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The Delta  Model The Delta  Model -- The Complete FrameworkThe Complete Framework

1.1. The TriangleThe Triangle-- choosing choosing 
the strategic positionthe strategic position

2.2. The business Strategic The business Strategic 
AgendaAgenda--translating translating 
strategic positioning strategic positioning 
into executioninto execution

3.3. The Adaptive The Adaptive 
ProcessesProcesses-- translating translating 
execution into concrete execution into concrete 
taskstasks

4.4. Aggregate MetricAggregate Metric-- the the 
overall scorecard of overall scorecard of 
business performancebusiness performance

5.5. Granular MetricsGranular Metrics-- dede--
averaging, explaining averaging, explaining 
and exploiting variabilityand exploiting variability

System LockSystem Lock--inin

Best ProductBest ProductTotal Customer Total Customer 
SolutionsSolutions

The Business Strategic Agenda

• Strategic thrusts
• Managerial accountability
• Business Processes
• Performance metrics

Innovation Strategic Agenda

• Strategic thrusts
• Managerial accountability
• Performance metrics

Operational Effectiveness 
Strategic Agenda

• Strategic thrusts
• Managerial accountability
• Performance metricsCustomer Targeting

Strategic Agenda

• Strategic thrusts
• Managerial accountability
• Performance metrics

Aggregate Metrics

Measuring success in a broad 
comprehensive way

Granular Metrics &  Feedback

Detecting, explaining and 
exploiting variability



Performance Metrics for the Business Drivers of the Delta
Performance Metrics for the Business Drivers of the Delta 
In

no
va

tio
n

In
no

va
tio

n
(R

en
ew

al
 D

riv
er

s)
(R

en
ew

al
 D

riv
er

s)

C
us

to
m

er
C

us
to

m
er

Ta
rg

et
in

g
Ta

rg
et

in
g

(P
ro

fit
 D

riv
er

s)
(P

ro
fit

 D
riv

er
s)

O
pe

ra
tio

na
l

O
pe

ra
tio

na
l

Ef
fe

ct
iv

en
es

s
Ef

fe
ct

iv
en

es
s

(C
os

t D
riv

er
s)

(C
os

t D
riv

er
s)

Best ProductBest Product System LockSystem Lock--InInTotal Customer SolutionsTotal Customer Solutions

•• Cost performanceCost performance
-- Unit costUnit cost
-- Lifecycle costLifecycle cost 
-- Variable and total costVariable and total cost

•• Cost driversCost drivers
•• Quality performanceQuality performance
•• Degree of differentiationDegree of differentiation

•• Rate of productRate of product 
introductionintroduction
•• Time to marketTime to market
•• Percent of sales from newPercent of sales from new

productsproducts
•• Cost of productCost of product 

developmentdevelopment
•• R&D as % of salesR&D as % of sales

•• Product market shareProduct market share
•• Channel costChannel cost
•• Product profitProduct profit

-- By product typeBy product type
-- By offerBy offer
-- By channelBy channel

•• Profit driversProfit drivers

•• Customer value chainCustomer value chain
-- Total costTotal cost 
-- Total revenue and profitTotal revenue and profit

�� Customer economicCustomer economic 
driversdrivers
•• Impact on customer profitImpact on customer profit 

due to our service vs.due to our service vs. 
competitorscompetitors

•• Customer shareCustomer share
�� Customer retentionCustomer retention
�� Our profitability by customerOur profitability by customer

-- Individual and by segmentIndividual and by segment 
•• Customer bondingCustomer bonding

-- Switching costsSwitching costs

•• Relative involvement inRelative involvement in
customer value chaincustomer value chain
�� Percentage of productPercentage of product 

developmentdevelopment 
-- From joint developmentFrom joint development
-- CustomizedCustomized

•• Degree of product scopeDegree of product scope
-- Current vs. potential bundlingCurrent vs. potential bundling

•• Switching costs forSwitching costs for 
complementors and forcomplementors and for 
customerscustomers
�� Rate of productRate of product 

developmentdevelopment
•• Cost of competitors toCost of competitors to 

imitate standardimitate standard 

•• System market shareSystem market share
�� Our share of complementorsOur share of complementors

-- % of investments tied to% of investments tied to
our proprietary standardour proprietary standard

•• Our profit by complementorOur profit by complementor

•• Description of systemDescription of system 
infrastructureinfrastructure
�� Total system costs/revenuesTotal system costs/revenues 
�� ComplementorComplementor’’ss 

investments and profitsinvestments and profits
•• Complementor costs ofComplementor costs of

adhering to your standardadhering to your standard
•• System performance driversSystem performance drivers

ModelModel



The Balanced Scorecard Provides A Framework To Translate A
The Balanced Scorecard Provides A Framework To Translate A 
Strategy Into Actionable Terms
Strategy Into Actionable Terms

Balanced Scorecard 
Financial Perspective 

“How do we look 
to our 

shareholders?” 

Business Processes 

“What business 
processes are the 
value drivers?” 

Organization Learning 

“Are we able to sustain 
innovation, change & 
improvement” 

Customer Perspective 

“How do we look 
to our customers?” STRATEGY 

• Reference: “The Balanced Scorecard- Measures That Drive Performances,” Robert S. Kaplan, David P. Norton, Harvard Business Review, Jan-Feb 
’92. 



“To achieve 
our vision, 
how will we 
sustain our 
ability to 
change and 
improve?”

Learning and Growth
Objectives  Measures     Targets   
Initiatives

“To achieve 
financially, 
how should we 
appear to our 
shareholders?
”

Financial
Objectives      Measures       Targets        
Initiatives

“To achieve 
our vision, 
how should 
we appear 
to our 
customers?
”

Customer
Objectives   Measures         Targets         
Initiatives “To satisfy our 

shareholders 
and customers, 
what business 
processes 
must we excel 
at ?”

Internal Business Process
Objectives  Measures     Targets    
InitiativesVision and 

Strategy

Kaplan and NortonKaplan and Norton’’s s ““Four PerspectivesFour Perspectives””
As a As a ““Balanced ScorecardBalanced Scorecard”²”²



Measures of Performance Related to the Financial Strategy
Measures of Performance Related to the Financial Strategy

Capital MarketCapital Market 
IndicesIndices

ProfitabilityProfitability 
MeasuresMeasures

RiskRisk

Cost of CapitalCost of Capital

GrowthGrowth

•• Capital market indicesCapital market indices oriented at representing an external assessment of theoriented at representing an external assessment of the 
economic performance of the film in relation to key competitors,economic performance of the film in relation to key competitors, through athrough a 
variety of popular and widely watched indicators such as: pricevariety of popular and widely watched indicators such as: price earnings ratioearnings ratio 
(P/E), dividend yield (dividend(P/E), dividend yield (dividend--price ratio), earnings per share (EPS),price ratio), earnings per share (EPS), 
marketmarket--toto--book (M/B), and many others.book (M/B), and many others.

•	• Profitability measuresProfitability measures being the most widely used:being the most widely used: return on assets (ROA),return on assets (ROA), 
return on equity (ROE), return on investments (ROI), and sales mreturn on equity (ROE), return on investments (ROI), and sales margin. It is toargin. It is to 
important to observe the capability of the firm to earn a profitimportant to observe the capability of the firm to earn a profit above its cost ofabove its cost of 
capital. These measures can be contrasted with the firmcapital. These measures can be contrasted with the firm’’s competitors to judges competitors to judge 
the firmthe firm’’s performance against its industry.s performance against its industry.

•	• RiskRisk measured in termmeasured in terms of beta leves of beta leverage (debt/equity) or bond rrage (debt/equity) or bond raatingting, for, for exampleexample

•	• Cost of capitalCost of capital for both debt and equity, and othefor both debt and equity, and other meaningful weighted averager meaningful weighted average
combinations of themcombinations of them

•	• GrowthGrowth off assets, earnings, sales, inveoff assets, earnings, sales, investment opportunities, and whatstment opportunities, and whatever isever is 
considered relevant for the firmconsidered relevant for the firm

360,10360,10--2929--04,MKTSLN01L.ppt jrb, prdp04,MKTSLN01L.ppt jrb, prdp



THE BUDGET
THE BUDGET



Budgeting and Strategic FundsBudgeting and Strategic Funds

Strategic funds are expense items required for 
the implementation of strategic action programs 
whose benefits are expected to be accrued in 
the long term, beyond the current budget 
period.



There are 3 major components of strategic funds: 

1.	 Investment in tangible assets, such as new production capacity, 
new machinery and tools, new vehicles for distribution, new office 
space, new warehouse space, and new acquisitions. 

2.	 Increases (or decreases) in working capital generated from 
strategic commitments, such as the impact of increases in 
inventories and receivables resulting form an increase in sales; the 
need to accumulate larger inventories to provide better services; 
increasing receivables resulting form a change in the policy of loans 
to customers, and so on. 

3.	 Development expenses that are over and above the needs of 
existing business, such as advertising to introduce a new product or 
to reposition an existing one; R&D expenses of new products; 
major cost reduction programs for existing products; introductory 
discounts,sales promotion, and free samples to stimulate first 
purchases; development of management systems such as 
planning, control, and compensation; certain engineering studies, 
and so on. 



Splitting the Profit and Loss Statement of a Division in Terms oSplitting the Profit and Loss Statement of a Division in Terms of f 
Operational and Strategic ExpensesOperational and Strategic Expenses

* Also called Development Expenses

Net sales

Less:

Variablel mfg. costs

Depreciation

Other fixed mfg. costs

Gross margin

Less:

Marketing expenses

Admin. expenses

Research expenses

Division margin

Operating margin

Total strategic expenses

Conventional 
Statement

Operational 
Expenses

Strategic* 

Expenses

100

30

20

10

40

15

10

5

10

100

30

20

5

45

5

5

0

35

-

-

-

5

-

10

5

5

25



Strategic Funds Programming and Operational BudgetsStrategic Funds Programming and Operational Budgets
—— An IllustrationAn Illustration

HistoryHistory Current YearCurrent Year ProjectionsProjections

19881988 19891989 19901990 19911991 19921992 19941994 19951995 19961996 19971997ActualActual BudgetBudget

Total MarketTotal Market

5252 5151 5252 49.049.0 4949 5050 5050 5151 525200 4949Market Share (%)Market Share (%)

2,0832,083
1,7891,789

2,5682,568
2,1382,138

3,0023,002
2,4992,499

3,3163,316
2,7712,771

3,7993,799
3,1653,165

5,5225,522
4,6124,612

6,5776,577
5,4925,492

8,1238,123
6,7896,789

9,9669,966
8,3368,336

00
00

4,5024,502
3,7603,760

Company SalesCompany Sales
—— Operating Cost of Goods SoldOperating Cost of Goods Sold

4,0324,032 4,9944,994 5,8225,822 6,7226,722 7,8207,820 11,12011,120 13,12313,123 16,01216,012 19,31219,31200 9,2669,266

294294
6262

430430
103103

503503
110110

545545
121121

634634
138138

910910
199199

1,0851,085
241241

1,3341,334
295295

1,6301,630
366366

00
00

742742
162162

Gross Operating MarginGross Operating Margin
—— Operating SG&AOperating SG&A

232232
130130

327327
165165

393393
204204

424424
213213

496496
251251

711711
396396

844844
497497

1,0391,039
626626

1,2641,264
789789

00
00

580580
321321

Operating MarginOperating Margin
—— Strategic ExpensesStrategic Expenses

102102
55

162162
1818

189189
2323

211211
2727

245245
3232

315315
4343

347347
5656

413413
7070

475475
9393

00
00

259259
3535

SBU MarginSBU Margin
—— TaxesTaxes

9797
1818
3232
00

144144
2121
5757
00

166166
2626
8787
00

184184
3232
128128
00

213213
3838
115115
00

272272
5656

195195
00

291291
6767

169169
00

343343
8282

202202
00

382382
100100
183183

00

00
00
00
00

224224
4646
150150
00

SBU Net IncomeSBU Net Income
++ DepreciationDepreciation
—— Capital InvestmentsCapital Investments
—— Increases in Working CapitalIncreases in Working Capital

8383 108108 105105 8888 136136 133133 189189 223223 29929900 120120Contribution/Request of Funds toContribution/Request of Funds to
the Corporationthe Corporation
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