Appex Corporation


Executive Summary

During the past three years under the leadership of  Shikhar Ghosh, the Appex Corporation (Appex) has undergone a number of significant and radical structural changes in an attempt to respond to its meteoric growth as one of the primary suppliers in the rapidly expanding and evolving cellular telephone industry.   While each of these structural modifications has generally improved the operating performance of Appex for a short period of time, ultimately each different structure has introduced a new set of  inefficiencies and barriers that constrained the innovation, performance, and growth of the company.  Consequently, Appex is no longer structured to effectively deliver on its overall vision through its strategic plan and objectives.  Without major modifications that bring its operating behaviors in line with its vision and goals, its success in the marketplace is in question.  These effects are compounded by its recent acquisition by EDS, a highly bureaucratic organization which will impose some of its own vision, structure, and values upon the company.

After thorough examination of Appex’s current organizational structure, its previous structural transitions, its core competencies, the evolution of the industry it serves, and the institutional context into which it is being placed, it is my recommendation that Appex undergo a substantive restructuring.  For a company of Appex’s size in this rapidly-evolving, technologically-oriented market a matrix structure is best suited for enabling innovation, performance, and growth. The matrix facilitates communication and information sharing which lead to improved multi-functional coordination.  This coordination fosters improvements in existing and new products and services, provides an increased level of efficiency through the reduction of duplication of efforts, and enables a level of flexibility that will allow Appex to rapidly respond to changing market requirements and conditions.  The matrix also provides a mechanism for Appex to leverage aspects of EDS’s infrastructure and competencies.

For the matrix to be successfully implemented and its benefits achieved a clear implementation plan in mandatory.  This plan must fully address the exact nature of the matrix’s structure, the personnel occupying each position in the matrix, and the performance metrics and incentives to be used to reinforce matrix-oriented behavior.  Once the plan has been developed, “buy-in” must be received from key personnel, it must be communicated to the employees, and it must be executed in an organized, timely, and measurable manner.

Analysis


Since its inception in 1986, Appex has been at the forefront of the cellular communications revolution providing products and services to fuel its growth.  During the past three years Appex has enjoyed revenue growth of over 1600% while watching the industry expand in volume approximately 613%.
  In order to achieve this phenomenal growth rate, Appex has been forced to expand rapidly, adding personnel at a rate of approximately ten people per month.  In an attempt to absorb these people while maintaining its strategy of being an efficient, responsive, and low-cost provider of innovative cellular communications infrastructure and services, the company has been restructured several times.  Unfortunately, each restructuring was applied in a reactive manner in an attempt to address the problems at hand rather than to create a proactive structure that would enable future growth in the rapidly evolving cellular telecommunications market
.  The table below summarizes Appex’s structural evolution and the positive and negative effects that each structure had on the company.

Timeframe
Employees
Revenue
Structure
Positive Effects
Negative Effects

86-87
<< 26
$1M
Informal - Start-Up

Fluid, informal organization

Strong informal ties
Innovative, committed workforce

High-bandwidth communication

Fast, extensive idea generation

Quick market response
No underlying planning structure

No product accountability

Unclear reporting structure

“Fire-fighting” mentality

Lack of customer service focus

Summer 88
< 26

Circular

Non-hierarchical

Concentric circles expanding out from executives to customers
Free flow of information

Theoretically customer-based 

Theoretically responsive structure
Employees “could not relate”

Aimed at response, not planning

Unclear decision hierarchies

Customer became the “enemy”

Late 88
~ 26
$2.3M
Horizontal

Non-hierarchical

Typical org-chart turned sideways
Impression of traditional structure
Complete failure

Employees gave no response

Feb 89
~ 40

Hierarchical/Functional

Separation into functional teams (e.g. Sales, Service, Operations)
Focus on task completion

Increased planning

System for assessing accountability
Extensive politics

Development of sub-functions

Polarization of teams

Reduction on cooperation

Poor skill/management matches

Aug 89
~ 80

Addition of Product Teams

Overlay of functional representatives for each key product
Improved planning

Application of management vs. skill to products
No system of authority

Extensive executive decision support

No system of priorities between products

Nov 89
~ 100
$6.8M
Addition of Business Teams

Intermediaries between product teams and corporate management
Decision making authority

Resource allocation authority
“More tail than tooth” – too many people in overhead

Too many layers of management

Internal process focus

Loss of customer focus

Loss of P&L accountability

Aug 90
~ 150

Divisions

Separation into three divisions, ICS, IS, and Operations
Improved accountability, budgeting, and planning

Extensive communications within divisions
Resource allocations squabbles

Cross-divisional antagonism

Second guessing of Sr. Management

No cross-divisional communication or cooperation

Fractal structures

Financial gamesmanship

While each structural change did address many of the previous organizational and environmental concerns, the number and frequency of the changes has resulted in a work environment fraught with fiefdoms, employee anxiety, and power struggles.

Through observation of the results of Mr. Ghosh’s structural experiments it becomes readily apparent that Appex is afflicted with a number of operational performance problems that, throughout the company’s growth and evolution, have continued to develop and become more systemically ingrained:

· Lack of cross-divisional communications, coordination, and resource sharing

· Duplication of function

· Excessive hierarchy – the fractal effect of the creation of multiple, self-similar substructures

· Loss of customer focus

· Failure to innovate, especially in the new product area

Of these problems, the loss of customer focus and the failure to rapidly innovate and create new products for the explosively growing and evolving cellular communication market, if not dealt with immediately, will sound the death knell for Appex.  It is no longer able to take advantage of its core engineering capabilities in pursuit of its strategy, a strategy that had previously allowed Appex to compete, and win, against much larger competitors, e.g. GTE, Cincinatti Bell, and McDonnell Douglas, through its development agility and responsiveness.

Given the predicted 32% CAGR
 for the cellular industry, Appex must position itself to be ready to rapidly respond to the demands for new products and services in its existing markets, to enter into newly opening markets, and to proactively create new technology that will enable new cellular capabilities to be established in both.  To do so, Appex must:

· Reestablish strong, fast, consistent, and honest communications throughout the company

· Enable effective coordination and sharing of resources

· Factor out duplicated functions (e.g. R&D)

· Improve its efficiency and cost structures

· Limit the creation of excessive levels of hierarchy

· Improve its customer focus


The net effect on Appex of doing so will be its ability to again execute its strategy of being an efficient, responsive, and low-cost provider of innovative cellular communications infrastructure and services.  To achieve these goals and consequently their desired outcome, it is necessary to identify the gap(s) between the desired outputs and those currently being achieved under the existing organizational structure, determine the root causes of these gaps, and then bring the desired and actual outputs into congruence through manipulation of the structural elements capable of realigning them.  The table below summarizes the gaps between the desired and actual organizational outputs.

Desired Output
Actual Output
Root Cause(s)

Innovative new products and services
Very few new products

Incremental additions and extensions to existing products and services
Lack of communication between divisions (most innovative new products came from cross-pollinated ideas)

NIH syndrome – no incentives to apply intellectual capital generated by other division

Holistic customer focus
Customer focus fragmented by division
Separate faces to the customer by division

Rapid response to market and customer demands
Lethargy

Inward orientation

Lack of innovation
Fragmented customer view

Overly hierarchical organizational structure

Lack of resource depth due to duplication of functionality

Efficient use of shared resources
Duplication of resources and effort
No incentives provided to cross divisional barriers

Low-cost
High-cost
Excessive layers of overhead

Duplication of resources in divisions

    Lack of sufficient depth and breadth

Divisional financial manipulations

As indicated in the table above, the root cause of Appex’s problems is the stifling effect of its divisional organizational structure which prevents communications, promotes duplication of resources, function, and effort, and causes a fragmented view of the customer.  These results hamper new product creativity and drive up costs.  To effectively remove these impediments, it is necessary to create an organizational structure that fosters the necessary cross-divisional linkages for information flow, product development, and resource sharing.  Of the structural linking mechanisms available to an organization, Appex has already grown through the use of hierarchy, liaison, cross-unit groups, and integrators in its earlier structural incarnations.  This leaves the matrix structure for implementing these linkages.  While the cost, both in personnel terms for the time, energy, and effort necessary to attend to the meetings and teams needed to manage both axes of the matrix and in the dependence on the informal structure of the organization can be high in a matrix structure, a matrix ultimately yields an extremely high information processing capacity – exactly the capability that Appex needs to reacquire in order to achieve its strategic goals and to continue its growth.

Solution and Action Plan


Given the previous line of reasoning, I recommend that Appex overlay the matrix structure illustrated in Appendix 1 onto its current divisional structure.  This matrix provides both a product line-centric view of operations as well as a consolidated, functional view that facilitates the exchange of information, the cross-pollination of new ideas, and a consistent view of the customer, enables leverage against duplicated functionality, and provides a consistent access point for functions to be provided by EDS.  These renewed capabilities will in turn allow Appex to regain its customer focus, responsiveness, and innovative capabilities.

In structuring the matrix, great care must be taken in identifying the individuals appointed as the team leaders (matrix managers.)  Because of their role serving two masters they need to be strong individuals who are capable of balancing the often conflicting demands of the product and functional line organizations.  Research by David McClelland on Social Motives reveals three primary motives that people respond to, achievement – the meeting or exceeding a standard of excellence, affiliation – the maintenance of close and harmonious relationships, and power – the influencing and impacting others in our environment.  This examines the social motive profiles that best suit a variety of different roles within an organization.  A selection of social motive profiles, including that assumed by successful matrix managers, is included in Appendix II.  Given the availability of this research with its extensive examination of successful matrix managers, it is crucial that individuals with the correct matrix manager social motive profile be selected to fill the team leader positions.


For the matrix structure to be successfully adopted by Appex a detailed implementation plan must be developed.  The plan must fully identify, or articulate the requirements and steps to find, the specific individuals who will fill the newly created roles.  Doing so will require analysis of both the top-down strategic organizational design and the bottom-up operational design.  In order to guarantee success of the matrix, a series of quantifiable performance metrics must be developed and coupled with a reward system that incents both the members of the matrix and those around its periphery to support both its functional and product design activities.  The primary pushback in attempting to achieve “buy-in” for the matrix will come from the divisional managers who may feel that their power is being diminished.  The appropriate strategy for diffusing this argument is an explanation of the reward system coupled with an examination of the efficiency, productivity, and economies of scale and scope benefits that are realizable.  Finally, a detailed communications plan which emphasizes the benefits of the change, accompanied by a concrete timetable with measurable goals should be prepared, presented to the employees, and put into motion.
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� Computed using the 1984-1989 CAGR of 107% and then projecting forward to obtain the 1987 subscriber base.


� The evolution of the market is projected to include not only an increased subscriber base but also a large expansion into rural and international areas, especially where there is poor or underdeveloped land-line infrastructure.  The result of these factors will necessitate new technology, products, and services to support the increased roaming activities as well as an expanded global presence.


� Using 1990 and 1995 subscriber predictions
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Appendix I - Structure

		

		Appendix I

																						CEO

																						S. Ghosh

																		ICS Division								IS Division

																		P. Gudonis								B. Lentz

										R&D								Team Leader								Team Leader

										Production								Team Leader								Team Leader

										Sales & Marketing								Team Leader								Team Leader

										Customer Service								Team Leader								Team Leader

				Function GM

										Profession Services								Team Leader								Team Leader

		Source:  "The Power of Leadership," ________ Global Executive and Organizational Development								Outsourcing **								Team Leader								Team Leader

										Finance **								Team Leader								Team Leader

										Operations **								Team Leader								Team Leader

										** Function provided by EDS
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