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risk-adjusted corporate performance

Strategic Thought’s new approach to business performance management is based
on the traditional concept of score-carding as a means of reporting actual
performance against objectives-based targets. Now, in addition to reporting historical
performance, Risk-Adjusted Corporate Performance also presents information
regarding the likelihood of the organization meeting its objectives in the future.

This more insightful performance scorecard can be presented by bringing in a
quantative risk management process, enabling the assessment of future performance

against future objectives.

The use of scorecarding for corporate performance
management, measurement and monitoring is now
widespread: it is found in most organizations in the form of
Balanced Scorecard methodology.

Many organizations, both public and private now use
scorecarding to measure and monitor performance against
corporate, divisional, programme and even employee goals
and objectives. The fundamental concept is to ensure that
the strategies and actions that the business is undertaking
are linked to the corporate goals and objectives. This linkage
ensures both optimum prioritization and direction of effort &
resources in order to meet corporate goals.
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Under the Balanced Scorecard method, performance
information is normally presented to users in the form of a
“traffic light” score card interface such as that shown here in
Microsoft’s Business Scorecard Manager system. The traffic

lights represent historical performance data measured
against quantified objectives, giving the business red, amber,
or green lights depending on performance in relation to goals
and objectives.

However, this methodology does not take into account the
possibility that future events (i.e. risks) will impact the
business’s ability to meet its targets. In our view, a vital “time
view” into the performance management process is lost
through this omission.

Some organizations and software vendors have tried to
address this requirement by creating scorecards and
objectives specifically related to risk. This approach however,
can only partially identify the events that may impact overall
corporate performance as there is no direct linkage to each
“non-risk” objective. Without a direct linkage between the
core performance objectives and the risk process, it is not
possible to identify trends and future implications these could
only be identified by mentally, or manually aligning the
business objectives with the risk objectives. A as a result, key
trends and risks that should be highlighted against each
performance objective are not brought together to offer the
value (i.e. predicted risk adjusted future performance) that is
possible if they are linked.

In our opinion, the only logical method of monitoring the
ability of the business to meet each of its core objectives
over an extended period of time, is to relate the risk
management process directly to these central objectives.
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The following screen shot shows our Risk Adjusted
Corporate Performance method of doing this, where the
results of a formal quantitative risk management process
(including risk mitigation strategies) are both reported against
the plan and against actual performance information for each
objective.
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In this case, we can see a typical scorecard for a Local
Authority, with drill down/cascading objectives, actual, plan
and trend indicators as traditionally presented. Also
presented are the results of a formal risk management
process conducted against each performance objective,
which may contain multiple risks, different impact types and
risk assessments against each objective. These results are a
quantitative financial or percentage impact assessment of the
likelihood of the performance objective being met.

From this example, we can immediately see that each
objective has been assessed in terms of risk (and
opportunity), and that the current risk assessment has been
managed to achieve a target risk level (through the
implementation of a mitigation strategy). This brings
performance back into alignment with objective targets by
managing the risks around the individual objective.

The numbers in the “Current Risk” and “Target Risk”
columns are a reflection of the performance assessment
factored by the risks of not achieving set targets. So, for the
“Capital budget spent against program” objective, the
planned target (not displayed) is £8.8m and actual
performance to date is £8.5m. This is within the “acceptable”
tolerances band set in the scorecard system and so the
traffic light of actual against plan is showing green.

However, the risk assessment that has been performed
against this objective (and there can be many risks that affect
each objective), shows for the current risk assessment that
the estimated spend could be £10.5m if the identified and
measured risks occur. This may be because of increased
industrial action, increased materials cost, or failed projects

for instance. These risks have been assessed in the risk
management system and their financial impact including
what has been spent to date totals £10.5m.

As this is unacceptable, the risk team has worked to identify
mitigating actions that can reduce these risks through the
expenditure of £125,000 on risk mitigation actions and
controls. As a result they can actually reduce the estimated
total spend for the year to £8m. The business has thus
turned what could be a significant budget over-run into a
budget saving over current performance of £500,000 by
spending only £125,000.

With this information, management can make better
informed decisions about the authorization of mitigation
funding and its likely direct impact on the ability of the
business to meet its stated objectives.

The over-riding benefit of bringing quantified risk
management results into the performance management
process, is that management can be better informed about
the potential for non-delivery of objectives, and therefore, can
act on this information to ensure successful delivery of
corporate objectives.

While it is important to understand the status of performance
against target to date, it is more important to manage future
performance; this can be influenced - past performance
cannot. The ability to assess the return on investment of
mitigation spend versus the cost if the risk were to impact, is
also an important benefit as this encourages positive
decision making and resource planning as opposed to
reactionary behaviour.

Strategic Thought can offer you the 3 components that you
require to achieve this:

i) a formal quantified risk management process

i) a performance management and scorecarding solution,
and

iy @ methodology for bringing these two components
together.

Risk Adjusted Corporate Performance (or RACP), is our
unique methodology for achieving the above and is part of
our software solution pulling together both disciplines of Risk
and Performance Management.
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