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The Balanced Scorecard: Leading
Procurement Offices Rely on a Familiar
Tool to Enhance Buying Outcomes

The Situation Today

Federal agencies spent more than $600 billion on contracts last year, aimost 20 percent of that in September. That rush in spending can't
be a good business practice. What can government procurement shops do to better manage their spending? Leading organizations rely
on a tried-and-true tool to better manage their spending: the balanced scorecard.

In addition to waiting until the last minute to issue contracts, there is an array of additional challenges in government contracting. Skill
gaps, poor transparency and fraud are just some of the issues procurement officials must navigate. A comprehensive procurement plan
aligned with strategic goals, effective performance metrics and robust training and development for staff are key ingredients in a well-
functioning procurement operation. The Government Accountability Office (GAO) wrote in 2021 that procurement leaders could improve
the use of metrics, including outcome-oriented metrics, in their acquisitions.! Adherence to the dizzying acquisition regulations is also
critical to ensure fairness and reduce the chance of protests.

A balanced scorecard would provide procurement executives with the insights they need to better manage contract operations. Prior
to rolling out any metrics or scorecard program, though, the procurement organization should assess (1) its overall maturity in systems,
processes, and people to understand readiness to implement a balanced scorecard, and (2) tie any metrics to broader organizational
objectives and strategy. Let’s assume you'’re there. What next?

How Balanced Scorecard Can Increase Performance

With over $600 billion in annual spending on goods and services, it is essential that a procurement executive has a holistic view of
their organization's performance. The balanced scorecard can help organizations accomplish this by 1) aligning performance
measurement with strategic goals; 2) focusing performance metrics on all aspects of the organization; and 3) promoting
accountability across the organizations from leadership to contracting end-users.

e Alignment with Strategic Objectives: The balanced scorecard allows executives to measure whether activities and processes
of the procurement office are aligned with the organization's strategic objectives. Moreover, it enables clear communication of these
objectives throughout the organization, guiding decision-making and resource allocation. Is the organization’s planned procurement
spending aligned with the leadership’s top priorities? Is there room to reallocate contract dollars to better achieve the organization’s
mission? These are questions that a balanced scorecard can help answer.

¢ Focused Performance Metrics: By defining specific performance metrics for each perspective, the procurement office can
concentrate on what matters most to achieve its strategic goals. This prevents a narrow focus solely on financial metrics and
encourages the consideration of other critical factors. Per the 2021 GAQO report, procurement organizations' outcome measures
should track (1) cost savings/avoidance, (2) timeliness of deliveries, (3) quality of deliverables and (4) end-user satisfaction.

¢ Organizational Accountability: The balanced scorecard holds individuals and teams accountable for their contributions to
performance. It encourages a sense of ownership and responsibility for achieving objectives across various dimensions. The
balanced scorecard may rely on disparate data sources to track performance and, if so, it is essential that all parties involved be
included in continuous reviews of performance.

Using a balanced scorecard in a procurement office can lead to more well-rounded and effective performance management, aligning
activities with strategic objectives and improving decision-making at various levels of the organization. More importantly, it can help the
organization demonstrate return on investment not only from overall contract spending, but in the procurement organization, itself.
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A&M'’s Approach

Although each organization will require a customized approach to develop its own balanced scorecard, below is a sample, high-level
approach to this implementation:

Define Goals

and Strategy

Assess organizational
readiness (stakeholders,
culture, procurement
maturity, data integrity)

Develop or align
procurement goals to
organizational goals and
strategy

|dentify and engage
stakeholders

Gain leadership buy-in

Assess
Current State

Conduct interviews with
key stakeholders to
identify critical success
factors

Map organization-wide
roles and responsibilities
that support procurement
performance

Review data to
understand current
performance issues and
identify gaps

Identify targets or metrics

Develop
Future State

Develop new balanced
scorecard and weights
for each metric by role

Identify appropriate
performance incentives

Where appropriate,
develop changes to other
teams’ performance
scorecards

Develop change
management /
communications strategy,
including conveying

Roll-out scorecard

Implement incentive
structure changes (where
appropriate and allowed)

Develop continuous
improvement process
and gather periodic
feedback

Implement any required
technology improvements
to support required
performance data needs

Continuously
Improve

e Assess new scorecard
effectiveness (customers,
suppliers other
stakeholders)

e Coach leaders to sustain
new changes and
reinforce new behaviors

* Implement continuous
improvement program

that tie procurement
performance to
broader organizational
performance

leadership buy-in

Case Study: A Large Travel and Logistics Organization Getting Back-on-track

Situation: A multi-billion-dollar travel and logistics organization is working to expand its domestic and international presence. The
organization has rudimentary forecasts and key performance indicators (KPIs) for its procurement and finance teams and did not provide
proper visibility to assess if it was meeting its strategic goals.

How We Helped the Client: A&M helped executives and heads
of procurement and finance teams to understand how to develop
and operationalize their strategy and measure their progress. A&M
supported leadership in the following ways:

Outcome: A&M identified six key initiatives that would result in
~$7 million annual benefit in a steady-state environment. These
initiatives included:

e Optimize Working Capital Strategy: Implement a dynamic
discounting tool and negotiate standard payment terms with
vendors.

e Facilitated input from a diverse set of voices to understand
the current procurement and financial processes, pain points

and opportunities for improvement.
e Improve Cross-functional Financial and Procurement

Process: Deploy Lean process improvements, assess and
implement RPA (Robotic Process Automation) opportunities.

e Performed a detailed analysis to quantify opportunities,
including process and metric benchmarking.

e Developed a roadmap, prioritizing short vs. long term e Implement OCR (Optical Character Recognition):
opportunities. Confirm OCR requirements and complete implementation.
e Developed a business case for key opportunities. e Mandate P-Cards for Employee Expenses: Implement

policies and change management to transition to P-Card use.
e  Qutlined a high-level implementation approach.

¢ Refine and Implement KPIs: Design and implement
cross-functional KPIs, build automated dashboard and create
accountability and management plan.

e Implement a Supplier Portal: Develop requirements and
select and implement a portal.
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Why A&M

For more than 40 years, Alvarez & Marsal (A&M) has set the standard for helping organizations tackle complex business issues, boost
operating performance and maximize stakeholder value. A&M Federal is a dedicated business group focused on delivering results

to departments and agencies across the federal government. The Federal Practice assists both civilian and defense agencies with
transformation to improve readiness, operations and optimize the capability of organizational assets. Among our most successful
engagements are those that helped procurement offices transform their operations and drastically improve the outcomes they achieve
with limited contract dollars.

About Alvarez & Marsal

Our People Our Clients Our Differentiators

e 8,500+ employees e 50+ public sector organizations e Integrated full-service solutions

e 934+ experienced managing directors e 44 of the Financial Times Stock e Senior-led teams

e Former operators, C-suite executives, Exchange (FTSE) 100 e Hands-on approach
consultants and industry experts e 58 Fortune 100

e Strong operational heritage

e 43 percent of Fortune Global 500 e FEree from audit-based conflict

e 138+ industries

Key Contacts:
Shane Bechtold Alina Bartley Jonathan Schneider
Senior Director Director Director
+1 202 557 6668 +1 713 380 5444 +1 771 217 2562
sbechtold@alvarezandmarsal.com alina.bartley@alvarezandmarsal.com jschneider@alvarezandmarsal.com
ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M) for leadership, action and results.
Privately held since its founding in 1983, A&M is a leading global professional services firm that provides advisory, business

performance improvement and turnaround management services. When conventional approaches are not enough to create
transformation and drive change, clients seek our deep expertise and ability to deliver practical solutions to their unique problems.

With over 8,500 people providing services across six continents, we deliver tangible results for corporates, boards, private equity
firms, law firms and government agencies facing complex challenges. Our senior leaders, and their teams, leverage A&M’s

Follow A&M on: restructuring heritage to help companies act decisively, catapult growth and accelerate results. We are experienced operators,
world-class consultants, former regulators and industry authorities with a shared commitment to telling clients what'’s really
®® 0 needed for turning change into a strategic business asset, managing risk and unlocking value at every stage of growth.
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