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B Change? E Opportunity!

The world has changed. The economic crisis was a wake-up call to a new reality.
In addition, the need for a sustainable future is driving new ways of thinking,
new ways of doing business and new ways of living. FIVE asks the new SAP
CEOs Jim Hagemann Snabe and Bill McDermott what they believe is needed to
drive business successfully in this new reality.

B FIVE R Jim Hagemann Snabe and Bill McDermott

B SAP is undergoing its own transforma-
tion. As the company’s new co-CEOs, what
are your views on change and agility?

Snabe: Change and agility are the agenda
for any leader who aims to make a difference.
Business conditions evolve constantly in
large and small ways, and companies must
continuously be ready to adapt. Successful
leaders seem to have a capacity to under-
stand both the dangers and opportunities in
their environment and have an ability to act
decisively. They also understand the impor-
tance of speed and typically are among the
first to implement change. I believe change
is constant and agility a business imperative.

McDermott: Agility is core to a Best-Run
Business, be it because of a change in market
dynamics or new emerging growth opportu-
nities. No matter what size the business, your
ability to activate your employees, orches-
trate your global business network of suppli-
ers and partners around your customers’ pri-
orities in real time defines your success in
the marketplace. And, by the way, I learned
through the economic downturn that SAP is
indeed a very agile company.

B So, what, in your opinion, can businesses
do to prepare the company for change?

McDermott: Leaders need to invest in
talent and infrastructure and listen to their
best employees and customers to continu-
ously understand the pulse of the business.
Only by hiring the right leaders, empower-
ing employees to make decisions closest to
the customer and having flexible processes
in place can companies successfully adapt
to change.

Snabe: Exactly. For change to take hold in
an organization, it must be linked explicitly
and tightly to real performance goals, and it
has to be in the hands of people who are pas-
sionate and understand the business first
and change second. From my perspective,
there are two approaches to change. One is
to tell people they have to. The other is to
make the change very appealing. 'm not in
the mode of trying to force change ... 'ma
believer in creating an environment where
people understand the sense of urgency, but
naturally gravitate in the direction you want
them to go. To prepare for change, leaders
have to be willing to listen. To succeed at

change, investments in the right people and
infrastructure are key.

B Can change be anticipated?

B Snabe: The need for change - yes. Again,
it’s about listening ... to your employees,
your customers, what is happening in your
business. And, listening is only half of the
equation. Understanding what you're hear-
ing - and taking decisive action - is equally
as important. The job of a leader is to be close
enough to the business - to customers - to
anticipate where and what kind of change is
needed, and to be prepared to take action at
just the right time.

McDermott: I agree with Jim. If you focus
on your customer, you will be successful and
can lead through change. It is your job as a
leader to ensure that your company is nim-
ble enough to adjust and influence the mar-
ket dynamics, and to take the opportunity
of change to build and protect your com-
pany’s brand.
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CORPORATE DIRECTION

CLEHRING THE WAY

Creating strategic and operational clarity can dramatically
improve profitability, encourage stakeholder owner-
ship of corporate goals and help the CEO combat fraud.

By C.J. Prince / Painting by Bernd Schifferdecker

he worst economic crisis since the
T Great Depression may finally have

bottomed. Real recovery still remains
elusive, though, and even after the economic
pendulum swings back towards growth and
the global economy begins its slow ascent,
industry architectures will have forever
shifted. CEOs will be competing in a whole
new world. As consolidation shakes out the
losers, a smaller group of winners will be
left to face a host of challenges: intensifying
global competition, political instability,
energy constraints, sustainability, and an
expanding group of stakeholders with diver-
gent values and priorities, to name just a few.
Corporate stewards will have to define new
organizational models to succeed in an era of
greater skepticism. “What happened in the
financial industry is just a symptom of what
is happening everywhere else,” says Interna-
tional Institute of Management CEO Med
Yones, who coaches Fortune 500 CEOs. “The
core of the recent crisis is a lack of confi-
dence. Transparency is critical in order to re-
establish that trust”
By creating a culture around transparency
and communicating with strategic clarity,
CEOs can, at the same time, provide a frame-
work of core values and rules for engage-
ment, while giving employees and partners
the operational visibility and autonomy to
innovate and respond to opportunities and
risks. “Wrong decisions are made on lack
of information or misinformation,” notes
Yones. But companies that achieve a culture
of openness, in which the right information

is shared all the way down the line, stand to
benefit in a host of ways.

IMPROVE FINANCIAL VISIBILITY

With credit markets still tight, maintaining
a healthy and robust balance sheet will con-
tinue to be a top priority. Having real-time
visibility into the company’s financials gives
CFOs and their organizations a clear picture
of their cash and liquidity needs, enabling
them to stay in the black and maximize sav-
ing opportunities. And it shouldn't end there,
says Joe Knight, partner and senior consult-
ant with the Business Literacy Institute,
which works with Fortune 500 companies to
improve financial visibility and comprehen-
sion. “Financial transparency means making
the numbers available to people outside the
finance organization, as well”

Indeed, creating a culture of openness
around the company’s financials can dramat-
ically improve profitability. When employ-
ees in sales, marketing and other units inside
the company genuinely understand the num-
bers, they do a far better job cutting costs
when necessary and helping to keep the com-
pany on track vis-a-vis long- and short-term
goals, says Knight. “The problem is that the
people who can affect the numbers most
aren’t aware of them,” he notes. “If you have
agoal on EBITDA to drive a certain number
and 75% of your direct reports don’t know
how that number is calculated and what it
really means, what are the chances you’ll
hit your target?”
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And, of course, keeping figures visible cuts
down on fraud. “When you’re sharing the
numbers every week, it’s pretty hard to play
games,” says Knight, pointing out that many
cases of financial wrongdoing at companies
over the last decade involved an employee
within the company who recognized ques-
tionable practices and blew the whistle.

INCRERSE EFFICIENCY

The connection between transparency and
efficiency is simple and straightforward, says
Herbert Baum, former CEO of Dial Corp.
and author of “The Transparent Leader: How
to Build a Great Company Through Straight

Talk, Openness, and Accountability” “Trans-
parency leads to better teamwork, and better
teamwork leads to greater efficiency. People
are sharing information,” he says, adding that
“sometimes it’s sharing information about
people who are not pulling their weight — and
you need to know about that”

In the classic organizational model, hierar-
chies and silos build up over time, leading to
the kind of information hoarding and
infighting that stymie productivity and effi-
ciency, says Keith Ferrazzi, CEO of Ferrazzi
Greenlight, which helps companies like
Thomson Reuters, Deutsche Bank, Avon
and IBM break down silos and learn to share
information and act as a team. Ferrazzi cites
a recent Gallup study that showed that the
strength of relationships inside an organiza-
tion yields higher levels of employee engage-
ment. “That has a direct correlation to em-
ployee productivity and decreased turnover
rates,” says Ferrazzi.

S petitive internally, notes Donna Goss, co-
director of the Leadership Development In-
stitute, in Bethlehem, PA. “They’re also very
slow in communications because information
has to go up the silo, across and down the
silo,” she notes. But organizations that have
established open, frank communication be-
tween business units, and within them, can
collaborate more easily and achieve goals
more quickly. If, for example, the CEO’s strat-

iloed organizations tend to be more com-

egy is to increase profits by 5% and to achieve

that via cost-cutting, teams across the organ-
ization will have to work collaboratively to
determine where fat should be trimmed.
“How will they manage that efficiency if they
don’t know where the waste is in the manu-
facturing process or how to measure the pro-
ductivity of the employees? These metrics
need to be measured and shared so they
know which areas to change or improve,” says
Yones. The same holds true for sustainabil-
ity goals, he adds. If managers have access to
how the company’s operations are impacting
the environment, they can make conscious
decisions to minimize waste in key areas,
carefully balancing social, environmental
and economic opportunities and risks. While
strategy is planned by the CEO, Yones adds,
itis executed by middle management. “So in
order for them to all be aligned, they have to
have access to this information, to bridge that
communication gap. That can be done by
collaborative workflow;” he says, drawing an
analogy to a rowing competition. If one oars-
man is rowing out of sync, the team will fail.
“It’s the same with strategy. For strategy to
be executed and the organization to be
aligned, information needs to be kept not
only at the senior VP level, but at all levels.
If you ask a middle manager, “What is the
mission?” they should all be articulating the
exact same thing”

SPOT YOUR BEST CUSTOMER

Nearly every company in a competitive mar-
ket today is battling fiercely for customers
who have grown more demanding than ever.
A clearer picture of the business will make
it easier to see both which customers are
most critical to the company and how to
become more customer-centric to delight
those customers. With the right system in
place, C-suite managers can track customer
satisfaction and feedback to deliver the in-
timacy customers are seeking, says Yones.
“As CMO, you can, for example, track the
customer loyalty index to see how many of
your customers are repeat and how many are
new. You can measure the satisfaction of
those current customers.” Measuring their
profitability based on closely tracked data

can also help the company decide where to
focus its investment. Jeff Prouty, a consult-
ant who helps companies develop more
transparent cultures, suggests keeping cus-
tomer feedback public to heighten account-
ability. “You see the good, the bad and the
ugly,” he says.

“If every employee knew how every client or
customer felt - if you could get them to look
at the company and the way they’re treated
from the customer’s perspective - then
they’re more apt to change”

MANAGE RISK AND COMPLIANCE

“Risk management is about information,”
says Yones. If corporate leaders do not have
the right information or lack the proper
process for audit and are not tracking the
proper metrics, it will be too late to take cor-
rective action when trouble rears its head.
“CEOs need to have a 360-degree view of the
entire organization, a total view of the poten-
tial area of trouble,” he notes. “The success of
strategy is about execution, and execution is
about information. That’s what differentiates
one organization from another in terms of
performance.” He points to Nokia’s rivalry
with cell phone manufacturer Ericsson. Both
companies relied on a Philips semiconduc-
tor chip, but Nokia’s supply-chain manage-
ment and risk-management systems were
superior, and its culture far more open.
“When lightning hit the Philips plant in 2000,
it took [Nokia] one day to realize something
was wrong in the supply chain, while it took
Ericsson a week. Nokia was able to push the
vendor to secure remaining capacity and they
got a significant advantage in time-to-mar-
ket in introducing their new cell phone.”
Information disseminated down to the front
lines also can have a huge impact on
employee dedication and contribution to the
overall mission of the organization - rather
than viewing their own individual tasks in a
vacuum. “Think about what you would have
loved to have known when you joined the
organization,” says Prouty. “And think about
how effective you could have been as an up-
and-coming employee if you had known on
day one what you know today.” l
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