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Navigating The Road
To KPI Success

by Catherine Bean and Kathleen Geraghty

Key Performance
Indicators (KPls)
have been publicly
challenged lately.
From corporate
scandals to the
NHS, nothing is
quite what it
seems. With
credibility at an all
time low, are KPIs
valid for your
company?

As ‘veteran’ practitioners, we believe that
there is only one thing more worrying than the
recent cases of KPlI manipulation: the
possibility that good companies might dismiss
the power of measurement systems based on
headlines. Our experience shows that they are
valid and effective when applied in a
consistent and comprehensive manner.

Opting out of the discipline of selecting,
setting and systematically executing to targets
might be acceptable if you do not need to
consider long-term viability. But the fact is that
financial, service and quality metrics frame
your business - shedding light, or shadow, that
will influence the future of the company.
Whether they are called KPIs today, or another
acronym five years from now, there will
continue to be practical value in the discipline
of performance management.

If you can agree with that view, this article is
designed to get your KPI engines started or
perhaps tuned up for sustained progress. So
let us begin by seeking a deeper
understanding of the appropriate metrics,
putting a balanced scorecard of KPls into
context, implementing performance
measurements and finally accepting that this
is both an integrated and iterative process.
With this foundation, managers will increase
their ability to drive their business forward
successfully.

Typical Balanced Supply-Chain Performance Measures

* Supply-chain costs
* Warranty costs

Customer responsiveness

* Response time
* Flexibility

Assets Customer service

« Days of inventory
* Asset utilisation

Figure |

* Lead-time
* Delivery performance

Selecting Measures

Financial performance must be respected as
the critical measure of success for every
business. Shareholders expect a continuing
financial return on their investment.
Employees recognise the impact of positive
performance on job stability and customers
value healthy returns to support long-term
supplier relationships. For every financial KPI,
there is a closely related set of operational
metrics.

Logistics and the supply-chain have a critical
impact on financial KPls; most benchmarking
studies return a range of 4% to 10% for
supply-chain  management costs as a
percentage of revenue. With this range the
difference between median and best in class
performance can mean the difference
between being profitable or making a loss.

Careful consideration of the trade-offs in
financial and operational performance is
required from management. Demystifying the
complexity of the supply-chain and other
interrelated measurements calls for a
balanced scorecard of performance metrics.

Figure 1 shows a typical set of balanced
supply-chain performance measures, or KPIs.
Performance in all of these measures is
important; however, due to their conflicting
objectives, no supply-chain manager can give
each one equal importance. Their relative
importance must be ranked in line with the
strategy of the business.

Selecting measures to drive business change
should remain straightforward although there
is a balancing act to consider. Begin by
selecting the few key measures that will have
the highest impact without creating ‘analysis
paralysis’, weak data collection methods, too
many metrics and excessive data to digest.
Protect the correct tension between financial
and operational KPls.

Consider the approach adopted by Kaplan and
Norton in their book: The Balanced Scorecard:
Translating Strategy into Action. They propose
a “What/How” method of asking and

answering the questions: “What is to be
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Balanced Scorecard Ranks Importance Of KPIs

Product Line 1 Product Line 2 Product Line 3

Costs

High Importance Low Importance Mid Importance
Assets

Mid Importance Low Importance Low Importance
Customer responsiveness

Low Importance Mid Importance Low Importance
Customer service

Low Importance High Importance Mid Importance

Figure 2

achieved?”; “How will it be achieved?” This
tandem approach ensures a related plan of
action developing as each metric is
established and ensures the metrics are firmly
linked to the strategy.

Setting Targets

Having selected the performance measures, a
manager needs to set quantified targets for
each one. If lead-times are important, do they
need to be three days or three hours? These
decisions have a significant impact on
operating costs, inventory levels and even the
operating structure of the organisation.
Historical data, industry knowledge and
customer feedback are each important
sources of data for setting these targets.
Benchmarking completes the equation,
providing a guide to setting quantified targets.
There are many sources of benchmarking
available from simple data purchase to
interactive studies with tailored feedback.

If a performance criterion has very high relative
importance, a target of ‘Best in Class'
performance must be considered. For those
with lower importance the industry ‘average’
should be considered. Differentiating
performance criteria ranking by product,
customer, sales channel or region will lead to
optimal performance targets.

A few tips to avoid common pitfalls:

® ‘Best in Class' is not necessary across all
categories

@ Performance criteria are not constant
across all segments

@ Understand the operational implication of
each degree of change to targets

® Be prepared to support the structural and
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operational resources required to meet
target performance

® Consider just how much change your
organisation can effectively manage — perhaps
implementing in a phased approach

Carefully determining what to measure begins
with a complete list of KPls prioritised in
accordance with the company's position and
strategy and, finally, intelligence-based
targets. A sound formula blends history,
industry knowledge and credible
benchmarking data.

Keeping Score

A balanced scorecard ranks relative
importance of KPIs in line with the company
strategy, see Figure 2. This analysis links the
performance to sources of customer and
shareholder value and therefore holds
management attention. The challenge lies in
capturing the attention and commitment of
the balance of the company.

A key failing in many companies is the
assumption that once measures are selected
and targets agreed the organisation will
perform as envisaged. It should be clear that
these measures, whilst they are excellent
overall management indicators, cannot be
used alone for day-to-day management.
Tactical control requires the integration of
measures at a level below and the process
management tools to deploy the plan. Only by
weaving this framework into the fabric of the
business can success be maximised.

These ‘secondary measures’ are elements of
the overall performance measures. For
example, the secondary measure Raw

Material Days of Inventory is one element of



the overall performance measure Days of
Inventory. A characteristic of secondary
measures is that specific individuals, or teams,
can be given responsibility for monitoring, or
improving, their performance. In this way the
complexities of the overall performance
measures have been broken down into
individual ‘department’ measures and targets.
This approach avoids the perennial challenge
of each group optimising their own
performance against local criteria and targets,
to the detriment of a company’'s overall
performance. It creates an integrated set of
measures and targets that managers in
different locations and countries can use,
knowing that achieving their target will result in
maximised overall performance, and ultimately
increased shareholder value.

Individual teams and managers need the tools
o manage these secondary measures and
underlying day-to-day. The
secondary measures will tell them how they
are performing, but they will not tell them why
they are achieving that performance. This

processes

Material Days of Inventory may be affected by
Incoming  Quality, Supplier Delivery
Performance, Forecast Accuracy and many
other individual measures. Each individual
team, or manager, with responsibility for a
secondary measure must assess and define
the set of diagnostic measures relevant to
their own particular area and set targets in line
with the secondary measures.

All measures are simply the output of
processes. An overlooked element is an
effective process management tool. Each
target relates to a process, or subprocess, that
should be executed consistently at all levels of
performance. Achieving a common understanding,
or integrated operational guidelines, relies on
a continuous loop of identifying, documenting,
providing access and enhancing processes.
Arming your organisation with a tool is a step
toward successful performance and knowledge
management, see Figure 3.

In this way, managers using the highest
level HKPIs to track performance can
be confident that the individual contributions
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information comes from ‘diagnostic measures’
below the secondary measures. These
measure the myriad root causes of changes in

performance. For example, levels of Raw shared.

Key Success Factors

Preparing for the trip: timing and team and tool readiness

A trip is always less painful if well planned and taken at the
right time. Just as you would not set off for a holiday hot spot
at 2.00 pm on a sunny Bank Holiday, so you should not begin
the KPI journey at the wrong time. When launching the
initiative consider your systems, organisation, people and
operating environment. All of these must come together to
create the best, if not necessarily the ideal, time to begin.

Recognising landmarks: visible milestones

Reaching major landmarks on a journey gives you
encouragement that you are on the right track and making
progress. In implementing KPIs it is best to begin with a clear
idea of all the major steps required, when these need to be
achieved and, most of all, what they will ‘look like” when you
reach them. How will you know you have reached the
milestone? Define how the organisation, system or people will
be operating differently.

Celebrating progress: reward/recognition systems

This is essential to avoid the business equivalent of: “Are we
nearly there yet?" Having clearly identified milestones it is vital
that all involved in your KPI journey know what they are and

are supporting their overall goals and the
best practices/processes can be readily

what they can expect when they achieve them. Ensure that
rewards and recognition for achievement are equitable,
consistent and clearly understood by all involved. Above all,
make sure that you are able to deliver on your promises.

Pacing the team: improvements at a healthy, long-term speed

The speed that you can make your KPI journey depends on
the power of your business ‘engine’ and the nature of the road
you are travelling. A low performance business in difficult
market conditions will need to plan a slower implementation
than a highly tuned organisation in a favourable market. In
most cases there is no point in going faster than tools allow;
a steady progress is better than one that wrecks the engine
altogether. The exception to this may be the ‘emergency dash’
where a business is in such dire need that the implementation
must be achieved at any cost.

Navigating detours: responding to unplanned events

On any journey you will meet unexpected hazards; from the
slower driver in front, to the endless wait in road works. The
key to success here is to expect these events. As far as
possible, develop contingency plans for them and do not let
them deter you from beginning, or continuing, the journey!
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