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Benchmarks keep companies moving

External reference points key to significantly improving risk management results

By Paul Steinman

GROWING NUMBER OF

ORCGANIZATIONS now use
benchmarkisg o bmprove bow they
nanage and control their total cost of
rish.

By compiring operations segainst a
standard, it's possible o identlfy goond
AT DT [_!l;"'|ll_'.'r1;'l":i. relutive to the
henchmark, as well as the factors
(SRl A ting in the |_:|-;"_'|||"r'1.un{'r_'
differences.
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Alvernative practices then can be
applicd to improve results

Until recently, incernal
senchmarking—snch s comparing loss
experience of one location against that of
anolber
benchmarking technique used in rizsk
managemenl.

In figure A, five lovations of the
hepothetical ABC O, ave compared with
cach otherwith regard to ulbirste Iosses
per aome unit of exposure,

I acddditacen, vach Ioeation s com
against twn standanis-—the company
average at ABC Coo and the aversage for the
top 10% of locations within the company

Without the benchmarks, indlbviduat
lxeations can compare themselves against

wars the most popuwlar
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Tearnoe of

s Hivwedoes, the signt
their pertormance becomes mome
when compared against the benchmarks,
wrhich [)[!,v.-'il,lq' El r:-q;-inl el pefegvenee arad
furrish sack location with a new
vardsktick. In this way, sach looalion ¢an
determine it its performence 15 above or
bl Lhe CONTIPANY AVeTaEe, s well as the

average of the top 10%.
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Such comparisons help identify ideal
performance stamlards, and companies
can use them to set attuinable incremental
ginls

In this case. mithough Location B is the
pest in the groap, it smll has a long wey to
g0 ba become & Lo prerformer. Benchmarks

can help Location ¥ adjust ils gosls
avenmdingly.

Similarly, Location I may get a more
realistic gmll nfres ing the cormny
BVETAEE

TEvests cormpracisons are L Firsd sleprto
gaining insight=s about the underlyving
prvscessses Ll conteibate to superior

reg and procedures

Iving Lne pr.

tnet kchieve the best results provides the

I y L hcag m pmtes ||-|||:h"|.:||'h|:'.|-5 €an
b stery usefl, it d t alwawve produce
aptimal reference polnls,

In figure B, five locetions of the ABC Co
again sre compared with one another, the
company average, snsd the average for the
tog 10% of locations within the company

Horarever, Hhis timie o
periorming herter than the company
average based on the benchmark:s:
established earlier. and sll but one rank
amuong the wp 109 of pecformers o the
COMPANY:

Althnugh Location Iy has achieved the
best results in the comparison group, ils
performance hasn't created a new
standard for the company

bMizzing from this comparison are
external pedinis of referpnce, Withoul them,
the ABC Co. can determine only how well
it iz performing against itzell. Gauging
whether its performance is in tact superior
ar inferior can only be aceomplished by
adding an exbernal reference poinl

In figure C, tao external performance
standards have heen acdded — bt in the
industry and best in the world With these
references, iU's clear that the ABC Co. has
a long way to go befare it can consider its
results the best in its industey, and even
lemger before it makes it inte the upper
echelon of Warld Class.
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Further, atthough Location D, ABC Co's
wop perfosmer, can be classiflied among the
beest in the industry, the extermnal

beme ik implies that i1 still migi
identify practices that can improve its
el Turther,

Ome veazom internal benchmarking is
more widely used over external
bemerimarking i the avatlaldlity of
information

Typaally, extermel venchmarks ane
either unaviilable—becanse competitors
mazrely share this information—or
unreliable, Wonetheless, extamal
benchmiris vield a wider array of methods
0 Improve results

For melermnal benchmarks, use o
top-cionam approach, Start with beoad
eanmprarisons bifore sxamaning informal
with a greater level of detail.

Far esammple, a benchreark based on &
nationsl aversge could be the first point of
nferenoe,

The next point of reference eould be
relined oo pacticdlsr industs based onan
sty Everagme,

Sutisrauently, o moee delathed vies
could be erepted Sor each state.

This aparoich s particularly moortant
for workers compenzsation, wiere each
juristiction & govemmed by o differen) setof
rules

Finally, informatien wivild he analveoed
ow varicus frctors and processes, including
length of disability Ine retume-on-wark
DUOELRINS.

In erenluating claims and exposune
statistios, seversl items can be compared,

ineiuding:

= Coverage, such as warkers
comnpenzatinn. genersl lability,

= Pinanclsl sinemation, neluding
medicsl, indemaity, moenses

= Meclical costs and medical-only claims,

# Inciemnity costs and claims

- E}g]_w'nsl\ pexels anl |".n:p-e'u.-ae"--||r'|'|_y
claims.

® Sorermge incurmed

= [ncustey type.

= Cruse of loss
= Coniributing hezards.
= Sigle, 1-'|'\J‘\"i:'-"-'| ar enule
= Tlree in report claima,
-
-
-

Time to close claims
Body part {for workers compenastion)
Injury (For weorkers eompensation)
hese Hems can be uzed an any
combination,

The benelits of external benchmarizing
can b ilustrated by groug fomned in
149534, the Johnaon & Higming Workers'
Compenzation Quality Council

That group was eomprised of goven large
firms—CrTE Corge,. Xemx Carp., PPG
Industreies Ine., Whirlpool Corp.. Anbott
Lahoratorics, Colgati-Palmoliv cand
dahmaom & Johnson, Each participant hed
ol stadistical informiticns Tor inkermal
Armarking, but was unable to make

extermal cornpansons,

up pocled its worker
L't,\l‘r,l_lr,'n:‘;llillrl loss aml e poRure
ipkoxmation to meassre Bod identify besl
oractices for recducing wolal cost of vigh
Witk the group’s combined infomnation
assemhled, external benclimarks were

developed using the wop-doan approach
tliscisse] abwye.

Some of the participants wore surprisec
thit their resulls were nol as impoessive s
they thought; others now had the means to
walitdate heir suceess, The grop prepared
pocess maps of practces of members with
the best regults gno compared them with
Lhsir owen,

Bv understanding practices thil led io
irmpeeyved] cesalis wned hose the culipze of the
corporation affects the process, several
mivrrthiers of thegoup were dhle toapply
these practices to their own operstions and
aChivye improvsd resulls,

Benchmearking ie bereming an
irereasingly o i for
nrganizstions to refduee their sotal cost of
risle. While intertal benchmarking is often
the best place to begin. more sophisticased

mrs EXLEL (o external
henchmarking.

T'_—,ruug_.- pruper CUMMpRIrISes, in
orgenizstion can identity target aress that
ey hive @opoastive effect onits bottom
line.
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