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In this paper you will learn:

[0 What is the most important corporate resource
over the next 20 years

[0 How to avoid being one of the 50% of companies
that fail to plan

0 The five step process to a comprehensive plan

0 Why today’s marketplace poses unique challenges
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I. The Story of the Spice Company

Robert Lawless led McCormick and Company for only 6 years when he
realized at some point he was going to leave the company. Over the next 5
years the board of directors, along with this forward-thinking CEO, devel-
oped a comprehensive succession plan that would groom the next genera-
tion of leaders and identify his successor.

Lawless was so committed to the concept that he requested a portion of
his compensation to be based on succession planning, including the suc-
cessful development of several key players within the organization.! With
the board, he developed the program, identified a slate and participated in
choosing the new CEO.

In 2006, Alan Wilson was named the company’s President and COO. He
worked side-by- side with his predecessor for two years, and in 2008 took
over the helm at the Baltimore-based spice company. Their 1st quarter
earnings report this year reflected a 7% growth in sales, demonstrating a
truly seamless transition.

II. Defining Succession Planning

Robert Lawless understood the importance of succession planning to the
stability, viability and bottom line of his company. This simple task re-
mains one of the most difficult challenges that an organization faces in
today’s complex era of organizational management.

While the term is most often associated with the succession of the CEO,
successful companies look beyond the C-suite. Succession planning for or-
ganizations with an eye for strategic development is the process of iden-
tifying and preparing strong employees through mentoring, training and
development to move into their next role.

Leadership transition should be a strategic initiative driven by the board
and embraced by Human Resources and the executive team, beginning
long before outgoing leaders depart. Developing an effective succession
plan, although time consuming and at times difficult, provides a unique
opportunity to evaluate and address the complexities, challenges and fu-
ture of the company.
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II1.Two approaches to succession planning

The continued success and survival of an organization depends on having
the right talent in the right place at the right time. As an organization iden-
tifies and develops future leaders, it is in fact shaping the culture of the
company. Organizations that do not strategically plan to recruit, develop
and retain potential leaders are setting the stage for their own demise.

The constant activity of people leaving, creating new positions and devel-
oping new talent can seem at times like a burden to every manager’s work-
load. But without this critical change within the organization, there would
not be growth. As the company grows, you need more people, because the
high performers in your company are promoted and the cycle continues.
In this way succession planning is not just a good practice—it is a necessity
to survival.

A. The head in the sand approach

Still, there are those that are in a state of denial or ignorance. And while
many organizations will say that succession planning is important, most
have not acted on that belief. A recent study of more than 720 freestand-
ing hospitals by the American College of Healthcare Executives found that
only 21% reported leadership succession planning was routinely done at
their hospital.? Yet, the majority of those same hospitals felt that a well-
defined process was ultimately effective.

The Center for Board Leadership, in conjunction with Mercer, conducted
a similar study and found that only about 50% of public and private cor-
porate boards have CEO succession plans in place.# This is the case even
at mega-conglomerates with thousands of employees and robust human
resources departments. While smaller companies are less likely to have
a succession plan in place—reasoning that they do not need it—the fact is
that they are more vulnerable to a leadership vacuum in the event of a key
player leaving suddenly.

It certainly seems counter-intuitive not to develop a succession plan. Why
do some companies avoid this key strategy? While the reasons are varied,
they can include:

« Boards and CEOs are so focused on getting through the next quarter
that they simply do not have time to mentor and focus on the next
generation of leaders.

o Executives see it as a one-time issue and have decided to deal with the
crisis when it comes.
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»  Current leadership embraces intuitive decision-making and their egos
are just big enough to believe that they will be able to identify the next
generation of leaders through this same intuitive process—the “hire
those you like” approach.

« Boards fear that by identifying candidates publicly they will create po-
litical unrest among employees and negatively affect morale.

» Executives loath the thought of their own career demise, much like
avoiding completing a will.

Henry Singleton focused on building Teledyne from a small enterprise to
number 293 on the Fortune 500 list in just six years. He had complet-
ed over 100 acquisitions, but never gave succession planning a second
thought. Once he retired, his entire organization began to dissolve. The
stock fell 66% and the failing company was acquired by Allegheny in 1995.
While he had become a great businessman, he failed to build a great com-
pany with a solid succession plan for the long-term viability of his organi-
zation.®

B. Making a plan for all the right reasons

The best reason to support and drive this strategy is of course to protect
the growth, development and survival of any organization. According to
Price Harding III, Founding Partner at CarterBaldwin Executive Search,
the recipe for success is not all that elusive: sustainable, profitable growth.”

Good strategy provides growth. Strong management provides profitability.
But the right succession plan makes your organization sustainable. There
are plenty of businesses that produce phenomenal growth and profitability
in short order, usually due to one leader with a timely entrance into the
market. But if the organization does not embrace succession planning as a
key element to long-term success, they will find themselves without strong
leadership and afloat in a sea of economic turmoil.

Besides the fact that it just makes good business sense, there is one more
reason to drive succession planning. For leaders within their organization,
helping to facilitate their transition is the last act of their legacy. Marshall
Goldsmith, renowned executive coach and author observes “The develop-
ment of a great successor is one of the most important accomplishments
that a CEO can achieve.” ® A key responsibility of the CEO is that while car-
rying the baton of leadership s/he should prepare their successor for the
hand-off, much like a relay. As executives begin to slow down, they need to
help their successors get up to speed.
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II1.The 5 step process for building a strong
framework

Building a successful program requires a systematic, documented and
supported approach. Teams focused on improving their organization’s
current process should:

A. Socialize the plan

“Succession planning isn’t an event; it is a process that is best managed
over three, five, even 10 years, because it involves building a pipeline of tal-
ent,” offers Joseph Bower, author and Harvard Business School professor.®

Any solid foundation includes top management participation. Nothing
sends a stronger message about the importance of the plan than executive
involvement and support. Top managers need to not only be committed
on paper, but invest the time and energy required to build and maintain
a strong succession plan. By doing so they set expectations for the entire
organization.

According to Beth Pollard, Vice President of Human Resources at Cisco
Systems, if organizations want to achieve success, they must have a uti-
lized process that is built into the DNA of the organization.’* That means
that there not only has to be a plan that is clearly defined, but that the
entire team, from the board down, follows that plan and does not make
off-the-cuff decisions about promoting and placement.

B. Be prepared

That strong foundation needs a pool of candidates readily available. Regu-
lar talent reviews and the creation of a talent “database” are critical to the
success of any plan. Human resources professionals, along with the execu-
tive team, must develop an organization compilation of data on perfor-
mance, competencies, education, experience and interests.

A relevant set of data is the first step in assuring that roles are filled ef-
ficiently and with the right individual.

Leaders should start out with their exit in mind—making their transition
successful is the ultimate goal for the consummate professional! The CEO
and executive directors must be ready and own the process of transition.
There needs to be a clear vision for future leadership, from the board
through the ranks.
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C. Develop strong assessment tools

Strong companies need strong management and strong systems. Crucial
factors that create value at the end of the day for any company include
the willingness to change and the identification of the best possible staff.
Beyond that, organizations must be prepared to support with mentoring,
coaching and training.

A robust and rigorous formal assessment tool is critical to this process. Ef-
fective human resource executives know the value of these tools in predict-
ing future success. Best practices organizations have developed programs
that are:

o Individualized
«  Experience-based
o Measureable and trackable

e Multi-faceted to include mentoring, coaching and feedback

Trisha Earls, Vice President of Human Resources and Legal Affairs at the
Savannah College of Art and Design believes it is critical to get your top
leaders exposure to all facets of the organization so they are ready for the
next level.”? This can include a mentoring program, 360 degree reviews
and other developmental opportunities. Keeping strong players creates a
dynamic tension that can be a challenge to manage, but produces uncom-
mon results.

D. Identify future talent gaps

The next step is to identify gaps between the company’s future leadership
needs and the existing talent pool. The organization must decide if a new
leader can be promoted from within, or if an external search is required.

The future vision of the organization must be well-established, so that the
selection of the new leader is based on choosing the right person to lead
the organization with this vision and plan in mind. An important task is
determining the type of actions that will ensure a good fit between a po-
tential leader and the organization’s culture. Matching the leader to the
desired culture is critical.'3

Additionally, as the need for talent changes, the company needs to evaluate
whether the current positions meet the organizations needs, or is there a
need to develop new roles for the future. The systems must be fluid enough
to accommodate change and position development as well.
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E. Facilitate transition

Ideally the incoming leader has the opportunity to work with the outgo-
ing leader for a period before taking office. This helps support some of the
critical learning required by the new manager for them to be successful. At
the very least, the board and the entire management team needs to help
make the transition as seamless as possible.

Leaders spend most of their energy thinking about how to drive the com-
pany successfully forward, but they usually spend far too little time think-
ing about the right time (and way) to exit gracefully. A successful transi-
tion can be a seamless, productive and exciting experience—for everyone.
The way leaders choose to leave can be a generous gift to an organization
and the people in it.

The plan also needs to be open and communicated to all involved. In the
past, less informed companies kept succession planning a secret process
where even those identified as having high potential were not aware of
it. However, today the public nature of open succession planning helps
to ensure a thorough process and increases the visibility and respect for
leadership development.

IV. Internal versus external candidates

A strong and well-developed succession planning process will produce the
best possible end result—internal candidates who are ready to move into
new positions effortlessly, maximizing the success and survival of an orga-
nization. However, there may be times when looking outside the company
cannot be avoided. These include:

« Arapidly changing market that requires a specialized skill set.
« An ethics or public relations conflict.

e The current pool does not have any candidates who are ready in the
event of a sudden departure of the predecessor.

There are some risks in looking outside the company for successors. Stud-
ies suggest that external candidates need to be at least 1.5 times better
than the internal candidates to justify taking on the additional risk.

It is important to curb board expectations that hiring from the outside
will guarantee a “name brand” leader with an impressive track record
of success. In fact, the board may become star-struck with the thought
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of a high-profile CEO. Recent changes at the helm at Home Depot and
Hewlett-Packard have shown that without a thorough assessment process,
this approach can have disastrous results.

In the event that the needs of the organization simply cannot be met by the
current slate of internal candidates, consulting a retained executive search
firm is the best approach to assure success. With their focus on critical
evaluation standards such as skills and cultural considerations, firms with
a strong track record of success can assist companies who find themselves
with a dry pool of talent.

V. Unique challenges in today’s marketplace

Today’s marketplace presents some unique challenges that should be ad-
dressed quickly to minimize the potential for them to disrupt the planning
process.

A. Avoid in the talent pool

It is widely accepted that the retiring baby boomers will negatively affect
the availability of strong talent. Add to that the fact that individuals with
tremendous talent have generally achieved success and are financially in-
dependent. With the challenges businesses face, these executive manag-
ers find themselves in the unique position of being able to pull out of the
workforce on a whim. If the challenge is no longer exciting or thrilling as it
was in years past, these boomers can just quit.

The talent gap continues to widen with the looming reality of the baby
boomer retirement in the future. Unfortunately, the majority of organiza-
tions are not prepared. In fact, a recent global poll of HR leaders indicated
there is a marked lack of urgency among many U.S. firms about how to
respond to the looming departure of this highly skilled and experienced
generation of managers.*

Human Resources managers need to be prepared to deal with the void.
The success of Wells Fargo exemplifies this strategy. In the early 1970s
they began to build one of the most talented management teams in the
banking industry. They anticipated major changes in banking, but CEO
Dick Cooley did not know in what format those changes would materialize.
He and chairman Ernie Arbuckle focused on injecting an endless stream
of talent in the organization. They hired outstanding people when they
found them, even if there was not a specific job available for them. The
result—when banking deregulation came about in the early 1980s, Wells
Fargo outperformed the market by three times over.!s
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B. Getting ready for the next level

In today’s highly competitive global marketplace it is more important than
ever to have a strong system in place that evaluates and develops talent for
the long-term goals of the organization, which may include teaming with a
retained executive search firm.

Now is the time to step up development internally and prepare for the
next wave of growth--the executive of the future will be expected to be
even more skilled in order to develop and lead new global and technolog-
ical initiatives. Leadership development, executive coaching and career
development should be priority investment areas for forward-thinking
companies today. s

VI. The best plans evolve

Effective succession planning is a journey, not an end result. The most ef-
fective management teams do not stop once a succession planning process
is put into place; they continually update, monitor and adjust their plans.
Feedback from internal teams as well as incorporating global best prac-
tices and utilizing retained executive search firms help savvy companies
maximize their human capital investment. By making succession planning
an integral component of the overall corporate business strategy, organi-
zations will achieve their long-term objectives and goals.
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We hope you've enjoyed this paper on cultural considerations in hiring. If you’d like to discuss
any of the approaches or insights in this white paper, we invite you to call to speak with anyone
on our partnership team.
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200 Mansell Court East, Suite 450
Roswell, Georgia 30076
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