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Objective: To reveal the potential of the BSC and advocate further
exploration

Need for BSC in SME Business Context
= What is the BSC & How does it function?

= Application of BSC in SMEs - Need for Customization

About Avalon Consulting

What this session is NOT : It’s not a training on the Balanced Score Card
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The automotive industry globally is going through a turbulent phase

Need for
Innovation

Pressure to
Diversify

Economic
Uncertainty

Turbulent
Automotive
Environment

Rising Input
Costs

Cyclical
Demand

Excess
Capacities
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This has in turn impacted the auto component industry, especially SMEs,
as they lacked “an early warning system” to cope with sudden changes

o COST PRESSURES SLUGGISH DEMAND A

e|ncreasing raw material prices eDrop in OEM sales owing to
due to inflation and currency economic factors

Pressures ePressure on prices due to
sluggish demand

Challenges For Auto
Component SMEs in India

INTERNAL CHALLENGES COMPETITION
= Under-utilized capacity eGrowing penetration of Chinese
= Poor expansion plans and other Asian SupplierS,

Stagnation in R & D Spurious parts etc.

Dradlar et darresie fanue eDiversification from existing
competition
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Companies with systematic strategic planning processes are better
equipped to cope with sudden changes in the environment

y
STRATEGY CLANMM Il

What is Strategy?

| Strategy is a holistic plan to create a sustainable advantage over

| ' competitors =
= no competitor, no strategy :

AS : . |
C " not just a plan to win one battle \
n . sustainability is the key word .-

- " integrates all relevant elements

____________________________________________________________________________
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Companies with systematic strategic planning processes are better

equipped to cope with sudden changes in the environment

7
Strategic Planning Process

— ZTRATEGY 3 PLausig.

e Analysis of the internal & external environments

- 1 —— ]

eOrganizational level strategy developed

eHigh level plan translated into more operational
planning & action items

¥

Management

-
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Companies with systematic strategic planning processes are better
equipped to cope with sudden changes in the environment

7

Defines purpose of the organization & helps establish
realistic goals & objectives consistent with the mission

- e - j F 2 i&

- -

Helps communicate the goals & hence, develop a : |
sense of ownership of the plan

r - "J Iﬂl‘.-uh-; r RAE LS L
Ir - ] 5 ‘

Ensures prioritization of resources on the key
priorities

‘ atenets w“\

Helps measure progress & establish a mechanism for h
-

Benefits

making informed changes when required
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Typical SMEs are constrained in many ways to adopt traditional strategic

planning systems
Ideal State

orm a’t\o = Simple Design

ansf©

1Y o Clear strategy — easy to
communicate

o Strategy linked business

= No clear strategy OR too complicated o OD aligned to Strategy

= No clarity for the frontline staff who = Simple Execution
execute strategy o Clarity on what to do on the

= QOrganizational structure not aligned to field and on the shop floor
Strategy OR too much operations focus o Timely strategy review

= No metrics to measure and reward o Transparent reward system
performance o Measurement culture

= Too much sales focus OR too cost (number driven decision
conscious making)

» Too much discipline OR no discipline o Discipline in execution

® Fragmented management systems o Flexibility to change rapidly
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Sounds too
complicated ?
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Good news is, there is a simple and straightforward strategy management
system

Robust

Performance

Facilitates Management
Organizational System

Alignment to
Strategy

Links Strategy
to Financial
Planning

Links Strategy
to Operation

o
A

]
Create & '

Communicate / Balanced Links Incentives

Strategy to Key | Scorecard to Strategy

| Stakeholders A\  (BSC) ‘
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What is BSC? Balanced Scorecard is a systematic framework for managing
strategy formulation and execution

Strategic Goals
Strategy Formulation
Strategic Objectives
Performance Measures

Targets

Initiatives, Budgets,
Owners
Planned Review

Process

Define long term vision of the organization
Define strategic goals

Formulate strategy to achieve goals

Define strategic objectives — Strategy Map
Define performance measures

Set targets for the measures

Plan initiatives, allocate budgets & decide
owners for the measures

Conduct regular review process

AVALON
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Balanced Scorecard (BSC) has been successfully adopted across the globe

More than half of
major companies in
the US, Europe & Asia
are currently using
Balanced Scorecard
approaches. . . . Several companies
in India also have
implemented BSC.
Companies such as Tata
Motors & Infosys are in
the BSC Hall of Fame

AVALON
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Sounds too
complicated ?
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Let’s apply the BSC principles to a real life goal of weight reduction

Strategic = Eg.To achieve weight loss.
Objectives

Performance u EgNO Of Ki|OgramS
Measures

» Eg. To reduce 15 Kg in one year

Purchase a tread mill and weighing scale - Cost Rs 30000 -
Initiatives, Budgets, Individual
Owners

Diet chart

Daily exercise regimen - One Hour / Day - Individual

= Weight is measured and reviewed every week / month

Planned Review
Process » Changes to workout schedule, diet, lifestyle, etc if not meeting
interim targets

AVALON
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BSC can help communicate strategy

Robust
Performance
Facilitates Management
Organizational

Alignment to
Strateg

| Links Strategy
to Financial
Planning

Links Strategy
‘1 to Operation

Create & /
Communicate / Balanced Links Incentives

Strategy to Key Scorecard to Strategy
~ Stakeholders (BSC) /
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Strategy map is a tool in BSC to help communicate strategy across the
organization, using interlinked strategic objectives

n Who are our
Financial Perspective overal Customer Perspective target
n vera

i T T T T customers &

' What financial objectives must | Objectivesto . Tg 3chieve our vision, what " what do they

| . . beachieved | ' demand from

- we accomplish? " by the . customer needs must we serve g

| | strategy -and how? (business strategy)  |n whatis our

__________________________ 7 e Nt value
proposition
to them?

_____________________________________________________

- To satisfy our customers and | n Existing processes -
— stakeholders, in which business ———— improvement

| | n New processes needed
. processes must we excel?

Learning and Growth

n Gaps in human capital,

' To achieve our Objectives, how |  information systems,

i ) ' organisational environment
! must we learn, communicate ' n Enabler and foundation for
~and grow ? | other perspectives

"""""""""""""""""""""""""""" AVALON
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Below is an example of a strategy map for an auto SME, to demonstrate
how it helps in communicating the strategy

Maximize

5 2 Profitability
2%
2 | Contributi M
5 ncrease Contribution anage

= Grow Sales Margin Working Capital
.9 Become a Preferred Supplier
s ’
c g : . Expertise in :
% o : Value for Mon Full Sol n . !
38 : alue 3 oney OR ull Solutions OR Niche Products ;

(<))

2 1 Vo n P : ! :
= . = Manage Key Accounts | Im-prov'e plant | mReduce NPD lead time | ' = Optimize Inventory :
g2 ; .1 utilization | o o .
Es | Explore Nfa\./v Customer " = Manage Product = L Minimize Receivables |

- Opportunities 1 Quality B .| = Maximize Payables |
Human Capital + Organization Capital + Information Capital
o N
80 <5
(=
IS S = Retain Skilled Workers = QOrganizational = Manage Knowledge
GG .
o = Ensure Adequate SDte5|gtn and Resources
ructure

Training
AVALON
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BSC helps link strategy to operation

Robust

Performance

Facilitates Management
Organizational System

Alignment to
Strategy

Links Strategy
to Financial
Planning

Links Strategy
to Operation

Create & /
Communicate %/ Balanced willl Links Incentives
Strategy to Key | Scorecard to Strategy

| Stakeholders (BSC) / &
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Through a process of cascading, the strategic objectives are cascaded to
lower levels in the organization thereby ensuring alignment

Level 1
Business
Level

Level 2
Geography
Level

Level 3
Segment
level (OEM,
After
market)

VP, S&M
Grow Sales

Manager, S&M - South
Grow Sales in South

Exec, S&M Exec, S&M -

Manager, S&M - North
Grow Sales in North

l |

Exec, S&M Exec, S&M -

Grow Sales

Key OEMs Aftermarket

- South South
Grow Grow Sales
Sales in in

Key OEMs Aftermarket

18

Manager, S&M - West
Grow Sales in West

l l

Exec, S&M Exec, S&M -

- South South
Grow Grow Sales
Sales in in

Key OEMs Aftermarket
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Through a process of cascading, the strategic objectives are cascaded to
lower levels in the organization thereby aligning them to the strategy

Level 1
Business
Level

Level 2
Managerial
Level

Level 3
Personnel
Level

Why should you cascade

* Creates line of sigh
employee/departmen
corporate objectives

* Aligns individual employee

ional Design
the approach  of
we develop the

organizational design
This is an iterative process and

performance with

ays. ti Fruuu-uor'

increase

production per

Shift Engineer
Increase
output per
shift

Planning
Reduce

Maintenance

Engineer
Reduce

electrical
downtime

19

Maintenance Jintenance
M|n|m|ze inimize
downtime
! ]
Maintenance Ma.ntenance

Despitindemerits, Engineer
cascﬂ%\@guld need Re’luce

|nvest ent of time &

gg&&q from  Utilities
m ‘g@aﬁmeHence dowrnitime
SMEs can look at phased
approach to cascading
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BSC also helps aligning strategy to other operational processes such as sales &
operations plan, MRP, MPS etc

Planning Window

Projections 5 Yea rs)

W

Consolidated Strategy = BSC Goals (3 —

Annual

: Business Plan = Annual
Operating _ rrent year
Plan BSC Targets | ———
Sales S&OP = Monthly BSC
o T rgets Monthly level

Capacity Plan
MRP, MPS

Schedule

Key Benefit : Aligned to the strategy, the day to day operational plan gives clear visibility to employees on how their
work contributes to the overall strategy of their company

20



BSC can be used as a performance management system

Robust

Performance

Facilitates Management
Organizational System

Alignment to
Strategy

Links Strategy
to Financial
Planning

Links Strategy
to Operation

Create & /
Communicate %/ Balanced willl Links Incentives
Strategy to Key | Scorecard to Strategy

| Stakeholders (BSC) / &
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F2M1 - Sales Volume (T) - VP, S&M

BSC aids firms in periodically evaluating their performance and identifying
the strategic levers where they failed to meet their objectives

ROCE (%) I Target

i 0 E Actual

| ! —

i ROCE i

|

T e—
! Importance 'of BSC as a Performance 67.0 !
186 Management System : - !
5 B Through regular rewew of the int
EBIT strategic object/ves BSC helps us /dent/fy if loJe:

784 \yhether the strategy,/tse/f is working or not %

-elps thp management g the root
of the problem. to help_Ldj/_ialuﬂan_s b

____________________________________________

2,348,479
2,000,000

907,070
900,000

45000 ' : | , [
43452 37046 35000 v i ¥ 2
H | ! 1 . Yy
1 ! 1 |
BTN . ¥ ¥
! | Oth..| 300 1 h
starch Glucose ! i I ! i !

________________________________________________________________________________________________
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BSC can be used as a performance management system

Robust

Performance

Facilitates Management
Organizational System

Alignment to
Strategy

Links Strategy
to Financial
Planning

Links Strategy
to Operation

Create & /
Communicate %/ Balanced willl Links Incentives
Strategy to Key | Scorecard to Strategy

| Stakeholders (BSC) / &
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BSC helps in identifying the root cause for failure and taking course
corrections through “strategic initiatives”

Sample BSC ILLUSTRATIVE

Summary of the BSC Review — Financial and customer perspective

Strategic Objectives Measures Target Actual Status Reforecast Initiative
= F1 — Maximise Profitability ROI 7% 5% 6%
‘S
= F2 - Increase Sales Annual volume target (segment 1) Rs20Cr | Rs10Cr R Segr_nent IS
= Cr marketing program
= F3 — Maximise Margin Operating Margin % 10.2% 9.8% 10%

Strategic Objectives Measures Target Actual Status Reforecast Initiative

Customer retention rate

- C1 - Offer Value for Money

g Share of key customers wallet 85% - 85%

[®] 5 n n "

-§ @ o B T e ey BrediEs Customer satisfaction on quality of 90% 60% 85% Quality Assurance

S products Program
o — — -

€3 o P o riie @ e % leferentlal |n‘ XYZ's price vs delivered 8% 12% 10% Cost Management

cost of imports in target markets Program

Periodic reviews (monthly /
quarterly) should be

conducted to measure the Met / exceeded target

- — PR——
Note: The scorecard is only indicative and does not represent performance of the firm ﬁg&:g: xz:z::gz’ \;vg(t}l nOfSQrofef[arget
the performance of any real firm. Professional assistance is - : 2 9
recommended when developing scorecards for an Data not being tracked yet
organization

7 AVALON

Consulting
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Strategic initiatives bridge the performance gaps identified during the
BSC reviews (and also translates strategy into operations)

Management has a

choice. Business will Performance gap

go on as usual even will be identified
if the initiative is from the

not carried out measurement of

the BSC objective

A Strategic Initiative is a discretionary
project or program, of finite duration,
designed to close a performance gap.

- Kaplan & Norton

Identify and prioritize discretionary
projects for performance improvement
(Strategic Initiatives). Examples:

* Process Improvements

It’s a project with a
clear start and end
points and clearly

assigned resources Money spent on initiatives . )
are classified under * Advertising & Promotion
“Stratex” in an e R&D

organizational budget « Training

AVALON

Consulting
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BSC helps to link strategy to financial planning

Robust
Performance
Facilitates Management
Organizational

Alignment to
Strateg

| Links Strategy
to Financial
Planning

Links Strategy
‘1 to Operation

Create & /
Communicate / Balanced Links Incentives

Strategy to Key Scorecard to Strategy
~ Stakeholders (BSC) /
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Adoption of BSC can help link strategy to financial planning by linking
strategic levers to business planning and budgets

@) STRATEGY (5 YEAR)

™ Below is an example of a strategy map for an auto SME, to demonstrate
how it helps in communicating the strategy

F] Maximize

3 Profitability

o

g LEZEED Mulml:n.wm“ Working Cophe
;8
g ?:a-, Value for Money OR Full Solutions OR mm::;‘

g Customer Management Operational Excellence Product Development Manage Working Capital
B
R | - Manage Key Accounts IT"I"[D:P plant « Reduce NPD lead time « Optimize Inventory
utilization
% % = Explore New Customer - M: Prod » Minimize Receivables
£E5 o unltes anage Product
a ppor Quality * Maximize Payables
Human Capital + Organization Capital + Information Capital
= Retain Skilled Workers = Organizational = Manage Knowledge
* Ensure Adequate Design and Resources
: Structure

Training

(+)AVALON
./ Consulting

(4)  BUDGETS (1 YEAR

Sales (Rs Cr) 50
RM 30 N
Other Variable Costs 5
Contribution Margin 15
Fixed Costs 5
EBIT 5
Stratex for Chosen Strategic Initiatives 10

)

e Sales

Contribution Margin
Raw Material Costs
* Manpower Costs

TARGETS

Year 1

Sales 20 22 25 28 33
(Rs Cr)

Contributio 10 12 14 15 18
n Margin

(Rs Cr)

Year 2 Year 3 Year 4 Year 5

Budget will be
done for each
department

AVALON

Consulting
27



BSC helps to link strategy to financial planning

Robust
Performance
Facilitates Management
Organizational

Alignment to
Strateg

| Links Strategy
to Financial
Planning

Links Strategy
‘1 to Operation

Create & /
Communicate / Balanced Links Incentives

Strategy to Key Scorecard to Strategy
~ Stakeholders (BSC) /
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Through cascading, we develop personal scorecards for each employee and
incentives are linked to the achievement of their targets in the scorecards

1centive plan has three components...

AVALON CONSU

Components of the Incentive Plan

Components of

Incentive Plan

- Applicableto Group 1 = Applicable to Group 2 and
employees only Group 3 employees
= Also applicable to Group 3

employees who get individual
performance targets

+ The Good will index is a management
discretion score

= The calculation basis will be the EBIT
made by the SBU

= The index starts with a threshold of XX%,
and measures incremental performance

- Goodwill Index will not be applicable to
Group 3 employees

- An indicative calculation for Goodwill
Index is illustrated in the next slide

Total Incentive Earning of an Individual =I1C (or) TC x (1+ GW*)

*Applicable onlv for Group 1 and Group ? eamninuaae

3oodwill Index will be calculated based on the % achievement (=
HTtarget, and there will be slabs for calculation of the same

AVALON CON

Formula for Goodwill Index*

The following will be the formula for calculating Goodwill Index:

enario 1: EBIT Actual is less than 60% of Target EBIT
Goodwill Index=0
enario 2: EBIT Actual is greater than 60% of Target EBIT, but less than or equal to the Target EBIT:

Goodwill Index = (Actual EBIT/Target EBIT (%) —60%)
60%

For Eg.: If Actual EBIT = SAR 30 Million, Goodwill Index =(30/33 —60%)/60% = 51.5%
enario 3: EBIT Actual is greater than Target EBIT:

Goodwill Index = (Actual EBIT/Target EBIT (%) —60%) + (Actual EBIT/Target EBIT (%)— 100%)
60% 100%

For Eg.: If Actual EBIT = SAR 40 Million, Goodwill Index = (40/33 —60%)/ 60% + (40/33 — 100%)/ 100% =
100.2%+21.2%=121.4%

The Goodwill Index will start only if SBU achieves 60%, and will -

increase at a higher rate for EBIT achievement over 100% of target

Impact of Drop in SBU EB IT on Incentive Pool

On SBU's
= 200% "
- 2
£ 180%
o
. £ 1s0%
lllustrative T
-
T 120%
=
w 100%
L]
- Goodwill Index is
1= NIL 8l 60% EBIT
s e0% achievement,
£ which is the
= 4% — -y
performance =
20% /’I:'&
O nle e o = = = 5
0.0 33 66 935 132 165 198 231 264 297 330 363 396 429 462 495

EBIT Actual

29
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BSC helps in total strategic alignment

Robust
Performance
Facilitates Management
Organizational

Alignment to
Strateg

| Links Strategy
to Financial
Planning

Links Strategy
‘1 to Operation

Create & y
Communicate Balanced Links Incentives

Strategy to Key | Scorecard to Strategy
' Stakeholders |

AVALON
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However, SMEs cannot follow the same approach as large corporates in

implementing BSC

Corporate Strategy Map

©)

O O O O O

O
Department Level Strategy Map

LARGE COMPANIES

* Typically, large companies follow BIG
BANG Approach

* This requires

Top Management support and time
Significant Budget

Managerial time

Data collection and reporting
Upgraded IT systems

Dedicated team to manage BSC
(Office of Strategic Management)

All of the above will be in short
supply in SMEs

— * BSC would be reviewed through BSC
] _IL__L_ software linked to ERP

i -
—— -

31
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However, SMEs cannot follow the same approach as large corporates in

implementing BSC
BSC for SMEs

Phase I: Business Strategy Map

Phase Ill;: Personal Scorecard Level

i =
e s i i

SMEs (Phased Approach depending on maturity

level

PHASE |

e Start with business objectives

* Incentives: Company level bonus

* Annual Strategy Refresh

* Periodic performance reviews

PHASE Il

* Develop department level map

* Linking budgets & B Plan to strategy

e Team based incentives

 OD Alignment

PHASE Il

* Develop personal scorecards

* Personal level

Finance team can spearhead the BSC
implementation (instead of OSM)

Excel based reports (instead of BSC software)

AVALON

" Consulting



Other benefits of BSC for SMEs

BSC can also help in

Identifying performance improvement goals

Preparing a business case for strategic
investments

Identifying specifc process improvement
initiatives

Focused capability development (e.g. training for
strategic jobs, etc.)

Etc.

AVALON

Consulting
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Strategy

Corporate Strategy
Business Unit Strategy
Project Feasibility

Innovation

Transformation

Vision & Goals

Organizational
Alignment

Performance
Improvement

Change Management

34

Transformation is one of the key practice areas for Avalon Consulting

Transactions

Strategic Due Diligence
Partner Search
Synergy Evaluation
Post Acquisition Planni
Divestment Strategy

AVALON

Consulting



Transformation success is linked to alignment between Goals, Strategy,
People and Processes ... 1

Approach

PEOPLE P PROCESSES

CHANGE MANAGEMENT

~ AVALON

L Consulting



Transformation success is linked to alignment between Goals, Strategy,
People and Processes . . . 2

Deliverables

PERFORMANCE
= Vision & Goals = Leadership ® Process Diagnostic and = Key Performance
Development Identification of Gaps Indexes

Stakeholder Alignment
= Organisation Design

® Process Redesign = Performance
= Job Description & KRA Management - Design
and Implementation

Strategy Formulation
= Technology
Interventions

Strategy Articulation = Delegation of
Authority

Target Setting
= Compensation

Business Plan = Mentoring & Coaching

Performance Measures = Capability Assessment

and Gap Analysis o
:@ s ""ll

36
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Contact Information

Chennai

Il Floor, 10 Spur Tank Road , Chetpet, Chennai 600031
India
Phone : :+91-44-43455345
Fax : 91-44-43455338
E-mail :
Website :

Mumbai

Casa Avalon, 61 Dr. S.S.Rao Road
Parel, Mumbai 400 012 - India
Phone : 91-22- 66191100

Fax: 91-22- 66191122
E-mail :

New Delhi

E-141, Okhla Phase 3
New Delhi 110 020
Phone : 91-11-40516600
Fax :91-11-40516650
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Avalon is a group of over 1,300 people operating from 7 cities globally

Avalon Group — An Introduction

® FQUNDED IN 1989

® INDIA’S LARGEST
STRATEGY RESEARCH
AND ANALYTICS TEAM

" 1300 PROFESSIONALS
® 11 OFFICES IN 7 CITIES

" EXPERIENCE IN 88
COUNTRIES

v

. JAVALON
Consulting
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Avalon provides solutions across the knowledge value chain

Avalon Group — An Introduction

@ g e rmi “ﬁﬂr’ =  Social Media Analytics
clLll

Other Text Analytics

=  Analytics for MR firms

= Competitive Analytics

BUSINESS RESEARCH

@ =  Custom Research

AVALON GLOBAL RESEARCH " Industry Reports

=  KPO Services
STRATEGY & EXCELLENCE

=  Strategy

AVALON

Consulting

»  Business Excellence

» Transactions

AVALON

Consulting
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Avalon Consulting Profile

AVALON
Consulting

= More than 20 years of excellence in Strategy & Management Consulting
= Dynamic group of professionals

= New office in Singapore operational

= End-to-end service offerings — from solution design to implementation

=  Amongst the Top 10 Strategy Consulting firms in Asia { )

AVALON
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http://www.vault.com/wps/portal/usa/rankings/individual?rankingId1=197&rankingId2=317&rankings=1&regionId=4000&rankingYear=2013

We serve leading clients across sectors in manufacturing...

Metals &

Auto Agri Chemicals Engineering Pharma o Diversified
Mining
: , o . [ 5
Coromandel laxoSmithKi ioTinto
= @ R TATA
>
B Bs o WELSPUN
W TVS =& W m[i\ SIEMENS =)Abbott v
Huadusta, Unilowvor Lumitod A Promise for Life . I Ly
g Dare 1o Commit ADITYA BIRLA GROUP
<
= @) ; . "
ﬁ%}y | AGROVET @ '/m Cla rﬁ / \
Mahindra MUSCO 4!&
o 4@; > A usnant | DINANL gy,
Ml S A AkzoNobel }‘ eliance
NAGARIUNA MITSUBISHI LIFESCIENCES ~ BRAJ BINANI GROUp  !ndustries Limited
Q’)
EToN o 2oscc A % |
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.. and services

Private Equity Ports & Travel & Industry

BFSI Retail Logistics Hospitality Education Bodies

W

]
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RETAIL
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—
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Computer Hardware & Networking Institute
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