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Aligning individuals’ goals with the business strategy

Contents

® |ntroduction to the case

® The approach used
® The results

® About 2GC Active Management

Summary

2 This case study uses material drawn from project work
undertaken by 2GC for a UK based financial services
firm. 1IC commissioned the work to address two
performance management issues:

« First, the need for a personal goal setting process
that is both economical to deploy and effective in
triggering changes in the behaviour of individuals.

« Second, the related need for the content and
process of this type of system to be closely aligned
to the overall aims of the organisation.

2 The case study shows how IIC worked with 2GC to
address these issues successfully using an adapted
version of the 3rd Generation Balanced Scorecard
framework.
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Introduction to the case
About lIC

2 |IC is a small UK subsidiary of a large Japanese insurance
company, based in the City of London. As a Lloyds
syndicate company, its main activities involve underwriting
business risk for large corporate clients, typically through a
network of brokers.

2 Established in 2001, the company had grown rapidly, with “We wanted to create a more active
110 staff by September 2004. However, looking forward,
the existing management systems no longer effectively performance management Sy_Stem bUt
supported the organisation. In particular the company were unclear how best to achieve this.
believed that an improved approach to communicating
organisational objectives and managing individual We had heard that the Balanced
performance was needed. Scorecard is a methodology that

2 In October: 2004, thehcompany embarkr?d ona projce;ct to organisations had used to gOOd effect
improve the approach to managing performance. Core g .
obisGtives for the project wers to: — we wondered if it could this help us

t ”
. Build a more effective way of informing individual 00
objectives and aligning them with organisational and .
departmental goals IIC Director

« Create an individual performance management process
that supported the needs of the organisation and
encouraged the correct behaviours from staff and teams

2 To deliver these objectives, the company chose to
introduce a new performance management approach based
on the 3rd Generation Balanced Scorecard (Lawrie &
Cobbold, 2004).

2GC
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Introduction to the case

Three organisational levels to align

2 The performance management system needed to inform
individual goal selection while ensuring that these were in
line with corporate and team level objectives.

2 3rd Generation Balanced Scorecard was to be used to
‘cascade’ a locally relevant view of the corporate objectives
to team level. By ensuring that team level managers were
equipped with a better understanding of how the team was
to contribute to corporate goals, the activity to agree
individual goals would be better informed. l l l l l l

—_—
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2 The structure of the individual performance review process o o o - il
was designed to exploit this better informed view of the [
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approaches at three levels (see diagram):

« Top (corporate) level: 3rd Generation Balanced
Scorecard: i.e. a Destination Statement (three-year goals)
and Strategic Linkage Model (annual objectives) that were
collectively and consensually developed by the extended
senior management team through workshops.

@

é

2 The system adopted involved different objective setting @
¥
%

¢
4

« Departmental level: 3rd Generation Balanced Scorecard
(Strategic Linkage Model only): i.e. Annual objectives that
would support Top Level goals chosen by Departmental
management teams.

«  Team/ Individual level: Annual individual task and
developmental objectives chosen by employees in
conjunction with their line manager.

2GC
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Introduction to the case

A four step process

2 The project ran over a six month period. During this time
there were four distinct phases of work:

« Development of the ‘Destination Statement’. This work
was carried out by the main board, and reflected the
strategic obligations and plans held by the Board

‘contribute’ to the achievement of the corporate priorities

« Selection and agreement of personal objectives. Carried
out within the departmental teams, members of staff agree
objectives that focus on how they can best support their
department’s agreed contribution to the corporate goals.

2 The process was designed and facilitated by 2GC, but was
largely resourced and delivered by IIC staff

« Knowledge and skills transfer was a critical long term
requirement - lIC had to be able to use and maintain the
system after this design project was complete

o 2GC worked closely with an IIC project team to ensure
that the organisation was well equipped to support the
system. By the time the fourth stage was reached, most
of the project activity was being delivered by IIC internal
staff

Aligning individuals’ goals with the business strategy

. Agreement Of Corporate ‘priority aCtiOI‘IS and Outcomes’ October ! November December : January ' February
for the Board to focus on. This work resulted in the m’\ J
creation of a ‘Strategic Linkage Model’ for IIC. corporate 1 1

destination :/ ; - —‘ —

o Development of departmental versions of the ‘Strategic f i
Linkage Model’. This work was driven by departmental Hoce b N 5
managers identifying how they and their teams could best el Vs |

Cascade
strategy to 3
Departments
/
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Introduction to the case

The approach used
The results

About 2GC Active Management

In theory performance management system design is straightforward.
Managers need to select a set of measurements that will usefully inform
them about what is going on within the business, and then use what they
learn from these measures to inform decision making activities. But in
practice, developing a system that managers actually use is hard.

Key to getting managers to use the data, is ensuring that they are confident
that the data reported is ‘relevant’: if they suspect some key numbers are
missing, or the data provided is inappropriate, it is likely that they will not
use it.

Standard frameworks, such as the Balanced Scorecard are useful in
helping organisations develop performance management frameworks in a
quick and reliable fashion. Over the past dozen years best practice design
methods point to use of a highly participative group design process, this
offering the highest quality outputs, and highest probability of acceptance
and use by the managers involved.

This project work used a framework called 3rd Generation Balanced
Scorecard: an improved version that has emerged over the 16 years since
the Balanced Scorecard concept was first widely publicised. 3rd
Generation Balanced Scorecard designs are easier and quicker to design,
and produce higher quality outputs (in terms of adoption rates) than earlier
design generations of this important management tool.

This section describes the 3rd Generation Balanced Scorecard.
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The approach used

The pursuit of relevance

2 The most important issue to be addressed in performance
management system design is getting managers to use the
system created in a way that improves their decision making
and furthers the achievement of organisational goals: if this
doesn’t happen, the effort to design the system will have
been wasted

2 The best way to ensure that users of the system perceive it
to contain relevant data is rely on the users themselves
make appropriate measure selections.

3rd Generation Balanced Scorecard methods

2 3rd Generation Balanced Scorecard designs are easier and
quicker to design, and produce higher quality outputs (in
terms of adoption rates) than earlier design generations of
this important management tool. They are characterised by
the addition of two extra elements to the original Balanced
Scorecard format:

. adevice called a ‘Destination Statement’ that comprises a
brief summary of the goals being sought by the
organisation; and,

. a ‘Strategic Linkage Model’ or ‘Strategy Map’ that
summarises how the goals being monitored on a Balanced
Scorecard are inter-related.

2 Examples of the three key elements of a 3rd Generation
Balanced Scorecard are shown on the following pages.

© 2GC Limited, 2009 - October 2006
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The Evolution of Balanced Scorecard
2nd Generation Balanced Scorecards

2nd Generation Balanced Scorecard

> Ghanges were made to the design process - The
Strategy Map

Physical Characteristics

Objectives are selected first then measures are
then chosen from these

¢ Objectives are linked - Strategy Map or Strategic
Linkage Mode

¢ Perspective names are often changed -
especially in the public sector

Process Characteristics

¢ Frequently developed offline by internal teams or
itants

consulta
° Becoming more used for strategic management
Design Comments
» Easier to design than 1st Generation
°  Choosing measures and targets stil hard
Developing ‘cascaded’ Balanced Scorecards

from Strategy Maps is hard and can demotivate
managers

Plus a set of

measures!

‘ Financial

‘ Customer Q

‘ Internal Business Processes

[ Learning & Growth é é

Find out more:

¢ Kaplan and Norton's second book

¢ More advanced text books

“  Case reporting especially from Public Sactor

organisations.

&
2G§

The Evolution of Balanced Scorecard
3rd Generation Balanced Scorecards

3rd Generation Balanced Scorecard

¢ Changes were made to make target setting and
cascading easier. It was found that these fixes' also
made Balanced Scorecard design easier and more
reliable.

Physical Characteristics

Consensus is first buit around long term goals - the

‘Destination Statement’

°  Strategy maps have been made simpler by removing
the perspectives. Objectives are now sither
‘Outcomes’ or ‘Activities’

Process Characteristics

Modern Balanced Scorecards are built by the
management teams in live working session.

The session seek to make difficut choices and build
consensus about priorities.

Design Comments
. The first 3rd Generation designs appeared in 1998.

Similar to the Results Based Management mode!
used in many NGOs

3rd Generation is the current state of the art’
performance management design

Financial &
Market

Processes §
Capabiities|

Find out more:

26C published lterature

2 Academics and advanced practitioners

2 Paraliel literature from Public Sector (especially
Australia) ang NGO sector (o.g. UN WFP) o

Sezrocads

2GC
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Aligning individuals’ goals with the business strategy
3rd Generation Balanced Scorecard

L Destination Statement Sep 2012 L Strategic Linkage Model

Frares

52 e, 3000 Sy e carg 3 Srwm o Covree Lemrn ‘ 0200 Lo, 3008 - Jarary 2000 Linkast Semsngy Wasancs - 448 Jaary 3000

L Balanced Scorecard Measures and Targets

2GC

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the 7
business strategy



Financial and Buyer Expectations

F/BE1 — We have a turnover of £XXm+ from: circa £XXm+ Consulting, circa £XXm Licence sales £XXm
SLAM/optimisation

F/BE2 - We have a net profit of £XXm+ (8%)

F/BE3 - XYZ Co is owned by the founders 60%, staff 20% and external/venture capitalists 20%
F/BE4 - Our sales revenue is split 75% private sector and 25% public sector

F/BES - Our sales revenue is split 70% large 20% medium and 10% small organisations

F/BE6 - We make 85% of our sales revenue in the UK, 10% in Europe and 5% in the rest of the world

F/BE7 - We have successfully acquired (and possibly integrated) two consulting businesses: one of 100 or so
people and one smaller specialist of 20 people and have established offshore resourcing capability

F/BES8 - We have a focus on growing our “annuity” services covering recurring contracts (‘“annuity” revenue)
and regular repeat purchasing from long-term clients (“annuity” relationships)

F/BE9 - We have established a “franchise”model for growth outside the UK

world (JDE, Retec,Siebel,Peoplesoft capability)

F/BE11 - We have a business that is attractive to potential buyers, having:
o A strong brand

Sustainable revenue and profit growth

Long-term customers

Scaleable processes

Market leadership

D D D

Ve
ot @
Strong management \e
Processes & Capabilities ((\Q
y Gl

~s: planning (accounts, territories, compensation) and
.ccasts) supported by our centralised customer and prospect

PC1 — Our use of on-line electrc
business process and support sys.

swandard templates so that our

PC2 - Our best practice sales meth.
management (lead, opportunities, bt
database

PC3 - We use clear and well understood processes with defined responsibilities for the qualification and
winning of bids, the delivery of projects and post-sale customer management

PC4 - Our business is supported by an infrastructure comprising HR, training & development, finance and
IT

PCS - Our learning and sharing culture is underpinned by our Knowledge Management system
PC6 - Our commitment to people is demonstrated by our Investors in People accreditation

PC7 - We have evolved a strong quality and risk management culture supported by effective and proven
management processes

PC8 — We have integrated marketing processes that enable: campaign planning, ROI analysis, integration
into the sales process and multi-channel capabilities, whilst continually promoting and strengthening the
Rocela brand

© 2GC Limited, 2009 - October 2006

F/BE10 - We have an established process for evaluation of options to expand our services outside of the Oracle

5\:\0&\'\

XYZ Co Destination Statement MAY 2009

External Relationships

ER1 — We are the UK’s leading independent consultancy providing expert advice and solutions to the Oracle
community and our clients see us as their “trusted advisor” in all matters relating to Oracle - the company, their
product and services, and their strategies

ER2 — Our clients benefit from our ability to understand of their business drivers and trends within their vertical
industry sector

ER3 - We optimise clients’ use of Oracle technology and services to maximise their ROI

ER4 — Oracle Corporation management see XYZ Co as an enabler of growth at low cost, through innovative
routes to market

ERS — Oracle sales see XYZ Co as a trusted safe pair of hands

ERG6 - XYZ Co’s employees see being with the compa~ ‘ move they ever made

ER7- XYZ Co are consistently quoted by th~ " e“

ERS8 - XYZ Co’s key supplier/n>~ ew
RS

ocialists
_clate/contract agency market
Market intelligence specialists
_ur suppliers see XYZ Co as one of their most valued clients
Jrganisation & Culture
0&C1 — We have a “can do-will do” culture

0&C2 - We have strong Intellectual Property in our people, our Oracle knowledge, SLAM and our
customer database

0&C3 - We have a communication programme that successfully allows our management and employees
to be fully up to speed with all relevant information

0&C4 - We have established a performance management framework that enables alignment of
individuals’ performance to the company’s business objectives

0&CS5 - We have successfully recruited the right people with the right cultural fit for all job functions
0&C6 - We have maintained our strategy to outsource non-core business functions

O&C7 - Our success as a “trusted advisor” comes from our continued focus on putting our clients first
0&C8 - We celebrate our successes and share and learn from our failures

0&C9 - We have, wherever possible, maintained a predominantly virtual office approach

0&C10 - We have approximately 150 full-time employees

0O&C11 - We have a less than 10% attrition rate

0&C12- We have an established personal and career development programme to enable our employees to
reach their full potential

0&C13 - We have a Finance and an HR Director with specific fast growth company experience
0&C14 - We have developed a strong operational board through developing our own management talent

4

O&C15 - We have appointed non-executive directors and board advisors with specific experience in

taking companies to trade sale or flotation 2 G C
8

0&C16 - We maintain an active pool of associates and contractors

2GC Case Study / lIC / Aligning individuals' goals with the
business strategy



XYZ Co Strategic Linkage Model & Themes Vieximise Growih

Build Relations

O Process Excellence
O Capabilities

O11: We have
£??m sales and
£?2?m profit -
05/06

012: We are
market leader

06: We

L. O7: We have a i 09: We have Y-
maximise our loyal and 08:We have a grown in o \
intellectual . ) clear defined . g— e
property assets growing client identity sustainable Od
and ROCE base way
o | S
i WK
= N\
Q O1: Efficient K G \
: Icient, . arly 04: Effecti .
|L_> effective, 02 eg\ .waerstood mana g:r?mlevri O5:Revenue
) scaleable, \‘ roles & from 3rd party
O repeatable \( responsibilities and corporate channels
processes & a & low attrition governance
5 y\a((\ A10:
F A6:Define & Coordinate A11:Define &
Deve develop Oracle establish
(7)) pla _. delivery relationships & channel
L Annuity partnerships engagement strategy
|: ; practices
2 /
-
2
: A7:Define & A8:Develop HR A2: Estapllsh A9:Create &
‘Define develop an Executive implement
develo “end to end” strategy & Board & define i
pa process internal &
IVIKnowIedget sales process objectives external
anagemen
system/proces A3: Design, comms.

= d?gﬁr’,‘;ﬁgg& A4:Define &
operational execute M&A

processes

&
o 2GC

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the
business strategy



2GC Case Study - lIC
Aligning individuals’ goals with the business strategy

Contents

2 Introduction to the case
2 The approach used
2  The results

2 About 2GC Active Management

Summary

2 The results of the work carried out are summarised on the following pages. The
results are summarised by step:

. Development of the ‘Destination Statement’. This work was carried out by
the main board, and reflected the strategic obligations and plans held by the
Board

. Agreement of corporate ‘priority actions and outcomes’ for the Board to
focus on. This work resulted in the creation of a ‘Strategic Linkage Model’
for IIC.

. Development of departmental versions of the ‘Strategic Linkage Model’.

This work was driven by departmental managers identifying how they and
their teams could best ‘contribute’ to the achievement of the corporate
priorities

« Selection and agreement of personal objectives. Carried out within the
departmental teams, members of staff agree objectives that focus on how
they can best support their department’s agreed contribution to the
corporate goals.

2 The most powerful result is whether this approach worked as hoped. The objective
setting system developed is still being used, and this is what one Director said:

« “2GC Opened up understanding amongst Board members of performance
management and made my job a lot easier,and led to personal development
for Board members”

« “l have noticed more communication between Directors: 2GC were a
catalyst for this”

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the
business strategy
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Aligning individuals’ goals with the business strategy
The Results: Development of the ‘Destination Statement’

lIC senior management developed a Destination
Statement for the firm

2 A well defined picture of a successful IIC in 2008 - 3 years
out using five headings:
.  Financial/Shareholder
. External Relationships How will 11C look
« Processes & Capabilities in 2008
« Organisation and Culture
« And Operating Principles

2  Approx. 50 statements in total

Rationale for building a Destination Statement
2 Get consensus on strategy

Vital input to IIC Strategic Linkage Model

Effective tool for strategic communications internally

) 2GC Case Study - IIC
The Results: Development of the 'Destination Statement’
Extract from Destination Statement - 1IC in 2008

Enables ‘contributions’ to be targeted
Clarifies the desired ‘scale’ of the future business
Approach taken

2 Strategic document review

Q Q 9 o

Management interviews
Facilitated senior management workshop (V2 day)
Off-line working (homework)

Q Q 9 o

One-on-one validation meetings
Resourcing Required ——
2 Senior management — 1 day each over a couple of weeks a

2 External support — 10 days over a few weeks ZGC

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the 11
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The Results: Development of the ‘Destination Statement’
Extract from Destination Statement - 1IC in 2008

Shareholder Expectations & Financial

o

S&F1 Existing ‘Core’ [IC businesses generated in excess of £XXXm GEP and
£YYYm NEP in year end 2007.

S&F5 We have returned an underwriting profit with an operating ratio equal
to or better than ZZ%, outperforming our peers in doing so

S&F7 IIC business units are of sufficient size to influence brokers during the
market cycle

External Relationships (including with HQ)

o

ER1 HQ and IIC trust each other implicitly and have a consensus
as to the strategic value of the business and share the same
aspirations for its future. There is confidence in the future
relationship between senior management and the shareholder.

ERS5 1IC manages a core group of strategic partners for front and
back office areas (claims, risk management, IT, telecoms etc)
against agreed “brand” values.

ERG IIC has an agreed market share for each of its key distribution
channels and XX% of business from top YY brokers

ER7 Regulators see IIC as a “top quartile” organisation

Operating Principles

o

OP1 Our minimum overall short tail exposure components of the
traditional (property, engineering, construction and marine) risk
portfolio is ZZ%.

OP3 IIC has low exposure to and appetite for underwriting
domestic US and natural catastrophe risks.

OP5 The maximum EML per case for Unit X has not exceeded the
respective annual NEP

© 2GC Limited, 2009 - October 2006

Processes & Capabilities

o

P&C2 Web based applications are used to deliver management
information to the whole organisation and external partners as
appropriate

P&C5 IIC has strength in depth in terms of leadership and business
management capability including Motivation, Project and Change
management skills

P&C10 IIC underwrites every account / deal to ‘set’ underwriting
criteria and standards

P&C12 IIC possess technically superb highly qualified staff that
have the capabilities to challenge and improve the organisation

P&C14 IIC are sufficiently cost competitive to be considered by
clients and brokers but win orders through building excellent
relationships

and deliver necessary training and development requirements

Organisation & Culture

o

2GC Case Study / lIC / Aligning individuals' goals with the

0&CA4 IIC fills key business roles with a combination of the best internal and
external management talent and is not averse to dispensing with poor
performers.

0O&CS5 IIC has retained local management operational autonomy.

0&C6 All employees have clear objectives and understand how these fit into
the company’s overall strategy

0&C12 Al staff are primarily focussed on the needs of the company and
demonstrate a ‘hard and willing’ work ethic, loyalty and mutual respect to
both colleagues and the company,

&
2GC
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Aligning individuals’ goals with the business strategy

The Results: Agreement of corporate ‘priority actio

outcomes’

Senior management designed a Strategic Linkage
Model (SLM) for the firm

2 The SLM documented the priority activity and outcome
objectives for the IIC Board for the year ahead (on the way
towards achieving the Destination Statement set three years
out). The SLM also illustrated the Board’s beliefs about the
causal relationships between these objectives

Rationale for building a Strategic Linkage Model and
defining Strategic Objectives

2 Senior team consensus on the short to medium term
priorities on the way to the overall Destination

2 ldentifies the key strategic activities to undertake and
strategic outcomes being sought

2 Communicates immediate strategy/priorities
2 Enables localisation of strategic objectives
2 Helps with personal measures
Approach taken
2 Facilitated senior management workshop (/2 day)
2 Off-line working (homework)
2 One-on-one validation meetings
Resourcing Required
2 Senior management — 1%2 days over 1 month each

2 External support — 10 days over 1 month

© 2GC Limited, 2009 - October 2006

1IC’s Outcome-type Strategic Objectives. . .

1IC’s Activity-type Strategic Objectives. . .

Extract from SLM
Delivery of Strategic
Financial Consensus
Goals with HQ

Well-
regarded by
regulators

Enhance
Compliance
function

Improve
regulator
redationship

Cement core
IC values

) 2GC Case Study - IIC
Aligning individuals’ goals with the business strategy
The Results: lIC’s Board-level Strategic Linkage Model
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The Results: IIC’s Board-level Strategic Linkage Model

03

channels

04
Cost effectiveness
and added value
through IT

A1
Develop and retain
business to grow
profitably

A7
Develop and
implement HR
strategy

A6 Implement a fully
researched,
business driven IT
Strategy

© 2GC Limited, 2009 - October 2006

Insurer of choice in
chosen segments /

O5 Retention
and attraction of
the right people

A2
Develop new
business channels
in line with plans

A8 Develop &

Implement a
Marketing
Strategy

01

Delivery of key
financial goals

A3
Improve internal
communication and
business awareness

A9 Re-establish
and cement core
IIC values

06
Well regarded by
regulators

A4 Improve
regulator contact
and relationship

02
Strategic consensus
and shared values
with Group

O71IC’s
operations are
demonstrably

compliant

A5 Establish

effective and

progressive
compliance function

A10
Expand key contact
with Group and
agree objectives

2GC Case Study / lIC / Aligning individuals' goals with the

business strategy
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The Results:

2GC Case Study - lIC
Aligning individuals’ goals with the business strategy

Example of an Objective Definition

Objective Name

O8 - Insurer of choice in our chosen segments and channels

Objective Description

This means that key broker channels (for the quality and quantity of business we wish to write) regard us as a market capable
of dealing with their clients. This requires IIC to be an acceptable credit security, for price to be competitive but sensible, for
staff to be high quality and technically excellent, and for service performance to be market leading.

From a client perspective, [IC needs to be supported by broker/consultant recommendation and to be considered as a secure
insurance carrier capable of delivering performance promises.

We win the business we want and not to lose business we wish to retain. A bi-annual survey will be used for an in depth review
of market opinion.

Owner

Objective Issues & Risks A\

John Smith

Responsible Team

Fred Bloggs
Susan George

¢ Uncontrolled growth may lead to underwriting losses
e Satisfactory RTBL targets may be sacrificed to achieve retention / new business tar:

Measures / Metrics

Lapse ratio (for those we do not want to lose)

New business volumes

RTBL indicators

© 2GC Limited, 2009 - October 2006
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corporate SLMs

2 Each SLM documented the department’s own Strategic Objectives:

o Derived from the corporate Destination
Statement & SLM

« ldentifying departmental contributions
o Maximum of 5 each type
« Revised and validated

o Shared
Rationale for building departmental Strategic Linkage Models

2 Departmental consensus on short to medium term priorities

2 ldentified the few departmental strategic activities required and the few
strategic outcomes sought, in support of corporate strategy

2 Again, helps with measures selection at personal level
Approach taken

2 Briefing packs

2 ‘How to’ training sessions

2 Dept/team meetings (V2 day)

2 Help clinics

2 Off-line quality assurance

2 One-on-one validation meetings
Resourcing Required

2  Departmental management — 1 day over 1 month each

2 External support — 15 days over 1 month

© 2GC Limited, 2009 - October 2006

Departmental management teams designed local versions of the

Aligning individuals’ goals with the business strategy
The Results: Development of departmental versions of the ‘Strategic Linkage Model’

Objective Setting

<

IIC Corporate
Objectives

-

Departmental
Objectives

:

Individual
Objectives

2>

[q

JUIUWIAAITYDY AT
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Aligning individuals’ goals with the business strategy

The Results: Examples of Departmental Strategic Linkage Models
|

[— 2GC Case Study - IIC
Aligning individuals’ goals with the business strategy

g
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o
3
12

[ — 2GC Case Study - IIC TR 2GC Case Study - IIC
Aligning individuals’ goals with the business strategy Aligning individuals’ goals with the business strategy
Departmental SLM: Claims }

Departmental SLM: Risk Engin n
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&
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All staff defined a handful of personal objectives for the year ahead
2 Principles:
« Maximum 5 + 2 objectives
.  Objectives to directly support a departmental/corporate Strategic Objective
.  Objectives weighted for importance
. Maximum weighting for development goals
. Managers - more outcome objectives; staff — more activities
« Measured and targeted for the year ahead
. Individual objectives ‘add up’ to departmental objectives
2 Rationale for this approach
. Ensured employee objectives directly support strategy
. Fostered team dialogue on goals and targets — shared & individual
. Staff and manager share clear understanding of objectives
. Balanced sets of personal objectives defined
. Supports employee capabilities development strategy
. Allows more objective appraisal of actual staff performance
« Allows a controlled linkage of performance and reward.
2 Approach taken
. Briefing packs
« ‘How to’ training sessions
« Dept/team meetings (4 day)
. Draft produced by staff member
« Help clinic
«  One-on-one refinement/ validation meetings
«  Off-line quality assurance
2 Resourcing Required
. Managers - 2-3 days each over 2 months
.  Staff — 1 day each over 2 months
. External- 20 days, 22 months

Aligning individuals’ goals with the business strategy
The Results: Selecting personal objectives

Seven Questions
(for Seven Objectives)

What is this personal
objective?

Business or development
objective?

What corporate/ departmental
objective(s) are you
supporting here?

Activity or outcome objective?

What is the measure?

What is your target (and
baseline, if available)?

What weighting for this
objective (importance)?

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the
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Aligning individuals’ goals with the business strategy
The Results: Selecting personal objectives

Deliver

[ce=—=] Example of the briefing instructions given to managers when

Underwriting setting personal objectives
profit ) i
; | Some Potential
Linked Objectives Measures Measuring. . .
ngh',y Chient rating of staft Final Outcome
Competance
Well regarded Quicome p Number of skifs
by xxxx, yyyy & IIC are insurer slf poicegd il Intarim Outcome
Auditors of choice ? Number ofstaff | aciviy Output
& Activity Train staff % orpannes—1
training events Activity Completion
undernake |

Recommendations

Ba clear on whather your objective is about doing something (activity) or achieving somathing
(outcome) - select your measures accorgingly, If possible

Implement

-dild client,
broker, re-ins
relationships

Be practical - some ‘imperfect’ measures are inovitablo

Communicat
considering
‘game playing

1o not mechanically appraise agal
@ of employee intent, market condits

t targets in future - io.
ions, etc - this will recuce

&
2GC
- E Year|2005
E H Name:|Joe Smith Version:|Final (2 March 2005) |
* Department:|Unit X | Approved:|Roger Bacon ]
Objective Setting
Personal Objective T |Measure 2004 Baseline 2005 Target Weight |SLM Objective Supporting
B1 |Contribution to Unit X O [Unit X target: underwriting profit TWP: £AAAmM TWP: £XXXm 10% O1 - Deliver Underwriting profit
budget/business plan Unit target: volume GULR: BB%. GULR: YY%. 10% 02 - Staff deliver against communicated operational goals
NULR ZCC% NULR ZZZ%
B2 [High quality relationships with key |O [Quality of feedback and service to/from Retention CC% Retention EE% 20% O4 - IIC are an insurer of choice
clients and intemediaries syndicate, insurance brokers and treaty NB £ DDm NB £ FFm O3 - High Reputation of staff skills in UK market
® reinsurers and other additional external parties
= as appropriate
5 B3 |XXXXis compliant O [Business managed within Underwriting Plan Positive Feedback No significant audit issues, all 30% 05 - Well regarded by xxxx, yyyy and IIC auditors
) evidenced by Audit/Compliance/Regulatory minor issues resolved within
3 reviews agreed timescales
2 B4 |Write combined policies (with at A |Cross class teamwork evidenced by number of 6 (department) 10 (all departments) 15% A6 - Build operational linkages across the syndicate
% least one other class of business) new combined policies written involving Casualty
3
& B5 |Put forward and implement A |Improved efficiencies in process; streamline n/a Roll out of quality; introduction of 10% O4 - IIC are an insurer of choice
initiatives to increase efficiency and administrative functions; increase time to regular nat cat analysis and O5 - Well regarded by xxxx,yyyy and IIC auditors
effectiveness of Unit A Team underwrite mapping; oversee rating and
policy wording developments
being undertaken by underwriters
= % | D1 |Complete Excel training to A|2 days By end of 2005 5% A3 - Develop skills (facilities) and capabilities of team
35 intermediate level a
Qo

2GC
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Aligning individuals’ goals with the business strategy

Contents
® |ntroduction to the case

® The approach used

® The results

About 2GC Active Management

Key Facts
2 Founded in 1999

2 Focus on Corporate Performance Management issues in
private and public sector

2 Consultancy, audit and training services

2 Offices in the UK and Norway

2 Partner organisations in Europe, USA, Middle East and Asia

2 International - clients in 33 countries spread across five
continents

2 Huge amount of practical work experience - well over 150
separate Balanced Scorecard design projects

2 Thought leadership - over 20 academic research papers
published since 2000

2 Award winning web site

© 2GC Limited, 2009 - October 2006 2GC Case Study / lIC / Aligning individuals' goals with the 20
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Introducing 2GC Active Management

To find out more...
Meet 2GC

2 Training Events (www.2gc.co.uk/services-
training.asp)

Next is: 516t December 2006 — Henley, UK

2 Conferences (www.2gc.co.uk/events.asp)

2GC regularly speaks at academic and practitioner
conferences in locations around the globe. Check
out the 2GC web site for more details of
forthcoming events

Read 2GC Materials (www.2gc.co.uk/resources.asp)

2 The Performance Management Resource area on the
2GC web site contains Presentations, FAQs, Case
Studies, White Papers, Internet Links, Software
Vendor database - all free to access and download

Recommended - 2GC Paper - “Evolution of the 3rd
Generation Balanced Scorecard”

Contact 2GC

2 Let us know if you have a question you can’t answer,
we’ll do what we can to help... email to

Ask2GC@2gc.co.uk, call on
+44 (0) 1628 421 506, or put question in forum at

www.2gc.co.uk/forum

© 2GC Limited, 2009 - October 2006
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2GC Case Study - lIC
Aligning individuals’ goals with the business strategy
Departmental SLM: Broker & Channel Management

02
Delivery of key
new business
financial goals

O1
Key Brokers first
choice in our

segment

04
IIC has a
recognised profile
within Brokers,
Clients and the
City.

03
Business Plan
delivered on time
and accepted by
regulatory bodies

sawoo1nQ

Al

Maintain and A2
improve key Expand new
broker business initiatives

relationships

SaIIAIOY

A4
Implement clear
marketing strategy

A5
Develop operational
links across the
syndicate

A3

Improve business
forecasting, analysis
and reporting

&
2GC
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Aligning individuals’ goals with the business strategy
Departmental SLM: Risk Engineering

O1 Portfolio risk
quality improved
and losses reduced

02 Retention
and attraction
of key clients

08 Industry focused
risk assessment
tools delivering web
based data

04 Unrivalled
technical resources
and service
provision

sawoo1nQ

Al A2

A4 Continued

Provide a first Support new
. : enhancement of
class Risk business
) ) - o RISC database
Engineering initiatives in line

and RISC profiling

service with plans

A3
Improve external
communication

and support
services

A6 Implement
annual services
review and
supplier training

saIIAIOY

A5
Implement individual
development plans
and performance
objectives

&
2GC
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2GC Case Study - lIC
Aligning individuals’ goals with the business strategy
Departmental SLM: Claims

O1 Reserving 03 o4
im ﬁaor::?rlwted Procedures and Highly regarded
§ processes fully internally and
accurately and et ey
consistently complia externally O
C
~
9)
o
02 3
Retention and o
attraction of 0
right people
A1l
i i A5
Pcﬁ\;fgzimzt Raise profile of >
i MSILM claims
service @)
=
<.
<=
D
%))

A2 A3 Implemen A4 A6

Monitor performance Monitor claims Develop
reserving quality, management procedures to operational links
claims cost and and team ensure across the g
expenses objectives compliance Syndicate

2GC
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Step Three: Cascading the corporate strategy (ctd)

Example: Underwriting Local SLM: Underwriting
Extract from Corporate SLM Deliver

Strategic Delivery of Undsrr;\;ir;tmg
8 Consensus Financial — ]
g with HQ goals
Q Well regarded by
19 — XXXX,YYYY & IIC are insurer
8 Well- Auditors of choice

regarded by
regulators -~ . ( L &4 - X
""""""""""""""" Implement Build client,

| Enh progressive broker,
0 AJIRO)S n a.nce / compliance re-ins.
Q regulator Compliance strategy relationships
S relationship function
I ocal SLM: Compliance
< Well regarded

Cement core Compliance
IIC values function

Compliant with
all regulations

Appropriate
corporate
governance

Relevant risk
register &
mitigation

Understand
core lIC
business

Enhance risk
management

2GC
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Example of the briefing instructions given to managers when

setting person

al objectives

Linked Objectives

Some Potential
Measures

Measuring . . .

Outcome

Activity

Highly
competent
staff

Client rating of staff
competence

Final Outcome

Number of sKills
gaps closed

Interim Outcome

Number of staff
trained

Activity Output

% of planned
training events
undertaken

Activity Completion

Recommendations

2 Be clear on whether your objective is about doing something (activity) or achieving something

(outcome) — select your measures accordingly, if possible

¢ Be practical - some ‘imperfect’ measures are inevitable

¢ Communicate the intention to not mechanically appraise against targets in future - ie.
considering also the context of employee intent, market conditions, etc — this will reduce
‘game playing’ with targets

© 2GC Limited, 2009 - October 2006
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