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“A truly unique book on business leadership because it addresses the critical, practical, and behavioral issues you will face as a leader which are not part of any business theory, model, book, or journal nor covered in leading M.B.A. programs.”

—Fred Steingraber, chairman and chief executive officer 
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—Vincent M. Occhipinti, founding partner and 
managing director of Woodside Fund

 

 

“Neil’s principles and examples portray repeatedly an old law of leadership physics; that we often select leaders for what they know, when their success or failure depends far more on who they are….”
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Board Services Practice, Korn/Ferry International



[image: 001]




Copyright © 2011 by Neil Giarratana

 

All rights reserved under the Pan-American and International Copyright Conventions. This book may not be reproduced, in whole or in part, in any form or by any means electronic or mechanical, including photocopying, recording, or by any information storage and retrieval system now known or hereafter invented, without written permission from the publisher, The Career Press.

 

CEO PRIORITIES 
EDITED BY NICOLE DEFELICE 
TYPESET BY DIANA GHAZZAWI 
Cover design by Ty Nowicki 
Printed in the U.S.A. by Courier

 

To order this title, please call toll-free 1-800-CAREER-1 (NJ and Canada: 201-848-0310) to order using VISA or MasterCard, or for further information on books from Career Press.

[image: 002]

The Career Press, Inc. 
220 West Parkway, Unit 12 
Pompton Plains, NJ 07444 
www.careerpress.com

 

Library of Congress Cataloging-in-Publication Data 
Giarratana, Neil. 
CEO priorities : everything you need to know to lead and succeed / 
by Neil Giarratana. 
p. cm. 
Includes index.

ISBN 978-1-60163-126-8 -- ISBN 978-1-60163-723-9 (ebook) 1. Chief executive officers. 2. Executive ability. 3. Leadership. I. Title.
eISBN : 978-1-601-63723-9

 

HD38.2.G53 2011 
658.4’2--dc22

2010025454




For my wife, Gabi, who once again showed that love isn’t just a word.




Most books do not get written without there being a form of “shadow cabinet” behind them; those persons who, over the many months or even years, have worked with the author in discussing with him or her the contents of the book, as well as critiquing the many drafts produced during the writing period. CEO Priorities certainly belongs in this category.

 

I am grateful to many people who accompanied me on the long journey: Checka Gardner, John Murphy, Jim Drury, Dieter Rickert, Gerry Goldsholle, Alan Webber, Jeff Davault, Bob Swieczkowski, Woody Howse, Dawn Miller, and Miriam Goldberg, who, in addition, kept the engines running on occasion with her fantastic cooking skills. Their words of encouragement, their interest, and, at times, their critical comments, contributed to keeping the writing focused and the points succinct. Others whom I have known and observed from a safe distance managing their own companies, and who “provided” some of the material for this book shall remain unnamed, primarily because I didn’t particularly care for the manner in which they approached their leadership and management responsibilities.

 

A special word of thanks goes to those executives, Alan Hassenfeld, Steve Kaufman, Steve Mader, Vince Occhipinti, and Fred Steingraber, who, in spite of their heavy business schedules and many responsibilities, gave me so much of their time and shared their wisdom by reading what I had written and by discussing with me in such a professional and high-level fashion the contents of this book. I am particularly grateful to them for endorsing CEO Priorities, its goals, and its contents.

 

Two people who encouraged me to write very early on were Betsy Burroughs of San Francisco, an author in her own right, and  Tom Cafcas, my lawyer of many years. Their guidance and encouragement had a positive impact on my proceeding with the writing of the book.

 

There are two other people who deserve a particular and special mention for their contribution: my very good friend, Peter Gerber, whom I have known for over 47 years, who, through his own business experience, was always available for a discussion on the one or other point of the book, and who supported my telling it “like it is”. And my sister, Patricia Royster, who tirelessly, and for many months, read and reread the manuscript of the book, whose insights and questions concerning the material never ceased to hit the mark, and also whose love of the English language enabled her to teach her brother when he was writing not to split repeatedly his infinitives (here was a good opportunity to do so again!).

 

A special word of appreciation and thanks to the people at Career Press who had confidence in the book and its message: Kirstin Dalley, Nicole DeFelice, Gina Hoogerhyde, Laurie Kelly-Pye, Michael Pye, and Adam Schwartz. All of them worked in such a professional and impressive manner in moving the submitted manuscript to a finished product and in marketing the message contained therein to the broad book market.

 

When I started my search for an agent to represent me, I had no idea that I would one day have the distinct pleasure of collaborating with Maryann Karinch of the Rudy Agency, domiciled in beautiful Estes Park in Colorado, who not only guided me through all the necessary and formal steps of writing and having a book published, but also edited this book in such a brilliant fashion. I owe her my deepest gratitude for her professionalism, her patience, her support, and her work. A class act.

 

And finally, a deep bow in the direction of my wife and my daughters, all of whom spent months tiptoeing around all of the things that needed to be done in the house and elsewhere to give me adequate time to write. And who never tired of asking “Are you finally finished writing your book?” Yes, I can tell them, now I am.




INTRODUCTION

Wanting to succeed as a CEO is a worthy goal, but to achieve it, you first have to hold on to the job. In 2010, the average tenure of a CEO in the United States is fewer than five years. Contrast that with the late 1990s, when the average tenure of a sitting CEO was more than nine years. While retirement and job changes to another company will always impact this statistic, it is clear that the CEO today lives in a far more complex world with only two givens—uncertainty and change. The discontinuity associated with frequent leadership changes ultimately impairs the ability of an organization to execute a sustainable, winning strategy. Look at the Fortune 500 listing during almost any 20-year period of time, and 40 percent of the companies have not survived as free-standing, independent entities.

The goal of this book is to take you into the real world of CEO survival and to show you ways to avoid or overcome many dangerous  pitfalls. You can increase your chances for success as a CEO and your tenure well beyond the current CEO “survival average.”

Having street smarts means you can survive on the street, regardless of fierce challenges. What I hope this book will help you develop are your “business smarts.” It is often the simplest of issues that hinder leaders in effectively executing their best intentions. These simple problems are not only numerous, their causes are often so well-hidden that the problems have done their damage before you are even aware they exist.

As a result, this is not an academic book on business plans, processes, procedures, or the latest and greatest business models. This is a collection of been-there, done-that insights from a CEO. I designed it as a guide for new and current leaders on how to avoid many of the hidden landmines while putting a strong organization and executing a winning business strategy into place.




Chapter 1

TAKING ANY ROAD WILL NOT GET YOU THERE

Four critical areas of responsibility take on a character of urgency and practical value when you become the chief executive of a company. These include the establishment of core values, mission statement, a forward strategy, and expression of a vision for the company. If you want to become a successful CEO, you will need to gain not only a mastery of these components, but also communicate their contents effectively to the company’s key constituencies, that is, shareholders, board, employees, customers, and vendors. I am going to take you straight to them and talk about some of their most important facets in the cold terms of daily corporate operations.




BUSINESS PHILOSOPHY: SOCRATES IS NOT AVAILABLE RIGHT NOW 

There is nothing subtle about this situation in which you find yourself. Your character is well-known to everyone concerned with who put you in your current position and who has a collegial relationship  with you. You have always known exactly where your personal business philosophy belongs: front and center. When you are true to yourself and your principles, others, through the force of your purpose and your personality, also know it implicitly and explicitly.

Most serious companies today have a mission statement to describe what the company stands for and what its purpose is. At times, these mission statements are somewhat too grandiose with their expressions of “being the most successful computer company” or vague references to “creating value.” Whatever you think about these language exercises, any serious mission statement will also incorporate the core business values the company intends to follow in executing its strategy. This is where your own set of values and your company’s philosophy should match up. The core business values function as the company business philosophy. Examine several of the statements of well-known companies with serious core value intentions incorporated into their business philosophies:• “The high ethical standards represented in these values are expected from employees at every level of our organization.”
• “Our business philosophy contains guiding values which are a very real and visible part of our company culture.”
• “Our company is customer-focused and responsive to change, balanced by a clear understanding that value and quality guide our decision-making.”
• “We take responsibility for our actions. We continually evaluate our business processes to support a user-friendly environment that improves customer and employee satisfaction.”
• “We conduct our business with integrity.”



How many times have you heard a top executive intone: “As long as I am CEO or responsible for this company, this is the way we will conduct ourselves. My successor can do it the way he wants, but as long as I am here, this is policy.” It’s king-like, but you get the basic point about the key role of the CEO’s philosophy in the company. It counts a great deal. It drives the functioning of and respect for the core operating values of your company.

You may find when you move into your new position that a business philosophy for the company already exists. You probably wouldn’t have joined the  company if its expressed values and purposes conflicted with yours. Should you feel that there are discrepancies in the philosophy or that parts of the philosophy need upgrading, then this will be a priority task for you to address. Your actions will be seen by most of your employees, customers, and vendors as commendable and on-target as long as they seem constructive. But it is still not an easy task to infuse new thinking or philosophy into all corners of the company. How often have you seen employees in the lunch line stop to read the mission statement posted on the notice board in the cafeteria?

Often, philosophical descriptions of personally held or companypropagated beliefs and values will have a nebulous character, which often makes it difficult for employees to embrace them. They will raise questions such as, “What do they mean by that?” or, “What am I actually supposed to do here when I am supposed to be fair/have pride/be morally responsible?” or, “What do these things mean for me in my daily work and life?”

Take, for example, fairness to employees and customers. How do you personally demonstrate your adherence to that value? You may do it by defining what you consider to be a fair agreement in which both parties profit from one specific end result. But do your employees understand what the word fair means for them and their work, even when confronted with your continued fair conduct? Ask 10 people to define, in writing, the word fair when it comes to business, and you will get 10 different answers. Even if you are able to find a definition everyone understands and accepts, you still have the challenge of measuring how much that definition of fairness is actually being practiced in your company daily.

What about integrity? How do people in your company define it? You believe you have integrity and hope that your company conducts its business with integrity. You have been involved in putting into the business philosophy statement that the company must, without exception, act and conduct itself with integrity. But how do you intend to make this word the living mantra of the company and not just a concept with no vitality?

In viewing companies operating with successful business philosophies, it is very clear to me that the employees themselves play a central role in determining whether there is widespread respect for, and practice of the company’s business values and purpose. The key to their thinking in this fashion is  knowing, not just surmising, that they are valued and respected as important contributors to company success. They also need to have the opportunity to participate in those company successes through genuine financial reward and recognition of their efforts. If you, the stakeholders, and top management continually underline the fact that your company is successful because it has consistently put both its people and its core business values and beliefs front and center, you will notice that your employees will also work toward making sure their colleagues continue to practice those values.

Encouraging this kind of belief and conviction in your employees represents one of the highest priorities you have as CEO. You should use your annual performance reviews, internal communications, company training, and orientation sessions to showcase the importance of the company’s business philosophy. Your constant attention to fostering belief in your company’s core business values will help engender an important prerequisite for a serious and successful practice of the company’s business philosophy. Never forget that it takes years to build a good name and reputation, but that those coveted attributes can be destroyed by a single major lapse in company conduct.

While the employees play a critical and central role in the widespread respect for and the practice of the company’s business values and purpose, it always comes back to you. You are the other equally important factor. It is you and the leadership you offer as CEO, the behavior you inspire and expect, and the values you share that are key driving forces for the acceptance and implementation of the business philosophy of your company. You are the one “riding shotgun” on your company and the conduct of its business.

• If you are proud of what the company has done, then say so. Put pride into practice.
• If you believe that constructive criticism belongs in the mix of any discussion within the company, then make sure your door is open to constructive criticism.
• If you believe that everyone should have a chance to participate in the success of the company, then establish ways to achieve this (everybody contributes, everybody benefits).
• If you believe everything can and should be open to discussion in your organization, then you can, without regret, abandon decisions of the past which are no longer relevant for the future.

Harsh statements designed to promote your corporate philosophy will likely only alienate people. Watching you provide value as you tie customers and their loyalty to the company by conducting yourself within the scope of those core values and principles will convince people to apply these values in their daily work. Fairness and balance in solving internal personnel or operational problems will convince them. Talking with pride about the workmanship involved in the production of your products will convince them. Emphasizing the policy of your organization to constantly improve the quality of your products will convince them. Voicing disapproval when deviations from the core values of your company surface will convince them. Making the required tough decisions, including direct and timely employee removal from the company, to ensure the continued integrity of the company philosophy, will convince them.

In summary, there are two essential factors in cementing acceptance and practice of your company’s business philosophy:1. Leading by example and setting the tone in the company by living the principles and core values set down in the company business philosophy.
2. Creating a positive we-are-valuable-assets-of-the-company attitude among your company managers and employees toward the company and its business value goals.


To illustrate how important these two factors are, examine their contribution from the opposite side of the equation. In this negative example, it would not be called leading by example, but destroying by example. Anyone watching such conduct would see someone sending the wrong message. Do you believe that people are there just to do their jobs, and that you and your managers should manage by exception (only become active when there are operational problems on the table)? Do you believe that negativism, including the use of words like stupid to describe employee performance, is the right way to foster a positive attitude about the company and its principles? Do you believe that concepts such as pride, integrity, or innovation require no further comment or support on your part?

If you want your employees to consistently orient themselves to proactive conduct, and respond to it with matching strength, then remember this: You not only set the standard, you are the standard.




VISIONARY GOALS: WHAT YOU THINK YOU SEE IS MOST LIKELY NOT WHAT YOU WILL GET 

You want to be special. You want to make a special contribution. You want your company to aspire to making a meaningful contribution to the world.

Some believe that a company without a visionary goal is a company without a purpose. Others will criticize the fact that, if they don’t hear people in the company talking about ”the vision,” then this can only mean they are dealing with a company without a soul.

A visionary goal is not necessarily a conditio sine qua non (absolute essential) for business success. Years ago, one of this country’s most successful executives, Louis Gerstner of IBM, was asked what he was going to do about redirecting, and thereby perhaps salvaging his new company’s fortunes. Included in that question was a reference to what kind of a visionary goal he would favor for the company. The business community waited with bated breath. He smartly refused to be drawn into a debate about vision and the questions accompanying such a debate. Instead, he neutralized the issue by concentrating on the more substantive matters: identifying the means and measures necessary to extract the company from its stagnating and somewhat directionless situation. A vision or lack of vision wouldn’t have made one iota of difference in whether this company survived. What this executive taught the business world is the fact that there are times when visionary goals are important, and there are times when they can be counter-productive or just downright untimely.

Visionary goals can be positive motivators for your people and the company, but they can also represent danger or the presence of misguided motivation. The stretch needed to achieve that vision with its perceived lack of credibility and attainability may be too much for many and therefore cause more confusion than good. Other employees, however, can’t imagine working in a company without there being a dream or vision of what their company should be striving to reach. They respond to the articulation of that vision; it helps them talk about it and actively dream about and work toward the  company achieving it. They are the people who are similar to the last of three groups of workers who were questioned while working on a church construction site. When asked what they were doing there, the first group answered that they were carrying dirt in a wheelbarrow from point A to point B. To the same question, a second group answered that they were involved in putting up a solid building with stone and mortar. The last group offered the definitely more inspirational response: They were building a House of God.

There are companies that suffer under the yoke of a vision that is anything but realistic. It’s something that consists almost entirely of dream dust. The discrepancies between the reality of the company’s abilities and goals and the vision make the goal statements a farce. In contrast, a genuine visionary goal is a compelling mix of realistic, long-term, strategic goal sprinkled with enough dream dust to make it a viable objective worthy of extra effort and dedication. A visionary goal:• Can capture the positive long-term effects that your products and company should make to and on your market(s).
• Can be founded upon what the company position should be in the competitive market at some point in the future.
• Caan be based on the contribution your company wants to make to the strength of the country and its position in the world.
• Can reference the quality and uniqueness of your products and their continued value to the customer.



With these thoughts in mind, you can certainly create a visionary goal for your company. However, in order to make your work in this regard meaningful, you are going to need a very clear view, not only of your company’s potential, but also of its limits. Be careful! It is very easy to blow it right here. In addition to ensuring that the time period allotted to reach the visionary goal is appropriate, confirm that the goal itself is feasible and does not involve you or the company in constant, on-going extreme efforts to make “it” happen. Here are the most important points to consider when you commence work on your visionary goal:• It must contain a realistic appraisal (by you and your people) of the company’s current and potential abilities, as well as your corporate culture. 
• It must include an in-depth analysis of the relevant critical success factors you will need to shape the future course of your business positively.
• It must include a sound and focused plan of implementation, a strategic plan, containing specific and measurable actions to be taken in order to reach the goal. Make the SWOT analysis (Strengths, Weaknesses, Opportunities, and Threats) the basis and beginning point for your plan’s creation.



There is an additional message here: Don’t redline your company’s and your people’s abilities to reach the visionary goal you have chosen. Instead, dream the dream, but stay real. Contrast in this regard two visionary statements from two totally different companies. Google’s powerful visionary goal is only nine words long: “To facilitate access to information for the entire world.” This kind of goal represents an ongoing vision to provide the world with an ever-growing amount of information. It is a dream, but a realistic one, because the company is moving closer to that objective. Its overall company strategy is focused intently on this goal. Compare that to the “visionary” goal of another company: “To be the nation’s highest quality and most successful health care enterprise by 2010.” This visionary goal was valid as of the middle of 2009 at a time when this company wasn’t even on the Top 20 list of U.S. News and World Report’s listing of top U.S. hospitals. No realistic vision or dream here; therefore no need for a reality check.

There is nothing wrong with pushing hard at the limits of what currently characterizes your organization in terms of market position, internal capabilities and talent, and positive drive. This is part of your job. But just like people, companies need breathing room in order to develop properly. Excessive and constant nudging of people to push hard toward an unrealistic visionary goal isn’t going to do it. It’s particularly hard to swallow when you have created a visionary goal for your company that you believe will not only benefit the stakeholders’ position, but also society at large. Just don’t forget to ascertain how you are going to get the company to climb the huge mountain that exists between its present position and its visionary goal.

Keeping your passion in check is part of ensuring that that goal remains realistic and doesn’t become counter-productive. However, once your vision, as well as the strategic plans necessary to achieve it, have been clearly defined and accepted, it is perfectly legitimate for you to do what is necessary to continue to make that vision credible and real for your employees. You will want to continue selectively referring to it in your discussions with company personnel or with the board. You will want to write about it in the annual report, talk about it in interviews, and refer to it at times at the beginning of one of your speeches. It is a priority job for you to ensure that that the visionary goal remains credible and achievable in the eyes of your people.

Dreams and companies do go together. In rough times, visionary goals can be distracting, as they can be viewed as ethereal appeals. But a smart CEO knows how to weave and keep alive the dreams of the company both in good and in challenging times. Modulate your efforts according to those times, employing different strategies and adjusting your approach as appropriate. Intent and finesse also go together.




THE BUSINESS COMPASS: WHY THE NORTH STAR NEVER MOVES 

Magnetic fields cause a compass to spin or to point in the wrong direction. In the business sense, these fields have a much more insidious character: They involve temptations, shortcuts, lies of convenience, selective acceptance of regulations, greed, short-term thinking, compromises, falsification, coverups, use of indirect or direct coercion, and even blackmail. While there are many companies that exhibit exemplary conduct, unfortunately, there are others that do not.

People who play in this kind of world commonly exhibit the most dangerous of mindsets, namely, Teflon thinking: Others get caught; we’re smarter. The world in which they operate represents a moral void. Regulations, rules, and propriety enter that space so briefly that they hardly show up on radar. Imbued with this attitude, such people show pride in maintaining that they can put a toe over the line occasionally and not get caught. They ask themselves rhetorically: Even if we get caught and the company has to pay a fine, what is that compared to all of the other things we’ve gotten away with in the meantime?

The lack of integrity may not be obvious—even to the people closest to them. Such executives scrupulously fill out every tax and reporting document required by law, register with the Securities and Exchange Commission and do all that this regulatory agency requires, speak publically about their devotion and allegiance to the law, and espouse the fact that their company runs a tight and clean operation. But their minds allow them to live in world where these actions are like paint on a rotting picket fence. No one really sees the difference, even when viewing that fence close up.

Their general thinking is: We are basically a law-abiding company (and I am basically a law-abiding person), but certain laws and rules are stupid. They should be repealed. While rules and laws are generally important to us, they have to be bent occasionally when certain demands arise in the course of our doing business. We will adhere (mostly) to the letter of the law, not the spirit of the law and that gives us a little wiggle room to play things the way we feel they should be played. What they say publically is different. There is a risk to this way of thinking. Often, it doesn’t work as well as management thinks it will. Regulators and whistleblowers don’t think that way.

As the world has recently seen, management’s selective adherence to the letter of the law and not abiding by its spirit cuts across a whole spectrum of companies. Average people get scowls on their faces at the sound of names like Enron, Toyota, Lehman Brothers, Massey Mining, and Sunbeam. In addition to public scorn, consequences include a severely damaged reputation, legal and tax implications potentially leading to jail time, or in the case of the mining company, death of its employees. These are also consequences that directly affect the very existence of the companies involved. Enron, Lehman Brothers, and Sunbeam no longer exist in the form they once did. The others have become targets for investigations and censure.

There are two priority issues for the CEO to consider in this area of corporate morality: the definition and the application of personal integrity.

First, in carrying out your duties, you will very likely be faced with moral challenges—they are almost inescapable in this complex world. The title of CEO means total operational and leadership responsibility, and challenges and temptations come with the territory. While you may never have been tested or tempted to stray in the past, you are now in a very different game.

This reality requires that you devote time to communicating with your inner-self and preparing for those temptations. Know who you really are and what you stand for. Reflecting on this subject does not mean doing so when actual situations arise in which you will have to make an immediate call or play. You need to know in advance what kind of morally responsible human being you are before you are confronted with a borderline situation, and how courageous you will be, should you find yourself in such a situation.

Second, know how you intend to shape your employees’ standards of conduct of the company’s business. Officially, you will want to include the details of your thinking in this regard within the body of your company’s mission statement. However, in daily practice, part of your plan to support this endeavor will include paying attention to and focusing on what you say and do, thereby visibly underlining the importance of ethical values for everyone around you. Others’ respect for you, and your respect for yourself—these are the valuable assets that cannot be sacrificed on the altar of need or greed. If you were a decent person before, don’t let power become your drug of choice and kill your integrity.

Assuming that you personally have a functioning moral compass, you can then proceed to the remaining equally important issue revolving around how your personnel conduct themselves. It is a fact that sometimes far-flung divisions and managers do not always have the same principles and standards you do, particularly if you lead a highly diversified international company. How do you ensure that they also have done some of the same kind of serious and reflective thinking? You can work at cultivating a sense of morality in them by conducting in-depth discussions of such principles during staff and department meetings, as well during annual personnel reviews. To ensure that these discussions maintain their relevance to daily operations, you would couch their content within the framework of your company business model and your company’s forward strategy.

Whether you like it or not, you are responsible for setting the example across the whole company when the company is confronted with morally difficult and therefore dangerous situations. And if you discover or suspect that certain people don’t share your principles, and their actions subsequently  confirm that opinion, then you won’t want to hesitate in your decision: This is unacceptable conduct and has no place in your company, nor do the people involved.

Minor aberrations within a particular department can occur occasionally. They do not represent a serious danger for the company. However, if you and your management team don’t reinforce official company policies on correct conduct, and if you don’t consistently watch for such transgressions, they will continue unchecked, and may even grow in number. An even more serious danger is being asked to approve something out of line “just this one time.” This can sometimes occur in a non-formal setting: Someone takes you quietly aside to get your approval on something. If you go along, don’t think that such behavior on your part will go unnoticed or not be mentioned by your employees when other similar issues arise. One misstep, and you have given away part of your moral authority.

Even though you may have incorporated all of the right values into your company’s mission statement and personally demonstrated your respect for those values, your work in assuring effective practice of these values is just getting started. Statements relating to these principles in the personnel handbook, the speeches you give, or the discussions during annual personnel reviews always help in reinforcing the message. But “reading” your company, really seeing what could potentially come back and bite you and/or the company, or the stakeholders, that’s what counts and it’s not an easy task. Look for subtle warning signs, as well as for the obvious egregious conduct that could be taking place:• Continual over-emphasis on the part of your managers, both verbally and in writing, to you and the company that the law and all regulations are being observed. Think back to Shakespeare’s Hamlet and the observation that someone “protests too much” to be believable.
• Repeated denial, or even condemnation, of rules and regulations of the company or the government, as well as references to how stupid these regulations are and how they get in the way of doing business.
• A request to top management to look the other way “just this once” so the numbers will look good. If one of your people is asking for such a major step this time around, it could mean he or his department may have done other smaller questionable things previously  without asking. And even if you should say no to this overt request, how do you know that these “smaller” transgressions won’t just continue in the future?
• Push-the-envelope questions from divisional or subsidiary CFOs to your Corporate CFO. While the law is very clear on the liability of management signing off on the results of the company, such questions could imply temptations or even directly indicate your people are considering taking certain reporting risks when they submit an application or financial data to the regulatory authorities or financial institutions.
• Consistent late arrival of monthly reporting results and/or yearly audit material containing mistakes and fuzzy cost or revenue allocations or computation.
• Resignations of key people you respect at divisional or national subsidiary level without any clear reason, or for reasons you consider false.
• Activist-like group activities against the company. Legal threats or legal procedures against the company or a particular division.
• Internal revision reports containing information on the lack of application of standard risk management principles and policies. How often do you receive memos or letters on the same subjects applying to the same problem areas or divisions?
• Required annual revisions of audited results as well as the contents of the auditors’ Management Letter as it relates to company divisions and their “good practices.”
• Demands by the responsible manager that the same person or people who did the audit previously be part of the team conducting the audit again this year. Watch the length of time the same auditor or team of auditors has been involved, as well as the intensity of the request itself. While a new legal obligation requires that the auditing firm replace the individual partner responsible for the audit every five years, this still could mean that the audit team itself may be exactly the same one that has worked on the account for years. Tyco International stands as one of the most brazen examples of misuse of company assets in recent memory—and this is in a company that was audited every year.
• Auditor office presence in the same building as the company offices. Unacceptable.
• Apparently indiscriminate firings of several managers by a senior or middle management person without any identifiable cost-saving necessity or performance-related problems.
• “White glove” tests for inventories during warehouse visits. If the glove fingers turn black, you may be looking at old product where the necessary write-downs, for the wrong reasons, may not have been taken in a timely or correct manner. Exception: Warranty parts being kept to provide availability of discontinued parts or product to your customers during the warranty period.
• Gift-giving to local VIPs beyond what might be considered acceptable in the respective company or country culture. Your company policy must have clear and defined instructions and limits on this kind of activity.
• A significant lack of any visible financial costs, fees, or sales commissions (as far as the company allows them to be paid) in divisional reported numbers, meaning that off-the-books payments could be taking place. As a corollary, if you visit a company subsidiary and are welcomed like a king and, in addition, introduced excessively to local officials, take a very hard look at the reception committee’s operational results.
• Special deals or extended payment plans for several customers without recognizable need, which go way beyond normal company customer practice.
• Booking of payables and their payment may be organizationally too close to one another, or even being done by the one single “trusted, long-time employee” of the company. Missing checks and balances in this area may prove to be a formal invitation to those so inclined to embezzle funds from the company.
• When demanding back-up data for certain costs or expenditures, hearing excuses that the data is not available or the staff person who did the analysis and was responsible for this area has left the company so the numbers can’t be verified. 
• Extreme life-style differences within your management group that could raise the question of income you do and don’t know about.



Does all of this sound far-fetched? Far from it. Do not ever underestimate the creativity of those who have their own agenda, or who simply want to beat you at the “game.”

Some of the responsibility to uncover such aberrations lies clearly within the scope of the work of your auditing firm. The relationship between your company and your auditing firm should have a formal arms-length character to it. And you should not be involved in the selection in any way. However, the auditors come from outside and are usually involved in formally auditing your books only once a year. You also need continual and consistent control inside the company if you are going to recognize some of the more serious issues. You should therefore have an Internal Revision Manager, whose responsibility consists of questioning everything and anything having to do with the company, its practices, and its financial results. This person should not report to the Controller, but to the Chief Financial Officer only.

The financial controls you have established, giving you an overview of the performance and financial viability of the many parts of your company, represent additional support in stopping or blocking any excesses. In addition, be sure all of your executives and employees sign a company code of conduct containing those principles that guide the company in its business and in its relationships with its total environment. Put those documents in their personnel files and review them once a year, particularly with each member of your management during their performance reviews.

A number of the compasses in today’s business world are off-kilter. You certainly don’t intend to abandon the principles you know are appropriate to guide the conduct of your company. The activists, regulators, or legislators coming through the front door of your company aren’t going to stop first to see if you have fresh doughnuts in the company cafeteria. In the interest of the stakeholders, your many honest employees, your customers, and your own position, you must regard the task of identifying and eliminating such problems as one of your highest priorities.




GROWN-UP MODEL BUILDING: THINKING YOU ARE GOOD DOESN’T MEAN YOU ARE 

Let’s define a business model and what it should accomplish. The classic definition describes the operations of a particular business, including the components of that business, its key functions, and the revenues and expenses that the business generates. On the operations side, is the company a manufacturer of consumer non-durables, for example? As a corollary, does it have products possessing a specific uniqueness, and therefore offering a specific value proposition? When you turn to the functional side of the equation, there are two important components involved for business model success:1. Does the business model produce or create value, defined as a particular product or service going through the manufacturing process until it is ready to be sold?
2. Does the model provide the framework for that particular product to become a unique resource or asset to the person or company using it?


Business model design means defining the business of the company at the strategic level. Thus, a business model will include the following elements: a discussion of the company infrastructure, its product or service offering (value proposition), the customers or customer segments it seeks to satisfy, the channels of distribution to be used to reach the relevant customer segments, the customer relationship and the management of that relationship, and the cost and revenue streams.

Today, the strict definition of the business model has broken down. In many cases, the term now applies to a broad range of informal and formal descriptions used to define core aspects of the business, including purpose (definition of what the company does), strategies, infrastructure, organizational structures, trading practices, and operational processes and policies. In even more simple terms, it describes, in clear fashion, how the company makes it money, and how the company intends to grow its business in order to earn more money.

A business model must be clearly identifiable to all who come into contact with it or work for the company. Its market and economic relevance must be recognizable. Its consistent application provides proof for just how cohesive  and focused the company’s management is in the operation and execution of the company’s business. An appropriate business model does not evolve in a single day, but after much discussion, reflection, and practice, the model develops over time into a standard by which the company conducts and practices its business. There is no question that long-term business success comes from building and then maintaining a winning, always fresh, and up-to-date business model.

Particularly important for the relevance and success of a business model is this: Smart CEOs will know the ways in which their businesses are different from those of the competition. They will have shaped that difference and will emphasize those differences at every opportunity, as well as push and innovate to maintain those differences so they remain unique for the company’s target markets.

As CEO, you know the formal and somewhat less formal framework of a business model or business model design as it is used today. You have worked within several models on your way to your current position. Clarity and uniqueness in your company’s business model reflect how effective you are in shaping and forming your company’s business and its future. Your business model must do the following:• Provide a detailed picture of why your business does what it does and why, and in maintaining that particular way of doing business, the company will achieve success.
• Make economic sense in terms of the stakeholders’ established financial parameters and aspirations.
• Be market- and customer-oriented. The principles contained therein must have long-term sustainability. The value proposition must be apparent and credible and, above all, reliably and consistently deliverable to the target groups indicated in the model.
• Prompt management to ensure that the right people are in the right positions in order to create the optimal preconditions for the execution and success of the business model.
• Be so relevant and compelling in its message and objectives that the vast majority of your high-potential employees will want to commit to making its execution an overriding success. 
• Communicate in such a way that each and every one of the people employed in the company can readily understand what the company does and how it intends to keep on doing what it does. Your employees must appreciate where the major elements of your business model differ from those of the competition. In addition, they must recognize how those specific competitive advantages, if properly supported and executed by them, will impact the company, themselves, their income, and their job security.
• Provide feedback to you and your top management that indicates how effectively you are communicating the model throughout the company. Some of this feedback can come to you through personnel reviews or quarterly or annual review sessions. But you and your top management should also be able to recognize, simply by observing and listening, how solidly established your company model is in your employees’ approach to their responsibilities in the company. In addition, results that reflect successful execution of the employees’ duties offer further confirmation of the fact that the model is understood and is being used appropriately. If all of this is a little too much for you, then try the Blank Sheet Test. Ask your top 20 people to write down on one sheet of paper what they think the company is doing and where it is going. Main idea: Define what we do. The result will most likely be answers in many different directions. The end result is that nobody knows what is really going on. Conclusion: You are not doing your job.



A key priority for you as CEO is to set fixed periods of time on an annual basis when the whole company business model will be formally reviewed and, if necessary, redirected to reflect changing conditions in the company’s environment, or to mirror a basic change in the strategic direction of the company. Call it an annual checkup. This necessity is important for a number of reasons. First, your management needs a regular refresher course on the intents and purposes of the company. Operationally, the needs and buying behaviors of your target/customer segments may have changed, so that your current “unique” product philosophy and value proposition may no longer fit well in the market. Secondly, the company may have decided to integrate vertically or practice lateral diversification to ensure further growth, thus requiring a  change in the way the operations and functions of the company are currently structured. Thirdly, the company’s product line and the channels of distribution used to sell it to the market may have changed so much in content that new and different distribution and sales activities are required. Changes in the economic environment or advances in technology may also be affecting your business model. In addition, competitors tend to try to replicate or even trump a highly successful business model, thereby forcing you to strengthen or to change the tenets of your model. Often your competition becomes increasingly successful in its efforts to do this, thereby negatively affecting your company’s potential in the market. Ted Levitt, former Professor at the Harvard Business School, spoke of how pioneers lived dangerously because they tended to get killed by the Indians. Tie this statement to your current business model and check for its applicability to your situation going forward.

Finally, the size and attractiveness of the market segment in which your company operates may have been negatively impacted. Consider the story of the buggy whip company and the arrival of that loud contraption called a car. As a result, you should constantly be looking for new markets and new perspectives for your company.

It is a fact that business models do not have extremely long lives. You may like things to be clean and neat, but the business world is not. Ensure that your company business model remains current and credible, adapts itself as necessary, undergoes continual and critical examination, is recognized by your people as the motor of the company, continues to emphasize uniqueness and differences in your company and its products, and doesn’t develop a lot of rattles.


Critical Success Factors 

The major building blocks of your business model and the strategy that underlies it should be the subject of periodic discussion with your board of directors. Strategic oversight is one of the board’s most important functions and responsibilities. Draw on the board’s experience and point of view.

In any strategic or operational workshops held in the company during a running year, the model and its major points must be part of the agenda. Frequently remind your employees of the major facets of the business model and its applicability to what they are doing. Encourage them to comment  honestly and openly on the model and its continued appropriateness and suitability for the company.

In order to ensure continued appropriateness, you might decide to form a committee made up of key management people who would meet semi-annually, or even more frequently, if there is the need or potential for major strategic change in the near future. The committee’s charge would be to provide an ongoing review of the model’s contents as well as the strategy behind them. In addition, it would provide a semi-annual report relative to the current state of the company’s model and make recommendations involving any potential need for redirecting or revising the model’s contents. Their work would be included in the detailed review of the model you would conduct every year.

Refer to the model in your daily work. This means citing its contents, their applicability, and their relevance for the company in your decisions, daily discussions, or speeches and short comments to both company personnel and people outside of the company. This approach has an important practical side to it. By frequently talking about the model, you will be reviewing and reassessing its contents in your mind. When you talk the model, you will talk the logic of the model. In doing so, you will indirectly be comparing the reality of your company situation to its current business model. That kind of comparison could very well lead to noting and then initiating a rapid revision of your business model. Make this change official without waiting for your “Committee for Model Integrity” to meet or for the Annual Strategy Sessions to take place where the model, its definition, and applicability to the market are, of course, always on the agenda.

From time to time, select a single subject or tenet of the model to highlight in your ongoing impromptu discussions, meetings, or formal gatherings with your employees. There is nothing wrong with sharing stories about experiences you have had that humanize or stress the importance of a particular part of the model and its functionality or, conversely, possible loss of functionality. There may be an occasional Oh-no-here-we-go-again reaction from those who may possibly have heard these experiences before, but these examples serve a useful and enlivening function in sensitizing your people to the model’s continuing importance—and the possible potential for a change in its content.

Deviations or damage-to-the-model issues arising within any particular department of your company should not be handled in the form of a kangaroo court. Instead, encourage your people to review such instances with you. There might be a need to readjust the model as a result of specific actions taken to get a job done. These non-conforming actions could potentially indicate inherent weaknesses in the model and should not be discarded out of hand or punished; they contain value.

The greater the detachment that the people in the company have from company headquarters, the greater the danger that the model will be altered, ignored, or only partially applied. This maverick approach is often particularly evident if the company is structured in a more decentralized form. No business model can completely eliminate the dangers of fiefdoms and what they will or will not do with a company business model. Your job is to ensure that each and every responsible member of the top management team, wherever located in the world, has had his initial inoculation and that he gets his booster on a regular basis.

The CEO should pay particular attention to the company sales force and how it projects the business model. Sales people should be communicating the basic elements of your business model to potential as well as existing customers. For example, if part of your business model involves selective distribution within a specific channel/target group, then this fact certainly possesses a key and direct value for the customers carrying your product. Unfortunately, many sales professionals are not always good at introducing and then discussing the model content and its relevance for their customers. Many of them don’t even know the principles or concepts involved. They want to talk product and terms. What they should do, particularly at the start of a new customer presentation, is prepare the groundwork for a sound business relationship. This would entail, for example, your sales people giving the customer a feeling for the unique value of the company’s business model as it pertains to customer relationship management, or how the model’s tenet on selective distribution will directly impact the customer’s potential for success in the market.

The smart CEO will ensure that the sales group focuses not only upon the sale itself, but also upon creating optimal preconditions to making sales by convincing customers of the uniqueness and strength of the business model.  Do not minimize what is really in play here: Every customer wants to feel confident that your business model has long-term viability so that the customer can build his business around your business.

If you really want to test the internal core of your business model and its relevance, then consider the following scenario and question: Pretend you are getting ready to leave the company and go elsewhere within your industry. (For purposes of this exercise, you don’t have a non-compete clause in your contract.) With what means and strategy would you compete against the company for which you currently work?

In beginning to answer such a question, you will observe not only the obvious, but also the hidden weaknesses in the model that you are working hard to eliminate. At the same time, knowing the internal situation as you do, you will also recognize that some of these weaknesses are not going to disappear overnight. For example, the product line may be losing its attractiveness, the value proposition of your services may be weakening, or your customer segmentation may no longer be valid, causing ineffectiveness and higher costs in your efforts to sell your product. These are weaknesses within the model and its implementation that your competition hasn’t quite seen in its scope. But you know that if you were on the other side of the fence, you would spot them and exploit them. There’s nothing like reversing the situation in which you are the competition to gain a new, and perhaps troubling, perspective on the situation in your company and on the relevance (or lack thereof) of your company’s model to its environment.

As a result of this exercise, you may in fact discover that the “great” business model you have is less than optimal for providing the platform for that top-priority responsibility you carry with you every day: growing the company and its value on a long-term basis.


Key Priorities 

• If you have a great strategy for your company, you need to define it in detail, and transfer to your employees the company’s core business values, which will accompany and impact its execution.
• Visions represent a look into the far future. They are something you aspire to realize and they can be dangerous. Don’t redline your  company. Know its limits and what you can demand of it, both in its current state and in its planned future state.
• There are potentially more bad things going on in your company that you don’t know about than those you do know about. Your integrity and your watchfulness are of prime importance in reversing this situation.
• Fuzziness in your business model and in your company’s approach to earning money could cause your company to become second-class. Your constituents, that is, board, shareholders, employees, and business associates must have a clear and fundamental understanding of why a company does what it does, why it does it that particular way, and what the result should be.
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