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Benchmarking- A Strategic Tool for CFOs

Benchmarking is a strategic tool to compare the performance of an organisation against other organisations (may 
or may not be competitors) with an object to analyse the reasons for variance in performance level and initiate 
short term and long term strategic plans to enhance the performance level. Benchmarking Study (BMS) thus helps 
companies to improve their performance standards to the desired levels. In a wider sense, Benchmarking analyses 
are conducted not only on the Critical Success Factors ( CSF) or Key Performance Indicators (KPIs) but also on 
the key processes, policies , business strategies and the like to ascertain the root causes of variance. Sometimes 
Benchmarking studies can help companies to stay afloat and survive in the cut throat competition market.

The term benchmarking was first used in relation 
to shoemakers whereby they measure people's 
feet for shoes by placing customers’ feet on a 
"bench" and mark it out to make the pattern for the 
shoes. The Benchmarking Exchange (TBE), an 
online benchmarking practices network, defines 
benchmarking as the process of measuring an 
organisation's internal processes and then identifying, 
understanding, and adapting outstanding practices 
from other organisations considered to be best-in-
class. 

Sometimes benchmarking studies (BMS) can 
help companies to stay afloat and survive in the cut 
throat competition market. For example, companies 
operating in airlines industry or sugar industry which  
are perennially in difficult circumstances need to 
undertake BMS more frequently than their counterparts 
in other industries. BMS are also conducted by 
Regulators or Government before mandating sector 
guidelines or providing subsidies or other support 
to industries. Similarly, BMS are also conducted 
by prospective investors while making informed 
investment decisions and finalisation of valuation of the 
target companies. 

CA. Sanjay Banka

(The Author is member of the ICAI and ICSI and Professional Member 
of Chartered Institute for Securities and Investment (London), All India 
Management Association and Indian Council of Arbitration. He can be 
contacted at sbanka9@gmail.com)
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Approaches to Benchmarking
Depending on the objectives of benchmarking study, the scope of benchmarking study is decided. There are, 
however, four broad facets in any benchmarking study:

As we would see later, a BMS carried out in isolation  
with only one or two boxes, will not yield the final 
objective of “how”. The benchmarking team must 
adopt a holistic approach to benchmarking by covering 
the above four aspects. A study with number focussed 
approach is too narrow to be called a benchmarking 
study; it can never unearth the strategic advantages 
and disadvantages of other market participants.

In most of the cases, BMS covers the financial or 
results benchmarking, which involves comparison 
of profitability and opex components as percentage  
of revenue.
Results Suggested KPI for benchmarking
Ratio based Turnover ratio, liquidity ratio, coverage 

ratio, profitability ratio.
Financial Gross margin%, NPAT%, return on 

investment, return on capital employed 
(ROCE), SGA cost as % of revenue, 
opex as % of revenue, EPS, PAT, 
EBITDA, WACC, ROI, capital gearing.

Operational Production or sales per unit (units 
may vary depending on industry 
say revenue per minutes, realisation 
per kms, per pcs), profit per unit of 
production (say per machine, per 
spindle, per aircraft), downtime, 
capacity utilisation (depending on 
Industry), sales growth.

Fig 2: Another presentation of benchmarking 
categories indicating that the results are achieved 
by product, process and strategy. Hence, BMS 
must cover all the four cornerstones to achieve the 
desired results

Fig 1: The diagram showing four integrated cubes 
in any benchmarking study. The next diagram 
shows the inter-se relationship of the four cubes.

Results Suggested KPI for benchmarking
Customers complaints per customer per month, 

cost of service per customer.
Human 
Resources

Revenue per employee, asset per 
employee, units produced per 
employee, EBITDA per employee, 
CTC per employee per month, staff 
turnover, teeth tail ratio, employee cost 
as % of revenue, training man days per 
employee

The above are merely results or numbers; in order 
to deep dive into the “reasons” for variance in these 
results, the management needs to conduct BMS on 
products, processes and strategies. These can be 
conducted by subject matter experts or functional 
managers under the overall guidance of a core team.

Scoping & Steps
A BMS process can be segregated in four broad stages 
as follows:
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The companies and geographies to be selected for 
benchmarking thus play a very crucial role and have 
to be done carefully to achieve the desired results. 
The selection will also be linked to the objective 
management has set for itself. For example, if your 
company is market leader in Indian market and you do 
benchmarking only locally, then you may not gain any 
insight into better practices adopted by market leaders 
globally. The problem is that any given company in the 
benchmarking pool may be facing some exceptional 
event or may be organised in an exceptional way so 
as to its ratios may be vastly different from others in the 
same classification. By including such firms, the global 
benchmarks can be overly skewed. In many countries, 
firms are organised into holding groups. These groups 
nominally have very few employees, e.g. 4 to 25 
employees, but have extremely large assets, liabilities, 
or revenues. As such, the inclusion or exclusion of firms 
having this form of management can affect the ratios 
and benchmarks reported. Finally, in some countries, 
detailed or comparative financials are not available 
and hence extreme caution has to be exercised in 
moderating the numbers before considering the same 
for study.

The size and level of operations is equally important 
in selecting the sample. The performance metrics of 
a small company single location will be diametrically 
different from large multi-geography and any inter firm 
comparison will not lead to achievable targets. While 
it is recommended to conduct benchmarking studies 
intra-industry, sometimes benchmarking studies can 
also be instituted inter-industry for analysing trends 
that are industry agnostic like salary cost, borrowing 
cost, etc.

A very obvious difficulty which arises in the minds 
of a BMS team is regarding availability of data and its 
quality. This will depend on the nature of industry and  
the regulatory framework in which the company 
operates. Companies which are operating in finance, 
insurance, telecom, and pharma are governed by 
sectoral regulators and hence a large part of their 
operational metrics are regularly published by the 

regulators. In addition, the other usual sources 
of information are always available like industry 
associations, investors presentation on websites, 
published financials, etc. The core team must also 
have a thorough knowledge of its internal processes 
as well as process control concepts.

Professor W. Chan Kim and Professor Renée 
Mauborgne, co-authors of Blue Ocean Strategy, have 
always insisted that instead of focussing too much  
on numbers, the executive should focus on the  
strategy part. Especially in case of companies  
that are operating in red ocean (operating in highly 
competitive and loss making environment), their  
BMS will not yield any dramatic conclusion, if they 
don’t focus on strategic and functional excellence of 
competitors.

Some Benchmarks
The below table provides an indicative list of specific 
benchmarks used in some industries in addition to 
standard to standard KPIs for the sake of illustration:

Sl 
No

Industry Benchmarks

1. Telecommunication 
Services

ARPU, ARPAU, MOU, 
RPM, traffic per site, 
calls per customer, 
EBITDA %, opex per 
site, customer market 
share, revenue market 
share, HLR/ VLR ratio, 
network availability, SAC 
per acquisition, etc.

2. Retail Revenue psft per month, 
stock psft, same store 
revenue growth, foot-
falls, private labels (nos, 
sales, % of total sales), 
SKU nos, shrinkage %, 
% sale at sale-through 
rates (non-discount 
rates), same stores 
sales growth, etc

3. Software Industry Revenue by geogra-
phical segments, % 
utilisation of billable 
employees, revenue 
from on shore and off 
shore services, software 
development expenses/
total revenue,

he companies and geographies to 
be selected for benchmarking thus 
play a very crucial role and have 
to be done carefully to achieve 
the desired results. The selection 

will also be linked to the objective management 
has set for itself. For example, if your company 
is market leader in Indian Market and you do 
benchmarking only locally, then you may not 
gain any insight into better practices adopted 
by market leaders globally.
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Sl 
No

Industry Benchmarks

4. Airlines Industry Load factor, average 
gross revenue per 
passenger, available 
seat kilometers (ASKM) 
-The sum of the products 
obtained by multiplying 
the number of passenger 
- seats available for sale 
on each flight stage by 
the corresponding stage 
distance, cost per ASKM 
(CASK) represents total 
cost divided by the 
ASKMs, revenue per 
ASKM, seat factor (ratio 
of used to available 
capacity: passenger-
k i lometres/avai lable 
seat-kilometres), yield 
(passenger revenue 
earned per kilometer 
flown.), number of 
passengers flown, 
number of flights per 
day, no. of airports 
operated.

Every Industry has its own set of benchmarking 
rules. For example, in retail Industry, space utilisation 
is one of the most important parameters for operational 
performance, hence several operational benchmarks 
are linked to space utilisation. The better a retail 
company can utilise its space, the higher its profitability 
is. Another major issue in retail industry is shrinkage 
(caused by losses arising out of theft and wastages) 
which ranges from 2% to 5% of gross sales. A high 
shrinkage ratio causes havoc on the profitability and 
sometimes on the survival of the company itself. 
Subhiksha faced major losses on account of shrinkages 
and it became one of the main contributory factors in 
the closure of this company.

For example, Infosys tracks benchmarks like net 
foreign earning as % of earning (NFE/ earning), which 
is in the range of 50% for 2011 and 2010. Infosys also 
tracks R&D expense as % of total revenue which is in 
the range of 2%. The revenue realisation of software 
companies is higher in case of on shoring services and 
the ratio is almost 50:50. In software industry, employee 
cost as % of revenue can be as high as 50%, while in 
a traditional asset based Industry it is in the range of 
4% t0 6%. Thus, it is extremely important to conduct 

benchmarking studies across same Industry only to 
get comparable results.

Telecom companies continue to be benchmarked 
by TRAI against the stringent call quality and network 
congestion criteria. Internally telecom companies 
benchmark themselves on customer satisfaction, 
call drop, and such other benchmarks against global 
telecom leaders. In case of new operators, the 
subscribers acquisition cost (SAC) is as high as R350 
to R400 while the ARPU is as low as R30 pm, thus the 
minimum period for which the customer should be on 
the network and not port is at least 12 to 14 months. 
Imagine if the CFO or the CMO of such new telecom 
companies does not benchmark its SAC cost, how will 
they enhance SAC efficiency while ensuring that its 
channel partners remain motivated? Among telecom 
companies, there is an urgent need for companies like 
MTNL and BSNL to consistently pursue benchmarking 
studies against their successful private counterparts, 
more specifically on network uptime and customer 
satisfaction. 

In case of electricity trading companies, the  
CERC has fixed a trading margin of 4 paisa to 7 paisa 
per unit (based on price of R3 per unit or above) on 
electricity trading which is a major benchmarking 
for electricity trading companies. However, it should  
also be noted that where margins are fixed as per 
regulatory mandate, no action plan can be conducted 
to increase margins except without regulatory 
intervention. 

The result of BMS should be carefully reviewed by 
management for the possible causes of variance. The 
BMS will always provide an indication of “what”. But to 
find out “Why” variances and “How” to bridge the gap 
is most important. This requires the commitment of top 
management and engagement of a strategic team to 
revert with the suggested action plans.

Thus companies can adopt a sponsor-based 
strategy and co-opt a few functional heads.

nce the benchmarking study has 
been completed, it obviously 
leads us to next question— How 
to achieve the benchmark of the 
“best in class” companies. This is 

perhaps the most critical part of the process. 
Unless you get an insight into strategic thought 
process of your competitors, their success and 
failure stories, how they met market challenges, 
how their strategic decision points were 
tweaked, what difficulties they faced in market 
place, or what pressure it brought on their 
profit margin, then perhaps the benchmarking 
study will remain a paper only. 

O
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Benchmarking Strategies
This leads us to focus on what benchmarking  
strategies a company should follow to ensure 
success. 

Firstly, the selection of benchmarks should not  
be a random sample or a large number; rather it  
should cover best companies in three to four 
geographies or markets which match the market 
behaviour and ecosystem in which your company is 
operating. The strategy must focus on “what next” 
and “how” instead of “what”. The finding of “what” is 
a process, whereas the “what next” is a strategic call. 
Also, in presenting the final report, the benchmarks 
should be few and the final derivative of several KPIs. 
Thus, the focus should be on top five or top ten items 
to be benchmarked.

Secondly, the benchmarking process should 
continue to be revisited in view of dynamic changes in 
competition and market scenario. The target set to reach 
or exceed the benchmarks should be quantifiable and 
measurable instead of abstract visionary statements 
like “enhancing customer satisfaction to next level” or 
“leveraging the capital structure to optimise the finance 
cost drastically.

Thirdly, the team conducting benchmarking must 
be broad-based with executives who have experience 
of multi cultural and diverse industry and should be 
involved from the inception stage. For example, if a  
small Indian FMCG is conducting such study, it 
should make sure to include the executives who have 
experience of having worked in large FMCG companies 
especially in rural markets. This will ensure their buy-
in and if people own the problem, they will definitely 
resolve it.

How to Achieve the Benchmarks
Once the BMS has been completed, it obviously leads 
us to next question— how to achieve the benchmark of 
the “best in class” companies. This is perhaps the most 
critical part of the process. Unless you get an insight 
into strategic thought process of your competitors, 
their success and failure stories, how they met market 
challenges, how their strategic decision points were 
tweaked, what difficulties they faced in market place, 
or what pressure it brought on their profit margin, 
then, perhaps, the benchmarking study will remain 
a paper only. The management may need to lead 
several initiatives including changes in organisational 
structure and performance ethic, changes in core 
processes, changes in tariff and prices, changes in 
channel margin in line with industry trend, enhancing 
capability of customer facing or production team or 
cultural performance ethic with its strategy, capability, 
and skill requirements. Such action must be properly 

planned and implemented in a time bound manner  
as indicated below

The above diagram shows a typical execution plan 
post a successful BMS. The companies benchmarked 
have been categorised in four levels as against the 
target company. While the management has planned 
for execution for action plan for top priority KPI and 
CSF in Q1 itself and target is to exceed the Level 4 of 
company (highest level), the action plan to implement 
the low priority KPI is a staggered and to reach the 
industry median points at Level 2. Such a plan can 
be made based on optimum allocation of resources 
available at the disposal of management. This execution 
strategy reflects a very prudent approach, however, 
it can be criticised on the ground that management  
has not planned for achieving “Industry Best” KPI on 
all counts. There are thus pros and cons attached to 
every execution plan and the “best fit” will depend on 
case to case.

The Benchmarking Traps
Many a time, the benchmarking process loses its 
track and ends up in a fault finding mission. That’s 
one of the reasons that many companies executives 
do not participate in the benchmarking process for 
fear of witch hunting. Before the studies start, the top 
management must take into confidence employees 
at all levels and assure that the result of the study will 
purely be used for performance improvement and for 
rewarding the employees who implement the action 
plan. Further, the benchmarking exercise should not 
become an “industrial tourism” for the core group to 
visit several countries.

Also, a common mistake which people make is 
lack of caution while taking benchmarking numbers. 
For example, while conducting employee related 
benchmarks, the employee numbers as disclosed 
should be carefully weighed. It may so happen that  
while your company operates on an “in sourced” 
model and the manpower numbers in your case are 
fully on-roll, while the competitor may be working on 
an outsourced model. Thus, it becomes important 
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to get correct details of on roll and outsource staff; 
else the entire HR benchmarking may end up giving 
a misleading result. Sometimes, due to differences in 
accounting standards or company specific policies, the 
revenue may include pass through expenses, which 
should be excluded to arrive at comparable revenue.

The results of cost benchmarking should always 
be carefully interpreted and any strategy around 
“cost saving” or “cost optimisation” must consider 
the resultant effects. For example, any shortsighted 
strategy to cut down the customer relationship (CRM) 
cost or quality assurance cost can boomerang and  
may lead to customer dissatisfaction and loss of 
customer market share. Thus, the strategy should be 
carefully reviewed while ensuring that service levels  
are not compromised. 

Do it Yourself (DIY)
In the light of above discussion, let’s see how a  
new organisation can take up real BMS in the field. 
Suppose, ABC Limited is an SME engaged in FMCG 
industry, say edible oil, and is facing a real crisis in the 
market due to falling market share, rising customer 
complaints and pressure on margins, while the 
competitors in the market are not feeling any such external 
pressure. The management thus decides to form a core 
team for conducting BMS and recommend action plan. 
The following action plans would thus emerge:
▪ The management first has to decide the objective(s) 

of the study which may be one or more of the 
following - analysing the reasons for fall in market 
share, or reduction in profit margin, or increase 
market share or improve quality. 

▪ The core team must be broad based  
with nominees from key functions including  
finance, marketing, HR, sales and quality  
assurance. The members with large market 
and having handled diverse product portfolio 

should be preferred. The team must agree on a 
time bound action plan. The team must select 
five to ten leading companies in the edible oil 
field in India and five to ten from global rank. 
The companies selected should preferably be 
in same product line, customer segment, with 
similar volume in terms of sales and revenue.  
Any other company selected should be  
considered purely for academic purposes, since 
issues like profitability, quality, margins will be 
intricately linked to economies of scale.

▪ The next stage is data collection of the sample. This 
will be from the information available in public domain 
for the listed companies and in case of unlisted 
companies attempt can be made to collect it from 
government and regulatory authorities. One can also 
use the RTI tool to get some of this information. Very 
valuable sources of information are ex-employees, 
channel partners, common bankers. 

▪ Detailed comparison should be made on all the four 
aspects: Product> Process> Strategies> Results

▪ The fourth and final stage is based on results of 
BMS, initiate short term and medium term execution 
plan and allocates necessary resources for same.

Chartered accountants in practice can also 
undertake such strategic assignments for their  
small and SME customers and help enhance the 
competitive advantages of their clients while generating 
additional sources of revenues.

Conclusion
Globalisation and competitiveness are posing major 
challenges in almost all organisations and managers 
are seeking modern approaches to gain more 
competitive advantages. With the help of BMS, CFOs 
can continuously review their performance against the 
industry leaders and prompt it to set short and long 
terms strategies to improve performance. BMS helps 
companies to adopt a more scientific, data driven 
approach based on market dynamics instead of “island 
approach”. The CFO as the chief strategy officer can 
take a lead role for institutionalising the Benchmarking 
process and solicit enhanced performance at all  
levels of organisation. Management must support 
the BMS process, create internal competition among 
employees and design suitable reward programmes to 
seamlessly implement the plans. 

Benchmarking aims at improving performance, 
enhancing productivity - a search that never ends. 
Therefore, benchmarking is not a single action but a 
continuous, cyclical process. Finally, the best benchmark 
is one which continues to show the need of improve-
ment based on Japanese principle of “Kaizen”.  n

any a time the benchmarking 
process loses its track and ends 
up in fault finding mission. That’s 
one of the reasons that many 
companies executives do not 

participate in the benchmarking process for 
fear of witch hunting. Before the studies start, 
the top management must take into confidence 
employees at all levels and assure that the 
result of the study will purely be used for 
performance improvement and for rewarding 
the employees who implement the action plan.  
Further the benchmarking exercise should not 
become an “industrial tourism” for the core 
group to visit several countries.
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