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Change need not be as risky and wrenching—if directors understand key issues involved.

Competitive realities in today’s busi- All too frequently, however, apparentlyvent such failure? The answer lies in
ness world are forcing the need for largerational but ambitious organizational transanderstanding and avoiding common pit-
scale transformations of organizationdprmations such as “Vision, Version 2"falls of organizational change.
even in successful companies. While istall or deralil, delaying anticipated bene-
some cases transformation initiatives cdiits and shaking shareholder confidenceTransformational Pitfalls
lead to dramatic business improvements,Witness the situation at Sunbeam
in other cases the transformation magorp., the appliance manufacturer that There are four common pitfalls that can
stall or even backfire. was losing market share and definitely iistall or derail even the best corporate ini-

The board of directors can play ameed of a transformation when Albert Jiatives or transformations.
important role in smoothing the transDunlap was hired as CEO in 1996_. ) . .
formation process by understandindgKnown as “Chainsaw Al,” Dunlap had Pitfall 1. One-Size-Fits-All
some of the common pitfalls an organimade a name for himself at Scott PaperThe first, illustrated by the example of
zation may encounter, and by ensuringnd Lily-Tulip, where he had slashedSunbeam Corp., is expecting staff
that executive teams are adopting @bs and upped corporate profits. Upocshanges to produce quick results with a
focused, systematic approach to chandming hired at Sunbeam, Dunlap wastetbne-size-fits-all” solution. While some-
initiatives. Directors can also play ano time in using his well-publicized times the existing leader is no longer a
major role in managing shareholderpproach to corporate transformation: Hmatch for the job, it is not always safe to
expectations during the transformatiomuickly picked up his chainsaw and cuassume that an individual who is a star in
to give this reasoned approach a chan&inbeam’s work force in half and intro-one organization can simply impose his
to take effect without damaging shareduced other major initiatives designed tor her solutions on another organization,

holder confidence. cut costs and boost profits. While hopeas Al Dunlap tried to do at Sunbeam. A
for a transformed Sunbeam were highwarning sign: If transformational
Contrasting Change initially driving its stock from $12 to $50 progress is stalled or regresses even after
a share, after nearly two years, thingeew leaders are brought in, the organi-
Even successful companies can benstarted to crumble. zation may be experiencing this pitfall.

fit from organizational transformation. Despite all the cost-cutting moves_,. . .
. ; Pitfall 2: Covert Resistance
Take Microsoft Corp., for example, cur-Sunbeam posted a first-quarter loss in
rently undergoing a sweeping overhaul998, and allegations were made aboutWhile replacing leaders of an organi-
of its philosophy and structure despitartificially inflated profits in previous zation will guarantee change, it may not
incredible prosperity. While its finan- quarters. Shortly thereafter, Sunbeamguarantee progress, as the problems may
cial performance has been astoundingpard fired Dunlap. go well beyond any one person or group.
there had been growing discontent atWhy did Sunbeam fail to achieve sucThe new leader frequently faces covert
Microsoft—layers upon layers of redcessful change? How can Microsoft preresistance, the second pitfall. Many
tape caused lags in decision-making and
product development, key talent hag
been leaving, and the company face
more challenges to its product domi
nance than ever before.

The transformation, dubbed “Vision,
Version 2" by Microsoft chairman Bill
Gates, aims to streamline decision-mak
ing and reinvigorate employees, an
industry analysts seem to think it's &
step in the right direction.

Large-scale corporate change initiatives often
backfire, creating more problems than they solvsl.
Directors can ensure successful transformation
efforts by understanding common pitfalls, by
understanding culture—both formal and infor-
mal—and by asking the right questions.

DIRECTOR
SUMMARY
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Formal corporate Pitfall 3: Lack of Preparation executives was the belief that there was
: free-flowing communication within their
culture involves While forcing major changes createsrganization.

everything that's one set of problems, premature intro-

official—the duction of major changes leads to th&he Importance of
., . third common transformational pitfall: Corporate Culture

corporation’s mission lack of preparation. Executives can get

and value statement, the everyone charged up for a key initiative, All of the transformational pitfalls have
. and get all the employees enrolled and common theme: the importance of fully
pOIICy _manual’ the excited, but lo and behold, for a varietyconsidering existing corporate culture in
Operatlng procedures, of reasons the organization isn’t able tplanning and advancing the transforma-
the performance review ?r]bsp(p the magnitude of the changg, an@n. What exactly is corporate culture?
) . e initiative crashes and burns—until thét's defined by the formal and informal
system, the organization next major initiative is introduced. Notvalues, beliefs, and practices that exist
chart, and so forth. only does this lead to a “flavor of thewithin a corporation. Culture encom-
month” cynicism, but the unfortunate lin-passes the way in which the organization
gering effect is a reluctance in the orggeresents itself to the outside world as
nization to innovate and try newwell as the way in which internal opera-
times, transformation initiatives will be approaches. The truth is that the sant®ns are conducted.
mandated from the top down without thenitiative would have had a greater Formal corporate culture involves
proper support or planning. The CEQhance of success if it had been intraeverything that's official—the corpora-
and/or executives will insist on theduced in an incremental manner. tion’s mission and value statement, the
change, and the organization will One client company learned this lessopolicy manual, the operating procedures,
respond back with lip service agreementhe hard way when the new CEO chosine performance review system, the
but in reality, everything keeps on hapto introduce a large-scale reorganizatioarganization chart, and so forth. Infor-
pening the way it did before the initiativeof his company into cross-functionalmal culture involves what really happens
was put into place. teams. The initiative was introduced wittwithin a company—the real values,
For example, executives of a compangreat fanfare, and there was tremendobeliefs, and practices. While more weight
| was called in to help had decided t@xcitement about the potential for news usually given to the formal culture in
introduce Lotus Notes in its workplaceresults. However, the CEO didn’t realizgplanning and communicating inside and
to improve information sharing andhow deeply embedded the organizatioautside the organization, the informal
cross-group communication. Managerazas in hierarchical “silos.” Conse-culture is more important in shaping
had explained the benefits of the newuently, the move to cross-functionalvhat really happens.
system, provided training, and encourteams was derailed as teams were under¥When the formal and informal corpo-
aged its employees to use the systemmined by other priorities. While the ini-rate cultures clash, as often occurs with
However, the team charged with plantiative eventually got back on track, fix-transformations, gridlock can ensue, as
ning and implementing the Lotus Notesng the problem required extra time andh the pitfalls I've described. If a formal
initiative did not take into account theresources that could have been appligditiative is counter to the informal busi-
natural tendency of organizations telsewhere. ness culture, the informal culture will
“push back.” Pitfall 4 Incorrect Information win every time. In order to avoid that
While the new system was well sup- ' gridlock, and the derailment of the trans-
ported in one sense, management main-The last pitfall, but certainly not theformation, it's important to understand
tained many formal and informal incendeast, is taking or failing to take actionboth types of cultures and take them into
tives for the work force to value shortbased on incorrect information orconsideration when developing initia-
term speed and immediate results. Therassumptions. In a widely publicized casdives.
fore, employees were reluctant to taken February 1999, Sears, Roebuck andTo successfully lead an organization
the time to fully familiarize themselvesCo. paid a $60 million fine against ahrough a transformation, leaders need
with the new system, citing that it wascharge of bankruptcy fraud perpetratetb adopt a focused, systematic approach.
“too much work” to use. by one of its subsidiaries. The problem,
While the employees did not openlywhich went undetected by Sears execu-
rebel, and outwardly voiced a willing-tives for over a decade, was apparent|nformal culture involves
ness to use the new technology, thedriven in large part by pressure to mee cop -
covert resistance resulted in wasted timaggressive business goals imposed dLWhat rea”y happens within
and resources along with missed oppoirg a transformation effort, along with aga Company—the real
tunities by underutilizing this potentially reluctance of front-line workers and mid- ;
powerful technology. dle management to send bad news to tvalue_s’ behefs, and
top. The fatal assumption made by Seapractices.

6 » NRECTOR'S Aonttly PLANNING AND EVALUATION JULY 1999




Too many managers have been pressurpedople were treated with dignity and In summary, understanding both for-
into an “act now, think later” mentality, respect. In other words, they establishemial and informal elements of the exist-
especially when the transformation is ttvealthy culture traits that had been lackhg corporate culture is an essential ele-
be accomplished under difficult circum-ing in the old culture. ment of organizational transformation.
stances, with boards and shareholderaNeedless to say, it worked, but th&Vithout taking culture into account, a
clamoring for immediate results. Man+transformation required an incrementatransformation can easily succumb to pit-
agers and directors will be more effecprocess. However, the payoff has beéefalls that can cause it to fail. If the board
tive when they launch a transformationvorth the investment. Huge reductionsind management understand their formal
by conducting an assessment of thieave taken place in turnover, sick leavegnd informal business culture, their trans-
existing corporate culture—a “snap-on-the-job injuries, and workers’ com-formation initiative has a greater chance
shot"—and see how it might affect ompensation claims. And even more imporfor realization. The board’s involvement
interact with initiatives that need to betant, Continental Airlines has achieveatan help keep the process on track and
put into place. For example, Microsoftdramatic and profitable results in the pagfive it time to succeed.

President Steven Ballmer conducted 108€everal years.

in-depth employee interviews before Pamela S. Harperis president and
coming up with the “Vision, Version 2” \What Is the Board’s Role? founder of Business Advancement Inc., a
plan to reinvent that corporation. consulting firm specializing in helping

Once the existing formal and informal While corporate boards of directorseexecutives develop and advance strate-
corporate cultures are understood, exeasually don’t have day-in, day-out con-gic initiatives. Since 1991, BAI has con-
utives need to address the underlyintact with their organizations undergoingsulted to a variety of mid-sized for-
issues that can lead to resistance and paansformation, they cannot be divorcedune500 clients to close the gap between
formance problems. Of particular imporfrom the goings on. Board members castrategy and business world reality. In
tance is how a gap between the informalsk questions of the CEO to make cerddition to her work with clients, Ms.
and formal business cultures is inadvetain that the plan devised by executivellarper is an adjunct faculty member
tently perpetuated through a wide rangis realistic and takes a focused, systemvith New York University’s Management

of rewards and punishments, such astic approach. Institute. Her articles on issues related
praise, criticism, promotions, “perks,” Examples of questions that the boartb developing and advancing strategic
and terminations. Once the culturatan ask include: initiatives have been published in inter-

issues have been addressed, realistic . . Inationally circulated trade journals. She
L » What are the potential business cul-
goals and priorities can be set, and thte

speaks nationally on these topics as well.
o ure obstacles that must be overcome f . . . , e
organization can be prepared for thﬁﬂs transformation to be carried ou r information, visit BAI's web site:

t

changes to come. within the estimated time frame? tp://www.businessadvance.com.

A Successful Transformation » What assumptions about the existing

business culture are being made by this

Greg Brenneman, president and VicerBnsfideatiGhoplah®<gvisesed of deci-

of Continental Airlines, knew how impor- sion making, communication flow, etc.)

tant culture issues would be in his effort |\ . olans exist to deal with orga COMING SOON IN
to transform that troubled corporation in_._ _.. ; . DIRECTOR'’'S

i N ) nizational anxiety and resistance?

1994. The “Go Forward Plan” to reinvent MONTHLY

the airline and make it profitable included » What is the plan for communicating

four cornerstones: “Fly to Win,” the mar-with stakeholder groups to support an| ~ From August through February g

ket plan; “Fund the Future,” the financialreassure them during the transformatig next year, we plan the following

—

plan; “Make Reliability a Reality,” the period? theme issues:

product plan; and “Working Together,” Human Capital

the people plan, designed to transform Continental understands the impor  aydit Committee
Continental’s culture. tance of this last point. Its recent large  compensation Committee

The “Working Together” plan called scale transformation was carefully an{  gqycation and Technology
for changing the culture from one whereonsistently explained in person and il pjversity
work groups were commonly pittedwriting to each stakeholder group t¢  NACD Annual Conference
against one another, communicatioensure that there was a common unde  prjyate Company Boards
between management and employeasanding of the challenges that wer
was minimal and employee’s suggestioriseing faced and the steps that wel  \eanwhile, we will continue cov-
disappeared into a “black hole,” to onéeing taken in response to these ché gring hot topics as they arise. Let Uis
where employees had confidence ifenges. This bolstered confidence cotl near from youh
management, peace was maintained asdlerably.

promoted between work groups, andynderstanding Essential
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