GLOBAL THOUGHT LEADER SERIES
DIGITAL TRANSFORMATION

How to design a
successful digital
transformation

By addressing the three critical aspects of Strategy, People and
Technology in a coordinated way, your tech transition need not be a
rocky ride, say Sebastian Olbert and Phil Roux of L.E.K. Consulting

s Charles Darwin once said: “It is not the
Astrongest of the species that survives, nor the
most intelligent. It is the one most adaptable
to change.” And as the pace of change moves
ever faster across the business, social and political
environments, transformation is crucial for any
organisation looking to thrive.

Effective business transformation significantly
accelerates change, helping organisations achieve
specific financial/strategic goals, adapt to or
address competitive pressures, and address critical
performance issues, quickly and effectively.

Digital transformation unlocks value creation
opportunities (and addresses competitive
threats) created by digital technologies. In L.E.K.
Consulting’s view, digital needs to be clearly defined
as one of four areas:
® Digital customer engagement
® Digital products and services
® Digital ways of working
® Digital operations

The challenge is that despite significant progress
in technology and digital applications over recent
decades, there has in fact been little improvement in
productivity. This is the result of:
® Lack of understanding of how technology
investments create value
® Key stakeholder scepticism and a fear about how
technology will impact day-to-day life
® Leading to businesses finding success in the pilot
phase but then failing to scale up

Many companies are trying to embrace “digital”
- developing digital strategies and new business
models and experimenting with new technology
solutions. But without a clear plan and ability to
execute, 84% of initiatives never get beyond the pilot
stage. To be successful, pilots and strategies need
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to be actionable in a digital world, accepted by the
employees and wired into the organisation.

A digital transformation is a large-scale
behavioural/cultural change programme that
takes time, engagement and lots of patience and
endurance. This definition is supported by our own
proprietary research on the factors that drive digital
success for industrial firms, with organisation and
talent cited as the greatest hurdles to achieving
successful digital transformation.

Three ingredients for success

A holistic transformation impacts the entire
organisation. To be successful, it takes focus on

a winning trio of business strategy, people, and
technology to bring innovation to life at scale and
deliver superior economic results.

Basic economic principles don’t change just
because we are talking about digital - the focus is
always on creating value and delivering on business
objectives. Therefore, a digital transformation always
needs to be linked closely to the company’s strategy.
® Where to play - new digital products and services
® How to win - improved customer value
proposition and competitive edge
® How to configure — improved productivity and
cost efficiency

Secondly, you need to create a digitally-ready
organisation. For the most part, the people factor is
about changing the way people work and behave.
This takes time and focused effort, as technology
development and data generation always outpace
an organisation’s ability to absorb them. Company
leaders need to act as coaches, helping everybody
understand the value of digital and how it can be
exploited, and creating a culture of innovation and
continuous improvement.

Digitisation must be made tangible, fears dealt
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with properly and the process fully supported;
digitisation cannot simply be talked into
existence. Transforming the operating model
- including, over time, the overall governance
structure - is essential.

Finally, technology is a key enabler to achieve
strategic business targets, but it’s not the silver
bullet that solves all the problems. Companies
need to consider whether to develop technology
as a core capability or through partnerships. But
technology does need to always have a seat at the
table.

Three steps to transformation

To transform a business and make it competitive
in a digital world, all leaders need to continually
innovate, operationalise and enable.

To innovate, leaders need to jointly agree
and set the direction of travel, with clarity on
business goals and realistic digital ambition
levels. L.E.K.’s industry-specific digital maturity
assessment framework can help facilitate this
important process.

Top-down management approaches fall short
- the organisation is the real innovation engine,
and energy and innovation need to be freed up
across the organisation. Our digital boot camps
highlight the possibilities of digital technologies
and help people see those possibilities in their
day-to-day work.

Theoretical ideas always need to be tested.
Organisations should be agile, but this needs
definition. If all is clear, well defined and
efficient, then continue ahead. But if the road is
unclear, be agile and adapt. This helps balance
new ways of working with existing strengths.

To create value at scale, you need to
operationalise and enable. Operationalisation
means shifting the focus away from innovation
to execution. A good transformation programme
will accelerate the speed of change. Digital
playbooks for new models and processes will
provide guidance. Enabling demands:
® Employee training
® Investment in the right, often new, capabilities
® Change management and (over-)
communication

Avoid flying in circles

Many companies remain stalled in “pilot
purgatory”. Discrete pilots often lead to success,
but they don’t impact the organisation’s core —
the real challenge is to scale. Company leaders
often think that more and more pilots bring
more and more new ways of working. This is a
fallacy - transformation needs to happen from

How to start

Establish first
lighthouse
projects and agile
teams to start
the pilot
execution phase

Pilot execution phase includes:

Boot camps
Gincl. Agility
Assessment)

Accelerator
workshops

=) Support and
ISy  Coaching

Agile transformations start with pilots, but scaling agility is the key challenge -
change can only be successful when applying an inside-out process

Source: Pete Behrens, Trail Ridge Consulting | L.E.K. research and analysis

How to scale

Traditional approach —

Outside-in

® Scaling of pilots to change internal
structures, mindsets and culture

Level of agility.

Improvement in agility is diminishing

Efforts hit a structural or cultural ceiling

First pilots ' Further pilots

Traditional outside-in approach not
successful to scale agility

While starting pilots, define business
targets and 'to-be’ culture jointly with
the top management to ensure their
support

Link agility transformation closely to
business target ecure relevance

Level of agility

@ Real change is implemented using a
three-step inside-out approach
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First pilots ' Further pilots

Lack of digitally
capable talent

Organisational alignment
and structural limitations

IT system constraints

Validating ROI
Lack of understanding
of tech capabilities

Lack of senior management
buy-in/organisational inertia

Lack of ideas as to how
to incorporate technology

Lack of understanding of
business model or economics

Lack of funding

Organisation and talent are the greatest hurdles to achieving a successful digital transformation

Top barriers to digital capabilities/technology adoption among industrial firms*

Percentage of respondents ranking each barrier in top 5 most significant [N=242]

*Survey question: What are the top five barriers to your

Source: L.E.K. survey, research, and analysis

No.1most significant ~ Remaining top 5

14% 35% 49%

14% 29% 43%
8% 30% 38%
7% 30% 38%
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the inside out, not the outside in.

Scaled transformation demands
readjustment of governance structures, KPI
systems, incentive systems, etc. We call this
“breaking through the organisational ceiling”.

The pace and success of a transformation
are driven by digital readiness, an inside-
out approach, leadership commitment, and
sufficient resourcing and focus. L.EK. is a
trusted partner, helping clients to:
® Maintain focus on creating value and
meeting strategic objectives

. ® Build commitment by co-creating solutions
TraHSformatlon ® Develop the capability to make
needs to happen transformation happen
from the ms!de _OUt' Further information
not the outside in www.lek.com
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