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Ratios for Your BPM Center of Excellence
  Most process books describe simple value chains, or value chains that occur within small 

organizations that produce a single type of product or service. Most process consultants, 
however, work with large corporations that have multiple product lines or value chains, and 
modeling multiple value chains and their relationship to the organization as a whole, can lead to 
quite a bit of confusion. Let me suggest a way of thinking about companies and their value chains 
that can introduce some clarity: Think of the management of a large organization as an 
independent process that seeks to maximize its return on financial capital. To be more concrete, 
think of the executive team of a large company as a group of venture capitalists (VCs) who invest 
in a number of different value chains. I’ve provided an overview of the situation I am describing 
in Figure 1. 

Figure 1. A corporate management team and a portfolio of value chains.

Once you make the distinction between the Organization Management process and the processes 
associated with the various value chains being managed, you can quickly identify some 
corollaries. 

First, the strategy and business model of the overall organization is distinct from the strategies 
and business models of the various value chains. Each value chain has its own strategy and 
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business model. The organization, as a whole, like a venture capital group, has a strategy – some 
VC groups only invest in high tech startups, some only invest in medical startups, etc. Some VC 
groups invest, but want no role in the day-to-day management of the firms in their portfolio, 
while others prefer to participate actively in the management of companies in their portfolios. 
Regardless of the VC group’s strategy, the companies within their portfolio will have their own 
business models and strategies. 

Similarly, if you think of a typical diversified corporation, it might have one line of business that 
builds airplane engines, another that creates power plants, another that finances the acquisition 
of home appliances, and still another that manufactures and sells light bulbs. It doesn’t make 
much sense to speak of a single business model or a single strategy for the entire corporation. 
Instead, it is far better to think of the specific business models and strategies for each line of 
business or value chain in the same way we think about the individual companies in the VC 
investment portfolios. Both the diversified corporation and the VC group monitor and evaluate the 
performance of their lines of business or value chains and, based on the performance of each 
entity, they will decide to continue to invest in the entity, to invest no further in the entity or to 
divest themselves of the entity. 

Banks do something similar. They evaluate organizations and determine whether or not to loan 
them money and, as time passes, they may continue to loan money, stop loaning money or call 
in the loan. 

I emphasize this because one of the ways that VCs and banks evaluate businesses is by means of 
financial statements, and by the use of financial ratios. Financial ratios are a particularly powerful 
set of tools that compare one set of figures with another to highlight key relationships. 

Some ratios are used to analyze the uses of financial capital. These are ratios that the 
management process is particularly likely to apply as organizations evaluate whether or not to 
continue to fund a particular line of business or value chain or, in the case of a VC group, whether 
they should continue to invest in any given company in their portfolio. 

Other ratios focus more on how effective a specific entity is in using the financial capital it is 
given. These ratios are of particular interest to those who manage the value chain, and to BPM 
managers, because they suggest which specific process within a given value chain might reward 
closer attention. 

Obviously, this is not an approach recommended for a CMMI Level 2 organization where 
managers are still trying to figure out how their processes work, and are focused on fixing major 
process problems. At more mature organizations (CMMI Level 4 or 5) that have a Process 
Architecture in place and where processes are managed and measured, the value chain manager 
and the BPM Center of Excellence are focused on continuous improvement, and are often faced 
with decisions about how to prioritize their process change investments. In mature organizations, 
business ratios provide an excellent source of insight into trends that should be studied. 

Let’s consider a value chain, as a whole. One ratio we might follow is gross productivity. This is 
usually calculated by dividing the output of a process (revenue) by the operating costs – which, in 
effect, generates the revenue per dollar of operating expense. 
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Consider a value chain that has produced the following results over the course of 6 years. All 
numbers are in millions. 

If we turn the resulting numbers into a graph, we get the following. 

 

Notice that if you glance at the raw numbers, revenues keep increasing. When you generate the 
ratio, however, you see that although the revenues have risen dramatically, operating expenses 
have also risen dramatically, and, in fact, the productivity of the value chain has started to 
decline. (In other words, investing more in this value chain, without making some change in the 
way work is done, might result in an even poorer return on investment.) 

Now, imagine that we want to learn a bit more about what is going on with the value chain. 
Imagine we focus on just employee operating costs. We might find, for example, that the overall 
cost of employees, relative to revenue, has stayed more or less the same for the last six years, in 
which case the productivity of labor would be growing. On the other hand, when we focus on IT, 
we might find that the cost of creating and maintaining IT has risen sharply in the past three 
years, resulting in a drop in IT productivity. In other words, to increase the return on the value 
chain we are going to have to rein in the growing cost of IT. 

 

http://www.linkedin.com/


Reaching these conclusions has not required that we investigate the specific costs in detail or 
create any flow diagrams. Instead, it has simply required that we use data from our financial 
statements or our general ledger. Moreover, our BPM group could generate this kind of analysis 
for each of the organization’s value chains and quickly reach some general conclusions regarding 
which of the value chains would most likely repay closer attention. 

A similar analysis could easily be undertaken that focused on the growth of each value chain’s 
market share, or on the costs of supplies or technologies required to operate a value chain. 

Instead of comparing the various value chains being managed by the corporation, we might 
decide, instead, to focus on the internal operations of a specific value chain. Consider Figure 2. In 
this case, we have broken out three major, core processes: Create New Products, Manufacture 
Products, and Sell Products. In this case, to keep our analysis clean, we have separated our 
support services from the value chain, as if we had outsourced them to an external organization. 
(In essence, we consider each of our major support processes as independent value chains 
owned by an external company, and can now apply the same analysis to each of them that we 
have already applied to our internal value chain.) 

Figure 2. A detailed view of a value chain.

Sticking with productivity, we might ask what each of the support processes cost per dollar of 
resources delivered. Similarly, we might ask if our suppliers are giving us more for the money, or 
are costing us more. 



Focusing instead on our internal processes, let’s consider the kinds of questions we might ask. 

Create New Services. 

Assume that we are in a business that is constantly innovating, as for example a smart phone 
company that introduces new models rather frequently. We might ask how much of our revenue 
we are investing in each new product – tracking whether the Create New Services process is 
becoming more productive, or less productive. 

Or, we might ask what percent of our sales resources are allocated to each different model. Are 
we successfully transitioning from selling older to newer models? Are our new innovations being 
accepted by customers or are we failing to produce new models that gain market share, and, are 
we continuing to rely on older models for most of our revenue? 

Sell Services 

We would certainly want to know the cost per sale, and would want to watch trends to see if our 
cost per sale is rising or falling. 

Depending on the nature of the business, we might want to know if we are doing high volume 
sales to existing large customers or if we are doing low volume sales to new, small customers. 
And, we would also want to know what our market share is in each product category. 

Provide Services 

We would obviously want to know what it cost us to provide a unit of service and whether that 
was rising or falling. Similarly, we would probably want to break our overall service process into a 
series of specific customer interactions and ask what, on average, each different type of 
interaction cost. 

Moreover, we could go back and check on the productivity of labor involved in producing each 
type of customer interaction, and the productivity of IT for each interaction. 

This is hardly the place to consider all of the numbers or the ratios that a value chain manager or 
a BPM group ought to be monitoring. What we have provided is simply an overview designed to 
suggest how it can be done and why it is important. As I suggested earlier, the process 
practitioners at a CMMI Level 2 company may not need to focus on these issues, but process 
managers and BPM group managers at CMMI Level 4 companies certainly need to focus on these 
issues. You might suggest that other managers are worrying about these issues, but if you are a 
process manager at a CMMI Level 4 company and are not prepared to use ratios to analyze the 
performance of your processes, you are missing a valuable tool you could use to identify 
continuous improvement opportunities, and, probably more important, you aren’t ready to talk to 
your organization’s senior executives about what process change can do for them in terms they 
understand and value. 

Til next time, 



Paul Harmon 

Notes 

[1] I just read a good book, RecrEAtion, written by Chris Potts, (Technics Publications, 2010). He 
describes the role he imagines for Enterprise Architects in large companies and stresses that 
Enterprise Architects ought to use ratios. My review of RecrEAtion will appear in the BPTrends 
March Update but I wanted to explore some of the ideas that came to me while reading the book, 
in this Advisor. 

[2] The existing process group that probably offers the best example of a group that relies on 
ratios in analyzing process performance is the Supply Chain Council. The SCOR framework 
assumes that a supply chain has a strategy and they use financial measures to evaluate existing 
supply chains in order to determine where an intervention would be most effective. Figure 3 
provides an overview of the metrics that SCOR uses to evaluate a supply chain. Notice that 
several are ratios and consider that SCOR analysts evaluate supply chains using these measures 
without the need to first diagram the processes in question. 

Figure 3. SCOR Supply Chain Performance Attributes and Metrics
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