Analyzing Organizations Strategically – Graduate Level

Professor: Jeffrey E. McGee, PhD
Overview of Organizational Strategic Analysis Projects


The strategic analysis projects are designed to allow you to analyze organizational and business situations and to make and justify recommendations to improve the organization.  Necessary or desired information will always be missing, but you must make proper assumptions and judgments based on what you can find.  In this regard, such projects simulate real business environments; business leaders and strategists never have all the information they would like.  To compensate, you should make reasonable assumptions and state them clearly. Make decisions based on the information available and seek out other resources if appropriate (e.g., interview a manager or call the customer relations representative). 
There is a wide range of approaches and analytical methods that can be applied—many have been covered in class. The following guidelines are only intended to provide some ideas of how you might approach analyzing an organization.  Note that several analytical tools are included below; these should be utilized if you feel their application is appropriate.  

An organizational analysis is like a puzzle, where the challenge is to take different pieces of information and logically piece it together to develop a picture of the business. The first step in analyzing an organization is to identify the relevant major issues. Then you should dissect the situation, crunch the numbers, establish relationships among the information, make comparisons, and develop ratios and percentages. Try to spot trends, both good and bad. Identify items that do not follow the trend line and determine reasons for this. When the issues involve future plans, such as the establishment of a business or a change in business directions, make sure the numbers and the time frames for developing revenues and implementation are realistic. Also make sure all expense factors, including the indirect cost of the recommendations such as management time, have been considered. 
You should generate feasible alternative strategies and establish criteria for selecting the best alternative. State the pros and cons of each alternative, and support your recommendations with your reasoning and justification. For example, your recommendations should be very specific, including plans for implementation, time frames, and the specific performance results that can be expected. The cost and level of risk of your recommendations should also be considered. Proforma financial statements for one to three years may be developed to show the combined financial impact of your recommendations. Your recommendations should satisfy the questions of what, why, when, how, where, and who. The recommendations should then be prioritized ending with one key strategic recommendation. 
Basic Guidelines for Team Project

1. Executive Summary:  After the title page, provide a summary of the key issues, internal/external analysis, and the main points of your goals and action recommendations.  This should be very concise and serve as an overview for the entire paper.
2. Issues and Outlook Profile: This section should broadly address only the most important issues confronting the organization? What is the significance of each? What has been the organization’s level of/interest in strategic activities up until the current time period? Has the organization been successful overall? Why? Could the organization be successful? Very broadly, where is the organization headed? Consider a 3-5 year time frame both prior to the present and into the future. (No dense histories, please, just enough to bring us up to date.)
3. Analysis of the External Environment and Competitors: Which environmental forces are most likely to influence the organization’s actions and future performance: international competitive, economic, political, cultural, technological, or legal forces or actors? Who are the organization’s present/future customers? ...competitors?…key stakeholders?  

Key analytical tools: 
1) Porter’s Five Forces Model




2) Stakeholder Analysis




3) SWOT Analysis (primarily the OT portion)




4) Strategic Group Mapping




5) Industry Key Success Factors
4. Analysis of the Organization: What are the organization’s sources of competitive advantage?  Has the organization approached strategic management (i.e., market participation, market entry modes, location and configuration of specific functional/value chain activities, etc.) in a way that leverages its competitive advantage and/or potential for success? Does the organization follow a strategy appropriate for the matrix of environmental forces? Is the organization structured appropriately? Is the organization’s leadership effective? Use these questions to develop a list of strengths and weaknesses and discuss why each are important.
Key analytical tools: 
1) Value Chain Analysis



2) Resource and Core Competency Evaluation




3) SWOT Analysis (primarily the SW portion)
5. Development of Strategic Alternatives and Options: This section and the next comprises the largest (or most important) sections of the paper and should be given the most weight and attention. It may be most helpful to put yourself in the shoes of an outside consultant who is been hired by the protagonist(s) or the top-management team (TMT) in the organization. To receive your full consulting fee, you must persuade the TMT to adopt your specific recommendations instead of some competing consulting team’s recommendations.  Before developing the alternatives, this section should identify and evaluate the organization’s current strategy. What is the organization's current strategy: (a) the scope of its activities, (b) the competitive advantage over its rivals, (c) the organizational structure, (d) management systems, and (e) leadership style? How successful has the strategy been--the performance of the organization? Does the current strategy effectively exploit the organization's strengths and defend against weaknesses?  This overview of the current strategy should build on the previous analysis sections.
Once the current situation has been stated, give three, well-developed, viable, strategic alternatives that the organization can take that address the big problems/issues the organization currently faces? What are the pros and cons (risks) associated with the alternatives? The alternatives should be strategic and mutually exclusive.
6. Evaluation of Recommendations and Strategic Choices: Based on the analyses developed above, the alternatives should be evaluated extensively, taking under consideration the findings and trends that emerged as the analysis sections were developed.  A final key strategic recommendation should then be made.  The final recommendation should, in most cases, be challenging, yet achievable – creative and innovative, yet feasible.  It should fit well with the organization’s vision, mission, and goals (unless that is the final recommendation); the final recommendation should be documented in detail as to why it was the final choice and the best option.
Ask yourself, is it financially viable? Does the proper personnel exist? How would you monitor the accomplishment of the recommendation?  Is the timing right to implement such a plan?  Can the organization afford to wait?
7. Strategic Implementation and Control Mechanisms (an Action Plan): Develop a detailed strategic action plan which addresses all or most of the salient issues you identified in the sections above. For example, you might have identified a new, attractive national market to sell to (external analysis); yet, the organization lacks the experience and/or resources to move into the market with sufficient speed or force (internal analysis). You might have recommended that the organization form an alliance with another organization. Here, you should provide more specific details about the critical aspects of alliance formation: partner selection criteria, degree of formality (equity-based vs. loose commitment); contributions of each partner (cash vs. technology vs. distribution channel vs. marketing knowledge); relative control over alliance for each partner; roles and responsibilities of each partner; and, expected results for the alliance. 
Each component of the overall action plan should contain the following: sub-section label, a set of specific "strategic" tasks to be carried out, justifications, a brief description of new resources required/to be developed, and a brief description as to how this action component will contribute to the attainment recommendation identified. 
8. Conclusions: End the study with a basic rational for why this study is accurate and useful. Be persuasive and interesting!
9. References: You should include at the end of the project a list of all references used in the development of your study.  You should cite the references in the text such as (McGee, 2010).  Then the full citation record should be given in alphabetical order in the reference section.  APA format is preferred.  You are encouraged to use, but discouraged from using too much organization-supplied information (e.g., annual reports, 10-Ks, organization websites) to write the project.  In other words, you should also analyze a organization using business press information, not just information the organization’s management provides.  Also, students should be leery of Internet information from questionable sources.  Accordingly, the following are good sources for the project:
· Robert Morris & Associates Annual Statement Studies
· Standard & Poor’s Industry Surveys
· Business press articles about the organization, its industry, or its competitors (e.g., Wall Street Journal, Business Week, or Fortune).
Analytical Tools 
There are a number of analytical tools to help you organize, analyze, and display your information in a convenient and easy to interpret form. Some of these techniques allow you to quantify the decisions by making judgments about the situation. You should select those tools which best fit the particular situation – not all are required. Following are some of the tools that are available: 
1) Performance Analysis - You should make comparisons of key financial and market data at both the corporate and business unit level with major competitors and/or industry averages. Compare key expenses to sales, such as percent R&D of sales, percent sales and administrative expense of sales, percent of accounts receivable of sales, and sales per employee or sales per store. 
2) BCG Portfolio Mapping / Product Mission Matrix - Developing a matrix that compares variables between companies, such as product lines or financial results, is an easy way to illustrate differences. A simple two-by-two matrix sometimes illustrates the relationships between variables. This can also be expanded into a larger matrix, sometimes referred to as portfolio mapping, such as those developed by the Boston Consulting Group. You can be creative with the mapping technique and use it for a variety of comparisons, such as a business compared with competitors, a SBU or product line compared with others within the same organization, or SBU's compared to industry. You can modify the BCG techniques to fit your particular needs. Be sure to carefully label and identify the components used in mapping. 
3) Key Success Factors / Strength Assessment - Identifying key success factors for the organization and its competitors is another useful analytical tool. By utilizing a rating and weighing technique, you can quantify qualitative evaluations. The first step is to identify the key success factors, then apply a weighing to each of those that totals one hundred percent. The weighing represents the importance of each factor relative to the others. Next, using a scale of one to five, with five being very strong and one being very weak, rate the organization on each of the success factors. Also rate its key competitors. This shows rather quickly the comparison on each factor, and when multiplied by the weighing and added together, can provide one number that represents the total key success factor comparison with each major competitor. This technique can also be used as a starting point in developing a map such as strategic groups map. 
4) SWOT Analysis - A SWOT analysis is designed to identify the strengths and weaknesses of the organization (internal factors) and the opportunities and threats for the organization (external factors). A SWOT analysis is often a good starting point, but you need to draw conclusions as a result of the analysis. For example, is the organization in a strong competitive position? What can it do to turn weaknesses into strengths and threats into opportunities? Can it continue to pursue its current strategy in a profitable manner, or will the strategy need revision? 
5) Competitive Strategy Models (Porter) - A useful point to begin the analysis of strategy is to use Porter's Competitive Strategy Model. Porter believes that to be successful, a organization must select one of three generic models of competitive strategy. These are Low Cost Producer, Differentiation, and Focus or Niche. This can be followed by developing Porter's Five Forces Model. The Five Forces Model displays the major sources of competition. These five forces of competition include direct competitors, substitute products, customers, suppliers, and new entrants into the marketplace. Successful use of the Porter Model Analysis includes identifying the sources of competition, the strength and likelihood of that competition existing, and strategic recommendations for the action a organization should take to develop barriers to the various forms of competition. 
6) Best Case/Worst Case/Expected Case Scenarios - In developing business plans it is useful to develop future financial scenarios based on a best case/worst case/expected case basis. 
7) Break-Even Analysis - In preparing a business plan or evaluating a project, it is helpful to develop a break-even analysis, in essence that point where cost equals sales with no profit or no loss. Two basic ways of calculating break-even point are the amount of sales that would be necessary to break even or the number of units that must be sold to break even. A very important aspect of this calculation is the classification of cost between fixed and variable as it applies to the period of time under consideration. For example, if you are using a two-year planning horizon and you have a two-year lease on your property, that would be considered fixed for this purpose. If you have a store that is open a set number of hours per day, the minimum is one employee available during the hours the store is open. This could be considered fixed, while the addition of other employees could be considered variable.
8) Common-Sized Financial Statements - The comparison of balance sheet and income statements over time and across companies will be facilitated by using common-sized statements. Convert every category from dollar terms to percentages. For the income statement divide each item by total sales. For the balance sheet divide each balance sheet item by total assets. 
9) Valuation of a Business - There are a number of factors that go into determining the value and appropriate price for a business. The degree to which the buyer wants to buy and the seller wants to sell, the various terms and conditions associated with the sale, and the actual negotiation capabilities are all factors in arriving at the final price. However, there are two methods that help quantify the decision and provide a basis for negotiation. 
(a) The price earnings ratio is the amount investors are willing to pay per dollar of reported profit. It is determined by dividing the selling price per share by the earnings per share and comparing the P/E ratio with comparable organizations or the industry average. For example, if the P/E ratio for the industry is 6:1 and the earnings of the business under consideration are $100,000 per year, the value of the business could be estimated at $600,000. 
(b) The net present value of a business can be obtained by using a discounted cash flow of future earnings method. 
10) Lease vs. Buy Decisions - There are many factors that influence the decision of whether to lease or purchase an asset. A cost comparison using net present value and cash flow evaluations of the two alternatives is helpful in reaching the appropriate decision. 
11) Proforma Statements - A forecast of financial statements (income and balance sheet) is used for business planning. In addition to being a good ongoing planning tool, they are usually prepared by month for a two-year period. They are required when presenting business plans to obtain financing. It is important to note all major assumptions that impact the plan. 
12) Cash Flow Statement - The purpose is to show where a organization is obtaining funds and how they plan to use them. It is typically divided into operating activities, investing activities, and financing activities. This is normally done on a monthly basis for a two-year period and is also necessary when seeking financing. The purpose is to ensure the organization has the cash on a monthly basis to meet its financial obligations. If the cumulative cash flow is negative at any point in the plan, it is an indicator the plans need to be revised or additional sources of funds need to be obtained. 
13) Other Forms of Analysis - 
(a) Marketing plans should consider the 4 P's - product, price, promotion, place.
(b) Learning/experience curve.
(c) Economies of scale concept.
Aesthetics

The body of the paper should contain many of the sections identified above. While there is no absolute page limit, the length should be between 20 and 30 pages of text.  Excessively long reports with little value-added will detract from the report's contribution and impact. Utilization of appendices, tables, models and graphs can help contain text length without ridding the project of important information.
Use 11 or 12-point Times New Roman or equivalent font. The report is to be double-spaced with 1" margins all around. Include a Table of Contents and number each page of the report body beginning with the Executive Summary as page 1. Use endnote notation – rather than footnotes – throughout body where appropriate with endnotes listed after last page of body. Provide cover page with report title and your names. Excessively expensive copying or binding is not necessary. In fact, I would prefer a simple cover page with a staple in the upper left corner.
Use section labels and subsection labels whenever possible. This makes it easier to quickly identify important components of the report. In the body, refer the reader to tables, figures, or other appendix items where appropriate. 
Each written report may also contain the following supporting sections: 
Endnotes (unlimited, but prudent): This is a numerical listing of the endnotes you used in the body of the paper. You are free to use endnotes to provide a 1-2 sentence elaboration of points of "tangential relevance" to certain elements in the body of the report. 
Appendix Items (unlimited pg.): You may provide supplementary materials that serve to clarify or augment organizational facts or arguments made in the body of the report. You are encouraged to use charts, diagrams, lists, tables, photos, etc., which provide some relevant contribution to the report. There is no limit to the number of appendix items you choose to attach. However, include them with purpose. 
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