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Sun Tzu (The Art of War, 500 B.C.)
“If you know your enemy and know

yourself, you need not fear the result of a
hundred battles”

Japanese Saying (Source and Date
Unknown)
‘Dantotsu, striving for the best of the best”

Xerox Corporation (1979 With L.L.Bean)

Benchmarking
origins



The process of continuously comparing and measuring an organization
against other organizations to gain information that will help staff take
action to improve performance

A systematic and continuos measurement process

Focuses on business imperatives:
Customer satisfaction

Key business processes

Problem areas

Critical issues of management
Organizational performance

IS based upon a model of full cooperation among non-competing
pusinesses and limited cooperation among competitors

What is

benchmarking?



A measured “best-in-class’
achievement. This performance
level Is recognized as the standard
of excellence for that business
process.

A reference or measurement
standard for comparison
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What are

enablers?

R

Those processes, practices, or methods that made possible
the “best practice” performance.

While performance benchmarks indicate the magnitude of
excellence achieved in execution, enablers identify the
reasons behind the successful process implementation:

Systems
Methods
Documents
Training
Techniques

They provide a model for changing your organization to

improve its performance




Internal Benchmarking: A comparison of internal
operations

Competitive Benchmarking: Specific competitor-to-
competitor comparisons for the product, service, or
function of interest

Functional Benchmarking: Comparisons to similar
functions within the same broad industry or to industry
leaders

Generic Benchmarking: Comparison of business
functions or processes that are the same regardless of
Industry.

Types of
benchmarking



Sunbeam:;

Goal in 1982 to capture 30% of the
steam/dry iron market

Purchased and analyzed steam irons from
all over the world

Found part counts ranged from 147 to 74

Found a linear relationship between
number of parts and costs

Decreased number of parts to 51

Decreased costs and enabled attainment
of market share goals

Learning from
direct competitors



Southwest Alflines:
Wanted to be “best in class” of airlines
Found no competitors they wanted to emulate

Decided to learn from other industries —
Indianapolis 500 pit crews

Sent mechanics to learn about turnaround time

Reduced turnaround time to 20 minutes on
average

Now recognized as “best in class”

Looking beyond

their industry



Benchmarking Type  Relevance Data Collection Innovative
Ease Practices

X

Internal X

Competitive X

Functional
=

Generic

Advantages of each

benchmarking type
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To answer “where do we stand?”

To accelerate the process of organizational change

Leading to both breakthrough and continuous
Improvements In products, services, and processes

Resulting in total customer satisfaction and
competitive advantage

By adapting business process improvements and
best practices of organizations who are recognized
for excellence in execution

Why
benchmark?



Develops realistic stretch goals and strategic targets

Establishes realistic, actionable objectives for
implementation

Provides a sense of urgency for improvement

Encourages striving for excellence, breakthrough thinking,
and innovation

Creates a better understanding of competitors and the
dynamics of the industry

Emphasizes sensitivity to changing customer needs

Why
benchmark?



Defining Customer Requirements

sBased on history or gut feel
sPerception
sLow fit

Defining Customer Requirements

sMarket reality
=Objective evaluation
=High conformance

Establishing Effective Goals/Objectives

sLacking external focus
=Reactive
sLagging industry

Establishing Effective Goals/Objectives

=Credible, unarguable
=Proactive
sIndustry leading

Developing True Measures of Productivity

sPursuing pet projects
sStrengths/weaknesses not understood
sRoute of least resistance

Developing True Measures of Productivity

=Solving real problems
sUnderstanding outputs
sBased on best industry practices

Becoming Competitive

sInternally focused
sEvolutionary change
sLow commitment

Becoming Competitive

sConcrete understanding of competition
sNew ideas of proven practices/technology
=High commitment

Why

Industry Best Practices

=sNot invented here
sFew solutions

sAverage of industry progress
sFrantic catch-up activity

benchmark?

Industry Best Practices

sProactive search for change
=Many options

sBusiness practice breakthrough
sSuperior performance



Entitlement: the best

Long-Term :
Goal thqt can be achieved
using current resources
Benchmark to eliminate waste and
Level improve cycle time

Entitlement

: Level
Baseline

Level

Using benchmarks

for goal setting
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# of Orgs. Survey Data
Survey Reporting # of Median Average Org X
Job Code Survey Job Title Data Incs Base Salary Base Salary Base Salary

A. Senior Management/Staff Functions

A01 Deputy Executive Director 10 17 $ 166,250 $ 189,317 $ 128,800 77%

A02 Executive Assistant 15 19 43,250 44,867 38,800 90%

A04 Manager-Accounting 15 19 60,600 60,600 55,400 91%

A05 Director-Human 15 15 84,500 83,003 60,000 71%

- Resources

A08 Manager-Board 11 11 59,770 65,795 74,000 124%
Governance

A09 Member Services 11 11 64,400 69,596 69,600 108%
Coordinator

Compensation and

benefits practices



Employee Benefits/Perquisite Some Employees All Employees

Available To:

Flex time and/or core hours 18% 76%
Tuition reimbursement plan 12% 76%
Casual attire-select days 0% 59%
Employee assistance plan 6% 59%
_ Job sharing 24% 18%
Telecommuting 35% 18%
Elder care resources/referral 0% 12%

Employee

retention practices



INFORMATION SYSTEMS/SERVICES FUNCTION ANALYSIS

Benchmark District A Median District X
Best Ratio* Ratio District Ratio Ratio
Ratio District Staff FTEs per
Function FTEs Responsible 473.2 434.2 424.2 202.7
for End-User Support
District X Potential FTE
Reductions 10.3 9.6 9.4
District X Potential Dollar
Savings Assuming $50K/FTE $514,434 $479,809 $469,896

School district

operations

19



Specific Manufacturing Client Feedback
Areas of Caution — Areas Warranting Additional Investigation

U.S. Total

Repetitive

Excellence

Foreign Countries in Which Products are Sold 5 5 5 21 21
Non-production Absenteeism 1.6% 2.0% 1.0% 4.0% .8%
Maintenance Costs as Percent of Net Sales 1.9% 2.1% 2.6% 30.2% N/A
Maintenance: Labor Cost as a Percent of Net Sales 0.9% 1.1% 1.2% 7.9% N/A
Maintenance: Parts, Materials, & Supplies as a Percent of Net Sales 1.0% 1.0% 1.4% 22.4% N/A
Number of Maintenance Personnel 2.5 3 4 12 N/A
Average Minutes Required to Process Sales Order 15 15 10 90 5
Average Days Sales Outstanding 45 45 48 60 31
Number of Lost Time Accidents 5 5 10 200 2
Customer Master File 410 949 327 6,000 103

Guarantee Costs — Product 1 — as a Percent of Net Sales

Manufacturing

operations




% households with membership at PD pools 5% 10% 50%
% households with membership at PD fitness centers 5% 13% 20%
% households participating in a structured PD program N/A N/A N/A
% programs runI compared to programs offered 80% 88% 95%
% households with membership at PD pools 1% 11% 38%
% households with membership at PD fitness centers 1% 10% 20%
% households participating in a structured PD program 8% 36% 85%
% programs run compared to programs offered 70% 65% 92%

Park district

operations

21



Target Performance Average

Average FOOD sales margin 30% 44% 65%
Average BEVERAGE sales margin 22% 51% 65%
Average PRO SHOP sales margin N/A N/A

Actual Results — Last Year Low Average
Average FOOD sales margin 19% 56%
Average BEVERAGE sales margin 40% 717%
Average PRO SHOP sales margin 14% 19%

Park district

operations
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Benchmarking process
overview and success
prerequisites




Typical timeframes are:
50% for planning the benchmarking study
30% for collecting information
20% for analyzing performance gaps

? for adapting superior practices - dependent upon
the scope of the study

Time associated
with each phase

of activity



—

Time: Average is six months

Costs:
Benchmarking training
Man hours on project
Site visits
Consulting (optional)

Return on Investment:

Survey data indicate that the benefits are very significant, with some
studies reporting payoffs more than five times the cost of the study.

ROI can take the form of reduced costs, increased sales, customer
retention, enhanced market share, or greater customer satisfaction
and loyalty.

Over 90% of respondents indicated that they intend to increase their
benchmarking efforts

i '
Benchmarking |||” |||

investments




Key business processes

Areas of customer
dissatisfaction

Applications with rapidly
changing technology

Areas of employee
dissatisfaction

Processes where
overhead exceeds value

Areas to

benchmark



A study initiated by Ernst & Young and
the American Quality Foundation reports:
“...an organization should have a good
understanding of the core business
processes that form its infrastructure for
benchmarking to be effective.”

Organizations should have a solid
understanding of their areas of

weakness, and seek out partners who will
provide specific and realistic role models:

Prerequisites to
benchmarking
success

28



Organizational Support External Support
Executive champion Professional organizations
Steering committee Company alliances

Benchmarking team Consultants
members Research library
International Benchmarking
Internal Support Clearinghouse
Standard benchmarking
process
Training

Data repository
Benchmarking procedure

Prerequisites to
benchmarking
success

29
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.

Determine what to benchmark
Understand your current process
Select your benchmarking partner(s)
Understand your benchmarking partner(s)’ process
Identify improvement opportunities

Step 6:  Implement results

Track performance ;f“

How to benchmark
effectively



Organizational assessment:

Strategic/Operating plan review - critical success factors and
performance metrics

Customer survey - what is currently performed well and what
needs to be improved

Employee survey - similar questions posed to those
delivering the services

Interviews and focus groups - to clarify data and survey input

High-Level Process maps

Critical success factor rankings

Prioritization matrices

Step 1: Determine

what to benchmark



What is most critical to our success?
What areas are causing the most trouble?

What are the major deliverables of this area (i.e., its
reason for existence)?

What products are provided to customers?

\What factors are responsible for customer satisfaction?
\What problems have been identified in the operation?
\Where competitive pressures are being felt?

What performance measurements are being tackled?
\What are the major cost components?

Organizational

assessment



s key interactions, process steps, and outputs
SSes.

jhts complex and inefficient processes at the
artmental level.
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i

A multidimensional analysis tool for prioritizing improvement opportunities

In isolating your current capability against your strategic direction, you can
iIsolate weaknesses in those areas that are critical to success

1 :

\[o)# @ Extremely
Important Important

v

—_—

Critical success
factor rankings



Identifies all the key portant in selecting a

process to bench
Weights criteria ¢

Criteria

Processes
Weight

Process A

Process B

Process C

Process D

Process E

Process F

Prioritization
Ratings

i Criteria
matrlx 1= Impact on achieving mission 1= Low

2= Impact on constituent 2= Medium
3= Level of constituent dissatisfaction 3= High

4= Known performance gaps

5= Amount of wasted resources

6= Ability to improve 36




Detailed process maps
Activity analysis

Interviews/focus groups

Step 2:
Understand your
current process




Visually depicts very specific interactions,
process steps, and outputs from processes.

|dentifies potential bottlenecks, unnecessary
activities, tasks that can be automated, and
other improvement opportunities.

Requires input from all those involved in the
process

Detailed
process maps

38



Shareholder
Services

Distribution Maintenance

Receive call
from shareholder

Review
request

Review
request against

Record
request

account
Place form
for Negotiable?
Distribution (ok to process)

SRLL

Send to
LillgalTals}

Input .
changes a

Send to Night
Processing

Mailed to
Shareholder

Detailed Process Maps




= ldentifies total time and effort spent performing each activity within
your organization

= l|dentifies who performs each activity
= |dentifies average amount of time spent performing each activity

102 Market Research 10 .18 2% 1 $12,753.69
I 10° Budget Reporting 24 76 3% 2 $58,062.59
123 Compensation Program 4 A2 3% 1 $10,173.89

Administration

Activity

Analysis

40




Partner profile
development

Secondary research

Screening criteria

Step 3: Select
your benchmarking
Partner(s)

41



Enables selectio
and business ve
best practices

May not always result in all partners being in the

same industry

Criteria Organization X
Size (operating budget) $20,000,000
Number of employees 100

Number of constituents served | 30,000

Type of community

Suburban

Total acres of parks

1,000

Organizational culture

Entrepreneurial

ers across the operational
es that affect implementation of

Partner profile
development




Identifies potential partners

Helps develop an initial understanding of
potential partners

Specific process steps:
Determine what information you're looking for
Develop a key word list to uncover information
Synthesize and analyze findings

Secondary

research



Partner survey
Telephone interviews

Site visits

Step 4: Understand

your benchmarking
partner(s)’ process



Utilize to gather performance data on specific metrics from
a number of potential partners

Utilize to further screen partners for potential site visits

Prerequisites for an effective survey process:
Include a precise definition of the process you’re studying
Utilize clear terminology and a glossary of terms
Limit the number of questions

Assure that the survey is easy to complete and utilizes the
right type of questions

Make sure to offer copies of survey results to all
participants

Partner Survey



Include both interviews and observation of processes

Interview tips:
Organize and define questions in advance
Ask both open-ended and closed-ended questions
Test the interview questions with colleagues

Prepare an instrument for note taking

Orient each interviewee as to the purpose and agenda

Topic: Question Additional

Customer Satisfaction In your opinion, why has customer Probes:
satisfaction with your process
increased over the last three years?

Answer:

Site Visits



Process observation:

Walk the process from start to finish

Ask those involved in the process for
clarification of what is occurring, rather than
relying on just the organization’s liaison

Diagram/flowchart the process

Look for hand offs between people and
departments

Look for differences between your operation
and theirs

Site visits (cont.)

47



Customer billing

Collections and cash
applications

Break each
function or
process into
sub-
components

Identify best
performers in
each area

Accounts payable

Freight payables

Travel &
entertainment

N Payroll and benefits —
In house

First Quartile

Second
Quatrtile

Third Quartile

Fourth
Quartile

Payroll & benefits
outsourced

HEEEOEN -
HEO -l

Fixed assets/capital
accounting

Credit

Visual depicting results
from benchmarking

48



Normalize data
|dentify performance gaps

Pinpoint improvement
opportunities

Step 5: Identify

Improvement
opportunities



Just because an organization appears on paper to be
more efficient or effective does not mean that it has a
better mousetrap

Perceived performance differences may have nothing to
do with process design or other controllable factors.
High performers may be benefiting from:

Economies of scale
Availability of well-qualified staff
Newer facilities and/or equipment (less breakdowns)

Such factors need to be considered in comparing across
organizations and identifying true best-in-class
performers

Normalize data —
comparing apples to

apples



Per Capita Operational Expenditure

3 $4,642

Numbers do NOT always tell the whole story

* |n some instances, results correlate with innovative, unique,
effective management practices

* |n some instances, respondents did not respond the same way
to a given guestion— skewing results

In some instances, extenuating circumstances skew the results

Why do results
differ?



Consider utilizing root cause analysis:
Each performance gap IS broken down into its component causes

The causes are evaluated as problems themselves to ensure that
the root cause has been identified

Typically involves at least a 5-layer investigation

By understanding the root causes of performance gaps, you can
assess how to best implement superior practices

Example: Poor Safety Rates:

Why? Not always in compliance with regulations
Why?  Slow to identify regulatory issues
Why? No environmental information system
Why?  Operate in a reaction mode
Why? No environmental management Strategy

Pinpoint improvement
opportunities




Select a low-risk pilot project

Create an implementation
roadmap

Organize improvement teams

Utilize the Critical Path method

Utilize contingency planning

Step 6:

Implements results

53




Importance of demonstrating initial
success In building momentum for future
benchmarking

There will always be lessons to be
learned and mistakes made in an initial
benchmarking project

Use these learning opportunities to
proceed to more complex and higher-
risk benchmarking initiatives.

Select a low-risk
pilot project



Estimate entitlement

Performance level

Reasons for gap
known ?

Goals approved?

Adapt process enablers
to local environment

Enabler culturally
acceptable ?

Set goal for process 1
improvement

Apply root cause
analysis on internal
process

Resources
adequate?

Redefine magnitude and

goal timeframe

Progress
observed?

Modify enabler to suit
team, business
organization, and
decision structure

Periodically recalibrate
benchmark and recycle study

to discover enablers in other
applications of process

Implementation

roadmap

———P» Develop Action Plan |<lf————

Seek appropriate

Implement and monitor "
Action Plan

Check

= A flowchart
presents a
roadmap for
implementin
improvements

How does this
fit into your
organization’
quality

Review and modify
plan and resources

improvement

model?




Step 1:

Identify process improvement
team members

Review criteria for selecting
team members

Define team roles

A process action team ready to
take results of the study to make
process improvements

Step 2: Leadership team defines Understanding of purpose and
Define the team’s mission improvement objectives criteria
Step 3: Develop mission, schedule, Communication link to

Conduct a kickoff meeting

and goals

Leadership team
Team clarity

Step 4:
Identify process owner

Identify individual who has
authority to make changes to
the process

Process owner “buy-in” to
improvement and improvement
process

Step 5:

Follow improvement process
roadmap

Develop implementation
process methodology

Team will have structured
approach to process
improvement

Step 6:
Develop a work plan

Organize

Plan major events and
expected outcomes

improvement teams

Team will develop and implement
an improvement plan to change
the process.



A project planning tool for organizing your
change implementation process

Involves breaking down complex tasks into
subtasks, and coordinating simultaneous
activities

IS an especially useful tool for developing
accurate time estimates for project completion

Utilize the critical

path method



Receive
management
go-ahead

Select
personnel

Feasibility
study

Train Qualify

personnel personnel

Financial

analysis
Release y

preliminary
systems specs

Receive bids

on specs
Technical

analysis

Order hardware
and systems
software

Complete
flow charts

Complete
applications
program

Test and
debug Complete
documentation

Receive hardware
and systems
software

Utilize the critical
path method

Changeover
completed




A contingency diagram IS a tool for
addressing potential roadblocks to your
Implementation plan.

Involves four steps:

Identify the situation for which you're developing
your plan

Brainstorm a list of all the possible barriers to
carrying out the plan

Prioritize barriers based on their probability of
occurrence and relative severity (10pt. scale)

Develop action to deal with each potential barrier

Utilize
contingency

planning



Move office to 4th floor

without affecting customer
service

(probawiiity oi occiuiience
severity)

Contingency Actions
Transfer phones to administrative desk
Distribute beepers

Move key files first

Move one computer first

Service rep.on site

Use passenger elevator

Utilize
contingency
planning



Develop performance tracking mechanisms

Comparisons to the organization’s previous
performance

Comparisons to benchmark organizations and
best-in-class

Regularly communicate performance to all
key constituencies

Keep track of benchmark organizations’
progress

ldentify new benchmarking opportunities

Step 7: Track
Performance
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Particularly important the first time around

American Productivity & Quality Center
International Benchmarking Clearinghouse

Founded in 1977 as a nonprofit organization to
work with business, labor, government, and
academia to improve productivity, quality, and
guality of work life

Provides benchmarking research
Training and conferences

Consulting firms

Utilize available
external resources for

benchmarking



Developed by the International Benchmarking Clearinghouse (IBC), a service
of the American Productivity & Quality Center (Houston, TX). Selected
sections of the Code include the following:

Principle of Legality:
1.1 If there Is any potential question on the legality of an activity, do not do it.

1.2 Avoid discussions or actions that could lead to or imply an interest in
restraint of trade, market and/or customer allocation schemes, price fixing,
dealing arrangements, bid rigging, or bribery. Do not discuss costs with
competitors If costs are an element of pricing.

1.3 Refrain from the acquisition of trade secrets from any means that could be
Interpreted as improper, including the breach or inducement of a breach of
any duty to maintain secrecy. Do not disclose or use any trade secret that
may have been obtained through improper means or that was disclosed
by another in violation of a duty to maintain its secrecy or limit its use:

14 Do not, as a consultant or client, extend one benchmarking study’'s
findings to another company without first obtaining the permissionorthe
parties to the first study.

Follow the
“Benchmarking

Code of Conduct”



Principle of Exchange:

2.1 Be willing to provide to your benchmarking
partner the same type and level of
information that you request from your
benchmarking partner.

2.2 Communicate fully and early in the
relationship to clarify expectations, avoid
misunderstanding, and establish mutual
Interest in the benchmarking exchange.

Be honest and complete.

Follow the

“Benchmarking
Code of Conduct”



Principle of Confidentiality:

3.1 Treat benchmarking interchange as
confidential to the individuals and
organizations involved. Information must not
be communicated outside the partnering
organizations without the prior consent of the
penchmarking partner who shared the
Information.

3.2 An organization’s participation in a study is
confidential and should not be communicated
externally without their prior permission.

Follow the
“Benchmarking

Code of Conduct”



Principle of Use:

4.1 Use information obtained through
benchmarking only for purposes of formulating
improvement of operations or processes within
the organizations participating in the
benchmarking study.

4.2 The use or communication of a benchmarking
partner's name with the data obtained or

practices observed requires the prior

permission of that partner.

Follow the

“Benchmarking
Code of Conduct”



Principle of First Party Contact:

5.1 Initiate benchmarking contacts, whenever
possible, through a benchmarking contact
designated by the partner organization.

5.2 Respect the culture of partner organizations
and work within mutually agreed procedures.
5.3 Obtain mutual agreements with the designated

benchmarking contact on any hand-off of
communication or responsibility to other
parties.

Follow the

“Benchmarking
Code of Conduct”



Principle of Third Party Contact:

6.1

6.2

Follow the

Obtain an individual’'s permission
before providing his or her name In
response to a contact request.

Avoid communicating a contact’s
name in an open forum  without the
contact’s prior permission

“Benchmarking
Code of Conduct”



Principle of Preparation:

7.1 Demonstrate commitment to the efficiency and
effectiveness of benchmarking by being
prepared prior to making an initial
benchmarking contact.

7.2 Make the most of your benchmarking partner’s
time by being fully prepared for each exchange.
7.3 Help your benchmarking partners prepare by

providing them with a questionnaire and
agenda prior to benchmarking visits.

Follow the

“"Benchmarking
Code of Conduct”



Principle of Compietion:

8.1 Follow through with each commitment
made to your benchmarking partner in
a timely manner.

8.2 Complete each benchmarking study to
the satisfaction of all benchmarking
partners as mutually agreed.

Follow the

“Benchmarking
Code of Conduct”



Principle of Understanding and Action:

9.1 Understand how your benchmarking
partner would like to be treated.

9.2  Treat your benchmarking partner in the
way that you would want to be treated if
you were In their position.

9.3 Understand how your benchmarking
partner would like to have the
Information he or she provides handled
and used, and handle and use It in that

manner.

Follow the
“Benchmarking

Code of Conduct”



Customer expectations not factored into benchmark studies
Not planning and budgeting time and resources required

Process owners not participating in the benchmarking
process

Not following a systematic process

Selection of study topics that have limited value or low
management interest

Unrealistic expectations of results and timeframes

Not overcoming resistance to change for implementing
action:

Leadership syndrome: can’t learn from others
Not-invented-here syndrome

“‘We’'re different” excuse

“No resources” excuse

Pitfalls to avoid
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Questions &
Answers




