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Environmental management

with the balanced scorecard

A CASE STUDY OF THE BERLIN
WATER COMPANY, GERMANY

Carl-Ulrich Gminder

Institute for Economy and the Environment, Switzerland

It is strategically important for a waterworks company to devote resources to the
environment. The quality and availability of its main resource—water—is crucial for
the successful and responsible business in the mid and long term. But waterworks
are increasingly focused on short-term revenues: the private oomﬁ.mamm.m@m_ .Em
pressure of shareholders; the public companies are squeezed by the financial crises
in the public sector. -

« How can positive environmental strategies be set and implemented taking
these conditions into account?

» How can positive environmental strategies be translated into real substan-
tive action and not just paid lip service?

These issues are examined in this case study about the Berlin Wasserbetriebe
(hereafter referred to as the BWC [Berlin Water Company]). The BWC, which is the
largest water supply and waste-water treatment company in mmnEm.:ﬁ serves 3.4
million people. It has a monopoly on the water supply and waste-water treatment
business in its service area. In 1999, 49.9% of the company was sold to Vivendi
and RWE (Rheinisch-Westfilische Elektrizitidtswerke), but the remaining 50.1% is
still state-owned. The partial privatisation brought tremendous changes in man-
agement and organisation. Strategic goals were implemented that mo.ncmma only
on the shareholders, the customers and the employees and not on societal needs
and the environment. Indeed, environmental management was in danger of
being entirely removed from the agenda. A new management tool, a...m Emmo.ma
scorecard, was launched in order to translate these the new strategic priorities
into action.
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FIGURE 4.1 The possibilities for integrating a sustainability balanced scorecard (SBC)
into the balanced scorecard (BSC)

Source: Gminder et al. 2002: 123

The research methodology that was used for this case study was ‘action research’.
Document analysis, combined with evidence gained from interviews with company
-employees at al] levels, from the CEO to workers in a sewerage maintenance team, was
used to understand the company’s structure and function and to allow identification
of a way to manage environmental and societal issues. Four workshops were then
held to further develop the company’s BSC. Finally, the results were written down and
presented for validation throughout the company.

4.2.1 The Berlin Water Company

As noted in the introduction, the BWC is the largest water supply and waste-water
treatment company in Germany; in 200t its 5,500 employees produced a turnover of
€982 million and an operating profit of €269 million. One activity of the BWC is the
supply of drinking water, almost all extracted from the ground in Berlin itself, Seven
waterworks extract 220 million m? water from the ground each year and pump it
through a 7,800 km pipe network. Each of the waterworks is certified to 1SO 14001.2
The quality of the water is extremely high for a large city, and no disinfection or
chlorination is necessary. The other activity is the treatment and discharge of waste-
water, which also occurs in the city. Seven sewage works treat 240 million m? waste-
water each year, transported through a 9,000 km sewerage network. Two of these

2 MS\ more details of ISO 14001, see www.iso.ch/iso/en/prods-services/otherpubs/iso14000/
index.html.
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works are IS0 14001-certified. In order to preserve the lakes and rivers within the city
where the treated waste-water is discharged, several measures of monitoring and
treating the lake and river water quality are carried out.

The waste-water treatment is a state-run task and a non-profit business, in con-
trast to the water supply business, which is run for profit. Both parts have a monop-
oly, but their tariffs are determined by municipal law.

4.2.2 The management of the Berlin Water Company

The formal organisation structure starts at the top with the board and a group of
‘shared service’ departments, followed by 14 business units, departments, works
and maintenance units, with various groups and teams below them, down to the
single employee.

In 2000, the board publicised a company vision and its corporate objectives. The
vision comprises four areas. One of these addresses the major tasks of supplying
water and the careful, environmentally friendly treatment of sewage. The other
three address stakeholder interests, including those of the shareholders, the
customers and the employees, for each aspect of which five to six company objectives
are stated. However, the environmental and societal interests are not operational-
ised by specific objectives, and many employees do not see why this would be neces-
sary, because they recognise that a clean environment with clean water is necessary
for the sound economic operation of the company. In fact, the omission of environ-
ment was a deliberate decision by the board because of the dominating financial
interests of the private and the state shareholders.

The company objectives are the strategic input of the company’s BSC. They also
serve as objectives for the individual business units. Within the units the objectives
are translated into personal agreements for all departmental or team leaders. This
recently implemented approach of ‘management by objectives’ is reported to be
viewed very positively by the employees.

Explicit business strategies do not exist but, implicitly, there are two main strategies.
First, the profit orientation strategy emphasises the importance of reducing costs and
enhancing distribution (water use declined in the 1990s). Second, the customer
orientation strategy places importance on customer satisfaction and on the training of
employees. Measures to implement the strategies are taken within a framework of
projects. Many different types of indicators are used within the company, and the BsC
has the benefit of pointing out those that are really important.

The management and control of the BWC involves regular internal reporting,
which triggers activities if necessary. The management system is in transition from
the old state-oriented planning system towards the new system with a business-
oriented focus, and institutional controlling processes are not yet set up. The budget
plan for the coming years is still the most important management tool. The BSC is one
of the tools for changing existing systems along with a risk-management approach,
the principle of management by objectives and new reporting to the board, but all
struggle to gain acceptance given the power of the old structures, rules and plans.

The BSC has been in use since July 2001 on a company level, operated through the
Shared Service Department for Corporate Development (the VUE [Vorstandsabteil-
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FIGURE 4.3 Process of integrating environmental protection into the balanced
scorecard of the Berlin Water Company

Source: Gminder and Bergner 2002: 215

term ‘sustainability’ needed to be clarified, and the group decided to focus on
mwsao:_dwwg protection and excluded societal and economic sustainability. The
aim of the group was to develop usable résults, rather than ‘dreams’ that s.B:E
stress the company too much in the current situation. Although this aim was
@marmwm, necessary in order to produce acceptable results, it turned out to be a
constraint when it eliminated some valuable and progressive proposals too early.
After the clarification of the meaning of ‘sustainability’, environmental oEmQZ.mm
were am.«m_wvaa in a brainstorming session, then bundled, grouped and reduced
,;.m zwmcnzo: was one condition of acceptance. The results were a mixture OW
objectives and measures; thus a separation was also necessary. During this process
a new strategic objective was identified—protection of natural resources (water,
soil, air)’—and this was listed alongside the other 15 company objectives. v
. The next step was to link the environmental objectives to the other perspectives
in the wm.n. In addition to the perspective of the employees (learning”), each of the
perspectives was discussed, as it was argued that protection of smEm& resources
serves the financial wealth of the company in the long term. It also benefits
customers %‘ao:mr ensuring good water quality and is a goal achieved by good
process practices. The creation of a separate sustainability perspective was deemed
to be unnecessary as it involved only a single goal. Finally, the process perspective
was nr,Omm: as the most pragmatic solution. Other environmental goals could be
subordinated to other company objectives and therefore automatically to the
relevant .vmnmnmnm,\mm. Most of the other objectives were also put into the process
perspective—for example, the objective ‘enhancing material and energy efficiency’
m&mn&, to the objective ‘increasing productivity’. ¥
Qmmm_nmaw: on the strategic level was emphasised at the same time. The
defensive wBE% towards environment was found to change during the case WEQ
and by spring 2002 the CEO defined increased ‘environmental awareness’ as one ww

4. ENVIRONMENTAL MANAGEMENT WITH THE BALANCED SCORECARD Gminder 59

the five necessary changes for the year. Given the definition of the strategic ‘natural
resource’ objective and the ongoing discussion about sustainability, it became
obvious that, for political reasons, environmental protection could not be excluded
from consideration. As a result, it was proposed that an SBSC working group be
incorporated into the strategic planning and review process. This suggestion was
presented to the annual conference for upper management, where the board and the
heads of the business units decided that it should be integrated into the BSC, even
though the number of goals was reduced from 16 to 12 and one board member was
still strongly opposed to it. There was still no update to the vision for the company,
though the board agreed to undertake this and to clarify new company objectives,
after 2004.

To assist the process, new indicators needed to be defined and discussed. A pre-
requisite was to limit the number to an average of one to three per goal, but
aggregation was possible. For example, for the objective ‘increasing productivity’
(where eco-efficiency is subsumed) the costs per m?® water and waste-water must be
measured. In doing this, the working group determined that waste costs, energy
costs, waste-water fee and compliance penalties should all be taken into account.
Another way in which aggregation could be done is through the construction of an
index. Hence an environmental pollution index was designed, including emission
figures for several pollutants, such as carbon dioxide (CO,), sulphur dioxide (SO,)
and methane (CH,), mercury and so on, and was used as one of the five indicators for
the ‘natural resource’ objective. Other indicators in addition to the index included:

« Anapproved average daily extraction rate for the drawing of raw water (in
order to control the quantitative use of groundwater)

«  The amount of cleaned groundwater in relation to the amount of polluted
groundwater (in order to control the qualitative use of the groundwater)

« The number of works certified according to 1SO 14001 or the EU Eco-
Management and Audit Scheme (EMAS)?

+ Expenditure on research and pre-emptive measures for resource protec-
tion, groundwater management, soil protection as well as lake and river

management

The process proved controversial. The vice head of the VUE complained that ‘no
other objective has so many indicators’. The head of the VBU objected to the
aggregation: ‘Does this number tell us anything?’. It seems that the pressure of
reducing goals or indicators is inevitably a painful one, yet it increases the clarity
and simplicity of the controlling process. It also forces more detailed management
on lower hierarchy levels.

The last step was the construction of the strategy map. Here, the cause-effect
relationships were discussed and determined, and all objectives related to sus-
tainability were identified and linked. An interesting picture of the corporate
sustainability of the BWC evolved from all perspectives, as shown by Figure 4.4.

3 Por more details of EMAS, see www.europa.eu.int/comm/environment/emas/index_en.htm.
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