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Abstract

This paper aims at studying the implementation ofaeagement control system in a Piedmont Coopera-
tive Bank: the system is based on Balanced Scatevadel (BSC) suggested by Kaplan and Norton
(1996, 2001) applied in the services sector.

The paper starts with the research method anch@rdtical background concerning the business model
of Cooperative Banks.

Next section is devoted to the presentation ofcdme study: specifically, the section outlines ¢hm-
petitive position and the organizational structafahe bank, that is wide spread in Piedmont (Naith
Italy), compared with the other main Cooperativalgain Italy.
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The section includes short comments about the Bardatrol needs, also considering Risk Management
and the way Basel 2 Accord has caused a more éxemsed of managerial information.

The following section contains

- the design of the BSC for the bank (corporate) fan the bank’s branches (organizational units);

- the operative tools required for the implementabf the system (e.g. current and future perfomaan
measures under the different perspectives of BSC);

- the main critical aspects connected to the implaation of the control system itself.

The results obtained confirm the need of a corsystem based on a comprehensive framework that tran
slates company’s strategy into a coherent set dbprance measures for the bank (corporate) and, as
consequence, for the bank’s branches (organizatimiiz) as well.

The paper ends with conclusions, especially reggrttie care required in choosing the suitable djvera
tools to translate BSC into practise, implicatiansl suggestions for future researches.

1 — Introduction?

The paper concerns the implementation of a managewmntrol system in a co-
operative bank located in the North of Italy inditent region.

The co-operative credit banks are generally smadize and work in a local area: at
present this is a limit because they work in a nmaré more dynamic and competitive
environment characterized by international compatiat can easily reach economies
of scale and scope.

In the past banks worked in a stable and protetiadket, they played a key role in
the financial market and had a strong control @manpetitive relations, but, nowadays
the environment has changed: competition’s degeseificreased, stakeholders’ needs
are more customized, clients are better informedrefore banks are required to de-
velop competitive advantages (Porter 1985).

To survive in the long term and be competitive ymamic businesses, it is impor-
tant to improve instruments to analyze, forecast iafluence the competitive environ-
ment. Each bank needs correct and well-timed inftion and, above all, instruments
to estimate alternatives, to control actions andecd deviations (Amigoni, Miolo Vitali
2003; Brusa 2007).

The aim of the paper deals with the implementatiba Balanced Scorecard model
for the bank (the corporate) and for its brancleessidering the difficulties connected
with the alignment of the organizational units ke strategy (Kaplan and Norton 1996;
Brusa 2007).

Therefore, there is the identification of the opemtools needed to translate the
model into practise, especially the set of perfarceameasures for the bank and its
branches.

In the following paragraph the empirical researathrod will presented.

1 This paragraph is by Paola Vola.
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2 — The research method

The research has been conducted through an enhpanedysis of exploratory case
study. The choice of a case study is one of the aygsopriate method of empirical in-
quiry, because gqualitative studies are necessagrembrganizational processes are in-
volved.

Case study research excels at bringing us to aerstahding of a complex issue or
object and can extend experience or add strengthhtt is already known through
previous research.

Case studies emphasize detailed contextual anafsidimited number of events
or conditions and their relationships. ResearcludeR K.

Yin defines the case study research method as airieah inquiry that investigates
a contemporary phenomenon within its real-life eahtespecially when the boundaries
between phenomenon and context are not clearly 0984).

A strength of the case study method is that thergemé theory is likely to be test-
able with constructs that can be readily measuret lgypotheses that can be proven
false. Measurable constructs are likely becausghbee already been measured during
the theory — building process.

The resulting hypotheses are likely to be verigatar the same reason (Huberman,
Miles 2002) .

The results are based on interviews with branchesiagers. The interviews were
semi-structured to be kept within the main questicea but still open the possibility to
get the interviewees own ideas and feelings. Thenirews also included some ques-
tions to verify the good quality of answers.

The choice to examine a cooperative bank is sup@diy the fact that cooperative
banks are an important part of many financial systand the literature devotes dispro-
portionately little attention to cooperative bamksomparison with commercial banks.
Moreover, the share of cooperative banks has bemadsing in recent years. Coopera-
tive banks are particularly numerous and largeurope.

The five largest cooperative banks in the Europdaion (EU) rank among the
EU’s top 25 banking groups in terms of consolidatqdity. Reflecting the cooperative
banks’ focus on retail banking, their market shareetail business is even more sub-
stantial: for example, five EU member countrieséhavore than a 40 percent market
share of cooperative banks in terms of branch mésvgHeiko Hesse and Martin Eihak,
2007).

The gathered issues, analyzing this cooperativi, l@ar largely present in the most
of Italian cooperative banks, consequently thigaesh is to a relevant degree gener-
alisable.

2 This paragraph is by Laura Broccardo.
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3 — The case study

3.1 —The business model of the Cooperative Bahks

Co-operative credit banks are non profit entitigsolv provide credit and financial ser-
vices to the local community, especially househalad small to medium enterprises.

These banks were born as Rural Banks at the ehftbfcentury to help craftsmen
and farmers who were subjected to poverty and udimgir aim was to enable as many
people as possible to obtain loans at more favéei@nditions than those offered by
traditional banks.

Since 1994 the co-operative bank law has introdwtethges that can be summa-
rized as following:

- loans were available not only to craftsmen amohés but to anybody in need;

- the majority of loans have to be mainly grantediembers;

- the minimum number to establish a co-operatieglittbank is 200 members;

- each member can own more than one share butvir@lbnominal value of the
shares may not exceed 50.000 Euros; despite thbarurhshares owned, each member
has only one vote;

- co-operative credit banks must allocate at I€8%b of net profit to statutory reserve
not subjected to distribution; 3 % of net profit shibe invested in a special mutual-aid
fund to promote and develop the co-operation.

If it's true that these banks can provide the sanoglucts as other banks, it's also
true that there are some differences between b@angeneral and co-operative banks
that can be identified with the orientation towasddidarity and support to local econ-
omy.

Since the beginning, co-operative credit banks haaetained a close link to the
local area where they operate.

Therefore, it's possible to identify the main claeaistics of this kind of banks; in
fact they are :

- co-operative: they mainly provide credit to theiwn members;

- local: they play a role in providing financialgort for households and enterprises
in a geographically limited area;

- solidarity-oriented: they promote mutual aid beéw members. One of the main
aims of this kind of bank concerns the supply addgy services and work to members
at more favourable conditions than those of theketarThe mutual aim has to be

mainly carried out to benefit members (the credinainly supplied to members);

- part of a system: they are part of a system ofnpeship so called co-operative

credit which enables each bank to obtain servigesjucts, economies of scale, there-
fore offering a high-standard range of serviceth&r customers.

3 This paragraph is by Elisa Truant.
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Nowadays the co-operative credit is composed byb&8tks (the 54,3 % of Italian
banks) with a widespread presence throughout Italy.

3.2 —Brief history of Bank A

Bank A was born at the end of 1998 after a mergé#r three local banks. The three
banks were founded at the end of XIX century anceteways been a reference point
for the support and the development of local attisi

The merger has allowed operational and financialedision achievement which
enable Bank A to face the strong competitiveness tharacterises the co-operative
credit market.

In fact this credit market is players are both laad international. The merger has
enabled a capillary presence in a specific geograpka (Piedmont).

The local development has been planned to readlitbeving targets:

- increase of presence in the original area by iogemew branches;
- extension of the presence in new areas by opesfireg secondary office in Turin
and new branches near Turin (Piedmont).

Thanks to this expansion the Bank area has groswadays Bank A operates in
130 municipal areas.

The year after the merger was a year of adjustif@eluts of branches’ directors re-
signed because they didn’t believe in the new pthjét was necessary to find the di-
rectional and organisational stability again.

The development and the growth began in 2000 thémkke fact that targets in
strategic planning were reached. Some of the mgsbitant targets reached are the fol-
lowing:

- presence consolidation in the local community;

- an increasing number of members: nowadays Baik @xe of the most important
co-operative banks in ltaly regarding the numbemeimbers thanks to innovative ser-
vices that it offers. In fact the number of membgrsw from 5.278 units in 1994 to
23.846 units at the end of 2007 (+351%);

- this increase is due to the fact that memberkhgbeen open to all social catego-
ries;

- in 2007 the number of members has grown to 7%;

- extension of product range.

The following exhibit, Exhibit 1, explains the coetjtive position of Bank A, com-
pared to other co-operative credit banks in Northely for the year 2007.

The sample examined is made up of 26 co-operataditdanks in Northern lItaly.
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The following table contains the calculations o thost important position’s indi-

cators.

Exhibit 1— Structure and performance of Bank A.

BENCHMARKING ~ [MEDIAN | MEAN  BANKA. RANKING | 70 PANC A ©)
CLNT COLLECTION' g61271 | 1.030.124| 1:344.438 3 56,10%
TOTAL ASSETS /000 | 1.037.692  1.248.877  2.233.37 5 48,00%
EQUITY / 000 121.884| 143687 | 167719 14 0,00%
EBITDA / 000 12.908 14.302 23,193 10 10,40%
NET PROFIT / 000 12.571 13.976 19.568 13 5,80%
N. OF COUNTERS 26 29 47 2 69,20%
N. OF EMPLOYEES 226 255 383 3 48,70%
COSTINCOME RATIO| g 63.3 o6 o 2.40%
EQUITVITOTASSETS| 11800 | 11,90% 7,50% 26 3,80%
R.O.E. 10,50% 9,90% 12,90% 9 0,50%
N T oFOFIT/EBITDA 6 97 1,14 0,85 17 3,40%
o o | 32699 35.378 30.555 14 6,60%
COLLECTION EW- 3.899 4.093 4.001 11 2,60%
EgSh?EEESR/ATlo 838 8.7 7,6 4 -13,00%

Source: personal elaboration based on internal data

For each indicator mean and median have been atddupaying particular atten-
tion to the position of Bank A compared to the skngmd the median variance.

Bank A is one of the most important co-operativeddrbank in the North of Italy
for dimension of client collection, number of emy#es and number of counters. In fact
Bank A is the second co-operative credit bank ier number of counters and the third
for the client collection and number of employddewever these results are not lack-
ing in consequences:

- the high number of counters involves a lack dicefncy in collection: the collec-
tion per counter is lower compared to the mediér60%), so Bank A is fourteenth in
the ranking;

Online
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- the difference between the number of employeesqénter of Bank A and the me-
dian is negative (-13%). However, even if the mediariance is negative, Bank A is
fourth in ranking;
- the low number of employees per counter involwesllection per employee higher
than the median, even if the number of countelnsgis.

A further consideration about Exhibit 1 is that Bak has a low equity, compared
to the total assets too.

The equity of Bank A is 167.719 Euros and this iggputs it the fourteenth position
in ranking.

3.3. -The organizational structure of Bank A

The organizational dimension is crucial for the iempentation of an effective control
system: in fact, besides the quantitative datairedlby a management control system,
the organizational dimension is necessary for thgniion and the allocation of the
economic responsibilities trough the whole orgatmmzra(Lorsch 1970; Brunetti 1992;
Brusa 2000).

The term structure is usually referred to orgamretl elements such as the degree
and the type of horizontal differentiation, vertichfferentiation, mechanisms of coor-
dination and control, formalization, and centrdii@a of power (Mintzberg 1979).

As far as concerns the structure of the Bank Aeratie mergera process of re-
design of the organizational structure was necgssar

These activities led to a new structure’s chagt dontains:

General Division (with Directors) and Staff UnitsGdneral Secretary,
Organization and Human Resources Unit, PlanningGordrol Unit)
Auditing Board
Central Departments:
Sales Department
Local Branches
Internal Auditing Department
Technical Department
Credit Department
Finance Department
Foreign market Department

The structure can be represented as follow:

4 This paragraph is by Paola Vola.
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Exhibit 2 — Organizational Structure of Bank A.

Board of Directors

General Director

[
Vice General Director

Auditing Board

Internal Commercial General Human Planning
Auditng Department Secretary Resources
I
Local Branches Risks’
Committee
[ [ [ 1
Credit Technical Foreign Finance
Department Department Market Department
Departmen

Source: personal elaboration.

The new structure corresponds to a “short bankér@hs a decentralization of the
decisional power, in order to obtain a more rajavfof information and, therefore, a
more effective structure, oriented to the market.

The main goals to reach trough the re-design ostheture were the following:

- the development of the foreign market, thankh&implementation of a proper ser-
vice;

- the empowerment of the selling department, esfigavith reference to the sales of
financial products;

- the empowerment of the control and organizatiaaéivities, considering the limits
imposed by the National Authority (Bank Supervigian order to guarantee the identi-
fication of the risks of the bank’s activity, theality and security of operational proc-
esses;

- the improvement of the planning and control managnt activity, with the aim of
monitoring the economic and financial performanteazh division and product.

In the due course, the focus will be on the Congoaad the local branches.

4 — The comprehensive measurement control systenr fihe Bank A®

5This paragraph is by Laura Broccardo.
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The banks are facing innovation process that irevalv the market's system. In fact, in
the last years, we can observe some radical chdikgeglobalization of financial mar-
ket, innovation of financial products, new provissoand changes in the customers' be-
havior.

So also banks have to use managerial tools thdleetlzemselves to control each
success key factor.

It occurs a comprehensive measurement system itnagéstevery improvement in
order to understand the effect on the businesgitaesi, employed resource and reached
results.

It's very important to adopt an effective the maamagnt control, because it's a tool
that permits to consider the most important vagalib help the bank in the decisional
process. The aim is to manage the bank with moegeavess and rationality.

Comprehensive management systems, in fact, sheuidedrom company’s strate-
gies and capabilities: they could allow the comptmyneasure performances not only
from a financial point of view (Kaplan and Nortdr§96).

Also for Bank A, in the last years, comprehensivenagement control systems as-
sumed greater importance, considering new rulesBsel Accords imposed.

Basel 2 Accord establishes:

- minimum assets requirements;
- prudential control of assets appropriateness;
- enforcement of the control role on intermedidreEshaviour played by markets.

The minimum assets requirements is referred taafisets coverage: the goal is to
guarantee more sensibility to risks. Every issua lafan generates a cost for the bank in
term of capital reserves needed.

The Accord, with the prudential control of asseiprapriateness, considers also the
riskness of the invested capital; in fact moreyigkthe loan, greater are the possible
losses for banks and, as a consequence, greatebentine capital reserves.

Naturally these reserves are a cost for bankshidnat to be regained by the interest
rate applied to loans.

Considering all these elements, correctly Baselc2ofd imposes to identify the
credit risk and so to analyse the solvency capgbilf each customer that requires
loans.

But there are some problems applying these rulgsatally regarding the collec-
tion of information needed to build an internalingtsystem referred to the Bank's A
customers.

In particular small and medium banks, like Bankhaye not the possibility to ac-
quire evolved procedures of risk management.

There is also another problem bound with interatihg. In fact the rules, imposed
by Basel 2 Accord, frequently led to consider trmtustomers of these banks risky.

Economia Aziendale®™® _ 35000
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As a consequence, Bank A could be forced to retheeredit for these customers
or to increase the interest rate on those loans.

In the past, Bank A, as the other co-operative bagkanted loans to customer con-
sidering different element such as their relatigmstith the bank, their reputation and
the personal knowledge of the customer. It's that &lso objective standards were im-
portant, but they were not crucial as now that Bagkccord has imposed new limits.

At present Bank A has implemented a proper interat@thg system that enables the
Bank to evaluate each capital investment undermiskile.

As a consequence, for each loan granted it's plessibrecord the correct interest
rate that should be applied (Cencioni, 2005).

Considering the structure of the Bank A, that isdlendy many local branches, it's
important that the branches, that grant loans,yafgpkach loan the right interest rate
(connected to the riskness of the loan itself).

Since risky loans cause costs for the Bank A, lbcahches have to apply an high
interest rate to risky customers or refuse the.loan

These decisions have an elevated impact on priiiyadind competitiveness of the
Bank A (corporate).

It's important to introduce the interest rate fixieg the branches within their per-
formance measures in order to stimulate an econbetiaviour.

The latter influences Bank A performance throughhegher level of capital re-
serves required by Basel 2 Accord standards.

The Accord’s standards affect the management oBtrgk and so their influence
must be include into the control system that shbeld@domprehensive.

The Balanced Scorecard model could be useful tdem@nt a comprehensive
measurement control system for the local branchesherent with the one of the cor-
porate.

In this way it's possible to reach the alignmentween the corporate and the
branches.

Through the Balanced Scorecard it's possible téude financial measures (they
are considered critical for the business perforrapmand other kind of measures; par-
ticularly, these measures regard customer satisfgacinternal processes, employees
and capabilities which are linked to a system perémce that should lead to long —
term financial success.

This characteristic makes Balanced Scorecard diftdrom other managerial tools,
such as Tableau de bord (Epstein and Man2&48).

The management control system is made up by twemBrons: a structure and a
process.

The first one, the organizational structure, conséhe economic responsibility dis-
tribution and presents some problems about congeuenth the distribution of organ-
izational responsibility.
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The second one, the process, is the methodolodydeéfanes goals, coordinates
aims (those of the corporate and those of the hes)c verifies the activity's develop-
ment and results, analyses variances and, eventietilefines goals.

The articulation of the control system is importémialign the Balanced Scorecard
of bank’s branches to the one of the corporate.

The following paragraph will describe the dimensiaf the management control
system and points out its main limits.

4.1 -The organizational dimension of the management cantsysten]

The management control system of Bank A is base@sponsibility centres.

This kind of system aims at measuring the profitigbof the different responsibil-
ity centres (organizational units) within the cahtstructure (corporate); the results of
branches depends on costs and revenues toward®wss; but also on some notional
costs.

It's possible to define a responsibility centreaasompany’s unit that carries out
proper activities whose costs and revenues caadoeded.

The identification of the centres depends on tlyamwizational structure of the Bank
and leads to the definition of profit centres, sostntres and revenues centres (Brusa
2004).

In the case of the Bank A, the branches are defasedrofit centres: their goal is
profitability obtained trough the external relatships with the customers.

As a consequence, the centre’s manager is respomsilthe costs and revenues of
the branch itself and rules a sort of income staterof the unit (Pavan 1997).

In this way it's possible to evaluate the contrébof each branches to the bank’s
profit.

The opportunity of handling these profit’'s levehanges according to the degree of
centralization and the management behavior of taedof the bank.

Generally a bank’s branch can be considered a aatoiromous profit centre, be-
cause its manager can't control all the levers rofiifp especially, the amount of in-
vested capital of his branch is out of his influenc

The choice of defining a bank’s branch as a puadiitre is due to the consequences
that it can cause on the behavior of its managers.

In fact, even if the branch’s manager can't afi@cttthe profit's levers, he will be
led to consider the impact of his decisions onipesfd not only on costs and revenues.

Therefore, the main goal of this system is to skat@umanagers to take convenient
decisions for the whole bank, rather than decistargeted to the objects of a single or-
ganizational unit (e.g. a branch).

6 This paragraph is by Paola Vola.
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That's why within Bank A each branch is considegedrofit centre, with its own
income statement.

The profitability of the whole bank is made by ttiéerence between charged in-
terests coming from investments and negative istemerived from funds’ raising.

The income statement of each branch identifiegtdomomic result of each business
unit, that corresponds to the intermediation margin

The latest is influenced by two elements:
- the interest rate towards the market;
- the cost of the capital for the branch.

4.2 -The process of management control sysfem

It's important to remember that structure and psscae bound: the structure can influ-
ence the execution of process, but the implememtadf process can involve relevant
changes at structure.

In particular, in the Bank A, the attention is feed on branches and nowadays the
process of management control system is basedamortc result of single branch. In
fact the goals assigned to the branch and lateootrolled are the following:

- interests payable and financial incomes thatveefiom credits and debts of single
branch;

- passive and active charges of single branch;

- interests payable and financial incomes thatveefrom application of internal
transfer rate;

- direct costs (telephone costs, staff costs,.etc.)

The economic result of branch includes also a sbageneral expenses, attributed
to single branch, but there is no responsibilitytloese costs because they are not con-
trollable by single branch.

This analysis about Bank A’s branches control pgeaederlines some criticalities:

- no explication about costs allocation to branghes

- no attribution of credits’ losses to branches;

- lack of loans riskness consideration for the eteation of the internal transfer
rate;

- lack of set of qualitative indicators;

- lack of communication of corporate designed statto branches.

As regards overheads’ allocation, it is not cléars respected the causal principle
(Anthony, Hawkins, Macri’, Merchant, 2001).

Instead, about credits’ losses is important toudel them into the margin of the
branch that has granted the connected loan.

7 This paragraph is by Laura Broccardo.
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Concerning the calculation of the internal transée of every branch, it is impor-
tant to consider the riskness of the investmerthefbranch itself (Cencioni 2005).In
other words, the branch that has granted loankdatore solvent customers will be
charged of the lowest level of interest. In thisywtacould be possible, for the Bank A,
to find a way to make branches economically resiptens

In Bank A the attention is on economic and finahg@als and the process of man-
agement control does not monitor other importantess’s variables like customer sat-
isfaction, market placing, staff motivation andonation.

Another limit in Banks A management control systerthe lack of corporate strat-
egy communication. A prerequisite for implementstgategy is that all branches, in-
cluded the board of directors, understand the egfyaand the required behavior to
achieve the strategic objectives. It's also reguaeconsistent program to educate the
organization on the components of the strategy ldfapnd Norton, 1996).

5 — The global strategic planning of the Bank A andhe alignment
problem of the branche$

Organizations, while drawing up the measures fem$elves, are forced to rethink their
strategic priorities and describe their strategy.

In other words, it's important to define the suscksy factors within a system: in it,
there are linked with cause — effect relations.

Strategic map, which is a part of the process oistacting the Balanced Score-
card, is now the starting point (Kaplan and Nor2004; Brusa 2007).

After the design of the strategic map, with thecess key factors, it's necessary to
trace the indicators to monitor performances, atiogrto the principle that it's impos-
sible to manage what you cannot measure (KaplaNantbn, 1996).

In the case of Bank A, the effort was to designomgrehensive control system
made up by different kind of measures, coherertt thié strategy of the Bank.

The step followed in the definition of strategieuphing process are the following:

- design of the strategic map of the Bank A;
- design the Balanced Scorecard for the Bank’s Qatp;
- design the Balanced Scorecard for the Bank’s @ras.

The first two elements are presented in the nepaguaph.

5.1 - Strategic map of Bank A and it's Balanced Scorecard

Designing the strategic map of the Bank, considgtive Corporate, is a way of provid-
ing a macro view of the Bank’s strategy and provideith a language in which it can

8 This paragraph is by Paola Vola.
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describe its strategy, prior to constructing measuo evaluate performance against
their strategy.

For the Bank A, the model used in designing the mdpe one proposed by Kaplan
and Norton, in which are listed four main perspagithat an organization must have.

The following Exhibit contains the description bktstrategic map of Bank A: the
basic idea is that we start off by looking at ahleigperspective to identify what we
need; then, it's possible to see what work needsetdone at the lower perspectives in
order to achieve the higher goals.

In the Exhibit 3, the arrows of effects are frorwéw perspectives to higher perspec-
tives, but the arrows of strategic inference (#rat not explicitly drawn in the strategic
map) are from the higher perspectives to lowerpestves.

Exhibit 3 — Strategic Map of Bank A.

Financial - Perspectiv Creation of shareholde
/ value
Sales growth existing New products/servic Intermediation marg Interest margin Operating expese!
products/services sales reduction >
-
Customer / T
Perspectiv in o
Customer Customer Image and reputatiol Central rgﬁt%f bra;gggg: in loz
retention acquisition 9 op
/ﬁ—/\ ‘
Product/Service Attribute Relationship: Specific
adth of offerin knowledgeable advertising
€ people 4
ility (error free responsive
or friendl
—

Internal Proces

Perspective
New products/servict Customer Monitoring Communicatio Focus on Loans Staff activities
offer (needs, profitability,.. Activities granting process’s reduction I
costs

Learning&Growth
Perspectiv

Employee Capabilitie Employee Retentior] [ Motivation, empowerment and individt
goals alignment

Source: personal elaboration.
The highest perspective involves explicitly theaficial measures which summarize

the measurable economic consequences of actiaaslgltaken.
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Financial objective generally relate to profitatyilimeasured by different indica-
tors, such as operating income, return on capigl@yed, or economic value added.

In the case shown above, the financial objectivemémsured by the Return on EQ-
uity (ROE).

On revenues’ side, it can be achieved by the ragliels growth of both existing and
new products/services; on the costs’ side, theepvation of intermediation and interest
margin, with the reduction of operating expenses @nsidered crucial in order to
reach the object of profitability.

The customer perspective includes several core uresaf the successful out-
comes from well formulated and implemented stratesgyne core measures include
customer acquisition and retention, image and egqur, the importance of the local
branches in the relationship with the customer.

But the customer perspective includes also spewiBasures of the value proposi-
tions that the Bank will deliver to customers irgeted market segmehts

The segment specific drivers of core customer guerepresent those factors that
are critical for customers to switch to or remayadl to their suppliers.

For Bank A’s customer, the most important valueppsitions are connected to the
products/services attributes, especially the ptiee,quality and fact that they can be
plainly useable.

In the internal business process perspective,abasfis on the critical processes in
which the organization must excel.

These processes enable the Bank to deliver the yahpositions that will attract
and retain customers and satisfy shareholders &atmats of financial returns.

The map proposed highlights existing processesalsotnew processes that are not
currently be performing at all.

For example, the customer monitoring is critical fioe Bank’s success because it
enables the organization to understand customeesls) but also evaluate the profit-
ability of each customer.

Another critical process that the map outlineshis lbans granting process: on one
side, infact, it affects the costs through prospedbsses, on the other side, it can cause
an increase in the level of capital reserves reguiny Basel 2 Accord standards if the
loans are granted to risky customers.

The support activities must be monitored to redoverhead costs: in Bank A, in-
fact, there is a great difference between the nméeiiation margin and the operating in-
come due to the huge amount of this kind of costs.

The fourth perspective identifies the infrastruettinat the Bank must build to cre-
ate long-term growth and learning: the processefgat, must be supported by continu-
ous improvement of technologies and capabilities.Bank A, the role of the employee

9 With reference to the targeted market segmentkBés main segment is made up by small and me-
dium enterprises (SMESs), considering the local g@plgic area in which the Bank works.
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is crucial in order to obtain high performancegessally the branches’ directors play a
central role, because they manage the relationshthghe customers and select them.

The decisions of the branches’ directors regard elaluating customer in case of
granting loans, so they are directly responsibtetlie Bank performané€so it's im-
portant to involve them in the general goals ofBlaak.

In the map we propose the alignment of the indiaidyoals of these directors with
the general goals of the Bank.

The implementation of the involvement of directoen be reached trough the in-
troduction of a reward system, such as managemeabject system for the branches’
directors, based on the economic and financiabpednce of the branches.

The next step is to identify what is important taka the strategy effective: the
map, infact, doesn’t show the key actions to b&i@dout and the key performance in-
dicators to be monitored.

In the next exhibit it's presented a scheme thatifats, for the success key factors
included in the strategic map, the connected képras and key performance indica-
tors.

Exhibit 4 —Balanced Scorecard of Bank A.

Success key

Strategic goals factors

KPI Key Actions

- market share
- n° of customers year 1 / nf
of customers year 0
- n° of customers at the end
of year 1 / n° of customers at

the beginning of year 1 Focus on product/service at-
- n° of new products/servicedributes:
offered per year - the range of prod-

Customer satisfaction . . .
- price of product/service | ucts/services

1. Customer (compared with competitors) - the price
retention - product’s profitability / - quality
product’s level of risk (com-| - user friendly
2. Customer ac-| pared with competitors)
quisition - n° of complains by cus-
tomers

- time required to do a job
all over again

- n° of customer / employee Relationship:
- n° of days to reply to cus-| - knowledgeable people (the
tomers’ questions or prob- | employees must have a std
lems ble relationship with the cug
tomer)

- responsive

10 The branches’ directors have discretional powegranting loans up to certain amounts.
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3. Image and
reputation

- advertising expenses
- n° sponsorships
- sponsorship expenses

Specific advertising through
different channel:

- television

- newspapers

4. Central role
of branches in
loans granting
process

- cost of branches

- profitability of each
branches

- risk level of the loans
granted by the branch

Actions to involve branches
directors in the general goa
of the Bank

n

Improvement of in-
ternal process re-
ferred to customers

1. New prod-
ucts/services of
fer

- expenses to developing
new products/services

- expenses to obtaining ne

products/services

Widen the range of prod-
ucts/services offered to cus
Yomers

- profit of single customer
- n° of transaction per year

Improvement of in-
ternal process related
to branches

2. Customer per customer Analyze the profitability of

Monitoring - risk level of each customerdifferent customers
(through a rating system)

1. Granting - profit generated by the Charge each branch of the

Loans process’s
costs

branches considering the
costs allocations for risk

costs connected to riskness| of

the loans granted

2.Staff activities

- overhead costs

- n° of employees of the sup

Externalization of some staff

reduction port units activities
- survey on the quality of the
support and general activities
- % of coverage of key roleﬁ ,
1. Employee X mprove employee’s capa-
L - education costs s
capabilities bilities
- employee’s turnover Monitor the satisfaction of
2. Employee e i
! - specific survey employees and the retention
Employee empower- | retention rate
ment "ol b s direct
motivation - n° of branch’s directors
evaluated on the basis of
3. Individual branch’s profit

goals alignment

- n° of branch’s directors
involved into a reward sys-
tem (MBO)

Involve employee

Creation of share-
holders’ value

1. Profitability

- interests rate
- intermediation profits and
costs

Intermediation and interest
margin

2. Reduction of
operating ex-

- n° of branches within a
geographical area
- n° customer per branch

=

More rational organization g
the branches

penses - volumes managed per
branch
- I q
3. Asset man- general rls_k Ievellof loans Improve the management of
compared with the interest o
agement capital invested

rate charged on customers

Source: personal elaboration
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5.2 -The alignment of the branches to the strategy oétBank: the Bal-
anced Scorecard of the branches

To gain the maximum benefit from the balanced s system, it's necessary to
share strategy with the whole organization.

By communicating the strategy and by linking itpersonal goals, the system cre-
ates a shared understanding and commitment amboiggahization employees.

The alignment of an organization to a common dioecis a complex and extended
process (Kaplan and Norton, 1996; 2001; Brusa 2007)

In the case study, the way chosen to reach theajadignment is the definition of
a balanced scorecard for each branch.

Usually, banks focus their attention on economid inancial measures, but they
are not sufficient to preserve long term success.

In order to find out a complete set of indicatovg, have considered economic and
financial indicators but also propose other kinfisneasures; all the measures must be
coherent with the strategic goals and indicatoop@sed for the Bank.

The main existing indicators for a branch are sunmed in Exhibit 5, while in the
Exhibit 8 proposed measures are presented.

Exhibit 5 —Balanced Scorecard of Bank A.

Success Key Factors EXISTING BRANCH'S KPlIs

Interest margin
Intermediation margin
L . Operating income
Economic- financial performance .
Net profit

Intermediation margin / n° of employees

Total amount fund — raising (A)
Total invested capital (B)
Total volumes managed (A+B)

Customer Monitoring Insolvency amount / Invested capital
Loan’s amount - 25% risk level
Loan’s amount — 50% risk level
Loan’s amount — 75% risk level
Loan’s amount — 100% risk level

n° of transactions

Activity n° of employees (monthly average)

Source: personal elaboration

The main criticalities connected to the KPIs sh@alpve are connected to:
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- limits in the calculation of the branch economimancial result
- restricted type of indicators

As far as concern the calculation of the branchesult, the costs connected to the
riskness of the loans granted and the prospeaissek on loans are not considered and
the criteria for the allocation of overhead costsrat explicit.

In fact, the net profit of the branch is given lpeaating income (interest margin —
intermediation margin) minus the part of generaltsallocated to the branch.

It could be useful finding different criteria fdnd imputation depending on the type
of costs to allocate (Anthony, Govindarajan, Mac2001; Anthony, Hawkins, Macrr’,
Merchant, 2001).

The costs relate to the riskness of loans grantgst tve considered while determin-
ing the performance of the branch (in fact, loarated to risky customer creates costs
for the Bank in terms of level of capital reserveguired by Basel 2 Accord). To reach
this aim, it's possible to calculate a notionaltaafscapital for the branch, depending on
the risk level, called internal transfer rate. T is an element that influences the in-
termediation margin.

The internal transfer rate is determined by comgcthe base interest rate (cost of
capital — fixed by the Bank) with the level of ridkr example we can consider the fol-
lowing figures.

Exhibit 6 —Internal transfer rate calculation.

Amount of invested capital 100

Insolvency probability 10%

Prospective loss in case of insolvency 20%

Expected loss =10% x 20% = 2%
2% x 100 = 20

Interest Rate applied on loan 8%

Base Interest Rate 5%

Interest Rate corrected by risk (internal transfer rate) 5% +2% = 7%

Spread 8% - 7% = 1%

Actual contribution to profit 1% x 100 =10

Source: personal elaboration

Using the internal transfer rate, as cost of cpite result of the branch is affected
by the decision made by branch’s director.

If branches’ directors are evaluated on the brameshilt, in this way, they will be
led to grant loan to solvent customer.

Another important consequence of the use of intdraasfer rate is that the direc-
tors will have a parameter to charge the rightregerate to customer (for example, if
we consider the exhibit 6, higher than 8%).

Regarding the type of indicators included into Rls of branch, there are few
qualitative and long-term indicators.

In the Exhibit 7, we list the KPIs proposed in artteoutdo the limitations outlined.
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Another limit connected to the KPIs of the brancisethat the directors often don’t
understand the importance of the indicators theraseh respect of the Bank goals.
The action proposed is, in addition to the impletaton of the MBO systet) a
plan of monthly meeting with the members of thea®tgic Planning Staff to spread the
meaning of the comprehensive control system deditprehe branches.
Exhibit 7 —Proposed Branch’s KPI’s.

PROPOSED BRANCH'’s KPIs

Intermediation margin (calculated using internahsfer rate as cost of capital)
Average Riskness of the invested capital

Prospective losses / Invested capital

Total volumes managed per employee

Cross selling measures

Intermediation margin per employee

N° customer per employee

Operating costs / Intermediation margin

Source: personal elaboration

6 — Conclusion and limitg?

This analysis aims at studying the implementatiba management control system in a
Piedmont Cooperative Bank with reference to theaBe¢d Scorecard model (BSC)
suggested by Kaplan and Norton (1996, 2001).

The banks are now facing radical changes in markatstem, especially due to
globalization, innovation of financial products aBdropean rules imposed by Basel 2
Accord.

In this framework, it occurs a comprehensive measystem to control success key
factors; the system must reflect directly from camgs strategy and must consider the
crucial problem of the alignment of the differemg@nizational units.

In order to formalize the strategic process ofBhek A, the first step is represented
by the design of the strategic map of the Bankyliich all success key factors are in-
cluded and linked by cause — effect relations.

Starting from the strategic map it's possible tcé the indicators to measure per-
formances. This passage is very important, becBask A was used to find out the in-
dicators without a precise reference to the strat@gp.

11 The Management by Objectives is a process of agyegon objectives within an organization. MBO
substitutes for good intentions a process thatiresjuather precise written description of objessifor

the period ahead) and timelines for their monig@amd achievement. The process requires that the ma
gers and the employee agree to what the employiéatteimpt to achieve in the period ahead, that the
employee accept and agree to the objectives, oberemmitment will be lacking.

12 This paragraph is by Paola Vola.
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The risk of this way of proceeding is to miss thmk Ibetween the success key fac-
tors and the indicators. In other words, the sirateouldn’t be effective.

This work contains, firstly, the strategic map loé tBank A, then the set of indica-
tors — the Balanced Scorecard for the Corporate.

Considering the problem of alignment of the orgatianal units, the branches in
our case, we have considered the performance todscaxisting within the control sys-
tem.

The aim of the control system of the branches shbalto encourage the decisions
of the branches’ directors in order to affect Bar&k goals.

Considering that it's important to involve themarthe general goals of the Bank,
in the map we have proposed the alignment of theviolual goals of these directors
with the general goals of the Bank.

The implementation of the involvement of directoen be reached trough the in-
troduction of a reward system, such as managemgnbbiectives system for the
branches’ directors, based on the economic anddiabperformance of the branches.

So the set of indicators of the branches is funaaahéor the implementation of the
global strategy.

As far as regard this point, we have designed thtari®ed Scorecard for the
branches introducing some indicators to try to egdie limits of the existing set of in-
dicators ( limits in the calculation of the branebonomic —financial result and re-
stricted type of indicators).

The proposed Balanced Scorecard takes into acdbentosts connected to the
riskness of the loans granted and the prospeassek on loans in the calculation of the
result of the branch and qualitative and long-terdicators.

The aim of the paper is to show, trough a caseysthdt a logical model in strate-
gic process is necessary (firstly the design ofsthetegic map, then the formalization of
the Balanced Scorecard), in addition to the needlighment of the organizational
units.

The alignment of the organizational units can kechetrough the involvement of
the directors of the units — branches’ directarsneans that measures based on unit’s
economic-financial results and MBO systems can $efull to obtain the alignment
needed.

The main limitation of this study consists in th@que case investigated; the use of
Balanced Scorecard, as management control systehmn whe cooperative credit in It-
aly is not wide spread.

With reference to this aspect, we have plannedhéurtesearches focused on the
way other co-operative banks use Balanced Scorecade! in Italy.

These studies will be essential to enrich and cetapghe evidences on comprehen-
sive measurement control systems within cooperatiedit sector in Italy.

Economia Aziendale®™® _ 35000

151



References

Amigoni F., Miolo Vitali P. (2003)Misure Multiple di performanceEgea.

Anthony R.N., Govindarajan V., Macri’ D.M. (2001yJanagement control systemlc-Graw
Hill, Milano.

Anthony R.N., Hawkins D.F., Macri’ D.M., Merchant A2001),Accounting: Text and Cases
Mc-Graw Hill, Milano.

Cencioni A. (2005), Risk Management e controllagdstione, una “integrazione necessaria”,
Amministrazione e Finanzalo. 18.

Brunetti G. ( 1992)ll controllo di gestione in condizioni di ambiemerturbatq Franco Ange-
li, Milano.

Brusa L. (2004)Dentro I'azienda: organizzazione e manageme&iaffre, Milano.

Brusa L. (2000)Sistemi manageriali di programmazione e controauffre, Milano.

Brusa L. (2007)Attuare e controllare la strategia aziendale — Mapgtrategica e Balanced
Scorecard Giuffre, Milano.

Epstein M., Manzoni J.F.(1998), Implementing CogterStrategy: from Tableaux de Bord to
Balanced Scorecar@uropean Management Journadol. 16, No. 2.

Hesse H, CihAjk M. (2007), Cooperative Banks anthRcial Stability|MF Working Papers
07/2, International Monetary Fund.

Huberman M., Miles M. B. (2002), The Qualitativedearcher's CompanioRQS Vol 3, No 4
(2002): Special Issue: FQS Reviews Il.

Lorsch J.W. (1970), Introduction to structural desbf organizations, in Dalton G.W., Law-
rence P.R., Lorsch J.\WQrganization structure and desigRichard D. Irwin and The Dorsey
Press, New York.

Mintzberg H. (1979)The structuring of organization®rentice Hall, New York.

Kaplan R.S., Norton D.P. (2008trategy mapHarvard Business School Press, Boston.
Kaplan R.S., Norton D.P. (200I)he strategy focused organizatjd#iarvard Business School
Press, Boston.

Kaplan R.S., Norton D.P. (1996)ranslating strategy into action. The Balanced ®card
Harvard Business School Press, Boston.

Pavan A. (1997.)] controllo di gestione nelle banch&iuffré, Milano.

Porter M.E. (1985)Competitive Advantagd he Free Press.

Yin R. K. (1984),Case study research: Design and meth&#ge Publication.

152 312000 Economia Aziendale®"ie



