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1. Define business information
needs;
What do you need o know?
Why do you need o know 12

2. Build an information map;
Where is the datainformation?

How will you get it ?

3. Turn information into
knowledge;

How will you use it?

4. Utilize & distribute knowledge
ANSWers,;

How will you share it?

Common Sense

THE KNOWLEDGE MANAGEMENT SYSTEM
Turning People, Process, and Technology Into Knowledge
Why Knowledge Management?

Running a business these days, even a very small business, requires more and more so-
phistication - unfortunately, not only to gain a competitive advantage, but often just to
survive. Knowledge management represents the most important set of tools yet developed
by modern management science. Today, the understanding and use of these tools is an
absolute requirement to manage any operation of any type, large or small.

Yet, knowledge management seems so abstract, so hopelessly complex, that actual use of
these new tools and systems seems an almost impossible objective for any but the most
sophisticated.

This does not need to be the case. Our goal here, as throughout each workbook in the
Strategic Management Learning System, is to explain complex management strategies in a
way that enables them to be used as the valuable tools that they are, and by managers who
themselves are not “management experts.” To achieve this purpose, we explain the con-
cepts, then develop a set of application steps and companion worksheets so that you can
incorporate these essential processes into your own business operation yourself.

The same approach is used here with knowledge management.

Knowledge management is a process of organizing and integrating the sources and flows
of information within your business or department so that they result in answers. Knowl-
edge systems reduce the complexity of run-
ning a business by implementing decision rules
where appropriate, and monitoring the results
through a process of deviation analysis.

Managers in the past gathered data, ana-
lyzed it, and then made decisions about the
future. Management control systems focused
on monitoring plans and making small adjust-
ments as needed to stay on track. Over the
recent past, the development and use of Man-
agement Information Systems (MIS) has
emerged as a comprehensive approach to con-
trolling these flows of information. Unfortu-
nately, the process has effectively buried it-
self in its own success. MIS has produced so
much information that managers are no longer
able to understand what it all represents. These managers are further bombarded with a
relentless flow of information from outside sources such as magazines, trade journals, news-
papers, TV and radio, and, increasingly, the Internet. We are buried in an avalanche of
information, much of which is incomprehensible.

The problem today is not only the overwhelming flood of data and information, but the
rate of change as well. Change in the businesses internal and external environments is
occurring so rapidly that traditional longer-term planning and control techniques simply no
longer work very effectively. By the time you see a problem or an opportunity coming,
there is no time to strategically reposition - you’re in the middle of trouble, or the opportu-
nity is no longer available to you. '

The real questions are how to effectively segregate out the data and information that you
need to understand and control your operation, and to be able to position yourself and your
business unit to productively respond to change. Knowledge management represents the
tools and approaches that enable you to have the level of control over your operation that is
essential for your success.

The Business Dilemma
You have plenty of information available to help you run your business in an optimal way.



The Business
Planning Procrastinator

1. Is good on his/
her feet

2. Doesn’t want to
understand that
complex “IT stuff’

3. Doesn't have
time to plan

“Too much
information is even
worse than not
enough.”

Yet, most business managers, especially in smaller
companies, totally ignore this data and make their
decisions in a random, seat-of-the-pants manner.

Why is this true?

1. They are “good on their feet.” They see
themselves as western gun fighters, being
quick on the draw. In many ways, this is
the classic definition of the entrepreneur.
But what if you can’t even see the bad guy?
What if the opponent here is a howitzer four
miles away, zeroing in on your operation?

2. They don’t understand, and so don’t trust
complex computer driven systems. You
didn’t originally understand how to drive a
car - but you learned and then thought noth-
ing of it.

3. They don’t have time. The old alligator/
swamp thing - when you are up to your arm-
pits in alligators, it is hard to remember that
the objective is to drain the swamp. This
old saw applies as well - even though there
is never enough time to do it right the first
time, there is always time to do it over.

Platitudes yes, but accurate ones. Agreed, it does
seem impossible to stop emergency fire fighting
and take a more strategic action. But imagine an
actual forest fire - often the correct response is to
get out of the middle of the inferno - move away
from the center, and start a back fire to combat the
primary threat.

It is the common dilemma for all of us caught up
in the pressures of running our businesses every
day - there is no time for planning, for strategy
development. Yet, with the dynamics and pres-
sure of change pounding our operations, it is not
only necessary, but critical that we step back and
take the time to develop and use these valuable
tools.

The Knowledge Management Problem

There is simply too much information available
for our business purposes. Our management sys-
tems are choked with data. We hear constant ref-
erence to information overload.

Imagine information systems at their worst.

You are a modern thinker. You understand the
value of Management Information Systems (MIS),
and recently hired a computer analyst to help set
up a MIS for your business. This morning the ana-
lyst comes into your office with a two-wheeler. On
the two-wheeler are stacks of computer printouts.
These stacks are more than two feet tall.

The analyst proudly reports: “Great news! Our
new MIS is now operational. Here are the results
from yesterday’s operations.”

She deposits the large pile of paper near your
desk and leaves. You are horrified.

Later, you sit in your office talking to one of

your most important customers. You hang up the
phone, and say to your assistant: “Bring me every-
thing we have on the ACME account.”

Shortly, the assistant comes through the door with
a two wheeler loaded with a similar stack of com-
puter printouts.

You are even more horrified, not yet having re-
covered from the first stack now sitting near the
comer of your desk, and say: “What the heck is all
this?”

The reply: “You said, Bring me everything we
have on the ACME account. Here it is - every-
thing.”

The point - too much information is even worse
than not enough. The real problem is how to find
the right information, then contextualize it to give
it meaning and relevance.

Information management and control: What does
all of this data mean? How can it be made useful?
IBM tells us that less than 10% of all business data
is ever analyzed. Yet, the answer to virtually every
business problem is contained in various informa-
tion resources, most of which are immediately and
conveniently available to any business manager,
anywhere.

How do you handle this problem? How do you
use these critically valuable resources?

The good news is that there are a great many
systems and reasonably priced support tools to use
for this purpose. Unfortunately, at the same time,
most business principals believe that these ap-
proaches are too complicated for them to under-
stand - much less use. A

This does not have to be so. In fact, it must not
be so. We have created an approach we call the
Common Sense Knowledge Management System
(CS/KMS) as the practical solution to these prob-
lems. The goal of this Workbook is to help you
understand and use the CS/KMS to your advantage
in your own business operation, yourself.

What is Knowledge Management?

The term Knowledge Management is receiving
quite a bit of attention these days in large corpora-
tions and academic circles. Many larger firms are
appointing senior managers as Chief Knowledge Of-
ficers. Debate rages in the management and aca-
demic press about what knowledge management is,
how it should be defined, and how it should be used.
MBA strategists are creating complex knowledge
systems, models,and philosophies. A whole rash
of computer software tools are being offered to
support knowledge management applications.
These various approaches are touted as the new
management paradigms, the new tools that will
“revolutionize” the way we run our businesses.
Because the resulting systems are computer driven,
they are being designed and operated by computer

All of SBA’s programs and services are extended to the public on a nondiscriminatory basis.



specialists (geeks) and other information tech-
nology experts. It is for this very reason that these
emerging systems are seen as almost hopelessly
complex, and so not to be understood by business
managers. The whole discussion seems confus-
ing, complex, and - basically - completely imprac-
tical. :

Fortunately, the reality of knowledge manage-
ment is much less complicated. As with many
things, little that is touted as new is actually new.
Management Information Systems (MIS) have
been used as valuable management tools in large
and small operations for decades. Supermarkets
scan products at the register for inventory con-
trol, reordering, and instant price updates. Small
dry cleaners use computer driven registers to in-
take clothes, maintain work and customer con-
trol, and price and record payments. Large and
small manufacturing operations commonly use
computerized MRP (Materials Requirements Plan-
ning) systems to control production and invento-
ries. Payrolls for even tiny operations, are regu-
larly processed by some form of internal or exter-
nal payroll system or service. Word processing
systems and automated databases make even the
most basic clerical functions electronic and more
efficient.

Today, the power of information technology
(IT) allows us to manage even more data faster
than ever before. There is no magic in this pro-
cess. IT applications do not by themselves give
us any new answers. They are, in reality, not a
new set of tools, but instead, old tools that are
much faster and have much greater capacity.
However, they are perceived as so unique and
complex that only specialists can understand their
application and use. Unfortunately, this attitude
raises a companion problem: Who is running the
ship? Is it the IT managers? The outside IT con-
sultants? Other “experts?”

No, the answer must be the same as it has al-
ways been: Business managers manage busi-
nesses. Other personnel resources of the busi-
ness are in support of these individuals, and pro-
vide them with the tools and information they need
to successfully manage their operations. The busi-

ness managers set the course, lay out the rules,
needs, and requirements of the operation, and the
IT specialists and consultants provide the systems
and processes required to evaluate activities and
support the desired results. It is the integration of
these traditional business management rules and
practices with new computer and Internet-based
systems that we now call knowledge management.

Knowledge management is the bridge between
business management needs and information tech-
nology capabilities. At its best, it is business intel-
ligence data transformed into rational business
management systems.

Once again, something complex made simple by
cutting to the heart of the matter.

Common Sense.

What is the Common Sense Knowledge
Management System (CS/KMS)?

The critical elements of success for any business
operation center around management style. The
traditional style for the entrepreneurial manager is
to get all the information and make all the deci-
sions. Today, this may still be realistic in a very
small business, perhaps in a small town somewhere
in the boondocks, but it simply won’t work for
most businesses. Success can only come through
the development and use of a more systematic and
collaborative management style. The effective el-
ements of this new style are MIS/IT tools coupled
with Management by Objectives (MBO) and Man-
agement by Exception (MBE) techniques.

The Common Sense Knowledge Management
System (CS/KMS) is a synthesis of these critical
management approaches. In Common Sense #11,
we discussed Strategic Analysis and the processes
and activities needed to develop a Strategic Plan.
Now, we take the results of that planning process
and use it as the heart of our CS/KMS. In this
workbook, CS/KMS is a four step process that you
can use in your business or functional unit not only
to survive the information overload problems cre-
ated by technology and competent staff, but the
even more critical issues of a constantly and rap-
idly changing business environment: markets, tech-
nologies, competition, customers, and the
economy. Today even the smallest business op-
eration must deal with the forces of change, and
use the most sophisticated tools available for prob-
lem solving and opportunity exploitation. The CS/
KMS helps to make this possible.

The Four Step Common Sense

Knowledge Management System

We have been describing why you must use these
powerful new knowledge management tools to help
you to more effectively manage your operation -
big or small. The four steps of the Common Sense
Knowledge Management System (CS/KMS) will
show you how. Here we synthesize all of the man-
agement and planning activities discussed through-
out each of the other eleven SMLS Common Sense

“Business managers
manage businesses.”

“Today even the
smallest business
must deal with the
Jorces of change by
using the most
sophisticated
management tools
available.”



The Knowledge
Management System
The 4 Steps

1. Define Business Informa-
tion Needs;
« What do you need to
know?
= Why do you need to
know it?
2. Build An information Map
» Where is the data/infor-
mation?
« How will you get it?
3. Turn Information Into
Knowledge
* How will you use it?
4. Utilize & Distribute Knowl-
edge Answers
* How will you share it?

STEP 1

Define Business
Information Needs

Strategic Planning
Sub-Components

-

. Development Planning
What needs to be done to
get from the drawing
boards to operational
reality?

2. Market Planning
Exactly what is the venture
going to selt, and to
whom?

. Operational Planning
How is the business going
to produce or provide its
product or service?

. Distribution Planning
How will the product or
service get from where it is
made or performed to
where it is needed?

. Organizational Planning
Who is going to do what?

. Financial Planning
How much capital is
required and where will it
come from?

7. Contingency Planning

What will you do if

everything doesn’t work

out as pianned?

w

F -
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Workbooks. We now bring all of these activities
together into the CS/KMS, as an integrated man-
agement approach (see left margin).

These Four Steps will take time and careful
thought. However, the time spent now in devel-
oping this approach will be repaid to you count-
less times over in the future, both in terms of in-
creased satisfaction and increased profitability.
Our CS/KMS is a business intelligence system that
will allow you to control your operation, rather
than have it control you. Good goals.

Step 1:
Define Business Information Needs
The answers to the following questions pro-
vide the foundation stones of the CS/KMS:
* What do you need to know?

* Why do you need to know it?

The central elements of the CS/KMS are de-
fined through Strategic Planning, Strategic Analy-
sis, MBO, and MBE. The enabling tools are vari-
ous IT applications. It is critical to note that IT
tools are not what is important in knowledge man-
agement (although it all too often seems that way).
These IT tools are, however, what makes it pos-
sible to manage the large quantities of data es-
sential to the systems.

Strategic Planning: The first stage in the plan-
ning process is preparing a list of objectives.
These objectives provide the groundwork for es-
tablishing the balance of the strategy framework
and lend a sense of both consistency and perspec-
tive to the other planning and business develop-
ment activities. Together, these goals are essen-
tial to the coordination and integration of all sub-
ordinate-planning activities. They help to ensure
that each of the different areas of organizational
activities are complementary and not at odds with
each other.

The key function of the strategic plan is to pro-
vide guidelines for day-to-day decision making.
Specific activities relate to tasks that relate to
goals. Once goals, objectives, and the delegation
of responsibility and authority have been made
explicit, control benchmarks can be established.
These benchmarks are then used to monitor the
progress of the business. Goals become the tar-
gets or points of reference for measuring progress.
When such guidelines are available, deviations can
be identified and evaluated quickly and the causes
for deviations, both positive and negative, can be
determined. Potential problems are revealed and
opportunities identified. This creates the heart of
the CS/KMS.

The Strategic Plan is comprised of a series of
sub-plans. Various management activities are per-
formed as sub-functions of the total business op-
eration. Levels of accomplishment can be com-
pared back to the levels anticipated in the plan.
In this manner, each of these sub-planning activi-
ties become an explicit working part of the Com-

mon Sense Knowledge Management System.

Strategic Planning is the long-range umbrella
plan for the total venture effort. There are seven
sub-planning components (see left margin). It is
the integration of all seven of the sub-planning ele-
ments that give the strategic plan relevance and util-
ity.

Strategic Analysis: Each of the planning activi-
ties must be validated. As a business develops, it
continues to be important to be able to determine
where the assumptions are holding true and where
they are not. If the assumptions are found to be
invalid, the feasibility of the venture must be ques-
tioned. This validation occurs through two differ-
ent channels. The first source of information is
gathered in a research process from both internal
and external sources. The second source is through
ongoing operations. A feedback monitoring con-
trol loop must be included in the business develop-
ment process to provide continuous testing of these
assumptions against reality. It is the accumulated
reinforcement of the initial feasibility assessment that
continues to affirm the success potential of the op-
eration. If the assumptions are not validated
through either of these two processes, then the va-
lidity of the entire venture must be questioned.

Management by Objectives: MBO is a form of
management in which organizational decision mak-
ing is shared through a process of negotiation be-
tween subordinates and superiors. This approach
requires, first of all, a clear statement of organiza-
tional objectives that can then be broken down into
appropriate subunits and delegated downward
through the organizational structure. At each level
further downward, delegation of the organizational
objectives is negotiated through a staged approach
designed to allow the subordinate actual and prac-
tical involvement in determining what can and can-
not be done and what he or she is going to agree to
try to accomplish in a given period. Work plans
are created though this process of negotiation and
become a form of contract between the worker and
the organization.

Through this process of work analysis, it may
become clear that the organizational goals are too
ambitious or that there are some problems that the
organization did not anticipate when goals were
developed at a more abstract level within the orga-
nization. Thus, two levels of feedback benefit the
organizational decision-making. The first comes
about as the work plans are negotiated and devel-
oped, at which time certain objectives may be
proven infeasible. The second comes about later
through the formal review process, by which the
worker’s activities are compared with the plan to
determine the degree to which the objectives of the
plan have been reached. This latter activity then
becomes an important part of the CS/KMS.

Management by Exception: MBE is manage-
ment with detailed decision rules to handle all rou-
tine activities of the organization. When a situ-



ation does not fit the decision rules, it is bucked
up through the organizationhl hierarchy until it gets
to the level at which a knowledgeable and effec-
tive decision can be made, In this way, routine
problems are solved only lonce and in the most
optimal way possible, through organizational study
and analysis. Utilizing this approach places the
responsibility for problem resolution at the lowest
level possible in the organization and thus frees
higher-ranking people for more creative and pro-
ductive use of their time 4nd talents than baby-
sitting an efficiently running operation.

All of the regular tasks within the organization
are carefully identified and assigned to various
members within the company. Agreements are ne-
gotiated or delegated which specify exactly what
will be done when predetermined situations arise.
When the situations do arise, as they are fully ex-
pected to, everybody knows how these situations
will be handled. Problems are anticipated and re-
sponses are programmed. This is a totally rou-
tine, systematic way of dealing with the daily, not
problems, but mechanics of running a business (or
anything else, for that matter).

When the situation arrives and it’s different from
that which was anticipated, some additional
thought or decision making is involved. In a
smaller company, it typically lands in the lap of the
owner/manager. This is where it is supposed to
land. Under the MBE approach, the owner/man-
ager is only dealing with those issues that need to
be responded to in a different from normal fash-
ion, and so is not hysterically trying to be involved
in every aspect of the day-to-day operation.

Under the one-man-band syndrome or fire-fight-
ing approach, the owner/manager is constantly in-
volved in the decision-making process, even
though the decision is exactly the same every time
the situation arises. Under MBE, the decision rules
that are established make such decisions before
the fact in a routine fashion, and so such events
are not problems. Because these situations are
considered in advance, the pre-planned solution is
also likely to be much more effective because it is
made calmly, with a grip of all the facts, and not as
an emergency, in the heat of the moment. In this
fashion, through MBE the daily emergencies that
do come about can be separated from normal ac-
tivities and treated with the extra attention they
deserve, thereby making the most efficient use of

top management’s time and energy.

MBE is an important way of economizing time
in any organization. Failure to apply this prin-
ciple is a major management weakness in many
smaller operations. Because the owner/managers
are often so consumed with repetitious day-to-
day tasks, they lack the time for planning, delib-
eration, and devoting attention to important du-
ties that they alone can perform satisfactorily. This
behavior usually develops from an unwillingness
to delegate authority and uncertainty as to how it
should be done. Delegation with decision rules
permits the sharing of this responsibility with oth-
ers and frees up the senior manager for more criti-
cal activities.

A major difference between MBE and more tra-
ditional forms of management is that MBE is re-
sults oriented rather than action oriented. Many
traditional management systems rely upon the per-
formance of a series of activities as a means of
identifying and evaluating appropriate work be-
havior. MBE is much more concerned with
whether or not anything was accomplished. Ac-
cordingly, identifying achievable goals is an es-
sential dimension of MBE effectiveness. It is this
goal-setting process that ties MBE back to the
strategic planning process.

Goal Setting: The most serious problem we
find people encountering in the business develop-
ment process is the difficulty of being specific
about what they want to accomplish. Vague gen-
eralities such as, “We want to be successful,” cer-
tainly express a real concern. Most businesses
want to be successful. There are much more im-
portant aspects to the question though: Success-
ful at what? In what way? How is success to be
measured? How will you know when you have
gotten there? Be specific.

Objectivity in the goal setting process is essen-
tial to managing the CS/KMS activities. Typically,
objective goals can be quantified. Once quanti-
fied, actual performance can be compared against
that planned (budgeted), and differences expressed
as deviations. The CS/KMS takes each of these
planning activities and the resulting units of work
and responsibility, and provides the framework to
aid in assembling the various pieces into a coher-
ent whole package.

Step 2:
Build an Information Map

* Where is the data/information?

* How will you get it?

Once you have defined what information you
will need, the process of building an information
map is quite straightforward. We now use the
answer to the key question asked in Step 1: What
do you need to know? Once you determine this,
the new question is: Where is it?

Each of the sub-planning steps we have de-
scribed in other Common Sense workbooks help

STEP 2

Build an
Information Map

Quantifiable Goals

- examples -

| want to achieve
$ in sales over
the next five years.
| want to develop

new products
during the next operating
period.
| want to add
new customers over the
next 18 months.
| want to penetrate the

market

by __ % as planned.



STEP 3

Turn Information
Into Knowledge

Knowledge
Management
Rule of Information

Process + Context =
Relevance

to define the operating parameters, standards and
goals of importance to that activity. Once goals
are established, results are compared to expecta-
tions to determine how well the operation is doing.
As you begin to visualize this process for your own
operation, the flows of feedback information, such
as deviation reports, needed to tell you “how well
you are doing” will start to become obvious. As
these reporting requirements emerge, they allow you
to also identify where the supporting information
must come from.

The planning tools and systems each defines a
flow of information - primarily through the account-
ing system, although some will come from other,
slightly softer systems, such as employee evalua-
tions, where the work reviewed is compared against
the goals previously set, and deviations from these
goals are noted. Building the Information Map is
amatter of listing each of the sub-planning systems,
identifying what information is needed, identifying
where it is within (or even outside of) the com-
pany, and how it gets to where it is needed and/or
to whom needs to use it.

INFORMATION MAPPING

What it needs

i be
1|:—::-.I:| be
Howit  £INFORMATION FLOW

Where

" INFORMATION SOURCES

An example of outside information needed by
most businesses would have to do with competi-
tive developments within their specialized niche.
Today, any of the Internet search engines such as
Altavista, Yahoo, Lycos, and many others, as well
as the built-in search engines in Internet access pro-
vider systems such as AOL, will perform ongoing
keyword searches and provide the latest articles and
news reports on the topics selected. This informa-
tion can be as precise as required, and so relieves
the need to search through industry magazines and
other sources in the hopes that needed information
will be discovered. Through the use of these auto-
mated search tools, information can be available
when needed with an extreme efficiency of time and
effort. There is no excuse to be uninformed.

The sub-planning systems define the flows of in-
formation: where it is, how it moves, and where it
needs to be to become knowledge. It is through
these defining activities that information develops
true utility in the management process. The infor-

mation map is a diagram of the location and flows
of this critical information/data throughout the
business system. Our worksheet at the end of
this workbook will help you to build this infor-
mation map for your own operation. Informa-
tion Mapping is another complex concept that
becomes simple in application.

Step 3:
Turn Information into Knowledge

Information/Data:

* How will you use it?

* What does it mean?

* What is it trying to tell you?

Avoiding these questions will not make them
go away. Instead, this avoidance represents an
abdication of a critical part of management re-
sponsibility. Sticking ones head in the sand may
work out OK for an ostrich, but is a sure way to
be blind-sided for most others.

We have already talked about the dangers of
the one-man-band and fire-fighting. Well, if these
behaviors are undesirable, what approaches are
desirable? Today’s managers, even within the
smallest organizations, must be methodical and
proactive. Seat-of-pants managing just won’t
work anymore. QOur business environments are
too complicated and are changing too rapidly. We
must all be able to use the information that flows
into and is generated within our businesses as the
basis for our management decision making.

Step 3 is a critical part of our Strategic Man-
agement Leamning System, and the total manage-
ment approach. Fail here, and you have wasted
your time with everything else you have done.
On the other hand, managing with a knowledge
system is not magic, complicated, impossible to
understand, or even difficult. It is instead very
straightforward. Once you begin to use these
tools, you will quickly gain confidence and com-
petence in this new style of management.

The knowledge management rule of informa-
tion is :

Process + Context = Relevance

Knowledge is the result of adding utility to in-
formation/data. Information/data by itself will not
tell you much. This is an important part of the
information problem. We have too much infor-
mation, and we don’t know what it all means.
We are literally overwhelmed, buried in data. The
better our management information systems, the
more data we are confronted with. To be useful,
we must determine what all of this information/
data means; what it is trying to tell us.

There is a process we can use to make what is
a very bad problem into the valuable asset infor-
mation should represent. There are two critical
activities we use to transform the information
overload into something useful. The first is in-
formation reduction (process). The second is in-



formation meaning (context).

Information Reduction (Process): Informa-
tion reduction, as the name suggests, requires lim-
iting in some manner, the amount of information
or data we actually look at. The goal is to estab-
lish information decision rules that screen out data
that does not have to be personally inspected. The
screened out data both supports and drives the
MBE decision rules, or is channeled to subordi-
nates for their action through the MBO process.
With this qualifying approach, it is then necessary
only to know that these desired activities actually
occurred. Feedback systems (deviation analysis)
will tell us this.

Let’s look at an example. Consider a manufac-
turing operation that has an important concern for
quality. Accordingly, a QC department has been
established which carefully and thoroughly in-
spects each unit against a checklist of 20 points.
The operation produces 100 units per day, 500
per week, 2,000 or so per month and so on. Now,
is it really necessary to review each of these QC
reports? No - with a solid knowledge manage-
ment system, it is only necessary to see the units
that don’t pass. In fact, it probably isn’t even nec-
essary to see these. Instead, a report may be gen-
erated showing how many units passed, how many
didn’t pass, and the reasons for those not passed.
This report lets management know exactly what
it needs to know - and nothing more. If manage-
ment decides that it needs or wants more infor-
mation, then the source data may be accessed and
further analyzed to “drill down into the data.” For
example, the QC manager and the production
manager may be interviewed to investigate rea-
sons for the rejects with the goal being to elimi-
nate rejects. Our knowledge system allows us to
achieve this goal. The right knowledge system
(yes, this is a knowledge system - a fancy name
for something simple) is an efficient system. It
presents only what needs to be known and does
not unnecessarily burden management with excess
information/data. The benefit of all of this is sig-
nificantly improved efficiency and quality of man-
agement decision making.

Information Meaning (Context): Information
must have an appropriate context to be meaning-
ful. Is something too big, too little, too hot, etc.?
These qualities have meaning only when compared
against something else. It is not enough to tell
employees that they need to work harder. How
much harder? How will both management and
the employees know that the employees are meet-
ing company expectations? The data regarding
performance needs to be very precise. Determin-
ing how many units they presently make per hour
is very straightforward - we count them in some
manner. The essential context is how many units
are expected. For non-manufacturing operations
projects are mutually defined and results and
completion dates agreed to. These become the

performance evaluation criteria. Once this con-
text is established, employees can know exactly
how much (or if at all) they must improve their
performance. Management only needs to know
when the goal is not achieved. A deviation report
will provide the needed information. Another
simple knowledge system.

Using these examples, think of other so-called

PERFORMANCE EVALUATION CRITERIA

LEVEL OF ACHIEVEMENT

TEAM MEMBERS

knowledge systems used to more efficiently man-
age an operation: attendance reports, productiv-
ity reports, customer response summaries - the
range is almost endless. Pick the critical issues
for your operation. Think about the ways your
time is presently being consumed in managing ex-
treme detail, and whether that detail can be more
productively incorporated into a MBE process and
report. Such reports can be displayed on a com-
puter screen, and inspected on an ongoing basis
through what is known as a “dashboard” tool. A
business dashboard has gauges just like the dash-
board on a car. The car’s dashboard gauges moni-
tor critical functions such as speed, fuel availabil-
ity, temperature, and others. In your business, you
choose parameters (gauges) which are similarly
critical to the more complex process of operating
your company.

Probably the most common knowledge system
is a monthly budget deviation report. A great deal
of time and trouble goes into establishing budgets
that are related to key aspects critical to the op-
eration such as sales revenues, cash flows, vari-
able costs, and fixed expenses. It is necessary to
know when each of these are under or over bud-
get as quickly as possible. With the accounting
tools commonly available today, this data can be
captured in real time - actually minute by minute
as it is generated and recorded within the com-
pany. This information can then be displayed on a
computer as a “dashboard,” showing these criti-
cal parameters and whether each are within or out
of spec. Where out of spec, it is possible to click
on that parameter, and drill down into the associ-
ated databases to the extent of detail required to
determine the cause for the deviation and form a
course of action to bring it back into line with the
plan.
Another common application of such knowledge

Knowledge Systems
- Examples -

* attendance reports

* productivity reports

* customer response
summaries

¢ production reports

* inventory reports

* sales reports



“Turning
information into
knowledge answers
is a logical pro-
cess.”

Case In Point;
ACME and the
CS/KMS

dishboard svstems 15 with process control. For
exitmple 1n a plating operation, water quality 1s of
greal nnporfance. In fact, most applications arg
governed by strict regulanons and permits that al-
loow: Tor only very small releases of contamnants
o ensure compliance, this process requires con-
tinuaus monitoring. How s i possible w be confi-
dent thal evervihing s under conerol all of the time?
A dashboard 1ol will provide 8 continuows report,
showing where the Ao is i compliance and where
s not. Where it is not, it possible o dnll down
inla the systermn o find the exact monttorng station
that 1s reporting the deviation
knowledge devianon dashbourd svstems can report
an practically all activities of any business. Pro-
cessing this daea through information reductaon (1o
get o the heart of the matter), and giving it contex
irelattonal meaning |, provides the wols needed 1o
eflectively manage anv oparalion.

furnmg informution into knowledee answers is
alogeeal process, In 1T termimalogy, these are of:
ten relerred o as decision or “smart” svatems, (41
Course, @ commputer or any other system presently
avadlable o supporl manasgement systems cannot
actually “think™ on behalf of the business opera-
tion, wlthough sometimes that 12 the misguided 1m-
presswon of some of these more complex systems,
[nstead, nformation 15 processed through a deci-
ston tree. througl a Boolean Aleehra, which typi-
callv werks with logie statementy such gi:

A, then B i not A, then L

Acsunple "I A, then B statement would be:
I e temperature driops belone 33TF then
trrE ot ool

This is how a thermaostat works, and so 4 ther-
mioatal 15 a knowledge system, 1 is processing in-
formation‘data 1o produce a decision, an answer
[ furne on the heat)

A shightly more complex statement night be:
ffactunl sales equal the sales forecast, then
aiomatioaliv order the budpeted Dvventor
guantities, [ actual seles do non equal the
sales farecasi, then inform the manaeer and
rt'\'.li'”L'.\-ll new! f'l?flf'{fll,?l" HEAIrneTions

A simple decision rule might become part ol a
peraonnel job description:

I von come o work gvery day on time, then
veni will ger o 3% raise.

This 1z a cood rule because 11 18 understandable
by both the manager and the emploves, and the
atswer will be completely unambiguous. The de-
cision-making can now be performed by the knowl-
edpe system, which looks ar the question:

L the worker come foowork every davon fime”

T answer tos guestion, the knowledze svstem
inspects the personnel records, compares attendance
reports with the mule, and 15 then able 1o answer
Depending upon the answer, a per-
somncl action may be mgpered abtomatcally,

“yesor oo,

(CASEIN POINT
ACME AND THE CS/KMS

ACML is an old line mamr&ucmrm;, company that
has been in operation For a greal many years. They
make various hardware accessorics out of metal,
and sell these cumpuuenls to hardware stores do-
mestically and, to a limited extent, to distributors
internationaily; _

Bipger than tiny, but not huge, ACME has six
munufactunng plants scattered sround the coun-
try. Operated with a traditional management hier-
archy, the company was fairly decentralized with a
preat deal of autonomy at the local levels. Tradi-
tional reporting methods pushed operating and per-
formance information upward through the manage-
ment hierarchy. Everyone along the way reviewed
the information and added their “two cents woorth,”

then passed it all along 1o the next higher level,
Mot surprisingly, it took a long time for a reporl
to make it all the way from an operating unit to the
top management. Generally, this information was
at least three months old before it reached the final
review stage, Once reviewed, comments then were
pushed back down the system. In this manner, it
took another two months for information to flow
back downward, and so there tended to be a gap of
four to five months between when an action oc-
curred and a top level response came back indicat-

ing any required corrective action.

p

N

“This approach had worked a:ln:qualu y tor many,

- years. ACME was a solid stable company. Sales

snd profits had remained steady with modest growth
for some years. Middle and upper management
were primarily older employees who had worked
their way up in the company thronghout their ca-
reers. Lverything scemed (o beé soimg well.
Until (not surprisingly, there is H];li'r'ﬂjl's an -
1il™), the reports that were slowly filiering up be-
gan to show si gns of trouble. Production had
slowed down. Orders were not bnmg pm:mmd
fast mnu:,.h Costs were rising in ways that could
nm be n‘:ad:,l}f explained. Upper management be-

pan to worry. Phone calls and e-mail commumica-

tions increased. More reports were generated.
Comfortable middle managers bepan to work late,
staring at stacks of performance datt, analyzing lines
of data on “green sheets.” MIS people increased
the flows of data. More late nights - and so on.
Unfortunately, no answers either.

A pattern of costs began 1o emerge that seemed
to be related to environmental issues - but what,
why, and what could be done about them? How
had they gone unnoticed? A sharp manager was
given the task of tracking down these problems.
He began to observe that, unnoticed by upper man-
agement, environmental regulations had tlghlvz-m:ijJ




Fach of these is u simple [ogic statement that
can be activated by the knowledpe system as it
compares the information o receives agunst the
parameters and poals established throush the stra-
e total knowledge
syslem somettnes appears hopelessly complex

tegic planning activities,

Pecause it contains o very large number of these
statements. The trick 15 to remember that the in-
dividual stalements are 1and must be )

Lo Wery siinple, and
2. Must be answered fves” or fnn”

The reality of management requires that count
less small decisions be made every dayv, When
these decisions are framed as stmple decision rules,
they can he ncorporated into knowledae systems.
This activity then automates routine activities, and
Irees managers for the igher level work only they
can perform for the orgameation.

The mteresting thing here s thar out of al] we
have described. none of it requires @ compuler-
1zed svstermn. A subordinate could follow each of
these decision rules, A human could constantly
visually maonitor the temperature and mamaally
activate the heating systen as needed. Clearty this
waonld not be a productive use of timig, =0 we au-
torate this activiey with our thenmostal, But what
about other activilies” The answer will most likely
ermerge as 8 combination of work instructions to
subordmates and automated data collection pri-
cessing/ feedback systems: The kev 15 1o be sen-

siblv und construet systems appropriate to the sk
that can be used and maintained with the resources
that are available to the organizanon.

Mow vou can see the patiern. Back 1o the [irs
steps Whai do vou keed 1o know?  Why do vow
Answer these two guestions and
the answer system begins to make self obvious;

.'In:'{:rn'l Il .'!-'.f.‘.'.".'. J'.' i

vour knowledge svstem begins o emerge. You
are beginning to tae information into knowledge
answers. Agan.oa tancy name for somethmg
simple. Asswith most of our Common Serse Wop-
ics, the kev o success 15 10 making the compley
simple. Common Sense!

Step 4:
Ltilize and Distribute Knowledge
Answers

konowledpe: How will vou share it

Planming svsterms are used to create managetient
imperatives. Knowledge systems are then used to
generate and pet the right informatienknow ledpe
answers o the right individeals witlun the com-
pany, With this essential information. employees
can effectively perform the work required for the
COTPAITY S SUCCess.

Let's return to our slarting point: Why are we
doing this? Because we have gone to the trouble
of laying out plans for the business operation. Be-
cause we have developed a set of goals that we
hopewe cap achieve, Because we have done these
Utings, we can now set up a knowledpe system Lo

{over the past five years. Plants, especially those
with plating operations, had individually tried (o
- respond with water quality and other mnnrlnrmg,
syslems to show where they werts (and were not)
an mmp]:am‘c_ The changes they marde to their
loeal sﬂemsmm uncoordinated and inefTicient
- but hased i preat sood will. The net effect
seemed to be that they were not fully responding
10 tightened requirements, although they felt that
they were making best efforts. Production was
being slowed down by the control, filtering and
monitoring systems they were banﬂ-mdmg onio
therr process-flow systems.

The investigmtive manager began to observe this
pattern from data gathered from the various plants,
An essential need for a centralized strategy and
control system began (o emerge from the analy-
sis. He started working with a local IT systems
vendor, and together, they began to put together
a “dashboard” moniloring system that would al-
low everyone in the company to review critical
data as it was being generated in “real time™ (not
three months later). At first the plan met with
great resistance [rom the older managers wha
claimed that these new computer approaches were
too complex for them to understand - “leave this
new stuff to the younger guys.”

The investigative manager stuck to his guns,
,\:ind continued to show the older managers the ad-

vantages of this type ofreporting s}hﬂcm The pldr]\
mianiagers bepan to realize that they could elimi-
nate the late night “green Ime 'amﬂyﬂt-\by a ik
review of the compuler streen at ﬁnquant infer-
vals. When the “dashhoard” index indicated that
sumathmg was out of whmk, they conld click on
{hat dhata element and expand their review until they
identified the exact point where fhe trouble was
occuming.  These managers began to show their
bosses the advantages of this approach, and the
news spread rapidly upward,

Other operational and urg&mzmmuﬂl datn began
to be added to the “dashboard” monitoring sys-
tem, Each of the middle and top managers was
issucd a laptop which was programmed 1o call into
the central database from wherever they might be
- in their office, at home, or even in a hotel while
they were on the road,

Today, ACME is a modern company, operating
with as much management sophistication as the
most current leading-edge operations. Costs and
profits are back under control. Middle manapers
can sleep again at night, and the company can mike
decisions and respond to problems lilerally as they
OCCUL.

The right information, in the right context, at
the right time, to the right people. Knowledae man-
agement at its best.

Common Sense, 3




“The right
information, in the
right context, to the
right people, all of the
time.”

Run your business
- Don't let it run
you

it}
COMMON
SENSE

ensure the achievement of goals as efficiently as

possible.

Knowledge answers are generated by the use of
decision rules. An effective knowledge system will
allow each part of the operation, and then each in-
dividual, to clearly understand what his or her re-
sponsibilities are. Further, such a system allows all
participants to be able to objectively agree whether
or not responsibilities were properly carried out.
Planning and deviation control activities must be
shared. When they are carried out in a vacuum
they are sterile and generally useless.

In any organization, information sharing is es-
sential. Who is supposed to do what, when, why,
and how will everyone know whether it was or was
not achieved?

The CS/KMS can become the vehicle for effec-
tive information sharing, allowing information and
data to flow upwards and downwards within the
organization though a process of information re-
duction and contextualization. Used in this way,
the CS/KMS can add enormous efficiency to any
organization. This is especially critical in smaller
organizations, which typically lack the slack to ab-
sorb mistakes or inefficient behaviors.

Because these smaller organizations simply do
not have the resources that larger businesses have,
it is important to get the maximum benefit from the
limited resources that are available. This especially
includes people as well as various other resources
and assets of the business. Accordingly, one un-
derlying dimension of success for any small busi-
ness is to maximize the productivity of the human
resources of the firm. This means making sure that
the people who work for the organization are as
effective and productive as possible. This means
making sure that you have the right people (can
do) for the tasks that need to be done, that they
thoroughly understand what needs to be done, and
are motivated to do it (will do).

In most smaller companies, the human resources
will make or break the company. 1t is easy to de-
velop arguments favoring motivation. It is an in-
teresting fact, and contrary to much popular opin-
ion, that most employees had rather be productive
than not. However, in order to be effective, they
must know what to do, have the resources and in-
formation to do it, and some feedback system to
let them know how they are doing. Time spent in
clarifying these issues will yield the immense re-
sults of improved satisfaction in operating the busi-
ness and at the same time improve the bottom line
profits of the firm.



