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Case Study:
Compensation Design

Client Profile Ex

The Central Power Corporation is a state-owned
enterprise responsible for the distribution of
electricity in Vietnam. The company owns power
lines and equipment necessary to deliver electricity to
residential, commercial and industtial customers. The
high growth economy has led to broad electrification.
This has prompted investment in the electric grid and
the companies in the power sector.
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Business Problem

As the company follows the country towards market-
oriented reforms, managing human capital is evolving.
Instead of a command-and-control part of the state
apparatus, the client is becoming more market-driven.
The introduction of competitive forces in supply
chains includes competition for human capital.

Compensation is now a critical part of recruiting,
management and employee retention. As I'T grows in
importance to the Vietnamese economy, technology
leaders and staff have become critical to business
success. Actionable Strategies was asked to design a
measurement system for all of I'T and then align a
compensation model to it.

Alighment - Key Considerations

Actionable Strategies briefed executives and front-line
leaders on the importance of Business-IT alignment.
Surveys of IT leaders by the Society for Information
Management have ranked Alignment of IT to the
business as a top concern of business leadership for
decades, often ranking #1.

After communicating the importance of Alignment,
we formulated the key considerations for the client.

I'T’s most valuable activity is delivering business
impacting projects

Basic IT services were already delivered
effectively based on our Current State Analysis
Continuing to improve basic IT services should
be a basic expectation

IT Projects are directly responsible for
addressing other top concerns expressed by

global leaders
¢ Innovation, because IT is a key enabler
¢ Agility
¢ Costs especially in automating inefficient
processes
¢ IT Delivery

IT Measurement Approach

The top-level approach for the measurement system
was to develop a set of measures that flow from
strategic to tactical.
In other wotds,
there was
alignment inside
the measurement
system of tactical
measures to
strategic measures.

The business had
already
implemented a
Balanced
Scorecard. Asa
familiar framework
used globally, we
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specifically for I'T. The measures directly impacted
metrics on the business Balanced Scorecard and the
alignment of individual metrics was documented
clearly. Departmental and individual measures then
align to the Balanced Scorecard.

IT Balanced Scorecard

The IT Balanced Scorecard provided the vital few
measurements to drive I'T to deliver business value.
Run-the-business performance was expected to
remain stable or increase marginally and no
degradation of service would be acceptable.
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Implementation of the Balanced Scorecard required
adopting new practices and measurements.

¢ Expenses — Budgets are set and projects
estimated (hours = costs) and negotiated with
the Project Managers

¢ User Satisfaction and Service Statistics — e.g.,
Problems, Problem resolution timing

¢ Efficiency of development and operations —
Bugs, Issues and program problems; Tied into
training, skills and tools available

¢ Expertise of I'T staff — Ability, training and

experience.

Tiered Systems

Measurements were tiered. Each of the measures had
a departmental objective to foster ongoing teamwork,
and individual measures to drive personal
performance.

Caveats

The client was advised that while measurement
systems can be revised, a number of caveats should
be remembered.

¢ Constant change of measurements leads to
confusion and hinders completion of projects

¢ Too many measurements lead to lack of focus

¢ Tactical measurements divert attention from
strategic goals; managers and supervisors must
drive tactical performance

¢ Unintended consequences are always possible
and should be anticipated; measures should
not drive detrimental behaviors or
encouraging gaming the system

Measurement System

The IT Measurement System would be built applying
the following guidelines. Actionable Strategies
defined overall I'T goals which were embraced by
executives and leadership.

Client leadership would define specific measures
based on this framework.

¢ Each Balanced Scorecard measure can have
up to 3 metrics for an individual contributor
(employee)

¢ Group level goals ensure that people keep
working for overall benefit

¢ Personal goals enable management to directly
manage individual performance

¢ Goals should be easy to measure
¢ Goals must be communicated
¢ Goals must be specific
¢ In the first year, start with 1 metric and then
build up to 3 as the organization digests
changes
Person 1
Goals
Group 1
Goals
T Pe(gso? 2
Department oals
Goals

Group N Person X
Goals Goals
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IT Level Measurements

Actionable Strategies worked with business executives
to ensure that the following IT level measures met
business needs.

n

Financial Measures 4

Financial measures were designed to ensure that fiscal
prudence is exercised by IT.

¢ Projects delivered on budget: on average, projects
are no more than 20% over budget (with the
tolerance becoming lower over time)

¢ Projects delivered on time: on average, projects
are no more than 20% late (with the tolerance
becoming lower over time)

The underlying rationale is that project delivery is the
key output of IT.

¢ Late projects delay benefits to CPC which has a
financial impact

¢ Budget overruns may change CPC’s financing
plans

¢ Late projects delay other initiatives especially
when using internal staff

¢ Opverall budget and capital are enforced by
finance/accounting; I'T should focus on its span
of control

¢ Operating infrastructure is basic; projects deliver
business value

Implementation

‘ Deliver projects on budget H Deliver projects on time
iV 7
i Governance: Involve Steering Committee to
oversee all important aspects of new Projects
1 Initiation: Before starting each new project,
agree to the scope, forecast and budget

Governance
(Steering
Committee)

Process:

+ Initiation (Cost including labor hours)
Agile 1 Skills Development: Become familiar with the
* Qualily cyclic delivery nature of Agile methodology

i Quality: Ensure that adequate testing is
performed on all Project deliveries (Waterfall
Monitoring for and Agile)
I?’f‘ét‘@“;i; 1 Continuous Improvement: Track all projects
w over time to monitor the trend

Governance Measures «»

Governance measures were designed to ensure that
IT is managing the delivery of key projects without
costly production defects

¢ Production defect rate: no more than 10
production defects per project on average

¢

Requirements rework rate: no more than 5 missed
requirements in production per project on average

That rationale is that I'T manages projects on behalf
of internal customers (users).

¢ IT must ensure that quality objectives are met

¢ IT is responsible for managing requirements and
delivery against them

¢ Defects inside the software development lifecycle
are the responsibility of vendors

Implementation

and requirements misses
m i Metrics: Keep a record of all reported ‘trouble
Management tickets’ relating to released software to
tied to Help identify types of issues (Training, bugs, bad
W data, etc.)

Process:

Production Defects m
Governance

(Project i Monitor User Acceptance Testing (UAT) when
Management) the project reaches that stage and make sure
all issues, concerns and bugs are accounted
for; this is the IT Department overseeing the
end-to-end process

UAT
Regression 4 Quality measures the defect level of incoming
testing products as perceived and measured by the

customer; this includes production defects

| Y
Customer Measurements “J

Customer measures were designed to ensure that IT is
meeting the needs of customers and also improving.

¢

Customer satisfaction: average score > 6/10,
increasing to 8

Improving capabilities: 51% or more of users
state that the I'T Department is improving (vs. the
same of growing worse)

The rationale was IT exists to meet the needs of
internal customers (users).

¢ End users should have direct input about their
satisfaction

¢ The IT Department must continue to improve
over time

Implementation

Process:

- For existing products, lead time is measured
r\ from the time the IT Department receives a
Continuous request to the time it actually delivers the
Feedback service to the customer
and 4 For new products, lead time represents how
Improvement long it takes to bring a new product from the
U product definition stage to rollout

Customer Satisfaction Capabilities Improvement
Governance

(Internal 4 Understand customers of the IT Department -
Customer What are mutual expectations of my internal

Management) and external customers?

4 Set goals for each as if you personally are an IT
customer - What costs, what time frames would
I accept?

4 Lead time measures the time required for the IT
Department to meet its customers’ needs.

Ongoing
engagement
Surveys
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Human Capital Measures Q;

Human capital measures were designed to ensure that
the I'T is building important capabilities.

¢ Training objectives met: 95% of training
objectives completed

¢ Retention rate: less than 15% turnover
The rationale is that I'T must build capabilities while
retaining talent.

¢ Specific training in new technologies and
methods must be delivered

¢ Retention of talent is essential to growing and
maintaining capabilities and knowledgeable

capacity

Implementation

Training Completed Retention
Governance

(Employee 4 The IT Department’s Product Management
engagement) role leads to the identification of future

required skills, experience and knowledge
4 This leads to selection of required training;

completion of training requires tracking

i Achievable deadlines, proper support and
training leads to productive and engaged
staff

4 Training should cover multiple domains:

+ Technical: ESB, DW, Business Intelligence
» Practices: Agile, Project Management

Process:
= Training planning
and management

Ongoing
retention + Business: SmartGrid, DER, etc.

actvities . Leaders are responsible for retention

Knowledge Transfer

understand the business impact in concrete terms in
addition to the conceptual.

For example, we demonstrated that software defects
found in production instead of during requirements
cost 100 times morte to fix.

Costs of Correcting Defects

Source: B, Baehm and V. Basil, "Software Defect Reciuction Top 10 List,* [EEE Computer
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Reference Materials

The underlying reference materials for these
benchmarks were provided in a Dropbox library for
the client. In addition, relevant articles, white papers
and other reference materials were organized into
Dropbox folders.

All of these knowledge transfer activities were
designed to ensure that the client could be self-
sufficient in using the measurement system long into
the future.

Business Results

Since the client is in Vietnam, Actionable Strategies
paid particular attention to ensuring understanding of
the measurement system and the undetlying
principles. Because measurement and compensation
were the foundation of the client’s human capital
strategy, it was important to furnish materials that
could be used to train incoming leaders over the long
term.

Case Studies

For each of Balanced Scorecard measurements,
Actionable Strategies provided case studies. These
case studies illustrated the application of the
measurements and their effectiveness. In addition,
there were lessons learned about implementation.

Benchmark Metrics

For the rationale behind the measurements,
Actionable Strategies provided benchmarks from
other organizations. This allowed the client to

Because we directly aligned to the business Balanced
Scorecard, senior business executives required no
convincing about the measurement system. After
investing the time in educating I'T executives and
front-line managers, we let the now motivated leaders
drive implementation. The client has moved towards
a model that rewards performance based on
delivering business results.
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