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About Gary Cokins

Founder, AnalytieBased Performance Management LLC

B.S. Industrial Engineering & Operations Research;
Cornell University, 1971

M.B.A. Finance & Accounting; Northwestern University,
Kellogg School of Management, 1974
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Previous Associations:
- FMC Corporation
- Consultant with: Deloitte,
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Electronic Data Systems [EDS, now HP]
- SAS
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Who will benefit from this presentation?

Managers and executives who must now recover
their operations as the pandemic subsides.

Managers who have struggled at promoting FP&A,
enterprise performance management (EPM) and
Integrating business analytics (BA) into their

decision support systems.

Managers who 1 ntend to 0
and BA improvement techniques and need a
compelling call to action.
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Key questions

What? So what? Then what?

Copyright 2020 www.garycokins.com AnalyticsBased Performance Management LLC



http://www.garycokins.com/

AGENDA

A What is Enterprise Performance Management?

A What is Business Analytics?
A Eight Pressures that have caused interest in EPM

A EPM as a Value Multiplier through Integration
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Drowning Iin data but starving for informatic

“Looks like you've got all the data-what’s the holdup?”
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Confusion and Lack of Consensus about E

Is it human resources PM?
IS It scorecards, dashboards, KPIs and measures?
Is it alignment, such as strategic or resource allocation?

IS it process, productivity and quality improvement?

Or e 1 s 1t all of the above?~?

The good news 1 s this
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What i1s Analyticbased Performance Managemer

Analytics-based Performance Management

IS the integration of multiple methods with

each embedded with business analytics,

such as segmentation analysis, and
especially predictive ar
the strategy and to make better decisions.
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Confusion and lack of consensus about BA

Is business analytics (BA) a data warehouse?
Is it data mining with query and reporting?

Is it business intelligence (Bl) with enhancements?

Is it the technology of data governance, management and
quality?

Is it probabilities and statistics, like regression and
correlation analysis?

Is it forecasting? Is it optimization equations?

Or e 1I's It al | of t he above?
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Work backwards with the end in mind.

Regardl ess of how fnana
should be no argument as to its purpose:

Better decisions. Better Actions

Anal yti cso goal shoul d
solve problems, to make better and quicker decisi
more accurate and-{aaded data, and to take action
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The Analytical Continuum

<«—— Past; Historical —‘ Future ——

Descriptive  Diagnhostic Predictive Prescriptive
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Improving Performance by Unifying EPM ant

-- Bl Reportinmpbnsumestored information.
--Business Analytmm®ducersew information.
-- Enterprise Performance Managdemay#\nalytics.
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Business Analyticdinsights and actions

Queries simply answer questions. Business analytics
creates guestions.

Further, analytics then stimulate more guestions, more
complex questions, and more interesting questions.

Most importantly, business analytics also has the power to
answer the questions.
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There are many Business Analytics Domal

Retall sales and merchandising analytics [markdown and assortment |
Financial services analytics [risk and loan credit scoring]
Pharmaceutical analytics [drug development and clinical trials]
Marketing analytics [CRM, segmentation, and churn analysis]

Text analytics [sentiment analysis]

Financial control analytics [customer payment collections]

Fraud analytics [insurance and medical claims]

Pricing analytics [price sensitivity analysis
Telecommunications analytics [customer behavior]

Supply chain and transportation analytics [route optimization]
Manufacturing analytics [warranty claims]

Hospital analytics [patient scheduling]

Human resources analytics [workforce planning]

Banking analytics fambiney laundering]

Police analytics [crime pattern analytics]
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Expenditures

R e active (Descriptive)
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R e aCt | \/@ (Descriptive)

Expenditures
5739 55
5449 59

STANDA

$495 00

QUERY
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P ro aCtlve (Inferential)

STATISTICAL
ANALYSIS

PREDICTIVE
MODELING =
il ;e ot =

OPTIMIZATION b= T —
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What has caused interest in EPM?

Executives frustrations with strategy failure.
Increased accountability.
More rapid decision making.

Mistrust of the managerial accounting system for transparency.

Poor customer value management
Contentious budgetidgpoor resource capacity planning.

Dysfunctional supply chain management.

o N o o1 B~ wWw N PP

Unfulfilled ROI promises from IT sysi@lask of integration.
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What has Caused Interest iIn EPM?

1) Failure by executives to execute their well-formulated
strategy.
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Executives are Most Concerned About Executing Strat

"Using a 1-5 scale, please rate the level of interest / concern
you have in the following business

< Execungthe — >

Regulatory, compliance, and risk mana 3.8

3.7

Customer servi 3.7

Forecasting & reporting effective 3.7

Growing the top i 3.7

Source: 2006 Monitor Analysis. Survey of 354 executives; 49% of respondents are C-level
and 56% are from companies with revenue greater than $1 billion
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Vision and Mission Statements

Vision

& Mission .
A Vision statement answers

Awhere do we want

Strategy Balanced
Mapping Scorecard

Strategy maps and scorecards answer,
AHow will we get t

The strategy map and scorecard are mechanical.
They help realize the vision and mission.
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eneri rategy Map Architecture
n Maximize Shareholder Value
s Financial
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Vision

& Mission

-

Exceed shareholde

/ SIS \

Financial Diversify income Increase sales Improve profit
stream volume margins
Diversify Increase sales to
Customer customer base existing customers
Test new
products

Internal Target profitable develop new Optimize internal
Process market segments products processes

Attract new
customers

Learnin g Develop Integrate
& Growth employee skills systems
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Vision

Financial value

Financial

Customer Customer intimacy
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Who Does What?

their score

A scorecard is more of a social tool than a technical tool.
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The Key to Scorecards

How does everyone answer this single question:

 How am | doling on whi:

Strategy Maps and Scorecards provide this answer.

The overriding purpose of a strategy map and
scorecard system is to make mission and
strategy everyoneodos job.

Copyright 2020 www.garycokins.com AnalyticsBased Performance Management LLC



http://www.garycokins.com/

Scorecard.essons Being Painfully Learn

KPIs or Pls?

| describe this in this article | authored. See Exhibit 3 on page 7 of 10 in the article
which describes the next slide.

https://staticl.squarespace.com/static/58cabefc893fc030cbe93858/t/5a46810f8165f
549187f8857/1514570000121/Cokins+JCAF+Promise+Perils+of+Balanced+Scorec

ard.pdf
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What is the difference between KPIs and PI

Scorecard

(inter-related
measures with
cause-and-effect
correlations)

Dashboard

(measures in isolation)

Strategy
Diagram

<

/’

%,

Measurements

KPIs

(strategic context)

e

Must have
targets

i

o~

Project-based
KPIs

Process-based
KPls

\V4
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Frequency of
reporting

guarterly
monthly
weekly

daily
hourly

|

Pls

(operational)

real-time

With
targets

Without
targets

- Trends
- Upper / lower
thresholds
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What has Caused Interest in EPM?

4) Mistrust of the managerial accounting system and its
flawed cost allocations and misleading cost reporting of
outputs, products, standard service-lines, channels,
customers and outcomes.
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Gary Cokinso part ti me r ol

IMA Strategic
Finance magazine;
December 2014,
January 2017

http://sfmagazine.com/wp-
content/uploads/sfarchive/
2013/12/Top-7-Trends-in-
Management-
Accounting.pdf

http://sfmagazine.com/wp-
content/uploads/sfarchive/
2014/01/Top-7-Trends-in-

Management-Accounting-

Part-2.pdf

Management AcCountmg
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Direct and Absorption Costing

Ideally, all costs should be directly charged, but as variety, complexity, and

technology increases, more costs are indirect and shared.
Cost-Driver Table

1st Preference

R D D D 2nd Preference
esources

3rd Preference

X —
QS\\QQ Last Resort
AV Labor Estimates
Reporting
o Project Standard
Activities : :
accounting costing ABC/ O S
Work Standard Activity
rder Routing, Driver
Bill of
Final material
Cost OUTPUTS, PROCESSES, PRODUCTS, SERVICE LINES, MARKETS, CHANNELS, ORDERS, CUSTOMERS

Obijects
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The Need for Tracing, not Allocating, Costs

Changes in Cost Structure

Broadly 100% )
averaged cost
allocation was
acceptable. Overhead
.. Cost errors
(lndlreCt exp enseS) are large and
Cost misleading.
Components
J
Direct (recurring) Labor
0%
Old-fashioned Hierarchical Integrated

Stages in the Evolution of Businesses

Copyright 2020 www.garycokins.com AnalyticsBased Performance Management LLC



http://www.garycokins.com/

sI mpl e ex

that you can explain to your
spouse (or boss) tonight.

X%
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The General Ledger View Is
Structurally Deficient for Decision Analysis.

Chart-of-Accounts View

Insurance Claims Processing Department

Favorable/
Actual Plan (unfavorable)
Salaries $621,400  $600,000  $(21,400)

Equipment 161,200 150,000 (11,200)

Travel expense 58,000 60,000 2,000
Supplies 43,900 40,000 (3,900)
Use and e
occupancy 30,000 30,000 Il
Total $914,500  $880,000  $(34,500)

When managers get this kind of report, they are
either happy or sad, but they are rarely any smarter!
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Each Activity Has Its Own Cost Driver

From: General Ledger To: ABC Data Base
o : Activity
Chart-of-Accounts View Al e cost
Claims Processing Dept dr‘lpers
Claims Processing Department :
= Bie] Key/scan claims $ 31,500 | #of— | o
avora .
Actual Plan (unfavorable) Analyze claims 121,000 <« #of— | ©
_ - Suspend claims 32,500 (= #of— E
Salaries $621,400 $600,000  $(21,400) Receive provider inquiries 101,500 < #of— -%
Equipment 161,200 150,000 (11,200) Resolve member problems 83,400 < #of— 3
51000 Process batches 45,000 < #of— | —
Travel expense 58,000 60,000 ’ Determine eligibility 119,000 |« #OoF—| &
Supplies 43,900 40,000 (3,900) Make copies 145,500 < #OF— g
Write correspondence 77,100 | O
Use and T Attend trainiz 158,000 :: pot e
occupancy 30,000 30,000 i g ' #ot — | o
Total $914,500 $880,000 $(34,500) Teral $914.500 —
$914,500
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MultipleStage Cost Flowing

Resources

Resources

Activities

Objects

‘ }Actvtes

Simple Expanded
ABC ABC
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ABC/M Cost Assignment Network

. Rent,
Travel Depreciation Interest,

R e S O u rce S Benefits Material Suppies gle
(general ledger view)

SalaryFringe Direct Phone,

INAL 7 AR /I

People
Work Activities
. ey Support
Activities Activities
(verbnoun) -
2 | I I | Equipment . COSHOS €1 V e 0
" Activities paths
= LAV CNINN [
: S Products,
Final 2 %% Services
(0] ;8 .
Cost = < Suon Business
I ol 8 Uppliers Sustainin
Objects’|¢ ]
nl| €
ol 4
A= Customers
Copyright 2020 www.garycokins.com Analytics Performance Management LLC



http://www.garycokins.com/

ABC/M Cost Assignment Network

. Rent,
Travel Depreciation Interest,

R eso u rces Benefits Material Suas ore:
(general ledger view)

Salary Fringe Direct hone;

People
Work Activities
Activities
(verbnoun) o
2 Equipment =aaaf. COSHOS € 1 V € 0
" Activities paths
: SN
= /
. S Products,
F|na| o %% Services
COSt = go Sy Business
I o Sustainin
Objects’|¢ :
i B
N % Customers
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Standard Costing Ovand UndeCosts Products

% error
distortion
per unit

A Simple Products and Services
A made through generic processes
A High Volume of Production

ﬁé%%%%?% Traditional Costing

Under-Costing
(Hidden Loss)

— Rank-ordered Products/Services —

Source: Alireza Sarraf; permission to use granted
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1,000%+

A

0%

A Complex Products and Services
A made through specific processes
A Low Volume of Production
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More important than a better costing method are its re:

PROFIT VOLUME PROFILE | g 30 sales

Commercial Market

- 28expenses
Cumulative Profit {Millions) .
| —| = $ 2 profit
Net $6fb— - i
Revenues |
Minus asts
ABC costs = ¥ ~|"
profit

- sof- | - — _ $ 2profit

$0

o 100 200 300 400 500 600 700 800
# of Products

Ranked from highest to lowest
ABC Profit Margin
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Acti vity Cooutpsits.opi | e

ABC provides i nsight for the
drivers and driver guantities.

Work
Activities

each acti\
driver guantity

X
unit activity
driver cost
(eg. # of registrations)
]
Price/Fee Activity
(Revenue) Costs
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Most CFOs take the isitie path!
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