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Thisreport shows the best way to communicate big
changesto employeesin large companies.

When it'sabig change, companies naturally think of big
communication. Thisiswrong. We recommend small
communication. Small communication isshort, informal,
face-to-face conversations between managers and their
employees. Conversations, guided by briefing pages,
about the change’s possible outcomes.

Big communicationisforma communication—and the
more formal it isthe morelikely it will fail. Push aside
the brochures, Web pages, emails, and town hall
meetings. Inthe eyesof employeesthisdoesn’t even
count as communication.

Instead equip managersto speak with their employees
faceto face. Launch thousands of informal face-to-
face conversations guided by briefing pages showing
likely or possible change outcomes (11 sample briefing

pages begin on page 44).

Thereason to changeis simple: traditional
communicationiskilling the change’simplementation.

Traditional communication channels (emails, Web sites,
brochures, town hall meetings) paired with traditional
communication content (val ues, methodol ogy,
justifications, and good intentions) create maximum
employeeresistance. Thefull force of thisresistance
isfelt the moment you begin implementing the change.

Small communicationisinformal and faceto face
between managers and their employees. Overwhelmingly
thisis how employees want their communication. And
it'show you should want the communication too—asit
delivers more employee support.

The payoff from thisinformal face-to-face

communication isless employeeresistance and better
implementation.

www.Larkin.biz 6

What this report says

BIG CHANGES:

Benefits
Outsourcing
Mergers
Spin-offs
Floats
Privatization
Downsizing
New technology
Best practices
Customer service
Teams

New operating procedures

Valuecampaigns

Remuneration plans
Pension plans
New employment contr acts

Relocations
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How most companies
commmunicare big change.

Traditional

Communication

Differences between
traditional and
small communication

Our recommendation for
communicating big change.

—

Y El
Communication

Communication
begins near

Timi
ing implementation

Communication
begins during
planning

Companies begin
communicating too late.

The delay, even more
than bad news, turns
employees against the
change.

Primarily print, Web,

Channel )

Primarily face to face

Web is best for short,

and town hall quick, information
meetings Mostly between a retrieval.
manager and his/her
employees Paper is best for learning
new, long, complicated
ideas.
Face to face is best for
overcoming employee
resistance to change.
Content Values, good Possible outcomes Possible outcomes are
intentions, and of the change the high-demand topic.
methodology

If you are not talking
about outcomes—you are
not communicating at all.

www.Larkin.biz
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Big changes

mergers
major cost reductions
new pricing strategies

Enterprise initiatives

ERP, SCM, CRM

Outsourcing (IT)

Joint ventures

Spin-offs

Mergers

revenue growth

Mergers

cost savings

Mergers

cultural integration

Strategic change

Cost cutting

www.Larkin.biz

Success Rate

58% of companies failed to meet their targets

20% captured only a third or less of the
expected value

Only 33% of outcomes were viewed as
positive

Only 60% of companies said initiatives
delivered sufficient value to justify the effort

66% said business benefits were either
only "partially" realized or not delivered at all

Over half (55%) of benefits rated as "highly
important" were not fully realized

53% successful

Successful means each partner achieved
returns greater than the cost of capital

66% underperformed the stock market

In first 2 years, the median performing
spin-off generated annual returns for
shareholders that were 7.7% worse than
the S&P 500

Only 36% of acquired companies
maintained their revenue growth in the
1st Q after the merger announcement
(compared with industry peers)

Up to 40% of mergers failed to capture
the identified cost synergies

60% of HR executives expected cultural
integration to take one year—only 30%
achieved this objective

Only 60% of projected value is ever realized

Only 43% see cost reductions in year 1; only
10% maintain cost reductions past year 3

Complete references on page 72.
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40 companies

100 senior
executives
responsible
for ERP, SCM,
or CRM

116
organizations
in Europe, Asia
Pacific and
North America

2,000 joint
ventures

232 spin-offs
by S&P 500
companies

193 mergers

160 mergers

90 European
company
mergers

197 companies
worldwide

230 S&P 500
companies

Big changes
have high failure rates

LaClair,
McKinsey & Co.

Archibald,
Boston Consulting
Group

PA Consulting Group

Bamford,
McKinsey & Co.

Lucier,
Booz Allen Hamilton

Southern Methodist
University

Bekier,
McKinsey & Co.

Mayes,
Hewitt Associates
Mankins,

Marakon Associates

Nimocks,
McKinsey & Co.
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Poor communication
contributes to the
high failure rate

In a study of 89 changes,
employee communication
explained 28% of the variance
in change success.

This means that about one
quarter to one third of the
reasons for success or failure
are associated with employee
communication.

source: Lewis,
University of Texas

In a study of 43 companies
downsizing or relocating a
plant - 80% described their
employee communication
as a "major failure.”

source: Smeltzer,
Arizona State University

85% of companies said
communication during their
merger was poorly managed.

Sample was 65 mostly high-tech
companies including: Microsoft,
AOL, and Sun Microsystems.

source: Devoge,
Hay Group

When implementing strategic change, poor
communication was the second biggest

reason for failure. A "poorly communicated
strategy" accounted for about 14% of the
missing financial value. "Inadequate or
unavailable resources" was the leading
il cause accounting for 20% of lost value.

Marakon Associates

Study of 230 U.S. S&P 500 companies.

www.Larkin.biz 9 tj larkin & sandar larkin



1. Companiesbegin communicatingtoo late.

Three
reasons why
communication

Typically companies do not communicate while planning. fails

Instead they delay until the plans are definite. Thisisa
terrible mistake.

Unpopular changes always have empl oyeeresistance.
But communicating late pours gasoline on thefire.

By delaying the communi cation, management hands control
to others: angry employees, the union, reporters, and
competitors. Rumors run rampant throughout the company.

Seeing the building chaos and resentment, employees
expect their leadersto do something, to say something, to
manage the deteriorating situation. But typically
management does nothing. They arewaiting. Waiting for
the plan to become certain so they can begin
communicating.

The decision to communicate arange of possible outcomes
frees management to communicate earlier.

2. Companiesdo not under stand what each channel doesbest.

Different channelsexcel at different communication tasks:

J Web: best for short, quick, information retrieval.

J Paper: best for learning new, long, complicated ideas.

J Faceto face: best for overcoming employee
resistance.

Mediated information (print and electronic) creates
awareness but doeslittle or nothing to overcome resistance.
The company newspaper, Web site, and town hall meetings,
inform but do not change empl oyees.

3. Companiesavoid talking about outcomes.

www.Larkin.biz

During the earliest communi cation, companies do not talk
about outcomes. Instead they talk about: values,
methodology, their good intentions, and the importance of
embracing change. Of course, none of thisworks.
Employeeslose even more confidencein their leaders
when they see the communication isempty.

L ater, near implementation, when companiesfinally do

begin communi cating outcomes, they ruin the communication
with condescending attempts at persuasion and positive-story
spin. Stopit. Simply communicate possible outcomes—
leave everything el se out.

10 tj larkin & sandar larkin



Part 1:
Begin Communicating Early

This report may be downloaded from the Web without charge (www.Larkin.biz).
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Delaying
communication
maximizes
employee
resistance

Negative changeswill always create employee resistance.
But delaying the communication significantly increases
thisresistance.

Thetragedy hereisthat delaying the communication
creates an environment whereimplementati on becomes
almost impossible. And this, we believe, significantly
contributesto the high failure rate of change (see page 8).

Surveying the merger research,
Appelbaum found the failure to communicate
early is associated with:
increased hostility to the change
increased employee departures from the company
lower trust in senior management
lower productivity
delays in post-merger integration

0
i
source: Appelpaurr_l, 0‘)(4\ ()QJ b‘
Concordia University () 0‘ v ‘{\
\{\\ . Q) f\ \
ot o o
¢ £ W0
W ot %\\“
\ O
W \*
{
Results from Two Merging Fortyne 500 Companies*
Employee Attitude Control Plant Experimental Plant
performance 20% decrease no change
uncertainty 24% increase 2% increase
intention to remain with company 12% decrease 6% decrease
job satisfaction 21% decrease 7% increase

*The datainthetableisderived from astudy by Professor Schweiger. Schweiger had baseline survey measures beforethe
merger announcement. Thisallowed an over-time comparison of acontrol plant (no communication until final approval) and
experimental plant (frequent face-to-face communication with their plant manager during planning).

www.Larkin.biz 12 tj larkin & sandar larkin



Timeline

Communication Communication
should begin here usually begins here
AV : v
Strategy Team Planning Team Final Implementation
Secrecy here makes sense. Secrecy here hurts implementation. Approval Teams

Planning Team

Perhaps 30-100 managers seconded full time from all
parts of the company

Now there is a clear intention to change Implementation Teams

Depending on the change: disclosure to the stock market Thousands of employees from all
over the company, working on

Depending on the change: employees may be told a teams, usually part time

change is planned

Turning the plan into a reality
Rarely are employees told much about possible outcomes

Implementation work may last
Planning work typically lasts 3 to 6 months 1to 3 years

Strategy Team
Final Approval

Perhaps 6-10 senior managers
Change is approved by some or all of these:

Explores possibility of major change

* CEO
This work should be secret * senior executive team
e board

* shareholders
e government regulators

Typical Planning Time for Large Mergers Typical Planning Time for a Large Outsourcing

Announcement to Formal Approval i Business Case to Procurement :

*BP and Amoco meger 100 days ‘ ‘
Kmart and Sears 128 days : |
*NationsBank and BankAmerica 170 days 6 months to 2 years
*Daimler-Benz and Chrysler 189 days
Cingular and AT&T (wireless) 240 days § §

*source: Fitzson, Booz Allen Hamilton

www.Larkin.biz 13 tj larkin & sandar larkin



Begin
communicating
when you
begin planning

Base early communication on the strategy team’swork

The planning team can begin communicating on itsfirst day of
work. Thisis possible because the planning team does not begin
with ablank sheet of paper. The planning team beginswith the
strategy team’sreport (see Timeline page 13).

CEOs do not approve major planning efforts based on nothing.
Changes cross the line from strategy to planning based on a
projected economic advantage to the company. The change
enters planning with estimates of revenue increases and cost
savings. Behind those estimates are key driversand timetables
for making them happen. Look herewhen collecting information
for your earliest employee communication.

Early communi cation manages empl oyee expectations

M anaging employee expectations requires early communication.
When you communicate very early, say in thefirst five days after
apublic announcement, employees expect an imprecise plan full
of estimates, probabilities and contingencies. And that iswhat
you deliver.

When you delay the communication for four, six, eight, ten
weeks, employees develop an extraordinarily high expectation of
detail to be communicated. An expectation you will not meet.

When employees, four, six, eight weekslater, receive aplan full
of estimates, probabilities and contingencies—they think the
planning team isincompetent or hiding the truth. Thesefailed
expectations are the beginning of apoor implementation.

www.Larkin.biz 14 tj larkin & sandar larkin



The decision to communicate early necessarily involves
messages with uncertain content.

During the early weeks the plan isnot finished. If the
early communication is about outcomes, asit should be,
then the content will be uncertain.

The solution isto communicate: scenarios, ranges,
estimates, biases, probabilities. Most of the examples
beginning on page 44 communi cate uncertain outcomes.

Communication should beiterative and evolving,
beginning with very uncertain information and slowly
progressing toward greater certainty.

In the diagram bel ow, each communication reflectsthe
certainty available to the planning team at the time of
communicating.

Communicate With Increasing Certainty Over Time

Planning evolves from uncertain to more certain over time

Communication should evolve from uncertain to more certain over time

Communicating
early means
communicating
uncertain
information

Uncertain More Certain
Comm. #1 Comm. #2 Comm. #3 Comm. #4 Comm. #5 Comm. #6
Several Most Plan as Plan Changes On and on
possible likely submitted as to plan until
outcomes outcomes for final approved after implementation
approval approval

www.Larkin.biz
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Thesmall communication recommended in this
report mimics the Greenspan approach to
communicating interest rate changes.

What isthe biggest secret in the world?
Arguably changesin interest rates as set by the
U.S. Federal Open Market Committee. Billions
of dollars depend on changesin those rates.

So how does the Fed keep its planning a secret?
It doesn’'t. After eight years (1987 to 1995) of
attempting secrecy, with mostly negative
conseguences, former chairman Greenspan

changed to a“transparent” communication style.

Greenspan decided to open histhinking to the
market—continuously communicating a
direction, leaning, bias, or weighting toward
tightening or loosening rates.

www.Larkin.biz
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Adopting
Greenspan-style
communication

“Wait! Doesn’'t the market react negatively to
thisuncertain information?’ No. The market
prefersuncertain information to silence,
rumors, and big surprises.

“Wait! Doesn't thisearly communication lock
the Fed into policy directionsthey may later
want to change?’ No. If they changetheir
minds, they simply communicate anew
direction.

Thisreport recommends the same thing for
communicating big changesin large companies.
List the most important parts of your change
(layoffs, plant closings, outsourcing, new
organizational structure) and continuously
communicate abias, leaning, or weighting.

tj larkin & sandar larkin



Forty-year history of
rumor research

Improvised News:

A Sociological Study
of Rumor

zy

Tomotsu Shibutani

source: Shibutani

To

source: Bordia,
University of Queensland

How rumors happen

Sociologists have studied rumorsfor forty years. They
have discovered how rumors devel op and how they can
be controlled.

The four most important findingsin this research are:

1.

Rumors are created by groups not

individuals.

Rumor construction occursin four stages:
formation, evaluation, confirmation, and

transmission.

I naccurate rumors can be minimized by
inserting correct information into the group
before or during the confirmation stage.

After agroup confirms the rumor and begins
transmission, it's almost impossible to stop.

This helps explain theintense frustration companiesfeel
when they cannot stop or correct inaccurate rumors.
After the rumor enters transmission-it'stoo late.
Executive denials do not overpower the employee groups’
confirmation.

Rumor Stages

Formation

Group creates
hypotheses about
the change's
possible outcomes.

Evaluation

Group tests —>»

these hypotheses
against available
information.

Cautionary
statements, "I'm

not sure this is true."
reach their peak:
10% of all comments

are cautionary.
(Bordia)

/

/

Confirmation

Group confirms a
particular
hypothesis as the
most likely truth.

After confirmation,
cautionary state-
ments drop to less
than 1% of all
comments. (Bordia)

Transmission

Group members
begin
communicating the
rumor.

Group norms act
against any further
evaluation or tests
or accuracy.

/

Stop ramors by getting the best information you have into
the gronp during the early stages,

www.Larkin.biz
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/

After a ramor enters
EraNSmISSIon - [t cannor
be stopped until it
conflices with reality,

tj larkin & sandar larkin



Rumors cannot be stopped but their accuracy can be
controlled.

Controlling arumor requires anticipating the rumor and
then communicating the best approximation of the truth
into employee groups, before the inaccurate rumor begins
transmission.

Anticipating rumorsis easy. Rumors are about the
change' s possible outcomes: job losses, plant closures or
rel ocations, outsourcing, selection proceduresfor new
jobs or layoffs, reporting lines, and similar topics.

M anage rumor accuracy by communicating possible
outcomes early in the planning stage.

Thisworks because employees do not want to pass on
inaccurate information. One of the strongest findingsin
the rumor research isthat most individuals do not
intentionally communicate rumorsthey believe arefalse.
The commonsense view that rumors are circulated by
deviants and troublemakersiswrong. Groupswant to
pass on accurate information—they just can’t figure out
what information is accurate.

In this view, the planning team’s decision not to
communicate possible outcomes early in the planning
processisthe major cause of destructive rumors.

Controlling
rumors

In a study of 43
companies
communicating
major change, the
presence of inaccurate
rumors was the

y largest differentiator

= between successful

: and unsuccessful

2 communication.

source: Smeltzer,
Arizona State University

In general, people do not
pass on rumors they believe
to be false. "Results indicate
a strong linear relationship

between belief in the rumor
and the likelihood of its being
passed on."

Passing on knowingly false
information is a high-cost
activity as it lowers the
senders' trustworthiness
and credibility within their
own networks.

source: Rosnow,
Temple University

www.Larkin.biz 18

source: Kurland,
University of Southern California
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GlaxoSmithKline planned a
wave of plant closures.
Executives worried about

problems with absenteeism
and production shortfalls.

www.Larkin.biz

Fear is a bad
reason for secrecy

Fear isthe biggest reason for secrecy. Executivesare
afraid. Afraid of what the employeeswill do if the bad
news gets out.

Thisisamistake. Uncertainty does considerably more
damage than bad news. Employees can handle bad news.
In fact, bad newsisusually arelief from the pain of
uncertainty.

However when the closures
were announced, the problems
never happened. After
announcement, performance
remained the same or improved.

This happened at so many
doomed plants, executives named

source: GlaxoSmithKline

the reaction: "death with dignity."

The enemy of performanceis uncertainty not bad news.

Don't be afraid to talk to your employees— be afraid not to.

19 tj larkin & sandar larkin



Secrecy

Good Examples

Despite the huge overuse of secrecy, sometimes secrecy isagood
choice.

Two guidelines hel p decide when atopic should be secret.
1 Secrecy solvesaparticular business problem.

2. Secrecy has a specific end date (3 days, 7 days, 14 days).

Type of Change Topic Kept Secret

Restructuring in an Company plans to sell fleet of | Head of industrial relations was in secret negotiations
oil company. oil tankers. with head of union.

Laying off company employees  Negotiations progressing well and both parties
working on these ships. preferred to communicate a completed agreement.

Contracting this service. Communication delayed for 7 days.

Cost cutting in a Downsizing employees in the HR had a list of 25 key R&D employees the
telecom company. R&D department. company needed to keep.

HR wanted to offer written retention bonuses on the
same day the downsizing communication began.

Communication delayed 3 days while those offers
were composed.

Merging two Reason for merger highlighted | Legal department worried the deal teams shared too
pharmaceutical post-merger market share much market sensitive information - before merger
companies. across several therapeutic approval.

categories.

Legal department wanted information to be kept
secret until formation of a clean team.*

Communication delayed 5 days as legal wanted
the estimates to come from the independent clean
team not the company deal teams.

* Clean teams are usually outside consultants. Clean teams are typically used in mergers to collect sensitive information from the
merging companies before regulatory approval. Clean teams collect the information and prepare recommendations but prohibit
sharing of detailed information between the two companies. If the merger is not approved, the companies do not possess detailed
pricing information of a competitor.

www.Larkin.biz 20 tj larkin & sandar larkin



“Wait,” the criticswill say. “Communicating thisearly isa
bad idea. Thisearly communication will: leak to the press,
upset our employees, and become ammunition for our
opponents.”

Answering
the critics

The criticswill urge delay: “1t’stoo soon to communicate,
let’swait until we are closer to afinal plan.” Thiscriticism
iswrong.

Delaying thecommunication isaproven failure.

Delaying the communication isthe traditional way to
communicate. Using this method, around 80% of companies
describe their communication as afailure (page 9).

A substantial body of research shows delaying the
communication seriously damagestheimplementation

(page 12).

Don’t baseyour communication on afantasy.

The assumptions underlying the traditional approach to
communication are pure fantasy:

e 30to 100 employeeswork on the planning team—but
nothing leaks.

e Employees anxious and worried say: “Let’s not talk about
this change for 2 or 3 months—until the planning team
finishesitswork.”

e Opponents (union, politicians, competitors) decide not to
communicate exaggerated versions of the change because
that would be “unfair.”

e Atimplementation employeessay: “Our senior managers
are cowards, liars, and heartless—but let’s forget about all
that, dig in and give thisimplementation our best.”

Biggest fantasy of all—waiting for certainty.

www.Larkin.biz

The supposed payoff for delaying the communication isthe
eventual communication of acertain plan. A beautiful tidy
package full of answers.

Thetruthis: thereisno certainty. The changeistoo
complicated and business conditions changetoo rapidly to ever
communicate certainty. Certainty doesn't arrive until days or
perhaps hours before implementation.

If you are going to communicate an uncertain plan anyway—do
so at the beginning and avoid the damage that delay causesto
theimplementation.

21 tj larkin & sandar larkin



Part 2:
Faceto Face

This report may be downloaded from the Web without charge (www.Larkin.biz).
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Employees
prefer
face to face

69%

Employees' Preferred
Communication Channel
for Important Information

21%
Employees' Recommendation:

Best Channel for Building
Support for Change

-

Face-to-face ~ Email Telephone Written

source: Rogen International,
New York

Email Written

Face-to-face Telephone

source: Sussman,
University of Louisville

90% of large companies use
employee publications to
communicate major change

Best Practices in Corporate
{Communications
Internal Communications

source: Public Affairs Group,
Washington D.C.

www.Larkin.biz 23 tj larkin & sandar larkin



Email to all employees

Business Unit Leaders

9doe4 0} ade4

Plant, Store, Department

Managers

90k 0} 9de4

aoe4 0} 9064

Frontline Employees

Model:

face-to-face
communication

3rd Communication

www.Larkin.biz

>»

Email says:

"Did you receive a
face-to-face briefing
on these pages from
your manager? If not,
ask your manager

for one."”

24
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Before communicating, the Comments

planning team:

about the
model

e creates the briefing pages
e obtains approval to communicate
e practicesthe face-to-face delivery

Speed is important:

e Business unit leaders have about 3
days to get the message through all
their layers.

e |f more than 3 days passes, employees
will get the message from their own

When face to face informal networks before their

isimpossible: managers can do a proper

briefing.

» email or fax the
briefing pages

* use telephone for
oral description

Approximately five days after
1% communication with the business
unit leaders, the planning team should
begin communicating directly with
frontline supervisors. Choose a random

sample of supervisors and complete this face-to-face
communication in one day. Why?

e Supervisors are the most important layer and
the layer most frequently missed.

e Planning team needs to personally explain

the change to supervisors—this helps

keep the plan and the planners

in touch with the company.

The communication is an
update on the plan’s progress.
The planning team is not:

Emailing pages to all

asking employeesfor advice employeesis enforcement:

asking employees to evaluate the change
involving employees in the planning e Email asks whether
trying to persuade employees employeesreceived a
encouraging managers to persuade briefing.

their employees

e Email does not “do” the
communicating.

e Email forcesthe
communication where
it isn't happening.
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Companiesthink they need publications and emails
because they are too large for face-to-face
communication.

Thisiswrong.

Informal communication isthe glue holding companies
together. If your company wastoo large for effective
face-to-face communication—it would have disappeared
years ago.

Faceto face isthe most used, most effective, most
trusted, and quickest channel for moving messagesin
large companies.

The average employee told
something important tells 30
other employees in one week

source: Fritz,
Duquesne University

62% of managers
say their informal

| network is their best
source of information

source: Harcourt,
Murray State University
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Your company is
not too large for
face-to-face
communication

Managers spend 50%

of their time in oral
communication

source: Carlson,
Suffolk University

70% of all communication
in large companies moves
through the informal
employee network

source: Crampton,
Grand Valley State College

Managers evaluate the
informal communication
network as significantly
more effective and easier
to use than formal channels

source: Johnson,
Michigan State University
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Face to face: pictures

www.Larkin.biz 27 tj larkin & sandar larkin



Communication
from managers
delivers more support
for change

Who doesthe communicating makesadifference.
Research shows dramatically larger effectswhen
employees hear theinformation from their own
managers. Manager communication isbetween
four and nine times more powerful than corporate
communication

’ y 7 0rt
My manager 9 times /tm'/e likely emp'/oyees MZ '5”/
helped me the change It they hear it from therr '
understand manager compared with reading abont it
the change 5 | /1 the company newspaper

Employees
support for

change

Reading about
the change

in the company
newspaper

source: Hay Group, Key Driver Analysis ©

My manager
helped me

understand
the change

Employees
support for

change

Face-to-face Almost 4 times more likely employees
:neetmg with will support the change if they hear
op It from their manager compared with
management . )
a face-to-face meeting with top
management,

source: Hay Group, Key Driver Analysis ©
Note: Positive correlations vary between 0 and 1; 0 implies no relationship, 1 implies a perfect relationship.
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Face to face

changes behavior
In this study of mergers, formal communication 9

had no direct effect on synergies. However,
informal communication (face to face and small
group) had a large effect.

Every unit of informal communication added to
. the communication mix was associated with a
2 unit increase in merger synergies (beta = 0.53).

Wescom If your change means employees must change the way
they behave, then faceto face isthe best channel for
communicating the message.

source: Whalen,
IABC Research Foundation

Diffusion of innovation is the study of how groups adopt
new behaviors. Theleading expert is Professor Everett
Rogers. Surveying 50 years of research and 4,000
studies, Rogers concludes:

* Mediated information (print and electronic)
create awareness of new ideas but rarely
adoption.

*  Face-to-face communication with arespected
member of your own group (opinion leader)
deliversthe most new behavior.

Agreeing with Rogers, 15 consumer behavior studies
show that aword of mouth recommendation is much
better than advertising when it comesto first purchases
of new products.

Advertising

First purchase of
a new product

Word of Word of mouth is almost 13 times
mouth Stronger than advertising

source: Sultan, Harvard University

*These are not correlation coefficients, instead they are average parameters computed from 15 diffusion studies. The parameters
were used in a model to predict the time it takes for a new product to reach its maximum rate of adoption.
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Formality ruinscommunication.

The more formal the communication themorelikely it will
fail. Web pages, emails, company newspapers, closed-
circuit TV, town hall meetings—they don’t work. More
precisely, they don’t work for the earliest employee
communication.

Employeesdon’t want thefor mality.

Employees deserve aface-to-face conversation. Whether
they have ajob?What the job may be? Where the job may
be? Who they may report to? These are the most
important topicsin anyone's professional life. Face-to-face
communication shows you understand the importance of
thesetopics. Face-to-face communication isasign of
respect. For these topics a\Web page cannot replace a
person.

Executivesdon’t want theformality.

Formality doesn’t work for executives either. Email, Web
pages, town hall meetings, and brochures are too public
and too permanent. Using those channels executives are
forced into the careful legalistic language that employees
hear as evasive management doubletalk.

Executives want to speak openly and honestly about the
difficult changes ahead, but the permanent and public
nature of formal media stops them from doing so.

"Employees’ are hot asenior executive' sonly audience. If
the employee communication is permanent and easily
transportabl e to any audience than caution will
understandably overtake openness. Theresult: employee
communication and change implementation both suffer.

Whileinformal face-to-face conversations throughout the
organization do not allow compl etely free and open
information—they do significantly expand the boundary of
what can be safely said.
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Formality is the
enemy of
communication

During the earliest
days of the Price
Waterhouse/Coopers
& Lybrand merger,
only 9% of employees
used the specially
designed merger Web
site. Employees said
it was "boring" and
"out of date."

Using Intemal Research to Ensure the
Success of a Merger

60% said they
got their information

#§ from their own
! informal networks.

source: Glew,
PricewaterhouseCoopers

In a study of U.K.
companies, employees
said executives Q&A
sessions at big town
hall meetings were a
failure as executives
usually gave
"politicians' answers."

82% of employees
preferred one-on-one
communication with

their own manager.

source: Glover,
Leicester Business School
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These employeesjust received aformal
announcement that management isclosing their
plant.

What should happen next?

A PowerPoint presentation showing
them the poor return on investment
figures?

A brochure encouraging them to embrace
change as an exciting challenge?

Perhapsroll in acomputerized kiosk where
they can take turns accessing a specia Web
ste?

Isn't it obviouswhat they need? They need their

plant manager to talk to them. There aren’t any
other sensible choices.
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How would you communicate
with these employees?

And the plant manager should tell them the truth. But
what isthe truth? The truthis: management is closing
the plant but is not exactly sure how. Tell them, for
example, thereisa

70% chancethis plant will completely close
within 30 days.

30% chance this plant will operate for one
year, with agradual ramping down of
production and corresponding gradual layoffs.

Itisunlikely any of these employees can be
redeployed at another plant.

etc.

These employeeswill understand the closure. They
will understand that plans are not definite. They will
not understand eight, ten, twelve weeks of silence.
They will not understand why their plant manager
cannot speak with them, face to face, about the range
of optionsfor closing their plant.
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Face to face
allows more
openness

Nearly al big changes have painful negative topicsto
communicate. Topicsthat senior executiveswill not and
should not print on a\Web page or publication. So
usually nothingissaid. The pricefor thissilenceis often
paid with a poor implementation.

Thereisanother option: use the face-to-face channel.
Faceto face allows optionsfor communicating difficult
topics. Moving the most sensitive information from the
printed briefing page to the accompanying spoken
explanation allows executivesto communicate the
difficult thingsthat need to be said.

The example on the next page shows three optionsfor
handling sensitiveinformation.

The exampleinvolves abank’s acquisition of awealth
management company, primarily an investor of employee
pension funds. The bank expectsthe new acquisition to
perform poorly for several years.

Bank executivesrightly foresaw the need to communicate
theselow expectationsto employees. If not, the
acquisition would soon appear to be an economic disaster
and employeeswould avoid assimilating the “ damaged”
divisioninto the bank.

Face to face gave the bank executives three optionsfor
information disclosure:

1. Printthe sensitiveinformation directly onto
the briefing page.

2. Allow handwritten notes of the sensitive
information during the briefing.

3. Restrict the sensitiveinformation to spoken
wordsonly.
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Example:
openness options

The background for this example is on the previous page, page 32.

Bank Anticipates Wealth
Management Performance
Problems

short-term poor
performance expected:
2 years

net outflow of funds
expected: $2 billion

acquisition price
assumed short-term
poor performance

if performance better than
expected, Bank will share
30% of profit with former
parent

Sensitive information is printed on the briefing
page and discussed in the conversation.

Bank Anticipates Wealth
Management Performance
Problems

short-term poor 2 /7“”,5
performance expected

net outflow of funds
expected $Z ﬁ/'/

acquisition price
assumed short-term
poor performance

if performance better than
expected, Bank will share
profit with former parent

30%

Sensitive information is not printed on the
briefing page but is discussed in the conversation
- employees may take handwritten notes.

Se
Sty

Bank's Expectation
for
Wealth Management Performance

Briefer: please provide an
explanation of the Bank's
short-term performance
expectations for the new

Wealth Management
division.

y
'5)004, "y,

0, %%
e Lo . . e TN
Sensitive information is not printed on the briefing
page but is discussed in the conversation—employees

asked not to take notes.

This format, no writing, is prone to error. However,
it produces fewer errors than you might expect.
Professor Crampton's work cites five studies
showing accuracy rates between 75% and 90% for
messages traveling through the informal
interpersonal network with little or no written
substantiation.

www.Larkin.biz
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Web:
best for searching

When communicating amajor change, it isimportant to
know what each channel does best:

e \\eb: best for short, quick, information retrieval.

e Paper: best for learning new, long, complicated
ideas.

* Facetoface: best for overcoming employee
resistanceto change.

Messages that are new, long, and complicated belong on
paper.

TheWeb's strength is“search” not “comprehension.”
TheWebisat its best when employees are looking for
small pieces of databuried in big data sets, for example:

e directory of changeteam members
e detailsabout anew operating procedure
e list of changeimplementation dates

TheWeb also excels at news flash items:

e “EDSnamedasIT outsourcing partner”
* “Regulatorsapprove merger”
e “Severance benefitsnow availableonline”

However, expecting new, long, complicated messagesto
be read directly from Web pagesis a mistake.

The Web's use of linksisthe reason for itslower
comprehension. Linksfocusthe mind on*navigating”
squeezing out the mental energy left for
“comprehending.”

Linksare underlined words on Web pages sending the
user to different places. Click here and you may goto a
definition of the underlined word; click here and you
may go to apicture; click again and avideo commentary
begins; click again and an email page opensinviting
your comments. “Whereto go next” dominates mental
activity—not understanding the content.
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Web:
supporting research

The additional mental
task of navigating links
on the Web steals
mental resources away

Engineering students

ol Using Web pages with links
missed 33% more test
questions than students
using the same Web page
without links.

from comprehension,
explaining the users
need for print when

the material is complex.

[r=———

Guidelines for Authoring
Comprehensible Web Pages
and Evaluating Their Success

source: Hailey,
University of Utah

"Hypermedia (Web page with links)
affords the most advantage for users in
——— specific tasks that require rapid

University of Washington searching through lengthy or multiple
nformation resources. Outside of this
context, existing media are better than
or as effective as the new technology."

source: Dillon,
Indiana University

Visualspatal Thinking T "
inHypep;exls i A& Internet users are "hunters and gatherers

o in virtual space. "Usually they are hunting
down specific information...or gathering
facts. As hunters and gatherers, they
cannot afford to passively read everything
on the screen and then process that
information into thought."

source: Johnson-Sheehan,
University of New Mexico

About Jakob Nielsen

5
bt \

Online behavior is "hyperkinetic.'
"Online consumers ‘channel surf'

three times as frequently on the "How do users read on the Web?

They don't. 79% of our test users
always scanned any new page;
i only 16% read word-by-word."

internet as they do when they
watch television."

source: Lachenauer, source: Nielsen,
Boston Consulting Group Nielsen Norman Group
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Paper:
best for
comprehension

Web pages don’t change employees—neither does paper.
That is not their strength. While Web's strength is
searching, paper’s strength is comprehension. Use paper
when communi cating messages that are new, long and
complicated, for example:

e major changein your benefit plans
e bigstrategic changein your businessdirection
e new softwaresystem

Paper’s strength is comprehension: people use the Web—
they read paper.

When reading from paper, employees can devote all their
mental resources to understanding. On paper, the author
controlsthe navigation: you turn the page, you read, you
turn another page.

Despite what people say, age has nothing to do withit.
Itissimply wrong to say “younger people can
comprehend directly from Web pageswhile older people
need paper.” The cause of the Web's lower
comprehension is navigation not age.

Research with students as young as ten by Wendy
Sutherland-Smith, Monash University, Australia, shows
the frenetic approach children bring to the Web. Jake
(age 11) says: “On the Internet, you haveto bereally
quick and can go lots of placesto find out heaps of stuff,
but with books, you need to go slower.” Another
student, Sue (age 10) says, “ You need timeto look at the
book, but, like, you need to be real fast at typing and
clicking to find the stuff you want on the Net.”

“Snatch-and-grab” ishow Sutherland-Smith describes
the behavior of her very young Web users. However
when these same students are given abook, she describes
how they become quieter, lean back, relax, and begin
reading.
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Review of seven studies
shows people learning a
new software program
prefer print rather than

Paper:
supporting research

online instructions. After

6 months experience with
the program, the preference
for print begins to fade.

source: Smart,
Brigham Young University

Six studies show when Web page
i content is new, links often confuse
== the users and lower comprehension.
However, as users become more
familiar with the topic, comprehension
from Web pages begins to approach
that traditionally found on paper.

source: Lawless,
University of lllinois at Chicago

Study examined the online behavior of
100,000 students studying for SAT and GRE
examinations. Only 20% of these students
attempted even one reading-comprehension
exercise even though the students knew
reading comprehension accounts for half the
total verbal score.

source: Trotter,
Education Week

Paper

. . Wev 42%
U.S. Internal Revenue Service studied acouracy

its communication of tax law changes improvement
to employees working in its call centers
(especially high-error topics such as
backup tax withholding and estimated
tax penalties).

IRS examined calls between its call
center employees and taxpayers. The
IRS found a 10% increase in employee
accuracy by improving the relevent Web

10%

% improvement in call accuracy

o accuracy

!:)ages. H.owever, the IRS found a 42% improvement
increase in employee accuracy when the
exact same Web pages were printed onto
paper and left in employees’' cubicles.

source: Brooke, . . .

U.S. Government Printing Office Philadelphia Richmond

Call Call
Center Center
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Part 3:
Communicate Possible
Outcomes

This report may be downloaded from the Web without charge (www.Larkin.biz).
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When communicating major changethereisonly one
choicefor content: possible outcomes. Nothing else
works.

Employees don’t care about your good intentions, your
methodol ogy, or your assurancesthat everything will
turn out OK.

Employeeswant, and you should provide, areductionin
outcome uncertainty. You do thisby communicating:

e dternatescenarios

* rangesand estimates
e working models

* hypotheses

Sample briefing pages, beginning on page 44, show how
thisisdone.

Thetraditional communication content is not working.
Professors DiFonzo and Bordia studied how PR
executivesin Fortune 500 companiesfight rumors.
Among thetop five rumor-fighting techniques—PR
executives said nonewere highly effective.

All theusual talk about good intentions doesn’t work:

e “Planning team will befair and unbiased.”
* “Everyonewill betreated with dignity and

respect.”
*  “Wepromisetotalk straight.”

All the usual talk about methodology doesn’t work:

*  “Twenty-threeteamsworking on 119
projects.”

*  “Bottom-up, customer driven, results-
oriented analysis.”

*  “Best-practicetemplates showing gaps
between present business case and target
model.”

To employeesit’sjust noise.
From an employee’s point of view, not communicating

possi ble outcomes is a decision not to communicate at
all.
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Communicate
possible
outcomes

Most Common Methods for
Responding to Rumors

State values used to guide
the upcoming change
State procedures by which
the change will be decided
Explain why you cannot
comment

Set timeline for official
announcement with more
information

Explain how upcoming
decisions will be made

-

source: DiFonzo and Bordia

Researchers examined the
communication differences
between physicians who had
malpractice claims and
physicians who did not. While
both types communicated details
about upcoming treatments, the
no-claims doctors spent more
time educating patients about
what to expect. This emphasis
on outcomes, not simply
treatments, was related to fewer
malpractice claims.

source: Levinson
Oregon Health Sciences University
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Pressureisbuilding. Wild, exaggerated rumors are
everywhere. Employees show up at the planning
team’s door begging: “ You' ve got to say something!!”

The planning team however does not want to
communicate; data collection isstill underway and
plans are not finished.

So, asort of unspoken compromiseisreached: “We'll
communicate but wewon't say anything.”

Communication that says nothing is shown below.
Thisisactua communication from the merger of two
pharmaceutical companies. Thisexampleischosen

Resist
communication
that says
nothing

not because it is bad but because it is standard practice

in change communication.

First, why
strongery

ompanies merge? ou

more e£f1C1e
any will

—_—

77__,_/44——#}7'7

) |
r new merger will allow @ \
r

emerge. 111 offer
t company to try and ¥
:e a leader in the indue iitive advantage-

) rage and compe
| ¢ tt:::scbroader therapeutic © ’ jon is one of
cus our mlsslol
ame. r
1 emains the 8 and othe \
second, sio:eaical needs. The mzﬁzei;ﬂity to lead in 2
meeting imp gurther strengthens way forward. F
ac leads the |
strategic ironment. The merger o on )
changing envirorme 1 be based © ‘
ns about the n,..ico:::;a:zc:ﬁws gully, openly |
Third, all e will communica
\ eeds, and W

| Fourthy

80% of what companies
communicate to
employees has no real
content. Employees
say there is no
"discernable
difference" to their
behavior if they do or
do not receive these
messages.

source: Jensen,

Jensen Group
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and constructively througd

we will treat eve

hout the process. s |
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ne with dignitys respect and 8 @
ryo!

Thisiswhat you say when you really don’t want to say
anything. Thisispretend communication.

“But, isn’t thiscommuni cation better than nothing?’

No. It'sworsethan nothing. The act of communicating
raises employee expectations. Expectationsthat come
crashing down when empl oyees see the communication
isempty.

You've got to snap out of this. Realize that this sort of
communication takes you to aplace where employees
lose confidencein their leaders and resist the
implementation.
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Persuasion doesn’t work.

Asthe planning team prepares the empl oyee communication
theroom isfull of questions:

“How do we make them feel this?”’
“How do we makethem believe that?”
“How do we make them comfortable with this?”’

The answer is: you can’'t. Corporate brochures, Web sites,
and town hall meetings don’t change attitudes.

Moreimportantly the attempt to persuade lowersthe
credibility of the planning team. The moreyou try to
persuade them—the more untrustworthy you seem.

Eleven sample briefing pages are in the back of thisreport.
Thereisnot asingle persuasive attempt anywhere.

A substantial body of research showsthat attitude changeis
primarily an interpersonal or small group activity. People
changetheir attitudes when other people with whom they
have along, trusting, personal relationship recommend the
change.

In sociology these people with the power to change others
are called “reference groups;” in social psychology
“significant others;” in communication “ opinion leaders.”
What all these disciplines share isthe conclusion that
attitude change is mostly an up close and personal activity.

The communication challenge for the planning teamisto
make sure the opinion leaders have something to say.
Supply theseimportant employeeswith possible outcomes
so they can advise their followers on what may happen and
how to best position themselves for the changes ahead.
Don't leave theseimportant people with nothing to say
because once that happens attitude formation becomesa
free-for-all, with less responsible people having much more
power than they deserve.

Receivers don't just
roll over and become
persuaded. Instead
receivers sense a

persuasive attempt
and respond with a B
battery of persuasion

Do not try
to persuade

"Decades of research in
persuasion show that
sources with persuasive
intent are perceived as
less trustworthy.”

source: Flanagin,
University of California, Santa Barbara

One of these is
"detachment™ where the
receiver realizes that the
source sees them as
someone on whom

persuasion tactics can be
or need to be used. This
redefines the nature of
the interaction that is
occurring.

coping techniques.

source: Friestad,
University of Oregon
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Do not paint
a positive story

Painting a positive story istoo risky. A positive story, if
believed, raises employee expectations. If theseraised
expectations are subsequently not met—moral e crashes
and theimplementation is badly damaged.

Professor Hubbard from the University of Oxford
reviewed 40 years of research on “expectation theory.”
She found that telling a positive story that islater not
realized is much worse than telling a balanced story that
ismet. The unrealized positive story resulted in:
"Research on hospital

* |lesscommitment to the company patients shows that
L when they are
* |ower employee productivity forewarned of the pain
* more employeesdeciding to leave the company of an operation and
* worseimplementation given a realistic portrayal

of their recoveries, they
) ) o heal more quickly and
Itis better to manage expectations by communicating a have fewer complications.”

range of possible outcomesfrom positive to negative.
Then aslong aswhat’s delivered during the
implementation falls somewhat near that range—a
morale collapseisavoided.

Theurgeto tell apositive story isextremely strong.
Don'tdoit. Thetruthis: you don’t know exactly what
the outcomewill be. Telling arange of outcomes source: Marks,
communicatesthisinherent uncertainty and lessensthe consatant
chance of serious damageto your implementation.

Percent of sales employees leaving the company in six months

Only positive information - 57% of sales employees leave the company

| 29% |
Equal positive and negative information - 29% of sales employees leave the company

source: Hubbard, University of Oxford
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Merging the
internal and external
communication

Theinternal and external communication should run
simultaneously. Internal communicationiswith
employees. External communicationiswith all the non-
employees: regulators, investors, customers, unions,
press, government, and community.

We are not expertsin external communication but we
have worked with otherswho are. They say both
audiences, internal and external, want the same thing:

e early communication
* facetoface
e information about possible outcomes

This means the planning team should work with the
company’sexternal communicators. government
relations, investor relations, and public affairs.
Choosing the topics and preparing the briefing pages
together. Then communicating with their respective
stakeholders simultaneously.

Critics, worried about early communication of possible
outcomes, warn: “It will leak!”

Of courseit will leak. It leakswhether you communicate
or not. We aretalking about a hundred or more people
working on amajor change—does anyonethink it won't
leak?

Thetraditional approach to communication, both
internal and external, istoo defensive—waiting for some
really bad communication to get started then trying to
stop it.

Small communication, asrecommended in thisreport, is
offensive: choose your topics, prepare them carefully,
and go out early—taking the message to your
stakeholders.

Waiting meansyou will eventually haveto wrestle
control of the communication away from others.
Instead, control the communication by beginning the
communication. Keep control of the communication by
progressively communicating amore certain picture as
plansdevelop over time.
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Sample Briefing Pages

This section shows eleven sample briefing pages.
Preceding each briefing page is adescription of the
change. Thisdescription makesit easier for the reader to
understand the context of the communication.

Inatypical briefing there may be five to ten briefing
pages bound in apacket. Each example here shows only
one page from the packet.

Some of the most sensitive information was only
communicated orally, soit’snot printed on the briefing
page. Pages 32 and 33 discuss moving the most
sensitiveinformation from the printed briefing pageto
the accompanying spoken conversation.

Remember that small communication (early face-to-face
communication concerning possible outcomes) is
intended for the earliest communication. Small
communication does not replacelarger communication
that begins closer to implementation: manuals, training
courses, onlineinstructions, computer simulations,
presentations, and Web sites.

This report may be downloaded from the Web without charge (www.Larkin.biz).



Example#1: Possible Merger I ntegration M odels—Background Information

The briefing page ison the next page. Thispageisonly background information making the briefing

page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.
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Change
Industry
Background

Timing

Points
emphasized
during the
spoken
briefing

Merger
Aircraft Manufacturing
Boeing/McDonnell Douglas merger

This content isfictitious - created for demonstration
purposesonly.

For communicating at the end of the merger team'’s
first day of work.

*  Merger teamisdebating three modelsfor merging
the two companies.

1. relativestand-alone

- merger isoccurring at the top of the
businesscycle

- Boeing has alarge manufacturing backlog

- detailed merger integration could be
postponed until later in the business cycle

2. project teams

- inthe short term, shared resources are
managed on aproject basis

- postponing detailed merger integration for
later

3. rapid one company
- mergersarebest done quickly

- delaying full integration may cause the two
companiesto never successfully merge

Boeing/M cDonnell Douglas subsequently chosethe
“rapid one company” model for merging the two
companies.
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Possible Merger Integration Models

Caution: Planning at very early stages. Expect major changes to this content.
Do not base personal or company decisions on information supplied here.

"Relative Stand-Alone"

O
W o

Boeing builds Boeing planes
MD builds MD planes already committed, more MD planes depending on airline orders
Separate systems

management reporting streams

production schedules

HR (salary grades, benefits, pension plans)

Excess MD engineering and design temporarily assigned to Boeing (more alliances
like the 747 500x/600x cooperation)

Limited manufacturing integration (perhaps some Boeing tail construction/assembly
at Long Beach)

Most integrated: sales, marketing, finance, purchasing

Impact on most employees: limited

"Project Teams"

~ ©

w0 . %0&0
<z

o O
DOOO

Similar to relative stand-alone except:
entensive use of combined project teams

Project teams: temporary, most have “end-by dates,” cross-disciplinary (engineering,
manufacturing, marketing, design, etc.)

Typical projects assignments: 757 stretch, 777 ramp-up, MD 80 fuel efficiency
into 737, commercial supersonic development

Project team positions: advertised, any qualified employee may apply, team members
keep previous salary and benefits, return to previous position when project ends,
senior Boeing and MD managers on selection panels

First projects advertised: July ‘97, begin work September ‘97

Estimated 10% of Boeing & 20% of MD employees on project teams by end of ‘97

Impact on employees: limited for most employees, large for those on teams

"Rapid One Company"

Begin immediate integration (3 steps)

1. renaming (immediate)
MD planes renamed
(Boeing 80, Boeing 90, Boeing 95, Boeing 11)

2. best practice (1-3 years)
search and implement best practices
uniformly across both companies

3. single family of commercial jets (3-5 years)
MD 80 737

MD 90 S = <

MD 95 z
MD 11 / 777

Boeing

Single systems (by 1998)
one management reporting stream
one production schedule
one HR system (salary grades, benefits, pension plans)

Impact on employees: large and immediate for all employees

content fictitious : demonstration purposes only

www.Larkin.biz
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Example#2: Estimated Position L osses—Background I nfor mation

The briefing page is on the next page. This pageisonly background information making the briefing
page easier to understand. Thispageisfor the reader of this report; it was not used in the communication.

Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Downsizing Caused by aMerger
Wealth Management

One wealth management company acquired
another similar sized wealth company.
These companies primarily invest personal
and company pension money.

Executives gave the planning team atarget
savingsto obtain from employee downsizing.

Estimate of 800 fewer positionsin the first
communication isfrom the deal team. An
estimated twenty percent fewer position was
reasonabl e considering actual position losses
in other similar mergers.

The second communication, 700 to 1050
position losses, is from the business unit
leaders. Theseleaderslooked at their own
business and estimated possible overlapping
positions caused by the merger.

Thethird communication estimates position
loses within each department. This estimate
isfrom the merger team. The merger team
used templates, analyzing each position, to
more precisely determined the amount of
overlap.

The communication timing is shown on the
briefing pages.

e Briefersemphasized that all numberswere
estimates and could change.
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Estimated Position Losses

12 months.

Estimated 800 fewer positions:

Estimated Position Losses

20% of current positions across both companies.

Most losses happen during the first six months;
then a smaller number continue over the next

. oR00
«\uﬂ‘c’a“
‘\C\ QO“\
ot
eet®
oW
Business Units - Estimated Position Losses
business unit current # of est. # of fewer rough
positions positions estimate
across both % fewer
companies positions
investment
management 258 100to 150 40% to 60%
asset
management 3094 500to 700 around 20%
group services 772 100 to 200 15% to 30%
totals 4124 700 to 1050 20% to 25%
Departments - Estimated Position Losses
department current # of est. # of fewer rough
positions positions estimate
across both % fewer
companies positions
distribution 358 -100 30%
marketing 90 -20 20%
product 122 -10 10%
business services 1970 -350 20%
broking 105 0 0%
high net worth 4 +50 0%
margin lending 124 -10 10%
fil%:cw,i 216 3% 40 20% N
TR e i, AN
&)
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Example#3: What May Happen to Finance Employees—Background I nfor mation

The briefing page is on the next page. This pageisonly background information making the briefing
page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.

Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Finance Department Restructure
Automobile Manufacturing

Historically, finance was:. centralized,
corporate based, filled with specialists.

The restructure moves most finance
employeesinto operations. The
restructure requires specialiststo

become generalists doing abroad range

of finance functionsfor their project team.

Thisbriefing page was prepared during
the planning team’s second week.

e Restructure happensin three waves.

e All percents are rough estimates that
could change.

e After 1% wave, perhaps only 50% of finance
employeesarein permanent positions.

e Other 50% of finance employees move
to Transition Team.

e Transition Team memberstrain their
specialist skill to others becoming generalists.

*  Four waysto leave the Transition Team
(over three years):

permanent positionsin later waves
resignations

early retirement

involuntary separations

I -
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What May Happen to Finance Employees After 1st Wave of Restructuring

RN

perhaps 50%

Apply for advertised jobs in 1St wave
Get new jobs

Trained in broader range of finance skills

Go to project team as finance member

Finance IT Marketing

Engineering

Manufacturing

Project Team

robabws
i\ P ‘(\\)e
.ma‘.es \N g Gont\
eS“ \a(\f\‘n
T hese as P
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perhaps 50%

Apply for advertised jobs in 1st wave

Do not get new jobs

l

Go to transition team
teaching others your specialist skills

Transition Team

operates for 3 years
4 ways to leave transition team
Resignations

say 15%

Permanent positions
say 20%
get jobs advertised in next wave

Y

EXIT
Early retirement

say 10%

assume 3% a year over 3 years

% EXIT
assumes 5% a year over 3 years [E

|

Involuntary separation
say 5%
assumes 2% a year over 3 years

ﬁ EXIT

v

Total reduction in finance employees - about 30%

Total involuntary separations - about 5%
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Example#4: Thinking Behind the M erger —Background I nfor mation

The briefing page is on the next page. This pageisonly background information making the briefing

page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.
Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Merger
Retail

Two retail chain storeswere merging: one mall-
based chain and one stand-al one chain.

The mall-based chain had strong brands, good
distribution/operations, excellent reputation, strong
customer service, but stagnating sales. Stagnant
sales, executives believed, were dueto their poor
mall locations.

The stand-alone chain also had a history of poor
sales. The stand-alone chain had many excellent
locations, but operations were poor with frequent
out-of-stock merchandise or merchandise
inappropriate for their customers.

The merger’svalue comes from taking the mall-
based stores' brands, operations, and customer
service, and infusing them into the better-located
stand-alone chain stores.

This communication wasintended for the first
week after merger announcement.

The stand-alone chain stores have four possible
outcomes:

1. Closing (perhaps 10% to 30% of stand-
alone stores)

2. Specializing (perhaps 50% of stand-alone
stores) keeping the stand-alone name but
orienting more to the needs of each store’s
dominant customer base

3. Re-Branding ( perhaps 20% of stand-alone
stores) taking the name, products,
and operations of the mall-based stores

4. New Big-Box Sores (perhaps 100-300 new
stores) expanding the existing building or
moving into anew larger building with
additional product lines

51

tj larkin & sandar larkin



Thinking Behind the Merger

Closing Specializing Re-Branding
« perhaps 10% to 30% of « perhaps 50% of current * perhaps 20% of existing
existing stores stores keep the stand- stores
» attempt sales to other alone brand » take mall-based brand
retailers « reliance on mall-based « adopting brands,
 new owner may rehire chain distribution and practices, and customer
our employee retail operations service

* much more specialization
based on customer types.
Urban customers: apparel,
and everyday necessities.
Suburban customers: home

care, appliances, lawn &
\\garden. |

New Big Box Stores

perhaps 100 to 300 new
stores in first 18 months
expanding or new building
likely new lines:

auto center

grocery

pharmacy

appliances

e

Transfer

 brands
« retail ops.
 customer service

employees se€

some transf
(perhaps 15%
less within sto

This is the early thinking behind the merger.

Detailed merger planning is just beginning.

Expect little change to this big-picture view.

Larger changes are possible for estimated percentages.
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~ll-Based
Chain

few store closing

L]

* (prob
job losses

: few JO! o ofemployeesto

g

fewer changes than Stando-Alone
s (probably less tha;\)lo Yo)

s than 5% )
o stand-Alone Chain

of existing emp\oyees)

re capital investment
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Example#5: Branch Banking Restructure—Background I nfor mation

The briefing page is on the next page. This pageisonly background information making the briefing

page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.

Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Branch Restructure
Banking

Historically, each of the Bank’s 1,800
branches was afull-service location.
Each branch had back-office operations,
business banking, lending (home, car,
and personal loans) and customer
service (tellers).

Therestructure pullsthe different
functions out of the branch (except
customer service) and centralizesthem
into external locations. The restructure
also requiresthat branch staff specialize
in oneskill (operations, lending, business
banking, or customer service).

The planning team prepared this briefing
page during their second week.

Branch banking is divided into five parts

operations centers

loan processing centers
lending specialists centers
business banking centers
customer service (branches)

ogkrwdpE

Each of the five partsis abusiness unit and
reportsto its own general manager
(e.g. general manager for business banking).

Restructure also involves opening branches

as“retail outlets’ in mallsand grocery stores.

Although all numbers are early estimates,
there are about 25% fewer positionsin the
restructured branch network.

53

tj larkin & sandar larkin



Branch Banking Restructure - 1st Draft

Operationg
Centerg

perhaps
3org
Nationwjge

branch

=
ZE [ After the restructure:
= ' . .
Back-office operations
After the restructure: DDDDDDDDU 4 no longer exist in branches.
customer service

Branches dedicated exclusively
to customer service and referrals.

ooo ﬂ 000 [

www.Larkin.biz

Estimated Loss of Positions Over Two Years

all numbers are estimates

significant changes expected as planning continues

Estimated Changes to Branch Numbers

closing:

opening:

400 existing branches

600 retail outlets (mostly in malls and grocery stores)

positions current branch position
banking losses
managers 2,500 -400
supervisors 5,000 -1500
lending 3,500 -800
operations 4,000 -2000
customer service reps. 9,000 -500
administrative support 1,500 -1000
total 25,500 -6200*

(approx. 25%)

*some operations and administrative support employees may continue

working at the bank as contract employees
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Example#6: Off-the-Shelf Air plane Construction —Background I nformation

The briefing page is on the next page. This pageis only background information making the briefing
page easier to understand. This page isfor the reader of thisreport; it was not used in the

communication.

Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

New Manufacturing Strategy
Aircraft Manufacturing

This company wanted to reduce cost and
timefor developing anew airplane.

Historically, the company showed an
engineering preferencefor designing each
new airplane from scratch. Engineers, in an
exaggerated sense, began each design with a
blank sheet of paper.

A new manufacturing strategy would
systematize the aircraft devel opment process.
Manufacturing would then more closely
resemble assembly.

Thisfirst briefing page tries to capture a
complex strategic changein asimple one-page
diagram.

Planning team prepared this briefing page
during their second week.

*  Thecompany hasamore external
focus—searching the world for the best
ideasin airplane creation.

*  These best ideas go through arigorous
pre-manufacturing devel opment process.

e Plansand aircraft elements passing the
development process are “ placed on a shelf”
complete and ready for manufacturing.

*  When thereis market demand for anew plane,
manufacturing assembles one from plans
and elementswaiting “ on the shelf.”
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Off-the-Shelf
Airplane Construction

\\ Manufacturing pilot

) \\ Safety testing
9~
g2

E‘ \ \ Scaleable

7
>

Elements

If it's not ready - it's not on the shelf
If it's on the shelf - you must use it
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Example#7: I T Restructure—Background I nformation

The briefing page is on the next page. This pageisonly background information making the briefing

page easier to understand. This page isfor the reader of thisreport; it was not used in the

communication.

www.Larkin.biz

Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

IT Restructure
Life Insurance and Banking

A large bank acquired asmaller life
insurance company. The Life company
strongly believed in decentralized I T.
Within Life, there were almost four
mini-1T departments, onefor each
businessline.

The Bank did not believein decentralized
IT. TheBank saw Life'sIT structure as
ineffectiveand costly.

This briefing page was prepared during the
planning team’sfirst week.

e Restructure centralizes|T within thelife company:

- Governance & Architectureand IT
Applications are supporting but not
inany businessline.

* Asacompromiseto Life executives, each business
line hasa Business Engagement L ead located within
its business (reporting to the business head).

*  Many lifel T employeesare absorbed into the
Bank’s|T department, mostly inthe Bank’s|T
Project Organization.

e |T Maintenance and Support will likely be
outsourced.
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IT Restructure

\
A\
. O X S & oo
Life ‘6\{\\30 ‘06\*0 “:?0 @ @)Z\ S Bank
Ot < S

IT

Governance &
Architecture
Organization

Bank IT employees
move back and
forth between

IT
Project
IT / projects in Life
Business and projects in the
Engagement ~ ( )' Bank.
Leads \

Project organization
expands and
contracts according

to need.

IT
Applications

IT
Maintenance and Support

likely outsourcing: EDS? IBM? CSC?
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Example#8: Bank BenefitsInto Outsourcing Salary —Background I nformation

The briefing page ison the next page. Thispageisonly background information making the briefing

page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.
Change
Industry

Background

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Outsourcing I'T
Banking

A bank planned to outsourceitsentire
IT department, about 2,000 employees.

The bank narrowed biddersto two IT
outsourcing companies. Asone part of
evauation, the bank allowed the two
outsourcers accessto its T employees.

One outsourcing company held giant
presentations. In groups of 500, bank IT
employeeswent to anearby convention
facility and saw a presentation: introduction
of key executives, history of company,
testimonialsfrom employees acquired during
recent outsourcing wins.

The other outsourcing company chose a
“small communication” approach. No large
presentations. This outsourcing company
trained 30 of their own managers, equipped
them with briefing pages, and sent them to
thebank. Onceinsidethe Bank’sIT
department, they spoke one on onewith
managers, and then had almost spontaneous
informal conversationswith small groups of
employees.

* Briefersspent most of their time asking
questions and listening as empl oyees
described the Bank’s I T operations.

* Beforethebriefings, thisoutsourcing
company anticipated the most likely
employee questions and prepared briefing
pages as conversational guides.

*  Thispageexplainshow bank compensation
(higher benefits, lower salary) would be
tranglated into outsourcing compensation
(lower benefits, higher salary).
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Bank Benefits into Outsourcing Salary

RDOs overtime study leave

bonuses family leave parental leave

housing loans superannuation moving leave 2. If not, what is $ value?
car plan medical plan redundancy

allowances shift allowance long service leave

travel
annual leave loading

Bank Benefits

annual leave
sick leave

1. Does outsourcer offer this benefit?

special/bereavement leave

3. Add this amount to outsourcer salary.
staff study leave

O.C.
outsourcing company

benefits
+$?

+$ 700

salary

BANK
etc. not offered at O.C. for Jane Doe add $?
etc. not offered at O.C. for Jane Doe add $?
bank fees not offered at O.C. for Jane Doe add $700
bank share
scheme

not offered at O.C. for Jane Doe add $2,000 + $2,000

benefits

salary

www.Larkin.biz

rostered day off not offered at O.C. for Jane Doe add $2,400 + $2,400
hpusmg loan not offered at O.C. for Jane Doe add $3,600 + $3.600
discount ’
Jane Doe
hypothetical employee

Warning

The above depiction may or may not reflect the actual method for converting bank benefits into
outsourcing salary. No legally binding agreement has been reached between the Bank and the
Outsourcing Company. Please do not interpret the above characterization as a promise or agreed
method for benefit conversion.
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Example#9: Partner DistributionsAfter the M erger —Background I nformation

The briefing pageison the next page. This pageisonly background information making the briefing

page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.
Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Merger
Professional ServicesFirms

Two professional servicesfirms
weremerging. Firm*“A” had more
partners and more income (but less
income per partner) than Firm “B.”
Firm“A” also had faster growing
incomethan Firm“B” during the three
years before the merger.

Partners from Firm “A” worried that the
merger would dilutetheir faster growing
partner compensation. Partnersfrom
Firm “B” worried that the merger would
dilutetheir per partner compensation.

Unlike most examplesin thisreport, this
communication was certain—if the merger
was approved, income would be distributed
thisway.

This briefing page was prepared during the
planning team’s el ghth week.

*  Partnershbeginworking together immediately.

Clientswill see one merged company.
e Allincomewill be pooled.

*  However, for distribution purposes,
the two firmswill remain separate.

- 61% of incomewill flowto“A’'s”
partners—distributed according to

“A's” traditional compensation method.

- 39% of incomewill flowto“B’s’
partners—distributed according to

“B’s’ traditional compensation method.

* After threeyears, asingle partner distribution
method for the merged firm begins operating.
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Partners Distributions After the Merger

61/39 split

based on historical performance before merger

Firm I\ g

A+B  Contribution  Contribution
1996 100% 58% 42%
1997 100% 60% 40%
1998 100% 65% 35%
Average 61% 39%

www.Larkin.biz

Partners from "A"

Money distributed
according to "A"
traditional
distribution rules

62

Partners from "B"

Money distributed
according to "B"
traditional
distribution rules

Income pooled

Client sees one company

2003 and on

i

$38$ §

$" 100%
$
§$ §

Distributed according to
new merged firm rules

Transition team working
on these new rules now
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Example#10: Restructuring Customer Contact Centers—Background I nfor mation

The briefing page is on the next page. Thispageis only background information making the briefing
page easier to understand. This pageisfor the reader of thisreport; it was not used in the

communication.
Change
Industry

Background

Timing

Points
emphasized
during the
spoken
briefing

www.Larkin.biz

Restructure of Customer Contact Centers
Cable Company

After abenchmarking study, this cable
company discovered its customer contact
centersranked in the bottom half compared
with major competitors.

The cable company formed arestructuring
team charged with obtaining:

25% increasein revenue
25% decrease in operating expenses
25% increase in customer satisfaction

This became the “ 25 Project Team.”

The*“ 25 Project Team” communicated this
briefing page during their first week of planning.

Senior executivesinitialy resisted this
communication worried it would lower morale,
increase rumors, and decrease existing
performance even further.

The project team convinced executivesthat
secrecy would never work. Since other cable
companies had already restructured their call
centers, employees suspected major change.
Also the amount of data gathering required for
good planning made secrecy impossible.

*  Team emphasized that the 25% improvements
demanded by executiveswere non-negotiable.

* Inevery other way the project team was
unrestricted (any option was possible).

* Toreducerisk, executives preferred the least
amount of changethat still delivered the 25%
goals.

*  Team explained everything on the page was
possible—nothing, except the 25% targets,
was definite.
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Restructuring Customer Contact Centers

25% increase in revenue
25% decrease in operating expenses
25% increase in customer satisfaction

Improve Current Operations

(&
=7

&

Possible closure of a few smaller/
older centers

Accelerate existing programs
e sales training
e performance management
system
e lower attrition
e call-reduction program
¢ multichannel operation

Improve platform

e routing upgrade

¢ CRM improvement

e tech support

e call-back option

¢ VR (voice recognition)

¢ IVR (interactive voice
recognition)

Flexible staffing

e begin 24/7 for accounts

e more part-timers

e 4/10 shifts

e split shifts

e  staggered start times

e distributed workforce
(work from home)

Implementing VOIP
e full IT integration
«  softphone
e click-to-dial
e dial from memory

Structural Change

Consolidating to fewer larger
company-owed and operated
centers

¢ closing most
smaller/older centers

Possible new company-operated
center probably located overseas
(allowing 24 hour operation)

Sales & Service (regular flow) kept
within company centers

Sales & Service (peak flow) diverted
to external provider on an overflow
basis

Limited use of external providers
(possible migration of billing)

External Provider Options

Contract operator-

external provider hired to operate
(not own) our centers on a contract
basis using mostly our agents and
facilities

e agents remain company
employees

e expect large downsizing
of senior staff

e expect small downsizing
of frontline staff

Selling company centers-
selling centers to an external
provider

e probably some contractual
agreement to keep most
current agents for a 2-3
year period

e probably some contractual
agreement to exclusively
service our company from
our former centers (after 2-
3 years, centers and
agents may be used to
service other companies)

Closing company centers-

closing all company centers,
transferring entire operation to an
external provider using the external
provider’s own facilities and agents

e expect large downsizing
of both senior and frontline
workforce

Closing could take 2 to 3 years with
a gradual transfer of operations to
an external provider

www.Larkin.biz
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Example#11: Plant Closure—Background I nformation

The briefing page ison the next page. This pageisonly background information making the briefing
page easier to understand. This page isfor the reader of thisreport; it was not used in the
communication.

Change Plant Closure
Industry Steel
Background  The combined steel operation had not made aprofit in 10 years.

The plant was squeezed by competitors at both ends. At thebig
end, the plant could not compete with larger, more efficient Asian
mills. At the small end, the plant could not compete with smaller,
quick-responding mini-millslocated much closer to the steel-using
customers.

The company tried unsuccessfully to sell the plant to another
steel producer.

Consulting studies show the greatest value came from closing the
plant, removing all structures, and selling the land asreal estate.

The closure would happen in two phases: 1) upstream: coke plant,
sinter plant and blast furnaces; and then 2) downstream: finishing,
wire, pipe, bar, rod, and sheet plants.

Although there were still some effortsto rescue the plant (low price
iron-ore briquette for upstream) and (new mini-mill to supply the
downstream) neither of these options seemed likely to succeed.

Even though the decision was not final, there was significant
momentum toward closing the steel plant.

M anagement wanted to communicate early and take control of the
communication both internally with employees and externally with
the community.

Timing Thiswasthefirst communication. Fourteen subsequent briefing
pages provided more information asthe final decision came closer.

Points Briefersexplained that al numberswere estimates and could changed.
emphasized

during the While closure was not a certainty—it was extremely likely.

spoken

briefing Subsequent briefing page would update empl oyees on any success

finding an iron-ore briquette supplier; or investment in anew mini-mill.
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Likely Plant Closing

Warning

This information accurately reflects company thinking at this point in time. The information provided here is an early forecast.
It is extremely likely this information will change as time proceeds. Employees should not base career, financial, or personal
decisions on the information provided here.

Upstream - steel making
coke plant, sinter plant, blast furnaces

Downstream - steel finishing
wire, pipe, bar, rod, sheet

= expect upstream operation to close, more than 95%
likely

= efforts underway to save upstream, but chances of
success are very low

= expect closure within next 18 to 24 months

= very few layoffs expected before closure (long-term
customer contracts will keep us busy)

= closure could be delayed, not canceled, if low-cost
supply of iron ore briquettes is found

= finding briquette supplier could provide 6 to 12
additional months of upstream operation

= low briquette prices, caused by oversupply, is usually a
short term situation

expect downstream operation to close, more than
90% likely

efforts underway to save downstream, but chances
of success are very low

expect 3-6 more months of downstream operation
after upstream closes

very few layoffs expected before closure of the
upstream

after upstream closes, expect waves of layoffs during
the final 3-6 months of downstream operation

some parts of downstream could remain open if
company invests in mini mill (EAF)

even with mini mill, 60% to 75% of current
downstream jobs would still be lost

mini mill investment is unlikely (local customers hard
to find as manufacturing base in surrounding 500
miles radius has declined)

www.Larkin.biz
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What To Do Next

Email or Call Us

Other Services

Who We Are

Dr TJ Larkin

Sandar Larkin

Contact Information

We would be happy to speak with you about lessons learned or any of your
safety communication needs.

You may schedule a telephone call or conference call for no charge.
Phone: 1-212-860-2939; Email: Larkin@Larkin.Biz

Presentation

e 1 to 3 hours

e shows examples and research supporting communication best practice
Workshop

e 6 hours

e more hands on with a small group
Implementation Contract

e 2 weeks

e TJ moves inhouse, joints a project team, and works on a major
communication project

Since 1985, we have been helping large companies improve
communication with employees.

Book Communicating Change, McGraw-Hill, New York
Most Read “Reaching and Changing Frontline Employees,”
Paper Harvard Business Review

Newest Papers | Download our newest papers on communicating safety
from our website: www.Larkin.Biz (no charge)

TI's Ph.D. in Communication (Michigan State University)
Background M.A. in Sociology (University of Oxford)

Sandar’s Sandar is originally from Burma and worked with the
Background Long Term Credit Bank of Japan before starting Larkin

Communication Consulting with TJ.

Larkin Communication Consulting
230 Park Avenue, Suite #1000
New York, New York 10169
phone: 1-212-860-2939

email: Larkin@Larkin.Biz

web: www.Larkin.Biz
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