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Chapter 24 - BALANCE SCORECARD (Robert Kaplan)
Concepts
1.

Measuring the performance of a company financially
Advantages
a.

Focus on financial objectives and is linked to the overall objective of wealth creation of
shareholders.

b.

Such measures are objective.

c.

Quantification of results is possible.

d.

The measures are comparable across companies of a particular industry.

e.

The framework to measure financial performance is established in most cases.

Disadvantages

2.

a.

Focus on short term profits and Ignore long term sustainable growth.

b.

This measure can be distorted by inflation. A 5% growth in sales might be good but if the inflation
is 6%, the real growth is negative.

c.

financial information might be manipulated to show a better performance.

Measuring the performance of a company Non - financially
Advantages
1.

Non-financial measures help businesses to measure every area whether financial or non-financial.
The financial measure would not be able to suitably measure areas like the performance of the IT
department.

2.

It focuses on qualitative aspects as well.

3.

These measures take a long-term view, unlike financial measures where employees tend to take a
short term view.

Disadvantages
1.

These require a huge amount of information to measure each area of performance and might lead
to the shift of focus from core goals and values.

2.

These can be subjective as non-financial measures cannot be generally quantified.

3.

Non-financial measures like measures of quality are difficult to measure.
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3.

Super Quick Revision

What is a Balanced Scorecard?
An alternative performance measure that focuses on both financial and non-financial measures is the
Balanced Scorecard. It outlines four key areas in which company and divisional performance should be
measured to focus on both the short and long term needs of the organisation. The key idea is that
managers are to be appraised on a variety of measures which include non-financial measures so that their
focus is both long and short term.

4.

Four performance measures or perspectives under the balanced scorecard with examples of KPI. KPI
should be (S)specific, (M) Measure, (A) Achievable, (R) Relevant and (T) Time-Bound
a.

Financial Measure:

Financial Perspective
Profitability ratios, Operating Ratio
Working Capital
Revenue growth.
Variance to budget.
The number of units sold.
ROCE
Net Profit
Average Revenue per user
EVA

b.

Non-Financial Measure:

Customer Perspective
New Products in some cases
Market Share.
On-time delivery.
Number of consumer complaints
Number of units returned

c.

Non-Financial Measure:

Internal Business Perspective
Efficiency of workers
The number of defective units produced.
Number of units by customers as faulty.
No. of hours spent in waiting by labours at the assembly line.
The number of business processes re-engineered
Emissions
Quality improvement (cost of quality)
OEE if TPM is applied
Carrying Cost if implemented Just in Time
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d.

Super Quick Revision

Non-Financial Measure:

Training / Development/ Learning / Growth Perspective
Amount spent on research and development year on year.
The number of training hours underwent by workers
The number of new products launched.

⭐

Amount spent in adopting the latest technologies for mfg.

Q1 / Category - Classwork/ Star Rating 1.

It is a case study problem. It is on a company making motor cars, Company was a trusted
brand among the customers but lately has started to face quality issues. Do remember
that every quality issue might not be because of bad production or defective materials.
Find out the reason.

2.

Company uses financial measures to measure the performance of its employees.

3.

IN such cases employees will do anything to earn pay. Cost centres had started to skip quality checks to
save costs and hence get more pay.

4.

These problems are there because the company uses only financial measures. Hence every employee will
have any objective i.e. sell at any cost. These are mainly for-profit centres that want to increase sales.

5.

We advise the company should use alternate performance measures like the Balanced Scorecard which
uses non-financial measures as well.

6.

If this is used, employees will not be able to just sell the product but will also be answerable for good
service, customer satisfaction etc.

7.

Problem has also asked us to mention 2 CSF and 2 KPI in each category. Please check the measures given
under the four perspectives.

Q2 / Category - Classwork/ Star Rating -

⭐⭐

1.

It is a telecom company.

2.

It has given 5 measures and asked us to classify them under four criteria.

3.

In each criterion, while commenting on each factor,
(i)

say what that factor indicates.

(ii)

If it is good or bad.

(iii)

If bad, then what will be the effect of it and how to improve it.

(iv)

Try to interlink KPI with each other. They will be mostly related.

4.

Financial Perspective: Operating ratio is going bad. We need to cut down on wasteful expenses. The
average revenue per user needs to be improved by offering more value-added services and charging for
them.

5.

Customer perspective: Unresolved customer complaints are increasing. This will affect the company in
long run.
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6.

Internal perspectives: Company has done a good job in opening more centres to resolve complaints. It
will help in future to resolve although till now the effect is not much seen.

7.

Training and growth perspective: Training to workers is not up to mark. This will affect the company in
the long run as employees might not be knowing about the new plans that the company launches.

Q3 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

It was asked in May 2020 RTP

2.

It is about a company ARBY SINGER, which makes eyewear.

3.

We have been given actual performance and the Targets and we are asked to evaluate using Balance
Scorecard.

4.

Financial Perspective: The target of ROCE for the year was 14% but it has only achieved a 13% return.
Arby’s Net Income, however, was in fact $6 million higher than its target, which is good. The most likely
reason for the under target ROCE is possibly the investment that Arby has made in IT security. Whilst this
may have reduced ROCE, this investment is essentially a good idea as it helps Arby to pursue its mission
and will keep customers happy.

5.

Customer Perspective: It has not just exceeded its target sale to first-time buyers by 20,000 but also
improved its customer retention ratio, which is good for the company to pursue its vision of being a trusted
healthcare partner. Customers' complaints have been reduced from 2 complaints to 1.5 complaints about
every 1,000 customers. Also, the number of glasses donated exceeded the target. It shows that the
company has exceeded its target of helping people which is good for the company’s reputation.

6.

Internal Processes: The number of business processes within Arby re-engineered has exceeded the target
which is reflected in the lowering of the level of customer complaints. Likewise, the investment to improve
IT security has been a great success, with only three incidences of fraud per 1,000 customers reported
compared to the target of 10. However, only two new services have been made available via an online
application, instead of the target of four, which is unsatisfactory. But fortunately, its CO2 emission is below
the target level.

7.

Learning and Growth: However, the number of employees trained to instruct retailers are comparatively
lesser than targeted, the shortfall in the training of employees to give instruction to retailers may have an
impact on Arby’s failure to meet its target of market expansion. The number of hours (paid for) used to
support social plans are comparatively higher, it results in additional costs which could have contributed
to the fact that Arby did not quite meet its target for ROCE. Further, the company has not met the aim of
helping the rural area as targeted. This may be because the number of candidates applying from these
areas was not as high as planned and this situation is beyond companies' control.
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