














Exhibit2 Comprehensive Performance Management System (CPMS)
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inside the organization in terms of call-
ing the shots and defining success.
Four measurement models, four unique
perspectives on the concept of “success,”
and four forms of control, seeming in
juxtaposition and contrast rather than
blending into one unified whole. If there
are four unique models, then a manager
must decide which set of assumptions
and methods most adequately capture
his or her world of work—which will
most likely lead to sustainable superior
performance. Each model and each pro-
ponent will forcefully argue that their
approach will result in success, leaving
the practitioner with little more to go on
than sales pitches and “gut-fact”... entre-
preneurial instinct and common sense.

Integrating perspectives:
one model—many users
Are the various control models actually
mutually exclusive, or can they be reduced
to one unified model that keeps man-
agement’s eyes and those of the workers
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who create the value that customers
expect on the same prize? As suggested
by Exhibit 2, these seemingly different
models of control can, in reality, be
reduced to one overarching model. Build-
ing on the work of Lynch and Cross
(1991) as well as the model developed by
CAM-I, this integrated model combines
traditional and modern perspectives on
control, both top-down and bottom-up
metrics, the internal versus external
stakeholder perspective, and the rela-
tionship of locus of control (organiza-
tional role) with the types of incentives
that companies have found to be most use-
ful in creating sustainable performance
improvements. It incorporates and reme-
dies all of the identified weaknesses of
each model and provides a comprehen-
sive model of performance management
that can be adapted to meet the needs of
every organization.

Walking through the key components
of the model, the traditional emphasis
on vision, mission, strategy, critical suc-
cess factors (CSF), and key performance
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indicators (KPI) can be found on the left
side of the diagram. Each row of mea-
surement detail incorporates a different
level of analysis. Inserted between these
traditional measurement constructs are
references to Lynch/ Cross and Kaplan/
Norton models. Lynch and Cross built their
model at the KPI level, emphasizing
process improvements and metrics that
would resonate with operational employ-
ees. Their four key dimensions of per-
formance were quality, productivity,
delivery, and cost. The diagram expands
these 1980s-based concepts to include more
recent work in customer- and market-value
added measurements.

Kaplan and Norton emphasize met-
rics at the CSF level. With a clear link-
age to strategy, it is easy to see that their
concern is with providing a top-down set
of metrics that can be deployed by top
management to guide middle management
decisions and actions, where their four
dimensions of performance are innova-
tion/growth, customer, financial, and
operational. Once again, the external
stakeholder perspective isignored, cre-
ating a critical weakness in the compet-
itive arena. If Drucker is right, this is a
fatal flaw in that the only place an orga-
nization exists is “on the outside.” The
model in Exhibit 2 adds value creation
to the CSFs, by definition creating a link-
age to external stakeholders.

On the right side of the diagram the
emphasis shifts away from abstract mea-
surement concepts to the organizational
structure and related incentive systems.
As illustrated, the integrated model can
be broken into three “chunks” or sub-
groups, those controlled by top man-
agement, those under the purview of
middle management, and those that only
operational managers and employees can
affect. As was the case in traditional
models, these three divisions neatly coin-
cide with strategy, critical success fac-
tors, and key performance indicators.

Added to the measurement and struc-
ture logic is a reflection of the most effec-
tive forms of incentives. As noted by
Stonich:"

...(in many control systems) the necessary

performance measurement and reward system
that completes the control cycle is often miss-
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ing...These measurements and rewards should

reflect the firm’s strategy, but this is not enough,

the system must also be consistent with or
specifically designed to help modify certain of
the firm’s internal characteristics.

In other words, the systems must be
designed to ensure continual growth,
innovation, and improvement. This need
is reflected in Exhibit 2 by adding a
growth objective in addition to the mar-
keting and financial objectives that under-
lie the CAM-I Integrated Performance
Measurement system. Arrow, writing one
of his many seminal pieces on manage-
ment and control systems in 1964, goes
on to note:"

Control in the large is concerned with orga-
nizational issues and transfer pricing...Control
in the small is a question of incentives...rewards
should be determined by the amount of gain
to the company and nothing else, otherwise it
creates an incentive for distortion.

Based on the early works of the pioneers
in organizational control, a failure to
include incentives that complete the “con-
trolloop” can lead to dysfunctional con-
sequences and poor performance. At the
bottom of the organization, these incen-
tives and metrics are best incorporated
in a gain-sharing program where work-
ers receive a bonus based on the overall
improvement in process performance. By
sharing in the gain, line workers are far
less likely to become disenchanted with
lean or six sigma initiatives.

As one works up the corporate ladder
to middle management, it becomes impor-
tant to capture key elements of the work
performed by these individuals: 1) they
need to be continuously improving their
own skills, 2) they have to be able to
effectively work with individuals from
across the organization, and 3) they have
to be reminded that only when the orga-
nization “wins” do they truly meet their
goals. By delineating the key metrics
used to make the translations between
financial and operational goals, the com-
prehensive model in Exhibit 2 helps elim-
inate the need for the “omniscient” hinge
manager who has in the past been crit-
ical to the linkage of strategic to oper-
ational goals.™ By tying incentives to
corporate performance, at least some
part of the middle manager’s compen-
sation should become “pay at risk.”
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CONTROL IN THE
SMALL
ORGANIZATION
IS ONE OF
PERSPECTIVE,
NOT PURPOSE,
EXISTENCE, NOT
EXPLICITNESS.
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Finally, at the top level of the organi-
zation, the emphasis shifts away from
internal operations to attaining strate-
gic objectives and meeting external stake-
holder expectations. It is now critical
that a major proportion of the execu-
tive’s compensation consist of “pay at
risk” if Arrow’s concerns with control in
the small organization are to be addressed.
Recent events in the economy, such as
the bankruptcies and bailouts of major
financial and manufacturing organizations
drive home the need to link top man-
agers’ pay to the actual performance of
the firm. How can a bonus be justified if
the company paying it is about to fail? Clos-
ing the control loop at the top level of the
organization has to explicitly include
external stakeholder needs if it is to be
effective.

Control in the very small: the case of
small business

The Comprehensive Performance Man-
agement System (CPMS) is a complex
model but one that can be easily trans-
lated into a more focused, less complex
structure. Since Drucker has noted that
all results are, by definition, entrepreneurial
in nature,’ it is very important to con-
sider the last item on the list of weak-
nesses identified in the beginning of this
article: addressing the needs of small
business.

One easy way to describe the transla-
tion of the model from large to small
organizations would be to simply col-
lapse the middle and top layers of the dia-
gram, thereby recognizing that one
individual, or a very small team of indi-
viduals, are dealing with all of these
issues. It is the essence of effective entre-
preneurialism that one individual devel-
ops a vision, a mode to reach that vision
(strategies), and sets operational objec-
tives for their employees. But if the model
exists, why do small businesses consis-
tently appear to lack the very rudiments
of formal control? This is the point at which
itis important to recognize the fact that
controls can be described in terms of
results, action, or personnel.

When most individuals speak of con-
trol, they are thinking of formal results
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controls or the highly specified procedures
that make up action controls. In small
business, however, this level of formal-
ity is seldom needed. The informal con-
trol system, shaped by the personality
and drive of the entrepreneur, is all that
is needed as long as there is mutual trust
and respect. By definition, personnel
control is implicit and informal, but that
does not diminish in any way its power
to shape behavior. In a small business, the
only metrics needed by the entrepreneur
are the key performance indicators that
most clearly reflect the basic health and
functioning of the organization. KPIs
help the entrepreneur clearly define goals
for the organization and provide the
means to use the gain-sharing incentive
systems that have proven so powerful in
motivating operational performance.

Control in the small organization con-
sequently becomes one and the same
with an effective operational control sys-
tem with complementary incentives to help
individual workers make the decisions
and take the actions that will lead to sus-
tainable growth for the organization.
Controlin the small organization is one
of perspective, not purpose, existence,
not explicitness.

The service organization

The final, and increasingly major, orga-
nizational segment is the service orga-
nization. Exhibit 3 provides an example
of the CPMS that is under development
at the US Coast Guard. The purpose of
the Coast Guard is that of all organiza-
tions—to serve external stakeholders.
It differs, clearly, in that the work it per-
forms takes place in the public arena and
isboth response- and mission-based. Its
primary objectives are to sustain high lev-
els of performance readiness and flaw-
less mission deployment. Where a manu-
facturing company might focus on pro-
ductivity and efficiency, the primary
goals of the Coast Guard are effective-
ness (lives saved) and fiscal responsi-
bility—they attempt to do the most they
can with the resources provided by the
public. Recent events such as Hurricane
Katrina suggest that it is an organiza-
tion that excels at its primary missions.
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| Exhibit3 US Coast Guard Performance Management—An Integrated View
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That being said, where is the role for
incentives in the Coast Guard model? It
is in this area that response organizations
differ from other entities. For the most
part, individuals in these services know
and pursue organizational objectives and
goals because they are one and the same
with their own personal morals. Add to
this fact the very strong culture and inter-
personal network that constantly rein-
forces the “right” behavior and you get an
organization that runs not with formal con-
trols but informal, personnel-based incen-
tives. Unique yet typical of response
organizations, if the CPMS appears to fit
this setting it should logically be able to
be adapted to any setting.

Communicating control

The objective of this discussion has been
to address the four weaknesses of exist-
ing performance measurement systems
by developing a comprehensive system
that explicitly incorporates the many
concerns of existing models and man-
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agement systems to create one model of :
control that can be adapted to any orga- -
nization, large or small, manufacturing
or service-oriented. One final issue
requires attention, Specifically, should such
systems be “bottom-up” or “top-down”
in nature?

To answer this final question it is
important to think through the dynam-
ics and purpose of control systems. Con-
trol systems exist first and foremost to
direct behavior, secondly to evaluate and
reward the results of these actions. Hence
while all action needs to be directed to
some end, the second element of con-
trol systems provides the answer to this
controversial issue. Specifically, John
Dearden notes that:"

Management control is a process by which a
manager ascertains that his subordinates are
efficiently and effectively accomplishing the
organization’s objectives...Time span is the
length of time that will elapse before a supe-
rior can evaluate the discretion used by a sub-
ordinate...Different jobs have different time
spans...the longer the time span the more
important the job.
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Thinking through this comment, it
becomes clear that control must be “bot-
tom up” if it is to properly incorporate
the “time span” of control. Only by adding
this last dimension to the discussion can
a final answer be obtained—control exists
to direct behavior. Behavior is directed
both through the establishment of per-
formance expectations and the feedback
that is given on actual performance. Per-
formance measurement as control is pre-
sent-oriented and upward-integrating.
Without some vision of where perfor-
mance is leading, any measure and any
output is equally defensible. When plan-
ning is done, which is future-oriented,
these organizational concerns must be
addressed. As suggested by Drucker:™

“Controls” in a social institution...are both
goal setting and value setting. They are not
objective...They are of necessity moral. The
only way to avoid this is to flood the execu-
tive with so many “controls” that the entire
system becomes meaningless, becomes mere
noise.

Using a top-down planning approach
and a bottom-up control system helps
unravel the final knot that has always
existed in control systems—the control
paradox. If individuals set their own
goals (e.g., perform the planning activ-
ity) they will necessarily be focused not
only on tomorrow’s plan but also on
today’s capability—they have an incen-
tive to low-ball their goals. If goals are
set with some input but not directly by
an individual it is possible to sidestep the
paradox created when an individual is
expected to truthfully report potential
performance when doing so may lead to
downstream performance shortfalls. Per-
formance measures for planning pur-
poses start at the top while measurements
for control must, by definition, start
from the bottom of the organization.

Interestingly, the development of this
synthetic performance management
model emphasizes the “old” writings of
the pioneers of control—the final mes-
sage implicit in this discussion: pioneers
are often the ones who have to deal with
both the short-term and long-term impli-
cations of their viewpoints and sugges-
tions. The wisdom and experience they
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bring to a topic is never out of date.
Rejecting anything “old” as useless indi-
cates not only overconfidence, but also
recklessness. Integrating past and cur-
rent perspectives means more than bridg-
ing the gaps. It means spanning the life
of the underlying theories and practices
to ensure that learning moves forward,
not backward. It means seeking out the
most elegant of designs, ones that inte-
grate theory with reality and realisti-
cally separate planning from control. m

NOTES

! Lynch, R. and K. Cross, Measure Up! Yardsticks for
Continuous Improvement, Cambridge, MA: Basil
Btackwell, Inc., 1991.

McNair, C.J., R. Lynch and K. Cross, "Do Financial
and Nonfinancial Measures Have to Agree?” Man-
agement Accounting, Nov. 1990: 28-36.

McNair, C.J. and W. Mosconi, "Measuring Perfor-
mance in an Advanced Manufacturing Environment,”
Management Accounting, July, 1987

Kaplan, R.S. and D.P. Norton, The Balanced Score-
card, Boston: Harvard Business School Press, 1996.
Watts, T., V. Baard, and C.J. McNair, "Performance
Models for Sustainable Small Business: A Litera-
ture Review,” Working paper, 2009.
MeNair, CJ, Practices and Techniques: Tools and
Techniques for Implementing Integrated Perfor-
mance Management Systems, Statement Number
4DD, May 15, 1998, Montvale, NJ: Institute of Man-
agement Accountants.
Bonini, C., R. Jaedicke and H. Wagner, eds., Man-
agement Controls: New Directions in Basic Research,
New York: McGraw Hill Book Company, 1864.
Roberts, E., “Industrial Dynamics and the Design
of Management Control Systems,” in Bonini, et al.,
pg. 102.
Merchant, K., Control in Business Organizations,
Boston: Pitman Publishing Company, 1985.
1°Drucker, P., "Controls, Control and Manage-
ment,”Bonini, et. al., 1964, pg. 286.
"ibid, pp. 288-294.
12Lynch, R.and K. Cross, Measure Up! Yardsticks for
Continuous Improvement, Cambridge, MA: Basil
Blackwell, Inc., 1991.

13Stonich, P, “The Performance Measurement and
Reward System: Critical to Strategic Management,”
in Readings in Cost Accounting, Budgeting and
Control, 7" edition, W. Thomas, editor, Cincinnati,
OH: Southwestern Publishing, 1988, pp. 468-469.

"Aarrow, K., “Research in Management Controls: A
Critical Synthesis,” in C. Bonini, R. Jaedicke and H.
Wagner, eds., Management Controls: New Direc-
tions in Basic Research, New York: McGraw Hill
Book Company, 1964, pg. 325.

"SEuski, K., M.J. Lebas, and C.J. McNair, “Perfor-
mance Management in an International Setting,”
Management Accounting Research, 1993, Vol. 4,
No. 4, pp. 275-299.

®Drucker, P, op cit., pg. 292,

"Dearden, J., “Time-Span in Management Control,”
in Readings in Cost Accounting, Budgeting and
Control, 7" edition, W. Thomas, editor, Cincinnati,
OH: Southwestern Publishing, 1988, pp. 370-371.

Drucker, P, op cit., pp. 289.

THE INTEGRATION OF BSC MODELS

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



