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On 30 July 2002, IBM announced it was buying the consulting division of PricewaterhouseCoopers L.L.P.  to form a new consulting line of business within IBM.   The author, on assignment to the Washington Consulting Practice of PricewaterhouseCoopers Consulting (PwCC) as a Secretary of Defense Corporate Fellow under the sponsorship of the U.S. Army War College, participated in the acquisition and integration of PwCC into a new and best of breed consulting service in IBM.  


This was an historical event for many reasons, but significantly so due to the size of the acquisition and the speed of integrating or transforming two legacy organizations into a new global business unit.  This strategic acquisition came at a time when IBM is completing nearly 10 years of transforming their business structure and strategy from focusing on being an IT hardware/software manufacturer, to providing IT service and end-to-end business solutions.   IBM’s transformation strategy for this acquisition was to bring these two dissimilar cultures and hierarchies together and form a new business operating model and organization within five months – a feat not seen before in the business world.  This paper discusses the strategic reasons for this acquisition and the change management implications involved in such a global endeavor involving dissimilar cultures.  The author analyzes the success of IBM against nine common practices from industry for successful transformations, and concludes with applicability for the Department of Defense conducting its transformation.
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Strategic Transformation – ibm making it happen

It demands agility -- more than today's bureaucracy allows. And that means we must recognize another transformation: the revolution in management, technology and business practices. Successful modern businesses are leaner and less hierarchical than ever before. They reward innovation and they share information. They have to be nimble in the face of rapid change or they die. Business enterprises die if they fail to adapt, and the fact that they can fail and die is what provides the incentive to survive.

—Secretary of Defense Donald Rumsfeld

One of the major goals of the Bush administration is the transformation of the military into a relevant force protecting the security of the United States in the changing global environment.  In October of 2002, Army Chief of Staff, General Eric Shinseki, began his second year of transforming the United States Army into “a force capable of dominating at every point on the operational spectrum.”
  His intent was to initiate and manage the change in an orderly and planned manner on the Army’s timeline, instead of being forced to change in other ways due to lack of money, emerging threats, or time.  In 2003, the Army’s transformation is underway and gaining more and more momentum as best business practices from successful corporations are studied, discussed, and implemented.  However, the fruits of this transformation will not manifest themselves in terms of real organizational structure change or system capability for several more years.  The published Roadmap calls for the Objective Force to be developed, tested and enter initial production by 2010 – more than six years away.
  In organizations as large and complex as the Army, or any of the Services, or the Department of Defense, change of this magnitude never happens fast – or that is a common viewpoint.  

Change does not happen quickly in large, globally focused corporations, either.  The International Business Machine Corporation (IBM) has been undergoing a strategic transformation since 1993 when the IBM Board of Directors named Lou Gerstner as Chief Executive Officer (CEO).  As the first outsider to be IBM CEO, Lou Gerstner took over IBM at a time when IBM was losing market share, prestige, and money.  Many analysts and leaders were predicting either a total collapse of IBM, a break up into smaller commodity focused companies, or being bought out by some other corporation.
  Under Lou Gerstner’s leadership and visionary influence, IBM is not only still around, but is re-establishing itself as a great company, focused on hardware, software, and global services.  

On July 30, 2002, IBM announced its intention to buy PricewaterhouseCoopers Consulting (PwCC) firm from PricewaterhouseCoopers, LLP, for $3.5 billion dollars.  Not only was this the largest and most complex acquisition by IBM, but IBM leadership announced they were planning on closing on the deal by 1 October 2002 and having an integrated new business unit fully operational by 1 January 2003.  All this activity would occur in less than five months from when employees, customers, and business competitors learned of the intent to purchase.  Normally, deals of this magnitude and complexity would languish for months while clearing the Security Exchange Commission’s review, and then undergo an extensive change management effort with the acquired company to bring it into the IBM operating model and systems.  

The author, assigned to PricewaterhouseCoopers Consulting as a Secretary of Defense Corporate Fellow beginning in August 2002, witnessed and actively participated in the acquisition of PwCC by IBM and the rapid formation of a new business unit.  This paper will look at IBM’s success at simultaneously integrating and transforming a large, global and unique business entity in less than six months as a manifestation of its own success with its internal transformation, and its adherence to the current best business practices of executing large scale change.  The paper consists of four sections.  The first section introduces the strategic need or environment that precipitated this transition spike within IBM’s transition continuum.  The second section will describe and discuss the organizational structures, and corresponding cultures, of these two entities and conclude with a description of the “To Be” organization and culture.  The third section analyzes the success seen against the benchmarks of the successful change management methodology prescribed by John Kotter, leading expert on leadership and change
.  The last section offers a few observations and recommendations for the Department of Defense in achieving and maintaining the strategic transformation of the military based on the observations from IBM’s rapid change in this business.

The Strategic Need

IBM Desire to Acquire Consulting Firm

As part of the strategic transformation of IBM, Lou Gerstner felt that IBM had “evolved over the years in two directions:  powerful geographic units that dealt with IBM’s Global reach, and powerful product units that dealt with the underlying technological forces.”
  IBM was a large, bureaucratic company with defined lines of business focused purely on research, hardware and software – all products.  Missing from the equation was “What did the customer or consumer want?”  IBM’s strategic answer was the unveiling of its “e-business” in November 1996
, and a phrase that would become common vernacular in a short while.  Figure 1 is was the IBM organization structure pre-January 2001
.  
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Figure 1 IBM Organization Pre-July 2002

In January 2000, IBM created a global line of business structure in IBM Global Services to support three key segments of the services marketplace, spread across the existing three geographical divisions:  

· Business Innovation Services (BIS), which was the combination of the consulting and integration services capabilities; 
· Strategic Outsourcing (SO), which was the traditional outsourcing capabilities as well as the new e-outsourcing offerings such as web hosting; and 

· Integrated Technology Services (ITS), previously known as Product Support Services, which was the technology services capability.

The strategic vision and objective for the BIS organization was to “provide customer coverage and business unit management in line with the particular needs of each industry,”
 or customer.  This was the execution of the strategic vision of maintaining IBM’s focus on quality and value, but shifting more towards providing value, both service and products, to customers, not just selling products.  IBM was coming into this niche at the height of the “dot com” era, and naturally focused on the clientele currently supported by its products divisions.  With revenue in hardware and software firms decreasing, the only way to increase revenue and profit, was to grow the services aspect of the business.  For IBM, the choice was to grow the business incrementally or downright acquire the capability through acquisition, merger or hostile takeover.  Growing the business incrementally is hard work, time consuming, and does not create much wealth.  But it is a necessity in maintaining a competitive advantage.
  

Another option was acquiring a company already possessing a strong base and customer relationship in providing end to end service, from thought leadership to full service.  With the right selection, coupled with timing in the market place, this strategic option would provide a transformational change to the business.  For IBM, this would be a true innovative transformation of providing greater service value to the business world.  It would allow IBM to respond to the market with new business unit - assembled with new people, capital and technology.

PwCC Going Public August 2002.

PwCC LLP grew out of a merger of equals, with Pricewaterhouse and Coopers & Lybrand in July 1998.  That merger united two similar businesses into a greatly expanded business opportunity, but took almost three years before it was operating as a single entity with its own culture and identity.
  Within the PwC organization, there existed a natural tension between the larger parent unit being a corporate tax audit firm, and the consulting business unit which provided technology, thought leadership, and total solutions to customers.  Corporations relied on a fair and objective audits of their accounting processes and reports.  Consequently, large IT companies that used PwC as its independent auditor were precluded from partnering with PwCC in providing hardware, software and service solutions to other clients.  Ironically, this was the case with IBM.  PwC was the audit firm of IBM, and there was limited involvement between IBM Business Innovative Systems (BIS) with the PwCC in providing solutions to customers.  They were competitors in the strictest sense.

In the wake of the scandal with Enron in 2001, Congress passed the Sarbanes-Oxley Act of 2002 in January 2002which imposed “a number of important requirements for public company governance and disclosure.”
  Although not directly effecting a private, partnership based corporation like PwC, Sarbanes-Oxley Act had a chilling effect on the public corporations, especially after the collapse of WorldCom a short time later.  In order to grow the business, PwCC re-engaged in its pursuit of splitting off from PwC and going public.  In May 2002, PwCC announced new leadership for PwCC and also submitted its intent for an initial public offering by filing with the Securities and Exchange Commission (SEC) in May 2002.  The proposed date for going public was 15 August 2002.  

Operating in the Public / Government Sector

As a global corporation consisting of more than 310,000 employees in more than 160 countries,
 IBM has a rich heritage of providing its products and service to the non- commercial markets such as the Federal Government, state and local governments, and other private-type entities.  In dealing with these public and governmental sectors, there is a slightly different operating model, or procedures a corporation must follow.  Some of this is regulatory, other aspects are dependent on the environment.  

Corporations doing business with the Federal Government must operate within strict cost accounting measures prescribed in the Federal Acquisition Regulations.  These procedures evolved over time and seek to protect both the federal customer and the service provider.  The money which federal customers have to devote to a service is derived from budget allocations from Congress, not from profits of a commercial enterprise.  Generally speaking this customer has less money to devote to a level of effort since there are competing requirements, and the FAR stipulates that the estimated cost of service must include the total cost of service to the customer.  FAR requirements also seek to ensure equitable competition with appropriate margins for profit.

The provider is required, by law, to document this and all records are open for government audits.  Because of the requirement for a clean audit at the public level, and the need to document all allowable costs to the government clients, corporations must isolate the pricing, procurement and contract activities from their standard business to provide the level of detail required for government audits, and to protect the other company assets from a government audit.  

The reporting requirements under the FAR, combined with the generally lower dollar contracts, result in lower gross margins for a company and a lower profit margin compared with a pure commercial activity.  Risk management becomes absolutely essential.  At the same time, doing business with the public and government sector is a growth area, and has been a profitable business for most corporations, especially since the terrorist attacks in September 2001.  

Finally, business in the public and government sector is widely discussed and compared.  Success on a certain project, or providing value-added service to an organization on time and in budget, often results in more work.  Nothing develops confidence and business better than success.  Within the government, non-compliance with the strict federal regulations could result in fines, being barred from further contracts, and being listed on an unfavorable action list.

Organization and Culture

How is culture defined – in the business world or in government?  Is it the organizational structure, the values, the goals, the people?  It is really all these – and more.  It’s the manifestation of the values, beliefs, and norms expressed in an organization.
  Lou Gerstner writes 

“… culture isn’t just one aspect of the game – it is the game.  In the end, an organization is nothing more than the collective capacity of its people to create value.  Vision, strategy, marketing, financial management … can set you on the right path and can carry you for a while.  But no enterprise – whether in business, government, education, health care, or any area of human endeavor – will succeed over the long haul if those elements aren’t part of its DNA.”

Gerstner’s theory is that successful institutions always develop strong cultures that reflect and promulgate the values, strategies, and norms that make that institution strong.
 It is these same cultures that a leader has to be aware of, and change or retain, when instituting large scale change.  A brief look at the organizational structure and basic culture of these two organizations is warranted.

PwCC Organization and Culture
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As one of the world’s most respected consulting organizations, PwCC was organized around three geographical regions: North America, Europe-Middle East-Asia (EMEA) and Asian Pacific (AP).  It was a service organization that within each geographical region was structured in a matrix fashion around industries, or markets, and service offerings or expertise.  Figure 2 demonstrates the organization of PwCC before joining IBM. 

Figure 2 PwCC Organization
The company had “deep business process skills, with a strong presence in key industries such as pharmaceuticals, industrial and consumer products, and the public sector.”
  PwCC was well connected with leaders in these particular industries, namely the CEO’s and Chief Operation Officers, and Chief Financial Officers.  

From observation with the company and discussions with leaders and practitioners, the PwCC culture could be characterized as being a tremendously professional group of entrepreneurs, dedicated to providing advice and solutions of best business practices to the clients.  The term entrepreneurial is an appropriate adjective for how they approached the day-to-day business.  Every employee, from new consultant to senior partner, was assigned to a service area, or a specialized functional area such as Supply Chain and Operations Services, Financial Management Services, etc.  From there, an individual could be engaged in opportunities across one or more industries at any given time.  Engagement opportunities focused around teams comprised of individuals that would be involved in a project from initial conception, to bid and proposal work, to actual service delivery.  These teams were formed based on the requirements of the project, the inventory of personnel available with the necessary experience, and the scope of the project.  The teams formed on an “as needed” basis and continually readjusted based on utilization factors, work load requirements of the project, and best business practice.

It was entrepreneurial also in that these experts would provide innovative thought and solution experience gained from the ubiquitous sharing of information within the firm, and from the dialogues and relationships formed with best leading practices in industry.  Innovation came from the relatively flat nature of the organization, and the cultural value of challenging the status quo and offering new approaches to problems.  Good ideas came from all levels of the organization – both in recommending changes to the PwCC business processes, and also solutions or services to clients.

PwCC was rooted in, and focused on value-added processes for its clientele.  It focused on developing business strategies for clients as well as providing advice on business process.  Although rooted in advice and strategy, the firm had begun to branch out into the more technical areas of providing solutions for systems integration and outsourcing services, especially on larger, more complex projects with multi-year contracts.

IBM Business Innovative Services Organization and Culture

As stated earlier, the service oriented business of IBM was the Business Innovative Services (BIS) organization.  This relatively young group was also globally organized around three geographical regions: Americas, Europe-Middle East-Asia (EMEA), and Asia-Pacific (AP).  However, its structure was more hierarchical, consisting of industries, with teams inside that specialized in 21 industries that BIS had expertise in.  Because it had evolved from the product focused background of IBM, the business focused on the larger deals and tended to build business expertise around technology.   Their relationship building strategy was focused more with the technical leaders of their client organizations such as the Chief Information Office (CIO), and later the Chief Technical Officer (CTO).  

From observation with the company and discussions with leaders and practitioners, the IBM BIS culture could be characterized culture as being more organizationally hierarchical.  Teams tended to be more fixed and permanent, with little room for cross-lateral movement other than physically transferring out of one organization to another.  Decisions were much more centralized, flowing down from the upper levels, and rarely coming from mid-level executives.  This sort of information flow is typical of any large organization.  This culture and decision making process exists in this type of structure or else there would be “a thousand tribes”  with competing goals and interests instead of one unified company
.   

With the introduction of providing business services to companies in 1996, the values continued to evolve from those of Corporate IBM.   The basis for the corporate beliefs still came from Watson Sr., the founding father of IBM.  In summary, they were:

· Excellence in everything we do.

· Superior customer service.

· Respect for the Individual.

The manifestation of these basic beliefs was evident in the underlying business processes within BIS.  The business focused on long term relationships with clientele, and the relationships were carefully maintained and protected against encroachment from other divisions within IBM.  “One voice to the customer” became the rallying cry.  Because of the nature of the teams, and the fact that they represented competing niches within IBM, there was little incentive to truly share great ideas across the vertical boundaries.  In order to ensure that superior support was provided to the customer, management developed a very deliberative planning process in the overall business process of offering solutions to customers, along with a rigorous risk management process.  The deliberative planning process included decision levels which determined whether business managers could make decisions at their level, or if they were to be elevated to higher level.  As part of the overall risk management program, high dollar engagements, or risky projects, would be subjected to a strict project management review. 
   Constant leadership and monitoring would be the impetus in providing the right solution at the right time at a profitable rate. 

Driving Success

The world is changing at an ever increasing rate.   Thomas Friedman’s book The Lexus and the Olive Tree, sets the stage for understanding what is happening around us with his assertion that what is different today, versus the dramatic changes witnessed between 1945 and 1989 is “the degree and intensity with which the world is being tied together into a single globalized marketplace and village.  What is also new is the sheer number of people and countries able to partake of today’s globalized economy and in formation networks, and to be affected by them.”
  In today’s market place, business must continually adapt and change, or go out of business.   In trying to keep pace with their respective markets, business continually adapt their corporate strategies, and ensure the processes are optimized as best they can be, and rely on innovative thinking and action in creating the necessary change within their organization.  Large, bureaucratic corporations, like IBM, must effect change on a global scale, not by region or country.   Thus, adapting to a market place opportunity by either acquiring or merging two similar companies may indeed bring about the strategic change required to remain competitive or to gain the competitive edge, but it will be change and change is difficult.  

John Kotter, recently retired Professor of Leadership at the Harvard Business School and author of several books on leading change in corporations,  identifies eight distinct sequential stages required to transform an organization, or to bring about a dramatic change.  In “Leading Change: Why Transformation Efforts Fail”, Professor Kotter states that large-scale change can take several years.  According to his methodology, the corporation must execute the changes in the right sequence.  Accelerating some stages may cause unexpected problems, which would also negatively affect sequential stages.
  But not all stages look the same nor have the same intensity or duration from one company to the next.  While executing the stages is important, the model tends to apply a linear approach to a multi-dimensional and dynamic situation – bringing about change in a complex entity comprised of values, beliefs, and people.  A framework of common findings or practices would be useful to examine the success of IBM in bringing about the transformation of its consulting and services division.  

During the height of the dot-com era, mergers, acquisitions and leverage buy-outs were commonplace.  However, it was not long before analysts and researchers found out that many major mergers and acquisitions do not live up to their potential.
  On 24 September 2002, the General Accounting Office (GAO) convened a forum to “identify and discuss useful practices and lessons learned from major private and public sector organizational mergers, acquisitions, and transformations that federal agencies could implement to successfully transform their cultures.”
  This forum fostered open dialogue and sought to identify common practices among the various businesses present.   The group produced a set of nine key practices that form a framework to a successful change management, or transformation:
 

· Ensure top leadership drives the transformation

· Establish a coherent mission and integrated strategic goals to guide the transformation

· Focus on a key set of principles and priorities at the outset of the transformation

· Set implementation goals and a timeline to build momentum and show progress from day one.

· Dedicate an implementation team to manage the transformation process.

· Use the performance management system to define responsibility and assure accountability for change.

· Establish a communication strategy to create shared expectations and report related progress.

· Involve employees to obtain their ideas and gain their ownership for the transformation.

· Build a world-class organization.

These practices are useful as a framework to analyze why IBM was successful in its integration and transformation of its consulting services division.

Top 
Leadership Involvement TC "Top Leadership Involvement" \f C \l "3" :  The first common practice stressed that the change must be driven from the top, not relegated to subordinate leaders to figure it out and make it happen.  Forum members agreed that “leadership must set the direction, pace, and tone for the transformation and is essential to provide a clear, consistent rationale that brings together the originating components behind a single mission.”
  IBM Corporation announced the acquisition, the initial timeline, and the reason for the acquisition at the initial announcement on 30 July 2002.  In announcing the purchase of PwCC and the formation of a new business unit, Sam Palisano, IBM President and CEO, and Doug Elix, Senior Vice President and group executive for Global Services, also announced that Ginni Rometty would be the new leader of this yet unnamed business unit.
  From that time forward, all information, communications and directives came from Ginni Rometty.

From August to September 30, 2002, the two companies were not permitted to hold joint meetings, share project information, or generally conduct business together due to the pending approval by the SEC and the PwCC Partners.  What they could and did do, was form a global project management office (PMO) consisting of selected members of each organization that would chart and manage the integration of the two businesses.  The global program office was based in New York City, on an unused floor in an IBM building.  The office consisted of the management office and three similar teams for each of the geographical regions within IBM: Americas, EMEA, and AP.  All announcements flowed from either Ginni Rometty herself, or from the geography leaders once they were formally announced.  

Starting in August and continuing through the first part of October, Ginni Rometty traveled to every PwCC major region and conducted town-hall meetings with the prospective new IBM employees.  The town hall meetings were well received by the employees and helped to lesson the anxiety over what was happening, and how would jobs would be affected.  The employees, both former BIS and new ones coming from PwCC, knew who was in charge and what her vision and expectations were.

Coherent mission and Integrated strategic goals TC "Coherent mission and Integrated strategic goals" \f C \l "3" :  The second common practice decided upon was that: 

“the mission and strategic goals of a transformed organization must become the force of the transformation, define the culture, and serve as a vehicle for employees to unite and rally around.  Mission clarity is especially essential to define the purpose of the transformation to employees, customers, and stakeholders.  In addition, the strategic goals must align with and support the mission and serve as the continuing, visible guideposts for decisionmaking.”
  

The immediate mission of acquiring and integrating the PwCC organization into the existing IBM BIS organization was announced early, and then reinforced at town hall meetings conducted around the globe. Sam Palmisano stated up front that “the client is the driving force behind today’s announcement with PwC.  Clients … are seeking a partner with deep business expertise and the ability to exploit leading, open standards-based technology to turn these ideas into bottom-line business benefits.  This acquisition underscores our commitment to this strategy.”
  In a letter to the legacy IBM BIS employees, Ginni Rometty restated Sam Palmisano’s “intent to deliver the business insight and services necessary to help clients apply software and technology to drive business performance.  Their strategy was simple, consistent and delivered from the top leadership.

What made this different from other acquisitions was that there had been mutual agreement among the leadership of both organizations on the organizational construct of the new business.  Simply stated, IBM would “marry IBM’s sector/industry go-to-market with PwCC’s solutions areas” and adopt PwCC’s management system.
  Embedded in the leader’s strategy construct was the simple fact that this was going to be a new business – incorporating the best business from both organization, and resulting in changes by employees and leaders in both organizations.  The leadership was put in place, and there was a coherent mission and strategy understood by everyone in the business.

Established principles and priorities TC "Established principles and priorities" \f C \l "3" :  The third common practice was the need to focus on a singular set of principles and priorities at the very beginning.  Leadership identifies the principles and values, along with the priorities, and these serve as the framework to help the organization create a new culture and drive the employee behaviors.
  “Principles are the core values of the new organization and they define the attributes that are intrinsically important to what the new organization does and how it will do it.”
  In her letter to the BIS employees on 5 August 2002, Ginni Rometty delivered three simple principles that the integration team and the business leaders would work toward:  Move quickly and decisively; adopt best practices; and incorporate a combined leadership team.  

The most consistent theme from the leadership was that this was the best thing to happen for both IBM and PwCC and that it would happen very fast.  Based on the reputation of PwCC and BIS in their respective businesses, and a rigorous due diligence phase, both parties knew they did not have the luxury of studying the alternatives for every possible situation or the perfect business practice.  PwCC also learned in their last merger experience that stretching out the initial integration by not making timely decisions or always looking for a better solution results in a longer period of chaos and uncertainty.  During this period it is impossible to effectively nurture and adapt the objective culture.
  Delaying implementation of the business processes or the objective culture hurts the business.

Adopting the best business practices was really done at the higher, organizational levels.  This was partly true because the road map was laid out two months or more before the proposed closing date of 1 October 2002.  During the due diligence phase, the leadership had discussed the advantages and disadvantages of the operating models of both IBM BIS and PwCC and decided to “adopt the PwCC management system, or matrix organization, which allows practitioners to work in an industry focused job as well as a solution area.”
  This was a revolutionary concept for the people in IBM who traditionally had been layered in a vertical manner either as a solution area or in a specific industry.

Realizing this significant change in organizational structure, and corresponding change in culture, IBM leadership and the integration leaders decided early on that the new leadership would a blend of top leadership from both organizations, not just from one.  Ginni Rometty placed significant importance to building a true team – a team of leaders possessing leadership talent and knowledge from both organizations.  

In the same manner, Ginni Rometty laid out three expectations and priorities to everyone:  Continue to operate business as usual; Focus on clients; and Deliver the quarter.
  The first priority simply reaffirmed the fact that both parties would have to operate as separate entities until final approval was granted by the partners and SEC.   Even though there was much curiosity in both organizations about how their counterparts worked or what contracts or contacts they had, no team building or team sharing could take place.  

The second priority was a reflection of the IBM strategy – focus on the clients.  Ginni Rometty’s priority was for employees to stay true to their clients but let them know what was going to happen and how this would benefit the client in the future.  To do this, the employees had to have more than just a passing knowledge of the acquisition.  Employees had to know, and understand in a business sense, why IBM and PwCC were merging, and specifically how this merger would change the value IBM provided to the client.  Above all, the employees should stay focused on providing the highest quality in all service areas.

The third priority was to make sure people stayed focused on making their targets.  Past experience in mergers shows that organizations that worried more about integrating the new organization, often failed because the actual operation was allowed to falter or stop.  The daily operation has got to keep running during any integration or transition effort.  Failure to do so is failure – true in the military just as it is in business.  

Implementation goals and timelines TC "Implementation goals and timelines" \f C \l "3" :  The fourth common practice was that the leadership should set implementation goals and a timeline to build momentum and show progress. 
  As mentioned earlier, the leadership set broad implementation goals and timelines during the due diligence phase in July.  These timelines set the tone and the pace of integrating these two organizations.

Figure 3 depicts the timeline and strategic level milestones that were laid out in July and used at the various townhall meetings.  


[image: image2.emf]Day 1 + 30 January 1, 2003

Day 1 & beyond

Collaboration



Account-specific 

value propositions 



Integrated account 

plans/actions 



Priority solutions 

rationalized



Key organizational 

leaders named



Common access to 

IBM network, w3

Integration



Fully integrated team



Common metrics and 

scorecard



Opportunity mgmt 

integrated across IBM



Rationalized coverage 

for all accounts



Integrated QA/risk 

management

Day 1

One Face to Clients



“Meet and greets”



Client/partner calls



Joint pipeline mgmt



Sales & marketing 

campaigns

–

Audit accounts

–

Brand attributes



Employee orientation 

& on-boarding

Integration Program Update


Figure 3  Transition Timeline

From the frequent announcements, webcasts, and emails from Ginni Rometty and the other leaders, employees knew that the first real impact to affect them would take place on 1 October when everyone would come together as one business to the customer.  Initially, few understood what that meant.  For most practitioners, they viewed it as the milestone of have an IBM email account, access to the IBM information, and the ability to share procedures, projects, and thought leadership with their counterparts in the other legacy business unit.  But as 1 October approached, leadership articulated the tactical level objectives.  Without first having the strategic level timeline, the tactical level decisions and information would most likely not have been defined nor published on time.  This Strategic timeline became the synchronizing centerpiece of the global program management office in defining, prioritizing, and deploying the hundreds of critical tasks, most globally in nature, to achieve successful integration in such a short time.  The phases of the integration became the phases to which managers deployed personnel in support of the integration effort, and by December 2002, the phases represented where funding would come, or not come, for particular tasks.

Dedicated Integration/Management team TC "A Dedicated Integration/Management team" \f C \l "3" :  The fifth common practice was that dedicating a strong and stable implementation team to be responsible for day-to-day operations and management was important to make sure the implementation stays focused and on-track.
  In the case of an acquisition, the implementation team must consist of leaders from both organizations, and should have full representation of the functions and skill sets that are being implemented in the new organization.  The group also agreed that “the team leader is a full-time job and should be dedicated for the duration of the transformation process.”
  IBM, based on their experiences in acquisitions and from PwCC’s experience, took this very seriously.  In addition to naming the leadership team early on, Ginni Rometty also selected the lead integration leaders who would work closely with the IBM leadership and the employees in execution this integration.  Enforcing the team concept, Ginni Rometty selected a former General Manager from BIS, and a Chairman from PwCC to lead the global integration team.  By 15 October, this team would include two more executives, one from each legacy organization.
   This same was true within the three geographies – a senior executive was selected to lead the integration within that geographical unit.  Often, the integration leader was not from the same legacy organization as the business leader.

Define responsibility and assure accountability for change TC "Define responsibility and assure accountability for change" \f C \l "3" :  The sixth common practice was that the new organization’s performance management system must create a “line of sight” showing how the individual, team and unit performance contributes to overall organizational results.  The performance management system reinforces the principles and priorities established earlier, and serves as the basis for setting expectations of the employees’ roles in the transformation.
 Just as with normal, or business as usual operations, the performance management system evaluates the individual’s performance and contributions in successfully implementing the desired organizational change, and ultimately the organizational results.  On this common practice, IBM departed from the GAO forum’s common practice.  Due to the rapid pace, and complexity of integration, there was no performance measurement metric applied.  Nor was one required for such relatively short time duration.  Of the seven corporations participating in the Corporate Fellowship program, all use performance evaluations or appraisal plans of a 12 month cycle.  Thus, if a person supports a project outside of their normal job description they would most likely receive a letter input from the supported manager, but there would be no formal measurement of their performance.  Given the short time frame of this mission, leaders selected their best and experienced performers when asked to provide representation on the various workgroups and work streams.  Most leaders also recognized the importance of this effort and offered up the valued employee for the duration of the project.  This changed as the end of a phase approached.  Especially at the global and geography levels, work group leads, principal staff members, and executive assistants, were offered jobs as rewards within the new organization.  The outgoing person would fully brief the new incoming person, but it is impossible to fully assimilate all of the background knowledge surrounding a particular task or event.  Overall though, the senior integration leadership at each level remained the same.   This greatly added to the overall synergy of the integration.

Communicate TC "Communicate" \f C \l "3" :  The seventh common practice was that “having effective and ongoing internal and external communication strategy is essential to making transformation happen.”
  IBM substantiated this common practice observation throughout the integration.  Starting with the initial announcement on 30 July 2000, IBM leadership effectively used the many type of news media to communicate to their clients, employees, and businesses.  Most noticeable were the ubiquitous and eye catching advertisements in business magazines – touting the new business offerings of the new IBM Business Consulting Services.  Internally, IBM set up specially web pages on their intranet portal whereby employees could read the weekly updates or review the ‘frequently asked questions.’  Mass distributions of weekly and bi-weekly email updates to BCS employees provided granular information on topics directly effecting the variety of users by geographical areas.  A common email system and a secure company intranet ensured this capability.

Involve employees TC "Involve employees" \f C \l "3" :  Though it might appear obvious, the eighth common practice was to ensure that employees were involved in the process from the very beginning in order to gain their ownership, or buy-in, for the changes that would be occurring.  Involving the employees early and frequently reinforces the process of transformation by including the frontline perspectives and feedback.  It cannot be a true democratic process, but the more input and discussion early on, the greater the acceptance by individuals and teams.   IBM and its leaders focused on not only keeping the employees informed, but also involved.  Employees were provided opportunities to provide input and feedback at town hall meetings, and directly to email transition management mailboxes.  If a policy or procedure was declared that did not make sense, or would hurt the business, employees were quick to provide constructive feedback on the situation.  Other times, there were detailed instructions sent out that would end with “if you have not received the CD by this date, please contact the transition team to arrange a special delivery.  This type of communication and involvement was absolutely necessary in coordinating and completing time critical functions tied to transferring time and attendance reports to standard IBM systems, conducting initial log on and training on the new time and expense systems, and converting to new IBM policies – literally over night on 1 January 2003.

Build a world class organization TC "Build a world class organization" \f C \l "3" :  The ninth, and final, common practice was that successful change efforts start with a vision of radically improved performance and then the relentless organization-wide pursuit of that vision.  The crux of this change is a corresponding change in culture.  The culture to-be must be addressed at the beginning and then readdressed frequently throughout the transformation process.
   People are willing to change if they see there is a positive reason to change.  Employees are proud to work for a world class organization; one where they are valued and can see the fruits of their labor.  As discussed earlier, this is espoused by the company by their values, strategies, principles, and ultimately it is manifested in the unit’s culture.  From Sam Palmisano, to Ginni Rometty, and subordinate leaders, there was one common focus of creating “a services organization ‘the likes of which the world has never seen.’”
  This focus, combined with the positive culture to-be of taking care of the clients, empowering the individual, and becoming the best, enabled IBM to undertake the most aggressive acquisition to date and complete it in a very short period of time.
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Figure 4  BCS Matrix Organizational Model

On 3 January 2003, the new IBM BCS organization was in fact one organizational unit, integrated on one global human resources system, with interface connections tested and in place for transferring former PwCC financial and accounting data to the IBM accounting system.  The integration of these two global entities into a new business structure with its own emerging culture appears to be successful.  There were surprises within countries when trying to move a host national employee over to the new system and when political and union concerns posed some additional challenges.   In the past three months, the business gained momentum in creating more market value and increasing their lines of business.  A recently released IBM internal survey revealed that of 25 questions dealing with how employees felt about their roles and value to the business, there were overall increases of favorable responses (or agreement) between the monthly surveys conducted since July 2002.
  The Quarterly earnings report which will be released in April 2003, will provide the numerical confirmation as to whether this integration and new business unit is successful.  Early indications are that it is.

Applicability to DoD’s Strategic Transformation

On September 10, 2001, Secretary Rumsfeld announced his “battle on bureaucracy” in an address to the members of the Department of Defense in a town hall meeting in the Pentagon.  He challenged the department members to significantly improve the capability of DoD and the support to the men and women in the Armed Forces by reducing the mountains of duplicate processes and staffs.
  A lot of progress has been made since then despite the cataclysmic events that occurred 11 September 2001 and have consumed the efforts of DoD and the nation.  The Army staff has already reduced the duplication between the civilian and military leadership – integrating the two staffs into one.  The other services plan to do similar integrations of staff functions.  

DoD Top Leadership Involvement:  As previously discussed, it is important that top leadership drive the transformation with a dedicated implementation team to manage the transformation process.  From the perspective of continuity under the same leadership and management team, this is extremely difficult to do in the department of defense.  The top civilian leaders are asked to serve by the President and confirmed by the Senate for those defined roles.  But their defined roles are surely not limited to transformational issues.  Their particular directorate may be intimately involved in a major change, but unless there is a published transformational roadmap and their performance is measured against the roadmap, there will be no synergistic changes in the right direction or at the right time to provide the best effectiveness to DoD or the services.

DoD Coherent Mission and Integrated Strategic Goals:  DoD, and the subordinate Services, have a coherent mission with broad strategic goals to achieve them.  The difficulty lies in having the these controlling factors understood and incorporated not only by the members of the the vast organization, but also by the very large board of directors that oversees the Dpartment of Defense – the united States Congress.  When it comes to publishing goals, setting priorities with funding,  there is little agreement, and surely no speedy resolutions.  

DoD Established Principles and Priorities:  In establishing transformational principles and priorites, the Army leads the Services with its recent publication of the “U.S. Army Transformation Roadmap”.  The other Services are also publishing their roadmap.  From an organizational perspective, there should be a DoD roadmap articulating the integrated principles and priorities DoD establishes to achieve transformational success.  The Army, as an example, maps their transformation plan with the higher level DoD strategic goals 
 and then provides implementation goals and associated timelines – at a high level perspective.
  

DoD Implementation Goals and Timelines:   Unlike the published goal and timeline throughout IBM regarding the strategic transformation it was executing, DoD nor the Services have published implementation goals and timelines of any degree of specificity.   The Army’s implementation goals and associated timelines are broadly defined as near term, interim, or objective force – roughly the “new” force projected for 2015.  Program initiatives and implementation ideas are supported with annual budget forecasts, but there are no published goals and timelines to measure progress against.

DoD Dedicated Implementation/Management Team:  Current manpower assignment on any of the staff is for a maximum of three years, but most serve less than that on any specific task or job.  If a transformational event cannot be achieved in shorter periods of time, then the assignment process should be changed to have strong individuals with the right skills work on the transformational management teams without detriment to their careers.  Also, a cross-section of experience, rank, function, and culture should be used to form the transformational staffs – at all levels.  The current practice of assigning people to staff jobs based on rotation from a command position, awaiting a future command position, or attendance at a professional school results in high turnover and low continuity of integration and change management.  Staffing the transformational management team with the right leader and the appropriate mix of change management experts may very well be the biggest challenge.  This team must have access to the very top level leaders, be savvy, experienced and intelligent enough to create a business process or organization change without breaking the business – and still be motivated for a continuing career after completing this assignment.  

DoD Communication:  DoD and the Services must continue to improve on their internal and external communications about the vision, strategy and objectives.  In an organization as large as the Army, this is a monumental challenge.  As changes occur within these large organizations, the members should know of the changes, understand the changes, and consciously determine how those changes affect them.  This communication is very difficult.  Too much communication or information may result in recipients feeling overloaded and they begin to disregard the information flow.  Too little communication or information, the organization flounders and creates processes and cultures that run counter to what the leadership would like to see.  The key is to strike the balance somewhere in the middle.  Sending out information to only part of the population effected decreases the amount of information received by everyone, and puts the essential information where it is needed.  DoD and the Services must make effective use of portal technology and web interaction.  By posting the information in this manner, users can select the category of information that effects them, and receive the information when it is conducive for them to understand it.  Developing the right themes utilizing appropriate venues will be the catalyst and fuel necessary to make the transformational processes happen as quickly as possible

DoD Employees Involvement:  On the strategic and operational level, DoD and the Services have started involving its members on a more frequent basis.  At this juncture, the involvement has been more with town hall meetings or periodical news bulletins announcing an organizational change, inception of a new program, (or cut of a transformational-linked program), of congressional committee action.   Each service established a transformation web site but these tend to be one-way sources of information, more like communications, rather than two-way communications.  During meetings with the Army Staff Directors on August 1-2, 2002, the Army Senior Service College Fellows were encouraged to use the opportunity this year’s time away from the normal job assignments to think strategically and to write papers proposing innovative ideas and recommendations to the senior leaders in the Pentagon.  The challenge remains to provide other avenues and opportunities for at least some employees to be involved.  

DoD Building the World Class Organization:  Finally, DoD and the services must continue to press for change to the common support functions of human resource management, financial management, supply chain management, and information technology that are critical to every organization.  These areas are linked to one another at certain points, but each one evolved independently over the years and is a separate process and system within the services, DoD and the defense agencies.  Integration of a single financial business model and corresponding system is well underway under the leadership of Secretary Dov Zakheim, Undersecretary of Defense - Comptroller.  Reducing the several financial management systems to few will enable DoD to better track where money is being spent as well as freeing up money for critical roles and functions.  The same arguments hold true for the other three business functions.  Once these common core functions are integrated across the services and DoD, organizational transformations of systems and processes can occur more effectively and efficiently, in much the same manner as IBM was able to conduct its transformation in  a relatively short time.

WORD COUNT = 7706

ENDNOTES

BIBLIOGRAPHY

Foster, Richard and Sarah Kaplan.  Creative Destruction: Why Companies That are Built to Last Under Perform the Market – and How to Successfully Transform Them.  New York, NY:  McKinsey & Company, Inc., 2001.

Friedman, Thomas L.  The Lexus and the Olive Tree.  New York: Anchor Books, 2000.

Garamone, Jim. “Rumsfeld Attacks Pentagon Bureaucracy, Vows Changes,” Armed Forces Press Service. 10 September 2001.  Available from http://www.defenselink.mil/news/Sep2001/n09102001_200109103.html. Internet.  Accessed 10 October 2002.

Gerstner, Louis V. Who Says Elephants Can’t Dance?: Inside IBM’s Historic Turnaround.  New York, NY: HarperCollins Publishers Inc., 2002.

Hagberg, Richard and Julie Heifetz.  ”Corporate Culture / Organizational Culture:  Understanding and Assessment.“ 2000.  Available from http://www.hcgnet.com/html/articles/understanding-Culture.html.  Internet.  Accessed 15 March 2003.

Hitt, Lorin.  “Information Technology, Productivity and Organization.”  Briefing slides with personal notes.  Secretary of Defense Corporate Fellows Program, Rosslyn, VA.  23January 2003.

IBM W3. “About IBM: A Corporate Overview.” 17January 2003.  Available from http://w3.ibm.com/ibm/index.html.  IBM intranet.  Accessed 10 February 2003.

______.  “Ginni Rometty Letter to BIS Employees.” 2 August 2002.  Available from http://w3-2.ibm.com/services/bcs/rometty_messages.html. IBM Intranet.  Accessed 25 February 2003.

______, “Global Pulse Survey Report.”  January 2003.  Available from http://w3-2.ibm.com/services/presentations/gps2003-01_igs_total_report.pdf. IBM Intranet.  Accessed 21 March 2003.

______. “IBM Organization.” Available from http://w3.btv.ibm.com/aboutbtv/z3.htm.  IBM Intranet.  Accessed 4 March 2003

______.  “IBM to Acquire PwC Consulting.”  30 July 2002.  Available from http://w3-2.ibm.com/services/strategy_org/20020731_pwc_consulting.html.  IBM Intranet.  Accessed 15 March 2003.

______. “Organization: Global Line of Business Structure Announced in IBM Global Services.” 12 January 2000. Available from http://w3.ibm/services/strategy_org/org_updates.html. IBM Intranet. Accessed 17 February 2003.

Kotter, John. “Managing Change: The Power of Leadership.” Balanced Scorecard Report (January – February 2002): 20-23.

Kotter, John, Dan Cohen, and Walter Kiechel. “The Heart of Change.”  Virtual seminar with written notes.  Harvard Business School, 12 December 2002.

Kotter, John P. Leading Change: Why Transformation Efforts Fail.  Harvard Business Review, March-April 1995. 

Lissak, Robin and George Bailey. A Thousand Tribes: How Technology Unites People in Great Companies.  New York: John Wiley & Sons, Inc., 2002.

MacNeill, Paul C. “Sarbanes-Oxley Act of 2002,” 30 August 2002.  Available from http://www.campney.com/technology/newsletters/technews_August30/article_macneil1.htm.  Internet.  Accessed 14 March 2003.

Shinsheki, Eric K. and Thomas E. White. U.S.  Army Transformation Roadmap June 2002. Available at http://www.army.mil/vision/Transformation_Roadmap.pdf. AKO Internet. Accessed again on 20 March 2003.

U.S. General Accounting Office.  Highlights of a GAO Forum on Mergers and Transformation:  Lessons Learned for a Department of Homeland Security and Other Federal Agencies.   Washington, D.C.: U.S. General Accounting Office, November 2002. 

Welch, Jack and John A. Byrne.  Jack – Straight From the Gut.  New York: Warner Books, Inc, 2001.

� EMBED PowerPoint.Slide.8  ���











�Something missing here.





� Eric K. Shinsheki and Thomas E. White, The Army Transformation Roadmap, (June 2002) Available at � HYPERLINK "http://www.army.mil/vision/Transformation_Roadmap.pdf" ��http://www.army.mil/vision/Transformation_Roadmap.pdf�; Internet AKO; accessed again on 20 March 2003; vii.


� Ibid, vii.


� Louis V. Gerstner, Jr., Who Says Elephants Can’t Dance? (New York, NY: Harpers Business, 2002), 36-37.


� John Kotter, “Managing Change: The Power of Leadership,” Balanced Scorecard Report (January – February 2002): 22.


� Gerstner, 84.


� IBID, 173.


� IBM W3; “IBM Organization”; Available from � HYPERLINK "http://w3.btv.ibm.com/aboutbtv/z3.htm" ��http://w3.btv.ibm.com/aboutbtv/z3.htm�; accessed 4 March 2003


� IBM W3, “Organization: Global Line of Business Structure Announced in IBM Global Services” 12 January 2000; Available from � HYPERLINK "http://www.ibm.com/services/strategy_org/org_updates.htm" ��http://w3-2.ibm.com/services/strategy_org/org_updates.html�; IBM Intranet; accessed 17 February 2003.


� Ibid.


� Richard N. Foster and Sarah Kaplan, Creative Destruction: Why Companies That Are Built to Last Underperform the Market – and How to Successfully Transform Them (New York, NY: McKinsey & Company, Inc., 2001), 109.


� Ibid., 113.


� Chuck Prow of Washington Consulting Practice, PricewaterhouseCoopers L.L.P., interview by author, September  2002, Arlington, VA.


� Paul C. MacNeill, “Sarbanes-Oxley Act of 2002,” 30 August 2002; available from � HYPERLINK "http://www.campney.com/technology/newsletters/technews_August30/article_macneil1.htm" ��http://www.campney.com/technology/newsletters/technews_August30/article_macneil1.htm�; Internet; accessed 14 March 2003.


� IBM W3, “About IBM: A Corporate Overview” 17 January 2003; Available from � HYPERLINK "http://w3.ibm.com/services" ��http://w3.ibm.com/services�; IBM Intranet; accessed 10 February 2003.


� Richard Hagberg and Julie Heifetz, “Corporate Culture / Organizational Culture:  Understanding and Assessment,” 2000; Available from � HYPERLINK "http://www.hcgnet.com/html/articles/understanding-Culture.html" ��http://www.hcgnet.com/html/articles/understanding-Culture.html�; accessed 15 March 2003.


� Gerstner, 182.


� Ibid.


� IBM W3, “Ginni Rometty Letter to BIS Employees,” 5 August 2002; Available from � HYPERLINK "http://w3-2.ibm.com/services/bcs/rometty_messages.html" ��http://w3-2.ibm.com/services/bcs/rometty_messages.html�; IBM Intranet; accessed 25 February 2003.


� Robin Lissak and George Bailey, A Thousand Tribes: How Technology Unites People in Great Companies (New York: John Wiley & Sons, Inc., 2002), 3.


� Gerstner, 184.


� Mr. James Y Chin, IBM Business Consulting Services, interview by author, December 2002, Bethesda, MD.


� Thomas L. Friedman, The Lexus and the Olive Tree (New York: Anchor Books), xvii.


� John P. Kotter, “Leading Change:  Why Transformation Efforts Fail,” HBR OnPoint, (March – April 1995) Harvard Business Review, 58.


� General Accounting Office, Highlights of a GAO Forum on Mergers and Transformation:  Lessons Learned for a Department of Homeland Security and Other Federal Agencies (Washington, D.C.: U.S. General Accounting Office, November 2002), 2.


� Ibid, 1.


� Ibid, 4-11.


� Ibid, 4.


� IBM W3, “IBM to Acquire PwC Consulting,” 30 July 2002; Available from � HYPERLINK "http://w3-2.ibm.com/services/strategy_org/20020731_pwc_consulting.html" ��http://w3-2.ibm.com/services/strategy_org/20020731_pwc_consulting.html�; IBM Intranet; accessed 15 March 2003.


� General Accounting Office, 5.


� IBM W3, “IBM to Acquire PwC Consulting.”


� Ibid.


� General Accounting Office, 6.


� Ibid.


� Kevin Bacon, Partner, Washington Consulting Practice, PricewaterhouseCoopers, L.L.P.  Interview by author on September 2002, Arlington, VA.


� IBM W3, “Ginni Rometty Letter to BIS Employees.


� Ibid


� General Accounting Office, 6.


� Ibid, 7.


� Ibid.


� David Sun, IBM Business Consulting Services Global Program Management Office, interview by author on October 26, 2002, Manhatten, NY.


� General Accounting Office, 8.


� Ibid, 9.


� General Accounting Services, 11.


� IBM W3, “Ginni Rometty Letter to BIS Employees.”


� IBM W3, “Global Pulse Survey Report,”  January 2003;  Available from http://w3-2.ibm.com/services/presentations/gps2003-01_igs_total_report.pdf; IBM Intranet;  Accessed 21 March 2003.


� Jim Garamone, “Rumsfeld Attacks Pentagon Bureaucracy, Vows Changes, Armed Forces Press Service, 10 September 2001; available from � HYPERLINK "http://www.defenselink.mil/news/Sep2001/n09102001_200109103.html" ��http://www.defenselink.mil/news/Sep2001/n09102001_200109103.html�; Internet; accessed 10 October 2002.


� Shinsheki, 20-24.


� Ibid, 19.





PAGE  
i

[image: image5.emf]Solution Areas

Strategic Change

Supply Chain

& Operations

Customer

Relationship

Management

Financial 

Management

Human Capital

Informations

Solutions

Operate

Geo Leader

Government & 

Services

Financial   

Services

Products

Information,

Communications & 

Entertainment

Energy &     

Utilities

Cell

Industries

_1109700548.ppt


Day 1 & beyond

Collaboration 

		Account-specific value propositions 

		Integrated account plans/actions 

		Priority solutions rationalized

		Key organizational leaders named

		Common access to IBM network, w3



Integration 

		Fully integrated team

		Common metrics and scorecard

		Opportunity mgmt integrated across IBM

		Rationalized coverage for all accounts

		Integrated QA/risk management

















Day 1 + 30

January 1, 2003









Day 1

One Face to Clients 

		“Meet and greets”

		Client/partner calls

		Joint pipeline mgmt

		Sales & marketing campaigns

		Audit accounts

		Brand attributes

		Employee orientation & on-boarding



Integration Program Update








_1110101832.bin

_1109324062.ppt
Business Consulting Services

© Copyright IBM Corporation 2002





Solution Areas

Strategic Change

Supply Chain

& Operations

Customer

Relationship

Management

Financial Management

Human Capital

Informations Solutions

Operate

Geo Leader

Government & Services

Financial   Services

Products

Information, Communications & Entertainment

Energy &     Utilities

    Cell   

Industries



Presentation Title  |  Confidential  | Document Id 





IBM Confidential





Ib-
:__

,.__.
I

____..__




In-

©
___“:__







