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PREFACE

Alignment 13 the fourth book in our collaboration. Qur initial article,
“The Balanced Scorecard: Measures That Drive Performance,” and first
book, The Balanced Scorecard: Translating Strategy into Action, intro-
duced the new approach for measuring organizational performance.! The
arlicle ¢nd book provided guidance and examples for selecting measures
in the four Balanced Scorecard perspectives, and described the emerging
system for managing strategy that early adopters of the concept had used.
A subsequent article, “Using the Balanced Scorecard as a Strategic Man-
agement System,” and our second book, The Strategy-Focused Organiza-
tion, dcscribed how enterprises were now using the scorecard as the
centerpiecc of a sophisticated system to manage the execution of strat-
egy.” These works, elaborating on the strategy management system intro-
duced in the first book, identified five key principles for aligning an
organization’s measurement and management systems {o stratcgy:

Mobilize change through exccutive lcadership
Translate strategy into operational terms
Align the organization to the strategy
Motivate 1o make strategy evervone’s job
Govern to make strategy a continual process

N

A third book, Strategy Maps, and article, “Having Trouble with Your
Strategy? Then Muap It,” elaborated on Principle 2 of how to translate
slrategy into tangible objectives and measures.’” The book and article
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viii PREFACE

introduced a general framework for representing strategy through specific
objectives that could be linked in cause-and-effect relationships across the
four Balanced Scorecard perspectives. The framework aligned processes,
people, and technology to the customer value proposition and customer
and shareholder objectives.

The current book exlends Principle 3: align all organizational units to
the strategy. Most enterprises consist of multiple business and support
units. Corporations operate diverse units under a single corporate um-
brella to capture economies of scale and scope. But to achieve these ben-
efits, the corporate headquartlers needs 4 tool to arficulaie a theory for
how to operate the multiple units within the corporate structure to create
value beyond what the individual units could achieve on their own, with-
oul central guidance and intervention. After all, a corporate headquarters
may subtract more than it adds. [t incurs explicit costs through the
salaries and supporl expenses of the corporate executive team. It also
could impose implicit costs through delayed decision making and onerous
reporting requircments on operating and support units. The value cre-
ation that offsets these headquarters costs must arise from align-
ing decentralized units to create a new source of value, which we call
enterprise-derived valuc. _

This book introduces the role for an enterprise Strategy Map and Bal-
anced Scorecard that clarify corporate priorities, which can then be
clearly communicated to each business and support unit, and also to the
board of directors and key customers, suppliers, and alliance partners.
Corporatc headquarters subsequenily examines the Sirategy Maps and
scorecards developed by these units to monitor whether and how the en-
terprise’s priorities are being implemented by cach one. Used in this way,
the enterprise Strategy Map and Balanced Scorecard provides corporate
executives with a governance framework that helps to unlock previously
unrealized value from enterprise synergies.

Beyond aligning organizational units, the primary focus of this book,
the enterprise must also align employees and management processes and
systems to the strategy (Principles 4 and 5 of the strategy-focused organi-
zation). For completeness purposes, we explore, in less detail, these addi-
tional two alignment processes in the final chapter of the book.

ACKNOWLEDGMENTS

This book builds upon an extensive literature on corporate-level strategy,
which we summarize in Chapter 2. We arc indebted to the pioneering
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work of the strategy scholars who educated us about the power of corpo-
rafe-level strategy: Alfred Chandler, Michacl Porter, Cynthia Mont-
gomery, David Collis, Joseph Bower, Michael Goold, Andrew Campbell,
Marcus Alexander, Gary Hamel, C. K. Prahalad, and Constantinos
Markides. We hope that we have represented their contributions faithfully
and have added to them by explicating how to design a mecasurcment and
management system that communicates and manages the capture of en-
terprisc-derived valuc.

We have also benefited greatly from the experiences of the more than
thirly enterprises we cite in this book. The innovations in their organiza-
tions continually stimulate and enrich our thinking, In particular, our
thanks go to the following contributors:

+ Aktiva Andreja Kodrin

« Bank of Tokyo- Takehiko Nagumo, Nobuyuki Hirano
Mitsubishi

« Canon, USA Charles Biczak

» Citizen Schools Eric Schwarz

« DuPont Craig Naylor

+ First Commonwealth Angcla Ritenour, Jerry Thomchick

Financial Corporation

« Handleman Company Stephen Strome, Mark Albrecht, Rozanne
Kokko, Gina Drewek

« Hilton Dieter Huckestein, Dennis Koci

« IBM Ted Hoff, Lynda Lambert

« Ingersoll-Rand Herb Henkel, Don Rice

« KeyCorp Henry Meyer, Michele Seyranian
« Lockheed Martin Pamela Santiago

« Marriott Roy Barnes

» MDS Corporation John Rogers, Bob Harris

« Media General Stewart Bryan, Bill McDonnell

« New Profit Inc. Vanessa Kirsch
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« RCMP Giuliano Zacardelli, Keith Clark
« Unibanco Mareelo Orticelhi
« U.S. Army Strategic Readiness System Team

We are also indebted to the professional staff of the Balanced Score-
card Collaborative. These talented people push the envelope of good
management practices with their clients on a conlinuing basis. They are
our [ountain of knowledge. We would like to recognize the following
{or their specific contributions to this book: Arun Dhingra for his work
on finance organization alignment, Robert Gold for his contributions
to IT organization alignment, Cassandra Frangos lor her leadership
on human capital alignment, Mike Nagel {or his pioneering work on
board governance, Randy Russell for his research on munagement best-
practices programs, and Rob Howie for leading our Balanced Scorecard
Hall of Fame program.

We would like to acknowledge the work of Steve Fortini, who pre-
pared the many complex graphics. Final acknowledgment to our assis-
tants—Rosc LaPiana and David Porter—and (o the HBS Press staff,
including Hollis Heimbouch, our editor for all four Balanced Scorecard
hooks, and Jen Waring, production editor.

NOTES

1. R.S. Kaplan and D. P. Norton, “The Balanced Scorceard: Mcusures That Drive
Performance,” Harvard Business Review (January Tebruary 1992): 71-79; R, S.
Kapian and D. B. Norton, The Balanced Scorecard: Translating Strategy into Ac-
rion (Boston: Harvard Business School Press, 1996),

R. S. Kaplan and D. P. Norton, “Using the Balanced Scorecard as a Strategic

Management System,” Harvard Business Review (Fanuary-Fcebruary 1996):

75 85; R. 8. Kaplan and . P. Norton, The Strategy-Focused Organization: How

Balanced Scorecard Comparies Thrive in the New Competitive Environment

(Boston: Harvard Business School Press, 2001 ).

3. R. S Kaplan and I, P. Norton, “Having Trouble with Your Strategy? Then Map
It,” flarvard Business Review (September—October 2000): 167-176: R. S. Kaplan
and D. P. Norton, Strategy Maps: Converting Intangible Assets inio Tungible Out-
comes (Boston: Harvard Business School Press, 2004),
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CHAPTER ONE

ALIGNMENT
~ A SOURCE OF ECONOMIC VALUE

ON FALL AND SPRING WEEKENDS, we often see eight-person shells
racing up the Charles River separating Boston and Cambridge. Although
each shell contains strong, highly mottvated athletes, the key to their suc-
cess 1s that they row 1n synchronism. Imagine a shell populated by eight
highly conditioned and trained rowers, but with each rower having a dil-
ferent idea about how to achieve success: how many strokes per minutc
were optimal and which course the shell should follow, given wind direc-
tion and speed, water current, and a curvy course with multiple bridge
underpasses. For eight exceptional rowers to devise and attempt to implc-
ment independent tactics would be disastrous. Rowing at different speeds
and 1 different directions could cause the shell to travel in circles and per-
haps capsize. The winning crew invariably rows in beautitul synchronism;
each rower strokes powerfully but consistently with all the others, guided
by a coxswalin, who has responsibility for pacing and steering the course
of action.

Many corporations are like an uncoordinated shell. They consist of
wonderful business units, each populated by highly trained, experienced,
and motivated executives. But the eflorts of the individual business units
are not coordinated. At best, the units don’t interfere with each other, and
the corporate performance equals the sum of the mdividual business
units’ performance minus the cost of the corporate headquarters. Morc
likely, however, some of the business units’ efforts create conflicts over
shared customers or shared resources, or the units lose opportunities for
even higher performance by failing to coordinate their actions. Their
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2 ATLTIGNMENT

combined results fall considerably short of what they could have achieved
had they worked better together,

The shell’s coxswain is like a corporate hcadquarters. A passive
coxswain consumes valuable space, weighs down the boat, and detracts
from the crew’s overall performance. A superior coxswain, in contrast, un-
derstands the strengths and weaknesses of each rower, studies the exicrmnal
environment, and analyzes the competition. The coxswain then determines
a cleur course of action {or the shell and ensures its implementation by co-
ordinating the rowers for optimal performance. The superior coxswain, like
a well-led corporate headquarters, adds to the performance of the individ-
ual rowers.

ALIGNMENT MATTERS

Each year, the Balanced Scorecard Collaborative selects a few organiza-
tions for induction into the Balanced Scorecard Hall of Fame for Strategy
Exccution.' These organizations have demonstrated successful implemen-
tation of their strategies using a performance management system based
on the BSC.

For example, consider Chrysler Group, the U.S. automobile division
of DaimlerChrysler, which faced a forecast loss of S5.1 billion in CY
2001. The division brought in a new CEO, who used the BSC to com-
municate a turnaround stralegy involving hoth cost reductions and fu-
ture growth through new product development. Despite continued
weakness in the U.S. automobilc market, Chrysler generated $1.9 bil-
lion in profits in 2004 through a combination ol great new car intro-
ductions and major production cfliciencies. Media General, a regional
communications company (newspapers, television, and Internet), used
the scorecard to align its diverse properties to a new convergence strat-
egy and saw its stock increase 85 percent more (han that of its com-
petitors over a four-year period. Korean conglomerate E-Land (retail
apparel, hotels, furniture, and construction) doubled its revenues to $1.1
billion between 1998 and 2003 while increasing profits from S8 million
to S150 million in the samc period.

We have studied the specific management practices used by the Hall of
Fame organizations and compared their practices with those of two other
groups accessed through an online survey: high-benefit users (HBUs)
report that they have achieved significant results through use of the Bal-
anced Scorecard, and low-benefit users (LBUs) claim only hmited benefits

N,
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ALIGNMENT B 3

with their scorecard programs. We classified both groups’ management
practices along the five key management processcs that we have previously
identified as important for successful strategy implementation.®

« Muebilization: orchestrating change through executive leadership

« Strategy translation: defining Strategy Maps, Balanced Scorecards,
turgets, and imitiatives

- Organization alignment. aligning corporate, business units, support
units, external partners, and boards with the strategy

« Employee motivation: providing education, communication, goal set-
ting, incentive compensation, and training of staff

« Governance: integrating strategy into planning, budgeting, report-
ing, and management reviews

Figure [-1 compares the three groups in the levels of excellence they
achicved in strategy management practices. The results reveal a strong
ordinal ranking. The practice levels of the Hall of Fame organiza-
tions exceed those of the other two groups on e¢ach stratcgy manage-
ment process, and the practice levels of the high-benefit users exceed
those ol the low-benefit users on each process as well. Higher per-
formance of stratcgy management practices 1s associated with high lev-
els of benefits received.

The greatest gap between the practices of Hall of Fame orgamzations
and thosc of the other two groups oceurs for organization ahgnment. En-
terprises enjoying the greatest benefits from their new performance man-
agement systems are much better at aligning their corporate, business
unit, and support unit strategies, and this indicates that alignment, much

“like the synchronism achieved by a high-performance rowing crew, pro-
duces dramatic benefits. Understanding how to create alignment in or-
ganizations is a big deal, one capable of producing significant payolls for
all types of enterprises. Our interest in this subject is natural because sur-
veys of sentor executives report that the Balanccd Scorecard is onc of
their (op tools to create organizational integration.”

ENTERPRISE-DERIVED VALUE

Aligning organizational units to create value at the enterprise level gener-
ally gcts less attention than creating value at the business unit (BU) level.
Most strategy theories focus on business units, with their distinct prod-
ucts, services, customers, markets, technologies, and competencies. A
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4 ALIGNMENT

Figure 1-1 Relationship Between Managerial Excellence and Level of Benefits

BSC
Hall of Fame
Crganizations

Level of Excellence of Strategic
Management Practices

: Suecesshul
i {High-Benetit)
i ; BSC Users
3.5 :‘ .
1 — —
| 1 - .
! i : ™ = | Low-Benefit
i -9
I ‘ ¥ BSC Users
L | ;
3.0 . : 7 | .
1- Exagcutive 2-Strategy 3 - Organization 4 - Employese 5 - Governance
Miobilization Translation t Alignment  + Motivation Practices
Practicas Practices | Practices _: Practices

Management Best Practices

Participants rated their level of practice excellence on a 5-point scale
{1 = “We ara awful at this”; 2 = “We are not good at this™; 3 = "We are ckay at ihig™:
4 =*WWe are good at this"; 5 = “We are besi practice at this")

business unit strategy describes how the BU intends to create products
and services that offer a unique, differentiated mix of benefits, called
the customer value proposition, to potential customers. If the value prop-
osition is sufficiently attractive, the customer makes a series of purchases
that creates value for the business unit. In our previous book we discussed
lour value proposition archetypes around which business units typi-
cally compete.*

Best Total Cost Offer products and services that are
consistent, timely, and low cost

Product Leader Ofter products and services thal expand
existing performance boundaries

Customer Solutions Provide 4 customized mix of products and
services, combined with know-how, to
solve customers’ problems

eagleflyiree
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System Platform Provide a platform that becomes thic
industry standard for offering products
and scrvices

Busincss units develop Strategy Maps and Balanced Scorccards Lo help
them gain consensus [or the strategy among the senior cxecutive tcam,
communicate the strategy to employees so that they can help the organiza-
tion implement the strategy, allocate resources consistent with the strategy,
and monitor and guide the strategy’s performance. All these activitics cn-
able the business unit to create value from its customer relationships.

Most contemporary corporations, however, are made up of portfolios
of business units and shared-service units. For a corporation to add valuc
to 1ts collection of business units and shared-service units, it must align
these operating and service units to create syrergy. This is the domain of
corporate or enterprise strategy, defining how the headquarters adds
value” When the enterprise aligns the activities of its disparate business
units and its support units, it creates additional sources of value, which we
call enterprise-derived value.

Value | [ Customer- | [ Enterprise- -
Creation = Derived + Derived
I Value | | Value
Value | " Customer | i Enterprisc k
Creation = Value + Value
Strategy | | Proposition | | Praposition |

For cxample, a corporation might establish a new sales channel that pro-
motcs the cross-selling of products and services offercd by its various busi-
ness units. It might gain economics of scale by sharing an expensive and
critical resource, such as a manufacturing plant, a commeon mformation
system, or a rescarch and development group. Synergies will not occur un-
less the corporate Ievel plays an active role to identify and coordinate oppor-
tunities for integrating the behavior of its decentralized business units. If,
however, the corporate headquarters does not create such synergy—or,
worse, subtracts from the value created by its collection of operating and
service units - -investors can rightfully question why the various units are
bundled together. Sharcholders would receive higher value if the anergystic
(opposite of synergistic) corporation would dissolve, leaving them with pro-
portional ownership in the individual operating companies and avoiding
the cost and bureaucracy of operating the corporate headquarters.

eagleflyires
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6 ALIGNMENT

Corporate strategy describes how an enterprise avoids this fate by creat-
ing value greater than that achieved if its individual units were opcrating
autonomously. We refer to the set of specific cross-business objectives in-
tended to create enterprise-derived value as the enterprise value proposition.

Public-sector and nonprofit organizations face similar issues. The De-
partment of Defense must integrate the efforts of large, powerful units
(such as the Army, Navy, Air Force, Marines, and Dcfense Logistics
Agency) that are well funded and have years of autonomous operation and
tradition. The Royal Canadian Mounted Police must align its diverse func-
tional and regional units, including national police units dealing with inter-
national crime and terrorism, remote units that promote health and safety
in aboriginal communities, and contract policing units that provide
provinces and municipalities with localized traditional police services. The
American Diabetes Association and the Red Cross must unite a multina--
tional network of decentralized units under a common brand and philoso-
phy. Each requires a mcthodology, such as the Balanced Scorecard and
Strategy Map, to clarify, communicate, and facilitate its enlerprise role.

The Enterprise Value Proposition

The four-perspective framework of a business unit’s Balanced Scorecard
describes how thc unit creates shareholder value through enhanced cus-
tomer relationships driven by excellence in internal processes. These
processes are continually improved by aligning people, systems, and cul-
ture. The four perspectives are as follows:

Financial What are our sharcholder expectations
for financial performance?

Customer To reach our financial objectives, how do
we create value for our customers?

Internal Process Whal processes must we excel at to satisfy
our ¢customers and sharcholders?

Learning and Growth How do we align our intangible assets—
people, systems, and culture- to improve
the critical processes?

Each of these four perspectives is linked in a chain of cause-und-etfect
relationships. For example, a training program to improve employee skills
(the learning and growth perspective) improves customer service (internal

eagleflyiree
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process), which, in turn, leads to greater customer satisfaction and lovalty
(customer) and, eventually, increased revenucs and margins (financial).

The four-perspective framework for business unit strategies turns out
to extend naturally for developing an enterprise Balanced Scorecard (see
Figure 1-2). The corporate headquarters does not have customers, nor
does it operate processes that make products or services. Customers and
operating processes are within the domain of the business units. The cor-
poratc hcadquarters aligns the valuc-creating activities of its business
units—enabling them to create more benefits to their customers or Lo
lower total operating costs—beyond what they could achieve by them-
selves if they were operating independently. Thus, the objectives in the
tour perspectives of the enterprise Balanced Scorecard should answer the
following questions.

Financial: How Can We Increase the Shareholder Value of the Business
Units in Our Strategic Business Unit (SBU) Portfolio?

Corporate financial synergy revolves around issues such as where to in-
vest, where to harvest, how to balance risk. and how to create an investor
brand. The corporate headquarters in holding companies and highly di-
versified corporations (such as Berkshire Hathaway, FMC Corporation,
and Textron) creates value mainly by its superior ability to allocate capital
among its operating untts. The corporate value to these diversitied enter-
prises comes from operating an internal capital market that is more eflec-
tive and efficient than if each aulonomous company were an independent
and publicly owned company.

Other corporations, in addition to striving for financial syncrgics
from superior resource allocation and governance processes, play an ac-
tive role in creating synergies among the three other Balanced Score-
card perspectives.

Customer: How Can We Share the Customer Interface to Increase
Total Customer Value?

A satisfied customer is a precious asset. The goodwill generated by a pos-
itive customer relationship translates into the potential for repeat pur-
chases and an extension of the relationship to other company products
and services, particularly those packaged under the same brand. Compa-
nies with homogeneous retail outlets such as retail banks, stores, and
franchisers like Hilton Hotels and Wendy's—seek to promote standardi-
zation throughout their dispersed units to deliver a commeon, consistent

eagleflyiree
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ALIGNMENT 9

customer experience at every location, one that reinforces and enhances
the corporate brand.

In more diversified corporations, a single business unit may initiate a
customer relationship and develop it modestly, but ultimately the unit
may be limited by the breadth of its products or services. Other business
units in the corporation can enhance the relationship by offering comple-
mentary products and services to the same customer. A producer of med-
ical instruments, for example, may have satisfied and loyal customers for
its range of products. But it can generate an additional—and perhaps
more profitable and certainly more stable—source of revenue through
post-sdles service and maintenance performed by the company’s field
services business unit. By expanding the marketing message and redesign-
mg the selling process, corporations can bring the products of several
business units to the customer, thus increasing revenue per customer
through cross-sclling.

For cxample, the former strategy of Northwestern Mutual, a financial
services company, was bascd on providing superior life msurance through
a single sales force of insurance specialists. The company’s new strategy
expanded on this basc by adding a full range of investment products and
advisory services to address the nceds of its customers for financial pro-
tection, capital accumulation, estate preservation, and asset distribution.
Northwestern Mutual created a network of spccialists Lo assist the msur-
ance sales force with the advice and support required to scrve customers
and cross-sell this broader set of services. The corporate role was to create
value by broadening the set of services available to customers, who were
now exposed to the knowledge of the account tcam as well as the capabil-
ities of multiple products that were now linked to create a morc complete
solution. The corporation created tcamwork across business units that
previously had operated autonomously,

Internal: How Can We Manage SBU Processes to Achieve Econamies
of Scale or Value-Chain Integration?
Large organizations have opportunities Lo create economies of scale to
enhance their competitive advantage and shareholder value. The purchas-
ing and distribution processes of Wal-Mart (private seclor) and Defense
Logistics Services (public sector) operate al a scale thal rivals the GNPs of
small countries. Every multiunit corporation can create scale economies
by examining common processes required by its multiple business units.
For cxample, one corporate department in a retailer such as The Lim-
itcd contracts for and manages real estate used by all retail outlets.

aya H@ H /f Ty
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10 ALIGNMENT

Another corporate-level department negotiates supplier relationships for
all the business units. Avwtomobile manufacturers, such as Daimlet-
Chrysler, coordinate the design and development of new products on a
global basis, In our earlier books, we described how the marine engineer-
ing division of Brown & Root created value by integrating the offcrings of
its previously independent engincering, design. fabrication, installation,
and logistics business units so that it could supply a complete, turnkey so-
lution to customers.

Learning and Growth: How Can We Develop and Share Our

Intangible Assets?

Perhaps the greatest opportunity for a beneficial headquarters role is to
develop and share critical intangible assets: people, lechnology. culture,
and leadership. Professional scrvicc organizations such as SAS Institute
(software), Accenture (consulting), and Schering (pharmaceuticals) con-
sciously manage the movement of ideas throughout their enterprises.
Citicorp and Goodyear wcre pioneers in creating a global culture by ro-
tating 4 cadre of cxecutives in their worldwide offices to support their
strategies for global expansion. Organizations like British Petroleum
(BP) have centralized IT organizations that sharc the sophisticated,
specialized knowledge of IT professionals with diverse organizational
units. Intangible asscts have become a new force in business strategy.
They present an opportunity, and a mandate, for headquarters offices
to manage them in a way that creates synergy and sustained competi-
tive advantage.

Figure 1-3 summarizes various sources of entcrprise-level svnergics,
organized by the four perspectives of an enterprise Balanced Scorecard.
We describe and illustrate this structure in more detail in Chapters 3
and 4, where we describe successlul private, public, and nonprofit enter-
prise applications.

THE ALIGNMENT SEQUENCE

Figure 1-4 shows a typical sequence used to creale enterprise-derived
value. The process starts when the corporate headquarters articulates an
enterprisc value proposition that will create synergies among operating
units, support units, and external pariners. The enlerprise Strategy Map
and Balanced Scorecard articulate and clarify corporate priorities and
clearly communicate them to all business and support units,
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Aligning Enterprise Headguarters with Operating Units

After the corporate headquarters develops its strategy and value proposi-
tion, each business and support unit develops its long-range plan and Bal-
anced Scorecard to be consistent with the enterprise scorecard. The
process helps business units balance their challenging tasks. They, of
course, must be formidable competitors in their local markets. They often
choose their targeted customers and the valuc proposition to be offered to
customers and then develop their people, systems, and culture to enhance
internal operating processes, customer management processes, and inno-
vation processes that deliver value to customers and their corporate par-
eni. Business uni{s must also contribute Lo corporate-level synergies,
incorporating corporate themes, servicing corporate customers, and mte-
graling and coordinating with other business units for additional sources
of value crcation. Business unit Stratcgy Maps and Balanced Scorecards
niust reflect both local excellence and corporate contribution. We discuss
such alignment in Chapters 3 and 4.

Aligning Internal Support and Service Units

Next, shared-service units, such as human resources, information technol-
ogy, finance, and planning, develop their long-range plans and Balanced
Scorecards to support the strategies of the business units and cnterprise
priorities. For example, the enterprise value proposition may reguire that
the human resource department create synergy by developing new pro-
grams to recruit, train, retain, and share key personnel throughout all or--
ganizational units. It enterprise strategy dictates an emphasis on risk
reduction from terrorism, for example, then the mformation technology
department can lead a disaster planning and prevention program that ap-
plies to all units. To be effective, internal service units must undcerstand the
enterprise strutegy and must align their activitics with that stratcgy.
Traditionally, howcver, companies have treated their service units 4s
discretionary expense centers. Bach year, during the budgcting process,
they decide how much they can spend on each service unit. and then, dur-
ing the subsequent year, they monitor service units’ actual cxpenses
agiinst budgeted amounts. Treating these units as discretionary expense
centers does little 1o align them to serve their customers: the internal busi-
ness units and the corporate headquarters. Creating Strategy Maps and
Balanced Scorecards for service units enables companies to create incre-
mental enterprise value through alignment of the units’ custorer, process,
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and learning and growth objectives with the business unit objectives. The
process transforms service and support groups from cxpense centers to
strategic partners. Chapter 5 describes the process of creating Strategy
Maps and Balanced Scorecards that link service unit strategies with cor-
porate and business unit strategies.

Corporations have followed various paths to align business and
shared-service units. Somgc have started by defining strategy at the head-
quarters level and then cascading this strategy to all operating and service
units. This logical and orderly process has occurred within some highly
structured, hierarchical entcrprises, such as the U.S. Army and Petrobras,
the Brazilian national oil, gas, and energy company, Alternatively, many if
not most corporations have started their Balanced Scorecard programs in
a single business unit or even a service group. These corporations did not
want the BSC program to be viewed as one led and mandated by head-
quarters. They deliberately started the program bottom-up, postponing
the definition of the enterprise value proposition and enterprise-wide
coordination until all the operating units were on board with the new
management system. We discuss these various implementation paths n
Chapter 6. '

Aligning External Ovganizations

Beyond the alignment of internal business and service units, an enterprise
can cxploit additional alignment opportunities by formulating plans and
scorecards that define relationships with its board of directors and exter-
nal pariners, such as customers, suppliers, and joint ventures. The CEO
and CFO can use the Balanced Scorecard to enhance corporate gover-
nance and to improve communication with shareholders. Companies
align their boards of directors with the strategy by making the enterprise
and businegss unit Strategy Maps and Balanced Scorecards the board’s
central mformation resource. Some companics go further, working with
their boards to construct Strategy Maps and scorecards for the boards
themselves, The map and scorecard describe the board’s objectives for in-
vestors, shareholders, regulators, and the communily, dcline the critical
board processes that must be performed well to deliver on constituents’
expectations, and identify the skills, information, and culture required of
the board and its deliberations.

Once the board has become comfortable with the description and
measurement of strategy in the cnterprise Balanced Scorecard, the CEQ
and CFO can use the enterprise BSC to structurc communication and dis-
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closure with shareholders. Several companies are communicating their
Strategy Maps in annual reports to shareholders and are using BSC mea-
sures as the framework for discussions and conference calls with analysts.
Effective governance, disclosure, and communication reduce the risk
taced by investors when they entrust their capital to company managers,
and thereby lower the company’s cost of capital. We discuss these appl-
cations in Chapter 7.

Building a scorecard with an external partner—a key customer, sup-
plier, or joint venture partner—provides another opportunity to create
value through alignment. The process enables the senior managers of the
two entities to work together to reach a consensus about the objectives for
the relationship. The process also builds understanding and trust across or-
ganizational boundaries, leading to lowered transaction costs and reduced -
misalignment between the two parties. And the scorecard itself provides
the cxplicit contract by which interorganizational performance will be
measured. Without a Balanced Scorecard, external contracting focuses on
financial measures, such as price and cost. The scorecard provides a morc
general contractual mechanism that allows the venture to explicitly incor-
porate measures of relationship, service, timeliness, innovation, quality,
and flexibility, as well as cost and price, as we discuss in Chapler 8.

MANAGING ALIGNMENT AS A PROCESS

Each of the activitics we have identificd is an opportunity to create syn-
ergy and value. Most organizations attempt to create synergy, but in a
fragmented, uncoordinated way. They do not view alignment as a man-
agement process. When no one 1s responsible for overall organization
alignment, the opportunity to create value through synergy can be missed.

To create synergy, we require more than a concepl and a strategy. The
enterprise value proposition defines the strategy for value creation
through alignment, but it doesnt describe how to achieve it. The align-
ment strategy must be complemented with an alignment process. The
alignment process, much like budgeting, should be part of the annual
governance cycle. Whenever plans are changed at the enterprise or busi-
ness unil level, executives likely need to realign the organization with the
new direction.

The alignment process, of necessity, should be cyclic and have a top-
down bias. The targeted corporate synergies should be defined at the top
and realized in the business units. Just as the CFO coordinates the
budgeting process, a senior executive should coordinale thc alignment
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process—a responsibility for the Office of Strategy Management (OSM).
The annual planning process provides an architecture around which the
alignmeni process can be cxecuted. Following arc the cight alignment
checkpoints (see Figure 1-4) for corporate, business units, and support
units of a typical multibusiness organization to hit during the annual
planning process.

1. _Enterprise value praposition: The corporate office defines strategic
guidelines to shape sﬁ‘ategies at lower levels of the organization.

2. Board and shareholder alignmeni: The corporation’s board of di-
rectors reviews, approves, and monitors the corporate strategy.

3. Corporate office to corporate support unit: The corporate strategy is
translated wto those corporate policies that will be administered
by corporate support units.

4. Corporate office to business units: The corporate priorities are cas-

caded into business unit stratcgics.

Business units to support units: The strategic priorities oi the busi-

ness units are incorporated in the strategies of the fun(,tlonal sup-

port units.

6. Business units to customers: The priorities of the customer value

‘proposition are communicated to targeted customers and reflected
n speciﬁc customer feedback and measures. -

1. Business support units to suppliers and other exiernal partners: The
shared priorities for suppliers, outsourcers, and alliance partners
are reflected 1n business unit strategies.

8. Corporate support: The strategics of the local business support

 units reflect the priorities of the corporate support unit.

LAh

Using these eight checkpoints as a point of reference, an orgamzation can

measure and manage the degree of alignment, and hence the synergy, being

achieved across the ent'er_'[“)r_i_sc._Organizations that master this process can
create competitive advantages that are difficult to distodge. Tn Chapter 9,

we discuss this ongoing process of sustaining alignment. It requires the’
modification of cxisting management processes so that they stay focused

on identifying and capturing corporate-level synergies.

Although it is not strictly part of organizational alignment the pri-
mary focus of this book—the enterprise must also align its emplovees and
management processes with the sirategy. Having aligned and integrated
strategies at all organizational units yields little if employees are not aware
of the strategy and arc not motivated to help their organizational unit im-
plement it. Enterprises must have active policies to communicate, educate,
motivate, and align employees with the strategy. They must also align
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their ongoing management processes—for resource allocation, target sct-
ting, initiative management, reporting, and reviews—with the stralegy. In
Chapter 10, we discuss these additional alignment processcs.

CASE STUDY: SPORT-MAN INC.

We illustrate many of the alignment issues with a disguised casc study,
Sport-Man Inc. (SMI). The company founded in 1925 to manufacture
and market men’s work boots. Its early success was atirtbuted to a classic
waterproof, lace-up boot thal became the standard for workers in con-
struction, farming, and other professions that require strenuous outdoor
labor, SMI built a successful national sales base from its headquarters in
Massachusetts by establishing channels with large department and spe-
cialty shoe stores.

During World War II, SMI received a large contract from the U.S.
Army that put its combat boots on the feet of more than two million sol-
diers. Tts success carried into the postwar boom economy. Building on the
Sport-Man brand, the company added a line ol hiking boots and became
more aware of opportunities for growth in the leisure market. In the
1960s, it added a line of men’s casual shoes sold through company-owned
retail stores. The 1970s saw a diversification into men’s clothing, a new line
of business (LOB) that [ocused on outdoor clothing for work or play. The
clothes soon became synonymous with the “hunter look.” Capitalizing on
the growth of suburban malls, SMI soon had more than one hundred re-
tail stores, mostly in the Northeast. During the 1980s, it took the product
nationwide, with outlets in more than four hundred malls.

Growth slowed in the mid-1990s. Sport-Man was a great brand, but
its market for men’s outdoor shoes and clothing had become saturated.
A comprehensive strategy review revealed that the Sport-Man brand
could be extended to other apparel lines. Furthermore, its retail foot-
print in major malls throughout the United States provided an cxccl-
lent channel for opening new stores for the new product lines. The new
retail stores could be located in space contiguous to existing Sport-Man
stores to make for convenient cross-selling opportunities with existing
customers. Finally, SMI’s competency, developed over the forty-year
postwar period, 1n sourcing products from factories in Europc and Asia
would allow rapid growth in its new apparel lines, as well as permit sig-
nificant cost econonues.

Thus, the company cmbarked on its first major diversification program
in thirty years by broadening its offerings under the Sport-Man brand.
The specifics of the stralegy were as follows:
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+ Add two new lincs of business to complement the two current lines
of men’s shoes and men’s outdoor clothing:
» A new LOB of men’s casual clothing
- A new LOB focused on sporting goods: clothing, athletic shocs,

and equipment

. Achicve distribution synergies by sharing real estate in the four hun-
dred malls that SMI already occupies.

- Share customer lists and credit cards with the ncw businesses.

» Share the company’s competency in product purchasing.

« Share key management skills with the ncw LOBs.

Financially, SMI had dual objectives: maintain market share in its cote
outdoor shoes and clothing product hnes and grow the new LOBs Lo a
similar share over the next five vears. SMI would harvest cash from 1ts ma-
ture businesses 10 invest i the growth of the new businesses.

SMT’s executives recognized that this strategy requircd cxtraordinary
alignment and teamwork throughout the business lines. They wantcd
customers to view each brand as a stand-alone business, but they wanted
the business units to cooperate by redistributing cash among them and
sharing customer lists. credit cards, rcal estate, vendors, technology, key
employees, and knowledge. With the exception of rcal estate, current
businesses had been allowed to manage themselves independently, so the
teamwork required by the new strategy would be a significant change.

SMI management turncd to the Balanced Scorecard to help create the
necessary organization alignment in the following ways:

« Clearly deline corporate’s strategy for each of the business units and,
in particular, how they would work together to create synergy.

- Align the business units with the corporate strategy.

» Align the support units with the business unifs.

- Create a governancc process to ensure that alignment is perpetu-
ally maintained.

Figure 1-5 shows the first step in this process: the creation of the en-
terprise scorecard, which describes how synergy will be created. Financial
synergy at SMI will be achieved by using the surplus cash flow from the
matare businesses to invest in the growth of the new businesses. The cor-
porate measure, sales growth per store, emphasizes that existing stores
must participate in normal industry growth while the new stores experi-
ence targeted revenue growth. The corporate scorecard also measures the
amount of cash flow generated and invested.

e e
eaglellyiree


https://sharifstrategy.org/strategy-books/

2a.A]je)0re

‘https://sharifstrategy. org/strategy-books/

i brary Books:

Buneys sonoeid-1seg
(Ueld 'sA) SWSISAS LOWILIOY

XopLI Juaubiny

uaneol jEs Aoy
gseupes) [endes vewny

‘abpajmouy pue sweisis Aey aeyg =
qwswubie uoezivebio elgal) =

‘8|Ms pue sqol o1Bses BiByS =
2In1onJIsepu| ayl ping

4519588 8|qIBuel tno
aieys pue doloAap oM LB2 MOH,

JuSLYINg JBPIO

suiney

anjel; aucisninpy

100§ auenbs Jad soeg

‘1onpoid ajgenal pue Apenb-ybiy o
88800 aJNSUs 0} sdwstauped wWis-Bug) ping =

9|29g JO SoloL097 Buinos

“OipeN
pueIg-55010 9feINoous o] SISISND |eW pIing ®

Sal101S uoljeunsaqg

LLuoneifaiu vieys-enes
10 8{B0S JO SEIWOU0IS SABILSE 0]
sessaooid Nggs ebeuew om ued Mo,

(seoys Buung
“68) AoBayea JUBUILLOP Ul aleys 19YIB

{ywmaub [enuue) 1awlolsno Jad sees [0

SI2WIOISND UOWLIOD WOl BNUSAS 9

‘saloboemEo
IWBUILLOR pUNQJe SpUklg ayou pling =

‘sasseUisng ymold
MBU 0} 8seq Jowalsnd ainjew ajeifiy w

siawolsny) ajelbiy

spueld ping

LLEN[EA JBWQISND
[210] 85R&I2U] 0] 8JBHBIL
1BWINISND 2} BIBYS 9M LIED MOH,,

MO} YseD 8314

[eA9] JusWwisaall aifajeng

(21015 1ad) umeld sajeg

"§9SSAUISNY SNBW LWOI) YSBD JS9AIRH W

‘sasseusng Ymall ul 1seaul Alassaibiby =

Umoiry papund Ajjeusaju)

LLolnopiod Nas
N0 jo anjea Jepjoyaleys
a3 9SeIDUl M UBD MOH,,

sabasuig

"auj uB-Hodg 18 pieasloag asudisiug ay)l  g-f 8inbiy

- . —— —lhine



https://sharifstrategy.org/strategy-books/

Li brary Books: https://sharifstrategy.org/strategy-books/

20 ALIGNMENT

The customer synergy comes [rom sharing SMI’s currenl customer
basc with the new businesses. The corporate customer mceasure, percent-
age of revenue from conumon customers, monitors this objective directly,
and arnual growth in sules per customer emphasizes the importance of
cross-selling across product lines.

SMI expected three sources of internal process synergies: (1) using a
dominant product category Lo attract the customer into the store (mea-
sured by the category marker share), (2) sharing rcal cstate in malls by
building clusters of SMI stores and brands (measured by sales per square
foot and multistore iraffic); (3) purchasing economies ol scale (measured
by returns and order fulfillment).

Finally, learning and growth synergies would be achicved by rotating
experienced professionals {0 key jobs in the new companies (key staff ro-
tation), by sharing computer systems {common systems versus plan) and
knowledge (best-practice sharing), and, finally, by creating full organiza-
tion alignment (alignment index).

This enterprise scorecard captures the essential elements of the overall
strategy (alignment checkpoint 1). It provides SMI with the top-down
guidance from corporate to the business and service units that needs Lo be
reflected 1n their strategic planmng,

Figure 1-6 shows how the business units translate the corporatc score-
card into their own busincss unit scorecards (alignment checkpoint 4).
The primary distinction is between the mature businesses and the growth
businesses.

From a financial perspectlive, the mature businesses are expected to
generate positive cash flow by maintaining their revenues (same-store.
sales) and improving productivity (inventory turns and expense growth).
The corporate objective from the customer perspective requires the shar-
ing of customers across business units. All businesses measure the same
objectives: shared customer revenues and sales per customer. The maturc
businesses will focus on customer fovalty, whereas the new businesses will
emphasize customer satisfaction, a precondition for customer loyalty.

In the internal process perspeclive, all business units monitor their
brand recognition in the markerplace. They also monitor sales and market
share 1n targeted categories. The growth businesses {ocus more on the ac-
quisition of new customers, measuring new credit curd accounts. All busi-
ness units monitor the samc measures regarding sourcing: retfurns
(surrogate for poor quality} and order fulfillment.

Ohjectives and measures for the learning and growth perspe-:.twe are
the same for all business units, reflecting the sharing of people (strategic
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job readiness), technology (strategic system readiness), and knowledge
(best-practice sharing). The alignment index measures the extent to which
the goals of corporate are formally aligned with those of the business
units. For example, 87 percent of the measures on the corporate scorecard
appear directly on the business unit scorecards. Two measures are unique
Lo corporate: (1) investment level, a measure of how much is being invested
in the growth busincsses, and (2) key staff rotation, which measures the ex-
tent to which corporate is facilitating the movement of key stall. The
strategic job readiness measure 1n the business units reflects the success
from such employce mobility. Approximately 80 pereent of the measures
on the business unit scorecards are held in common. This reflects not only
the similarities of the business units but also the significant amount of
sharing occurring across the business units.

The corporate service units help the business units execute the corpo-
rate prioritics (alignment checkpoint 3). For example, the key stafl rota-
tion objective would require 4 program run by the corporate human
resource department to select, cultivate, and place the employecs.

Figure 1-7 describes the Balanced Scorecard of the purchasing divi-
sion {alignment checkpoint 8), which selects and manages the vendors
that manufacture the shoes, clothing, and equipment that SMI sclls. The
products are designed to SMI specifications. Good vendors offer the fol-
lowing features: excellent quality, innovative styles, reliable dclivery, fast
development of new products, and perfect order fulfillment. Selecting and
managing a high-quality stable of vendors are keys to the entire opera-
tional part ol SMI's strategy. It is particularly important that the ever-
changing needs of the business units be understood and translated into
contracts with reliable vendors.

The purchasing department serves as the intermediary in creating
alignment between the needs of the business units and the vendors. A re-
lationship manager from purchasing is assigned to each of the business
units. Her role is to be a stratcgic partner, managing the product sourcing
needs of the business unit. Each year, as part of the annual planning and
budgeting process, purchasing negotiates a service agreement with each
business unit (alignment checkpoint 5). The service agreement discussion
starts by examining the long-range plan, Stratcgy Map, and BSC of the
business unit.

From this plan, the relationship manager and the business unit head es-
tablish performance measures and targets for eight parameters of pur-
chased goods (€.g., quality, delivery, and price), as shown in Figure 1-7, and
this constitutes the service agreement for the subsequent year. Each quarter,
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the business unit provides written customer feedback describing its assess-
- ment of the performance of the purchasing department against the cight
parameters in the service agrecment. This feedback provides the customer
score on the purchasing division’s scorecard and is used as the agendafora
quarterly meeting between the rclationship manager and the business unit
head to discuss performance. The purchasing division uses an identical ap-
proach to link 1ts numerocus vendors to itself and to SMI's business units
through scorccards and service agreements (alignment checkpoint 7).

To ensure that organizalion alignment is managed as a continual
process, SMI management has made the cascading and integration ap-
proach a permanent part of its management calendar. As shown in Figure
1-8, the annual strategic planning process begins in March with an update
of SMT’s three-year forecast and strategic issues. In June, the corporate ex-
ecutive team meets to translate this strategic thinking into an updated cor-
porate value proposition, Strategy Map, and BSC. In July. the business
units update their strategies and cascade the corporate scorecard into up-
dated business unit Strategy Maps and BSCs. Soon after, the cascading
process i1s continued with service units for their strategy updates. In Scp-
tember, the Board of Directors reviews the corporate, business unit, and
service unit strategies, with accompanying Balanced Scorccards. Simulta-
neously, SMT updates service agreements and scorecards with its external
partners, the key manufacturing vendors.

The budgeting process begins in September and continues through
year end. During this time, the finance officer and the strategy manage-
ment officer review, select, and fund strategic inttiatives. The service units
(inalize service agreements with the business units. Final approval and
presentation of the budget to the board take place in December.

Finally, each individual in the organization develops a personal score-
card. The objectives and targets on those scorecards for the following vear
are agreed to 1n December, These scorecards are linked to the business
unit or service unit scorecard to which the person belongs, thus ensuring
complete top-to-bottom alignment.

Figure 1-9 summmarizes the strategic alignment of Sport-Man, Inc.,
using the alignment map to describe the eight alignment checkpoints.
SMI has particularly strong alignment on seven of the eight checkpoints,
Only the customer interface (checkpoint 6) lacks a clear, defined align-
ment mechanism. This 1s not unusual in retail segments having large num-
bers of active or potential customers, where statistical measures of
customer satisfaction or focus groups are used 1o monitor the customer
interface. Business-to-business sectors with a relatively small number of
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Figure 1-9 Organization Alignment Map at Sport-Man Inc.

Weak

customers—such as chemicals, electronics, and engineering services—
tend to use more formal mechanisms, such as service-level agreements, to
creale customer alignment.

SMI has clearly defined its corporate role and uses scorecards and
service agreements to align the corporate strategy with business and ser-
vice unit strategies. It uses corporate, business unit, and servicc unit score-
cards to communicate and gain approval of the strategy with its board of
directors. During the subsequent year, the board monitors the success of
the strategy through gquarterly scorecard updates. SMI aligns personal
performance plans with the strategies of their business or support umnits.
SMI has created a tight web of alignment that [ocuses the energies of the
entire organization and its stratcgic partners on achieving an ambitious,
integrated strategy.

SUMMARY

Corporations must continually search for ways to make the whole more
valuable than the sum of its parts. Alignment 1s critical if enterpriscs are
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to achieve syncrgies throughout their business and support units. A ncw
mcasurement and management sysicm, based on Strategy Maps and Bal-
anced Scorecards, helps corporations define and capture the benefits of
organizational alignment. '

Belore proceeding to the process for creating a corporate-level Strat-
egy Map and Balanced Scorecard to describe the enterprise value propo-
sition, we embed our approach in an historical perspective. Chapter 2
describes how organizations have struggled for more than a century to
find the ideal structures to manage their strategics. We believe that the
search for the perfect structure will remain frustrating unless companies
also use a third lever—their mcasurement and management systems—to
align structure with strategy.

NOTES

1. Information on the Balanced Scorecard Hall of Fame can be found at
http:/fwww.bscol.com/bscolfhof.

2. These are the five principles documented in R. 8. Kaplan and D. P. Norton, The
Strategy-Focused Organization: How Balanced Scorccard Companies Thrive in the
New Competitive Environmen! (Boston: Harvard Business Schoot Press, 2000).

3. D. Righy, Management Tools (Boston: Bain & Company, 2001).

4. R. 8. Kaplan and D. P. Norton, Strategy Maps: Converting Intangible Assets into

Tungible Ouicomes (Boston: Harvard Business School Press, 2004).

. The lollowing are among the important relerences on corporate strategy:

A. D, Chandler Jr., Strategy and Structure: Chapters in the History of the Indus-
trial Enterprise (Cambridge, MA: MIT Press, 1962); Scale and Scope: The Dy-
nepnics of Industrial Capitaliss (Cambridge, MA: ITarvard Universily Press,
1990); and “The Functions of the HQ Unit in the Multibusiness Firm,” Strafegic
Management Journal (1991): 31 30.

M. E. Porter, “From Competitive Advantage to Corporute Strategy,” Har-
vard Business Review (April-May 1987): 43-59,

B. Wernerfell, “A Resource-based View of the I'irm,” Strategic Management
Jovrnal (1984 171-180.

M. Goold, A. Campbell, and M. Alexander, Corporate-Level Straregy: Cre-
ating Value in the Multibusiness Company (New York: John Wiley & Sons, 1994);
A Campbell, M. Goold, and M. Alexander, “Corporate Strategy: The Quest for
Parenting Advantage,” Harvard Business Review (March—April 1995): 120-132.

D, J. Collis and C. A. Montgomery, “Competing on Resources: Strategy in
the 1990s,” Harvard Business Review (July—August 1995): 118-128; “Creaiing
Corporate Advantage,” Harvard Business Review (May June 1998): 70-83; and
Corporate Strategy: Resources and the Scope of the Firm (Chicago: Irwin, 1997).

C. Markides, “Corporate Strategy: The Role of the Centre,” in Handbook of
Strategy and Management, 1st cdition, eds. A. Pettigrew, H. Thomas, and R.
Whittington (London: Sage Publications, 2001).
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of Management (1991): 99 -120.
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K. M. Eisenhardt and S. L. Brown, “Patching: Restitching Business Portfo-
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6. R.S. Kaplan and D. P Norton, “The Oflice of Stralegy Management,” Harvard
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