
Chapter 12 Business Process Change
	LEARNING OBJECTIVES

1.
Appraise business process change initiatives previously adopted by organizations.
2.
Establish an appropriate scope and focus for business process change using Harmon’s process-strategy matrix.

3.
Explore the commoditization of business processes.

4.
Advise on the implications of business process outsourcing.

5.
Recommend a business process redesign methodology for an organization.

6.
Establish possible redesign options for improving the current processes of an organization.

7.
Assess the feasibility of possible redesign options.

8.
Assess the relationship of possible process redesign and strategy.

9.
Assess the advantages and disadvantages of using a generic software solution to fulfil those requirements.

10.
Establish a process of evaluating, selecting and implementing a generic software solution.

11.
Explore the relationship between generic software solutions and business process redesign.
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1.
Business Process
1.1
What is business process
1.1.1
A business process is a set of linked tasks or activities performed by individuals, groups, departments or other organisational units within a business entity. A business process:
(a)
consumers inputs/resources,

(b)
adds value, and

(c)
produces an output that has value to either an ‘internal customer’ within the entity or to an external customer.

1.1.2
Business processes make up the value chain of an entity. The operations of most business entities can be defined as a small number of processes, typically somewhere between 6 and 12. Typical high-level processes might include:
(a)
product development

(b)
distribution

(c)
manufacturing

(d)
order processing

(e)
customer service

(f)
procurement.
1.1.3
High-level processes can be divided into a number of sub-processes, perhaps about 30–40 in number. It may also be useful to sub-divide the sub-processes into sub-subprocesses. Processes at a ‘lower level’ contribute to the value chain by producing output which becomes the input to another process.
1.2
Process redesign as an aspect of strategy in action

1.2.1
Processes might be changed or introduced as a result of implementing a strategy.
(a)
New processes might be needed for new work.
(b)
Existing processes might be improved. The purpose of improving processes is to make them more efficient or make them add more value. It is useful to think of process redesign adding to value in the value chain.
1.2.2
Process change exists at various levels:
(a)
Automation – This means making existing operations more efficient by automating work or computerising work previously done by hand. For example, using a computer system to calculate wages and producing payslips. Computer systems usually play a large part in automation. Automation might also be improved by replacing an ‘old’ computer system with a ‘new’ one.

(b)
Rationalisation – This involves streamlining standard operating procedures, so that procedures become more efficient. For example, using electronic data interchange to place orders with suppliers.

(c)
Business process redesign or design – This is the major redesign of business processes. It might combine radical changes in processes to cut waste, and eliminating repetitive paper-intensive tasks in order to improve costs, quality and service. The aim is to make major changes to a process in order to achieve improvement in critical measures of performance such as cost, quality, service and speed. An example of major change is allowing suppliers access to your inventory records so that the suppliers become responsible for your inventory management and decide when items should be repurchased and resupplied. (Note that the term ‘business process re-engineering’ has fallen out of favour, being replaced by ‘business process redesign’.).
1.3
Technological change and process change

1.3.1
Technological change, particularly new IT systems and methods of communication and processing, often contribute to business process redesign. Here are some examples:
	Old methods and assumptions
	Disruptive (分裂性的) (IT developments that led to process redesign)
	New methods and options

	Sales representatives spend most of their time away from the office, visiting customers. However, they need offices where they can receive, store and deliver information
	E-mails and attachments can be sent by mobile phone to and from laptop computers.
	Sales representatives do not need an office of their own. They can receive and send information anywhere.

	Information can only be in one place at a time and can only be used by one person at a time.
	Shared database, group ware and networks.
	People can share data and work collaboratively.

	Businesses need high levels of inventory to produce a reliable service to customers that avoids ‘stock-outs’
	EPOS, extranets, electronic

data interchange.
	Just-in-time purchasing and inventory management. High inventory levels are no longer needed.

	Only a limited range of standard products can be made available economically (at a cost that is low enough to provide a profit)
	Ordering and product specification over the internet. Automated manufacturing techniques
	Customers can ‘design’ their own products, and these can be manufactured

economically.

	Only managers have the information, skills and judgement to make decisions
	Decisions support systems, expert systems, shared information and networks
	Decision-making is a part of the job of many employees, not just managers.


1.4
The scope and focus of process change: Harmon’s process-strategy matrix
1.4.1
In order to make changes to business processes, decisions have to be made about:
(a)
which processes to change (the focus of change), and

(b)
how radical or extensive the process redesign should be (the scope of the change).
1.4.2
The Harmon process-strategy matrix provides a useful framework to help managers decide what type of process change or redesign might be appropriate in the circumstances.
1.4.3
Harmon suggested that two factors should be considered:
(a)
the complexity of the process (a complex process cannot be subject to a high degree of automation, whereas a simple process can be largely automated)

(b)
the strategic importance of the process to the company: a process has strategic importance when it provides competitive advantage.
1.4.4
Processes can be placed in a 2 × 2 matrix according to the complexity of the process and their strategic importance to the entity.
(a)
‘Process complexity and dynamics’ is measured on the vertical axis. This ranges from low complexity/dynamics to high complexity/dynamics. Dynamics refers to how often the process changes. (A dynamic process can be compared with a stable process, which does not change.)

(b)
‘Strategic importance of the process to the entity’ is measured on the horizontal axis. This ranges from low to high strategic importance.
1.4.5
A highly complex process which changes frequently will be difficult to perform competently and could be subject to high error rates. The process is likely to require employees with specialist or expert knowledge to do the work efficiently. A complex process cannot be extensively automated.
1.4.6
The strategic importance of the process can be assessed by asking how much the process adds value to the products or services sold. Is the process a necessary administration-type task (low strategic importance) or is it a process in which the entity has a core competence and so can provide competitive advantage (high strategic importance)?
1.4.7
A Harmon process-strategy matrix is shown below. The four quartiles of the matrix indicate the type of process and the scope of process change that might be required if it is redesigned.
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1.4.8
Analysing the matrix – the matrix can be used to assess the scope and focus for process redesign.

(a)
Processes in the bottom left quadrant are simple and stable. These are just the conditions needed for automation of the process. The process is a ‘necessary evil’: it has to be performed but it does not add value or provide competitive advantage. The company should aim to make it as efficient as possible. An example of a routine administrative process in this quadrant is the payment of wages and salaries.
(b)
Processes in the bottom right quadrant are also simple and stable. These qualities make them suitable for automation. However, the process is strategically important. An example of a process in this quadrant might be the assembly work in a manufacturing process. Quality initiatives might be important here also to ensure that the strategically important long-term process is carried out to a very high standard.
(c)
Processes in the top left quadrant are complex and change rapidly. However, they are not strategically important and so they are not part of the company’s core competences. An example might be the process of calculating the company’s tax liability, or the process of writing some bespoke software. It would make sense to outsource these activities to experts (assuming, of course, that the company is not a firm of software engineers or a firm of tax consultants, in which case these processes would be part of their core competences).
(d)
Processes in the top right quadrant are complex and dynamic. They are also important and provide the entity with a core competence. They cannot be automated because they are too complex and dynamic. They should not be outsourced because they are part of the firm’s core competences and are crucial for adding value and making profit. These processes should be carefully investigated and analysed. Where necessary, they should be redesigned to create even more value.
1.5
Business process redesign patterns
1.5.1
Business process redesign can be classified into a number of patterns. The basic process redesign patterns are:
(a)
Re-engineering. This is a radical redesign of the process.

(b)
Simplification. This is redesign that simplifies the processes, for example by removing unnecessary activities.

(c)
Value-added analysis. This is process redesign that focuses on adding value in the process and removing activities that do not add value.

(d)
Gaps and disconnects analysis. This analyses a process with a view to identifying parts of the process where there are gaps in the activities or where there are inefficiencies or breakdowns in the transfer of output from one department or function to another.
	Pattern
	Driver
	Description

	Re-engineering
	Major reorganisation is needed. New technology is to be introduced
	Design process from scratch. This will take much time and effort and is a high risk/high return pattern.

	Simplification
	Remove unnecessary activities and duplication
	Ask if each step in a process is needed and what it achieves. This pattern can achieve relatively modest improvements, but is relatively low risk.

	Value-added analysis
	Eliminate activities that do not add value
	Ask how each activity adds value to the product or service. What does it do for the customer? Does it transform the product or service? This pattern usually achieves modest improvements.

	Gaps and disconnects
	Information or materials are not passed correctly between departments
	Look at each interface between processes and analyse what needs to pass and what needs to happen. This pattern usually achieves modest improvements.
Process diagrams (see later) should help in identifying potential gaps and disconnects.


	1.5.2
	Example 1

	
	A supermarket chain has the following processes and sub-processes. Place these processes on a Harmon process-strategy matrix.
(a)
Calculation and payment of wages and salaries for staff.

(b)
Running of the company’s own-name credit card operations.

(c)
Developing products, predicting demand, monitoring competitors.

(d)
Sourcing and ordering and receiving goods.
Answer:
[image: image3.emf]
(a)
Calculation and payment of wages and salaries for staff. Simple, stable, not of strategic importance.

(b)
Running the company’s own-name credit card operations. Fairly complex process, but routine and possibly not strategically important. (You might disagree with this view!) Probably should be sub-contracted to a bank.

(c)
Developing products, predicting demand, monitoring competitors. Dynamic and complex process. Also of great strategic importance.

(d)
Sourcing and ordering and receiving goods. Stable routine process, but it is strategically important that shelves in supermarkets are filled with the correct goods.
Decisions about process redesign can be made using this analysis as a basic framework.


	Question 1

Branch rationalisation project

Four years ago Lowlands Bank acquired Doe Bank, one of its smaller rivals. Both had relatively large local branch bank networks and the newly merged bank (now called LDB) found that it now had duplicated branches in many towns. One year after the takeover was finalised, LDB set up a project to review the branch bank network and carry out a rationalisation that aimed to cut the number of branches by at least 20% and branch employment costs by at least 10%. It was agreed that the project should be completed in two years. There were to be no compulsory staff redundancies. All branch employment savings would have to be realised through voluntary redundancy and natural wastage.
LDB appointed its operations director, Len Peters as the sponsor of the project. The designated project manager was Glenys Hopkins, an experienced project manager who had worked for Lowlands Bank for over fifteen years. The project team consisted of six employees who formerly worked for Lowlands Bank and six employees who formerly worked for Doe Bank. They were seconded full-time to the project.
Project issues and conclusion

During the project there were two major issues. The first concerned the precise terms of the voluntary redundancy arrangements. The terms of the offer were quickly specified by Len Peters. The second issue arose one year into the project and it concerned the amount of time it took to dispose of unwanted branches. The original project estimates had underestimated how long it would take to sell property the bank owned or to re-assign or terminate the leases for branches it rented. The project board overseeing the project agreed to the project manager’s submission that the estimates had been too optimistic and they extended the project deadline for a further six months.
The project team completed the required changes one week before the rearranged deadline. Glenys Hopkins was able to confirm that the branch network had been cut by 23%. Six months later, in a benefits realisation review, she was also able to confirm that branch employment costs had been reduced by 12%. At a post-project review the project support office of the bank confirmed that they had changed their project estimating assumptions to reflect the experience of the project team.
Potential process initiatives

LDB is now ready to undertake three process initiatives in the Information Technology area. The IT departments and systems of the two banks are still separate. The three process initiatives under consideration are:
1.
The integration of the two bespoke payroll systems currently operated by the two banks into one consolidated payroll system. This will save the costs of updating and maintaining two separate systems.

2.
The updating of all personal desktop computer hardware and software to reflect contemporary technologies and the subsequent maintenance of that hardware. This will allow the desktop to be standardised and bring staff efficiency savings.

3.
The bank has recently identified the need for a private personal banking service for wealthy customers. Processes, systems and software have to be developed to support this new service. High net worth customers have been identified by the bank as an important growth area.
The bank will consider three solution options for each initiative. These are outsourcing or software package solution or bespoke development.
Required:

(a)
The branch rationalisation was a successful project.
Identify and analyse the elements of good project management that helped make the branch rationalization project successful.
(12 marks)
(b)
The bank has identified three further desirable process initiatives (see above).
(i)
Explain, using Harmon’s process-strategy matrix, how the complexity and strategic importance of process initiatives can be classified.
(4 marks)

(ii)
Recommend and justify a solution option for each of the three process initiatives.
(9 marks)

(Total 25 marks)


(ACCA P3 Business Analysis December 2009 Q3)


1.6
Methodology of business process redesign
1.6.1
There must be a clear strategic goal for the process and for the process redesign. This goal must be identified and understood. For example the goal of a process might be to meet the needs of customers and the goal of the redesign might then be to meet customer needs better. The goal of a process might be to complete a set of tasks efficiently, and the goal of the redesign might be to reduce costs and/or improve efficiency.
1.6.2
The focus for process redesign should be on the value chain rather than on functional (departmental) activities. Processes are often multifunctional. For example, process redesign might focus on processing customer orders, rather than on the functions of the warehousing and delivery department).
1.6.3
The value chain should be analysed into lower-level processes, and lower-level processes further analysed etc, down to the level of individual activities.
1.6.4
A measure must be established for the outputs of the process. This measure is for comparison with the objectives of the process or process redesign. For example if the objective of the customer order handling process is speed of completion, the process output measure should be the time taken to process orders.
1.7
Business process re-engineering

1.7.1
The term ‘business process re-engineering’ was first mentioned in an article by Michael Hammer in the Harvard Business Review in 1990. Hammer and Champy went on to define business process re-engineering as ‘the fundamental rethinking and radical redesign of business processes to achieve dramatic improvements in critical, contemporary measures of performance, such as cost, quality, service and speed.’
1.7.2
There are three important elements in their definition:

(a)
Fundamental. The redesign of a process should be fundamental, and old assumptions about the way things are done must be questioned.

(b)
Radical. The redesign of the process results in a completely different way of doing things.

(c)
Dramatic. The improvements resulting from process change are not small. They are dramatic, in terms of lower cost, better quality, better service or improved speed.
1.7.3
The BPR approach is based on the view that value for a customer is created by the total process, not by individual operational functions that contribute to the overall process. To make improvements in operations, the appropriate approach is to look for ways of improving the entire process and not to focus on individual functional areas or individual parts of the process separately. By considering changes to the entire process, BPR can result in a radical business process redesign.
1.7.4
The main principles of BPR have been described (by Hammer 1990) as follows:
(a)
There must be a complete re-think of business processes in a cross-functional manner. The work should be organised around the natural flow of information, or materials or customers (in other words, around the natural flow of the transformed inputs). The work should be organised around the outcomes from the process, not around the tasks that go into it.
(b)
The objective should be to achieve dramatic improvements in performance through a radical re-design of the process.
(c)
Where possible, the number of links in the chain of activities should be reduced. ‘Internal customers’ within a process should be required to act as their own suppliers, rather than depending on someone else to do the work for them. If an internal customer can be its own internal supplier, this will simplify and speed up the process.
For example, the routine maintenance of equipment might be carried out by a specialist team of maintenance engineers. These maintenance engineers would be an internal supplier to the equipment users, the internal customers. A suggestion for re-engineering the equipment maintenance process might be for the equipment users to carry out their own maintenance work, at times to suit their own convenience. The internal customer would become its own supplier.
(d)
The decision points for controlling the process should be located where the work is done. There should not be a division or separation between the people who do the work and the people who manage and control it.
(e)
In a BPR process, there should be a review of critical success factors for the organisation and a re-engineering of the critical processes so as to achieve targets for the CSFs and improve customer satisfaction.
	1.7.5
	Example 2

	
	An example of business process re-engineering is a computer manufacturing company that used to sell hardware through sales representatives. Customers wishing to buy a computer might ask for financing arrangements and the company would provide credit subject to a satisfactory credit check.
The request for credit went to the credit department. If the decision was to approve the financing terms, a financing agreement would be drawn up by a person in another department. The agreement then went to yet another department for pricing – to decide the interest rate to charge on the finance. The administration department then set out the offer of finance in a formal letter to the customer.
The entire process of receiving a request for finance and sending out an offer took six days on average.
An analysis of the process found that although it took six days, the actual amount of work done took about one to two hours. The rest of the time was caused by delays in sending the transaction from one department to another.
The BPR solution was to give the entire responsibility to one individual for checking credit, drawing up the agreement, pricing the finance and sending a formal letter to the customer. The new process time became four hours instead of six days.


2.
Modeling an Organization and its Processes
2.1
Using models for process redesign
2.1.1
When a process is redesigned:
(a)
the current process should be defined
(b)
the current process should be analysed for weaknesses, and for ways in which it could be improved
(c)
the process should be redesigned, to include improvements that make it more efficient or value-adding.
2.1.2
Modelling can be very useful to help with redesign. The current process can be modelled and a model can be developed for the new process.
2.1.3
A ‘model’ might consist of an organisation diagram or a process diagram, drawn on paper or a computer screen.
2.2
Organization structure: a functional view and a process view
2.2.1
A ‘traditional’ method of presenting the way in which work is done within an entity is an organisation chart. This presents the different functions (departments) within the organisation structure, and the different levels of management within each function.
2.2.2
A traditional organisation chart based on functions does not show how business processes are performed. Many processes, especially high level processes, involve several different functions. For example, new product development involves the marketing department, research and development, finance and accounting, sales and engineering and production.
2.2.3
It is not possible to re-engineer a functional department. Re-engineering applies to processes. For the purpose of process redesign, it is therefore much more useful to use an organization diagram as a model for an entity rather than an organization chart.
2.2.4
An organisation diagram shows the processes within the organisation, the relationships between the different processes, and the relationships between the entity’s processes and external entities (customers, suppliers). It is a process diagram for the organisation as a whole (and so it is a model at a very high level, without much detail).
	2.2.5
	Example 3

	
	An example is shown below, at very high level of detail.
[image: image4.emf]
This shows that the organisation receives material, people and cash from outside sources. It delivers dividends to its shareholders and has various transactions with customers. Competitors also make use of resources and can deliver goods to customers.
Environmental influences will affect every process within the entity. Instead of drawing a large number of arrowed lines to each function within the entity (which would make the diagram confusing), a ‘right-handed arrow’ is drawn. This indicates that the environment has a complex effect on all the items in the other boxes in the diagram.
Organisation diagrams can be drawn at different levels of detail. The next stage is therefore to provide more detail about what happens within the organisation. It is also possible to include other information within the diagram. In the example below there are some notes about competitive forces.
[image: image5.emf]
It is most unlikely that you will be asked to draw an organisation diagram in your examination. However, you should be prepared to understand what an organization diagram shows, and to comment on the advantages of using organisation diagrams compared with traditional organisation charts for the purpose of modelling and understanding organisations.


2.3
Process diagram: swim lane diagrams
2.3.1
Process modelling (also called process mapping) means defining a process. A common method of process modelling is to draw a process diagram.
2.3.2
There are different methods of drawing process diagrams. For your examination, you need to know about swim lane diagrams. These are diagrams that can be used to model processes where the activities involve more than one function or department, or more than one individual, or more than one organisational unit.
2.3.3
The features of a swim lane diagram
(a)
A swim lane diagram shows the activities that are performed in order to complete a process. Each separate activity is shown in a box in the diagram.

(b)
Arrowed lines are used to indicate the movement of information, documents or goods from one function to another, or from one person to another, or from one organisation unit to another (for example a project team).

(c)
The diagram shows who performs each activity. Activities are performed by functions (departments), individuals, teams or other organisation unit.
(d)
There is a ‘swim lane’ for each function, individual, team or other organisation unit. The activities performed by a department, for example, are shown in the swim lane for that department.
2.3.4
A swim lane can be drawn vertically or horizontally.
(a)
When they are drawn vertically, the swim lanes go from top to bottom in the diagram. The movement from top to bottom of the chart also indicates movement in time, and activities are shown in the sequence in which they occur. The name ‘swim lane’ comes from the fact that the diagram looks similar to a swimming pool with a separate lane marked for each swimmer. The individual or function that initiates the process is always shown in the left-hand swim lane, and the initiating action is shown at the top of this lane.
(b)
When a swim lane diagram is drawn horizontally, the swim lanes run from left to right, and the movement from left to right also indicates the sequence of activities in time. The individual or function that initiates the process is always shown in the top swim lane, and the initiating action is shown on the left hand side of this lane.
	2.3.5
	Example 4

	
	Swim lane diagrams can be drawn at different levels of detail. The example below is a simple high-level swim lane diagram, drawn horizontally.
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More process diagrams can be drawn which ‘drill down’ to more detailed levels of each process. For example, it is not clear from the high-level diagram exactly what processes occur within the process called ‘order processing’. More detail has been added to that sub-process in the diagram below. This diagram also includes a decision point, shown as a diamond shape. This indicates that a decision is made at this point and the subsequent activities depend on the outcome from that decision.
[image: image7.emf]


	2.3.6
	Example 5

	
	Here’s another example that illustrates the cross-functional nature of a process more clearly. The process shown here is the process for designing new software for an IT system. It is drawn at a high level, and the swim lane diagram this time is drawn vertically.
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2.4
Improving processes
2.4.1
The purpose of process redesign is to improve the efficiency of processes or to add value for the customer.
2.4.2
In practice, processes are often slow, expensive, full of mistakes, inflexible and not as effective as they should be. There are several reasons for this.
(a)
Individuals in one department who are involved in a process are not aware how the work they do (or fail to do) affects people in other departments. In other words, individuals often do not understand the process that they are a part of.

(b)
Processes may be slow and expensive because they include activities that take time but add no value. Nothing would be lost if these activities did not happen.

(c)
Processes may be slow and expensive because some of the work is duplicated by two or more people.

(d)
Processes may be inefficient because they use the wrong people to do the work, using the time of valuable employees to do work that is routine and adds little value.

(e)
There may be mistakes in a process because important checks and controls have been omitted, or because important activities are overlooked and are not carried out.

(f)
Processes may be slow because there are ‘bottlenecks’ in the process, and some departments are expected to do too much work with insufficient resources.
2.4.3
An analysis of process models, such as process diagrams, can help to identify these process weaknesses, and to redesign a process in which the weaknesses are removed.
2.4.4
If you are asked in your examination to identify weaknesses in a process by studying a process diagram, the key weaknesses you should look for are:
(a)
Duplication of activities
(b)
Activities carried out by an inappropriate person
(c)
Gaps in activities: activities that should be performed but are not currently performed

(d)
Activities that do not add value (and might delay completion of the process).
	2.4.5
	Example 6

	
	Here’s an example of a simple process diagram at a low level of detail, where there are one or two weaknesses in the process.
The process is the assembly of a standard product that consists of three components. These components are purchased from external suppliers, and must be inspected before use because experience shows that some components are faulty or damaged on delivery from the supplier.
Two of the components are welded together by a welder in the production department. These two welded units are then transferred to an assembler, who joins together the welded units and the third unit to make the finished product.
Here’s a simple example of how a process diagram might help a business to become more efficient:
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An analysis of this diagram might suggest one or two weaknesses in the process.
(a)
It might be more efficient and would save time if the inspection of components is made by the storekeeper when the components are received. Inspecting components when they are ready for use means that faulty components are identified later than necessary. It might also make better use of the time of the welder and assembler if they are not required to check components before using them.
(b)
It might not be necessary to inspect as many as 20% of finished units. A lower percentage might be checked without loss of value in the process.


3.
Analysing Activities
3.1
Activity analysis worksheet
3.1.1
When a process is redesigned, the structure of the process and the process activities can be specified in a process model (process diagram). In addition, the individual activities within the process must be specified in detail.
3.1.2
Preparing an activity analysis worksheet is a useful method of analysing a current activity or specifying the contents of a new or redesigned activity. An example of one of these worksheets is shown on the next page. This is for a credit checking activity, which leads to a decision about whether a customer should be given credit for a particular order. (The outcome decision is to give credit or refuse credit.)
3.1.3
You will not be expected to prepare an activity analysis worksheet in your examination. However, you do need to understand that process redesign involves analysing the specific content of current activities, and specifying the content of activities for the redesigned process.
3.1.4
You should also note the following points.
(a)
The purpose of the activity is specified as the major output from the activity. In this example, the major output is a rejected or an accepted order for a customer. The purpose of the activity can be assessed, to determine whether it is necessary. Its significance should also be assessed in terms of whether it improves efficiency or adds value to the process. (In this example, the activity should add value by reducing bad debts.)
(b)
It is also important to identify the key measures of performance for the activity, which should be used to assess whether the activity is performed well or badly. In this example there are three key measures of performance:
(i)
the level of bad debts (which should not exceed a target level)

(ii)
the number of major sales orders that are rejected as a result of the credit check (which should not be high, because this might indicate that opportunities for making higher profits are lost as a consequence of strict credit assessments)
(iii)
customer relations, measured perhaps by the number of customer complaints of unreasonable treatment in the credit checking process.
(c)
The worksheet specifies in detail the actions that are carried out to perform the activity.
(d)
The worksheet also specifies the rules that are applied to make decisions. In process redesign, these decision rules might be changed.
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3.2
Finding reasons for poor performance
3.2.1
If an activity is not being performed well or correctly, the reasons should be investigated to find out what is going wrong. There are five factors that could be causing poor performance:
(a)
Activity standards. The activity requirements and standards of performance might not be clearly defined? If they have not, then it should be no surprise that the activity is not being performed well or correctly.
(b)
Activity support. There might be inadequate resources available to perform the activity properly. Resources include adequate relevant information to make appropriate decisions. In the example above, the decision of the credit control assistant depends partly on whether or not the customer is a major customer. This suggests that a list of major customers should be available to the credit control assistant. If such a list does not exist, then it will be difficult for the assistant to make the right decision.

(c)
Consequences. There should be a connection between rewards for employees and good performance. Poor performance might be partly due to the fact that the employee does not receive any reward or benefit for performing the activity well. Financial rewards linked to suitable performance targets might encourage better performance. This can be a problem when an individual is responsible for many different activities. How should key performance measures be identified and suitable performance targets established?
(d)
Feedback. It is important to tell people whether or not their performance is good or bad. How else would they know whether their performance should be improved? Poor performance might be due to the fact that individuals are not informed about their performance of a particular activity. Without any information about performance, there is no incentive at all to improve.
(e)
Skill, knowledge and capability. Poor performance might be caused by a lack of skill or understanding. More training might solve the problem. Ideally training programmes should be carefully targeted at the specific performance problems.
3.3
Process measures for selected activities
3.3.1
The performance of individual activities is often measured in practice by ‘traditional’ measurements such as efficiency, cost and volume produced. Functional measures of performance are used in nearly all business entities, often as by-products of the budgeting, accounting and reporting functions.
3.3.2
However, these traditional measures of activity performance might not be suitable measures of process performance, because traditional performance measurements might disregard the strategic purpose of the process.
	3.3.3
	Example 7

	
	A company could keep costs down by purchasing cheaper raw materials. However if cheaper materials mean that the quality of finished goods is lower, value to the customer is lost. A decision to reduce product quality in order to reduce costs should be a strategic decision to change the value proposition to the customer. Unless the decision to buy cheaper materials is a part of such a strategic decision, the cost savings have probably not been a success. Cost savings would therefore be an inappropriate measure of performance for the procurement process.


3.3.4
Process measures worksheet – A useful way of specifying the key performance measures for a process is to record them on a process measures worksheet.
	3.3.5
	Example 8

	
	This example shows that process measures might be specified as both an external measure and an internal measure. Targets can be set as external and internal targets, and activities should be designed in a way that makes these targets realistic and achievable. In this example:
· An external measure of the process is that customer dissatisfaction with the credit checking process should be avoided, and complaints from customers who have been refused credit should not exceed 0.1% of all orders. This is an external measure because performance depends on attitudes or actions of external entities or individuals.
· To achieve this level of satisfaction in the process, the activities to carry out the process must be performed to certain standards, which can be measured by functional measures of performance – functional measures.
· Internal (functional) measures of process performance can be used to set targets for employee performance and reward employees for good performance. In this example, it is assumed that customer complaints will remain below the target maximum if credit checking procedures are carried out correctly and no mistakes are made in processing credit applications.
· The internal performance target of not making any errors can be analysed into more detail, by measuring errors in pricing an order, errors in calculating the customer’s receivables balance, and so on. Actual performance can be measured in these functional terms. (Rewards to employees should be based on achieving targets of performance for each functional measure.)
[image: image11.emf]
Note: the percentages entered on this form represent measurements made of actual performance. The performance target in this example is 100% for each functional measure.


4.
Software Solutions
4.1
Software for process design
4.1.1
Business entities will often use software and IT solutions to re-design processes. Standard software packages are available to businesses (even small and mediumsized businesses) that will help them to improve efficiency in their processes. As a general rule, software and automation of processes improves efficiency in several ways:
(a)
It can speed up the process.

(b)
It should reduce the error rate, compared to a ‘manual’ process.

(c)
Through the use of databases, software enables all functions to have access to the same data and information.

(d)
An entity-wide system can improve the integration of work where the process involves several different departments, and co-ordination of their efforts will improve process performance.
4.1.2
SAP and Oracle are leading providers of ‘business process solutions’ software. Oracle for example offers software systems under the J D Edwards and PeopleSoft brand names.
4.1.3
J D Edwards software, for example, includes packages for distribution management, human relations management, financial management and manufacturing management. PeopleSoft packages include packages for customer relationship management, supplier relationship management (procurement), supply chain management, project management, asset life cycle management and financial management.
4.2
Generic software or tailor-made solutions

4.2.1
When an entity decides to introduce a software system to improve a business process, a decision has to be made between:
(a)
buying a generic package from a company such as SAP or Oracle, and

(b)
creating a tailor-made software system, designed and written either by the entity’s own IT department or by an external software company.
4.2.2
There are several advantages in buying a generic software package.
(a)
It should be less expensive than a tailor-made (bespoke) IT system. Small and medium-sized companies might not be able to afford the cost of a specially designed system for their specific requirements.

(b)
A generic system can be introduced into operational use much more quickly. With a tailor-made system, the design, writing and testing of the system can take a long time (depending on the size and complexity of the system).

(c)
Software packages are available that enable users to introduce new processes within weeks. The ‘flows’ in a process can be designed and amended by management themselves, simply by drawing or re-drawing them on a computer screen. This allows business entities to design or change process flows quickly and easily without the need for assistance from external (and often expensive) IT specialists.

(d)
A generic software package has been used by other entities, and the package should have gone through modifications and improvements as a result of the experience gained by the software companies.
4.2.3
Disadvantages of generic software package:

(a)
may not fit the information needs of the organization as well as a bespoke package;

(b)
have to adapt itself to the limitations of the package;

(c)
data must be structured to fit the requirements of the package.
4.2.4
A tailor-made (bespoke) IT system has advantages over a generic system.
(a)
It is designed for the specific processing requirements of the entity. (In contrast, a generic software package establishes standard processing methods that users must adopt in order to use the package. An entity might therefore be obliged to make changes to its processes because the software package requires them, not because they are appropriate for the entity.)

(b)
A generic package cannot add sustainable competitive advantage, because if it did give its user a competitive advantage, other competitors would buy the same system and the competitive advantage would be lost.

(c)
A tailor-made IT system can provide sustainable competitive advantage because the entity has exclusive ownership of the software. Competitors cannot copy it easily or cheaply.

(d)
The system can be integrated with other applications within the organization.
4.3
The commoditization of business processes
4.3.1
There are two differing views about the strategic impact of business processes and business process redesign.
(a)
One view is that a well-designed business process can give a business entity a sustainable competitive advantage over its rivals, by delivering more value. To provide competitive advantage, the process must be different and in some way superior to the comparable processes used by competitors. It should also be difficult for competitors to copy the process and introduce it themselves within a fairly short time; otherwise the competitive advantage is not sustainable and is quickly lost.
(b)
Another view is that developments in process design software and process software mean that business processes have become ‘commodities’. They are easily available in software packages, standardised and relatively inexpensive to introduce. If processes are standardised commodities, they cannot be used to achieve a sustainable competitive advantage. IT systems for business processes are a utility – they are vital for the business entity but do not add value. Companies need to buy business process packages from software providers such as oracle and PeopleSoft for doing repetitive common activities: this improves the efficiency of the process, saving time and money. However, all rival companies should be doing the same thing.
4.3.2
These two different views are not inconsistent with each other. It can be argued that there are two types of business process:
(a)
Processes that enable a business entity to develop its core competencies and achieve a sustainable competitive advantage.

(b)
Commodity processes or standard processes, where business entities should seek to improve efficiency and reduce costs, but where strategic advantage cannot be obtained. These processes represent a set of activities performed by business entities that are relatively standard across the entire industry, or even across different industries.
4.3.3
Core competencies can be protected and developed with generic software system. Commoditised processes or peripheral processes can be performed using off-the shelf packages, or by outsourcing the process to an external entity.
4.3.4
A problem with this analysis, however, is that it is not always easy to decide which processes are processes that provide core competencies, and which processes are commodity processes.
	4.3.5
	Example 9

	
	In the computer manufacturing industry, IBM regards the process of assembling PCs as a commodity process that is outsourced to another company. In contrast, Dell regards assembly as a core competence that they perform in-house.
The example of a wake-up call in the hotel industry has been used (by Gilmore and Pine, 2002) to show how a commodity process can be developed into a process that provides a competitive advantage. Wake-up calls might seem in theory to be a standardised process. However, some hotels at Walt Disney World introduced a wake-up call service where recorded voices of Disney characters were used. By doing this, the hotels were able to increase the value of the service to customers, by making a routine process a much more unforgettable event.


4.4
Outsourcing business processes
4.4.1
There are several reasons why entities might choose to outsource processes to a service provider.
(a)
The entity itself might have no particular skill in performing the process itself, and it does not create any sustainable competitive advantage by doing the process itself. (This would apply to ‘commodity’ processes in particular.)

(b)
The entity might have difficulty in obtaining enough skilled staff to do the work in-house, especially where IT skills are needed or where the process has to be performed 24 hours each day and seven days each week. The process can be performed more efficiently and effectively by external specialists, who have the necessary skills and experience.

(c)
Because external providers have the resources and skills to perform the process more efficiently and effectively, outsourcing a process can result in significant cost savings.

(d)
When a business entity wants to alter a business process, it might be easier to alter the process using an external service provider rather than introducing the new process internally (where resistance to change from existing employees might be strong).
4.4.2
The main reasons for outsourcing business processes seem to be cost reduction and changing the ‘infrastructure’ for a business process.
4.4.3
There is probably a link between outsourcing processes and the commoditisation of business processes. External service providers are able to offer a cheaper operation by providing a fairly standardised process that can be adapted easily to meet the needs of different clients.
	4.4.4
	Example 10

	
	A supplier of timber to companies in the building construction industry has 20 branches across the country. It delivers timber from its branches to building sites throughout the country, using its own fleet of 200 trucks.
An investigation by management found several operational problems with the trucks. On many occasions, drivers got lost delivering timber and could not find the destination. This led to delays in delivery, and extra costs of drivers’ time and wasted journeys. Vehicles were also being used improperly for private use.
The company therefore decided to introduce a new global positioning system for its trucks. The system would enable the company to monitor the position of every truck at any time, and its movements, on computer screens at each branch. It would also enable the office to give directions to drivers who got lost.
Instead of operating the system itself, it outsourced its operation and management to an external company. The timber company management took the view that they should concentrate on the core competencies of the company – selling timber – and should give this non-core operation to an external service provider.
The new system, and outsourcing its management, proved successful. The costs of operating the timber company’s fleet of trucks was reduced (lower fuel costs, lower drivers’ wages) and customer satisfaction improved.
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