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Abstract: In recent years the question of measurement of the financial performance of an
enterprise has been frequently asked. The current economic environment is characterized by
constant change. The development of the business environment has bought a completely new
approach to the measurement of the financial performance of enterprises. In a market-oriented
economy, enterprises are especially focused on the growth of their market value, based on
their corporate strategies. The evaluation of enterprise success in a simple and quick way is
one of the most important requirements set by owners and investors. The latest findings from
the area of company management clearly show that for the long-term success of enterprises it
is not enough to evaluate the history using the financial indicators. Enterprises must be
watched and evaluated systematically, whereas the main task of management should be to
employ new methodologies and management tools. One of the models used for the
management of company performance is the Balanced Scorecard model, also taking into
account — besides the traditional financial criteria — non-financial criteria.
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1. Introduction

Under current economic conditions, enterprise managements must quite often deal
with the question of how to set the criteria of success, i.e. how to set the required
goals. The basic goal of the vast majority of enterprises is the long-term growth or
market value maximization through corporate strategies. Constant change, bringing
new obstacles on the one hand and new opportunities on the other, are quite
characteristic for current economic development. Significant changes in the business
environment are notably related to the phenomenon called “globalization”. Under
these conditions the enterprises realize their activities without any protection against
their competitors. In order to grow even further — or at least to survive — they must
flexibly respond and adapt their activities to the tough conditions of the competitive
environment. The faster the enterprise registers, analyzes and reacts to the change,
the more successful it is in the market. Flexible strategy and the measurement of
future strategic performance have become more important for the effective
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management of companies. A correctly set strategy for the survival of a company in
the contemporary competitive environment is essential.

Capital market consolidation leads to an increase of the influence of shareholders
who call for the constant growth of the profitability of their investments. Thus the
shareholders emerge from behind the scenes and the maximization of shareholder
value is promoted more loudly. These changes also mean a new approach to the
evaluation of company success and have evoked a reaction from economists about
which metrics and methods should be used to determine and measure company
performance.

The financial performance of an enterprise is one of the most important indicators
to measure the enterprise’s competitive position and to determine how attractive it
actually is in the eyes of potential investors. Therefore the company’s performance/
efficiency shall not only be measured from the quantitative point of view, but also
with regard to quality. Therefore the conventional financial measurement of company
performance based on past results is no longer efficient enough and must be completed
by non-financial performance measures. The question is how to measure company
performance and what methods should be applied. Economists from all over the
world have been dealing with this question on a daily basis. There are many
approaches and methodologies for business performance measurement. We can
perceive business performance measurement from both financial or non-financial
perspectives [14].

The basic presumption for the successful development of a company in the
present globalized environment is a correctly defined vision and strategy further
broken down to particular strategic goals. One of the methods that helps to implement
the corporate strategy in this way is the Balanced Scorecard (BSC) methodology.
The aim of this methodology is to transform vision and strategy into specific goals,
metrics and actions. Their realization will then facilitate the effective implementation
of the strategy into the company management and the orientation of the company not
only on the results of past activities, but also on the securing of success in the future.
BSC methodology is not a static tool as it allows for the continuous updating of goals
and metrics and their subsequent adaptation to the newly emerging conditions.

2. Stimulations behind the development
of value-based management theories

In the 1980s the economic theories dealing with the issues associated with financial
management were focused on the management of enterprise value. The amount of
improvement of company equity is considered as the key criterion of success under
the concept of value-based management.

The value-based management concept has its roots in American business schools.
The main reason for the more extensive application of the value-based management
concept was — as stated by Neumaierova [10, p. 15] —the boom in the field of business
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consolidations and acquisitions realized in the USA, especially in the late eighties
and at the beginning of the 1990s. The aim of these consolidations and acquisitions
was to come up with such strategies, the realization of which would improve the
value of the company in order to avoid consolidation/merger with other businesses.
This new management concept was quickly applied in business practice and gradually
spread to Europe [10].

The primary goal of an enterprise is to maximize the wealth of shareholders,
which means that financial managers must strive after the maximization of the
enterprise market value. This goes hand in hand with the commitment of management
to duly consider the positive as well as negative (risk) factors connected with all
individual decisions to be made. But how can financial managers recognize that their
decisions are either good or bad? This is assured by the market itself — it sends the
required signal. Shareholders who are not satisfied with the management actions
may sell their shares. If this is the case with multiple shareholders, the stock’s value
will go down. This would be a clear signal for the management, pointing to inadequate
decision-making and a kind of remainder of the main purpose of their employment.
The enterprise is considered as a kind of coalition, and therefore value-based
management is perceived as a tool for the improvement of value for all parties
concerned. This means that if the company maximizes its value for owners
(shareholder value), it also improves its value for other parties concerned (stakeholder
value).

2.1. Enterprise performance definition

The term “enterprise performance” has been used quite frequently in recent times,
however some clear definition is missing. The term is mainly used to describe the
key essence of the enterprise’s existence — its success and ability to survive. The
purpose of enterprise performance measurement is to evaluate the state of the
enterprise, which is considered as important for later decision-making by owners and
management. Moreover it is a necessary presumption for the further successful
management of the enterprise. Performance is often equated to efficiency, which is
the ability of an enterprise to achieve certain results. In this regard it is possible to
define company performance as the ability to make the best of its resources and to
increase its value on a permanent basis. Another possible definition is offered by
Solai and Barto$ [13, p. 19] “enterprise performance is defined as the level of
achievement of predefined results by individuals, groups, organization and its
processes”. Another definition by Neumaierova and Neumaier [9, p. 24] may be
applied as well, saying that “enterprise performance is generally connected with the
growth of market value, i.e. the effort for the most efficient use of own as well as
foreign capital aimed at the maximization of market value in the long-term. This is
closely connected with profit generation or at least the creation of conditions for the
generation of profit in the future”. From these definitions it is obvious that each
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enterprise should strive after the most efficient utilization of its own as well as
foreign resources. There is no conflict between the definitions mentioned above,
however each of them sees company performance and efficiency from a different
perspective.

While measuring business performance, the purpose must be clearly defined —
this means it must be clear who will make use of the results measured. Different
requirements will be set by owners, managers, creditors, banks, investment
companies, financial authorities and rating companies. Also the time factor is very
important (the period the measured results relate to). We can measure the business
performance in the past, assess the current performance or focus on the expected
future development of the company. Another question, as mentioned by Neumaierova
[10, p. 13], is “for whom the value is created (maximized) by the company” — whether
for owners of capital (shareholders) or other parties concerned (stakeholders). The
stakeholder group includes internal stakeholders represented by providers of capital
— owners, creditors, employees and managers, and external stakeholders represented
by suppliers, customers, municipality, government etc. The answer to this question
can be found in what was said by Brealey [1, p. 13] “imagine company net income
as a cake with many people claiming their stake (piece of cake). These people are
managers, employees, creditors as well as other shareholders who provided their
money to the company. All these entities, claiming their piece of cake, are mutually
interconnected by various contracts, stipulations as well as gentleman’s agreements”.
Another question would be “who is concerned in the results of the company
performance?” The group of evaluating entities is quite wide. Internal entities cover
owners, management, employees or trade unions. Entities from outside the company
are investors, customers, banks, business partners, government as well as the general
public. Each of these entities judges the results on the basis of their own criteria so
the views of individual economic entities may differ significantly. Owners and
investors, for instance, strive after the appreciation of their capital invested in the
company. From the investment point of view it is necessary for them to know that
their investments are treated in their interest. On the other hand for the management
it is important that the company prospers, has a stable stake in the market as well as
a liquid and profitable operation. Employees are especially concerned about optimum
salaries, keeping their jobs in the company as well as about the social benefits the
company offers. For customers it is important that the company estimates their needs
and requirements correctly, offers them a premium product on time and for a
reasonable price. Suppliers require the company to pay their receivables on time and
therefore they especially check the level of indebtedness, liquidity and solvency.
Business partners require the company to meet its obligations towards them on time
as their existence depends on the company’s vitality. And finally the government is
mainly concerned in the information regarding payments of taxes and the proper
utilization of subsidies, if any [3; 4; §; 9; 10].
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2.2. Requirements for enterprise business performance

The contemporary fast development of the business environment evoked many
questions that subsequently led to the creation of new methods and management
systems, often based on completely different principles than we were used to in the
past.

With regard to the measurement of company performance the purpose must be
defined — who will make use of the information collected The effort of the decision-
making subject aimed at the maximization of the company value may be further
limited by community interests. Such a community comprises of the company mana-
gement, company employees (including their families); local citizens, government,
institutions, creditors, suppliers, customers, competitors, etc. Each of these parties
may have different requirements but all of them are concerned with the long-term
existence and the good health of the company [14; 18].

Another quite important aspect is the period the evaluation refers to. Company
performance may be measured in the short-term, using such methods as EVA
(Economic Value Added), CFROI (Cash Flow Return on Investment), CVA (Cash
Value Added) and other financial metrics. On the other hand, company performance
must be closely monitored in the long-term — which is based on corporate strategy
—as well. A well-known methodology for the measurement of company performance
in the long-term is the Balanced Scorecard methodology that combines both financial
and non-financial metrics and measures.

A basic requirement imposed on the metrics showing company performance is to
provide for the correct estimation of the company’s situation and to clearly interpret
(on the basis of the results of such metrics) the actual level of performance of the
company. Company performance is usually assessed for a longer period such as a
year or six months, and therefore there must be some space for the company’s
performance management that supports operational, tactical and strategic mana-
gement. Nowadays the metrics should be designed in a way so that they support the
long-term performance of the company, i.e. they must facilitate the realization of the
overall strategy. It is therefore obvious that the metrics should not only measure, i.e.
evaluate past results, but also create the conditions for the effective management of
the company and work upon (affect) the future development. Therefore no conflict
between company strategy and the performance metrics is allowed, as it could lead
to antagonistic pressures in the company and probably also to a decrease of
performance.

Specific performance metrics and measures have their positive and negative
aspects and each company has its specific conditions that must be considered
carefully when choosing the relevant metric. Should these specifics not be considered
during the selection of metrics, it could lead to the incorrect interpretation of results
and poor decisions. Such a failure could be one of the reasons for the future decline
in the company’s performance [14].



122 Helena Jacova

3. History of methods used for enterprise performance measurement

The importance of the value-based management concept has been recently growing,
especially because of worldwide globalization and the related interconnection of
markets. Value-based management may be easily labeled as the new managerial
paradigm. From the accounting assessment point of view, only those companies that
generate profit are considered as being successful. This perspective is however — from
the value-based management point of view — quite deficient, as it is important to earn
such profit so that — according to Neumaierova [10, p. 12] — the following statement
applies: return on capital invested by owners > alternative costs of own capital.

Until now many criteria have been developed to express the level of business
performance/efficiency. These criteria are based not only on theoretic knowledge,
but also on practical experience. While looking at the history of business performance
measurement indicators, we can see a clear development and changes of opinions in
individual generations. This development of opinions is clearly shown in Table 1
below [1; 10].

Table 1. Development of an enterprise’s financial performance indicators by generations

Generation | Gen 1 Gen 2 Gen 3 Gen 4 Gen 5

Target Profit Profit growth | Return on capital | Creation of value | Long-term strategic
margin employed for owners management

Indicators | Profit/ Profit ROA, ROE, ROI | EVA, MVA, Market value

used sales maximization CFROI, SVA maximization

ROA — return on assets; ROE — return on equity; ROI — return on investment; EVA — economic
value added; MVA — market value added; CFROI — cash flow return on investment; SVA — sharcholder
value added.

Source: [11].

From the table it is obvious that the first and second generations are only aimed
at the evaluation of profit, sales and margin of profit. The next two generations are
slightly more focused on indicators such as return on capital employed, investment
or the currently preferred indicator referred to as EVA (economic value added). The
move from the traditional financial indicators to modern indicators used for business
performance measurement is obvious. The latest fifth generation is focused on the
strategic system of business performance measurement that does not assess company
efficiency using the financial indicators only, but uses some non-financial indicators
as well.

The methods used for enterprise performance measurement can be divided into
three basic groups:

a) traditional approaches to enterprise performance measurement,

b) modern approaches to enterprise performance measurement,

¢) complex management models.
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3.1. Traditional approaches to enterprise performance measurement

Traditional managerial approaches to company performance are mostly based on the
financial analysis of the company as an important analytic tool. The essence of the
financial analysis is a comparison of the data collected. The resulting information is
used for the assessment of the general financial situation of the company, helping to
reveal the company’s strengths and weaknesses. In the literature and in practice we can
see multiple methods and approaches to financial analysis. The disadvantage is that
neither the procedures nor the terminology of financial analysis are legislatively
stipulated and therefore it may be quite difficult in some cases to compare not only
different companies, but sometimes even the individual stages in the history of a single
company. Most of the traditional indicators make use of the information from financial
statements as input data for financial analysis. This is often criticized as these data are
not adjusted by risk and inflation factors, thus ignoring the current value of money as
well as the opportunity costs. Another disadvantage is the fact that the resulting
information is only focused on the economic situation of the company. The results
of the evaluation do not talk about market position, do not consider the influence of
competition, image of products and innovations. They also do not reflect the quality
of employees and the level of fulfillment of the company mission. Another problem of
traditional indicators used for business performance measurement is that they cannot
do without additional information. This information relates to the development
of liquidity, solvency, indebtedness, structure of assets or financial structure. These
additional information is also taken from the financial analysis of the company.

Financial analysis metrics do not allow to discover all the financial problems the
company may suffer from. On the other hand, financial measuring is considered to
be easily comprehensible and data are readily available from the financial statements
of the company.

Amongst the traditional indicators of the company’s financial performance are
the indicators of the absolute value of profit which may be expressed in multiple
ways. Other traditional indicators are the indicators of the rate of return, expressing
the efficiency of the resources spent, as well as the cash flow indicators.

Despite there being many critical comments against the financial analysis, it is
still considered as one of the most important tools of financial management. Financial
analysis evaluates the past and current development of the company’s operation
from various points of view, thus giving some solid resource data for future decision-
making [1; 4; 9; 11].

3.2. Modern approaches to enterprise performance measurement
Based on the criticism of the traditional indicators, new approaches to business

performance measurement were developed. Traditional indicators measure the
business performance on the basis of accounting data. This is the reason why recently



124 Helena Jacova

companies prefer to measure their performance from the perspective of market value
growth. As stated by Matik and Matikova [8, p. 12], modern indicators for business
performance measurement should meet the following four criteria. The should have
as a close relation to shareholder value as possible, where this relation should be
demonstrable by statistical calculations. Another criterion is the widest possible use
of information and data from the company’s accounting system, including indicators
from the financial statements of the company. The purpose of this requirement is to
reduce the labor input needed for the calculations and also to improve the level of
communicativeness in practice. The third criterion is the ability of indicators to
overcome the existing objections against the accounting indicators of financial
efficiency. It is particularly necessary to include the calculation of risks and consider
the amount of locked-up capital. Finally the fourth criterion is to allow for business
performance measurement together with company valuation. The above mentioned
requirements for modern indicators used for business performance measurement
should be completed by two more important aspects. As stated by Pavelkova and
Knapkova [11, p. 43], the indicators should facilitate the clear and transparent
identification of their links to all levels of management and also they should support
value-based management.

It is quite difficult to find business performance measurement indicators that
would meet all the above mentioned requirements. The modern financial indicators
used for business performance measurement cover the economic value added, market
value added, shareholder value added and cash flow return on investment [8; 11].

3.3. Complex management models

The task for management is to make use of new management methods and tools. In
the last few years, performance measurements were preferentially realized on the
basis of market value. To be able to estimate the future success of companies more
reliably, new indicators are being searched for that will not be exclusively based on
financial statements. Financial indicators on their own are not good enough as they
usually provide historical information only and almost nothing for instance about the
value for customers, satisfaction of employees, attractiveness of products, satisfaction
of customers, potential for technical innovations, qualification growth of employees
etc. Non-financial indicators and measures have been started to be used more widely
to help companies to better compete with their competitors and also to meet the
individual needs of all stakeholders. These methods and models are aimed at history,
present time and especially at the future. The individual methods and models may be
used independently or combined, as deemed necessary. A company that wants to be
successful and have some competitive advantage must include in the performance
measurement both financial and non-financial criteria, in consonance with corporate
strategy [9; 17].
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For practical use there are many complex approaches available. One of them is
TQM (Total Quality Management) developed in the 1960s in Japanese companies.
This model is aimed at quality management. In order to implement TQM successfully,
it is important to determine and understand customer requirements and to implement
such measures so that production will run without any defects. Also the stimulation
program must be implemented to motivate the employees for the achievement of the
quality goals. Model Excellence was developed by the European Foundation for
Quality Management (EFQM). This model is widely used in Europe. It applies the
principles of TQM and is suitable for all types of organizations no matter what their
size and function. From complex approaches to business performance measurement,
we can mention the fundamental managerial conception MBO (Management by
Objectives) developed by P.D. Drucker. This method is based on the setting and the
mutual acknowledgement of goals and the subsequent assessment of the level of
their achievement. The goals must be set in all areas of activities and each decision
made must be in full compliance with the overall goal. Another well-known method
is BSC (Balanced Scorecard) developed in 1992 by R.S. Kaplan and D.P. Norton.
The main essence of BSC is the setting of goals, indicators and intentions on the
basis of the company’s vision and strategy. The indicators are then viewed from four
basic perspectives: financial, customer, internal business processes and learning &
growth. In theory as well as in practice, we can find even more methods and models
used for business performance management and measurement. Because of limited
space we can neither mention nor briefly characterize all of them.

4. Balanced Scorecard methodology

Until the 1980s the success of enterprises depended mainly on the utilization of the
economy of scale, i.e. how efficiently the enterprises were able to apply new
technologies, allowing them to realize the mass production of standard products.
Since the end of the twentieth century, with the so called information age, managers
atall levels have had to be able to assess the business performance of their companies.
For this purpose they need to have a set of tools allowing them to assess the individual
activities of the company and also to monitor the fulfillment of the set goals.

The most widely known representative of the complex performance measures is
the Balanced Scorecard method. Its authors, Robert S. Kaplan and David P. Norton,
pointed to the insufficiency and limitations which were typical for financial indicators
and presented a brand new methodology. This methodology supplements the
originally preferred financial indicators of past company performance with brand
new measures of future company performance [2; 5].

During the period of preparation of the new model for the management and
measurement of company performance, it was suggested to the project team to
enhance the model (scorecard) by non-financial criteria (as well as the standard
financial criteria). Thus the scorecard was extended to a multidimensional scorecard
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Financial perspective

To be financially successful,
how should we act towards
our shareholder?

Customer perspective Internal business processes

. .. VISION In order to make our customers
In order to realize our vision, AND STRATEGY

\ 4

how should we act towards and shareholders satisfied,
our customers? what business processes should
l be the best in class?

Learn
and Growth perspective

In order to realize our vision,
what should we do to maintain our
ability to adapt and continuously
improve ourselves?

Figure 1. BSC framework — four perspectives

Source: [11, p. 195].

referred to as the “Balanced Scorecard”. This new model measures the performance
of the company using four balanced areas: value (financial), customer, internal
company processes and employees (learning and growth). These four basic areas are
referred to as “perspectives” as they significantly affect the future development of
the company and are therefore significant not only for the evaluation of the company
as a single unit but also for the evaluation of particular internal departments and
sections of the company. Their mutual interconnection is the basis for the BSC
framework allowing to establish a balance between short-term and long-term goals,
financial and non-financial metrics, internal and external performance factors, hard
and soft metrics and causes and consequences, as shown in Figure 1. Company
mission and strategy are, using the BSC model, converted into specific goals, plans
and measures [5; 11].

4.1. BSC development and implementation

What are the reasons that motivate companies to implement BSC? As the first reason
we can mention the transfer of strategy into common practice. The success of each
company is based on the selected strategy. The lifetime of strategies has been
diminishing recently and therefore each strategy must be realized as quickly and as
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effectively as possible. With any strategy we may have, BSC provides us with a
mechanism for the conversion of the strategy into specific procedures, metrics and
goals as well as allowing us to monitor their realization. One of the most important
tasks for managers is to set such goals that will be based on the overall strategy of
the company. Another reason for BSC implementation is to make reporting more
transparent. Clearly set metrics demonstrating the performance of the company give
clear and transparent information about the results achieved. Until now many
companies used so called operational controlling (internal accounting) for information
management, but managers were not satisfied with this method as it produced plenty
of non-transparent data without any reporting value which was hardly utilizable for
decision-making and management. The BSC system makes not only the internal
reporting, but also the external reporting, more transparent. The third reason for BSC
implementation is the fact that this system also affects the development of plans.
Companies are often trying to speed up and simplify the process of planning. BSC is
a part of strategic planning and despite it possibly extending the long-term planning
time, operational planning time is considerably reduced — which means the total time
dedicated to planning is reduced too. The last reason for BSC implementation is the
criticism of the system of metrics which are mainly based on financial data. Excellent
management also requires non-financial information, which is hard to get without
BSC being implemented.

The implementation of the BSC method is not a one-shot action, but rather an
extensive and constantly developing process that is changing and improving over
time. The implementation of the management system with BSC support does not
only mean the application of the four basic BSC elements to the relevant production
(business) unit, but also the total reorganization of the management system. BSC
implementation may be divided into five steps: a) establishment of organizational
presumptions b) strategy clarification ¢) BSC creation d) deployment process
management — BSC implementation in the whole company and assurance of quality/
documenting results e) provision for continuous use of BSC, i.e. its integration into
the existing managerial and control systems, into the planning and reporting systems
as well as supporting BSC by suitable computing resources.

As stated by Malikova and Horak [7, p. 58], “at the present time most
multinational companies and large corporations use ERP systems for their own use,
but this trend tends to include middle sized and small companies too. On the other
hand a segment of middle sized and small companies use other ERP systems than
SAP in the Czech Republic that are cheaper regarding the purchase and maintenance
of the system” [7].

Before BSC is implemented in a company, a SWOT analysis should be made in
order to find out the strengths to be further promoted and developed. It should also
focus on the opportunities that could be used for the benefit of the company. Of
course weaknesses and threats should not be forgotten as they can easily become
a barrier to setting the proper strategy.
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Another step is the setting of strategically important goals. The company must
determine the strategic goals for each perspective. Strategic goals are not mutually
separated and independent, but interconnected and interacting. When goals are set,
metrics must be determined to measure the level of fulfillment of each particular
strategic goal, making it more precisely set and limited. Each goal represents the
state we want to achieve in future and there must be a metric (indicator) to be used
for the monitoring of the goal’s achievement history. Of course there are also goals
we cannot measure — this is usually not a matter of theory, but rather the problem of
practical realization — the determination of the metric may fail due to a lack of the
necessary knowledge or an unwillingness to experiment. While determining financial
metrics we can rely on long-term experience. As for non-financial metrics and
measures, we must rely on other disciplines such as statistics, psychology, etc (as we
are dealing with a rather new approach here). Also with an incorrectly set goal
(unclear or too general) it is very hard to determine the appropriate metric. In an
optimal case we would have one metric for each goal, but in practice this is hardly
achievable. We can, however, use BSC methodology even in cases where we could
not determine the metrics for all strategic goals. The metrics should be oriented on
the future and be clear. They should never ask for the creation of new jobs. Metrics
should also be linked to a rewarding and recognition system. Their number should be
reasonable and the metrics should also be well balanced, i.e. financial metrics should
not predominate.

On the basis of such goals it is necessary to determine the main (key) goal or
a few goals, if appropriate. Relations and linkages must be determined amongst the
key goal and all the other goals, as well as the directions of interaction. Relations and
linkages amongst goals are indicated in the strategic map. An important step for the
preparation of a strategic map is the determination of so called “key success factors”
as a basis for future success when treated properly by the company. The key success
factors are determined for each BSC perspective independently, but the linkages
amongst particular key factors are determined as well. On the other hand there are so
called “critical success factors” that may jeopardize the future prosperity of the
company. The creation of the strategic map is quite important as it has multiple
functions. The most important functions cover the communication function that
helps to bring the strategy to all employees. It also has an explanatory function that
determines the relationships amongst goals, their causes and consequences. The
visualization function illustrates the goals of the company, including the relationships
and linkages amongst the goals [2; 5; 12].

Despite BSC implementation looking like an easy task at first glance, considerable
costs are required for the system’s maintenance. Another problem of these manual or
semiautomatic systems is the processing of a huge amount of data. For each metric
in each particular perspective not only a target value must be determined but also an
alarm value. The visualization of values achieved may be assured by a “traffic light”
where green c indicates satisfaction with the value achieved. On the other hand
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orange or red indicate the insufficient value of the metric. In such a case it is necessary
to suggest an action or measure to improve the situation — a simple justification of
the unsatisfactory values is not enough.

As already mentioned above, specific metric must be determined for each
strategic goal in order to be able to verify whether strategic goals are being fulfilled.
Each company determines the various goals and various metrics for such goals. The
value measured must be compliant with the content of the related strategic goal. The
following Table 2 shows only some suggestions of the metrics and indicators to be
assigned to individual strategic goals within the scope of BSC implementation.

Table 2. Suggestion of metrics/indicators for the measurement of strategic goals
by individual perspectives

Perspective Strategic goal Metric/indicator
Financial Business value improvement Annual EVA
Pretax earnings
Increase of sales
Reduction of costs for capital | WACC
Capital structure (equity vs. total capital)
Customer Acquisition of new markets Number of new markets (customers)

Sales from new markets

Flexible response to customer
requirements

Required time (its reduction) for meeting the
customer requirements

Number of complaints admitted

Internal processes

Improvement of production
efficiency

Productivity of machinery

Usage of materials

Extension of product portfolio

Number of products offered compared to the
previous period

Learning
and growth

Improvement of educational/
training system

Individual training plan

The amount of expenses for education

Corporate culture improvement

Employee satisfaction

Improvement of teamwork

Number of training sessions

Source: author’s own suggestions.

The individual indicators must be monitored on a regular basis and a person
assigned to each indicator responsible for its planning. Most of the indicators are
monitored on a monthly or quarterly basis. The monitoring and assessment of
measures and indicators on a short-term basis helps to provide a sufficient amount of
up-to-date information for the proper management and fulfillment of strategic goals.
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Strategic goals, as shown in Table 2, by particular perspectives, may be visualized.
For this purpose it is necessary to determine the mutual relations amongst particular
goals — which goal affects other goals as well as where there are links amongst the
goals. This is shown in the strategic map.

The proposal of the set of measures and indicators is quite a demanding task. In
big companies it may even take more than a year. This task should be assigned to
qualified staff from all key areas of the company. These people are usually quite busy
and therefore big companies outsource this task in cooperation with external
consulting companies.

Each company is a specific entity and therefore it is impossible to determine all
the factors affecting the successful implementation of the enterprise’s performance
management system. Even so, here are a few basic requirements and preconditions
for the successful implementation of the performance management system in an
enterprise:

e The company must clearly and transparently formulate its visions and strategies,
in accordance with the value-based management principles.

* The key performance indicator must be linked to the strategic vision. The gene-
ration of the value for the owner shall be the utmost goal of the company.

* Financial and non-financial indicators must be determined, quantifying the out-
comes of company activities and actions. There must be clear rules for the inter-
pretation of results.

* A person must be appointed as the one responsible for the fulfillment of the rele-
vant indicator.

e The rewarding (and incentive) system must be linked to the fulfillment of indica-
tors (meeting goals).

* Conditions must be created for any change of indicators and priorities based on
the changes in business.

* Plans must be prepared for the generation of value, both at corporate level and at
the level of individual operating units.

* The relevant information system must be used for planning, management and
control of processes.

The whole process of the performance management system implementation
must be implemented/managed on a project basis. The idea must be supported at all
levels of the organization. Getting support from all employees is never easy, as the
performance management system’s implementation always creates a certain pressure
on the transformation of corporate culture. It always calls for the reinforcement of
responsibilities and cooperation based on mutual trust. The implementation of direct
responsibility for the outcomes of individual activities is not always considered as a
good step, especially at lower levels of the organization [11; 16].
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5. Conclusion

The concept of value management has recently become more and more important as
all economic subjects have to face worldwide globalization and the interconnection
of markets which leads to the development of conditions suitable for the increase of
shareholder value. Also in Europe we are witnessing the gradual establishment of an
integrated market with a unified currency. Therefore value management becomes
more topical even for this area of the world economy.

One of the clear advantages of the BSC model is the analytic nature of this tool
and the balance between financial and non-financial indicators, between the past and
future, between causes and consequences. The financial and non-financial indicators
must be retrievable from the company’s information system and available to
employees at all levels of the organization. Each and every employee must understand
the financial consequences of their decisions and actions. The top management must
understand the driving forces ensuring long-term financial success.

Evaluation of company performance using financial metrics is quite common in
practice and well justified, but it does not allow for a clear analysis of casual relations.
The company must be monitored and evaluated in a systemic way. Financial metrics
are not sufficient enough as they do not cover the qualitative aspects of elements and
relations in the company’s system. The conflict between the need of the company to
be competitive on a long-term basis and the rigid model of financial accounting
unblocked some space for a new methodology — the Balanced Scorecard. Financial
metrics are no longer sufficient for the determination of strategy of companies in the
contemporary information age. Companies must come up with such a strategy so
that their investment into customers, suppliers, processes, technologies and
innovations create some added value.

The BSC model is one of the most complex systems for the strategic management
of a company, allowing to measure the level of performance achieved. The main
importance and strength of this model can be seen in a well-balanced selection of
financial and non-financial indicators, and moreover it improves communication
amongst various levels of management and employees. The model is however not
uniform for all companies and therefore each company must come up with its own
set of indicators and measures, based on its specific conditions and strategic goals.

The BSC model however does not only bring positives, it has its negative sides
as well. The BSC model is only focused on strategic goals, it does not illustrate the
general goals of the company. Therefore the fulfillment of such general goals must
be monitored using a system of operational controlling, not by means of BSC. While
implementing the BSC model, a certain deflection from the company’s overall policy
may be experienced. It may be also difficult to provide a real interconnection between
the strategies and operational activities so the strategies can be implemented at all
levels of the company. It is recommended to select a limited number of indicators in
order to implement the BSC model efficiently. However the complex image of
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company performance may be distorted by omitting some of the indicators. The
issue of non-financial indicators is also rather complicated, as they are often not
perceived as a reliable source of information by future investors.

In conclusion we can only add that the application of suitable metrics and the
selected strategy leads to an improvement of company performance and also its
competitiveness in the market. The improvement of competitiveness not only brings
benefits to the shareholders, but also to employees, customers, suppliers and
government.
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POMIAR I ZARZADZANIE
EFEKTYWNOSCIA PRZEDSIEBIORSTWA

Streszczenie: Na przestrzeni ostatnich lat coraz wigcej uwagi poswiegca si¢ kwestii oceny
efektywnosci finansowej przedsigbiorstwa. Cechg charakterystyczng wspotczesnego srodo-
wiska ekonomicznego sa nieustanne zmiany. Rozwoj srodowiska biznesowego umozliwia
nowe spojrzenie na ocen¢ efektywnosci finansowej przedsigbiorstwa. Przedsigbiorstwa w go-
spodarce zorientowanej rynkowo daza przede wszystkim do wzrostu wartos$ci firmy, co wyni-
ka ze strategii przedsigbiorstwa. Prosta i szybka ocena efektywnosci przedsigbiorstwa jest
jednym z najwazniejszych wymagan stawianych przez wiascicieli i inwestorow. Wiedza
z zakresu zarzadzania wskazuje na to, ze jezeli przedsigbiorstwo chce odnosi¢ sukcesy
w perspektywie dlugoterminowej, sama ocena minionego rozwoju przy wykorzystaniu
wskaznikoéw finansowych jest niewystarczajaca. Przedsigbiorstwo nalezy monitorowac i oce-
nia¢ systemowo, a zadaniem zarzadzajacych jest wykorzystywanie nowych metod i narz¢dzi
zarzadzania. Jednym z modeli stosowanych w zarzadzaniu efektywnoscig przedsigbiorstwa
jest model Balanced Scorecard (Zrownowazona Karta Wynikow). Model ten obejmuje,
oprocz kryteriow finansowych, takze kryteria niefinansowe.

Stowa kluczowe: Balanced Scorecard, cele, finansowe kryteria pomiaru, niefinansowe kryte-
ria pomiaru, strategia, zarzadzanie wartoscia, wlasciciel, efektywno$¢ przedsigbiorstwa.



