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Framework for Driving Competitive Advantage

Introduction

Optimize has developed a proprietary framework for Strategic Planning and execution. This framework has
been constructed as a result of our experiences and through diligent research of practices demonstrated by
some of the world’s most successful organizations. It is not based on anecdotal evidence, but on proven profit
improvements achieved by a broad range of companies.

Our research has identified the following success factors in companies who successfully execute strategy:

v’ Strategy is not formulated until all relevant data is collected and analyzed.

v’ Strategic planning is not an event but a process where continuous improvement is emphasized, and there
is a systematic approach to monitoring market forces, competitive landscape, technology improvements
and other impacts.

v" Paradigms about the company and its market position are constantly challenged, and clarity is created
around what markets to pursue, infiltrate, and dominate.

v’ Strategic priorities are embraced by the entire organization.

v Progress of delivering against strategic priorities is constantly measured and success metrics are visible
throughout the organization.

v" Employee evaluation and performance plans are linked to the strategy and objective measurements.

Our methodology is specifically designed to create alignment across the enterprise, so that management and
employees are working towards a common set of objectives. Highly successful companies such as Microsoft,
GE and Wal*Mart have very sophisticated systems for ensuring that their entire organization is achieving
synchronicity and synergy. The same governing principles of strategic planning apply if your organization has 5
employees or 50,000 employees:

The ability to take a 40,000 The ability to hold people The ability to prioritize and

direct the entire organization
on key initiatives required to
execute the strategic plan.

foot view of the organization
and imagine its potential in a
5-7 year horizon.

responsible for executing the
strategy and achieving pre-
determined outcomes.
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Framework for Driving Competitive Advantage

The Balanced Scorecard

While much has been written about strategy, most companies fail to deliver on their strategic initiatives. Employees
have become disconnected and are often apathetic about long term business goals.

The OPTIMIZE Strategic Planning Framework has been built from the ground up to address inherent performance
problems that often plague organizations, including the silos that naturally occur within a traditional organizational
structure.

For example, functions such as receivables are typically managed exclusively by Accounting. Recruiting is owned by
Human Resources, yet both of these functions are critical to the future success or failure of the organization.

There is often a disconnect between those who develop the strategy and those responsible for executing it. We
advocate the utilization of The Balanced Scorecard methodology. Utilizing a scorecard helps to synchronize people
throughout the organization and guide them in their decision making. Numerous studies and our clients report the

following benefits as a result of adopting a scorecard.

v Aligns the daily activities of employees to strategic

priorities.

v’ Establishes predictive indicators of profit and

v" Reduces the amount of management bandwidth

required to make decisions.

v' Provides metrics that can be utilized in incentive

disseminates information quickly. programs.
¥v" Converts the strategy into operational terms.
Balanced Scorecard Example
# Target Sept Oct Nov Dec
Financials

Total inventory cost (raw material & finished goods) - Weekly on 75% /
1 % of current & next month’s revenue hand $1,573,000 e 74% 7% 72%
2 Overtime $$ / % of CA Payroll Monthly 1.0% 1.90% 2.20% 1.91% 0.99%
3 | Labor Cost per Bag-Standard 3R'\g|‘|?2;h 0.054 $0.06 $0.06 $0.05 $0.05
4 | Labor Cost per Jar 3R’\g|m;h 0.06 $0.07 $0.07 $0.06 $0.06
5 Freight % of Revenue Monthly 6.7% 9.5% 8.8% 9.2% 7.2%
Customer
6 | DSD Revenue Month to date | $1,501K / $16,330K $1,555 $1,587 $1,466 $1,887
7 DSD GP % (gross) Month to date 37% 36.0% 36.2% 37.2% 37.1%
8 Total Satisfaction Month to date 9.0% 8.1% 8.4% 9.0% 8.8%
9 Avg. Hold Time-Customer Service Month to date 1.00 0.58 0.56 0.40 0.49

10 | Service level (Fill Rate) Month to date 99.5% 99.7% 99.2% 99.8% 99.5%
11 | Shipping Errors (Mis-picks) Month to date 5 22/ %4,285 6/ $556 3/%121 3/ %307
12 | Defective Product Month to date 4 19/ $2,335 8/$1010 5/$486 2/$333
13 | Order Processing Errors Month to date 5 15/ $2,889 5/$600 0 0

14 | Order Pricing Errors (Price Adj.) Month to date 0 1/%$116 0 0 0

15 | Freight Claims Month to date 4 28/ %$7,082 3/$1,000 8/$2,444 41%316

Learning and Growth

16 | Ontime reviews Year 95% 88% 100% 100% 100%
17 | Success Celebrations Year 1 1 1 1 1
0,
18 | Turnover Monthly 2.5% 2.2% 2.5% 0.5% 3.1%
Monthly
19 | Lost time injuries YTD 1 0 0 0 0
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Framework for Driving Competitive Advantage

The OPTIMIZE Framework

Data Input

In order to affect sound
decision making, organizations
should be diligent in collecting
relevant information about
forces and factors that may
impact their market position.
OPTIMIZE will typically gather
data from a myriad of sources
including:

Market Studies

Client Satisfaction Surveys
Customer Interviews
Customer Advisory Boards
Benchmarking Tools
Organizational Surveys

NANENENENAN

Scenario Planning allows
contributors to view the world
in a different light; to examine
how social, economic,
ecological, political and
. technological factors may
St I’ateg IC impact the company’s future
performance and proactively
PI an prepare strategies for coping
with changing market
conditions.

Mission Values Scenario Planning

Long Term Objectives Balanced Scorecard

Action Plan with Champions Departmental Scorecard

and Dates

Departmental Action Plans Individual Goals

Individual Deliverables Pay for Performance

The global hypercompetitive environment has put tremendous pressure on
organizations and their employees. In an era of lean concepts and cost
cutting, companies are doing more with fewer resources. There are fewer
employees doing more work.

With the advent of the Internet, customers have access to new suppliers
and new markets. Customers expect Nordstrom quality at Wal*Mart prices.
Vendors are score carded, and expected to deliver an extraordinary level of
service. The competitive environment requires that companies
continuously improve their products and bundle of services.

To succeed in this environment requires that organizations have
systematic approaches that hold people responsible for achieving
superior results.
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Framework for Driving Competitive Advantage

Pay for Performance

Once a scorecard is clearly established as a useful management tool, its measurements can be leveraged to develop a
pay for performance model. At a time when margins are tightening, companies cannot afford to support an environment
where compensation costs (including benefits) are escalating faster than profits.

Pay for performance is a methodology whereby the portion of compensation that is tied directly to performance
measures is expanded in such a way that employee pay is linked to the scorecard (and thus linked to the corporate
strategy). Employees are incentivized to collaborate on activities that will drive profit and the execution of the strategic
plan.

Tom Jones

Pay for Performance Calculator ﬁ_\
Beginning : 04/01/2006
Ending : 03/31/2007
Base Salary : $100,000
Allowable Bonus % : 20%

Weighting of Bonus Potential

Financial Indicators . 50%
Scorecard Indicators T 25%
Job Performance Indicators : 25%

Financial Indicators (Actual Bonus Calculation)

Weight of this Section : 50% Bonus Potential : $10,000 Must Equal .75 — 1.25
Weight Goal Actual Min % Realized | Bonus Achieved |
EBITDA % Increase 60% 10% 6% 8% 60% $ O -
Department Profit 40% | $500,000 | $400,000 | $350,000 80% $3,200
Bonus Achieved Financial $3,200
Scorecard Indicators (Actual Bonus Calculation)
Weight of this Section : 25% Bonus Potential : $5,000 Must Equal .75 — 1.33
Weight Goal Actual Min % Realized | Bonus Achieved
Plate Spoilage 50% 3% 3% 4% 100% $2,500

On time delivery — percentage

. 50% 3% 4% 98% 133% $3,333
points over 95%
Bonus Achieved Scorecard $5,833
Job Performance Indicators (Actual Bonus Calculation)
Weight of this Section : 25% Bonus Potential : $5,000 Must Equal .75 — 1.25
Weight Goal Actual Min % Realized | Bonus Achieved
Integrate cost system by 5 o
06/01/06 50% Yes/No Yes 100% $2,500
Technology training all staff by 3 8 :
12/01/06 50% Yes/No No 0% $
Bonus Achieved Job Performance $2,500
Total Bonus Achieved | $11,533
Marc Emmer — President | marc@optimizeinc.net | (661) 310-2212
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Framework for Driving Competitive Advantage m

People Make the Difference

Our methodology is truly unique because we mix elements of strategic planning, and performance
management into a recipe for competitive advantage. The common thread is people, because they
are the engine behind corporate performance.

Many clients complain about a lack of talent, and their struggle to match the right people with the
right jobs. According to the Bureau of Labor Statistics, 75 million American’s will be
eligible to retire by the year 2011 (about 40% of mid management.) Business Week
reports that the U.S. is not alone: there are shortages of skilled labor in India, China and
throughout Europe. There is an employment 9/11 on the horizon, and most employers
are completely unprepared for it.

We believe that those companies that become “Best in Class” employers will have a
strategic advantage over those who do not. They will be the companies who will have the
talent to out execute the competition. It is for that reason, that the goals of employers
and their employees must be linked. Read the case example below to see how the
activities within the framework position people to achieve their potential.

Case Study — Electrolux

In 2004, Electrolux CEO Hans Straberg had a problem. The once venerable Swedish appliance manufacturer
had turned into an irrelevant brand in the copycat economy.

Mr. Straberg launched a campaign to gather intelligence on how to reinvent the company to revive the brand
in an onslaught of price competition from other appliance makers producing inexpensive alternatives,
primarily in China.

The company surveyed over 500 managers and completed 60 individual interviews to gain better clarity about
how it should develop products. The results demonstrated that product development staff did not know very
much about how customers used their products, nor did they feel that the company was pushing the envelope
in terms of product innovation.

Electrolux began an aggressive reengineering campaign, rolling out the Consumer Innovation Program in 2006
which included the development of a fresh cache of new consumer products. Employees are now evaluated
based on their ability to accept change, and implement key Electrolux innovation initiatives. Compensation is
directly tied to company success metrics including various CRM (customer relationship management) and
product acceptance measurements.

The metrics have a clear goal. To align the entire organization to the company’s core business strategy, and
most important targeted outcomes: to increase the customers share of wallet and the average price per unit
produced.

Electrolux is the poster child for the combination of activities that create clarity of purpose; a precursor to
superior business results. Not only do employees understand the business strategy; they helped create it. The
business strategy is front and center, helping staff to align their daily activities to those things that are
important, all of which is measured through an innovation scorecard. The company has created a culture and
competency to support its targeted business discipline (product innovation).
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Framework for Driving Competitive Advantage

Best Practices of Highly Successful Companies
Here are some steps you should take to ensure you are following the road map to competitive advantage:
P Update your strategic plan in writing on an annual basis.
P Establish scenarios in and outside your industry that may affect your corporate performance.
P Formalize a “scorecard” which predicts future profitability.
P Make innovation a competency; meet regularly to identify product and service innovations.
P Survey customers on a regular basis to gauge satisfaction and identify opportunities.
P Seek out financial benchmarks in your industry.
P Survey employees about their satisfaction and provide an open forum for them to share ideas.
P Establish H.R. practices that will position your company as a “Best in Class Employer”.
P Establish policies and procedures for all important processes.
P Establish a corporate action plan document that details progress on initiatives.
P Publish the scorecard so that it is viewable by employees and celebrate successes.
P Tie incentives to the scorecard.

These activities will provide you the foundation to develop the best people, create loyalty with customers, out
execute your competition and dominate your industry.

To learn more about how we can assist you
in achieving superior business results, please contact us.

www.optimizeinc.net
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