Management

Enabling Execution

BY ANDREW SPANYI

Our 2003 priorities are to protect mar-
gins, decrease costs, increase cash
flow, and improve bottom-line results.
That line paraphrases the thrust of one major
corporate CEO’s company-wide communica-
tion in early 2003. | suspect it was echoed by
dozens, if not hundreds, of other corporations
across the country.

Given the current business environment,
many companies will find that executing on
such priorities will be easier said than done.

Why are there so few companies that beat the
odds? Why do we continue to read about the same
handful of organizations who consistently build
shareholder value through improved perfor-
mance? Why is it that so many others stagger when

it comes to executing on company priorities?
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While the present business landscape is definitely one
reason, it isn’t the only one. The traditional functional
mind-set of many senior executives may well be the single
most important obstacle to achieving sustainable perfor-
mance improvement in what is the most turbulent busi-
ness environment that most managers have faced in their
careers.

HOW DID WE GET THIS WAY?

Functional thinking evolved in the latter stages of the
industrial revolution. In a nutshell, leaders came to
believe that functional excellence in the areas of sales,
marketing, production, logistics, and finance were the key
to exemplary performance. This line of thinking led to
the development and eventual predominance of the func-
tional organization structure in the 20th Century during
a period where scale was more important than speed.
Even though the functional organization has come under
increasing criticism during recent years as organizations
have adopted structures based on product lines and mar-
ket segment, the functional paradigm remains deeply
entrenched in the minds of many leaders.

The fundamental problem with functional thinking is
that it promotes “turf” protection and a command-and-
control mentality.

Since true customer and shareholder value is created
through a series of activities that cross organizational
boundaries, functional thinking can impede the leader-
ship team’s ability to focus on what really counts. The
typical symptoms of functional thinking include a dis-
proportionate preoccupation with organization structure,
an undue emphasis on actual-to-budget performance,
and a tendency to develop information systems based on
narrow, departmental requirements.

Is your organization’s progress hindered by your lead-
ers’ functional thinking? Simply answer the following
questions:

1. Do your leaders focus more on reporting relationships
and protecting their domain than on the flow of activ-
ities in delivering products and services to customers?

2. Is there a lack of shared understanding about the
company’s strategic direction, as evidenced by sepa-
rate functional strategy documents that don't tie clear-
ly to the company’s overall strategic plan?

3. Does it take too long to fix workflow problems
because the local culture requires that they be elevated
to the V.P. level for resolution?

4. Do you find that improvement projects such as Total
Quality Management (TQM), Six Sigma, and reengi-
neering are often defined in terms of functional
boundaries, leading to duplication of effort and
implementation challenges?

5. Is there a greater focus on “plan vs. budget” rather
than measures of the quality, timeliness, and cost of
services provided to customers?

6. Are your information systems projects defined in
terms of functional boundaries, and do you find that

Strategic focus is essential to execution.
In a nutshell, it requires a succinct
statement of strategic direction that can
lead to action, with clarity on the critical
business issues that need to be
addressed for success.
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various IT systems don’t communicate well with one

another?

If your leadership team’s mental model is indeed dom-
inated by functional thinking and you have aspirations to
be “best in class” in today’s business climate, then you'll
need to transform the way people think and where they
place their loyalties.

WHERE DO WE GO NEXT?

So what to do? How can you transform the traditional
functional mind-set so that your organization is passion-
ate about making it easy for customers to do business
with you and easier for employees to better serve your
customers?

First, let’s be clear. Changing the culture and mental
model of the executive team is the task of the leader, but
the senior financial executive has a critical, visible role to
play in this initiative. The CEO and CFO need to work
hand-in-hand to ensure that there is clarity on strategic
direction, organization alignment, and operating disci-
pline. This isn’t something that might “bubble up” if you
wait long enough. Your leader must be front and center in
communicating that the executive team’s mental model is
a key enabler in the creation of sustainable competitive
advantage.

The key element in transforming the traditional func-
tional mind-set is adopting and institutionalizing busi-
ness process thinking in the organization. Let’s face it—in
an environment where speed, quality, and customer expe-
rience are rewarded by the marketplace, it makes more
sense to focus on the consistent execution of the cross
functional activities that create value than on functional
excellence.

CLEAR STRATEGIC DIRECTION

The first step in the journey of transforming the leader-
ship team’s mental model is to achieve clarity on strategic
direction or strategic focus. The CFO’s voice is critical in
stressing that strategy must begin with the customer and
not with the numbers.

Business process thinking offers a valuable tool—the
process relationship map—in depicting an organization’s
capability to satisfy customer requirements. It documents
the company’s core business processes and the cross-
group or department dependencies in business process
execution. It can provide a framework on which to attach
data on desired levels of performance, to depict current
performance, and to assess the size of the gap and which
group or department will need to cooperate to close the

gap. Further, it'’s a useful illustration to frame key choices.

After all, clarity around strategic direction is all about

making difficult choices.

Strategic focus is essential to execution. In a nutshell, it
requires a succinct statement of strategic direction that
can lead to action, with clarity on the critical business
issues that need to be addressed for success. The business
process mind-set fits well with the thrust of Michael
Porter’s landmark article, “What Is Strategy?” (Harvard
Business Review, November/December 1996, pp. 61-80),
where Porter argues that “activities are the basis of com-
petitive advantage,” and competitive strategy means
“deliberately choosing a different set of activities to deliv-
er a unique mix of value.”

This approach facilitates the leadership team’s ability to
look at the business from the outside-in as well as the
inside-out and develop a jargon-free core strategy that
inspires from the boardroom to the lunchroom.

It enables the leader to ask and answer the following
critical questions:

1. Does the leadership team have a shared understanding
of the key business processes that deliver value to
customers?

2. Is there clarity around the activities where the organi-
zation will excel and those it won’t engage in?

3. Is strategic direction expressed in jargon-free
language?

4. |s the strategic direction clear enough so it will be
possible to communicate to employees the goals of the
business process within which they work and their
potential individual contribution?

If you can answer “yes” to these questions, the way is
paved for keeping strategy front and center in people’s
minds and hearts throughout the year.

CLEAR ORGANIZATIONAL ALIGNMENT
The next step in the journey of transforming the leader-
ship team’s mental model is to achieve clarity on organi-
zational alignment. This isn't simply a matter of
structure; alignment is also required with respect to cor-
porate policies, performance measurement, and perfor-
mance management and reward systems. In this regard,
it's crucial to keep in mind that organizations are com-
plex business systems within which a change in any one
component is likely to have an impact on other compo-
nents. Accordingly, an understanding of the critical link-
ages is essential.

Again, the senior financial officer has a crucial role to
play. The key mental model change here is that measures

August 2003 | STRATEGIC FINANCE




The initial emphasis needs to e on
establishing systemic thinking at the
level of the executive team to
encourage executives to see the big
picture on a continuing basis and
refrain from reconstructing walls
between work groups.

around the timeliness, cost, and quality
of service and product delivery are just
as important as the traditional financial
metrics such as revenues, net income,
and cash flow. Further, planned perfor-
mance around the execution of key
business processes should be the princi-
pal driver of discretionary bonuses for
the executive team members. After all,
the CFO is the official keeper of finan-
cial data, so his/her opinion matters.

The key factors to consider on the road to organiza-
tional alignment are:

1. Ensure that the organization’s core business processes
are designed to deliver on its strategic goals.

2. Ensure that the organization structure enables effec-
tive business process execution.

3. Install a multifaceted measurement system.

4. Align rewards with desired outcomes.

In some cases, discussing these issues will stimulate
questions around the viability of the organization’s struc-
ture. That's to be expected. Establishing and empowering
Cross-group or cross-department teams can often com-
pensate for structural flaws that threaten to impede effi-
cient and effective cross functional business process
execution.

But in the case of companies where turf protection is
deeply entrenched, restructuring along business process
lines may be in order. Stated simply, if turf is an intrinsic
part of the culture, doesn’t it make sense to define “turf”
in the context of those related activities that create value
for customers? Business is indeed a team sport, and the
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teams that matter are those that create value for cus-
tomers and shareholders.

While a company may succeed in having all the ingredi-
ents in place for strategic focus and organizational align-
ment, the focus and alignment need to be sustained once
they’re established. This requires operating discipline.

OPERATING DISCIPLINE

Often it will take a company some time to put the com-
ponents in place for organizational alignment. As the
alignment work proceeds, the leader needs to deploy the
key strategic themes within a business process framework
as a powerful tool that can be used to communicate with
each employee and help them see their potential contri-
bution to the company’s evolution.

To sustain focus and alignment, the leader needs to
communicate and educate on multiple fronts. The initial
emphasis needs to be on establishing systemic thinking at
the level of the executive team to encourage executives to
see the big picture on a continuing basis and refrain from
reconstructing walls between work groups. Once that’s in
place, then the leader needs to partner with members of



the executive team to cascade the message to middle
management and throughout the company.

The role of the CFO is crucial here in terms of clearly
linking budget reviews to monthly meetings on the com-
pany’s progress toward the financial and nonfinancial
goals in business process performance. Remember the old
adage, “What gets measured gets done™? Unless the orga-
nization develops this routine, whereby business process
performance is perceived to have as much weight as the
traditional financial measures, managers may simply pay
lip service to business process.

Beyond creating the means to sustain focus and align-
ment, it’s important to work tirelessly such that change
and innovation are accepted. This calls for business
process thinking and business process management men-
tal models that ask, “Why are we doing this at all?” as well
as “How can we improve performance?”

The key point is this: Even those organizations that
may have learned to think systematically about one or
two business processes often don’t know how to think
about their entire business systemically in business
process terms.

What are the benefits of transforming an executive
team’s functional mind-set to one based on business
process principles?

One: It facilitates a more succinct expression of purpose
and strategic direction. The relatively simple language of
business processes enables leaders to avoid the excessive
use of jargon and frame their purpose and strategic direc-
tion in terms that can be understood from the boardroom
to the lunchroom. Doesn’t it make more sense to say, “We
are dedicated to improving our performance in delivering
‘perfect’ orders (on time, complete, no defects) from ‘x’ to
‘y’ percent” than to talk in terms of jargon such as “opera-
tional excellence” or “customer intimacy”?

Two: It places cross-group linkages and interdependen-
cies under a microscope as clarity is achieved in defining
the cross functional and cross-group business processes
that create value for customers and shareholders. For
example, it heightens awareness of why and how it’s nec-
essary for the sales department, the marketing depart-
ment, and call centers to collaborate with respect to
offering exemplary service to customers.

Three: It promotes more of a balanced view on perfor-
mance measurement, with a greater focus on the timeli-
ness and quality of key business process outputs, such as
on-time product or service delivery performance, and
cycle time to develop new products or services to balance
the traditional financial metrics such as actual to budget,

EBIT (earnings before interest and taxes), and cash flow.

Four: It assists in framing management reward systems
s0 as to create a more objective view on group interde-
pendence in delivering on key customer requirements.
This means modifying executive bonus compensation to
have at least some component of their bonus be deter-
mined by the degree of progress achieved in business
process performance improvement.

Five: It places the deployment of information technol-
ogy in the proper perspective, which is to enable the
organization’s performance in executing key business
processes.

Six: It can help decide the role of teams in the organi-
zation. Historically, organizations have struggled with
questions relating to when a team approach should be
taken, who should be on the team, if it should be a stand-
ing team or an ad hoc team, etc. When organization
design factors are considered within the context of enter-
prise business process performance, the decisions on
team structures sometimes become clearer as teams are
established to bridge structural gaps. For example, com-
panies that have adopted a product by geography matrix
structure may see the benefits of establishing cross-geog-
raphy teams by product line to enhance organization
learning.

TAKING THE LEAP
Making this mental model shift isn’t easy. It requires sig-
nificant leadership energy.

Is it worth the effort? You be the judge.

What do most companies want? In a word—results.
This means increased revenues, higher earnings. You can
target improved results, but you can’'t manage results. You
can only manage the cross functional activities that pro-
duce the desired results.

Maybe Yogi Berra’s famous quote, “Baseball is 90%
mental, and the other half is physical,” applies just as
much to business as it does to baseball. =

Andrew Spanyi is the managing director of Spanyi Interna-
tional Inc., a consulting and training company that operates
in the field of organization and process design. He has
worked with executive teams at global organizations for
nearly two decades, assisting them transform the traditional
way they tend to think about their business. He is the
author of Business Process Management Is a Team Sport:
Play It to Win! (http://www.anclote.com/spanyi.html).

You can reach Andrew at Spanyi@anclote.com or

(905) 302-4061.
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