As a successful businessperson,
you already know that hard numbers are impor-
tant. Revenue, labour costs and net profit are just
a few of the things to keep a close eve on. But
consider the situation faced by Glenmarie Land-
scapes in early 2003, A well-established landscape
contractor in business since 1982, Glenmarie faced
a staggering loss of over $80,000 on significantly
lower 2002 revenues of $545,000. True, there had
been considerable change in the business environ-
ment — upstart competitors were entering the mar-
ket with low price strategies, and customers were
seeking out alternative options — but the company
quickly realized that if it wanted to survive another
20 years and beyond, it needed to look for sources
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of value beyond the tangible measures. Enter the
concept of the balanced scorecard.

The balanced scorecard was first introduced in
1992 by Rebert Kaplan, a Harvard Business School
professor, and David Norton, an information
technology consultant, In the Harvard Business
Review, they contended that financial measures
were no longer adequate for managing companies.
Instead, intangible measures such as customer
satisfaction, on-time delivery, service quality and
reputation also needed to be considered for a
company to be successful over the long-term. The
management of Glenmarie Landscapes realized
that even though it had been prospering financially
in previous years, its success had actually blinded it
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to trouble down the road. The lack of focus on other
measures such as customer satisfaction and busi-
ness efficiencies made it competitively weak, and
when other players in the industry pulled ahead
on those measures, the result was the astonishing
loss in 2002.

Making the case for the

balanced scorecard approach

You may be a large retail garden centre or whole-
sale nursery grower pulling in multi-million dol-
lar revenues per year, or you may be a small lawn
care company or landscape contractor with annual
revenues of less than $1 million. Wherever you
are on the size spectrum, if you operate your
business in an external environment of change,
a balanced scorecard approach can help you. It
can link your long-term strategy with short-term
actions. It can make vour strategy tangible and
understandable to all your people, and it can help
you integrate your management team. The premise
is simple: what gets measured gets done. If all you
measure is the financial aspects of your business,
then those are what will drive the behaviour of
your staff. But if you incorporate other intangible
measures into your strategy, then the behaviour
will change.

Think of a balanced scorecard as the instru-
ment panel in the dash of your car. If all you do is
focus on the speedometer and ignore the messages
you receive from the fuel gauge, the odometer, the
radiator temperature gauge and the warning light
panel, your car won't run successfully for very long.
Good drivers focus on all the information their
instrument panels give them. Good managers do
the same.

The components of the

balanced scorecard

An ideal balanced scorecard, not surprisingly, is
balanced. 1t is balanced between tangibles and
intangibles, short- and long-term measures, and
leading and lagging (historical) indicators across
four perspectives: financial, customer, internal
business and learning-and-growth.



The financial perspective

Let’s look at the most obvious perspective first. The
financial perspective tends to he the keystone of a
company’s strategy. It includes such measures of
profitability as revenue, sales growth, net profit,
cost trending, market share and return on invest-
ment. Whether you're tracking your sales, expenses,
or how well you're using your assets, this is all use-
ful information, and necessary to manage your
business. But it's not enough. The balanced score-
card takes you further.

The customer perspective

The customer aspect of the balanced scorecard
includes such measures as customer satisfac-
tion, percentage of returns, on-time delivery and
percentage of complaints. Consider three major
areas in this perspective: attributes of your product
or service (functionality and price), your level of
customer service as perceived by your customers
and your company’s image and reputation. Some
of these are easier to measure than others. It would
take some additional work, but you could track
percentage of returns and on-time delivery if you
chose to. However, measuring intangibles such as

customer satisfaction and loyalty are a little more
difficult. For that reason, this component of the
balanced scorecard tends to get ignored. Glenmarie
Landscapes was no exception: they realized that
they had never monitored a7y aspect of the cus-
tomer perspective.

The internal business perspective

The internal business aspect focuses on efficiency
and quality measures. To run
a profitable company over the
long-term, your management
needs to utilize your resources
effectively and efficiently.
Efficiency measures are a
useful reflection of how well
you and/or your staff man-
ages your business. If you're a retail garden cen-
tre, inventory turnover may be a useful measure.
Inventory turnover is the speed at which you move
your inventory, and it can tell you how popular your
merchandise is, how effective your sales force is,
and how well managed your assets are. Day’s sales
outstanding (DS0) and the equivalent accounts
receivable turnover are measures of how well you're

To run a profitable
company over the
long-term, your
management needs to
utilize your resources
effectively and efficiently.

collecting your receivables and thus whether you're
bringing cash flow into the organization. This is
a good efficiency measure for virtually any orga-
nization, If you sell goods and services on credit,
then tracking your DSO will give you valuable
information about how well your collection efforts
are going. When Glenmarie Landscapes went back
and reviewed its records for the past two years, it
discovered that, over the period, its DSO had gone
up from 32 days to 48 days. In
other words, it was now taking
Glenmarie Landscapes 48 days,
on average, to collect its debts:
debts that, in the past, took 32
days to collect. If this measure
had been tracked, action could
have been taken much sooner
with customers who weren't paying promptly, and
some of the losses they now witnessed could have
been reduced.

The learning-and-growth
perspective

The learning-and-growth perspective is the most
frequently overlooked of the four perspectives, and

7
ALL OF THE
MOSTTRUSTED
LEADING
NAMES IN
WATER GARDENING
PRODUCTS INCLUDING
~CAL PUMPS
*HOZELOCK
*DANNER
*SAVIO
*FIRESTONE
*ECOLOGICAL LAB
~MANY MORE!

A GREAT PLACE TO BUY WATER GARDEN PRODUCTS...THAT SELL.
MARKETERS, AGENTS AND DISTRIBUTORS TO THE GARDEN INDUSTRY.

www.manchesterproducts.com

Atruly unique
water garden variety!

. Water gardening is hot and that’s why we have an amazing array of water feature products
that your customers will love. From the classic, timeless favourites to some of the most
innovative and creative water features that you'll ever see, we have it all.
Plus, we invite you to draw upon our knowledge, experience and expertise
in determining a water product mix that is right for your store and customer.
One call, one order, one invoice. It doesn’t get any easier than thi

o oL
MANCHESTER"Jf
PRODUCTS

REQUEST MORE INFORMATION OR
A FREE CATALOGUE: 1-800-265-5139

LANDSCAPE TRADES ~ September 2004 27




paradoxically, probably the most important for
companies that want to be around for the long-
term. In today's business environment, it doesn't
take long for the competition to catch up with
you. If you're the first lawn care company to offer
pet-safe products, it won’t be long before all the
others do. If you're the first retail garden centre to
offer a free delivery service, it won't be long before
your competitors do the same. In other words, if
you want to be around for the long-term, you've got
to constantly be innovating — continually finding
new revenue sources and expanding into new mar-
kets — and that means you have to have a superior
and solid employee base.

It's your sales representative in the field who
can tell you that your customers are asking for a
pet-safe product. It’s your sales floor staff who
can tell you that customers are asking for delivery
services. But your staff has to recognize the po-
tential @d communicate that to others in the
organization, so your company can take positive
action. Not surprisingly, it is difficult to develop
measures for the learning-and-growth perspective;
however, some of the more commonly used (and,
therefore, relatively easy to measure) indicators
are employee turnover, employee training, and
the results from annual employee surveys. When
asked, the management at Glenmarie Landscapes

acknowledged that it had never once considered
measuring employee turnover; yet once considered,

it was obvious that employees had been jumping
ship and joining the competition at increasing rates

Financial perspective

Glenmarie Landscapes Balanced Scorecard

Source of information

Revenue ) Financial statements -
Sales growth Calculated from the financial statements
Net profit Financial statements

Return on investment

Customer perspective

Customer satisfaction with work quality
Customer satisfaction with personnel
Customer satisfaction with value received
Likelihood of recornmending to athers
Likelihood of hiring again

Survey conducted after job completion

Survey conducted after job completion

Calculated from the financial statements

Survey conducted after job completion

Survey conducted after job completion

Survey conducted after job completion

Internal business perspective
Days sales outstanding (DSO)

Calculated from financial information

Asset turnover

Calculated from financial information

‘Work quality - number of return visits fo same job
‘Worker efficiency

Learning-and-growth perspective

Employee turnover
Employee training
‘Employee satisfaction

Employee perbebtion of workplace

as a learning-and-growth environment

Tracking of number of return visits
Tracking of revenue generated per worker by job

Calculated from labour records ol
Calculated as number of training hours per employee
“Annual employee survey
Annual employee survey
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over the past three years. If only they'd known!

Leading and lagging indicators

So far, the balance between tangibles and intangi-
bles, and short- and long-term measures probably
makes sense. But what about the balance between
leading and lagging indicators? Tn 1996, Robert
Kaplan wrote a follow-up book titled 7he Bal-
anced Scorecard: You Can't Drive a Car Solely
Relying on a Rearview Mirror. In other words, if
your measures simply lock at what has happened,
you probably have a lagging indicator. While the
past can be a predictor of what may happen in the
future, you can't rely on it. Your scorecard will not
be balanced unless you also try to consciously mea-
sure what could happen. Enter the leading indica-
tor, 2 way to try and measure what could happen.
For example, market share is a financial measure
that can be a strong leading indicator, particularly
when looked at as a trend over a period of years.
Measuring customer loyalty can be a strong leading
indicator, again, particularly when looked at as a
trend over a number of years. Similarly, measur-
ing turnover (inventory, receivables, or assets) over
time will give you a strong indication of where
management’s efficiency is going,

External and internal benchmarking
On its own, the balanced scorecard is an excellent

tool to manage your company
over the long-term. It can be
made even more useful if you
then compare your results
with those of your com-
petitors, This comparative
approach is called external
benchmarking. But exter-
nal benchmarking is easier
said than done! The obvious challenge is getting
access to your competitor’s information. If your
competitors are publicly-held organizations, some
of that data may be easily available from pub-
licly-released information. But regrettably, that’s
not usually the case. Fortunately, for a fee, many
industry associations and private consulting firms
are now consolidating and providing this data to
companies.

Whether or not external benchmarking data is
easily available for your company, you can still get
some of the benefits of benchmarking by conduct-
ing internal benchmarking. Internal benchmark-
ing is very effective in organizations with many
small business units and/or relatively autono-
mous sites that are engaged in similar activities.
If your operation has several locations, then internal
benchmarking could be a viable option. It is simply
looking within your organization to determine if
other locations are performing similar activities,

Measuring turnover
(inventory, receivables,
or assets) over a period
of time will give you

a strong indication of
where management’s
efficiency is going.

and then comparing and de-
fining the best practices observed.

Whatever happened

to Glenmarie
Landscapes?

In 2003, Glenmarie Landscapes
adopted a balanced scorecard
approach. Attheend of theyear, the
company still faced an annual loss, but over-
all revenue had grown, and the percentage
loss had dropped to less than 3 per cent (from
over 14 per cent in 2002). In 2004, it continued
to track positively and expects to close the year
with a solid profit and return on investment. And
yes, the customer, internal business, and learning-
and-growth measures are all trending positively
as well.

Nofe: Glenmarie Landscapes is a fictional com-
pany. However, it is a composite of several actual
companies that the author has talked to and
worked with in her consulting practice. =

Merge Gupta-Sunderji is a professional speaker,
author and learning consultant who gives people

in organizations specific and practical tools

to help them communicate and work more
effectively with their staff and colleagues.

Contact her at wuw.imergespeaks.com
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