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what could go wrong in an organisation’s plans. It requires an
essment of conditions that could hamper an organisation’s plans,
and how much monetary damage such events could cost a company.

Businesses have been under increased pressure in recent years, from
governments, shareholders and the public, to provide more information
about how they assess and report potential risks.

In summary, the value of contingency planning to a business is that it helps to:

@ minimise the impact of risks and limit the damage caused by business
crisis — this could be in terms of reputational damage and its impact on
share prices, access to finance, the recruitment of staff, morale of the
workforce, and ultimately profits

@ reduce the impact on customers and thus minimise the potential loss of
business due to a crisis.

Despite the value of contingency planning to a business, it is a costly
activity. In large firms, it can involve huge numbers of highly qualified staff
in assessing risk and planning what to do if things go wrong. Like any
other form of insurance, it reduces risk but may seem like a waste of money
if nothing ultimately goes wrong,
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Case study 1: Kodak and strategic drift

Kodak was in business for about 110 years, and yet its
demise was not a surprise to many commentators in
the industry. Despite the fact that Kodak transformed
the nature of photography in the twentieth century,
its experience in the digital age of the twenty-first
century provides a clear example of strategic drift.

Before Kodak, photography was mostly confined
to professionals who took formal portrait-type
pictures. Kodak transformed the industry and made
photography and photographs part of family life.

It focused, in particular, on wives and mothers as
being the ones who recorded ‘the family history’ and
preserved precious moments in photograph albums
and picture frames. One of their most successful
advertising campaigns was about recording the
“Kodak moment'. As a result, women became their
most lucrative market. One of the Kodak CEOs called
them the ‘soccer moms’ - mothers wanting to record
and display photographs of their children’s sporting
successes.

The advent of digital technology did not cause a
significant change in Kodak's strategy. Commentators
at the time suggest that Kodak's senior management
did not really grasp the significance of the digital
revolution and how it might affect Kodak's market. For
example:

@ They clung on to their assumptions about who
took pictures and when the ‘soccer moms) even
though the main market was shifting to men - and,
in general, men are not interested in storing and
displaying photographs.

@ They thought people would always want hard-copy
prints and failed to realise that with digital photography,
pictures would be viewed on cameras, phones
or computers.

@ They did not recognise that digital cameras were
more of an electronic gadget, like other gadgets,
and would eventually be sold in electronic retail
stores alongside other electronic products.

@ They allowed their brand to that of remain
associated with traditional photography rather than
digital photography.

Kodak's approach was similar to that of many
companies facing technological change. First they try
toignore it, hoping that it will go away. Then they try
to deride it, for example in terms of quality, speed,
complexity, and s on. Then they try to enhance

and prolong the life of their existing technology.
Unfortunately all of these approaches simply
increase the extent of strategic drift and reduce the
performance of a business further. The next step is
either the end of the business, as was the case with
Kodak, or a transformational change that brings a
business back on track.

‘Source: adapted from a variety of aricles in the media at the time of Kodak's
demisein 2012
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1aging strategic change

Questions

1. What is transformational change in

this context? (4 marks)
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2.Discuss the reasons why Kodak developed
strategic drift.

Case study 2: Contingency planning at Heathrow’s

Terminal 5 (T5)

The £4.3 billion Terminal 5 (T5) at Heathrow airport
was opened by The Queen on 14 March 2008. Its first
day of operations on 27 March was catastrophic.

British Airways chief executive, Mr Willy Walsh,
and bosses at airport operator, BAA, were grilled
by MPs from the Commons Transport Committee
in May 2008 about the T5 fiasco, which led to
hundreds of flights being cancelled and tens of
thousands of bags going missing.

Mr Walsh’s statement to the committee included the
following: ‘We let our customers down. We could
have done better and should have done better ... We
believed that T5 was ready to open and we believed
we had prepared sufficiently. With the benefit of
hindsight, it was clear we made some mistakes ...
We compromised on the testing ... because of delays
in building the terminal ... We didn't supply staff with
sufficient training and familiarisation. If we did it
again, we would do things differently.

He admitted that the opening of T5 had been a
disaster’ and added: ‘| take responsibility for the
issues that went wrong ... The decisions taken
ultimately rest with me. | am prepared to be
held responsible.”

Reviewing the press coverage of the situation
suggests that there had been a huge failure of
planning. For example, no dress rehearsals took
place to iron out basic operational problems. As a
result, on the day of opening, many staff could not
find their car parks, could not get through security
and could not find where they were meant to work.
Other basic operational problems appear to have
been the result of a lack of basic planning. There
can be no excuse for assuming that just because the
baggage system worked with one bag, it would work
when loaded with 40,000, or that an escalator that
glides smoothly when empty will work when full. It
was this attention to detail that seems to have been
missing. It was i fact a basic failure of management
and a failure of the most basic management.

Source: House of Commons Transport Committee: the opening of
Heathrow Terminal 5 (2008) [minutes and televised viewing]
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Case study 3: Corporate governance and T

In September 2014 a bombshell hit the stock market
when Tesco announced that its half-year profit had been
overstated by £250 million. As the profit had totalled
£1,100 million, this was an admission that the half-year
figures had been overstated by more than 25per cent.

Following this revelation by an internal whistleblower,
four senior Tesco managers were suspended and the
non-executive Chairman, Richard Broadbent, left the
company. In the week after the announcement of the
exaggerated profit, the value of Tesco's shares fell by
16per cent (€3 billion).

There were warning signs. The BBC's Kamal Ahmed
reported that:

Investors say that Tesco has had multiple warnings
An analyst report dated June 2010 ... said that “Tesco’s
accounting is consistently aggressive, and that if it had
more standard” accounting methods its profit before
tax would fall by £64 million’.

Serious though the technical issues were regarding
the profit overstatement, other commentators pointed
to a separate factor; no one on the Tesco board had
any experience of retailing. This means that the people
tasked with giving the right strategic advice and
responsible for the culture and standards within the
business could have no real insight into the day-to-day
running of Tesco plc. See Table 18.1 for a summary of
the Tesco board members in September 2014.

Corporate governance in the UK requires that the
posts of chairman and chief executive should be held
by different people, suggesting that no one person at
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