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Exploitative or Exploratory?

The Ten Warning Signs and What to Do About Them
By John W. Kenagy, MD, MPA

These columnshbegan last year withthegoa of offering something new and
different, something other than another recitation of "'best practicebusiness
methods." For Your Advantageisdesigned for CEOs; you already know
most best practice methodsand whereto go to get arefresher. Thiscolumnisfor
thosewho want or need something new-aningghtinto theinnovative, breskthrough
Ideasthat will takeyour organizationto new levelsof success. Andit hastobemore
than theory; you need to know what you need to do and how to do it now.

But doing something new seemsrisky because"wehaven't donethisbefore.”
So how does|eadership decideit issafer to do something new than continuethe
statusquo?

Herei 1satool to helpidentify when new and different issafer thantheold or
satusquo . Whereisyour organization digned-areyou an exploitative businessor
anexploratory busness?

Alignment of: Exploitative business
Cogt, profit

Operations, efficiency,
incremental innovation

Operational
Formal, mechanistic

Exploratory business

Srategic intent Innovation, growth

Critical tasks

Adaptability, new products,
breakthroughinnovation

Competencies Entrepreneurial

Adaptive, flexible
Milestones, growth

Responsiveness, manage
risk, speed, experimentation

Structure

Controls, rewards | Margins, productivity

Culture Efficiency, low risk,

quality, customers

L eadership role Authoritative, topdown | Visionary, involved

"Exploitative" isnot derogatory, just descriptive. Successful exploitative
organizationsarecreative; great at doing andimproving what they know how todo.
They are profitable, confident, and competitive. Their businessopportunitiesare
growing and so arethe number of peoplethey employ. Thereisroom for themand
their competitorsinthemarketplace. Incrementa solutionswork becausethelr current
businessmode can grow by extending what the organization knows how to do,
sometimesto breskthrough proportions. It worksand it feelsgood.

Almost all established firmsand every large hedlth care organization | know
(Continued...)

' Adapted from O'Reilly C, Tushman M. "The Ambidextrous Organization." Harvard Business Review,
April 2004
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Exploitative or Exploratory? (Continued...)

work withan exploitativebusinessaignment. And al isfine
until the known, expl oitative opportunitiesstart to dry up.
There are 10 warning signs for trouble, the opposite of
exploitative success.

The Ten Warning Signs for
Organizations:

1. Profitability isincreasingly challenging.
2. Thereisanincreasing needtofocuson"thenumbers.”

3. Itisnecessary to exit established, traditional lines of
business because they areno longer profitable.

4. Increasingly aggressive competitors are taking
advantage by competing "on adifferent playingfield.”
Somebody ischanging therulesof thegame.

5. Consolidation and merger/acquisition strategiesare
necessary to maintain profitability by taking capacity
out of the system and/or gaining market power.

6. Rigorous cost cutting and downsizing become key
businessstrategies.

7. Regulationincreasesat the sametimeasorgani zations
seek governmental support to maintain viability.
8. Consultantsemergewith moreand more"fixes."

9. New, expensvetechnology seemsincreasingly theonly
answe.

10. Peopledtart totalk about "transforming theindustry.”

When faced with these signal's, exploitative businesses
need to develop an exploratory business alignment to
continue to grow and prosper. Therein lies the rub;
historically lessthan 10 percent of exploitative businesses
can makethetransition.

Exploitive

Andthereinasoliestheopportunity, because experience
showstherearewinning strategiesand powerful tactical tools
to help devel op an explorative capability-strategiesand tools
that aren't rocket science; they're just new and different.
But first, senior leadership has to know that it is safer to
develop that new alignment than stay and extend what they
know how to do.

The questions, then, to ask your management team:
1. Areweinanexploitative businessalignment?

2. If yes, do we see any of the 10 warning signs
emerging?
3. If yes, what do we do about it?

What are your answers? These questions are a great
way to lead off astrategy session because they give your
team anew way to frametheissuesthey face. What doyou
think? Doesthisframework help?If you have questionsor
want help using this model, e-mail me at
jkenagy @kenagyassociates.com.

Inmy experience, #1 and #2 are usualy easy to answer;
#3isthetough one. Many of theanswersarein my previous
columns, but if you answered yes to #1 and #2 and are
interested in atested, reliable, improvable answer to #3,
check thiscolumninyour FYA next
month. And, fortunately, you'll find
theanswer isnot rocket science, just
new and different.

©2006 John W. Kenagy, MD,
MPA, Director, Kenagy
& Associates, LLC (K&A)
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PHNSisaninnovative hedthcare servicescompany providing strategic outsourcing
servicesininformation technol ogy, health information management and receivables
management to over 400 hospitals. PHNSisnot aconsultant, vendor or software

company but apartner, asolution. PHNSunderstands healthcare because our partnersarehealthcareand hedthcare
only. Unlikeitscompetitors, PHNS strategically alignsitself with ahospital'sclinical and financial goalsand
objectives. Throughitsuniquebusinessmodel, PHNS reduces costs by aggregating, consolidating and sharing
resourcesamong itsparticipating hospital partners. PHNS hel pshospitalsmanageinformation systems, computer
technol ogy, patient records, coding and patient billing toimprove patient care, safety and efficiency and increase
profitability. For moreinformation, visit www.phns.com.
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U.S. Citizens Speak Out on Health Care

By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

itsinterim recommendationsfor "Health Care That Works

For All Americans." Haveyou heard about thisinteresting
organization? It was established by the M edicare Prescription Drug
Improvement and M odernization Act of 2003 to createaway for the
American publicto "engagein aninformed national public debate
to make choices about the servicesthey want covered, what health
care coverage they want and how they are willing to pay for
coverage."

The Working Group issued an October 2005 overview of the
U.S. hedlth care system that wasthen used for aseries of hearings,
community meetings, individual commentaries and I nternet polls
toelicit citizens viewsregarding the following weighty questions
about our health care system:

e \What health care benefits and services should be provided?
e How doesthe American public want health care delivered?

e What trade-offsisthe American public willing to make in
either benefits or financing to ensure access to affordable,
high quality health care coverage and services?

The Working Group'sinterim recommendations based on such
citizeninput are:
e "It shouldbepublicpolicy that al Americanshave affordable
health care"

0 Thefinancingfor thisrecommendationwould comefrom
"dedicated revenue streams such as enrollee
contributions, income taxes or surcharges, 'sin taxes,’
business or payroll taxes or value-added taxes that are
targeted at supporting these new health careinitiatives’

e "Definea'core benefit packagefor al Americans'

0 Therecommendation covers a continuum of care that
"encompasses wellness, preventive services, primary
care, acute care, prescription drugs, patient education
and treatment and management of health problems
provided acrossafull range of inpatient and outpatient
settings'

e "Guaranteefinancial protection against very high health care
costs"

"Support integrated community health networks"
"Promote effortsto improve quality of careand efficiency"

0 Thisrecommendation includes a focus on "evidence-
based practices," health information technologies such
as electronic medical records and reduction of fraud
and waste

e "Fundamentally restructure the way that palliative care,
hospice care and other end-of-life servicesare financed and
provided, so that people living with advanced incurable
conditions have increased access to these services in the
environment they choose"

On June 1, the Citizens Health Care Working Group reported
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The Working Group is actively seeking public input on its
initial recommendations until August 31, 2006, after which it
will prepare and issueitsfinal recommendationsto the Congress
and the President. Thelaw then requiresthe President to submit
areport regarding the recommendations to Congress within 45
days; and after that the following Congressiona Committees
are required to hold hearings on the report and its
recommendations. the Committee on Finance of the Senate;
the Committee on Health, Education, Labor and Pensions of
the Senate; the Committee on Ways and M eans of the House of
Representatives; the Committee on Energy and Commerce of
the House; and the Committee on Education and the Workforce
of the House.

Hopefully you and your colleagues are
aready or soon will be participating in this
extraordinary public, grassroots discussion
of our health care system. See
www.CitizensHealthCare.gov for additional
information.

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com

About
TrendLeader —
[ Connections

FYA - For Your Advantageis brought to you
by TrendL eader Connections. The function of
TrendL eeder Connectionsisproducing educationa
materials and seminars that help healthcare
executivesdifferentiate between fadsand trends,
andmaking connectionswith" Trend Leaders' within
thehedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare sol utions, provocative concepts and
qudity educational materialstotoday'shedthcare
leaders. Wewant to concentrate on "what comes
after what comesnext.”
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Taking Back Healthcare Retail:

Understanding the Customer Experience
By Harvey Hartman and Tony Paquin

ast issue we discussed consumers' enthusiasm and interest

to live hedlthier lives and how supermarkets, drugstores and

other retail channels are working with fervor to attach
themselves beneath the wellness halo by introducing health and
wellness products and services into their marketing mix.

Hospitals can set the stage for living, shopping and using
health and wellness products and services. They can do this by
creating their own compelling retail environments, and as a result
build a bigger and better health care brand.

Currently, consumers do not attach the label of "wellness' to
specific products; instead they use "wellness' to describe a way of
living. The challenge is to connect the idea of "wellness" to a
specific retail experience and to help position healthcare retail stores
as providers of wellness lifestyle items.

Experience is many things. It is more than ambiance, though it
certainly plays an integral role in creating a distinctive experience.
Customer satisfaction is important too. Yet, it is not a singular
measure of experience effectiveness. So, how do your customers
and potential customers define "experience?' What keeps some
customers coming back for more while others are sent packing?
How do customers feel when they interact with your company?
What are the key touchpoints intrinsic to a distinctive customer
experience? Here are the primary experience touchpoints to keep at
the forefront of any healthcare retail strategic planning and
development:

e Entrance Experience: Usually some version of "walking
through the door," where the customer experience first "takes
shape." Interestingly, our prior research indicates that the
entrance experience is more important from a context-setting
than an evaluative perspective.

e Sensory Cues: From a sensory perspective, we are most
concerned with aromatic, auditory and visual cues that
influence both consumer behavior and sentiment in
distinctive patterns throughout the entirety of the experience.

e Design Experience: Our goal here is to assess how well the
customer manages to engage in the physicality of the
experience whether it is a restaurant or retail setting. Our
analysis here often highlights movement (flow, blocking and
sticky points), seating issues (table heights, leg room, sight
lines, etc.) and shelf heights (sight lines, reachability, etc.)
among others.

e Saff Interactions: Staff interactions influence the customer
experience in a number of dimensions including authenticity,
engagement, credibility, confidence etc.

e Product and Package (Brand) and Service Experience:
Obviously no research on an experience is complete without
a discussion of the goods or services experience. While we
do assess certain conventional "product/service-centric,"
concerns such as quality, selection, menu preparations,
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ingredients, etc.; our primary focus is really more on how
consumers come to make sense of the goods/services/brands
as part of the larger context of their experience.

e Knowledge Experience: Where possible, identify salient
drivers of knowledge intake; the transfer of relevant
information to the customer.

e Community Experience: ldentify important markers of
community and local culture derived from the ongoing
customer experience.

e Surprise and Delight: Unexpected elements that bring the
customer delight and pleasure within the scope of the
experience.

e Exit Experience: Much research indicates that the exit
experience may be among the most salient in terms of the
customer's "experience memory" and, hence, may be most
important in terms of overall experience evaluations.
Importantly, the perception of "value" should also be
explored in this context to understand if the benefits of the
experience outweigh the costs associated with the
experience.

Certainly, there is no one type of retail experience and not all
shopping experiences are created equal - whether in the physical or
in the virtual world. The most significant point about defining
experience is that it be grounded in well-researched consumer
aspirations, expectations and requirements. However, this presents
a paradox of sorts, you see, we have found in our years of research
that consumers can't redlly tell you what "experience" is or what it
means. But, we have learned from our research aongside consumers
one very important tenet: no matter how business or its many gurus
would defineit, it isthe consumer that ultimately defines experience.

Harvey Hartman isfounder and chairman/CEQ of The Hartman Group,
Inc., a full-service consulting and market research firm offering a wide range
of services and products focusing on the health and wellness markets. The
company's headquarters are located in Bellevue, Washington. An author,
business school lecturer and former Fortune 500 senior executive, Hartman
is a nationally recognized expert on American cultural change and the
consumer activities that impact daily business products and services. He can
be contacted at: harvey@hartman-group.com.

Tony Paquinisskilled at devel oping retail
business opportunities within healthcare
systems. He has over 20 years experience
leading strategic companies in the insurance
and healthcare industries. He previously
founded and managed one of the largest
technology companies in the insurance sector,
and was CEO of a NASDAQ listed healthcare
services company. You can reach him at:
tony@thepaquingroup.com.
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