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Analytics-based Enterprise and Corporate Performance Management (EPM/CPM)


Many organizations are far from where they want and need to be with improving performance, and they apply intuition, rather than fact-based data, when making decisions. Enterprise and corporate performance and management (EPM/CPM) is now viewed as the seamless integration of managerial methods such as strategy execution with a strategy map and its companion balanced scorecard (with key performance indicators, KPIs); enterprise risk management (ERM); capacity-sensitive driver-based budgets and rolling financial forecasts; product, service-line, channel, and customer profitability analysis (using activity-based costing [ABC] principles); customer lifetime value (CLV); lean and Six Sigma quality management for operational improvement; and resource capacity planning. 

Each method should be embedded with business analytics of all flavors, such as correlation, segmentation, regression and clustering analysis, and especially predictive analytics as a bridge to prescriptive analytics to yield the best (ideally optimal) decisions. 

Historically the term “performance management” referred to individual employees and was used by the personnel and human resources function such as for employee appraisals. But today, this term is widely accepted as enterprise-wide performance management of an organization as a whole. Clearly the performance of employees is an important element to improve an organization’s performance, but in the broad framework of EPM/CPM, human capital management is just one element.

The purpose of this article is to remove the confusion and clarify what EPM/CPM methods are, what they do, and how to make them work together. Let’s begin with discussing a major reason why there is such high interest in EPM/CPM.


Executive pain: A major force creating interest in EPM/CPM
It is a tough time for senior managers. Today customers increasingly view a supplier’s products and service lines as commodities and place pressure on prices as a result. Inevitably there is a limit which is forcing management to come to grip with truly managing their resources for maximum yield, internal organic sales growth and profit. A company cannot forever cut costs to prosperity. 

There is a big difference between formulating a strategy and executing it. What is the answer for executives who need to expand their focus beyond cost control and toward sustained economic value creation for shareholders and other more long-term strategic directives? EPM/CPM provides managers and employee teams at all levels with the capability to directly align their actions and priorities toward the executive team’s defined strategies.

Ultimately, an organization’s interest is not just to monitor the KPIs derived from a strategy map and displayed in its associated balanced scorecard, but more importantly it is to move those dials. Scorecards and operational dashboards generate questions. But beyond answering “what happened?” organizations need to know “why did it happen?” and going forward “what could happen?” and ultimately “what is the best choice of my options?”





What is EPM/CPM?
EPM/CPM is all about improvement – synchronizing improvement methods to create value for and from customers with the result of economic value creation to stockholders and owners. The scope of EPM/CPM is obviously very broad, which is why EPM/CPM must be viewed at an enterprise-wide level. EPM/CPM helps managers to sense earlier and respond more quickly and effectively to unexpected changes. 

The speed of change makes calendar-based planning and long cycle-time planning with multi-year horizons unsuitable for managing. As a result, strategies are never static, but rather they are dynamic. Executives must constantly adjust them based on external forces and new opportunities. 

Is EPM/CPM a new process or method?
The good news is EPM/CPM is not a new process or method that everyone now has to learn, but rather it tightly integrates business improvement methods and analytical techniques that executives and employee teams are already familiar with. Think of EPM/CPM as an umbrella concept. It integrates operational and financial information into a single decision-support and planning framework. These include a strategy map and its associated balanced scorecard; costing (including activity-based cost management); budgeting; forecasting’; and resource capacity requirements planning. These methods fuel other core solutions such as customer relationship management (CRM), supply chain management (SCM), risk management, and human capital management systems, as well as lean management and Six Sigma quality initiatives. It is quite a stew, but they all blend together. 

Predictive analytics are important because organizations are shifting from managing by control and reacting to after-the-fact data toward managing with anticipatory planning so they can be pro-active and make adjustments before problems occur. 

What has caused interest in EPM/CPM?
Admittedly, there is ambiguity and confusion about what EPM/CPM really is. Regardless how one defines or describes it, what is arguably more useful is to understand what the EPM/CPM methods do and what business forces and pressures have created executive’s interest in having its methods . 

There have been eight major forces and pressures that have caused interest in EPM/CPM because it resolves these problems:

1) Failure to execute the strategy. Although executive teams typically can formulate a good strategy, their major frustration has been failure to implement it. A major reason for this failure is most managers and employees cannot explain their organization’s strategy, so they really do not know how what they do – each week or month – contributes to their executives’ strategic intent. Strategy maps, balanced scorecards, KPIs, and dashboards are the elements of EPM/CPM’s suite of methods that address this.
2) Unfulfilled return on investment (ROI) promises from transactional systems. Few if any organizations believe they actually realized the expected ROI promised by their software vendor that initially justified their huge large-scale IT investment in major systems (e.g., CRM, enterprise resource planning [ERP] systems). The executive management teams have been growing impatient with IT investments. EPM/CPM is a value multiplier that unleashes the power and financial payback from the raw data produced by these operating systems. EPM/CPM’s analytics increase the leverage of CRM, ERP, and other core transactional systems.
3) Escalation in accountability for results with consequences. Accelerating change that requires quick decisions at all levels is resulting in a shift from a command-and-control managerial style to one where managers and employees are increasingly empowered. A major trend is for executives to communicate their strategy to their workforce, be assured the workforce understands it and is financially funded to take actions, and to then hold those managers and employee teams accountable for results. Today there is no place to hide anymore for managers and employees. Accountability is escalating, but it has no teeth without having consequences. EPM/CPM adds teeth and traction by integrating KPIs from the strategy map’s balanced scorecard with employee recognition, including with compensation reward systems.
4) Need for quick trade-off decision analysis. Decisions must now be made much more rapidly. Unlike in the past where organizations could test-and-learn or have endless briefing meetings with their upper management, today an employee often must make a decision on-the-fly. “Go or no go?” This means that managers and employees must understand their executive team’s strategy. A predictive impact of decision outcomes using analytics is essential. EPM/CPM methods are increasingly imbedded with analytical tools, ranging from marginal cost analysis to what-if scenario simulations that support resource capacity analysis and planning and calculate future profit margin estimates.  
5) Mistrust of the management accounting system. Managers and employees are aware that the accountants’ arcane “cost allocation” practices using non-causal broad-brushed averaging factors (e.g., input labor hours, sales volume) to allocate non-direct product-related expenses result in flawed and misleading profit and cost reporting. Some cynically refer to them as the “mis-allocation” system! Consequently, they do not know where money is made or lost or what drives their costs. EPM/CPM embraces techniques like activity-based costing (ABC) and lean accounting (which can be co-existing methods) to increase cost accuracy and reveal and explain what drives the so-called hidden costs of overhead. It provides cost transparency and visibility that organizations desire but often cannot get from their accountants’ traditional internal management accounting system.
6) Dysfunctional budgeting. The annual budgeting process is being criticized as obsolete soon after it is published, prone to gamesmanship, cumbersome to consolidate cost center spreadsheets, not being capacity-sensitive to changes in sales volumes and mix, and disconnected from the strategy. The challenge is how to resolve these deficiencies. It can be done through capacity-sensitive, driver-based expense projections also useful for decision analysis. The annual budget is often perceived as a fiscal exercise done by the accountants that is: (1) disconnected from the executive team’s strategy, and (2) does not adequately reflect future volume and mix drivers. The budget exercise is often scorned as biased toward politically muscled managers who know how to overstate and “pad” their budget request. To complicate matters, traditional budgets are typically incremented or decremented by a small percent change from each cost center’s prior year’s spending level. This “use it or lose it” behavior by managers in the last few months of the fiscal year unnecessarily pumps up their prior year’s costs and consequently confuses analysis of who really needs how much budget in the coming year. Today organizations are shifting to rolling financial forecasts, but these projections may include similarly flawed assumptions that produce the same sarcasm about the annual budgeting process. 
7) Poor customer value management. Everyone now accepts how critical it is to satisfy customers to grow a business. Products and standard service lines in all industries have become commodity-like. This shifts the focus to require a much better understanding of channel and customer behavior, profitability to the supplier, and costs. This type of understanding is needed to know which types of existing customers and new sales prospects to grow, retain, win back or acquire using differentiated service levels – and how much to spend on each type of customer that is worth pursuing. EPM/CPM includes sales and marketing analytics for various types of customer segments to better understand where to focus the sales and marketing budget for maximum yield and financial payback. The return on customer (ROC) is an emerging term.
8) Dysfunctional supply chain management. Most organizations now realize it is no longer sufficient for their own organization to be agile, lean, and efficient. They are now co-dependent on their trading partners, both upstream and downstream, to also be agile, lean, and efficient. To the degree their partners are not, then waste and extra unnecessary costs enter the end-to-end value chain. These costs ultimately are cumulatively passed along the value chain resulting in higher prices to the end consumer which can reduce sales for all of the trading partners. Today supply chains compete against other supply chains for the share of a consumer’s wallet and purse. Sadly, there have been centuries of adversarial relationships between buyers and sellers. EPM/CPM addresses these issues with powerful forecasting tools, increasing real-time decision making, and financial transparency across the value chain. It allows value chain trading partners to collaborate to join in cost savings from mutually beneficial projects and joint process improvements.


EPM/CPM framework for value creation
Exhibit 1 illustrates the interdependent methods that comprise EPM/CPM for a commercial organization.

Exhibit 1 EPM/CPM Is Circulatory and Simultaneous  
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To explain Exhibit 1, first understand the objective is to connect the “customers” to the shareholder / owner” box. First, focus on the three counter-clockwise arrows at the center of the diagram, starting and ending with the “customers” box. The two fat arrows represent the primary universal core business processes possessed by any organization, regardless if they are in the commercial or public sector: take an order or assigned outcome, and fulfill that order or assigned outcome. These two processes apply to any organization: orders or outcomes are received, and then organizations attempt to execute them. Order fulfillment is the most primary and universal core process of any organization. The IT support systems needed to fulfill this core process is represented by the two fat arrows; they are commonly referred to as front office and back office systems. This portion of Exhibit 1 is the realm of “better, faster, and cheaper.” It involves lean management concepts.

The customer-facing, front office systems include customer relationship management (CRM) systems. This is also where targeting customers, marketing campaigns, sales processes, and work order management systems reside. The back office systems are where the fulfillment of customer or work orders, process planning, and operations resides – the domain of ERP and lean/Six Sigma quality initiatives. The output from this process planning and execution box is the delivered product, service, or mission intended to meet the customer needs. To the degree that customer revenues exceed all of an organization’s expenses, including the cost of capital, then profit (and positive free cash flow) eventually accumulates into the shareholder’s box in Exhibit 1’s lower right. 

Exhibit 1 should be viewed as a circulatory flow of information and resource consumption similar to your body’s heart and blood vessel veins system. Think of how speeding the flow and widening constrictions of the veins will increase throughput velocity and the yield from the organization’s resources. More with less. Value for money. These are terms associated with EPM/CPM.

Exhibit 1 is dynamic. The starting point of the diagram begins with the “Customer Satisfaction” box. The need to satisfy customers is the major input into senior management’s box in the exhibit’s upper left: “Mission, Strategy.”  As the executive team adjusts their organization’s strategy, they continuously communicate it to employees with their strategy map and its companion balanced scorecard. With strategic objective adjustments they may abandon some KPIs intended to align work behavior and priorities with the outdated strategy. In those cases, KPIs associated with outdated strategies are not unimportant but rather now less important. The team may also add new KPIs or adjust the KPI weightings for various employee teams. As the feedback is received from the scorecards, then all employees can answer a key question: “How am I doing on what is important?” The power of that question is in its second half: to focus everyone on what is most important. With analysis for causality, corrective actions can then occur. The left portion of the diagram deals with strategy execution.

Continuing on, the organization’s marketing and sales can better target which existing and potentially new customers are relatively more attractive to target to retain, grow, win back and acquire (and which types are not attractive) as well as determining  the optimal amount to spend on each type of customer micro-segment with differentiated service levels, deals, coupons, discounts or offers. 

Finally comes the order fulfillment loop previously described. Take orders and efficiently fulfill the orders. Better, faster, and cheaper.

As this circulatory system is streamlined and digitized with better information, decisions and more focused and aligned employee work, then the result is faster and higher yield of shareholder and owner wealth creation. Remember, shareholder wealth creation is not a goal – it is a result. It is a result of addressing all of the methods in the Exhibit’s flow. In the end, EPM/CPM is about “better, faster, cheaper … and smarter and safer.” The smarter comes not only from process improvements but from achieving the executive team’s strategic objectives. The safer comes from integrating enterprise risk management (ERM) with EPM/CPM methods.

The best executive teams do not consider any of the components in Exhibit 1 as optional – they are all essential and an imperative. The best executive teams, however, not only know the priorities of where in the flow to place emphasis to widen constrictions but also to improve all of the other EPM/CPM methods in the flow. 

Note that management accounting does not appear in Exhibit 1. That is because the output of a management accounting system is pervasive. It is always the input to some place where analysis and decisions are made. The primary purpose of management accounting is for insights and discovery to generate questions for needed conversations. In the Exhibit management accounting supports every box and arrow. 


EPM/CPM Unleashes the Return on Investment from Information
There is a shift in the source for how organizations realize their financial ROIs from tangible assets to the intangible assets of employee knowledge and information. That is, the shift is from spending on equipment, computer hardware, and the like to knowledge workers applying information for decision making.

Exhibit 2 displays across the horizontal axis the stages that raw transactional data passes through to become the information, knowledge, and insights to make better decisions which successful organizations will eventually experience and benefit from. The vertical axis measures the power and ROI from transforming that data and leveraging it for realized results. The ROI from the intangible – information – increases exponentially from left to right. 

Exhibit 2 The Intelligence Hierarchy 
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The three bubbles on the left side are the location of transactional data for daily operations and reporting. The three bubbles to the right are where business analytics and the EPM/CPM suite of methods lifts the ROI.

Most organizations are mired in the Exhibit’s lower left corner’s first two bubbles, hostage to raw data and standard reports. In some organizations the CIO and IT staff have allowed some managers to use basic query and reporting on-line analytical processing (OLAP) tools (i.e. business intelligence [BI] software) to drill down to examine some of that data. But this data still restricts and confines workers to only know what happened in the past.

The power of EPM/CPM and analytics begins with the fourth bubble – descriptive modeling. The power of modeling is it relies on cause-and-effect relationships. As an example, ABC models the conversion of expense spending into the calculated costs of processes, work activities and the types of outputs, products, service-lines, channels and customers that consume an organization’s capacity. Costing is modeling. Costing is not an accountant’s general ledger with T-accounts with debit and credit journal entries. As another example, a strategy map and its associated performance indicators is a model on a single page of how an organization defines its linked strategic objectives and plans to achieve them. Data has been transformed into information. In this fourth bubble employees can now know not just what happened but also why did it happen.

The fifth bubble passes from historical information from which organizations are reactive to predictive information, such as what-if scenarios and rolling financial forecasts. In this fifth bubble organizations can be proactive. Organizations are shifting their management style from after-the-fact control based on examining variance deviations from plans, budgets and expectations to an anticipatory management style where they can adjust spending and capacity levels as well as projects and initiatives before changes in work demands arrive. Information is used for knowledge. At this stage employees can now know not just what happened and why did it happen but also what can possibly happen next. 

The sixth and final bubble in the upper right corner is highest stage – optimization. At this point organizations can select from all of their decision options examined in the prior stage and answer which is the best decision and action to take. This stage has been termed by IT analyst firms as “prescriptive analytics.” A few software vendors now offer this functionality using linear programming techniques. 

IT transactional systems may be good at reporting past outcomes, but they fall short on being predictive or prescriptive for effective planning. Given a sound strategy, how does the organization know if its strategy is achievable or affordable? What if pursuing the strategy and its required new projects and initiatives will cause long-term negative cash flow or financial losses? Will the needed resource requirements exceed the existing capacity?


Management’s Quest for a Complete Solution
Many organizations jump from improvement program to program hoping that each new one may provide that big yet elusive competitive edge like a magic pill. However, most managers would acknowledge that pulling one lever for improvement rarely results in a substantial change – particularly a long-term sustained change. The key for improving is integrating and balancing multiple improvement methods and spicing them with analytics of all flavors – particularly predictive and prescriptive analytics. In the end, organizations need top-down guidance with bottom-up execution. 

Organizations that are enlightened enough to recognize the importance and value of their data often have difficulty in actually realizing that value. Their data is often disconnected, inconsistent, and inaccessible resulting from too many non-integrated single-point solutions. They have valuable, untapped data that is hidden in the reams of transactional data they collect daily. 

How does EPM/CPM create more value lift? One fundamental capability that EPM/CPM has is it transforms transactional data into decision-support information. Transactional systems (e.g., enterprise resource planning [ERP] ) were designed for a different purpose – short-term operating and control with historical reporting of what happened. 

Fortunately, innovation in data storage technology is now significantly outpacing progress in computer processing power heralding a new era where creating vast pools of digital data is becoming the preferred solution. The pools of data are commonly referred to as “big data”. As a result, there are now superior software tools that offer a complete suite of analytic applications and data models that enable organizations to tap into the virtual treasure trove of information they already possess. This enables effective EPM/CPM on a huge scale that is enterprise-wide in scope. 

EPM/CPM is the integration of these technologies and managerial methods. The EPM/CPM suite of methods provides the mechanism to bridge the business intelligence gap between the CEO’s vision, mission and strategy to meet investors’ expectations and employees’ actions. 
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