BUILDING A DIGITAL

TRANSFORMATION STRATEGY

PART 4: THE LAST MILE-“\

It's a modern catch-22: To survive disruption, middle market
organizations must embark on digital transformation now—
and yet, according to a large body of research from the change
management industry, most change initiatives fail. The rate

of failure is consistently estimated at 70%, based on a now
decades-old study from leadership expert, John Kotter. Recent
surveys from McKinsey and Bain suggest that the rate of failure
for digital transformation, specifically, is even higher than that
of conventional business transformations. If you're damned

if you do and damned if you don't, why bother with digital
transformation in the first place?

The reality, of course, is not so black and white. If success
is defined as nothing less than achieving 100% of expected
results, then by that standard, most digital transformation
initiatives fail. If our metric for success is any degree of
performance improvement, the data tells a different story.
The issue is not that digital transformation is a total failure,
but that it frequently falls short of its full potential.

The takeaway from this should not be to dismiss digital
transformation as a waste of effort. Disruption goes on with
or without our willing participation. Significant value can be
captured if we get to the root of problem—one that comes
down not to technology, but to people.

Digital transformation initiatives fall short for four primary
reasons: 1) change fatigue, the result of an increasingly
frenetic pace of change and disillusionment from prior change
initiatives that never came to bear; 2) unfocused or poorly
articulated strategic direction; 3) lack of buy-in across the
change ecosystem; and 4) a gap in skills.

Change is hard—whether it's digital or not—and too often,
facilitating that change is treated as an afterthought. That’s
where an intentional approach to digital adoption and business
enablement comes in. For digital transformation to succeed,
organizations must focus as much on the why and the how as
they do on the what.

THE BIGGEST OBSTACLES TO
DIGITALADOPTION

Digital transformation initiatives fall short for four
primary reasons:
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Source: 2019 Middle Market Digital Transformation Survey


https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/digital-transformation-survey/section-3-digital-transformation-success-factors
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DIGITAL 3+1

While every company must follow its own trajectory, we can generally break down digital transformation into three primary strategic
drivers, as outlined in BDO’s Digital 3+1 approach:

Digital Business is
focused on creating

new value, market A
differentiation and DIGITAL BUSINESS
revenue in the (GROWTH)

digital .
Igital economy Digital Backbone is the

foundation on which all
digital initiatives are built,
centering on addressing
107510 or removing the IT
13 complexities, risks and
g0 barriers to innovation,
DIGITAL PROCESS DIGITAL BACKBONE to meet business and
(PROFITABILITY) (SECURITY) evolving market demands.

DIGITAL
ADOPTION
Digital Process focuses
on operational reinvention
by optimizing end-to-end
process performance and
improving efficiency.

Digital Adoption, our +1, is at the heart of our
approach: a fully integrated change management
program that informs and enables the business's
strategic direction, while streamlining user adoption
for employees, suppliers and customers.

While digital adoption may seem, at first glance, to be synonymous with change management, it's not. Traditional change
management is limited in its purview to the internal organization. The intent of digital transformation, however, is to have
transformative impact across the entire business ecosystem. Vendor and customer acceptance of change is as critical to success as
employee adoption—especially if it requires them to change their behaviors or if there is even the slightest of learning curves.

To understand the role digital adoption plays in your digital transformation, ask yourself these questions:

» Does my organization understand and believe in the » Dol have the right talent and skillsets to support new
strategic vision? digital capabilities and processes?

» Are all key business stakeholders on board and actively » Havel putin place reinforcement mechanisms to foment
engaged in enabling transformation? lasting cultural change?

» Do our frontline employees understand their role in » Do | have the necessary tools to facilitate

making transformation successful? customer understanding?
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Essential to any digital intiaitive's successful implementation, digital adoption can be broken down into three key elements:

/7710

TECHNICAL

THE HUMAN ELEMENT
Winning Hearts and Minds

In the face of digital disruption, people are more essential,
not less. To fully realize the value of their digital investments,
organizations must give equal weight to enabling the people
behind the technology. Just like buying the world's best
paintbrush doesn’t suddenly make you an artist, access to
the latest innovations won't deliver improvements if no one
uses them—whether because they don't know how, they
don't want to or they aren't even aware they exist. Digital
transformation thus hinges entirely on convincing, engaging
and empowering people.

This human element is sometimes conflated with the
functional and technical elements of rolling out a plan

for change. Such an approach overestimates the power

of processes and underestimates the strength of cultural
resistance to change. Lasting business enablement requires
behavior change at every level of the organization—and
beyond. Behavior change can't be forced, but it can be
inspired and influenced—not by change management, but
by change leadership.

The difference is the level of proactivity. Traditional change
management assumes that humans are rational decision-
makers and will willingly embrace change if it is logically
presented. The majority of time and investment is spent
upfront on check-the-box processes and rote communication—
as if change will magically unfold of its own volition.

DIGITAL ADOPTION

FUNCTIONAL

Change leadership, on the other hand, assumes a certain
level of resistance, methodically gets to the root causes of
that resistance and stages interventions to drive the
desired behaviors.

Change leadership harnesses the psychology behind behavior
change to build a shared sense of purpose. Dictating the

way forward is not nearly as persuasive as communicating

a vision to people who feel they had a role in shaping it.

Key stakeholders should be actively courted and invited to
participate at the onset of a new initiative, rather than waiting
to bring them in until after all the decisions have already
been made. Every layer of the business should have a voice

in creating the digital agenda—not only to build consensus
and conviction, but also to ensure the inclusion of diverse
experiences and intellectual capital.

Once you have initial stakeholder buy-in, regular engagement
and incentivization is key. However, the ability to convince and
engage the masses starts and stops with the senior-most levels
of the firm. You must have executive sponsorship for digital
transformation to get off the ground. Not only do you need
executives’ buy-in, you need them to be early adopters of new
technology to serve as role models for the organization

at large.
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WHAT MAKES A GOOD CHANGE LEADER? ' ' |

VISIONARY: Making the internal business
case for digital transformation is not always
easy. Leaders must have a strong conviction
in their vision and values, while continuing
to be agile, iterative and flexible in

their approach.

INCLUSIVE: Though a change leader holds
ultimate responsibility for setting the vision,
they can't do it in isolation. Bringing all

key stakeholders to the table and ensuring
all voices are heard are key to delivering a
vision that everyone can believe in.

EXEMPLARY: Practice what you preach.
A good change leader role models

the behaviors they would like to see
others emulate.

INSPIRING: No leader can operate
effectively without a dedicated internal
and/or external support team. Internal
digital transformation champions can
help spark and maintain enthusiasm,
while external advisers can counsel on
critical decisions from a more

objective perspective.

COMMUNICATIVE: Not everyone

may be immediately on-board with

digital transformation—thus, clear and
consistent communication is paramount.
Leaders must be able to understand other
perspectives without losing their own vision
and conviction.

©
©
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DISCIPLINED: Steering a ship doesn't just
take seafaring skills—it also takes a captain
who can stay on course, even when seas are
stormy. It's easy to get lost in the hype of
new technologies. Leaders must remember
to continually revisit their goals to ensure
they're on track.

0
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THE FUNCTIONAL ELEMENT
Planning and Execution

The functional element of digital adoption focuses on
operationalizing change. According to BDO's 2019 Middle
Market Digital Transformation Survey, just over half of
executives have a documented change management plan

in place to drive digital adoption. While digital initiatives

are fluid by nature, developing an implementation roadmap
focused on the people side of transformation goes a long way
to ease the transition. This entails mapping out who will be
impacted—both inside the organization and outside it—how
they will be impacted and reimagining how they perform their
job. The next step is to assess whether they have the right skills
to perform their roles, and if not, whether those skills can be
learned or if you'll need to bring in new talent. In some cases,
the scope of digital transformation may necessitate a redesign
of organizational structure, so that people and processes are
better aligned with strategic priorities. Ideally, this exercise

is done before you roll out a new digital initiative to

minimize confusion.

Diagnose Your Digital Readiness

A digital readiness assessment is an analysis of your
organization's level of preparedness for digitally-enabled
change across three key areas:

» Culture: The level of cultural acceptance and
alignment with proposed new behaviors.

Commitment: The level of conviction in the proposed
change and resolve to see it through to success.

Capacity: The level of resources, knowledge and skills
to support and sustain the proposed change.

The analysis reveals the gaps your organization must
address to drive end-user adoption of new digital
capabilities and accelerate their integration into the
fabric of the business.

Diagnose your organization's digital readiness today.

In addition to redefining roles at the end user level,
responsibility for initiating those changes must be clearly
defined as well. Increasingly, organizations are establishing

a Digital Transformation Office —supported by an executive
sponsor—to serve as a formal governance structure. Assigning
accountability throughout the process keeps the efforts

on track to succeed. The RACI (Responsible, Accountable,
Consulted and Informed) responsibility assignment matrix can
help to specify these duties. However, the most important
determinant of success is delegating not just accountability,
but decision-making authority.

Developing a strategic communications plan is also essential
to driving digital adoption. Think of your communications
plan as behavior change marketing: You need to sell

your employees, suppliers and customers on the value of
digital transformation. That the business case for digital
transformation needs to be made is obvious—but the ROI
that impresses the management team is unlikely to resonate
with a frontline employee or a long-time customer. How you
talk about your vision should change based on who you're
targeting: The key points you hit should be tailored to the
individual, what matters most to them and what value they'll
get out of it.

Rather than hitting them with a one-and-done massive
missive, atomize the actions and messages throughout the
year and break them into a series of communications to stay
in front of your audience regularly. Every interaction should
intentionally connect the call-to-action with tangible ROI.
Your tailored communications strategies should also take

into account the way different groups of people consume
information. Do they prefer to communicate over email, or are
they active on an instant messaging platform like Yammer or
Slack? Are they visual, auditory or kinesthetic learners? What's
the right cadence of communication to keep them interested?
Leveraging the right communication vehicles in the right way
can help you engage them more effectively.

Just know that given the fast pace of digital change, these
plans will need to be regularly iterated on and updated.


https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/digital-transformation-survey/section-3-digital-transformation-success-factors
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/digital-transformation-survey/section-3-digital-transformation-success-factors
https://www.bdo.com/getmedia/33c40bcc-34fd-43e7-80a2-5a879ce89317/ADV_GTK-Digital-Transformation-Accelerator_insert.pdf.aspx
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THE TECHNICAL ELEMENT
Enabling the Business

The technical element of digital adoption is comprised of
the toolsets and mechanisms to not just enable but sustain
change. And, just as technology has disrupted the rest of
the world, many of these tools have gone digital, or at the
very least, adapted to meet the demands of the digital
environment, accelerating the speed of change adoption.
Digitizing these tools also makes tracking digital adoption
KPIs much easier.

Talent development is one such technical element that
has become more effective and easier to implement
with a combination of new technologies and science-
backed techniques. The2019 Middle Market Digital
Transformation Survey found that 62% of executives
are implementing training to upskill employees. Best-in-
class training and development programs are no longer
just once-a-year, in-person affairs, but instead executed
via on-demand e-learning platforms and interactive
tutorials leveraging augmented reality as continuous
learning becomes the new standard. They are designed to
accommodate different learning styles and preferences,
offering personalized experiences in a scalable way.

When building a digital reskilling program, a key challenge
is accurately gauging current capabilities without the bias
of self-assessment. Now, organizations can take advantage
of HR analytics and easy-to-administer digital diagnostics
to systematically analyze skills gaps and evolve

training accordingly.

Programmatic reinforcement is another critical lever
for sustained digital adoption and business enablement.
Here, the psychology behind behavior change and our
evolving understanding of neuroscience becomes key.
Research shows that positive reinforcement is usually
more successful in motivating new behaviors than punitive
measures. Monetary incentives tend to be the fallback, but
compensation isn't always the greatest motivator, and has
diminishing returns after repetition. A growing number of
organizations are gamifying adoption of new technology,
which can promote healthy competition, elicit a positive
emotional response and improve memory retention.

While reinforcement is most often thought of in terms of
carrot and stick, there is another means of reinforcement:
making the new behavior more desirable than the old

one. The user experience of new technology can make or
break adoption. Applying design thinking principles to the
rollout of new digital capabilities or functionalities can help
alleviate resistance to change. The more intuitive the user
interface, the easier it is to get new users on board. Taking
the principles of design thinking a step further, rolling out
new digital capabilities in an iterative fashion tends to
resonate better with the end user than sweeping change all
at once.

Creating a formal feedback mechanism is another essential
enabler of digital adoption. Instituting a feedback loop is
vital to assessing that acceptance and adoption of new
technology is on the right track.



https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/digital-transformation-survey/section-3-digital-transformation-success-factors
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/digital-transformation-survey/section-3-digital-transformation-success-factors
https://www.linkedin.com/pulse/augmented-reality-business-finally-here-kirstie-tiernan-cfe-oca
https://www.sciencedirect.com/science/article/pii/S1364661314000205?via%3Dihub
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DIGITAL ADOPTION CRITICAL
SUCCESS FACTORS:

Jur=a\ Win Executive Sponsorship
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From the Very Top

Involve Every Layer of the
Extended Change Ecosystem

ﬁ Make the Formal Business Case
wid and Share it Across the Team

[ ]
(') Create Ownership and Purpose

Speak to the Individual,

[ X J
'00‘ Not the Masses

ID: Communicate the Message -
S Over and Over

W)® Prepare for the Unexpected,
Adjust and Adapt

[
ee% Reinforce Desired Behaviors

ﬁ?.flf Track and Measure Everything

ACCELERATING ADOPTION

Digital transformation can feel like a leap of faith—a bet
against the odds that your company'’s investment will pay off
in full. And yet, the alternative is unpalatable: a slow, painful
decline into irrelevance.

But digital transformation isn’t a game of chance; the
difference between those who succeed and those who fail
comes down to preparation and execution. A more apt
comparison is to a team sport, where winning is a function not
only of athletic talent and smart strategy, but also of good
coaching and team cohesion. The people, not the equipment,
make the game.

For digital transformation to deliver, you need to build your
own dream team—and you need to build it well before the
starting buzzer. Like any good coach, you need to inspire your
team, motivate them to improve and fill the holes in your
roster. It's hard work, sometimes painful, but always necessary
to reach your goals. You can't luck into digital adoption, but
with the right approach, you can accelerate it.

Find out how we help organizations strategically develop
the readiness and capacity to change with BDO’s Digital
Transformation Accelerator.

Accelerate Your Digital Transformation

Read the previous three posts in the series:

Building a Digital Transformation Strategy Part 1:
Digital Business

Building a Digital Transformation strategy Part 2:
Digital Process

Building a Digital Transformation Strategy Part 3:
Digital Backbone

Would you like to learn more about BDO's Digital
Transformation Services? Learn more here.


https://www.bdo.com/services/business-financial-advisory/transformation,-technology-strategy/digital-transformation-services
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy-(1)
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy-(1)
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy-(2)
https://www.bdo.com/insights/business-financial-advisory/strategy,-technology-transformation/building-a-digital-transformation-strategy-(2)
https://www.bdo.com/digital-transformation-services-statement-of-q-(1)
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