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Briefly what is Value Based Management

Value Based Management 

Value Based Management
 is adopted by most companies to some degree with or without their acknowledgement of same. The definition of Value based management is broadly focused on maximisation of shareholder value most obviously focuses on 

· Creating Value (Strategy)

· Managing for Value

· Measuring Value

As well, the above are conducted in the context of 

· the corporate mission (business philosophy),  

· the corporate strategy (courses of action to achieve corporate mission and purpose),  

· corporate government (who determines the corporate mission and regulates the activities of the corporation),  

· the corporate culture,  

· corporate communication,  

· organisation of the corporation,  

· decision processes and systems,  

· performance management processes and systems, and 

· reward processes and systems,
There is significant literature surrounding the subject. As well many Organisations have tried to encapsulate it within balanced scorecards with varying degrees of success. Unfortunately in most cases it’s the items not on the scorecard that catch management by surprise and destroy value or in some fortuitous cases add value more by accident than design. In other cases scorecards fail as they are not based on true causal factors of performance so misses the mark or they are oversimplified so as to cause them to be ineffective when used as a control tool.
Why is it important?, 
Value based management implies end to end understanding of cause and effect in value creation. That is an understanding of strategic initiatives and how they change underlying performance not just in next plan period but future periods also (value improvement is not always linear), In terms of underlying performance, change management affecting future years should be excluded from results from the current period being assessed, as well, causal relationships should exist in the business architecture used for reporting ongoing performance management and measurement. 

Strategy should be developed with a “to be” vision in mind to fall short of the vision is not a crime but to target mediocre improvements leads to sub-optimal medium to longer term results. VBM as we see it assumes that performance is throughput based, Process driven and activity views are a result not a driver so both revenue and cost drivers should be aligned to Value drivers and then to the value chain so that performance relative to market can be assessed. So the assessment starts with Market then segment then channel then interaction with the customer over channels then Products & services sold over those channel interactions then processes required to deliver the product over the channel broken into the mega process groups and then the servicing processes required to manufacture/support the products & services and associated features. The model is then complete and throughput & causal based.
Without the above, Value will not be assessed appropriately leading to poor decision making and behaviors.
We have templates that assist in the development of each of the items mentioned above specifically for each customer. These categories are then fed into the model and metrics found for each during the data gathering phase.
Strategy not well done?
Strategic Market and Environment Reviews (SMER’s) if done are rarely tested economically/financially as usually no scenario modeling capability exists – We provide both templates and generic and specifically developed scenario modeling capability. Most companies have now scrapped this activity of give it little credence as it is not integrated into operational performance management systems. 
SWOT analysis, one could play terminology bingo with most documents, usually never link to gap analysis and subsequent investment plans or operational change management plans so fall short of finding bottlenecks in performance
We prefer SMER’s and provide templates and systemization of same.

Flaws in approaches to Managing & Measuring Value.

The ineffectiveness of Financial accounts (traditional P&L analysis)  and or management accounts (responsibility based cost centre reporting) and reporting of past or existing performance to clearly provide solutions to problems arising now or on the immediate horizon is widespread and a continual issue with leadership teams as it fils to be predictive. Balanced scorecards arguably just provide a summary of the frustrating past performance picture and usually only provide clues of what to do to about improvements in Value. 
Predictive analytics with modelling is arguably the answer
Compounding this and further frustrating management are cultural issues within most Organisations. Managerial Pride and ego still abounds and rather than focus on shareholder value management still behaves culturally in myopic ways. How many times have we heard “.. give me the solution, don’t just come to me with the problem..”, I thought managers were paid to manage and think through solutions ! Or the anarchical or “time manager” culture of meetings on meetings where one only has a 5 minute window to deal with complex cross Organisational issues “so focused on being focused that they actually leave the Organisation without focus”
Many companies have failed the portfolio test in that in attempting to segment into portfolio’s and with associated EVA or other measures set ignore “maximization of group” or shareholder values tests. This is particularly the case when the business involved are part of the same or linked in the same overall value chain. A portfolio is a set of disparate business with potentially different risk and performance profiles not a set of business aligned in a value chain that was too difficult to manage as one entity which is the outcome of most “Unbundling” attempts. Alignment of the businesses and understanding their complementary causal factors and measuring same with optimal group performance in mind is a better model.
Most Organisations are able to manage and measure value to perceived satisfactory levels in some cases that reflect over emphasis on historical and thereby ignore value creation (strategy), most have little real strategic capability and often no desire to estimate or model value, thereby fail to take action to improve Value creation capability let alone maintain it. Modelling value has an important role in portraying and aligning often diverse management thinking and can be cohesive particularly in organisations that are portfolio inter-dependant seeing the implications one silo based attitude has on the overall results.

In most cases the booming Superannuation/Investment market and associated players have forced management towards a more quarterly results focused culture and there is little resistance as the market penalizes often brutally, companies that provide “surprises”.  Investment choices and Organisational internal guidelines particularly within service companies are continually putting pressure on intra quarter and year payback. “..we need to fund the project on savings in the current year..”  funding future Value creating change activity on savings in current year costs is an oxymoron!. All change management choices should stand-alone for value. The opportunity to improve value within the current year was either there to begin with or not and hanging the choice to proceed because another “new initiative could be squeezed in to the baseline performance mix is poor value management.. Putting a reliance on a future Value generating proposal by forcing a reduction in cost or improvement of existing performance is to put it simply also bad Value Based Management.

Activity Based Management particularly ABC and TDABC methodologies and systems have gained favor over the past decade. Service based Organisations in particular have adopted them as a panacea for better understanding cost and sometimes Value. 
While activity analysis is critical in Implementation of VBM most Organisations have seen it as “the latest thing to do” without consideration to overall business architecture so have implemented poorly. We believe strongly that defining the business architecture at least at the mega rout level and aligning it into a throughput diagram is critical to the effective implementation of VBM. In addition and most importantly ABC does not provide for ongoing constraint management. Bottlenecks in business processes are not measured/identified and typical management accounting theory advocates the highest contributing product should be maximised and thus lead to optimum value generation. ABC does not allow for process, yield,  margin and mix and through-put accounting or bottleneck issues to be identified. 
In our modelling approach we re-use and Import ABC cost data but typically have to realign it to our throughput approach and add attribution for value chains and Complexity/constraints.

The following are some additional points where ABC has failed to live up to expectations.

· Analysis is historical, basing analysing on past years performance

· Systems have not been forward looking though some may be based on budgets they don’t integrate with operational systems
· Myriad of pools, attributions and allocation assumptions leading to complexity

· Poor or no ability to understand Fixed and variable direct and indirect cost behaviors

· Don’t lead to quick cost takeout through loss of systems ability to point back to real resources at steak either at a process level or enterprise wide 

· Revenue drivers are not linked to cost drivers so value is only half done i.e. cost focus.

· Business architectures and process architectures are initially not well enough defined so errors in Cost model structures are prolific

· Process chain focused attributions at the expense of Value chain and market and customer based analysis.

· Model maintenance efforts are often significant and not integrated/integratable with other core financial or operational systems

In addition most Organisations are experiencing the following issues:

· Increasing Consumer/customer service demands 

· Rapid growth in technology

· Expanding distribution channel opportunities, Internet, 3G, SMS, PDA’s etc

· Competitors seem faster at meeting new offerings into the market so comparative advantages fade faster

· As with Manufacturing less expensive overseas competition

· Competitor differentiation is often measured in perceptions rather than reality

· More complexity in product offerings

· Growth in offerings and variations leading to unmanageable complexity in product and processes to support

· Inability of systems to be able to link revenues with activities/processes required to support same.
We would like to rephrase activity based management and add the word Value so Activity based value management. On reflection even this is not powerful enough unless we add “aligned to optimal throughput based business architecture”  If we introduce product and customer lifecycle management then we make redundant existing P&L and Balance sheet measures as the basis of Performance management. 

One danger of focus on activities alone is that they typically answer the question of “how we do it for the customer” rather than “what is it we do for the customer” so the approach is often not customer centric.

We argue and our experience reinforces that activity based value modelling will highlight Architectural flaws in current structures as we almost always have to realign financial and activity costs to our throughput architectural framework.

Most businesses see Marketing and advertising as a cost pool or overhead while we see it as throughput stimulation set of activities which should be preceded by customer focused choice modelling activity the latter almost always missing in the activity or process model. Controller type attitudes don’t cut it in today’s business climate.
Need for a different approach

The case for radical re-engineering in lieu of continuous improvement
Organisations that adopt VBM and Radical re-engineering don’t tolerate attitudes like “If it aint broke don’t fix it”. Most companies need to meet the 3-4% productivity growth implicit in the market overall and inflation of 3 % or they fall back in shareholder value growth become uncompetitive and in some cases fail. Add 3-10% of Organisational effort in ongoing change and or improvement activity an organisation may need between 7-17% compound value improvement p.a. to stay with the game never mind getting ahead of it..
There are points where diminishing return can be identified, they appear along the continuous process improvement cycle where a perceived non changeable critical task or process is seen as being unchangeable without significant investment, some other change factor such as Legislation, market conditions, industry compliance, consumer resistance etc. It’s all too complex is often the cry but no-one ever does the analysis. The rush to be lean (another continuous improvement thrust) stops dead any so called analysis paralysis as it is perceived. Big data has further complicated business thinking with too much data aligned to last year’s problem and no predictive capability and mostly aligned to non-optimal and often non throughput causal business architecture. 

Our Through-put or constraint management methodology will identify these points during the modeling process and measure their real impact.
Blaming complexity is often an outcry. While complexity is growing in both perception and reality no-one sees  to be doing anything about it. A recent book (2010 mc Graw Hill by Wilson & Permumal) suggests some categories of complexity as well as simple valuation methodologies the fact remains that complexity is allowed to grow owing to a lack of management discipline and crude control techniques. Complexity “Crepe” as we call it.  Complexity has an up stream cause and a driver/enabler. We document these in our modelling approach when asked, we have offered but have never been asked?
Here is an example, 
We were asked to look into the end to end customer request cycle of a major top 4 Australian Insurance and wealth co. to do this we imported the systems data for analysis and found:

The systems data schema was not up to date

There were 1700 plus customer request types

100k or more individually defined process steps attached to the 17000 request types.

1400 people used this system and it had no resource planning capability.

It took 2 years to develop a Product disclosure statement (PDS) 
There were 400+ products (complexity cited as the cause)

There many versions of PDS’s available for similar products over a 20 year lifespan exact number undisclosed but more than one per product.

Our solution was to develop a knowledgebase that linked the PDS to product and to associated investment funds then to customer interactions and services required to support same at each level

Analysing the request types and product disclosure statements in our software knowledge management repository we were able to reduce them to 6 generic types and the process steps to 34 generic types across all products services and activities.
The cause of the request type explosion was deficiencies in the workflow software not requiring a product group and product specific differentiator (indexed lookup field ) to isolate process resulting in request types not being found. The request type list was too long for customer service staff to browse so a new one created each time. Complexity driven by poor attention to systems design/maintenance and an inability to analyse it.
The knowledge base software represented a central repository and drew from manufacturing principles of normalized parts and assembly construction. Product could be compared across groups and a standard compliant PDS could be copied and amended and within a month tested for legal compliance a process that averaged 24 months in the past. Product rationalization was at hand through feature comparison instead of s disparate set of PowerPoint/Word or PDF documents and legacy PDS’s being physically archived instead of available online for call center and management real time use.

Arguably the best (Quick) “wins” are achieved in the first efforts towards improvement, the obvious ones but effort and resources usually follows at either the same or faster pace to find more. This effort usually gravitates towards more detailed process analysis and requires more specialized skills and more and more time accountability in terms of operatives so the effort spills into measurement activity and reduces flexibility and autonomy leaving a less satisfactory work environment. We have numerous examples of where quick wins were seized upon in disparate projects to satisfy short tem gaps in profit or capability while much bigger gains were ignored or not even assessed as they were perceived to be beyond the current “management’s shift” or “too far out there”. This attitude is endemic in current business practice and will lead to corporations stagnating. 

A recent study By Deloittes September 2013 has found 48% of US companies not meeting reduction targets this was up from 14% in 2009. The research findings indicating that more strategic approaches were not used which would have led to better results.  We argue that most organisations using tactical non-strategic approaches hit the law of diminishing returns within 3 years. (http://www.deloitte.com/view/en_US/us/Services/consulting/Strategy-Operations/business-model-transformation/enterprise-cost-management/e274c4a083f3d310VgnVCM3000003456f70aRCRD.htm)
How much is your Organisation consuming in resources and Value to manage continuous improvement?

While some form of basic measurement is required, knowing the short vs. medium vs. Longer term change breakeven point is difficult in many companies. Our experience suggests that strategically focused change programs exceed the value being created by continuous improvement change programs. Modelling constraints and outcomes over a 3-5 year period and Channeling all but the basic measurement efforts into stepped phases of radical change and if needed using outside resources, is what we recommend. Modelling and simulation allows the organisation to test hypotheses without the risk of significant spend only to find targets were not met. Radical programs can usually be broken down into a sequenced interdependent set of smaller tactical steps. This allows for redirection of the program through taking a different stepped path when business circumstances change and they will.
Many organisations look to ERP vendors to provide radical change. We suggest that Business and process architectures need to be addressed first with a to be vision approach and technology architecture aligned to same. Often reviewing the above and aligning best of breed solutions into an integrated model and reuse of some legacy systems may be a better path
We support this with a well developed change management methodology that encompasses a management training course that links change and allows ideas, concepts to be developed, built, launched and mobilized effectively and efficiently. Most companies fall down on execution around initial analysis ie identifying the problems in throughput launch and mobilization (Implementation). We have solutions that fixes this initial problem that is critical to the success of any change program.
Where we can help and what it is we Do?

A Methodology for continuously evaluating value. A scenario modeling capability that encapsulates, market, customer, segmentation and distribution management forecasting with product/services delivery and fulfillment activity components focused around Value chain and Product and associated servicing of feature sets. All the above in the context of business constraints and throughput analysis
We believe we have developed such a methodology and systems to support same
Resfin services Pty Ltd has developed a VBM based methodology and some generic software models to support same. The software is generic but readily adaptable to various non-generic business types to model specific industry problems.
The Software features :

· Encapsulate and model causal links between market, customers, distribution channels, products/services and the associated support processes.
· Specific Value propositions can be tested and compared

· Built in product lifecycle calculation engines covering Banking, financial services and simpler fee for service based product/Service offerings as well as manufacturing or “widget” and cost of manufacture based calculations
· Provide multidimensional Value based views of the Organisation around:

· Market

· Value Chain

· Customer segmentation

· Customer interaction points

· Channels of distribution

· Product groups or individual products

· Product feature groups

· Processes and activities to support feature groups
· Multi layered within each dimension example, down to workflow task within process 

· Forward looking base year plus 3-10 year forecasts
· •
Takes your latest results and applies model structures as a baseline gives insight to existing performance as to where Value is created and lost and where it is trending 

· Usable by management accountants or business analysts

· Introduce into Organisations, Methodology and consistency to Value based estimation

· Structure, generic Business Architecture and process architecture built in, could analyse business portfolio’s or activity driven changes to any re-structure and compare
· Comparison of 2 models provided for fast business case assessment

· Models can be used as either revenue assessment models or cost attribution models or end to end value assessment

· Models can be built incrementally by parts of a business and added to 

· Resource planning is provided for in FTE Views and financial terms

· Capacity planning 

· Productivity measurement is catered for with regard to Teams that make up any direct process or activity 

· Cost allocations based on variable and selectable drivers such as People numbers, Hours, Aggregate pool values, Unit Volumes etc.

· P&L financial reporting views maintained by period as well as other dimensional views

· Variability of overheads are maintained and attributed

For the tech-heads:

· Developed in Delphi (Embarcadero development toolset) a Robust 4gl based development tool compiled for speed of calculations

· Have data models underpinning them that can be retrofitted to most business operational systems

· Runs on PC’s not mainframes but can access most ODBC and Sql compliant data sources
Examples of Hard Benefits through use of the Methodology and Software.
Our methodology and software used at :

A major Australian Bank found $500million over 5 years in the following areas:
· Cost reduction : Identified 60million in savings Pa. Through identification of true product profitability across one major product line, alternative process scenario’s were tested 

· Improvement in revenue for unprofitable customer segment within another product thought to be profitable but one segment was below critical mass and channeled to an alternative more profitable product. ($10Mill p.a. value improvement) while retaining the customer set.

· Product re-pricing – fee adjustments etc, $30M p.a. through establishing true profitability of transactional behaviour and modeling a variety of outcomes based on choice modeling 

· Better understanding – establishment of true customer segment profitability, modeled the impact of  customer segment profitability through cross selling changes over time, modeled movements in fixed and variable rate choices for home loans product across a variety of customer segments, analysed the fulfillment processes across the enterprise and by product and channel to establish best practice and as a reference point for future cost reduction activity.
· Duration 3 months. Cost base approximately $2 Billion

A major Australian Insurance Company

· We Customised a generic model to better understand servicing costs

· For the first time identified the unit task costs of processes as well as their contribution to overall product cost by value chain and high level process groups

· Identified product lifecycle costs by Business Unit, Product Group, Value chain, mega process, Team and task.

· Identified resources required over 3 year period based on a number of re-engineering options while identifying the value differential of each option and overall Value impact.

· Duration 6 weeks cost Base approximately $100Mill

An Australian Government funded research group

· Use of our methodology identified 10% cost savings while only 2.5% was expected 

· Duration - 3 days - cost Base $18Mill.
A Large Australian bank has used subsets of our capability to provide:

· Business cases for global projects

· Identify departmental productivity gaps

· Evaluate savings opportunities beyond current thinking
How we do it – our methodology

Develop or confirm marketing, customer segment, Distribution, product and activity structures and align them through causal relationship models we have developed for Banking, wealth management and other retailing, service, distribution and Manufacturing industries
· Markets

· Market segmentation by Value chain

· Market expectations
· Customer segmentation

· Customer Value Propositions
· Price

· Channel

· Customer Channel interactions

· Positioning within segments

· Segmentation expectations

· Development of Segment drivers 5-7 key drivers

· Customer options influences

· Competitor influences

· Value proposition to product/service alignment

· Product to feature set alignment

· Feature set to delivery process/activity alignment

· Process/Activity to revenue alignment

· Value alignment from Market through to servicing process/activity
A typical Banking Insurance and wealth throughput structure
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