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Abstract 

The public sector in the United States continues to wrestle with the challenges of complying 

with legislation such as the Information Technology Reform Act and the Government Perfor

mance and Results Act that requires federal agencies to align their programs with the overall 

mission of the agency and to report their success and failures on an annual basis to Congress. 

The results unfortunately have not been very good. The Office of Management and Budget and 

the General Accounting Office have found in their reviews that the federal government as a 

whole has not been doing a very good job aligning their programs with the goals and establishing 

effective performance measures. 

The Balanced Scorecard (BSC) offers a methodology that can be applied to the federal sec

tor to enable more effective alignment of programs to mission and a tangible means for measur

ing the results. Some agencies, particularly within the Department of Defense, have embraced 

the Balanced Scorecard as a means for achieving these objectives, and have successfully trans

formed their programs to achieve higher productivity, aligning with the mission of the agency 

and resulting in higher efficiencies. 

This paper discusses the overall effectiveness and applicability of the Balanced Scorecard to 

the federal sector of the US Government, including a specific real-world application by the De

fense Finance and Accounting Services (DFAS). JEL Classification: Lll, L86, M31. 

1. Introduction: Performance Measurement Models & Systems 

"Man is the measure of all things, but it matters greatly what he measures" (Stan
ley Mott, in James Michener's Space, 1986). 
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"You can't tell when you're winning if you don't keep score" (Eric Berkman, CIO 
Magazine, 2002) 

Without clearly defined goals, most organizational efforts can quickly be
come diffused, unimportant and weak. Cohesion is lost as individuals and de
partments within organizations compete to achieve 'local optimization' at the 
expense of 'corporate optimization'. Thus, measures and measurement meth
ods for organizations are necessary for any strategic vision to be successfully 
implemented and even have a sustainable future. Used properly, measures can 
tell a firm where it has been, where it is now, and where it is going in the fu
ture. Measures can also inform us about how fast a firm is implementing its 
goals and in what direction an organization is heading. Finally, performance 
measurement systems not only provide the information necessary for managers 
to control business activity, but they also influence their behavior and deci
sions. The difference among simply 'good' organizations and the best-of-breed 
is that the latter do not use specific indices to guide them through the highly 
volatile economic environment, while the former have just applied a simple no
tion: they measure their performance and accordingly decide for the future. 

Overall, the main reasons performance measurement systems are necessary 
by all business organizations are {University of California's "Business Initiatives", 
2000): 

1. It is difficult to understand whether a company or a public organization is 
improving quality or performance without measuring results. Feelings and 
impressions are not accurate or precise enough to base one's decisions on. 
For example, a sensible manager cannot let a hint to define degrees of cus
tomer satisfaction. Moreover, feelings will never tell how much waste 
someone has in the budget. 

2. Measurements can keep the managers focused on what really has to be 
done right, what really has to be improved. There is a certain quote in 
management philosophy that says "If you can't measure it, don't do it." On 
the other hand, taking into consideration specific performance measures 
allows you to set realistic and specific targets, to focus on actions tied to 
achieving goals. 

3. Measuring prevents arbitrary organizational and cultural changes in an in
stitution. For example, it helps in avoiding the trap of restructuring organi
zations without first having a baseline and targets for improved perfor-
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mance and it makes it possible to link changes in institutional culture to 
specific, desired outcomes. 

4. Measurement activity gives management occasions to celebrate real re
sults that people can see and believe. 

5. Measurements encourage people to become involved in changes because 
they provide feedback on their work and offer insights into what needs to 
be done next. 

6. By linking improvements and measurements together, you keep various 
types of activities from being mixed, matched and confused. 

An integral part of performance management and strategic planning in
volves dynamically assessing the performance indicators associated with the 
components of the enterprise strategic plan. This can only be accomplished 
through feedback, which relates the status or effectiveness of the various initia
tives within the plan. There are a number of ways to measure or assess feed-
back, including informal and formal methodologies. This paper will focus on 
the theory and implementation of a formal strategic feedback assessment tool 
called the "Balanced Scorecard". Developed by Kaplan and Norton (1992; 
1996), the Balanced Scorecard offers organizations, irrespective of their indus
try, with the necessary methodology to quantify performance results as they re
late to integral components of the organizational mission. 

Originally intended for use within the private sector, the Balanced Score-
card, due to its structured generic approach, was identified by the federal gov
ernment and the public sector in general, as a means to assess performance 
and report quantitative results. As legislation passed through Congress (Infor
mation Technology Reform Act and The Government Performance and Re
sults Act) mandating requirements for federal agencies to report on their per
formance, accounting for their resource utilization relative to meeting and ful
filling their own mission, the Balanced Scorecard offers an ideal tool to bring a 
level of consistency and structure to the reporting process. 

2. Performance Measurement for the Federal Government of the US 

2.1 GPRA Enterprise Planning 

The Government Performance and Results Act (GPRA) redefined how 
performance is to be measured and managed within the federal government by 
linking agency performance to its budget and mandating that all agencies must 
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have a comprehensive mission statement. The mission statement must have 
general goals and objectives for the major functions and operations of the 
agency and GPRA requires agencies to outline their approaches to achieve 
their goals and objectives. GPRA also requires federal agencies to document 
the relationship between long-term goals and objectives (strategic) and annual 
performance goals (tactical). This documentation should include factors be
yond the agency's control (environmental issues) that could influence accom
plishment of goals and objectives. The key element of GPRA is the require
ment for an annual performance plan, submitted annually to The Office of 
Management and Budget. 

2.2 ITMRA - Program and Project Planning 

Other legislation that has shifted the federal government towards strategic 
planning includes The Information Technology Reform Act of 1996 whose 
purposes were to streamline IT acquisitions and emphasize life cycle manage
ment of IT as a capital investment and required agency heads to design and 
implement an IT management process for maximizing the value and assessing 
and managing the risks of the IT acquisitions, integrate the IT management 
process with the processes for making budget, financial, and program manage
ment decisions, establish goals for improving the efficiency and effectiveness of 
agency operations and, as appropriate, the delivery of services to the public 
through the effective use of IT, and prepare an annual report, to be included in 
the executive agency's budget submission to Congress, on the progress in 
achieving the goals, ensure that performance measurements are prescribed for 
IT by or to be acquired for, the agency and that they measure how well the IT 
supports agency programs, ensure that the information security policies, proce
dures, and practices of the agency are adequate, appoint a Chief Information 
Officer (CIO), and inventory all computer equipment and maintain an inven
tory of any such equipment that is excess or surplus property. 

2.3 The GPRA Annual Report 

The Government Performance and Results Act of 1993 seeks to shift the 
focus of government decision making and accountability away from a preoccu
pation with the activities that are undertaken - such as grants dispensed or in
spections made - to a focus on the results of those activities, such as real gains 
in employability, safety, responsiveness, or program quality. Under the Act, 
agencies are to develop multiyear strategic plans, annual performance plans, 
and annual performance reports. 
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According to The General Accounting Office (GAO), The Government 
Performance and Results Act remains a mystery to many agencies. Nineteen 
of 24 major agencies GAO reviewed are having difficulty detailing perfor
mance data in relationship to mission goals, according to a new GAO report, 
Performance Reporting: Few Agencies Reported on the Completeness and 
Reliability of Performance Data. Only five agencies submitted fiscal 2000 per
formance reports to Congress that included assessments of the completeness 
and reliability of the data as required by the Reports Consolidation Act of 
2000. GAO said the other 19 included some details of the quality of their per
formance but that their assessments were incomplete. GAO also found that 
only six agencies used a standard metric to measure performance data. Four 
agencies used the Office of Management and Budget's (OMB) suggested stan
dards, one used a self-assessment tool and another hired a contractor. The En
ergy and Labor departments, Federal Emergency Management Agency, Na
tional Science Foundation and Nuclear Regulatory Commission were the four 
agencies that submitted complete assessments. OMB's plans to emphasize this 
issue to agencies should help improve agency reporting, the report said.1 

According to the GAO 2000 Report, "agencies' fiscal year 2000 performance 
plans show moderate improvements over the fiscal year 1999 plans and contain 
better information and perspective. However, key weaknesses remain, and im
portant opportunities exist to improve future plans." In a statement by J. Chris
topher Mihm, Associate Director of The Federal Management and Workforce 
Issues General Government Division, he noted that a key GPRA objective is to 
help Congress develop a clearer understanding of what is being achieved in rela
tion to what is being spent. Toward this end, GPRA requires that annual perfor
mance plans link performance goals to the program activities in agencies' budget 
requests. We reported that agencies are making progress in developing useful 
linkages between their annual budget requests and performance plans, but much 
additional work is needed. We observed that the fiscal years 1999 and 2000 per
formance planning cycles produced useful experiments in "connecting resources 
to results." Collectively, the actions by many agencies constituted important first 
steps in forging closer links between plans and budgets and could be seen as a 
baseline from which to assess future progress2. 

3. Moving From Performance Measurement to Performance 
Management 

According to a study by The Procurement Executives Association (2002), 
"Measurement is not an end in itself, but a tool for more effective manage-
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ment. The results of performance measurement will tell you what happened, 
not why it happened, or what to do about it. 

In order for an agency to make effective use of the results of performance 
assessment, it must be able to make the transition from assessment to manage
ment. It must also be able to anticipate needed changes in the strategic direc
tion of the organization, and have a methodology in place for effecting strate
gic change. Successful accomplishment of these two tasks represents the foun
dation of good performance management. Both of these tasks can be greatly 
facilitated by use of the Balanced Scorecard. In other words, besides simply as
sessing performance, the Balanced Scorecard provides a structured framework 
for performance management. 

Measurement can provide the basis for an agency to assess how well it is 
progressing towards its predetermined objectives, help it identify areas of 
strength and weakness, and decide on next steps, with the ultimate goal of im
proving organizational performance. It can also provide the data necessary for 
showing how activities support broader goals, and provide the data necessary 
for supporting requests for additional resources or for supporting new initia
tives. But it is the effective use of this data by decision makers at all levels of 
the agency to aggressively improve products and services for customers and 
stakeholders, that is the hallmark of leaders in performance management."3 

4. Balanced Scorecard and the Federal Government of the US 

Leading organizations agree on the need for a structured methodology for 
using performance measurement information to help set agreed-upon perfor
mance goals, allocate and prioritize resources, inform managers to either con
firm or change current policy or program direction to meet those goals, and re
port on the success in meeting those goals. 

To this end, in 1993 the Procurement Executives Association created the 
Performance Measurement Action Team. Their task was to assess the state of 
the acquisition system, to identify a structured methodology to measure and 
improve acquisition performance, and to develop strategies for measuring the 
health of agency acquisition systems. 

The Performance Measurement Action Team found that organizations 
were using top-down management reviews to determine compliance with es
tablished process-oriented criteria and to certify the adequacy of the acquisi
tion system. This method was found to lack a focus on the outcomes of the 
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processes used and was largely ineffective in obtaining dramatic and sustained 
improvements in the quality of the operations. 

The Performance Measurement Action Team did extensive research and 
made site visits to leaders in performance measurement and management in an 
attempt to identify an assessment methodology appropriate for federal organi
zations. The model chosen was The Balanced Scorecard, developed by Drs. 
David Norton and Robert Kaplan. As modified by the Performance Measure
ment Action Team, the measurement model identified critical success factors 
for acquisition systems, and developed performance measures within the four 
perspectives discussed below. Agencies that implemented the Performance 
Measurement Action Team model, utilized generic survey instruments and sta
tistics obtained from the Federal Procurement Data System and other avail
able data systems to determine the overall health of the system and how effec
tively it met its performance goals. 

The Procurement Executives Association believes this revised methodology 
to be the best for deploying an organization's strategic direction, communicat
ing its expectations, and measuring its progress towards agreed-to objectives. 
Additionally, a 1998 study by the Gartner Group found that "at least 40% of 
Fortune 1000 companies will implement a new management philosophy ...the 
Balanced Scorecard...by the year 2000." 

The Balanced Scorecard is a conceptual framework (Figure 1) for translat
ing an organization's vision into a set of performance indicators distributed 
among four perspectives: Financial, Customer, Internal Business Processes, 
and Learning and Growth. Some indicators are maintained to measure an or
ganization's progress toward achieving its vision; other indicators are main
tained to measure the long-term drivers of success. Through the balanced 
scorecard, an organization monitors both its current performance (finance, 
customer satisfaction, and business process results) and its efforts to improve 
processes, motivate and educate employees, and enhance information systems 
- its ability to learn and improve. 

5. The Four Perspectives of the Balanced Scorecard 

Financial: In the government arena, the "financial" perspective differs 
from that of the traditional private sector. Private sector financial objectives 
generally represent clear long-range targets for profit-seeking organizations, 
operating in a purely commercial environment. Financial considerations for 
public organizations have an enabling or a constraining role, but rarely are the 
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primary objective for business systems. Success for public organizations should 
be measured by how effectively and efficiently they meet the needs of their 
constituencies. Therefore, in the government, the financial perspective empha
sizes cost efficiency, i.e., the ability to deliver maximum value to the customer. 

Customer: This perspective captures the ability of the organization to pro
vide quality goods and services, the effectiveness of their delivery, and overall 
customer service and satisfaction. In the governmental model, the principal 
driver of performance is different than in the strictly commercial environment; 
namely, customers and stakeholders take preeminence over financial results. 
In general, public organizations have a different, perhaps greater, steward
ship/fiduciary responsibility and focus than do private sector entities. 

Internal Business Processes: This perspective focuses on the internal busi
ness results that lead to financial success and satisfied customers. To meet or
ganizational objectives and customers' expectations, organizations must iden
tify the key business processes at which they must excel. Key processes are 
monitored to ensure that outcomes will be satisfactory. Internal business pro
cesses are the mechanisms through which performance expectations are 
achieved. 

Learning and Growth: This perspective looks at the ability of employees, 
the quality of information systems, and the effects of organizational alignment 
in supporting accomplishment of organizational goals. Processes will only suc
ceed if adequately skilled and motivated employees, supplied with accurate 
and timely information, are driving them. This perspective takes on increased 
importance in organizations, like those of the Procurement Executives Associ
ation members that are undergoing radical change. In order to meet changing 
requirements and customer expectations, employees may be asked to take on 
dramatically new responsibilities, and may require skills, capabilities, technolo
gies, and organizational designs that were not available before. Figure 1 visu
ally depicts the Balanced Scorecard framework. 

In brief we may describe BSC's appearance as an airplane cockpit, where 
we can see the main frame of several indicators (panels) - but instead of mea
suring air pressure, fuels or velocity and height, we deal with variables which 
refer to business efficient acting. 

An example of a BSC system is shown in Figure 1.1 (adapted from 
www.ergometrics.com/balscorecard.htm). In this example, the company has 
identified the key performance areas that it wants to be reported. Each is given 

http://www.ergometrics.com/balscorecard.htm
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it's own panel and each panel has gauges representing Key Performance Indica
tors. Gauges have been selected depending on whether low values (Product 
Returns) or high values (Share Price) are being reported. Each gauge is di
vided into Performance Sectors (the outer rim) and also has a Trend Panel 
(the inner half circle). 

The company sets the sensitivity of trend reporting. This allows fluctuations 
in performance to be reported specifically for each Key Performance area. The 
three needles indicate the latest three periods being reported. At any time the 
user can go back to previously reported periods by changing the date to be re
ported by simply selecting it from the Measurement Period dropdown box. 

Overall, to realize the full benefits of the Balanced Scorecard, the Procure
ment Executives Association encourages the adoption of the Balanced Score-
card for all key agency functions. 

6. Why Organizations Use a Balanced Scorecard 

For a number of years, various corporations had based their Performance 
Measurement Systems (PMS hereafter) on traditional approaches, such as the 
purely accounting one, all under the name of EVA - Economic Value Added. 
Return on Assets (ROA), Return on Equity (ROE), Return on Investment 
(ROI) and other similar methods of estimating the performance of a company 
have been widely used until today. The basic notion underlying those was that 
the best way to monitor a company was to monitor all the tangible elements in 
the company. Thus traditionally, performance measures have been primarily 
based on management accounting systems. This has resulted in most measures 
focusing on financial data (i.e. return on investment, return on sales, price vari
ances, sales per employee, productivity and profit per unit production). How
ever productivity has been considered the primary indicator of performance 
and various authors have emphasized the following four issues concerning the 
importance of measuring such productivity (Teague and Eilon, 1973; Skinner, 
1986; Woods, 1989): strategic (i.e. comparison with competitors or related 
firms); tactical (i.e. management control of the performance of the firm); plan
ning (i.e. comparison of the relative benefits from the use of different inputs); 
and internal management (i.e. collective bargaining with trade unions). 

The above and other traditional performance measures have had many lim
itations that can be classified into two categories: general limitations due to the 
overall characteristics and limitations specific to certain traditional performance 
measures such as productivity or cost. Both of these types of limitations make 
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traditional performance measures less applicable in today's competitive mar
ket. Following, we present some of the most commonly cited limitations 
(Teague & Eilon, 1973; Kaplan, 1983; Woods, 1989; Eccles, 1991; Fisher, 1992; 
Ghalayini and Noble, 1996; Pollalis & Koliousis, 2003): 

Thus, it is obvious from the previous discussion, that there is a need for new 
performance measures that can overcome the above described limitations. 
Kaplan (1990) states that "Traditional summary measures of local performance -
purchase price variances, direct labor and machine efficiencies, ratios of indirect 
to direct labor, absorption, and volume variances - are harmful and should be 
eliminated, since they conflict with attempts to improve quality, reduce inventories 
and increase flexibility. Direct measurement is needed for quality, process time, de
livery performance, and any other operating performance criterion that needs to be 
improved". 

Therefore an enterprise performance measurement system should at least 
include a set of well-defined and measurable criteria, standards of perfor
mance for each criteria, routines to measure each criteria, procedures to com
pare actual performance to standards and plans and procedures for dealing 
with discrepancies between actual and desired performance (Ghalayini and 
Noble, 1996; Pollalis & Koliousis, 2003). Table 1 sums up the limitations of tra
ditional PMSs. 

Overall, the Balanced Scorecard methodology converts an organization's 
value drivers - such as customer service, innovation, operational efficiency and 
financial performance - to a series of defined metrics. Companies record and 
analyze these metrics to help determine if they're achieving strategic goals. A 
fully implemented Scorecard cascades from the top levels of a company all the 
way down. Ultimately, each member of the organization works off a personal 
Scorecard, striving to achieve personal objectives based on measurements di
rectly linked to the corporate strategy. 

The potential benefits of a Balanced Scorecard are dependent on what it is 
to be used for. Simply having a Balanced Scorecard is not enough - the score-
card will only be useful if it is correctly applied. Although there are very many 
different firms using Balanced Scorecard, in many different formats, there are 
two distinct applications. Although visually similar, these two applications of 
Balanced Scorecard require substantially different design and development 
processes, and provide different benefits to a management team. 
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TABLE 1 

Traditional vs. Non traditional PMS 
(Source: "Changing basis of performance measurement", 

Ghalayini and Noble, 1996) 

Implementing the Balanced Scorecard agency-wide can provide: (1) a com
mon methodology and coordinated framework for all agency performance 
measurement efforts; (2) a common "language" for agency managers; (3) a 
common basis for understanding measurement results; and (4) an integrated 
picture of the agency overall. 

While implementing the acquisition Balanced Scorecard is an important 
first step, helping agencies to develop Balanced Scorecards for additional func
tions (e.g., program, human resources, finance, IT) will strengthen the link 
among the acquisition system, those additional functions, and agency missions 
and goals. This will highlight how performance improvement initiatives in one 
area positively or negatively affect performance in another area. Also, this will 
promote cross-functional coordination of improvement efforts and help break 
down "stovepipes" in the agency. 

Acquisition executives may serve as advocates to promote the benefits of Bal
anced Scorecard agency-wide by advertising successful improvement efforts, and 
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by discussing the Balanced Scorecard methodology in meetings with the Secre
tary, Administrator, or senior-level managers in other functional areas. 

The Balanced Scorecard provides sound data on which to base business de
cisions, from allocation of available resources to future direction. This enables 
the agency to manage its activities and its resources more effectively. For ex
ample, the Balanced Scorecard could form a common basis to support a busi
ness case for more resources. 

7. Information Technology Impact on BSC's Implementation 

It is ideal to implement the Balanced Scorecard throughout the enterprise 
because that framework can help foster strategic alignment between business 
and IT plans (Kaplan and Norton, 1996; King & Pollalis, 2001; Pollalis & 
Koliousis, 2003). Still, the concept can work within an IT organization specifi
cally. The key difference when the Scorecard is implemented within IT as op
posed to the entire company, says Norton, is that the "customer" is a user 
within the corporation, not an external consumer. 

Because the Balanced Scorecard requires every action to answer to estab
lished corporate goals, using the Scorecard within IT can still help promote 
alignment and eliminate projects that contribute little or no strategic value. "It 
really changes the conversation between IT and business," says Linda 
Bankston, CIO of DuPont Engineering Polymers, a $2.5 billion division of 
DuPont Chemicals in Wilmington, Delaware. "The conversation is around 
strategy and impact, rather than just whether you can or can't do something." 
(CIO Magazine, 2002). 

Nevertheless, installing the Balanced Scorecard within IT is a challenge. It 
changes the job approach of all employees — not to mention how they're evalu
ated. CIOs need to take a number of necessary steps to properly lay the 
groundwork for a successful implementation. 

• Prepare the organization for change. 

• Devise the right metrics. 

• Get buy-in at all levels. 

• Plan to follow through to completion. 
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Before jumping in and developing all sorts of metrics, Norton suggests "sit
ting down with the rest of the leadership team and define the overall strategy". 
Four or five value drivers, or broad strategic goals, for the organization, typi
cally articulate strategy. The Hilton Hotel Corp., for example, gears its strategy 
and framework around financial performance, customer service, efficient busi
ness processes, innovation, learning and growth. 

It's also critical to designate a Scorecard champion, says Norton. When im
plementing the Scorecard within an IT department, that champion should be 
someone other than the CIO. "The CIO is responsible for using and driving 
the Scorecard," says Norton. "But you need an individual from within 
IT—maybe who ever's responsible for planning within IT, or someone respon
sible for preparing your finance or budgeting system —to be assigned responsi
bility [for the Scorecard]" (CIO Magazine, 2002). 

8. Applications of the Balanced Scorecard Methodology in the 
Public Sector 

Mission (Department of Defense, United States of America): "Provide responsive, 
professional finance and accounting services for the people who defend America. " 

The Defense Finance and Accounting Service (DFAS) was established in 
1991 under Title 10, United States Code, pursuant to the authority of the Sec
retary of Defense (Guidebook 2002). DFAS is responsible for several finance 
and accounting management services in support of military customer require
ments. Payments are processed to military and civilian personnel, retirees, an
nuitants, and contractors. DFAS accountants record, accumulate and report 
financial activity. The organizational structure establishes of corps leaders, 
called Client Executives, who provide single points of contact for services pro
vided. Working in conjunction with the Client Executives are three Business 
Line Executives: Military and Civilian Pay Services, Commercial Pay Services 
and Accounting Services. Internal service organizations ensure that the busi
ness lines are supported (Figure 2). 
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DFAS is a Working Capital Fund activity, which means it is not funded by 
direct appropriations. Rather, it operates on revenue received by charging cus
tomers for services provided. The military services and defense agencies con
tract out their finance and accounting work to DFAS. Since inception, DFAS 
has consolidated over 300 installation-level finance and accounting offices into 
26, and trimmed the work force from over 27,000 to just over 17,000 (DFAS 
Annual Report, 2001). 

8.1 DFAS Vision and Strategy 

The DFAS community embraces a vision to be the 

• World-class provider of finance and accounting services 

• One organization, one identity 

• Trusted, innovative financial partner 

• Employer of choice, providing a progressive and professional work environ
ment (Guidebook 2002) 

The Defense Finance and Accounting Service (DFAS) organization of the 
United States' Department of Defense, has established the following major 
goals toward the realization of this vision 

• World-class provider of finance and accounting services 

Fully satisfy customer requirements and aggressively resolve problems to 
deliver best value services 

Use performance metrics to drive best business practices and achieve high 
quality results 

Optimize the mix of military, civilian, and contractor workforce to achieve 
competitive advantage 

• One organization, one identity 

Ensure everyone is working toward the same vision and can connect what 
they are doing to make the vision a reality 

• Trusted, innovative financial partner 

Establish consultative relationships with leaders 
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Deliver business intelligence to drive better decisions 

• Employer of choice, providing a progressive and professional work 
environment 

Embrace continuous learning for the workforce to ensure critical, high 
quality skill sets 

Develop the next generation of DFAS leadership (Guidebook 2002) 

Strategy is an integral part of daily activities within the operational levels of 
the organization. Customers, quality, systems and processes, and people are 
the four areas of focus. 

• Customers: Remain the trusted agent and best value for customers in pro
viding innovative solutions and in delivery of products and services 

• Quality: Focus workforce on building quality into all products and services 

• Systems and Processes: Deliver the right business solutions on time and 
within budget 

• People: Transition DFAS to a team-based, multi-skilled workforce (Guide-
book 2002) 

8.1.1 The Customer Perspective 

What customer needs must DFAS serve to achieve its strategy? The Cus
tomer perspective focuses on customer requirements. 

• Information accuracy 

• Data Integrity 

• Quality customer service 

• Delivering product in timely manner 

• Knowing your customer (i.e. Rome, NY Field Site serves the U.S. Army) 

• Travel vouchers; military pay 

• Provided customers with online resources/forms- Information Technology 
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8.1.2 The Financial Perspective 

What financial objectives must DFAS accomplish to satisfy customers and 
other stakeholders? The Financial perspective targets cost reduction for both 
the customer and service provider. 

• Reduce cost to customer 

• Develop most efficient, cost effective method to complete work 

• Downsizing/Reorganization of sections/departments 

8.1.3 The Business Process Perspective 

In which internal business processes must DFAS excel to satisfy stake
holders and customers? The Business Process perspective focuses on quality, 
innovation, and system solutions. 

• Improve quality, efficiency 

• Encourage innovation 

• Eliminate rework (i.e. incorrect processing codes inputted by either cus
tomer or DFAS) 

8.1.4 The Learning and Growth Perspective 

How must DFAS organization learn and innovate to achieve its goals? The 
Learning and Growth perspective targets employee competence and satisfac
tion, succession planning, and fostering a climate of action. 

• Invest in employee education and training to increase employee competency 

• Provide excellent benefits and incentives to increase employee satisfaction 

• Conduct onsite visit to customer - put a face to the voice 

• Enhance Information Technology and Information Systems 

8.2 Balanced Scorecard Results for DFAS 

DFAS must stay competitive with the private sector, which remains a con
stant threat to the organization. The Balanced Scorecard is a strategy imple
mentation tool. The Balanced Scorecard was implemented in order to ensure 
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that DFAS is a strategy-based and customer-focused organization, continually 
creating value for their stakeholders. DFAS has an overall Corporate Balanced 
Scorecard and individual scorecards for each Business Line (3) and each Sup
port Services area (8) (See Figure 3). For FY 2002, the Business line Balanced 
Scorecard will replace the Performance Contract for that Business Line Execu
tive (Guidebook 2002). 

FIGURE 3 

Measurement of Performance 
(Source: Defense Finance and Accounting Service, 2001 

http://www.dfas.mil/DFASannualREPORT2001.pdf) 

DFAS incorporates performance measurement and feedback (from both 
customer and employee) in its structured approach to the Balanced Scorecard. 
Direct Billable Hours (DBH) of each employee is closely monitored. Cus
tomers are charged according to a code that corresponds with the particular 
service they receive. This includes the rework code, which tracks mistaken in-

http://www.dfas.mil/DFASannualREPORT2001.pdf
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puts of either the employee or the client. Customer feedback surveys are ad
ministered and executive site visits to client bases are both integral in sustain
ing and surpassing customer satisfaction. 

DFAS benefits from the application of the balanced scorecard in several 
ways. The balanced scorecard puts the strategic plan into practice. It helps to 
align objectives and measures and provides structure for coordinating multiple 
initiatives. The capital and resource allocation process is further driven. The 
balanced scorecard also keeps the teams and individuals focused on strategic 
priorities. The balanced scorecard has given DFAS clarification and consensus 
about exactly what the strategy is and how it can be achieved (Figure 4). 

9. Conclusion and Implications 

The Balanced Scorecard approach offers a useful methodology for develop
ing performance measures for public agencies. The approach is basically the 
same as the approach applied to private sector organizations by Kaplan and 
Norton (1992; 1996). The public sector balanced scorecard includes the fol
lowing four perspectives 

• Operational efficiency 

• Customer 

• Mission accomplishment 

• Organizational learning 

The only difference between the private sector and the public sector bal
anced scorecard is that the public sector approach includes the mission accom
plishment perspective and does not include the internal perspective. The 
change reflects the fact that a public agency's mission is often unrelated to fi
nancial success or meeting customer needs, as is the case with private organiza
tions. 

A major benefit of this approach is that it prevents organizations from 
choosing one set of measures that when pursued, result in negative, unin
tended consequences. Secondly, by putting boundaries on the number and 
types of measures, the balanced scorecard approach gives managers the confi
dence that they are measuring enough of the "right" things while not creating a 
massive paper intensive process that is likely to fall by its own weight. These 
two benefits can help managers implement measurement systems that over-
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come common problems with previous efforts to measure government perfor
mance. 

Susan Dallas, research director at Gartner in Stamford, Conn., says the best 
way to tell if the Balanced Scorecard is working for an organization is if you set 
higher measurement goals every year and continue to meet them. Obviously, it 
takes time to make this type of assessment. In the short term, however, you 
should be able to see anecdotal evidence that the approach is working, such as 
whether or not the organization is meeting budgetary and project goals. 

By implementing a Balanced Scorecard methodology, federal agencies have 
the opportunity to align their performance with the key strategies and mission 
of the organization. This in turn will result in a government that works better 
and costs less, resulting in greater value for the taxpaying customers. However, 
implementing the Balanced Scorecard presents some challenges for the public 
sector. Using the DFAS model will provide a benchmark as well as best prac
tices that can be utilized by other agencies interested in adopting the Balanced 
Scorecard approach. 

Finally, there are a variety of factors to keep in mind when migrating to a 
performance based methodology and any agency implementing the Balanced 
Scorecard should realize that they must not focus on outcome measures alone, 
but rather focus to the future and develop a consolidated set of measures that 
communicate future strategy throughout the organization and identify the ways 
to achieve the results (Pollalis, 1996; Pollalis & Koliousis, 2003). 

Notes 

1. Government Computer News, 5/27/02. 

2. Testimony before the Subcommittee on Government Management, Information and 
Technology, Committee on Government Reform, House of Representatives - J. Christopher 
Mihm, July 20, 2000. 

3. Guide to a Balanced Scorecard: Performance Management Methodology, The Procure
ment Executives Association, July 8, 2002. 

4. © Paul Arveson 1998. 
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Appendix A 

Top Ten Reasons for a Performance Measurement Systeml 

1. It improves the bottom line by reducing process cost and improving pro
ductivity and mission effectiveness. 

2. A performance measurement system such as the Balanced Scorecard al
lows an agency to align its strategic activities to the strategic plan. It permits — 
often for the first time — real deployment and implementation of the strategy 
on a continuous basis. With it, an agency can get feedback needed to guide the 
planning efforts. Without it, an agency is 'flying blind'. 

3. Measurement of process efficiency provides a rational basis for selecting 
what business process improvements to make first. 

4. It allows managers to identify best practices in an organization and ex
pand their usage elsewhere. 

5. The visibility provided by a measurement system supports better and 
faster budget decisions and control of processes in the organization. This 
means it can reduce risk. 

6. Visibility provides accountability and incentives based on real data, not 
anecdotes and subjective judgments. This serves for reinforcement and the mo
tivation that comes from competition. 

7. It permits benchmarking of process performance against outside organi
zations. 

8. Collection of process cost data for many past projects allows us to learn 
how to estimate costs more accurately for future projects. 

9. If you are in a US Federal agency, it's the law. The Government Perfor
mance and Results Act of 1993 require a strategic plan, and a method of mea
suring the performance of strategic initiatives. 

10. It can raise you agency's Baldridge score, which can serve to increase its 
long-term chances of survival. 



57 

References 

Benchmarking: Leveraging "Best Practice Strategies." International Benchmarking Clearing-
house, A White Paper for Senior Management, based on the 1995 study: Organizing & 
Managing Benchmarking. 

Berkman, Eric, CIO Magazine. "How to Use the Balanced Scorecard, May 15, 2002, [July 12, 
2002 at: http://www.cio.com/archive/051502/scorecard.html] 

Defense Finance and Accounting Service (DFAS), Annual Report: DFAS, FY 2001, 
http://www.dfas.mil/DFASannualREPORT2001.pdf. 

Eccles, R.G., "The performance measurement manifesto", Harvard Business Review. Vol. 69, 1991. 

The General Accounting Office. "Managing For Results - Continuing Challenges to Effective 
GPRA Implementation", Testimony before the Subcommittee on Government Manage
ment, Committee on Government Reform, House of Representatives [July 11, 2002 at: 
http://freedom.house.gov/results/gao/97560.pdf] 

Fisher, J., "Use of non-financial performance measures". Journal of Cost Management. Vol. 6(1), 
1992. 

Fountain, James R., "Are State and Local Governments Using Performance Measures?", Per
formance Management: Perspectives for Today's Public Sector Manager, A Special Sup
plement to the 1997 Public Administration Times, June 1997. 

Ghalayini, A. and Noble, J. "The changing basis of performance measurement", Journal of Oper
ations & Production Management, Vol. 16, No.8, 1996. 

Government Manager's Guide for Undertaking Customer Satisfaction Surveys. Logistics Man
agement Institute, July 1996. 

Guidebook: DFAS Organization, Missions and Functions, Version 1.3, February 2002. 

Kaplan, R.S., "Limitations of cost accounting in advanced manufacturing environments", in 
Kaplan, R.S., Measures for Manufacturing Excellence, Harvard Business School Press. 
Boston, MA, 1990. 

Kaplan, R.S., "Measuring manufacturing performance: a new challenge for managerial account
ing research", The Accounting Review. Vol. 58 (4), 1983. 

Kaplan, Robert S. and David P. Norton, "The Balanced Scorecard - Measures that Drive Per
formance", Harvard Business Review. January - February 1992. 

Kaplan, Robert S. and David P. Norton, The Balanced Scorecard: Translating Strategy into Ac
tion. Harvard Business School Press, 1996. 

Kaplan, Robert S. and David P. Norton, Using the Balanced Scorecard as a Strategic Manage
ment System. Harvard Business Review. January-February 1996. 

King, William R. and Yannis A. Pollalis, "Information Technology-based Coordination and Or
ganizational Performance: A Gestalt Approach", Journal of Computer Information Systems. 
Vol.41, No.2, pp.64-75, Winter 2001. 

http://www.cio.com/archive/051502/scorecard.html
http://www.dfas.mil/DFASannualREPORT2001.pdf
http://freedom.house.gov/results/gao/97560.pdf


58 

Kravchuck, Robert S., and Schack, Ronald W., 1996 "Designing Effective Performance Mea
surement Systems under the Government Performance and Results Act of 1993." Public 
Administration Review, vol. 56 (4), 348-358. 

Miller, Jason, Government Computer News. 05/27/02; Vol. 21 No. 12 "GAO Says Many Agencies 
Have GPRA Troubles", [accessed on July 10, 2002 at: http://www.gcn.com/21_12/ 
inbrief/18761-l.html] 

Newcomer, Kathryn E. and Roy F. Wright, "Effective Use of Performance Measurement at the 
Federal Level, Performance Management: Perspectives for Today's Public Sector Man
ager", A Special Supplement to the 1997 Public Administration Times , June 1997. 

Office of Management and Budget, The Executive Office of the President, Government Perfor
mance Results Act of 1993, [accessed on July 10, 2002 at: http://www.whitehouse.gov/ 
omb/mgmt-gpra/gplaw2m.html] 

Olsen, Raymond T. and Jeffrey Epstein, "Performance Management: So What?", Performance 
Management: Perspectives for Today's Public Sector Manager, A Special Supplement to 
the 1997 Public Administration Times. June 1997. 

Olsen, Raymond T., "Portrait of a Government Accountable for Results", Performance Man
agement: Perspectives for Today's Public Sector Manager, A Special Supplement to the 
1997 Public Administration Times, June 1997. 

Pollalis, Yannis Α., "A Systemic Approach for Re-Engineering: Integrating IS Planning, Β PR, 
and TQM Efforts", Information Systems Management. Vol.13, No.2, January 1996. 

Pollalis, Yannis A. and Koliousis, I., "Enterprise Performance Measurement: Using the Bal
anced Scorecard for Business Optimization", Journal of Applied Systems Studies (forthcom
ing in December 2003). 

Serving the American Public: Best Practices in Performance Measurement. Benchmarking Study 
Report, National Performance Review, June 1997. 

Teague, J., Eilon, S., "Productivity measurement: a brief survey". Applied Economics. Vol. 5 (1), 
1973. 

The Finance Project, "A Guide to Developing and Using Performance Measures in Re
sults-Based Budgeting", May 1997. 

The United States Department of Commerce. The Procurement Executives Association, "Guide to 
a Balanced Scorecard Performance Management Methodology", [July 10, 2002 at: 
http://oamweb.osec.doc.gOv/bsc/guide.htm#h%20Chapter%20Six] 

University of California's "Business Initiatives", 2000 (http://www.ucop.edu/ucophome/ 
businit/hdbkcontents.html) 

Woods, M.D., "New manufacturing practices - new accounting practices", Production and Inven

tory Management Journal 30, 1989. 

http://www.gcn.com/21_12/
http://www.whitehouse.gov/
http://oamweb.osec.doc.gOv/bsc/guide.htm%23h%20Chapter%20Six
http://www.ucop.edu/ucophome/

