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Exploitative, Exploratory or Adaptive?

How is Your Organization Aligned?
By John Kenagy, MD, MPA, ScD

effectively around their core capabilities, but struggle, and often fail,
when they need to work differently?

My last two FYA columns developed this solution to the dilemma -
established organizations have "exploitative" business alignments, while
companies that create fundamentally new ways to work have an
"exploratory" alignment. To innovate, established companies need to stop
working harder -- and start working differently. The most successful, tried
and trueway towork differently isto set up anew "exploratory" organization
separate, but still under senior management control, to develop new ways
to solve intractable problems.

Companiesasdiverseas|ntel and USA Today have successfully executed
this tactic, but it begs this question -- Do you always have to create
something separate? The answer is yes, except for avery few companies
that have a third business alignment:

I t'san"innovator'sdilemma." Why do established organizationsinnovate

Alignment Advantage Disadvantage

1. Explaitative Great at doing what the Poor at doing what it does not
organization knows and know how to do
understands

2.Exploratory Developsfundamentally new Requires organizational
approaches to current separation from the parent,
problems that create new but remains under senior
opportunities management control

3. Adaptive Designed to adapt as part of Although simple, it is very
everyday work different from traditional

management methods

"Designed to Adapt” - The Power of Adaptive Design®

In biology, adaptation is defined as "an alteration or adjustment in
structure or habits by which a species or individual improves its condition
in relationship to its environment.”

Adaptation isfundamental to survival. And thusfar, the human species
has proven to be infinitely adaptable.

What is sometimes overlooked is that the process of adaptation is
fundamental to human innovation.

Continued...
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Exploitative, Exploratory or Adaptive? How is Your Organization Aligned? (Continued...)

Consider the example of asimple, weekend home-
improvement project: hangingwallpaperinasmdl downdars
powder room. Maybeyou begin the project by consulting
a"how-to" book or manual and later discussthe best way
to do thejob with someone at thelocal hardware supply
sorewhereyou purchasethe materia sneeded to complete
the project.

Asyou proceed with thework, however, youfind that
not everything you haveread or beentold helpswith every
problem encountered in actually doing thewallpaperingin
the confined space of the small washroom. Perhapsyou
make afew mistakesand havetoredotheinitial sections,
but eventual ly you beginto adapt to thejob at hand-subtly
(or perhaps not so subtly) altering your methods and
techniquetoimprovethequaity and efficiency of your work.
Maybeaspouseor friendjoinsyouinyour strugglewiththe
task, offering additiona suggestionsthat further improveyour
approach. But by the end of the project, your natural
adaptationd ability hastaught you alot moreabout hanging
wall paper than you knew at the outset.

The power of Adaptive Des gn®, which hasbeenthe
secret behind the phenomenal success of the Toyota
Production System (TPS), isthat it harnessestheinsights of
management and staff engaged in thework processand
turnstheir continuous ability to adapt into aset of potent
productivity enhancement skillsandtools.

In healthcare, we strugglewith innovation, knowing
intuitively that it holdsthe keysto improved clinical and
€conomic outcomes, greater patient and staff satisfaction

and quaity improvementsinsarvicesat every level.

Studieshaveshownthat thesysemsthat aremost likely
to respond quickly toinnovation arethe onesthat have a
cultureof credtivity andinnovetion; flexible, evidence-based,
respons ve peopleand methodsdirected by strong leedership
that iscommitted to effective change.

By contrast, the healthcare systemishierarchical in
natureand driven by separate organi zationa structuresand
culturesthat represent various, and sometimes conflicting,
businesses and professional groups. The system is
exploitativeand bureaucratic, with aculture of entrenched
procedures and social normsthat hinder rapid change.
Neverthdess, itispossbleto changethecultureby enabling
congructiveinnovationwhenthosewho encounter problems
firsthand are devel oped and encouraged to design and
implement theimprovementsthemsdavesaspart of everyday
work. Itispossible, usngAdaptive Designtoolsand skills,
torevitdizeenvironmentsso that Sability, trust and optimism
are built into the workaday culture and innovation is
encouragedtoflourish.

Wheat areyour thoughts? How haveyou adaptedinthe
past? Send meyour commentsat
| kenagy @kenagyassoci ates.com.
Next month'scolumnwill develop
thefirst stepsthat your organization
cantaketo be"designed to adapt.”

©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 and efficiency. For moreinformation, visit www.phns.com.
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Evaluating Your Board
By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

system you're used to being evaluated by your board.
But have you evaluated your board lately or has your
board evaluated itself lately? Asimmense operational, financial
and competitive pressures continue to make it increasingly
difficult to manage hospitals, it's critical that your hospital or
hospital system has a qualified, dedicated and effective board.

A recent study of 130 large U.S. and international
organi zations (see the August 2006 edition of Internal Auditor)
found some alarming comments from CEOs about their boards:

Q s the CEO or an executive officer of your hospital

0 "l can't actually recall many instances when the board
changed anything."

0 "l constantly have to teach our directors. They realy
don't understand the business."

0 "If aboard setsitself up as a policeman, the CEO won't
be forthcoming with information."

If you haven't done an evaluation of your board and board
members, the article sets forth the following helpful list of the
key fiduciary duties of board members, which could be used
to evaluate each of your board members:

e "Approving the organization's strategic plansand budgets;
monitoring performance.

e Approving major capital expenditures and the disposal
or acquisition of major businesses.

e Approving...the accuracy and transparency of financial
statements.

e Ensuring that major risksto the organization areidentified
and managed.

e Appointing and evaluating the CEO; ensuring that
succession is planned.

e Approving senior executive compensation.

e Ensuring compliance with legal and community
requirements; establishing ethical standards.”

The article also proffers the following list of other critical
attributes of board members that you could use for your
evaluation:

e "Possessing knowledge of key areas in which the
organization does business.

e Have experience and know-how in the organization's
industry.

Be able to articulate business challenges effectively.
Be well connected within the organization's strategic
environment.
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e Have areputation for independence and integrity.

e Be good listeners and believe strongly in the concept of
staff mentoring.

Be capable of disagreeing without being disagreeable.
Ask probing and follow-up questions.
Possess emotional intelligence.”

How do you think each of your board members measures
up against those standards? How do your board members
think each of the other board members measures up? And,
perhaps most interestingly, how does your evaluation compare
with the board members evaluations?

Yes, | recognize that these types of evaluations can be
extremely sensitive and controversial, but
they are necessary. The future governance
and success of your hospital or hospital
system depends in significant part on
assuring that you have board members who
are qualified, dedicated and effective.

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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END PIECE

ost hospital executives take their vacations
serioudy. It'susudly timefor thefamily todo
something together or go someplacetogether.
Thethought of spending part of their vacationinaclassroom
seemsfar-fetched. But that isexactly what somehospital
leaders are starting to consider. They're joining top
executivesfrom other industriesin expanding their horizons.

TheWall Street Journa recently reported ontop leaders
who aren't satisfied with just staying focused on their
businesses.

The CEO of Deutsche Bank spent a week of his
vacation last month studying Spanish six hoursevery day.
Hesaid learning Spanish wasahigh priority because his
company doesathriving businessin Spainand acrossLatin
America

Besidesthisbusinessimperative, the bank executive
notes, " Therewassomething very inspiring about tacklinga
new skill -- and being ableto chart my progress... upthe
learning curveeachday.”

Andthenthereareexecutiveswho aren't stified saying
focused only onbusiness. They want tolearn about avariety
of things besides finance and marketing. While these
renai ssance men and women don't dways perform better
than executiveswho are single-minded about business, it
doeslead them to adeegper knowledge of theworld beyond
their headquarters. That, inturn, cantrandateinto more
risk-taking, moreunderstanding of themselvesand others-
- or smply persond satisfaction.

The CEO of Office Depot, spent hisvacationthisyesr,
asheand hisfamily havefor thepast 11 years, a Chautauqua
Institutionin upstate New York. Chautauqua, which has
been called an "intergenerational college,” offers arts
performances, participationin sports, classesfor adultsand
childrenand daily lecturesontopicsthat rangefromworld
religionto governance.

"When I'm at aChautauqualecturewith 1,000 people
who areintellectually curious, that opensmy mindto a
breadth of issuesand pointsof view," hesays.

The chairman of Behavioral Science Technology, a
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Cdiforniaconsulting firm, dso runsagreat-books seminar
severa weekendsevery year for executives. Participants,
who read and discuss such writers as Dostoevsky,
Shakespeare and Plato, learn to question their deepest
assumptionsand to haveadia ogue, rather than adebate,
with others, whichiswhat managersneed to doto bring out
idessandilluminatebusinessissues, hebdieves. “Arigotle’s
Ethics,” for example, "rai ses questions about whether
organizationssmply needtofollow rulesand avoid getting
introubleor to establish principlesof justiceand fairness,”
headds.

Other executives seek courses geared moretoward
unleashingtheir creetivity. Afemaesenior vicepresdent at
WeachoviaBank spent six Fridaysspread over threemonths
workingwith artistsat the Innovation Institute, an of fshoot
of theMcColl Center for Visud Arts, in Charlotte, NC.

When shesilk-screened, shelearned to work quickly
and flood the screen with col or -- and not worry about the
exact final results. "Asbusinessleaders, we'retaught to
predict outcomesand try toknow it al, which canbea
trap," shesays. Thecoursehelped her trust her intuitions,
try new ideas at work and urge employeestorisk being
cregtive,

The CEO of Autodesk, the San Rafael, CA, software
company, thinks"lifdong learningisonly possibleif you're
opentonew experiences.” Heprefersteaching himsdf new
things over formal instruction. "I'll get curious about
something, thenread alot about it -- and then learn more
by doingit," hesays.

A softwareengineer wholikestobuildthings, hetaught
himself how to make furniture out of concrete and wood.
"Now |'vegot acoffeetable, two night standsand abench
-- and my kidshave done experimentswith concrete," he
sys.

Hehaslittle patiencefor executiveswho say they have
notimefor anything but business. "Problem-solvingisthe
primary job of CEOs," hesays, "and you aren't going to be
effectiveat thisif you'restill at your desk at 10 p.m., and
you started at Sx inthemorning.”
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