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About Human Capital Management Institute:

The Human Capital Management Institute (HCMI) was founded on the belief that organizations can, and must, find better ways of
measuring their investments in human capital. Our goal is to help organizations transform workforce data into a source of value
that drives fact based decision making, workforce measurement, planning, and analytic modeling. HCMI leads and educates
organizations on what to measure, what it means, how it fits and how to improve it. While many organizations state people are their
most valuable asset, few have the tools to assess, manage and optimize their workforce.
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Introduction

Over the past few years, organizations have done an unprecedented amount of restructuring, retrenchment, and
downsizing. Much of this has been very reactionary, without time to think, plan, or take into consideration the
optimal workforce size and structure. Most organizations either lack metrics to measure the workforce or measure
everything and don't know which numbers really matter.

The following five key human capital metrics can help make sense out of the challenges and confusion of economic
downturns and growth cycles. These metrics provide visibility to understand and analyze human capital and enable
data driven decision making for the workforce. In an economic crisis, organizations who use these key metrics
would be much better prepared to handle the changes, move rapidly with agility, and make precise surgical cuts
rather than taking an ineffective “cut across the board” approach.

In addition, these metrics help organizations to avoid cutting muscle along with fat - or inadvertently cutting skills
that would be critical to future success. The most advanced organizations in the world use human capital metrics
and analytics tools to manage their workforce. With a defined human capital strategy, and advanced metrics to
measure success, organizations are able to build a lean and highly productive workforce, and be prepared to
quickly outperform competitors when opportunities surface.

Total Cost of Workforce

The first metric, Total Cost of Workforce, can be used at a macro level to measure alignment of the workforce with
business objectives. The workforce is usually the largest single cost for organizations. The average Fortune 500
company makes a $3 billion plus annual investment in its workforce that the return on investment cannot be
adequately measured. Even in organizations that have high capital content and operation costs, such as the airline
industry, people costs consist of extremely skilled talent that can be very expensive on an individual level.

In most organizations, CEO and top line management continually ask, "How do we know we have the right staff?” Or,
“Do we have the right number of people to achieve our objectives?” Regardless of the economic circumstances,
these questions will always be critical in linking workforce and business strategy. How do we know we have the
right mix going forward? All these questions are directed at HR. However, HR rarely has the tools to adequately
answer these questions.

[ \ Total Cost of Workforce is the sum of all workforce related costs, including all
Formula: compensation, benefits, and other employee costs. Total cost of employees includes all

Total Cost of employee related costs for the organization for a given period of time. The workforce is
Workforce = defined as employees plus contingent (contract and temporary) workers.
Total Compensation Measuring Total Cost of Workforce allows organizations to get a true picture of their

Costs + Benefits Costs + workforce spend and make better workforce strategy decisions. Organizations that only

Other Workforce Costs j i )
track employee costs are inaccurately representing their true workforce costs for
See HCMI's Human reporting and analysis purposes. Instead of applying workforce strategy like peanut
Capital Metrics butter - at the same level across the whole organization - embedding workforce cost
Handbook for more

\ information. j information and metrics into advanced tools, such as HumanConcept’s OrgPlus
Enterprise software, builds a workforce analytic capability and focus that allows users

to more effectively manage the size and shape of the workforce. For maximum value and insights, Total Cost of
Workforce can also be analyzed as a percent of expenses or revenue, and across multiple dimensions, such as

business unit, job group, and tenure, among others. The ability to identify and execute specific workforce cuts, re-
organizations, and acquisitions and divestitures enables both thorough and thoughtful risk management and
identification of unrealized opportunities for cost savings. For more information on Total Cost of Workforce, check

out our article, “Managing an Organization’s Biggest Cost: The Workforce.”
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Management Span of Control

The second metric, Management Span of Control, is the best tool to address cost and structure of the management
staff. When organizations are looking to optimize productivity and efficiency, this metric can be used to evaluate the
overall organization as well as particular regions or business units. Management Span of Control is calculated by
dividing the total population (including management) by the total management population. This could have a ratio
of 3 to 1 or 5.5 to 1, for example. By understanding management span of control, and tracking it over time,
organizations will gain insight into workforce trends and mix, for example if the workforce is top heavy or if
management is stretched too thin.

Management Span of Control can be used to identify pockets of the workforce where
a specific structure can work better than others.
optimize by increasing span of control where workers perform better with less

The organization can adjust and

management intervention, or decrease span of control with entry level workers who
need more guidance. Not only do these “surgical” moves optimize the cost structure,
but they result in happier, more productive workers, and decrease unplanned
turnover. A complementary metric is Organization Layers, which looks at how many
levels of reporting relationships exist to the top of the organization.

Figure 1 below is a sample organization chart from HumanConcepts,’ OrgPlus
Enterprise that automatically calculates metrics on each manager, group, or
division. The metrics update automatically, so any adjustments and testing of
scenarios are instantly reflected.

investigation. Employees with manager titles, but that do not supervise staff are also automatically excluded from
This is very useful, because as reorganization scenarios are tested, progress in relation to the

the calculations.
planning objectives is displayed on a real-time basis.

Figure 1: OrgPlus Enterprise Management Span of Control Organization Chart

Jane Smith
EWF, Human Resources

( Formula: \

Management Span
of Control =

Total Mgmt and Non
Mgmt Population /
Total Mgmt Population
with Direct Reports

See HCMI's Human

Capital Metrics
Handbook for more

\ information. j

In addition, color coding can be used to quickly and easily identify areas for

Management Span of Control:

Total Employees Managed:

6

22
Workforce Distribution

Costs Mobility
Performance Tumover
- =
T [
Greg James Mike Thomburg Sarah Mattingly
VF, HRIS VP, Talent Development VP Communications
Management Span of Control: 2 Management Span of Control: Management Span of Control: 4
Total Employees Managed: 3 Total Employees Managed: Total Employees Managed: 4
Tenure Workforce Distribution Tenure Workforge Distribution Tenure ‘Workforce Distribution
Costs Mobility Costs Mobility Costs Mobility
Performance Tumover Performance Tumu\er Performance Tumu\Eé'l
Fred Biddle AprilVader Rich Leathermen
Manager, Information Sy Manager, Organization Development Manager, Comunications
Management Span of Control: Management Span of Control: 2 Management Span of Control: 2
Total Employees Man [— Total Employees Managed: 3 [— Total Employees Managed: 2
Tenure Workforce Distribution Tenure Workforce Distribution
Costs Mobility Costs Mobility
Performance Tumover Performance Tumover
T T

Three mistakes that organizations make related to span of control are: (1) promoting people to management tracks
that may or may not be the best managers; (2) including managers who are not managing people, but managing
projects and this may be their core competency; (3) managing span of control for distinct groups to an organization
average or benchmark, instead of optimizing span of control for each group.
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Measuring and tracking Management Span of Control can be tricky because it relies on hierarchy-based calculations
that aren't part of most reporting or analytics tools. It also is difficult because there are many people with manager
titles who do not manage people, for example, project managers, program managers, etc. Using span of control,
especially in large organizations, can uncover significant opportunities for cost savings, increased efficiency and
productivity improvements over time. Leveraging a digital organization chart, such as HumanConcepts’ OrgPlus
Enterprise software, can help organizations avoid these pitfalls and analyze their workforce to gain valuable
insights and rapidly make the necessary adjustments.

High-Performer Turnover Rate

The third metric is High-Performer Turnover Rate. Most everyone is familiar with overall turnover rate, and there is
a lot of information on the Web and in various sources and research about the impact of turnover. However, we
actually disagree with a lot of conventional wisdom on turnover rate. Unless turnover rate is very high and possibly
in some cases extremely low, it does not necessarily indicate failure. It simply indicates how many people you're
losing. If an organization is conducting a reorganization or restructuring, turnover might be unusually high, but may
actually be good for the business.

-

\ The real key, in good times or bad, is how many high-performing employees are leaving the

Formula: company. This can be calculated by dividing the total number of high-performing
High Performer employee.s th.at terminated in a gl\{en period by the average high ;.)erff)rmer populatlon. at
_ the organization over the same period. We frequently talk to organizations that have a high

Turnover Rate = o . i
] degree of focus on turnover, and indicate due to the cost, they'll do anything to avoid
TOt;{Lg:IgiZ;?g{l (;r;ner it. However, without accurate calculations to identify the true cost of turnover, and how it
Average High varies between performance levels across segments of the workforce, organizations don’t

Performer Headcount have the right information for data driven decision making and launching intervention
strategies. Other organizations say, "Well, we don't really have a turnover problem. Our

See HCMI's Human
Capital Metrics turnover is only 4 - 6%, so it's not an issue." In which case we ask, "What is your high-
Handbook for more performer turnover rate? What percentage of your best people are you losing?” We usually
information.

/ get a blank stare back, because many organizations don’t actually know how many high
performing employees are leaving.

\_

Turnover alone, only tells you how many employees you've lost. High Performer Turnover Rate indicates the value

of that loss, in other words, it's predictive of pure talent loss. Why? Because if the overall turnover rate is only 4%,
but high performer turnover rate is 8%, in essence, you're bleeding talent. What are you replacing it with? In all
likelihood, average performers. Over time, you'll be shocked as you no longer have a productive workforce with
high-performance capability. The other issue is that it often takes more than one person to replace the high
performers that are lost, which significantly increases your costs over time. Some supervisors are upfront about it
and say, "I lost one of my best employees. I may need to restructure the department." Other supervisors aren't as
cognizant of it. Instead, they continue trying to produce the same amount of work with the same resources, and the
next thing you know two or three positions are added to replace the one high performer who left. The high
performer was doing the equivalent of two or three jobs; hence it would have been better for the organization to
have done everything they could to keep them.

In addition to turnover, organizations can measure high performer retention. Some companies incorporate this into
the management mindset by creating a goal for management to maintain a certain retention rate for high
performers. This enables organizations to create dialogs around building high-performers and developing success
profiles for employees who might be more likely to stay or become high performers. Once this is established,
organizations model how high performers vary across different job groups and segments of the workforce. When
you can answer some of these questions, you really enable yourself to take huge steps forward and create levers that
connect workforce analytics to business outcomes and truly drive results.
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Career Path Ratio
The fourth metric is Career Path Ratio, which shows the rate of upward movement ( Formula: \
versus lateral movement at an organization. Why is that important? If you think of
organizations as a pyramid, there is a limited amount of up, but there's an almost

Career Path Ratio =

unlimited amount of over. There is a great deal of transfer capability for many Total Pr OmOti_OHS/

different professional and executive roles. This is a very low cost way to enhance and (T;‘i‘:‘llf;:;?;;?e‘;"s *

build workforce capability over time. It's also a way to renew and expand experience

by giving workers new jobs that stretch and challenge them in new ways with a See HCMI’s Human

minimal increase to workforce costs. Many leading organizations have developed a Capital Metrics

spiral staircase with more lateral movement than upward movement. Their planning Handbook for more
information.

factors in lateral movements and transfers both within the same functions and cross

functionally, such as from Finance to HR.

Career path ratio is calculated by dividing total promotions by total movement at the organization. This metric
combines two important measures that reflect mobility together into one metric that is more meaningful: total
promotions and total transfers. If the ratio is close to 1, then it means the organization is either doing too many
promotions or it's not doing enough transfers. Career Path Ratio can be calculated at an aggregate level for the
entire company, business unit or by position group. Figure 2 below shows an example of calculating the value of a
career path for the Accounting function.

Figure 2: Career Path Model of an “Appreciating Asset”

CAGR = 10.0%
$130,000

$100,000 g g
The ten-year cost savings is the area between Dir., Accounting
the cost of External Hires compared to the R 5 o%
career path of an Internal Staff Accountant RUSGEREL t
4
$90,000 .
4
4 =
’ Mgr., Accounting
680,000 Entry level Staff Accountant g AT ? 70,100 =
L4 4
¢ 0
> Cost Savings . =
% from Internal .
@ $70,000 Development . Sr. Accountant
% $67,000 ¢ Sr. Accountant
s . =’ Internal
.- Hiring Cost -
.- Over Time
$59,800 -
$60,000 - ®  Accountant
- Accountant
. . . . . Ave Annual Rate
$49,600 © ‘Slz:ff Accountant = : : : Market Rates
$50,000 * L. — - (50%-75%ile)
sotfosie o = T - -T-
$46,400 u Staff Accountant
$40,000
0 1 2 3 4 5 6 7 8 9 10 10+
CAGR: Compound Annual Growth Rate Years of Experience

Career Path Ratio ads a very powerful dimension for measuring career path mobility and internal movement
throughout the organization. When organizations analyze Career Path Ratio in combination with employee
retention and performance, they are able to identify linkages between mobility and drivers of critical workforce
issues. Identifying true drivers of engagement, performance and retention allow organization to use mobility to
shape results and improve workforce productivity and business performance, while effectively managing workforce
costs.
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Talent Management Index

The fifth metric is Talent Management Index, which is a combination of metrics that work together holistically
across the entire employee lifecycle. This metric allows organizations to evaluate and analyze talent management
practices for recruiting, mobility, performance management, training and development, and turnover and retention.
Tracking Talent Management Index also enables organizations to hold all levels of management accountable for
management practices and quality, by measuring effectiveness of hiring practices, success of training and
development efforts, and cost efficiency.

While many metrics could potentially be included in an organization’s Talent Management Index, below are 5
recommended metrics, several of which are also included in our top five metrics for workforce analytics:

( \ 1. New Hire High Performer Rate - In the recruiting and hiring area, New Hire High
Formula: Performer Rate is calculated by the percentage of new hires rated as high-quality, high-
potential, or high-performing employees, depending on each organizations new hire

Talent Management °
evaluation and performance management process and standards.

Index =
2. Percent of High Performers - For a particular workforce segment, business unit, or
overall organization, this metric measures the percent of the population that is rated as high
performing. The best use of this metric, when calculated as part of Talent Management

Combination of Select
Key Metrics, Weighted
by Importance and

Impact to the Index , is on an individual manager basis to hold management accountable for nurturing
Organization and developing the organization’s most promising talent.
See HCMI’s Human 3. Career Path Ratio - As described on the previous page, Career Path Ratio measures
Capital Metrics relative upward and lateral mobility at the organization. For optimal use as part of Talent
Handbook for more Management Index, this metric should be calculated by individual manager.

\ information. j 4. Total Cost of Workforce - While it may be hard to see how cost of workforce relates to

talent management, the best managers are actually able to achieve better results while

reducing overall workforce costs. Whether it's through more efficient recruiting and hiring methods or using
transfers, mobility, or promotions effectively, these managers are able to build, rather than buy the best talent.

5. High Performer Turnover Rate - This metric allows organizations to measure management effectiveness in
retaining top talent at the organization. Again, when included as part of a Talent Management Index, this metric
should be calculated on an individual manager basis. For effective talent management at any organization, the focus
should always be on identifying, grooming, managing and retaining top talent.

Figure 3: Example Talent Management Index

Example Talent Management Index

Recruiting and Performance il Costof Turnover and
Mobility
Hiring Management Workforce Retention
b 20% 3 20% b 20% 3 20% L 20%
e New Hire High ¢ %of High Performers e Career Path Ratio o Total Cost of « High Performer
Performer Rate Workforce % of Turnover Rate
Expenses

Talent Management Index
The Talent Management Index is a holistic measure encompassing a manager’s total
talent management practical results and impacts. Such a metric can be used as an
incentive compensation modifier. It is designed to hold senior management
accountable for Talent Management. Ideally, all index metric components should be
calculated on an individual manager basis.
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As indicated in Figure 3 on the previous page, Talent Management Index is comprised of a combination of key
metrics, each weighted according to importance and impact to the organization. The overall index can be displayed
as a percentage of 100, or on a 10 point scale, depending on organization preference.

The power of the Talent Management Index lies in evaluating individual managers and making targeted and specific
improvements to improve the overall performance and productivity at the organization through effective talent
management practices. An excellent tool for managing this index is a digital org chart, in which metrics can be
calculated and readily reported and analyzed, such as HumanConcepts’ OrgPlus software. Leveraging Talent
Management Index shifts the paradigm from managers simply being evaluated on business results, to also being
held accountable for achieving management by objectives around talent retention, productivity, employee
development, efficiency, and, ultimately, the resulting desired business outcomes.

Conclusion

The potential of these top five metrics is significant, and the greatest value can be achieved when they are linked to
financial metrics, such as revenue or profit for FTE, for example. By leveraging key metrics to predict future
outcomes, organizations have the ability to identify potential issues before they become problematic, calculate the
financial impact, and formulate a strategy for intervention.

Organizations can use these top metrics to move from awareness to excellence in their human capital practices, and
as an important step to enable predictive analytics and advanced workforce planning. In addition, these metrics are
critical components for analysis to quantify the ROI of workforce decisions, identify employee success profiles and
develop a true talent management strategy at any organization. For maximum impact, measurement should be
conducted across all elements of the employee lifecycle.

Targeting critical workforce metrics that link workforce strategy to business results will finally give HR a seat at the
table and the credibility to make business and workforce strategy decisions by identifying cost savings
opportunities, improving retention of key talent and increasing workforce productivity and efficiency.
Organizations that are able to leverage data driven decision making for the workforce will not only outperform their
competitors, but also return higher value to shareholders and be better positioned to meet workforce and business
demands for the future.

Article by Jeff Higgins, Grant Cooperstein and Moun Peterson of Human Capital Management Institute (HCMI) and
Katy Colletto of HumanConcepts. For questions or more information on our products and services, please visit our
websites at www.hcminst.com and www.humanconcepts.com.
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