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A performance measurement system
for small enterprises — a case study
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Abstract

The performance measurement system is one of the determinants which creates an enterprise’s value, and
is supposed to leading to an enterprise maintaining or improving its performance in the long-term per-
spective. Small enterprises do not understand the need to measure their performance or the potential
benefits that come from this measurement. The aim of the article is to present a framework of a perfor-
mance measurement system for small enterprises with a practical verification of its assumptions. The
basis of the study was an analysis of existing proposals of models and frameworks for small and medium
enterprises and the results of a study into the performance measurement solutions applied in practice by
Polish small enterprises. As a result of the research conducted, a 4-step process of continuous perfor-
mance measurement for small enterprises is presented, and practical verification is conducted on the
example of a small legal firm, considering the strategy map and the measures of the set of aims. The
construction of a performance measurement system is unique to every enterprise due to its condition, the
business sector, the environment, and other factors, so a featured case study provides only a specific
example of model usage in practice. The study provides an original contribution of the author. There has
been no such research in this field so far in the Polish literature.
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Streszczenie
System pomiaru dokonan dla malych przedsiebiorstw — studium przypadku
System pomiaru dokonan jest jedng z determinant tworzenia wartosci przedsigbiorstw, ma prowadzi¢ do
utrzymania lub poprawy dokonan przedsigbiorstwa w dtuzszej perspektywie czasowej. Mate przedsie-
biorstwa nie rozumiejg potrzeby pomiaru swoich dokonan, ani potencjalnych korzysci ptynacych z tego
pomiaru. Celem artykutu jest prezentacja modelu systemu pomiaru dokonan dla matych przedsigbiorstw
wraz z praktyczng weryfikacja zatozen. Podstawe opracowania stanowily analiza istniejacych propozycji
w zakresie modeli oraz ram koncepcyjnych dla matych i $rednich przedsiebiorstw oraz wyniki diagnozy
stosowanych w praktyce rozwigzan w zakresie pomiaru dokonan przez polskie mate przedsigbiorstwa.
W wyniku przeprowadzonych badan zaproponowano czteroetapowa koncepcje ciggltego pomiaru doko-
nan matych firm oraz dokonano praktycznej weryfikacji zatozen modelu na wybranym przyktadzie matej
firmy prawniczej, uwzgledniajac mape strategii oraz zestaw przyktadowych miernikow celow przedsig-
biorstwa. Budowa systemu pomiaru dokonan jest specyficzna dla kazdego przedsigbiorstwa ze wzgledu
na jego kondycje, sektor dziatalnosci, otoczenie i inne czynniki, wigc przedstawione studia przypadku
stanowig jedynie przyktad specyficznego zastosowania modelu w praktyce. Opracowanie stanowi orygi-
nalny wktad autora, dotychczas w literaturze polskiej brakowato opracowan dotyczacych tych zagadnien.

Stowa kluczowe: pomiar dokonan, system pomiaru dokonan, mate i §rednie przedsigbiorstwa.
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Introduction

The aim of the article is to present a model of a performance measurement system for
small enterprises with a practical verification of its assumptions based on an analysis
of existing models and frameworks for SMEs.

Contemporary organisations compete in a complex environment, therefore, a clear
understanding of their goals and ways of achieving them has special importance
(Kaplan and Norton 2001). Performance measurement systems affect communication
processes by requiring and providing relevant information, which influences the way
people think, act, and cooperate (Franco-Santos et al., 2012). A performance measure-
ment system is one of the determinants which creates an enterprise’s value, and is often
indicated as an important supporting tool for an SMEs’ managerial development
(Garengo et al., 2007). It is supposed to lead to an enterprise maintaining or improving
its performance in the long-term perspective. Performance measurement systems are
specific to each entity they are implemented in, due to unique set of subsystems and
unrepeatable conditions of existence. They should reflect the internal and external
changes in the company’s environment and allow for the business goals to be reviewed
and updated.

Performance measurement systems are widely used by large companies, but they
have not yet gained much recognition among small and medium enterprises (Chalmeta
et al. 2012). It is pointed out that despite their limitations, small enterprises in the in-
formation era should link strategy with performance measurement and use a perfor-
mance measurement system in decision-making processes (Chalmeta et al., 2012). Re-
search has shown that performance measurement systems could play an important and
essential role in supporting the improvement of management efficiency in small and
medium enterprises (cf. Garengo et al., 2005; Taticchi et al., 2010).

The model of performance measurement for small enterprises was based on the re-
sults of an analysis and an evaluation of the assumptions regarding the construction of
performance measurement systems for SME presented in the literature, and the results
of the study into the scope of implementing performance measurement systems in
Polish small enterprises. The model assumptions were verified in a case study of a small
legal company (with application of strategic analysis tools). The construction of a per-
formance measurement system is unique for every enterprise due to its condition, the
business sector, the environment, and other factors, so the featured case study provides
only a specific example of the model’s use in practice.

As a result of the research conducted, an innovative tool was developed to support
efficient and effective management, and to improve the competitiveness of small en-
terprises in the information era. The limitations of the model result from the system’s
lack of practical implementation and the fact that every entity needs a specific perfor-
mance measurement system to be constructed.
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1. Performance measurement systems in enterprises

Performance measurement systems (PMSs) are essential for making right and rational
decisions. They are a source of information necessary for companies to calculate the
efficiency and effectiveness of their operations, as well as helping to assess the correct-
ness of strategy execution and the ability to achieve their planned goals (cf. Garengo et
al., 2005; Ukko et al., 2007; Suwingjo et al., 2000). These systems support decision-
making processes by collecting, evolving, and analysing quantitatively determined per-
formance information and presenting it in a concise summary (Bisbe and Malaguefio,
2012; Koufteros et al., 2014). The quality of the system depends on relevant infor-
mation resources to effectively manage the enterprise (cf. Kowalak, 2009).

The current literature in the field of performance measurement systems clearly em-
phasizes the need to identify and measure performance drivers, and the need to go be-
yond commonly used financial measures (Perera and Baker, 2007). To summarize the
changes in PMSs that have taken place in the last 20 years, it should be noted that, as a
result of the critique of traditional PMSs, strategic PMSs provide an evaluation based
on the processes of going from a set of financial measures to a set of balanced and
integrated measures, going from an operational perspective to a strategic perspective,
as well as including all stakeholders instead of a selected groups of stakeholders (cf.
Yadav et al., 2012; Srimai et al., 2011). Strategic PMSs link performance with enter-
prise vision, its aims, and strategy. They have been developed to support organizational
development and improve the management of enterprises, especially large ones (Hud-
son et al., 2001, Garengo et al., 2005).

Performance measurement models should include logical causal relationships be-
tween activities and results. They should also allow for the identification of relation-
ships between processes the business is based on (Taticchi et al., 2012; cf. Bourne et
al., 2000).

Performance measurement is most efficient when it is adjusted to elements such as
business strategy, organisational culture, and the external environment (Melnyk et al.,
2014). It is pointed out that an effective PMS, apart from arranging key performance
indicators (KPIs), should also identify relationships between them, as well as the level
of their influence on the company (cf. Taticchi et al., 2009, Taticchi et al., 2012). The
importance of performance measurement systems has been well documented in the lit-
erature (i.a. Perera and Baker, 2007). Franco-Santos et al. (2012) conducted extensive
research into the assessment of the consequences of contemporary performance meas-
urement systems (people’s behaviour, organizational capabilities, and performance)
based on a review of 76 selected articles published in high quality science journals in
the fields of accounting, operations and strategy. They found that performance meas-
urement systems had a significant influence on human behaviour, organizational capa-
bilities, and performance, and that these systems are crucial for strategy, communica-
tion, and managerial processes, generating organizational capacity which enables an
improvement of the organization (Franco-Santos et al., 2012). On the other hand, the
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implementation and use of performance measurement in enterprises can cause ineffec-
tiveness of the company’s operation, and those processes can be painful or even de-
structive for the enterprise, so it is crucial to understand the specific conditions of the
use of a performance measurement system that allows for performance improvement
(Micheli and Mari, 2014).

2. Performance measurement models and frameworks
for small and medium enterprises

Small and medium enterprises, which at first were underestimated, now represent the
strength of every economy, and the SME sector plays a key role in building the growth
and development of the country. SMEs are defined in various ways in the professional
literature. It is generally accepted that a small business has an independent owner and
management and has little influence on its environment (Piocha and Gabryszak (eds.),
2008). The management system in small enterprises is characterized by the large influ-
ence of the owners on direct business management, especially in the decision-making
processes.

Small and medium enterprises do not understand the need to measure their perfor-
mance or the potential benefits coming from this measurement, and they rarely imple-
ment integrated, strategic performance measurement systems (Buhovac and Groff,
2012). In the literature, numerous models and frameworks of company performance
measurement systems are presented. They differ not only in scope, intensity, complex-
ity, and construction, but also in many other characteristics. These models are also di-
vided into universal and specific, implementable only in a specific sector or a charac-
teristic environment, for example, a particular region or even a group of firms. There is
therefore a need to determine the importance of existing performance measurement
approaches in SMEs and to identify the appropriate design and implementation pro-
cesses for strategic performance measurement systems (Hudson et al., 2001; Taticchi
et al., 2010a).

Taticchi, Tonelli, and Cagnazzo (2010, p. 11) pointed out that, on the basis of a broad
review of scientific publications in the field of performance measurement, the first
models of performance measurement and management for big companies were imple-
mented in the 1980s, but proposals of models for SMEs appeared in the mid-1990s. At
the beginning of the 21% century, research on performance measurement in relation to
SMEs was conducted in two directions: adapting models developed for large compa-
nies, and developing specific models for SMEs (Taticchi, Tonelli, and Cagnazzo, 2010).

There is a fundamental gap between the theory, which emphasizes the importance
of performance measurement systems in supporting managerial systems development,
and practice, in which there is a lack of models and tools which take into account the
specific characteristics of SMEs (cf. Garengo, Biazzo, and Bititci, 2005; Cocca and
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Alberti, 2010; Ates et al., 2013). This is due to the fundamental differences in the en-
vironment of individual companies, which profoundly differ from each other, signifi-
cantly hampering the construction of models and generalized systems for these entities.
Most of the research on performance measurement systems for SMEs, despite its the-
oretical correctness, does not take into account the fundamental differences between
SMEs and large companies, resulting in low efficiency of performance measurement
practices in SMEs (i.a. Nudurupati et al., 2011; Ates et al., 2013). In Table 1, select
models and frameworks of performance measurement systems for small and medium
enterprises are presented.

Table 1. Models and frameworks of performance measurement systems for SMEs

Model Authors
Models that do not take the size of the organisation into account
Performance Measurement Matrix Keegan et al. 1989
Performance Measurement Questionnaire Dixon et al. 1990
Performance Pyramid System Lynch, Cross 1991
Performance Measurement System for Service Industry Fitzgerald et al. 1991,
Fitzgerald, Moon 1996
Balanced Scorecard (BSC) Kaplan, Norton 1996
Integrated Dynamic Performance Measurement System Ghalayini et al. 1997
Integrated Performance Measurement System Bititci et al. 1997
Integrated Performance Measurement System Medori 1998
Quantitative model for performance measurement system Suwignjo et al. 2000
Performance measurement for product development Driva et al. 2000
Performance Prism Neely et al. 2002
ECONGRAI Ducq et al. 2001
SCOR Supply Chain Council 2006
Specific models for SMEs

Organisational Performance Measurement Chennell et al. 2000
Improving control through effective performance measurement | Hudson et al. 2001
Theory and practise in SME performance measurement systems | Hudson et al. 2001
Integrated Performance Measurement for Small Firms Laitinen 1996, 2002
Adaptation of Balanced Scorecard for SMEs Davig et al. 2004
Balanced Scorecard in non-profit SMEs Manville 2007
Measuring Performance of SMEs Chong 2008
Performance Measurement System IRIS Chalmeta et al. 2012

Source: author’s own elaboration based on Chalmeta et al. (2012, pp. 720-721
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These models and frameworks do not fully satisfy the companies which implement
them, indicating the numerous drawbacks both in terms of the implementation processes
and subsequent application. The main objections are: a model or framework needs to
be created for specific type of companies, there is a failure to confirm their effectiveness
in practice, and they require intensive labour or material resources at their implemen-
tation (cf. Chalmeta et al., 2010). Performance measurement systems for SMEs should
be dynamic and flexible so as to be able to respond to the needs of these companies,
but at the same time they must be structured to some degree, which promotes active
planning (Garengo et al., 2005; cf. Hudson et al., 2001). Performance measurement is
a continuous and cyclical process that influences the continuous evolution of the per-
formance measurement system over time as a result of adapting it to the changing needs
of the business, and it supports the company in adapting to the changing conditions of
its competitive environment (cf. Ates et al., 2013; Garengo et al., 2005; Bititci et al.
2000). Micheli and Mari (2014, p. 147) indicate that there is a lack of conclusive evi-
dence which testifies to the advantages and disadvantages of implementing a perfor-
mance measurement system, either in the private sector or in the public sector (cf. Grif-
fith, Neely 2009; Malina et al., 2007; Power 2004; Townley et al., 2003). Existing
methodologies are focused on the problems faced by large companies and therefore do
not adequately represent appropriate solutions to meet the needs of SMEs.

In conclusion, the biggest problem is the low applicability of these models to the
business reality. They require the dissemination of assumptions as well as confirmation
of their effectiveness in practice. On the other hand, these systems are adapted to the
characteristics stemming from the size of these entities, which is their strength and what
makes them superior to universal models. Despite the elaboration of specific models
and frameworks for SMEs, they are still small in number in relation to the number of
companies. There was also no confirmation that the users were totally satisfied, which
results in the need to search for approaches that are even better and more suited to the
conditions of SMEs in the future (cf. Chalmeta et al., 2012; Garengo et al., 2007; Sousa,
and Aspinwall, 2010).

Garengo, Biazzo, and Bititci (2005, p. 30-36) have specified the following main
dimensions that characterize contemporary performance measurement system models
(mostly introduced after the mid-1980s) with specific reference to SMEs:

1. Strategy alignment —a PMS must be designed and implemented in accordance with
an enterprise’s business strategy in order to link the strategy to the aims of functions,
groups of people, and individuals, as well as to operational aspects.

2. Strategy development — performance measures are helpful at assessing whether the
strategy is appropriate (topical) and aligned to the changing environment and the
enterprise itself. They indicate the right track to reach planned goals and the effec-
tiveness of actions and processes carried out.

3. Focus on stakeholders — PMSs take into account the needs of different groups of
stakeholders, as expressed in the concept of sustainable development.
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4. Balance — traditional PMSs were focused on financial results, but this approach was
complemented by a balanced view of the company’s performance, which requires
the inclusion of non-financial perspectives in the measurement.

5. Dynamic adaptability — a PMS should include systems for reviewing the measures
and aims that make it possible to both adapt the PMS quickly to changes in the
internal and external contexts, and provide a systematic assessment of the com-
pany’s strategy in order to support continuous improvement.

6. Process orientation — the performance of business processes has to be monitored,
because they have a direct impact on stakeholders’ satisfaction. Process-oriented
performance measurement allows for a deep analysis of the impact of these pro-
cesses on the enterprise’s added value, and promote the use of performance meas-
urement as an important support in decision making processes.

7. Depth and breadth — the depth of a PMS is the level of detail of applied performance
measures; the breadth of the system refers to the scope of activities included in the
PMS. It is claimed that SMEs should not use deep PMSs, because they hinders focus
on just a few aims and prolong the implementation of the system. SMEs should use
systems focused on breadth, so that they could develop a simple model and an inte-
grated approach to corporate governance.

8. Causal relationship — performance is affected by a large number of multidimen-
sional factors characterising how dynamic behaviour changes the environment. Un-
derstanding the relationship between results and determinants makes it possible to
have periodic feedback on the measures used and incremental changes.

9. Clarity and simplicity — these features are crucial for successful PMS implementa-
tion and use in the enterprise. They include such elements as: clear definition and
communication of the fixed goals, careful selection of the measures to be used, clear
definition of measures, clear definition of how to gather and elaborate data, use of
relative instead of absolute measures, and a definition of how the processed infor-
mation has to be presented.

In Table 2, an overview of select characteristics describing performance measure-
ment models for small and medium enterprises is presented.

The most common feature of the chosen performance measurement systems for
small and medium enterprises was the balance dimension. This aspect has become cru-
cial since the creation of Kaplan and Norton’s ,,Balanced Scorecard” concept. All mod-
els, although in varying dimensions, reflected the strategic focus of performance meas-
urement, with only some of them considering the influence of performance measure-
ment on the strategy development. The next feature included in all concepts was clarity
and simplicity, related to the need to communicate principles and necessity of perfor-
mance measurement to company members in an understandable and transparent way.
It is also worth noting that almost all models described the causal relationships between
performance and their determinants, which allows the applied performance measures
to fit the enterprise’s requirements better. Although in most models this problem was
raised, but was insufficiently described and resolved.
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Table 2. Select dimensions of performance measurement systems for SMEs

Dimensions
I 2 2
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° °
SMEs — grounded theory Q Q Q
Integrated Approach to Per- | Taticchi et al.
formance Measurement Sys- | 2008 ORNO) e o O (ORNONNO)
tem in SME
Performance measurement | Cocca, Alberti
: '"e|e®e| e || @| @ L I )
framework for SMEs 2010 Q
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anced scorecard for SMES | Biazzo, 2012 Q
Performance measurement | Chalmeta,
system — IRIS Palomero, e o O|eo | o 0|0 0 e | O
Matila 2012

® fully present;
Q partially present.

Source: author’s own elaboration based on the mentioned literature

The presented concepts also had noticeable deficiencies in some key characteristics.
One of the most noticeable, and at the same time apparent, effects of concepts’ practical
implementation are: not taking into account the perspectives of all main stakeholders
of the company when implementing and applying the performance measurement sys-
tem, too low awareness of the need for continuous improvement of the system by taking
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into account the results of its application. Performance review and control allow com-
panies to adapt the performance measurement system to changing environment condi-
tions and the company’s strategy revisions.

3. A model of a continuous performance measurement system
for small enterprises

In the literature, there is still a view that little empirical and theoretical research has been
done in the field of performance measurement, and its efficiency, in SMEs (cf. Garengo et
al., 2005; Perera and Baker, 2007; Garengo et al., 2007; Taticchi et. al., 2010a; Taticchi et
al., 2010b). On the other hand, there are publications showing the results of empirical
research on practical solutions in the field of performance measurement and manage-
ment in small and medium enterprises using questionnaires (Sousa et al., 2006; Wiesher
et al., 2007; Taticchi et al., 2010), as well as using one or few case studies (Hudson et
al., 2001; Garengo and Bititci, 2007; Sharma and Bhagwat 2007; Maraghini 2010; Ates
etal., 2013).

A performance measurement system should be simple, economical, clear, and har-
monized (Goliszewski, 2015). Expanded systems prolong decision-making processes
and information flow. This is particularly important in small entities, whose existence
often depends on making quick and appropriate decisions, so access to information is
crucial. Small enterprises usually measure their performance, but in a casual and informal
way, not based on an earlier plan or a model. The intuition, experience, and competen-
cies of the owners and managers play an important role in decision making processes.

The model of performance measurement for small enterprises was based on the re-
sults of the analysis presented in point 2 and an evaluation of the assumptions regarding
the construction of performance measurement systems for SME presented in the liter-
ature. Adapting to Polish conditions required the results of the conducted study into the
scope of: use, systematization, and forms of performance measurement in Polish small
enterprises and their current effectiveness (cf. Wasniewski, 2014, 2015a, b).

The basis for the assessment was two CATI surveys conducted on 100 Polish small
enterprises (employing 10-50 people) in 2012 and 2014, each in the area of solutions
used in performance measurement, and their relationships with the achieved financial
performance. As a result of the study, it was found that Polish small enterprises gener-
ally do not take into account the strategic perspective in the management and decision
making processes (Wasniewski, 2014; Wasniewski, 2015a). Only one-third of the re-
searched small firms have a development strategy, although less than a half of the strat-
egies include performance measures. The measurement is usually conducted at the
level of the enterprise as a whole, mainly through accounting. The measures form an
unrelated set of financial and non-financial measures (with the dominance of the finan-
cial measures), with the clients’ perspective being the most popular among the non-
financial perspectives of performance. The performance measurement is also associ-
ated with a motivation system for all employees.
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The relevance of the dependency between solutions in the area of performance
measurement and financial results achieved by small enterprises was additionally ver-
ified. The association between variables was evaluated with Pearson’s chi-squared test
for independence and Tschuprow’s T coefficient. As a result, the study found a low or
no statistically significant relationship between selected performance measurement
system features and small enterprises’ financial results (Wasniewski, 2015b).

The conducted research confirmed the need to design and implement performance
measurement systems that support the effective and efficient management of small en-
terprises.

It is worth emphasizing that the fundamental determinant of performance measure-
ment systems’ construction is the dominance of the benefits of its implementation over
costs, therefore it is important to ensure that the costs of implementing and applying
selected solutions do not exceed a set level. In addition, the transparency and generality
of the information flow should be ensured. The appropriate communication of perfor-
mance results is one of the key factors influencing the effectiveness of the system used.
Currently, small firms are characterised by insufficient communication (in non-sole en-
tities) and the lack of custom measures used in performance measurement.

Due to the specifics of small firms, the author proposes a model of a four-stage
continuous performance measurement system for small enterprises. A circular ap-
proach helps to stimulate continuous strategic improvement in an enterprise that is rel-
evant to the value creation processes. A crucial part of the model is linking the business
strategy (including business model) with rational goals and their measures in order to
map the enterprise’s value generating processes in the best possible way. It is also im-
portant to ensure that the achieved results are considered when evaluating the realisa-
tion of the strategy in a continuous and repeatable way, and that they provide a basis to
correct them. The performance measurement system should reflect the company’s
competitive position. The structure of the author’s model of a performance measure-
ment system for small enterprises is presented in Figure 1.

Figure 1. Continuous performance measurement for small enterprises

[ 1. Analyse ]

N

[ 4. Learn } [ 2. Implement }

N/

(o

Source: own work based on Hudson (2003, pp. 7-8)
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The first stage is based on an enterprise’s environmental analysis, strategy, key suc-
cess factors, and goals. A business model should also be developed that demonstrates
how the enterprise is generating value for the stakeholders. The aim of the second stage
is to define the tasks that are necessary to achieve the goals of the measures, and to
develop the measures system. The third stage consists of the practical application of the
results of the previous stages. In effect, improvements are implemented and an appro-
priate system of collecting data and information is selected. The last stage of the process
consists of regular performance data reviews conducted to identify potential problems.

4. Case study of the model’s assumptions
on the example of legal firm ,,XYZ and Partners”

Case studies are one of the most important research methods, particularly in the devel-
opment of a theory and the construction of models (cf. Voss, Tsikriktsis & Frohlich,
2002). They provide an explanatory study that allows for observation and a better un-
derstanding of the phenomena which occur. The case study used in the article is con-
sistent with qualitative research, leading to the creation of the individual description of
a more general phenomenon. The study is descriptive and illustrative, and is based on
an analysis of published materials' and in-depth interviews, a qualitative method which
gathers information during individual conversations with business representatives?.
The case study focused on the conditions of the practical application of the performance
measurement system model for small enterprises, and was used to verify the main as-
sumptions of the model and its applicability in practice. However, the model has not
been implemented yet in practice, therefore, some of the considerations concerning the
implementation and application of the systems are presented as limitations.

The author’s model of performance measurement for small enterprises is presented
on the example of legal firm ,, XYZ and Partners”. The enterprise is in Poznan, one of
the largest cities in Poland, and has been operating in the legal services market since
2004. It is one of biggest law firms in the city and the region, and it employs around 20
people. It is comprised of a team of highly qualified specialists whose fundamental goal
is to meet the needs of their customers. Annual revenue is in the 5-10 million PLN
range and the enterprise has been profitable in the last three reporting years. The subject
of the business is professional services in the field of commercial law. The mission of
the firm is: ,,Law requires solutions. We find them”. The aim of their activity is, ac-
cording to the company’s materials ,,to ensure the legal safety of [their] customers”.
Their values are: ,,dynamism, flexibility, experience, and efficiency”.

1 Materials such as the company’s website, official strategy, enterprise folder, and information pub-
lished by the Central Statistical Office of Poland, among others.

2 The interview was conducted 08.07.2016 with a board member, lasting about 4 hours. It concerned
the strategic analysis of the enterprise — the aims, environment, actual performance, etc., and actual
solutions used in the area of performance measurement.
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Following the model, the first step is to conduct a strategic analysis of the company.
»X YZ and Partners” recognizes its stakeholders among the groups of clients, employ-
ees, and partners. The enterprise’s environment has been characterised using a PEST
analysis and Porter’s (2008) five forces analysis, deriving determinants of the compet-
itive intensity and attractiveness of the industry. This framework was also widely de-
scribed by Gierszewska and Romanowska (2009, pp. 75-91). A summary of the sim-
plified PEST analysis is presented in Table 3.

Table 3. PEST analysis of the chosen enterprise

Factors Impact on surveyed company

Political - further opening of the legal services market, allowing for increased com-
petition

— entering of foreign and specialised legal firms to the Polish market, en-
couraged by the market prospects

- frequent changes in the law

- high risk of introducing unfavourable legal solutions that might hinder
the conducting of legal and advisory services

Economic - economic growth, affecting the enterprise’s development

- increased importance of international economic exchange processes, re-
sulting in an increased need for professional consulting services by firms
with knowledge of specific market characteristics

— development of the legal services market

— increasing level of wealth among the population

Socio — cultural |- increasing customer awareness of the need for access to professional legal
services

— increase in the level of education

- development of long-term (intergenerational) planning

Technological |- development of computer technology supporting business
- facilitating access to databases (knowledge)

Source: author’s own elaboration based on information from the board member

The next action conducted as part of the strategic analysis was Porter’s (2008) five
forces analysis. The results are presented in Table 4.

The analysed forces are quite significant for the researched company in the context
of current and future profitability. The professional legal and advisory services sector
is attractive and growing, due to the predicted growth of potential customers as well as
to the increasingly rapid environmental changes, which require companies to continu-
ously adapt to the new operating conditions. On the other hand, there are potential
threats from new competitors offering low prices for their services that might affect the
potential revenue of ,,.XYZ and Partners”.
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Table 4. Porter’s five forces analysis of the researched company

Force

Impact on the researched company

Threat of new en-
trants

This threat is very important for the analysed company as a result of the
opening up of the legal professions and the large annual increase in the
number of lawyers entering the legal market. The entry barriers are: com-
pleting law school and performing the appropriate legal apprenciteship.
On the other hand, the company provides highly specialised advisory and
legal services, which narrows the market and strongly reduces the threat
of a new competitor appearing. The high specialisation and high complex-
ity of the processes (for example, restructuring) result in a high cost of
potential supplier change for the customer.

Bargaining power

The company is not highly dependent on its suppliers, including providers

of suppliers of media, on-line databases etc.
Bargaining power | This power is weak, customers have a low negotiating power due to the
of customers large number of legal firms potentially interested in specialised legal and

advisory services with low local competition.

The company’s services are highly specialised and tailored to the needs of
its customers; a change of the supplier would involve high costs for the
customer. There is little risk that the customers will be able to handle their
legal problems on their own.

Threats of substi-
tutes

There is no real threat of substitution of legal services, except for abandon-
ing the services altogether.

Industry rivalry

Intensity is growing due to the increase in the number of lawyers on the
market, but due to the specialisation of services and high professionalism,
the local competition for the researched company is not so significant.

Source: author’s own elaboration based on information
from the board member and the company’s materials.

In the next phase of the strategic analysis, based on the information obtained from
the company, a simplified strategic balance was conducted. The aim was to determine
the company’s strengths and weaknesses. The results of this analysis are presented in

Table 5.
Table 5. Simplified enterprise strategic balance
Strengths Weaknesses
— very good financial results, high liquidity |- lack of clearly defined strategy, which is
— high level of knowledge and competences the basis for decision-making in the enter-
of employees and managers prise
— management system supporting knowledge |- high value of individual contracts (high
sharing importance of lost customers)
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Table 5. Simplified enterprise strategic balance (cont.)

Strengths

Weaknesses

experience and knowledge
through the business activities
calm and friendly atmosphere in the work-
place

professional employees with high ethical
standards and personal culture

the flexibility of proposed legal and advi-
sory services in fitting in with the cus-
tomer’s needs

wide range of services for entrepreneurs
and companies

high level of customer satisfaction result-
ing from quality of services and support
the reputation as solid and trustworthy
partner

management style used in the organization
inspires employees in the development and
achievement of ambitious goals, increas-
ing effectiveness

one of the biggest legal firms in Poznan
and the region with a recognized brand
innovation that determines market position
high efficiency

acquired

high dependence of the company and its
results on the partners, including mainly
the managing partner

relatively low nationwide market share
(despite significant local market share)
lack of own building that makes it difficult
to fit the office space to the company’s
needs, lack of enough space to work in
comfortable conditions and provide excel-
lent customer service

the time span between costs borne and rev-
enues earned

Source: own study based on information from board member
and from company’s website (access: 11.07.2016)

Noteworthy are the specifics of the company’s activities, in which some parts of the
revenues are distant in time from the costs incurred, due to the length of court proceed-
ings, which could have a negative impact on the current liquidity.

In order to summarise the strategic analysis, a SWOT analysis was used as a com-
prehensive method for assessing the organisational environment and analysing its in-
ternal structure (cf. Gierszewska and Romanowska, 2009, pp. 189-198). The conclu-
sions from that analysis are presented in Table 6.

Table 6. SWOT analysis of firm ,,XYZ and Partners”

Strengths Weaknesses

— significant position in local market — lack of clearly defined strategy
— recognized brand and very good reputation |-~ the high value of individual contracts, af-
— agroup of experienced employees and co- fecting revenue opportunities

workers with very high competencies — dependence on the owner and managing
- high profitability of the business partner of the company
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Table 6. SWOT analysis of firm ,,XYZ and Partners” (cont.)

Opportunities

Threats

development of the legal services market
development of the international ex-
change, resulting in increased demand for
professional consulting services

economic growth, affecting the develop-
ment of the enterprises

increased customer awareness of the need
for access to professional legal services
frequent changes in the law

further opening of the legal services mar-
ket, allowing for increased competition
entering the Polish market by foreign, spe-
cialised legal companies

unfavourable legal solutions, hindering the
operation of legal and advisory services

Source: author’s own elaboration based on based on information
from a board member and company materials

The business model of the enterprise was also built, describing the way in which the
organisation creates value and provides and earns benefits from that value (cf. Ducz-
kowska-Piasecka (ed.), 2012; Hejduk (ed.), 2013), using the methodology of Osterwal-
der and Pigneur (2012). Figure 2 presents the result of the study, which summarises the
strategic analysis.

Figure 2. ,,XYZ and Partners” business model

Employees with
specialized  kno-
wledge and expe-
rience, organiza-
tional knowledge
resulting from past
cases, access to
legal knowledge
bases

Brand of the com-

pany

Key partners Key activities  |Value proposi-|Customer rela- | Customer seg-
Company part- | Professional legal | tions tionships ments
ners, employees |and advisory ser-| Ensuring legal se- | Very good, based | Businesses
and co-workers | vices curity for clients |on trust and co- | (self-employed
operation and companies)
Key resources Channels

Standard  distri-
bution channels
of legal services,
the importance of
commands from
satisfied custom-
ers

Cost structure

salaries

Significant share of personnel costs, including

projects

Revenues streams
Long-standing business services
Conducted projects, including restructuring

Source: author’s own elaboration based on Osterwalder and Pigneur (2012)
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The business model shapes the strategy, because to be real, the strategy must be
based on the abilities, resources, and current position of the enterprise, and the long-
term goals have to be achievable (Duczkowska-Piasecka et al., 2013). The next step
was to analyse the key success factors which were identified using a method described
by Niemiec (2016), presented in Figure 3.

Figure 3. Key success factor (KSF) identification procedure

KSF identification in each enterprise

results of earlier research and KSF
literature

visions, missions, strategies of

enterprises, reports trade press

NS

Building the KSF database

ordering the conceptual base analysis of incidence of KSF in the source data

NS

KSF selection

the KSF selection method is the incidence of KSF

S

Validation of the model

Expert research that validates the selection of KSFs in two perspectives: current and future

N

Assign key performance indicators (KPIs) to each KSF

Source: Niemiec (2016, p. 244)

The key success factors for the ,,Legal, accounting and tax consulting” sector were
identified using the results of the research conducted as part of the ,,Key performance
indicators in the company’s performance management™® grant, and after taking into
account the comments of the board member of the company, they are expressed as
follows:

e revenue growth,

« providing liquidity,

e customer satisfaction,

« developing effective customer relationships (excellent service, partnership, building
relationships based on trust, enthusiasm),

3 A grant realised by the University of Szczecin on behalf of contract no. 4366/B/H03/2011/40 with
National Science Centre (see: ed. Niemiec 2016, pp. 231-329).
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« providing high quality of service (high substantive level, providing services accord-
ing to best practices, broad specialization),

« Mmaintaining existing customers,

« construction of a recognized brand,

« knowledge, skills, values, and behaviours of employees and management required
for a given position to implement the strategy,

 acquiring new customers (establishing direct and quick contact).

The company is a supporter of the sustainable development concept, which is re-
flected in ,,pro bono” activities.

The primary aim of the company is to increase the company’s revenue. The pro-
posed set of aims, divided into measurement perspectives with the relationships be-
tween them marked, is shown in Figure 4.

Figure 4., XYZ and Partners” strategy map

. Primary aim:
Perspective .
value increase for the owners
Financial Maximising company revenue
Maximizing
Client Acquiring new customers customer profitability
Construgtion of
Customer rete recogniged brand
/ Increase in
Maximising the effici effectiveness
aximising the efficient use - of conducted cases
Internal of working time Service
processes complexity
Conducting
Maintaining ,,pro bono”
cash solvency activities
4
Learning i / .
and Continuous development Development of knowledge capital
of employee competencies in the company
development

Source: author’s own elaboration based on Kaplan and Norton (2011)

The purpose of the second phase of the model is to create a set of measures that will
allow for the current strategy to be controlled and the strategic goals to be realised. The
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developed goals are described using measures which are simple, and easy to understand
and use, as broadly described by Kaplan and Norton (2001). The set of measures, which
results from the implemented strategy, and taking into account the results of the strate-
gic analysis and key success factors analysis, is presented in Table 74.

Table 7. Performance measures of aims to use at company ,,XYZ and Partners”

Aim

Measure

Description

Maximizing
company revenue

sales in period t
— sales in period t_;
sales in period t

Revenue dynamics reflect the
level of the company’s devel-
opment.

It can also be analysed, broken
down by (1) regular and new
customers, (2) existing and new
services.

Acquiring new
customers

number of new customers

total number of customers

The company’s permanent de-
velopment requires the acqui-
sition of new customers, which
results in increased revenue
opportunities.

Maximizing customer
profitability

sales — customer cost

sales from customer

Business development requires
ensuring that all customers ser-
vices are profitable. This prof-
itability can also be examined
when divided into cases (pro-
jects), but what is most im-
portant is the aggregated level.

Customer retention

number of regular customers

total number of customers

Having regular customers re-
sults from their satisfaction with
the level of service; it also in-
fluences the level of fixed cash
inflows.

Construction of
recognized brand

number of satisfied customers,
which recommend the company

total number of customers

A leading measure comes from
customers’ satisfaction, which
results in their recommenda-
tions and their loyalty.

Maximizing the
efficient use of
working time

real time of tasks execution X 100

planned time of tasks execution

The number of cases and the
multiplicity of tasks require
proper work-time management
from employees. In the legal
services sector, promptness in
conducting cases is particularly
important, which requires highly
efficient work-time usage.

4 The methodology is widely described in Niemiec (ed.) (2016) and Skoczylas and Niemiec (ed.) (2016)
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Table 7. Performance measures of aims to use at company ,,XYZ and Partners” (cont.)

Aim Measure Description
Increase in number of cases completed Effectiveness in the area of the
effectiveness of successfully conducted cases influences the

conducted cases

number of cases completed
in given period of time

company’s image and is mean-
ingful in the context of cus-
tomer satisfaction. The measure
is also related to the profitabil-
ity of the business and affects
the sales revenue potential.

Service complexity

sales from new services
for existing customers

total sales

This measure assesses the re-
lationship between sales from
new consulting services of-
fered to existing customers to
total sales.

Satisfied customers are in-
creasingly interested in ex-
panding their use of services,
and the cost is lower compared
to work for new customers.

Maintaining cash
solvency

cash inflows in the period

cash expenses in the period

An important measure in the
context of maintaining finan-
cial liquidity, the margin of in-
flows over expenses can be di-
rected to business develop-
ment, which includes invest-
ing in employees.

Conducting ,,pro
bono” activities

amount legal advice provided for free
or
time spent on social activities

Activities for the needy and
for non-governmental sector
affects the development of the
local society. It also influences
the company brand and the
number of new clients.

Continuous develop-
ment of employee
competencies

training duration in hours

number of employees

A leading measure, employees
and their competencies are one
of the most important key suc-
cess factors and key resources.

Development of
knowledge capital in
the company

expenditures on the access
to knowlegde

sales revenues

A measure resulting from tak-
ing into account the progres-
sive technological develop-
ment and high importance of
knowledge capital, especially
in service sectors requiring
high competencies in this area.

Source: author’s own elaboration
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The set of measures was identified based on the earlier stages of the model, and it
should be implemented in the enterprise management system in third stage. The
measures are used to report to what extent established goals have been achieved and to
evaluate the success of the company.

It is worth noting that the company should be aware of the need to measure their
performance. Measures control, included in the fourth stage of model, should take place
within the regular assessment of the achieved results, in which the level of measures
and their causes are discussed. This allows changes to be made in the company’s stra-
tegic documents based on the experience gained and the conclusions of the evaluation.

5. Limitations

The limitations of the research result mainly from the lack of practical implementation
of the model. It is worth emphasising that every enterprise is different and operates in
individual environmental conditions and therefore requires a unique approach. There is
technically no possibility to unify the system in the areas of goals or measures, but on
the other hand there are no sectoral restrictions of the system’s implementation. The
construction of a performance measurement system is unique for every enterprise due
to its financial condition, life stage, business sector (production/services, traditional/hi-
tech), its environment (macro and micro, including clients, suppliers, employees, and
others) and other factors (such as behavioural, depending on the competencies and
knowledge of the owners and managers), so the case study presented in the article pro-
vides only a specific example of the model’s use in practice.

The appropriate implementation of the system requires the proper selection of the pro-
ject team (with relevant expertise), as well as the conviction of all members of the organi-
zation about the benefits of performance measurement. One of the most important aspects
of implementation is ensuring cost and time rationality, so that the benefits of applying
the performance measurement system outweigh the cost of the proposed solutions.

The complexity of performance measurement systems for small enterprises deter-
mines the need for future research on the presented issues, particularly in the areas of
practical implementation of the model and the evaluation of its effectiveness. The study
should also cover the relationships between the competencies and skills of the owners,
managers, and employees, and the financial performance achieved by the enterprises.
It is also worth verifying the correlation between financial results and performance
measurement systems over the long term, as the application of these systems could
translate into delayed value creation of the enterprises.

Conclusions

In summary, the performance measurement system for small enterprises is a response
to the need to support those entities in the area of tools which enable effective and
efficient management. The subject of the article was to establish the assumptions re-
garding a performance measure system model for small enterprises. The starting point
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for that proposal was an analysis of the existing models and frameworks of performance
measurement systems for SMEs. This analysis was complemented by the results of
a study of actual performance measurement practices in a Polish small enterprise. The
methodology takes into account the continuity of the measurement and requires perma-
nent development of the applied performance measurement systems. The assumptions
of the model were verified by the practical example of a small company from the legal
services sector. A strategic analysis of the enterprise was conducted (including an en-
vironmental analysis) and a business model was generated that allowed for the con-
struction of a strategy map which covered the main goals of the company, as well as
a proposal of measures set for those goals.

The model and its implementation will help to bridge the gap between theory and
practice as well as to spread the model of performance measurement among small en-
terprises. There have been no studies in this field in Poland so far. The model’s assump-
tions require further analysis, including a study of its impact on the efficiency and fi-
nancial results of enterprises using the model.
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