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1. Introduction

The objective of this chapter is to introduce a model, which allows rapid auditing of the integrity of an organisation’s performance measurement system. 

The audit is carried out against the Integrated Performance Measurement System Reference Model using the accompanying Audit Method, which were developed as a result of a major research and development programme funded by the UK’s Engineering and Physical Sciences Research Council and Industry.

The background of the work presented in here extends back to mid 1980's where the need for better integrated performance measurement systems were identified (Johnson and Kaplan, 1987, McNair and Masconi, 1987, Kaplan, 1990, Druker, 1990 and Russell, 1992). Since then there has been numerous publications emphasising the need for more relevant, integrated, balanced, strategic, improvement oriented and dynamic performance measurement systems. 

The driving force behind this R&D programme was that, although in other fields auditable models, representing good practice were emerging, there was no such development to represent good practice for a performance measurement that was easily auditable. Examples of development in other fields include:

· ISO9000 in Quality Management 

· ISO14000 in Environmental Management

· European Business Excellence Model  (EFQM, 1998) and ABCD Check List for Business Excellence. 

Therefore the specific objectives of this R&D programme was to provide industry with a comprehensive and rigorous set of tools, techniques and procedures to allow auditing of existing performance measurement systems against a reference model, and consequently develop more robust, flexible and integrated performance measurement systems.

The R&D programme was conducted from 1995 through to 1998. The programme consisted of analysis of the literature in this field and a detailed study of the practices of companies considered good practice. The lessons learned from this study was then structured and organised into a Reference Model and an audit method, which was then validated in over 30 organisations. Since its completion the Reference Model and the accompanying Audit Method has been used in and adopted by a verity of organisations, including manufacturing, service and public sectors.

This chapter is designed to provide an understanding of the Reference Model and the Audit Method as well providing examples of typical audits. To achieve this, it first answers the question “what are we auditing?”. It then goes on to explain the audit structure which is based on the structure of the reference model. Then the two alternative approaches to auditing are explained. The chapter concludes with three examples of audits.

2. What are we auditing?

As outlined above, in this chapter we will be introducing you to a model, which allows rapid auditing of the integrity of an organisation’s performance measurement system. However, before we go into the auditing process it is critical that we understand what we are really auditing. 

So far we have used the phrase “Performance Measurement System” quite freely. But what does it mean and what does it represent?. 

At this point we would offer the following definitions:

· Performance measure is a metric used to quantify the efficiency and/or effectiveness of an action (Neely et al 1995).

· Performance measurement is the process of using a performance measure in a context that reflects the purpose of which the measure is employed.
· Performance measurement system is a set of structured performance measures and associated processes which defines how the management uses the performance measures to manage the performance of the organisation
Based on these definitions  “System” is the critical word, which represents a number of things:

· A performance measurement system consists of a number of measures.

· These measures are not mutually exclusive, but they relate to one another either directly or indirectly, so they are interdependent.

· There is a structure to these measures.

· The system is dynamic. I.e. As the internal and external environment changes, in time, the relative priorities of measures within a system may change, some measures may become irrelevant and some new measures may be added into the system

· There is a process by which the measures are used to manage the performance of the organisation

In auditing the integrity of an organisations performance measurement system, the audit provides answers to following questions:

· Are we using the appropriate performance measures? And do we have surplus and meaningless performance measures.  I.e. Do the performance measures:

· reflect stakeholders requirements?

· reflect external/competitive position of an organisation? 

· deploy strategic objectives through the organisation?

· focus on critical areas of the business?

· be expressed in a locally meaningful terminology? 

· promote proactive management by focusing on leading measures? 
· Are the measures structured correctly?

· Are measures used at correct levels?

· Are the relationships between various measures understood?

· Are we using appropriate objectives and targets?

· Do we differentiate between control and improvement measures? 

· Are the relative priorities and emphasis on measures appropriate?

· Are targets and objectives agreed as a result of an appropriate resource bargaining process?
· Are the targets and objective based on realistic performance planning processes?

· Are we using the measurement system correctly?

· Do we use simple reports presenting critical information and demonstrating trends?

· Do we take the appropriate actions based on these reports?

· Do the performance reports allow the management assess the appropriateness of the performance measures, priorities and targets used?

In short, the integrity of the performance measurement system used in your organisation is audited ensuring that the measures used are appropriate, they are structured correctly with appropriate objectives and targets, the performance measurement system is maintained and that it is used to manage the performance of the organisation.

3. Audit Structure

The structure of the Reference Model and therefore the Audit is by far the most critical part of the audit process. All organisations have a competitive structure and in this section we will try to explain the essence of this structure. Although the logic behind this structure is equally applicable in commercial as well as other organisations, such as charities and public sector organisations. In this chapter, in order to illustrate the logic behind this structure simply, we will focus primarily on commercial businesses. 

In the first instance we will deal with the competitive structure of the organisation. Then we can build on this, to explain the requisite structure of an Integrated Performance Measurement System. 

3.1 Competitive Structure 

To explain this structure we will ask a number of questions, which we call “the meaning of life” questions, and attempt to provide answers to these question with some illustrative examples. However, as you progress through this section we would also encourage you to answer these questions from the perspective of your organisation.

i. Why does any organisation exist?
Ultimately a commercial business exists to satisfy its shareholders (i.e. owners, parent company, etc) by creating wealth consistently. Of course there are always exceptions to this, in one particular case our team was conducting an audit at a very successful German shipbuilding business, which was privately owned. The owner of the business, who was also the founder, was not only interested in wealth but expressed that the business was his “baby”. Although he demonstrated considerable emotional attachment to the business he was not able to express this as a clear requirement except in terms of financial success of the business. 

Other organisations have similar reasons for existing. For example, Inland Revenue’s Tax Collection Office exists to assist the UK government (its key stakeholder) to optimise its cash flow by collecting taxes fairly (not too early and the correct amounts), on time (no later then necessary), efficiently and effectively (at minimum cost and banked at the same day of collection).

The performance measurement implication of this is that at the top level we need to measure the organisations ability to satisfy its key stakeholders expectations.

	Why does your business/organisation exist?


ii. How does an organisation exist?

A business satisfies its shareholders by providing goods and services to its markets efficiently and effectively, in turn generating wealth for its shareholders.

In order to provide goods and services to its markets and generate wealth, the business must compete in its markets. But different markets have different competitive requirements. Other authorities in the field of strategic management (DTI 1995, Mills et al 1995, Kaplan and Norton 1992) have already identified the need to differentiate between the competitive requirements of different markets and / or product groups. 

In our work, we identified that a business consists of a number of logical Business Units where each Business Unit exists to service a segment of the market with specific competitive requirements. We found that Business Units may be product oriented or purely market oriented.  In a product-oriented business unit (see example 1), it is the design characteristic of the product or product group which determines how the product competes in that market sector. In a market-oriented business unit (see example 2), the same product may be subjected to different competitive pressures in different markets. Examples for both types of business units are provided at the end of this section.

Based on the findings of our research, we defined a Business Unit as the logical part of the business, which exists to service a particular market sector with specific competitive requirements. In this definition of the business unit, the word "logical" was chosen in order to emphasise the fact that most businesses do not organise themselves physically into business units, but they do provide products and services to a variety of markets with differing competitive requirements. 

	Example 1 - Distillers Ltd

Distillers is a independent operation specialising in marketing, sales, production and world wide distribution of spirits, which includes various brands of whiskies, vodkas, rums and liquors. In the first instance the business had identified its business units as follows:

· The Brown Spirits Business Unit, which included all whisky, based products.

· The White Spirits Business Unit, which included all the vodka and rum based products. 

Through a series of workshops with the management team which used the complexity - uncertainty grid (DTI, 1995) to facilitate the workshop the management team concluded that the existing business units based on the type of spirit were wrong and that a more correct way of defining business units would be as follows:

· Commodities (Product Group) Business Unit consisting of high-volume low-variety products, which competes in the market place purely, based on price. Typically, these products sold in the region of £8 to £15 per bottle.

· Fashion (Product Group) Business Unit consisting of low-volume higher-variety products which competes in the market place on brand image and perceived quality. Typical sales prices for these products were in the region of £30 to £300 per bottle.

Figure below illustrates the positioning of these business units within the complexity-uncertainty grid. 
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	Example 2 - SGD Ltd

SGD Ltd designs, manufactures and distributes floppy-disc drives to the European market. At the outset they did not recognise and distinguish between their business units. In analysing their business the team identified that the same physical product was sold to two distinct markets. These were:

· The Original Equipment Manufacturers (OEM) comprising of customers such as IBM, SUN, Dell, Compaq, etc, which bought primarily on responsiveness. This market requires delivery within 48 hours, irrespective of volume ordered and specification changes required. The market place is prepared to pay premium rates for this type of service.

· The Retail Stores comprising of computing supermarkets and high street shops. This particular market makes its buying decisions primarily on price and delivery reliability but would happily accept 3 weeks delivery lead times. The products sold to this market are standard products with low variety and fairly constant volumes.

During the analysis it became clear that the same product was sold to two different markets with diverse requirements and that the business, which consisted of two different business units with different and conflicting requirements. The OEM business unit (Market Group) would need to achieve responsiveness through employment of skilled workforce to deal with rapid specification changes and strategic positioning of spare capacity to deal with volume fluctuations. The Retail Business Unit (Market Group), however, had to achieve high levels of manufacturing and logistics efficiencies in order to minimise unit cost of a product. 

The positioning of these business units on the complexity-uncertainty grid is shown in the following figure.
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Following on from the discussion above, the primary purpose of a business unit is to provide products and services to a market segment with specific competitive requirements. The business unit, by competing efficiently and effectively in its market, contributes towards the direction and objectives of the overall business.

The following list summarises the most common competitive factors quoted in the today's modern manufacturing industries (DTI and CBI, 1994):
	· Quality

· Low cost

· Functional performance

· Delivery time

· Reliability

· Product support
	· Styling/design

· Marketing

· Customer support

· Customised product

· Innovative product

· Responsiveness


The performance measurement implication of this is that we need to manage the performance of each business unit separately. Therefore, the performance of business units should be measured in terms of the contribution it makes towards the performance of the business.

	How does your business/organisation exist?

What are its business units?

How does each business unit compete?


iii. How does a Business Unit exist?

At this point we are going to take a detour and introduce the concept of Business Processes before we answer this question. 

In today’s modern industrial and commercial environment all businesses have to operate in a global economy where competition is getting tougher and customers' expectations are continuously increasing. As a result, companies are having to squeeze their businesses for effectiveness and efficiency to deliver the expected business results, whilst increasing quality and flexibility to satisfy their customers expectations. These pressures, together with the global recession of the 80’s and early 90’s, led to the increasing popularity of TQM. The concepts and principles behind TQM encouraged businesses to focus on and critically examine their business processes, with a view to organically achieving small stepwise improvements.

Although TQM highlighted the importance of business process management, the importance and value of business process orientation was not appreciated until the publication of what is now viewed as the seminal paper on the subject of Business Process Re-engineering (BPR) by Michael Hammer in. Since its inception there has been a considerable work into the definition of business process architectures including Porter's value chain (Porter, 1985). Notably the CIM-OSA standard (ESPRIT Consortium AMICE, 1989 and Maull et al, 1994) classifies business processes into three categories as illustrated in Figure 1. 

Here, the operate processes are the value adding processes. The only reason the support processes exist is to support the operate processes as well as the manage processes, therefore operate and manage processes are customers of the support processes. The function of the manage processes is to ensure that the operate processes and support processes function efficiently and effectively. 

Therefore, a business unit exists by operating:

· “operate processes” that create value which 

· “support processes” that support the operate processes

· “manage processes” that manage the operate and support processes
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Figure 1. The CIM-OSA Business Process Architecture

At this point it is absolutely critical to appreciate that 

· Business processes are not alternative way of representing existing departments within the business. They provide a cross-functional view of the organisation as illustrated in Figure 2.
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Figure 2. Cross-functional nature of business processes representing what actually happens.

· In providing cross-functional view they also represent what actually happens rather than how we are organised. 

· Whether you chose to recognise them or not they exists within the organisation as long as you exists. For example if you make and sell things you have to through a process of receiving an order, processing that order, checking credit, planning the order, making it, delivering it and invoicing the customer. 

· The CIM-OSA Business Process architecture is equally applicable to organisations other than manufacturing. For, example a university’s undergraduate activities may be considered as a business unit. The university, within its Undergraduate Business Unit will have to develop new courses (Develop Product), get students to apply for these courses (Get Order), and deliver these courses to these students over 3, 4 or 5 years (Fulfil Order) and support students through references, enquiries etc once they have graduated (Support Product).

· The operate business processes tends to be specific to a business unit. Let us extend the earlier examples to illustrate this point.

	Example 1- Distillers Ltd.

Earlier we demonstrated that this Company consisted of a Fashion Business Unit and a Commodities Business Unit. According to the point made above each one of these businesses would have four operate processes specific to particular business units. We can demonstrate this by taking the Develop Product process as an example.

In Distillers Ltd. each business unit has to develop products that are specific to requirements of the market they serve. Therefore, the Fashion Business Unit needs to ensure that their product looks good because the customer buys it as a fashion item with a perceived high quality image. In this case, the bottle needs to be coated to prevent scratching during production and transportation, labels and packaging needs to be made of suitably high quality materials to project the correct image. 

On the other hand, the Commodities Business Unit needs to ensure that the product is manufactured and distributed as economically as possible. In this case more basic bottle and packaging is specified because the customer is interested in what is inside the bottle rather than the look and feel of the bottle itself.


	Example 2 - SGD Ltd

Again, continuing from the previous section this company consists of an OEM Business Unit and a Retail Business unit, with each business unit having four operate processes specific to its business units. In this case, we can demonstrate this through the Fulfil Order Process.

The Fulfil Order Process for the OEM Business Unit needs to have both volume and specification flexibility in order to achieve the level of responsiveness required by its markets. To achieve this, it employs skilled people and carries extra capacity to deal with large volume fluctuations. 

The Fulfil Order Process for the Retail Business Unit, on the other hand, needs to ensure that manufacturing and logistics efficiencies are maximised by creating large batch sizes, de-skilling work and eliminating spare capacity to minimise the unit cost, therefore the price of the product. 


Here, example 1 demonstrates that although a Develop Product process may exist within the business, it needs to be recognised as being specific to each business unit, because what it has to do for each business unit is specific to the requirements of the market of that business unit.
Similarly, example 2 demonstrates that the Fulfil Order Processes, although producing the same product, will have difficulty in co-existing as a single process, because of the inherent conflict between their objectives. Therefore, the two processes must be managed separately for maximum effectiveness.

Another interesting aspect of example 2 is the Develop Product Process. In this case it would be unrealistic to have two separate Develop Product Processes, as the product is common to two business units. It then becomes a management task to recognise that this process, in developing a product, has to simultaneously satisfy the requirements of both markets so that product can be used to generate wealth in both business units.
The performance measurement implication of this is that we need to manage the performance of each operate process within each business unit. Therefore, the performance of operate processes should be measured in terms of the contribution they make towards the performance of the business unit.

	How do your business units exist?

What are their critical operate processes?

What does each operate process need to do to contribute?


iv. What happens to Support Processes?
According to the CIM-OSA Business Process Architecture, the support processes are also critical to the performance of the business, because they support the value adding operate processes. Therefore there is an internal customer-supplier relationship between operate and support processes. 

The performance measurement implication of this is that we need to manage the performance of each support process to ensure that its customers needs are fulfilled. Therefore, the performance of support processes should be measured in terms of the contribution they make towards the performance of the operate processes.

v. How does a Business Process Exist?

A business process exists by operating a number of activities some of which may be more or less critical depending on the performance objectives of  the process.

The performance measurement implication of this is that we need to identify those activities which are critical to the process performance. We would then measure and manage the performance of these activities in terms of the contribution they make towards the performance of the processes.

In summary, in this section we have attempted to describe the competitive structure of any business, which needs to be measured and managed. This structure, which is illustrated in Figure 3, may be summarised as:

· The business exists to create wealth for the shareholder (or satisfy expectations of key stakeholders).

· It achieves this by operating one or more business units which needs to remain competitive in their selected markets in order to satisfy the needs of the business.

· Each business unit competes by operating a number of value-add processes supported by the support processes. The efficiency and effectiveness of these processes determines the competitiveness of the business units.

· The efficiency and effectiveness of each business process is determined by the combined performance of its critical activities.
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Figure 3. Competitive structure of a business.

3.1 Structure of an Integrated Performance Measurement System

The structure of an integrated performance measurement system is built upon the competitive business structure outlined in the previous section. In discussing the competitive business structure we indicated the performance measurement implications for each level, which could be summarised as: the performance of each level must be managed not in isolation of one another but with respect to one another. 

This implies that an integrated performance measurement system would link these levels by:

· Intelligently deploying higher level’s objectives to lower levels’ whilst ensuring that they remain locally meaningful.

· Facilitating an effective performance planning and resource-bargaining process to ensure that the lower level objectives are realistic and appropriately resourced. 

To illustrate this point we have extended Example 1 from previous sections. This example clearly demonstrates the customer-supplier relationship between the operate and support processes. It also demonstrates deployment of objectives from one level to another in a meaningful way as well as illustrating the concept of performance planning and resource bargaining. 

	Example 1 – SGD Ltd

In SGD the Fulfil Order process for the OEM Business Unit needs to have both volume and specification flexibility to achieve the level of responsiveness required by its markets. In order to achieve this, it employs skilled people and carries extra capacity in order to deal with large volume fluctuations. 

Deployment: The Order Fulfilment process, to maximise its flexibility and responsiveness requires the Provide Engineering Support process (a support process) to respond to equipment breakdowns and specification changes within two hours of breakdown or order receipt.

Performance Planning: Current average response time achieved by the Provide Engineering Support process is 6.2 hours. Therefore, it becomes critical that this performance is improved. Current constraints to performance are studied and plans are created to remove these constraints, which includes necessary resource requirements. 

Resource Bargaining: The plans are submitted and discussed at business unit level, necessary adjustments are made and a plan is approved. On implementation of these plans, average response time improves to 2.4 hours.


Another important factor that relates to the structure of the performance measurement system is the need to have some form of external monitor, which would allow the internal performance levels to be compared to competitors. This is en essential requirement if the performance measurement system is going to drive improvement. We will illustrate this point through a simple example.

Let us assume that we are in charge of a simple business unit where the most critical competitive factors are:

· Customer service, measured through “% orders delivered on time”, 

· Quality performance measured through “customer returns”.

The current performance levels for these measures are:

· % Orders delivered on time = 70%

· Customer returns = 2%

	Faced with the above data what would your improvement priorities be?


Most people’s response would be to improve on time delivery first as the higher priority objective, because they feel that this would be an easier improvement to achieve.

Now let us provide you with some additional information:

· % Orders delivered on time = 70% - which is a lot better then competitors who are averaging 60% on time delivery performance at best.

· Customer returns = 2% - which is worst then competitors who are averaging less then 1% customer returns

	Faced with this new data how would you change your improvement priorities?


In this case, most people will take the view that we need to improve quality performance to achieve at least comparative quality levels with our competitors and maintain our existing lead in delivery performance. 

Let us illustrate this point with a short anecdotal story:

Two friends, an academic and an industrialist, were in an African safari taking photographs of lions. Suddenly a lion notices this pair and starts to charge towards them. The pair decides that they need to run, but the industrialist kicks-off his safari shoes and starts to put his running shoes on. The academics response to this is “don’t be silly you will never out run the lion”. The industrialists response is “I am not trying to out run the lion, as long as I out run you I will be OK”

	Do you have your running shoes on?


In fact one of our industrial collaborators who have adopted the reference model now include their competitive stance (external monitor) in their monthly performance report. Figure 5 illustrates an extract from such a report.


	
	Measure
	Ext.

Monitor
	Target
	Comp

Status
	Jan


	Feb
	Mar
	Apr
	May
	Jun

	Brand

Bus.

Unit
	Delivery 

Reliability %
	Well Ahead


	70
	D
	57
	62
	66
	71
	75
	73

	
	Customer Satisfaction

Index
	Below

Average
	50
	Q
	60


	55 
	53 
	49


	54 
	48



	
	Quality (RTM) %
	Well Ahead


	2
	D
	5 


	6


	5 


	4 


	3 
	2 



Figure 5. An extract from a performance report with external monitor.

In Figure 5 the coding used to establish competitive position is based on the “S” curve used in operations management, which provides a simple but effective tool by categorising competitive performance in five points as follows:

· Well ahead of competitors

· Ahead of competitors

· Same as competitors

· Below competitors

· Well below competitors

In summary, various levels that make up the competitive business structure must be linked together by:

· Deploying higher level objectives to lower levels in a locally meaningful manner.

· In deploying these objectives a process of resource bargaining should take place between each level.

Within each level:

· The stakeholders’ requirements and objectives need to be understood and measured in a locally meaningful way.

· The competitive position of each level with respect to its stakeholders’ requirements needs to be understood through a system of external monitoring.

· Local objectives should be set, based on stakeholders’ requirements and objectives taking account of the performance gaps with respect to competitors.

· Performance measures should then be employed to monitor progress towards these objectives.

This final structure of an Integrated Performance Measurement System is illustrated in Figure 6.
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Figure 6. The structure of an integrated performance measurement system.

4. The Audit Process

In the previous section, in explaining the audit structure we have also explaind the structure of the Reference Model developed as a result of our work. This Reference Model has been documented as a series of requirement statements against each level of the model. The booklet is available from our office on request.

There are two alternative approaches to auditing an organisation against the Reference Model. These are: 

· Self Audit

· Facilitated Audit

The structure of these audits and the tools available are explained in the following sections.

4.1 Self Audit

Any person who has an overview of the business and who is sufficiently familiar with the business can easily conduct a self audit using the requirement statements in the Reference Model, as long as they thoroughly understand the structure of an integrated performance measurement system as explained above.

Alternatively, we have also developed an Audit Workbook, which gives less flexibility for an auditor to interpret the requirements statements. This provides a more rigorous audit tool, but it is considered to be too inflexible by experienced auditors.

In our experience, the choice of the self-audit tool is a matter of personal preference. Generally, people who are not confident with their understanding of the reference model prefer to use the Audit Workbook. Once a person becomes more confident with the audit process and the Reference Model then they prefer to use the requirements statements in the Reference Model to guide them through the audit.

A self-audit usually takes about a week of an auditor’s time depending on the size of the organisation, auditor’s familiarity of the organisation and availability of the required information to the auditor.

4.2 Facilitated Audit

This is where an external facilitator with a good understanding of the Reference model and the Audit Process facilitates the organisation through the Audit Process. In our experience this approach is at least as effective as a self-audit, and in many cases uncovers gaps that were missed by the self-audit. 

One other feature of this approach is that it takes considerably less time then a self-audit. For example, in an organisation employing 200 people the audit could be completed and results reported within two days.   

4.3 Scope of the Audit

It is a general misconception by the novice users of the Reference Model is that the it only applies to an organisation as a whole, therefore it cannot be applied at a operating unit level, such as a cost centre or profit centre.

In fact the reference model can be applied at any level of an organisation as long as it has certain degree of autonomy. The audit examples quoted later in this chapter include profit centres and cost centres of multinationals, as well as complete SME’s.

It therefore becomes an important prerequisite to define the scope of the audit by drawing a boundary round the business activities, which are going to be classified as “the business”. Any other activity out side this boundary becomes a stakeholder. This is typical in a production unit of a multinational where the marketing and sales activities are distributed in various geographic locations around the globe. In this case the boundary is drawn round the production unit and all other activities of the business external to this boundary are classified as stakeholders, i.e. the sales and marketing organisations become stakeholders of “the business”.

Again in our experience a facilitated audit overcomes these types of difficulties at the outset and ensures a smooth and meaningful audit. 

5. Audit Case Studies

In this section we will illustrate typical results of Audits Conducted in three different organisations. However, we must stress that due to space constraints and the volume of information generated in each audit, the results presented in these case studies have been summarised.  For further information on typical audit results we would encourage you to contact our office. 

5.1 Case Study 1 – SGD ltd

SGD is a cost centre within the S-Corporation, which specialises in the configuration of the companies’ products to customer specification before delivery. Its customers can be broadly categorised as Original Equipment Manufacturers (OEM’s) - such as Sun, Compaq, Digital, Dell, Apple, etc.- and Distributors who in turn supply the high street retail outlets and specialists shops. In addition “S Distribution” has a Service and Repair Centre which offers rapid repair and replacement service to its customer and end-user base.

· Our team was invited to SGD to conduct a performance measurement system audit against the Integrated Performance Measurement System Reference Model Version 2.3. The audit results can be summarised as follows.

· The Company's logical and physical structure is represented in Figure 7. Here it can be seen that, although logically there are three business units, the Company treats the OEM and the Retail business units as a single business.

· In general terms all stakeholders requirements were understood at all levels.

· There was a general absence of an external monitor with the exception of the areas which are monitored through the key customers Quarterly Business Reviews. This lack of visibility could compromise the Company's competitive position in the long term.

· The objectives set at each level reflected most of the stakeholder's requirements, however there were some critical gaps with respect to competitive requirements of some of the business units.

· The Company did not differentiate between control and improvement measures. This lead to certain amount of confusion within the business.

· The Business Unit objectives, although clearly understood, were measured at the business level. This was because the company did not differentiate between the two logical business units (i.e. OEM and Retail). Consequently, the Company did not have a clear understanding of the level of responsiveness they were achieving at a given cost. 

· The Business and Business Unit objectives were relatively well deployed to the core business processes (i.e. the Order Fulfilment Processes) with the exception of Flexibility. 

· Flexibility was identified as a key order winning criteria for the OEM business unit. However, there was no evidence of a performance measure, which measured the flexibility of the OEM business unit or the OEM Order Fulfilment Process. 

· The stakeholder and core business process requirements were not at all deployed to the support processes such as Engineering Support and People Capability Management. There was no evidence of a practical Resource Bargaining Process based on objective performance measures, relating to the support processes and their stakeholders’ requirements.

· The performance reports did not include targets (except in some cases) and time scales which suggest that these measures are for control purposes rather than improvement. 
· There was no evidence of active measures being used against each one of the performance measures relating to objectives. However, there is an improvement planning system in place in the form of action plans, which loosely relate to the business objectives.

· Although the Company had detailed improvement plans, there were no measures, which monitored the Company’s progress and achievement of milestone targets.
· There was no evidence of an agenda to review the relevance of the performance measures.
As a result of this audit the Company has made significant changes to its performance measurement systems to overcome the gaps identified.
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5.2. Case Study 2 - D-S Limited (DSL)

DSL is a major textile manufacturer. Its main operations consist of design, manufacture, sale and distribution of gents and ladies garments such as jackets, trousers and skirts. An IPMS audit against Reference Model v.2.4 was conducted during January 1998, results of which may be summarised as follows.

· Logically DSL comprises of two business units. The Contract business unit and the Signature business unit. Physically the company recognised the two different business units and clearly differentiated between the competitive criteria associated with each business unit 

· In general terms DSL was aware of its stakeholders and their requirements, but failed to recognise society as a key stakeholder.

· There was no formal External Monitor, which monitored DSL's performance with respect to its competitors. However, the senior management team demonstrated a good understanding of the Company's financial performance with respect to its key competitors.

· In most areas the objectives failed to reflect the stakeholders requirements completely and directly.

· Majority of objectives was not associated with targets and timescales.

· Critical performance measures were missing against a large number of key objectives.

· The performance of key business processes was not measured consciously, e.g. Product Development Process

· There was no differentiation between control and improvement measures.

· Majority of measures focused on cost and there was no balanced set of measures, which focused on business units or processes.

As a result of this audit, DSL included the re-design of its performance measurement system as a key objective into its BPR programme. 

5.3. Case Study 3 – A Q Limited (AQL)

An audit was conducted at AQL in September 1998. The audit was conducted over a two-day period, which started with an opening meeting where the Reference Model and the Audit process was introduced. The Audit report was presented to the management team at the end of day two.

Initial workshop with the management team identified some six potential business units within AQL’s business. Tables 1,2 and 3 show the results of the audit for the AQL business and two of its business units. Tables for other business units have not been included due to space restrictions. Table 1 in Figure 6 Demonstrates that:

· at the Business level AQL has identified three key stakeholders. These are: Its parent company, People and Community. 

· The requirements of each stakeholder is clearly understood 

· The management has a clear understanding of the Company's competitive position with respect to its competitors within the group (i.e. competitors for the parent companies interest) with clearly defined objectives and measures (i.e. ROS).

· IIP and 100% appraisal is used as the primary objective to achieve people satisfaction but people satisfaction is not directly measured and therefore it is not possible to develop an objective external monitor for people satisfaction.

· There is no objectives or performance measures with respect to the requirements of the community and the competitive position with respect to this requirement is not known.

The arrows from Table 1 to Tables 2 and 3 illustrate how the Business objective of has been deployed to individual business units. Table 2 demonstrates that the performance measurement system for the Pressure Decay Business unit is quite well developed with only two missing for performance measures - i.e. downtime and servicing costs. The reader should note that in construction Table 2 measures used by the company have not been included due to space restrictions only the gaps in performance measurement have been identified.

Table 3, which is for the Trace Gas business unit, depicts a completely contrasting picture where the customer requirements are not understood therefore any performance measures used for this business unit is aligned with the business requirements and may be surplus to requirements. However no performance measures aligning with the customers requirements.

The entire audit results were summarised as follows:

General

· Not understanding the perception of society/community may have a negative impact on the company's growth objective

· General absence of business unit specific objectives and measures, except the Pressure Delay business unit, could lead to confusion and lack of clarity and focus between the business units. 

Trace Gas and Pack Test Business Units

· The absence of a clear understanding of competitive factors and competitive position may cause a lack of focus within these business units

Systems Business Unit

· Customer support is not recognised as a critical business process with no performance measures. This may lead to unfocused management of the customer support process, which is a critical process for this business unit, compromising customer satisfaction.

· Absence of delivery measures for this business unit may also compromising customer satisfaction

· The criticality of product and process development process is recognised but not measured which may lead to lack of focus and improvement

Get Order Process

· Weak new-customer measures with unclear market share measures may lead to lack of control
Product Development Process

· No measures to facilitate the monitoring and improvement of success, innovation and compliance to original specification which could lead to ineffectiveness of this critical process

Order Fulfilment Process - Systems Business Unit Only

· No measures or active monitors to monitor the success of this critical process

· No supplier performance measures (as active monitors) which have been identified as a critical issue by the management

Product Support Process

· No measures to control and improve the success of the process

People Development Process

The internal customer-supplier relationship between this support process and other core processes were not recognised.  There seems to be an issue concerning attracting the right employees but this was not clearly articulated in terms of objectives and performance measures
Table 1. Business level audit at AQL

	Business: Ai Qualitek

	Stakeholders
	TGE (Parent Co)
	People
	Community

	Requirements
	Growth

Trading Profit

Return on sale (ROS)
	Satisfaction
	Positive impact

	External Monitor
	Clear view of the performance achieved by other companies in the group
	No formal assessment of  people satisfaction but informally known by the management
	Not known

	Objectives
	ROS 10%
	IIP - 100% appraisals
	Absent

	Performance Measures
	ROS
	Appraisals on time

Communication survey

People satisfaction not measured
	Absent


Table 2.  Business Unit level audit at AQL

	Business Unit: Pressure Decay

	Stakeholders
	Ai Qualitek 
	Customers
	

	Requirements
	Increase volume

Build market share
	Fitness for purpose

Low cost of ownership

Qualifiers: Price, Quality and Delivery
	

	External Monitor
	· Better in Delivery 

· Better in Serviceability

· More Expensive

· Cost of ownership about the same
	

	Objectives
	· Improve servicing costs

· Improve downtime

· Improve process speed

· Improve sensitivity

· Maintain fitness for purpose

· To grow market share to 65% in 2 years
	

	Performance Measures 
	No performance measures in relation to

· Downtime and

· Servicing costs
	


Table 3.  Business Unit level audit at AQL

	Business Unit: Trace Gas

	Stakeholders
	Ai Qualitek
	Customers
	

	Requirements
	Increase volume by going global
	Not known
	

	External Monitor
	Unknown
	

	Objectives
	No specific sub-objectives for this business unit
	

	Performance Measures
	No specific business unit measure except those aligned with the business requirements, i.e:

· Contribution, 

· Volume

· Warranty Returns

No measures aligned with customers requirements
	


6. Concluding Comments

In this chapter we introduced you to the Reference Model for Integrated Performance Measurement Systems. In doing this we provided you with an insight to how an integrated performance measurement system should be structured. We then went on to illustrate. Through three case studies,  how the Reference Model can be used to audit the integrity of an performance measurement system.

The Reference Model has been documented in a form to make the academic theories and concepts transparent to the user. The document presents the Reference Model as a simple series of requirements, which are easily understood without any specialist knowledge. 
The Reference Model and the corresponding Audit Methodology has now been used in anger in a number of organisations including:

	· Pharmaceutical manufacturing

· Explosives manufacturing

· Bottling and packaging

· Textiles manufacturing

· Process
	· Electronics manufacturing

· Construction

· Engineering consultancy

· Public sector organisation

· Food and drinks


In all cases the application of the Reference model and the IPMS Audit identified gaps in the organisation’s existing performance measurement systems. In all cases the senior management in the organisation decided to take action to rectify the identified gaps.

To support the potential value of the Reference Model and the Corresponding Audit Method we have included a selection of the comments we have received from companies after they had a chance to think about the results of the audit.

"…very useful ……The specific gaps, which were highlighted with the audit, are areas where we have problems."

“ it made us look at our business in a new light”.

“…we thought we new everything to know about our business….. we certainly learned new things.”

"... it refines the process quicker than we may have done".

"…it showed us just how we complicated a simple business."
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