoft Office SharePoint Server is becoming a widely supported platform for decision
YI1TSNBQ LINPRdAzOGAGAGE @

Decisions
Ultimately, better busined & LISNF 2 NX | yOS A& RSUSNXAYSR o6& |y 21
employees with enhanced i NHzA G Ay (GKS 2NBFYAT I GA2yQa RFEGF | yR

Better-informed decisions are the ultimate goal. Knowing is powerful, but acting based on knowledge
is what creates true value to the bottom line.

’ Worldwide Business Intelligence Tools 2006 Vendor Shares (IDC)
& Worldwide RDBMS 2006 Vendor shares: Preliminary Results for the top 5 Vendors (IDC)
® Server Workloads Forecasts and Analysis study, 2005-2010 (IDC)

1% Microsoft's SharePoint Exceeds $800 Million in Sales

© 2007 Palladium Group. March 2008 9
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While a sound data infrastructure provides information trust and efficient end-user tools allows for
better agility, performance management solutions provide the alignment capabilities necessary to
empower more employees to make decisions that create value for the entire organization.

aAONRaz2Fit hFFAOS t SNFed MIMIMEras&t, iakoyhprehengv& NIIS NI HAanT
performance management solution that allows organizations to formulate strategy, drive execution

and more effectively monitor performance though integrated monitoring, analytics, and planning

capabilities.

Monitor: What is happening?
Greater visibility into critical business
information allows individuals across
organizations to better manage and measure
performance. With Office PerformancePoint
Server 2007, employees can rely on Web-
based and personalized scorecards to work
with information that is relevant, actionable
andaft Ay SR (2 (GKS 2NAlYy:=
Business Scorecards and St rategy Maps
Web -based and personalized performance dashboards let more

employees work with information that is relevant, actionable and
aligned to their organizationods object

DT T

E! (= SHEED
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Analyze: Why is it happening?
Information workers need to spend less time
working for the data and more time working
with information. PerformancePoint Server
2007 dashboards and analytics allow
employees to easily work across the
2NBFYATFGA2Yy Qa duitideR 2
analytical functionality such as cross-drilling
and intelligent filters let users understand
complex information faster, allowing them to

Performance dashboards and analytics

SpOt trends and opportunltles. PerformancePoint dashboards and analytics provide better insight,
allowing users to work with and understand complex information faster.

© 2007 Palladium Group. March 2008 10
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Plan: What would we like to see happen?

Better business performance is about consistency and
agility across planning, budgeting, forecasting and
reporting activities. With PerformancePoint Server,
organizations can rely on built-in financial intelligence,
robust business modeling capabilities and strong
connectivity with the 2007 Microsoft Office system to
bring systems, processes and people together, while
enforcing secured information access across multiple
divisions and geographies.

Planning, Forecasting and Budgeting in Office

Connectivity with Office allows more employees to participate in
the processes of planning, budgeting and forecasting , while
relying on centrally -managed business definitions and security.

© 2007 Palladium Group. March 2008 11
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More information on Business Intelligence from Microsoft
For Information and resources including whitepapers, case studies and detail around Microsoft
Performance Management solutions. Visit: www.microsoft.com/bi

Business Intelligence Strategy Assessment

See where you stand with a free management strategy and technology maturity assessment,
developed in partnership with the Balanced Scorecard Collaborative. Visit:
www.microsoft.com/ALMAssessment

More Information on Strategy Execution from Palladium/Balanced Scorecard Collaborative:

For information and resources including executive education, training, consulting, and a digital library
of Strategy Execution best practice case studies, articles, and presentations visit:

www.bscol.com or www.palladiumes.com
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