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chairman's desk

Dear Friends,

As an impact of demonetisation, the World Bank cut India's GDP growth projections for 2016-17 fiscal to 7% from its
previous estimate of 7.6%. Similarly, IMF also reduced their projections for the current fiscal year to 6.6% as a result of
temporary negative consumption shock caused by cash shortages and payment disruptions.

Demonetization has also resulted in a temporary setback in economic growth due to slowdown in investments, weak
industrial production and manufacturing; lenders have been less willing to finance overleveraged corporates, especially in
infrastructure related sectors.

Fuel demand growth is expected to slow down by 40% as a result of cash shortage and further slowdown in factory activity.
Oil product demand growth in 2017 is expected to drop to 160,000 barrels per day (bpd), from 270,000 according to Wood
Mackenzie —energy consultancy.

Nevertheless, the effects of demonetisation impact on oil demand will be short-lived. India's oil consumption is expected to
7-8% this year, outpacing China's demand growth for the third consecutive year. Similarly, the cash crunch is expected to
temporarily diminish the country's demand for oil products in the first quarter or maybe alittle longer.

As an outcome of Make in India initiative, the country is set to raise the share of manufacturing in GDP over the next few
years, and is expectedto offset the negative effects of demonetization —according to aleading analytics consultancy.

On the brighter side, the government has set a target for India to emerge as the third-largest manufacturing country in the
world from its sixth rank currently. This would be accomplished by acquiring high-end technology and scale to achieve the
desired objective. The Department of Heavy Industries is reforming policies leading with respect to creating processes and
implementation as perIndustry 4.0.

Similarly, the oil and gas, power, fertilizers and other industries are advancing on infrastructure and network front. The
technological breakthroughs revolve around industrial loT solutions right from connecting industrial equipment, analysing
data, monitoring to delivering real-time insights.

Companies are opting forinorganic business plans with technology vendors for paving way into the digital world.

We all need to revisit our strategies by integrating technological capabilities and competences to embrace opportunities,
optimize performance and manage risks.

= edited printed & published by:
V.P. Ramachandran, Secretary General
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Strategic managementinvolves the formulation and
implementation of the major goals and initiatives taken by a
company's top management on behalf of owners, based on
consideration of resources and an assessment of the internal and
external environments in which the organization competes.

Strategic management provides overall direction to the enterprise
and involves specifying the organization's objectives, developing
policies and plans designed to achieve these objectives, and then
allocating resources to implement the plans. Academics and
practicing managers have developed numerous models and
frameworks to assist in strategic decision making in the context of
complex environments and competitive dynamics. Strategic
management is not static in nature; the models often include a
feedback loop to monitor execution and inform the next round of
planning.

Michael Porteridentifies three principles underlying strategy:
creating a "unique and valuable [market] position", making trade-
offs by choosing "what not to do", and creating "fit" by aligning
company activities with one another to support the chosen
strategy. Dr. Vladimir Kvint defines strategy as "a system of finding,
formulating, and developing a doctrine that will ensure long-term
success if followed faithfully."

Corporate strategy involves answering a key question from a
portfolio perspective: "What business should we be in?" Business
strategy involves answering the question: "How shall we compete
in this business?" In management theory and practice, a further
distinction is often made between strategic management and
operational management. Operational management is concerned
primarily with improving efficiency and controlling costs within the
boundaries set by the organization's strategy.

Definition

Strategic management processes and activities

Strategic management involves the formulation and
implementation of the major goals and initiatives taken by a
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company's top management on behalf of owners, based on
consideration ofresourcesand an assessment of the internal
and external environments in which the organization competes.
Strategyis defined as "the determination of the basic long-term
goals of an enterprise, and the adoption of courses of action and
the allocation of resources necessary for carrying out these
goals. Strategies are established to set direction, focus effort,
define or clarify the organization, and provide consistency or
guidance in response to the environment.

Strategic management involves the related concepts of strategic
planning and strategic thinking. Strategic planning is analytical in
nature and refers to formalized procedures to produce the data
and analyses used as inputs for strategic thinking, which
synthesizes the data resulting in the strategy. Strategic
planning may also refer to control mechanisms used to implement
the strategy once it is determined. In other words, strategic
planning happens around the strategic thinking or strategy making
activity.

Strategic management is often described as involving two major
processes: formulation and implementation of strategy. While
described sequentially below, in practice the two processes are
iterative and each provides input for the other.

Formulation

Formulation of strategy involves analyzing the environment in
which the organization operates, then making a series of strategic
decisions about how the organization will compete. Formulation
ends with a series of goals or objectives and measures for the
organization to pursue. Environmental analysis includes the:

e Remote external environment, including the political,
economic, social, technological, legal and environmental
landscape (PESTLE);

e |ndustry environment, such as the competitive behavior of rival
organizations, the bargaining power of buyers/customers and
suppliers, threats from new entrants to the industry, and the
ability of buyers to substitute products (Porter's 5 forces); and

e Internal environment, regarding the strengths and
weaknesses of the organization's resources (i.e., its people,
processes and [T systems).

Strategic decisions are based on insight from the environmental
assessment and are responses to strategic questions about how
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the organization will compete, such as:
e Whatisthe organization's business?

e Who is the target customer for the organization's products
and services?

e Where are the customers and how do they buy? What is
considered "value" to the customer?

e Which businesses, products and services should be included
or excluded from the portfolio of offerings?

e Whatisthe geographic scope of the business?

e What differentiates the company from its competitors in the
eyes of customers and other stakeholders?

e Which skills and capabilities should be developed within the
firm?

e What are the important opportunities and risks for the
organization?

e How can the firm grow, through both its base business and
new business?

e How can the firm generate more value for investors?

The answers to these and many other strategic questions result in
the organization's strategy and a series of specific short-term and
long-term goals or objectives and related measures.

Implementation

The second major process of strategic management
isimplementation, which involves decisions regarding how the
organization's resources (i.e., people, process and IT systems) will
be aligned and mobilized towards the objectives. Implementation
results in how the organization's resources are structured (such as
by product or service or geography), leadership arrangements,
communication, incentives, and monitoring mechanisms to track
progress towards objectives, among others.

Running the day-to-day operations of the business is often
referred to as "operations management" or specific terms for key
departments or functions, such as "logistics management" or
"marketing management," which take over once strategic
management decisions are implemented.

Many definitions of strategy

Strategy has been practiced whenever an advantage was gained
by planning the sequence and timing of the deployment of
resources while simultaneously taking into account the probable
capabilities and behavior of competition. - Bruce Henderson

In 1988, Henry Mintzberg described the many different definitions
and perspectives on strategy reflected in both academic research
and in practice. He examined the strategic process and concluded
it was much more fluid and unpredictable than people had
thought. Because of this, he could not point to one process that
could be called strategic planning. Instead Mintzberg concludes
that there are five types of strategies:
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e Strategy as plan — a directed course of action to achieve
anintended set of goals; similar to the strategic planning
concept;

e Strategy as pattern — a consistent pattern of past behavior,
with a strategyrealized over time rather than planned
orintended. Where the realized pattern was different from the
intent, he referred to the strategy as emergent;

e Strategy as position — locating brands, products, or
companies within the market, based on the conceptual
framework of consumers or other stakeholders; a strategy
determined primarily by factors outside the firm;

e Strategy as ploy — a specific maneuver intended to outwit a
competitor; and

e Strategy as perspective — executing strategy based on a
"theory of the business" or natural extension of the mindset or
ideological perspective of the organization.

In 1998, Mintzberg developed these five types of management
strategy into 10 “schools of thought” and grouped them into three
categories. The first group is normative. It consists of the schools
of informal design and conception, the formal planning, and
analytical positioning. The second group, consisting of six
schools, is more concerned with how strategic management is
actually done, rather than prescribing optimal plans or positions.
The six schools are entrepreneurial, visionary, cognitive,
learning/adaptive/emergent, negotiation, corporate culture and
business environment. The third and final group consists of one
school, the configuration or transformation school, a hybrid of the
other schools organized into stages, organizational life cycles, or
“episodes”.

Michael Porter defined strategy in 1980 as the "...broad formula for
how a business is going to compete, what its goals should be, and
what policies will be needed to carry out those goals" and the
"...combination of the ends (goals) for which the firm is striving and
the means (policies) by which it is seeking to get there." He
continued that: "The essence of formulating competitive strategy
is relating a company to its environment.

Historical development

Origins

The strategic management discipline originated in the 1950s and
1960s. Among the numerous early contributors, the most
influential were Peter Drucker, Philip Selznick, Alfred Chandler, Igor
Ansoff, and Bruce Henderson. The discipline draws from earlier
thinking and texts on 'strategy' dating back thousands of years.
Priorto 1960, the term "strategy" was primarily used regarding war
and politics, not business. Many companies built strategic
planning functions to develop and execute the formulation and
implementation processes during the 1960s.

Peter Drucker was a prolific management theorist and author of
dozens of management books, with a career spanning five
decades. He addressed fundamental strategic questions in a
1954 bookThe Practice of Managementwriting: "... the first
responsibility of top management is to ask the question 'what is



our business?' and to make sure it is carefully studied and
correctly answered." He wrote that the answer was determined by
the customer. He recommended eight areas where objectives
should be set, such as market standing, innovation, productivity,
physical and financial resources, worker performance and
attitude, profitability, manager performance and development,
and public responsibility.

In 1957, Philip Selznickinitially used the term "distinctive
competence" in referring to how the Navy was attempting to
differentiate itself from the other services. He also formalized the
idea of matching the organization's internal factors with external
environmental circumstances. This core idea was developed
further byKenneth R. Andrewsin 1963 into what we now
call SWOT analysis, in which the strengths and weaknesses of the
firm are assessed in light of the opportunities and threats in the
business environment.

Alfred Chandlerrecognized the importance of coordinating
management activity under an all-encompassing strategy.
Interactions between functions were typically handled by
managers who relayed information back and forth between
departments. Chandler stressed the importance of taking a long
term perspective when looking to the future. In his 1962 ground
breaking work Strategy and Structure, Chandler showed that a
long-term coordinated strategy was necessary to give a company
structure, direction and focus. He says it concisely, "structure
follows strategy." Chandler wrote that:

"Strategy is the determination of the basic long-term goals of an
enterprise, and the adoption of courses of action and the
allocation of resources necessary for carrying out these goals.”

Igor Ansoffbuilt on Chandler's work by adding concepts and
inventing a vocabulary. He developed a grid that compared
strategies for market penetration, product development, market
development andhorizontaland vertical integrationand
diversification. He felt that management could use the grid to
systematically prepare for the future. In his 1965 classic Corporate
Strategy, he developed gap analysis to clarify the gap between the
current reality and the goals and to develop what he called "gap
reducing actions". Ansoff wrote that strategic management had
three parts: strategic planning; the skill of a firm in converting its
plans into reality; and the skill of a firm in managing its own internal
resistance to change.

Bruce Henderson, founder of the Boston Consulting Group, wrote
about the concept of the experience curve in 1968, following initial
work begun in 1965. The experience curve refers to a hypothesis
that unit production costs decline by 20-30% every time
cumulative production doubles. This supported the argument for
achieving higher market share and economies of scale.

Porter wrote in 1980 that companies have to make choices about
their scope and the type of competitive advantage they seek to
achieve, whether lower cost or differentiation. The idea of strategy
targeting particular industries and customers (i.e., competitive
positions) with a differentiated offering was a departure from the
experience-curve influenced strategy paradigm, which was
focused on larger scale and lower cost. Porter revised the strategy
paradigm again in 1985, writing that superior performance of the
processes and activities performed by organizations as part of
theirvalue chainis the foundation of competitive advantage,
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thereby outlining a process view of strategy.

Change in focus from production to marketing

The direction of strategic research also paralleled a major
paradigm shift in how companies competed, specifically a shift
from the production focus to market focus. The prevailing concept
in strategy up to the 1950s was to create aproductof high
technical quality. If you created a product that worked well and
was durable, it was assumed you would have no difficulty profiting.
This was called the production orientation. Henry Ford famously
said of the Model T car: "Any customer can have a car painted any
color that he wants, solong asiitis black.

Management theorist Peter F Drucker wrote in 1954 that it was the
customer who defined what business the organization was in. In
1960 Theodore Levittargued that instead of producing products
then trying to sell them to the customer, businesses should start
with the customer, find out what they wanted, and then produce it
for them. The fallacy of the production orientation was also
referred to as marketing myopiain an article of the same name by
Levitt.

Over time, the customer became the driving force behind all
strategic business decisions. This marketing concept, in the
decades since its introduction, has been reformulated and
repackaged under names including market orientation, customer
orientation, customer intimacy, customer focus, customer-driven
and market focus.

[t's more important than ever to define yourself in terms of what
you stand for rather than what you make, because what you make
is going to become outmoded faster than it has at any time in the
past. - Jim Colling[

Jim Collins wrote in 1997 that the strategic frame of reference is
expanded by focusing on why a company exists rather than what it
makes. In 2001, he recommended that organizations define
themselves based on three key questions:

e Whatare we passionate about?

e What can we be bestin the world at?

e What drives our economic engine?

Nature of strategy

In 1985, Professor Ellen Earle-Chaffee summarized what she
thought were the main elements of strategic management theory
where consensus generally existed as of the 1970s, writing that
strategic management:

e |nvolves adapting the organization to its business
environment;

e |s fluid and complex. Change creates novel combinations of
circumstances requiring unstructured non-repetitive
responses;

e Affects the entire organization by providing direction;

e |nvolves both strategy formulation processes and also
implementation of the content of the strategy;
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e May be planned (intended) and unplanned (emergent);

e |s done at several levels: overall corporate strategy, and
individual business strategies; and

e Involves both conceptual and analytical thought processes.

Chaffee further wrote that research up to that point covered three
models of strategy, which were not mutually exclusive:

1. Linear strategy: A planned determination of goals, initiatives,
and allocation of resources, along the lines of the Chandler
definition above. This is most consistent with strategic
planning approaches and may have a long planning horizon.
The strategist "deals with" the environment but it is not the
central concern.

2. Adaptive strategy: In this model, the organization's goals and
activities are primarily concerned with adaptation to the
environment, analogous to a biological organism. The need
for continuous adaption reduces or eliminates the planning
window. There is more focus on means (resource mobilization
to address the environment) rather than ends (goals). Strategy
is less centralized than in the linear model.

3. Interpretive strategy: A more recent and less developed
model than the linear and adaptive models, interpretive
strategy is concerned with "orienting metaphors constructed
for the purpose of conceptualizing and guiding individual
attitudes or organizational participants." The aim of
interpretive strategy is legitimacy or credibility in the mind of
stakeholders. It places emphasis on symbols and language to
influence the minds of customers, rather than the physical
product of the organization.

Concepts and frameworks

The progress of strategy since 1960 can be charted by a variety of
frameworks and concepts introduced by management
consultants and academics. These reflect an increased focus on
cost, competition and customers. These "3 Cs" were illuminated
by much more robust empirical analysis at ever-more granular
levels of detail, as industries and organizations were
disaggregated into business units, activities, processes, and
individuals in a search for sources of competitive advantage.

SWOT Analysis

SWOT ANALYSIS

Helpful armfu
to achieving the objective  to achieving the objective

ation)

Strengths Weaknesses

Opportunities Threats

(attributes of the environment)  (attributes of the organ’

External origin  Internal origin

A SWOT analysis, with its four elements in a 2x2 matrix.

By the 1960s, the capstone business policy course at the Harvard
Business School included the concept of matching the distinctive
competence of a company (its internal strengths and weaknesses)
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with its environment (external opportunities and threats) in the
context of its objectives. This framework came to be known by the
acronym SWOT and was "a major step forward in bringing
explicitly competitive thinking to bear on questions of strategy.”
Kenneth R. Andrews helped popularize the framework via a 1963
conference and it remains commonly used in practice.

Experience curve

Ry

Experience curve

The experience curve was developed by the Boston Consulting
Groupin 1966. It is a hypothesis that total per unit costs decline
systematically by as much as 15-25% every time cumulative
production (i.e., "experience") doubles. It has been empirically
confirmed by some firms at various points in their history. Costs
decline due to a variety of factors, such as thelearning curve,
substitution of labor for capital (automation), and technological
sophistication. Author Walter Kiechel wrote that it reflected several
insights, including:

e Acompany can alwaysimprove its cost structure;

e Competitors have varying cost positions based on their
experience;

e Firms could achieve lower costs through higher market share,
attaining a competitive advantage; and

e An increased focus on empirical analysis of costs and
processes, a concept which author Kiechel refers to as
"Greater Taylorism."

Kiechel wrote in 2010: "The experience curve was, simply, the
most important concept in launching the strategy revolution...with
the experience curve, the strategy revolution began to insinuate an
acute awareness of competition into the corporate
consciousness." Prior to the 1960s, the word competition rarely
appeared in the most prominent management literature; U.S.
companies then faced considerably less competition and did not
focus on performance relative to peers. Further, the experience
curve provided a basis for the retail sale of business ideas, helping
drive the management consulting industry.

Corporate strategy and portfolio theory

Portfolio growth—share matrix

The concept of the corporation as a portfolio of business units,
with each plotted graphically based on its market share (a



measure of its competitive position relative to its peers) and
industry growth rate (a measure of industry attractiveness), was
summarized in the growth—share matrix developed by the Boston
Consulting Group around 1970. By 1979, one study estimated
that 45% of the Fortune 500 companies were using some variation
of the matrix in their strategic planning. This framework helped
companies decide where to invest their resources (i.e., in their high
market share, high growth businesses) and which businesses to
divest (i.e., low market share, low growth businesses.)

Porter wrote in 1987 that corporate strategy involves two
questions: 1) What business should the corporation be in? and 2)
How should the corporate office manage its business units? He
mentioned four concepts of corporate strategy; the latter three
can be used together:

1. Portfolio theory: A strategy based primarily on diversification
through acquisition. The corporation shifts resources among the
units and monitors the performance of each business unit and its
leaders. Each unit generally runs autonomously, with limited
interference from the corporate center provided goals are met.

2. Restructuring: The corporate office acquires then actively
intervenes in a business where it detects potential, often by
replacing management and implementing a new business
strategy.

3. Transferring skills: Important managerial skills and
organizational capability are essentially spread to multiple
businesses. The skills must be necessary to competitive
advantage.

4. Sharing activities: Ability of the combined corporation to
leverage centralized functions, such as sales, finance, etc. thereby
reducing costs.

Other techniques were developed to analyze the relationships
between elements in a portfolio. The growth-share matrix, a part
of B.C.G. Analysis, was followed by G.E. multi factoral model,
developed by General Electric. Companies continued to diversify
as conglomerates until the 1980s, when deregulation and a less
restrictive anti-trust environment led to the view that a portfolio of
operating divisions in different industries was worth more as many
independent companies, leading to the breakup of many
conglomerates. While the popularity of portfolio theory has waxed
and waned, the key dimensions considered (industry
attractiveness and competitive position) remain central to strategy.

Competitive advantage

In 1980, Porter defined the two types of competitive advantage an
organization can achieve relative to its rivals: lower cost
ordifferentiation. This advantage derives from attribute(s) that
allow an organization to outperform its competition, such as
superior market position, skills, or resources. In Porter's view,
strategic management should be concerned with building and
sustaining competitive advantage.

Industry structure and profitability
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Bargaining Power of Suppliers

Threat _ Industry  Threat
of New Entrants Rivalry of Substitutes

1

Bargaining Power of Buyers
A graphical representation of Porter's Five Forces

Porter developed a framework for analyzing the profitability of
industries and how those profits are divided among the
participants in 1980. Infive forces analysis he identified the forces
that shape the industry structure or environment. The framework
involves the bargaining power of buyers and suppliers, the threat
of new entrants, the availability of substitute products, and the
competitive rivalry of firms in the industry. These forces affect the
organization's ability to raise its prices as well as the costs of inputs
(such as raw materials) for its processes.

The five forces framework helps describe how a firm can use these
forces to obtain a sustainable competitive advantage, either lower
cost or differentiation. Companies can maximize their profitability
by competing in industries with favorable structure. Competitors
can take steps to grow the overall profitability of the industry, or to
take profit away from other parts of the industry structure. Porter
modified Chandler's dictum about structure following strategy by
introducing a second level of structure: while organizational
structure follows strategy, it in turn follows industry structure.

Generic competitive strategies

STRATEGIC ADVANTAGE

Uniqueness Perceived
by the Customer Low Cost Position

OVERALL
COST LEADERSHIP

STUCK IN THE MIDDLE
Particular

Segment Only Focus

Industrywide DIFFERENTIATION

STRATEGIC TARGET

Michael Porter's Three Generic Strategies

Porter wrote in 1980 that strategy target eithercost
leadership, differentiation, or focus. These are known as Porter's
three generic strategies and can be applied to any size or form of
business. Porter claimed that a company must only choose one of
the three or risk that the business would waste precious
resources. Porter'sgeneric strategies detail the interaction
between cost minimization strategies, product differentiation
strategies, and market focus strategies.

Porter described an industry as having multiple segments that can
be targeted by a firm. The breadth of its targeting refers to
the competitive scope of the business. Porter defined two types
of competitive advantage: lower cost or differentiation relative to its
rivals. Achieving competitive advantage results from a firm's ability
to cope with the five forces better than its rivals. Porter wrote:
"[Alchieving competitive advantage requires a firm to make a
choice...about the type of competitive advantage it seeks to attain
and the scope within which it will attain it." He also wrote: "The two
basic types of competitive advantage [differentiation and lower
cost] combined with the scope of activities for which a firm seeks
to achieve them lead to threegeneric strategiesfor achieving
above average performance in an industry: cost leadership,
differentiation and focus. The focus strategy has two variants, cost
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focus and differentiation focus.

The concept of choice was a different perspective on strategy, as
the 1970s paradigmwas the pursuit of market share (size and
scale) influenced by theexperience curve. Companies that
pursued the highest market share position to achieve cost
advantages fit under Porter's cost leadership generic strategy, but
the concept of choice regarding differentiation and focus
represented a new perspective.

Value chain
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Michael Porter's Value Chain

Porter's 1985 description of the value chain refers to the chain of
activities (processes or collections of processes) that an
organization performs in order to deliver a valuable product or
service for the market. These include functions such as inbound
logistics, operations, outbound logistics, marketing and sales, and
service, supported by systems and technology infrastructure. By
aligning the various activities in its value chain with the
organization's strategy in a coherent way, a firm can achieve a
competitive advantage. Porter also wrote that strategy is an
internally consistent configuration of activities that differentiates a
firm from its rivals. A robust competitive position cumulates from
many activities which should fit coherently together.

Porter wrote in 1985: "Competitive advantage cannot be
understood by looking at a firm as a whole. It stems from the many
discrete activities a firm performs in designing, producing,
marketing, delivering and supporting its product. Each of these
activities can contribute to a firm's relative cost position and create
abasis for differentiation...the value chain disaggregates a firminto
its strategically relevant activities in order to understand the
behavior of costs and the existing and potential sources of
differentiation.

Core competence

Gary Hameland C. K. Prahalad described the idea ofcore
competencyin 1990, the idea that each organization has some
capability in which it excels and that the business should focus on
opportunities in that area, letting others go or outsourcing them.
Further, core competency is difficult to duplicate, as it involves the
skills and coordination of people across a variety of functional
areas or processes used to deliver value to customers. By
outsourcing, companies expanded the concept of the value chain,
with some elements within the entity and others without. Core
competency is part of a branch of strategy called the resource-
based view of the firm, which postulates that if activities are
strategic as indicated by the value chain, then the organization's
capabilities and ability to learn or adapt are also strategic.
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Theory of the business

Peter Drucker wrote in 1994 about the "Theory of the Business,"
which represents the key assumptions underlying a firm's
strategy. These assumptions are in three categories: a) the
external environment, including society, market, customer, and
technology; b) the mission of the organization; and c) the core
competencies needed to accomplish the mission. He continued
that a valid theory of the business has four specifications: 1)
assumptions about the environment, mission, and core
competencies must fit reality; 2) the assumptions in all three areas
have to fit one another; 3) the theory of the business must be
known and understood throughout the organization; and 4) the
theory of the business has to be tested constantly.

He wrote that organizations get into trouble when the assumptions
representing the theory of the business no longer fit reality. He
used an example of retail department stores, where their theory of
the business assumed that people who could afford to shop in
department stores would do so. However, many shoppers
abandoned department stores in favor of specialty retailers (often
located outside of malls) when time became the primary factor in
the shopping destination rather than income.

Drucker described the theory of the business as a "hypothesis"
and a "discipline." He advocated building in systematic
diagnostics, monitoring and testing of the assumptions
comprising the theory of the business to maintain
competitiveness.

Strategic thinking

Strategic thinkinginvolves the generation and application of
unique business insights to opportunities intended to create
competitive advantage for a firm or organization. It involves
challenging the assumptions underlying the organization's
strategy and value proposition. Mintzberg wrote in 1994 that it is
more about synthesis (i.e., "connecting the dots") than analysis
(i.e., "finding the dots"). It is about "capturing what the manager
learns from all sources (both the soft insights from his or her
personal experiences and the experiences of others throughout
the organization and the hard data from market research and the
like) and then synthesizing that learning into a vision of the direction
that the business should pursue." Mintzberg argued that strategic
thinking is the critical part of formulating strategy, more so than
strategic planning exercises.

General Andre Beaufre wrote in 1963 that strategic thinking "is a
mental process, at once abstract and rational, which must be
capable of synthesizing both psychological and material data. The
strategist must have a great capacity for both analysis and
synthesis; analysis is necessary to assemble the data on which he
makes his diagnosis, synthesis in order to produce from these
data the diagnosis itself--and the diagnosis in fact amounts to a
choice between alternative courses of action.

Will Mulcasterargued that while much research and creative
thought has been devoted to generating alternative strategies, too
little work has been done on what influences the quality of strategic
decision making and the effectiveness with which strategies are
implemented. For instance, in retrospect it can be seen that the



financial crisis of 2008-9 could have been avoided if the banks had
paid more attention to the risks associated with their investments,
but how should banks change the way they make decisions to
improve the quality of their decisions in the future? Mulcaster's
Managing Forces framework addresses this issue by identifying
11 forces that should be incorporated into the processes of
decision making and strategic implementation. The 11 forces are:
Time; Opposing forces; Politics; Perception; Holistic effects;
Adding value; Incentives; Learning capabilities; Opportunity cost;
Risk and Style.

Strategic planning

Strategic planning is a means of administering the formulation and
implementation of strategy. Strategic planning is analytical in
nature and refers to formalized procedures to produce the data
and analyses used as inputs for strategic thinking, which
synthesizes the data resulting in the strategy. Strategic planning
may also refer to control mechanisms used to implement the
strategy once it is determined. In other words, strategic planning
happens around the strategy formation process.

Environmental analysis

Porter wrote in 1980 that formulation of competitive strategy
includes consideration of four key elements:

1. Company strengths and weaknesses;

2. Personal values of the key implementers (i.e., management
and the board)

3. Industry opportunities and threats; and
4. Broader societal expectations.

The first two elements relate to factors internal to the company
(i.e., the internal environment), while the latter two relate to factors
external to the company (i.e., the external environment).

There are many analytical frameworks which attempt to organize
the strategic planning process. Examples of frameworks that
address the four elements described above include:

e External environment: PEST analysisor STEEP analysisis a
framework used to examine the remote external
environmental factors that can affect the organization, such
as political, economic, social/demographic, and
technological. Common variations include SLEPT, PESTLE,
STEEPLE, and STEER analysis, each of which incorporates
slightly different emphases.

e Industry environment: The Porter Five Forces Analysis
framework helps to determine the competitive rivalry and
therefore attractiveness of a market. It is used to help
determine the portfolio of offerings the organization will
provide and in which markets.

e Relationship of internal and external environment: SWOT
analysisis one of the most basic and widely used
frameworks, which examines both internal elements of the
organization—Strengths and Weaknesses—and external
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elements—Opportunities and Threats. It helps examine the
organization's resources in the context of its environment.

Scenario planning

A number of strategists use scenario planning techniques to deal
with change. The wayPeter Schwartzput it in 1991 is that
strategic outcomes cannot be known in advance so the sources of
competitive advantage cannot be predetermined. The fast
changing business environment is too uncertain for us to find
sustainable value in formulas of excellence or competitive
advantage. Instead, scenario planning is a technique in which
multiple outcomes can be developed, theirimplications assessed,
and their likeliness of occurrence evaluated. According to Pierre
Wack, scenario planning is about insight, complexity, and subtlety,
not about formal analysis and numbers.

Some business planners are starting to use acomplexity theory
approach to strategy. Complexity can be thought of as chaos with
a dash of order. Chaos theory deals with turbulent systems that
rapidly become disordered. Complexity is not quite so
unpredictable. It involves multiple agents interacting in such a way
that a glimpse of structure may appear.

Measuring and controlling implementation

Generic Strategy Map illustrating four elements of a balanced scorecard

Once the strategy is determined, various goals and measures may
be established to chart a course for the organization, measure
performance and control implementation of the strategy. Tools
such as the balanced scorecard and strategy maps help crystallize
the strategy, by relating key measures of success and
performance to the strategy. These tools measure financial,
marketing, production, organizational development, and
innovation measures to achieve a 'balanced' perspective.
Advances in information technology and data availability enable
the gathering of more information about performance, allowing
managers to take a much more analytical view of their business
than before.

Strategy may also be organized as a series of "initiatives" or
"programs", each of which comprises one or more projects.
Various monitoring and feedback mechanisms may also be
established, such as regular meetings between divisional and
corporate management to control implementation.

Evaluation

A key component to strategic management which is often
overlooked when planning is evaluation. There are many ways to
evaluate whether or not strategic priorities and plans have been
achieved, one such method isRobert Stake's Responsive
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Evaluation. Responsive evaluation provides a naturalistic and
humanistic approach to program evaluation. In expanding beyond
the goal-oriented or pre-ordinate evaluation design, responsive
evaluation takes into consideration the program’s background
(history), conditions, and transactions among stakeholders. It is
largely emergent, the design unfolds as contact is made with
stakeholders.

Limitations

While strategies are established to set direction, focus effort,
define or clarify the organization, and provide consistency or
guidance in response to the environment, these very elements also
mean that certain signals are excluded from consideration or de-
emphasized. Mintzberg wrote in 1987: "Strategy is a categorizing
scheme by which incoming stimuli can be ordered and
dispatched." Since a strategy orients the organization in a
particular manner or direction, that direction may not effectively
match the environment, initially (if a bad strategy) or over time as
circumstances change. As such, Mintzberg continued, "Strategy
[once established] is a force that resists change, not encouragesit.

Therefore, a critique of strategic management is that it can overly
constrain managerial discretion in a dynamic environment. "How
can individuals, organizations and societies cope as well as
possible with ... issues too complex to be fully understood, given
the fact that actions initiated on the basis of inadequate
understanding may lead to significant regret? Some theorists
insist on an iterative approach, considering in turn objectives,
implementation and resources. l.e., a "...repetitive learning cycle
[rather than] a linear progression towards a clearly defined
final destination. Strategies must be able to adjust during
implementation because "humans rarely can proceed
satisfactorily except by learning from experience; and modest
probes, serially modified on the basis of feedback, usually are the
best method for such learning.

In 2000, Gary Hamel coined the term strategic convergence to
explain the limited scope of the strategies being used by rivals in
greatly differing circumstances. He lamented that successful
strategies are imitated by firms that do not understand that for a
strategy to work, it must account for the specifics of each situation.
Woodhouse and Collingridge claim that the essence of being
“strategic” lies in a capacity for "intelligent trial-and error rather
than strict adherence to finely honed strategic plans. Strategy
should be seen as laying out the general path rather than precise
steps. Means are as likely to determine ends as ends are to
determine means. The objectives that an organization might wish
to pursue are limited by the range of feasible approaches to
implementation. (There will usually be only a small number of
approaches that will not only be technically and administratively
possible, but also satisfactory to the full range of organizational
stakeholders.) In turn, the range of feasible implementation
approaches is determined by the availability of resources.

Strategic themes

Various strategic approaches used across industries (themes)
have arisen over the years. These include the shift from product-
driven demand to customer- or marketing-driven demand
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(described above), the increased use of self-service approaches to
lower cost, changes in the value chain or corporate structure due
to globalization (e.g., off-shoring of production and assembly), and
theinternet.

Self-service

One theme in strategic competition has been the trend towards
self-service, often enabled by technology, where the customer
takes on a role previously performed by a worker to lower the
price. Examplesinclude:

e Automated teller machine (ATM) to obtain cash rather via a
bank teller;

e  Self-service at the gas pump rather than with help from an
attendant;

e Retail internet orders input by the customer rather than a retail
clerk, such as online book sales;

e Mass-produced ready-to-assemble furniture transported by
the customer;

e  Self-checkout at the grocery store; and

e Online banking and bill payment.

Globalization and the virtual firm

One definition of globalizationrefers to the integration of
economies due to technology andsupply chainprocess
innovation. Companies are no longer required to be vertically
integrated (i.e., designing, producing, assembling, and selling their
products). In other words, the value chain for acompany's product
may no longer be entirely within one firm; several entities
comprising a virtual firm may exist to fulfill the customer
requirement. For example, some companies have chosen
to outsource production to third parties, retaining only design and
sales functions inside their organization.

Internet and information availability

The internet has dramatically empowered consumers and enabled
buyers and sellers to come together with drastically reduced
transaction and intermediary costs, creating much more robust
marketplaces for the purchase and sale of goods and services.
Examples include online auction sites, internet dating services,
and internet book sellers. In many industries, the internet has
dramatically altered the competitive landscape. Services that used
to be provided within one entity (e.g., a car dealership providing
financing and pricing information) are now provided by third
parties. Further, compared to traditional media like television, the
internet has caused a major shift in viewing habits through on
demand content which has led to an increasingly fragmented
audience.

Author Phillip Evans said in 2013 that networks are challenging
traditional hierarchies. Value chains may also be breaking up
("deconstructing") where information aspects can be separated
from functional activity. Data that is readily available for free or very
low cost makes it harder for information-based, vertically



integrated businesses to remain intact. Evans said: "The basic
story here is that what used to be vertically integrated, oligopolistic
competition among essentially similar kinds of competitors is
evolving, by one means or another, from a vertical structure to a
horizontal one. Why is that happening? It's happening because
transaction costs are plummeting and because scale is polarizing.
The plummeting of transaction costs weakens the glue that holds
value chains together, and allows them to separate." He used
Wikipedia as an example of a network that has challenged the
traditional encyclopedia business model. Evans predicts the
emergence of a new form of industrial organization called a
"stack", analogous to atechnology stack, in which competitors
rely on a common platform of inputs (services or information),
essentially layering the remaining competing parts of their value
chains on top of this common platform.

Sustainability

In the recent decade, sustainability—or ability to successfully
sustain a company in a context of rapidly changing environmental,
social, health, and economic circumstances—has emerged as
crucial aspect of any strategy development. Research focusing on
corporations and leaders who have integrated sustainability into
commercial strategy has led to emergence of the concept of
"embedded sustainability" — defined by its authors Chris Laszlo
and Nadya Zhexembayevaas "incorporation of environmental,
health, and social value into the core business with no trade-off in
price or quality—in other words, with no social or green
premium. Laszlo and Zhexembayeva's research showed that
embedded sustainability offers at least seven distinct
opportunities for business value and competitive advantage
creation: a) better risk-management, b) increased efficiency
through reduced waste and resource use, c) better product
differentiation, d) new market entrances, e) enhanced brand and
reputation, f) greater opportunity to influence industry standards,
and g) greater opportunity for radical innovation. Nadya
Zhexembayeva's 2014 research further suggested that innovation
driven by resource depletion can result in fundamental competitive
advantages for a company's products and services, as well as the
company strategy as a whole, when right principles of innovation
are applied.

Strategy as learning

In 1990, Peter Senge, who had collaborated with Arie de Geus at
Dutch Shell, popularized de Geus' notion of the "learning
organization". The theory is that gathering and analyzing
information is a necessary requirement for business success in the
information age. To do this, Senge claimed that an organization
would need to be structured such that:

e People can continuously expand their capacity to learn and be
productive.

e New patterns of thinking are nurtured.
e  Collective aspirations are encouraged.

e People are encouraged to see the "whole picture" together.
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Senge identified five disciplines of a learning organization. They
are:

e Personal responsibility, self-reliance, and mastery — We
accept that we are the masters of our own destiny. We make
decisions and live with the consequences of them. When a
problem needs to be fixed, or an opportunity exploited, we
take the initiative to learn the required skills to get it done.

e Mental models — We need to explore our personal mental
models to understand the subtle effect they have on our
behaviour.

e Shared vision — The vision of where we want to be in the future
is discussed and commmunicated to all. It provides guidance
and energy for the journey ahead.

e Team learning — We learn together in teams. This involves a
shift from "a spirit of advocacy to a spirit of enquiry”.

e Systems thinking — We look at the whole rather than the parts.
This is what Senge calls the "Fifth discipline". It is the glue that
integrates the other four into a coherent strategy. For an
alternative approach to the "learning organization", see
Garratt, B. (1987).

Geoffrey Moore (1991) and R. Frank and P. Cook also detected a
shift in the nature of competition. Markets driven by technical
standards or by "network effects" can give the dominant firm a
near-monopoly. The same is true of networked industries in
which interoperability requires compatibility between users.
Examples includeInternet Explorer's and Amazon'searly
dominance of their respective industries. IE's later decline shows
that such dominance may be only temporary.

Moore showed how firms could attain this enviable position by
using E.M. Rogers' five stage adoption process and focusing on
one group of customers at a time, using each group as a base for
reaching the next group. The most difficult step is making the
transition between introduction and mass acceptance.
(See Crossing the Chasm). If successful a firm can create a
bandwagon effect in which the momentum builds and its product
becomes a de facto standard.

Strategy as adapting to change

In 1969, Peter Drucker coined the phrase Age of Discontinuity to
describe the way change disrupts lives.In an age of continuity
attempts to predict the future by extrapolating from the past can
be accurate. But according to Drucker, we are now in an age of
discontinuity and extrapolating is ineffective. He identifies four
sources of discontinuity: new technologies, globalization, cultural
pluralism and knowledge capital.

In 1970, Alvin Tofflerin Future Shock described a trend towards
accelerating rates of change.He illustrated how social and
technical phenomena had shorter lifespans with each generation,
and he questioned society's ability to cope with the resulting
turmoil and accompanying anxiety. In past eras periods of change
were always punctuated with times of stability. This allowed
society to assimilate the change before the next change arrived.
But these periods of stability had all but disappeared by the late
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20" century. In 1980 in The Third Wave, Toffler characterized this
shift to relentless change as the defining feature of the third phase
of civilization (the first two phases being the agricultural and
industrial waves).

In 1978, Derek F. Abell (Abell, D.1978) described "strategic
windows" and stressed the importance of the timing (both
entrance and exit) of any given strategy. This led some strategic
planners to build planned obsolescence into their strategies.

In 1983, Noel Tichy wrote that because we are all beings of habit
we tend to repeat what we are comfortable with.[63] He wrote that
this is a trap that constrains ourcreativity, prevents us from
exploring new ideas, and hampers our dealing with the
full complexity of new issues. He developed a systematic method
of dealing with change that involved looking at any new issue from
three angles: technical and production, political and resource
allocation, and corporate culture.

In 1989, Charles Handy identified two types of change. "Strategic
drift" is a gradual change that occurs so subtly that it is not noticed
untilitis too late. By contrast, "transformational change" is sudden
and radical. It is typically caused by discontinuities (or
exogenous shocks) in the business environment. The point where
a new trend is initiated is called a "strategic inflection point"
by Andy Grove. Inflection points can be subtle or radical.

In 1990, Richard Pascale wrote that relentless change requires
that businesses continuously reinvent themselves. His famous
maxim is “Nothing fails like success” by which he means that what
was a strength yesterday becomes the root of weakness today,
We tend to depend on what worked yesterday and refuse to let go
of what worked so well for us in the past. Prevailing strategies
become self-confirming. To avoid this trap, businesses must
stimulate a spirit of inquiry and healthy debate. They must
encourage a creative process of self-renewal based on
constructive conflict.

In 1996, Adrian Slywotzky showed how changes in the business
environment are reflected in value migrations between industries,
between companies, and within companies. He claimed that
recognizing the patterns behind these value migrations is
necessary if we wish to understand the world of chaotic change. In
“Profit Patterns” (1999) he described businesses as being in a
state ofstrategic anticipationas they try to spot emerging
patterns. Slywotsky and his team identified 30 patterns that have
transformed industry after industry.

In 1997, Clayton Christensen (1997) took the position that great
companies can fail precisely because they do everything right
since the capabilities of the organization also define its
disabilities. Christensen's thesis is that outstanding companies
lose their market leadership when confronted with disruptive
technology. He called the approach to discovering the emerging
markets for disruptive technologies agnostic marketing, i.e.,
marketing under the implicit assumption that no one — not the
company, not the customers — can know how or in what quantities
a disruptive product can or will be used without the experience of
usingit.

In 1999, Constantinos Markides reexamined the nature of
strategic planningHe described strategy formation and
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implementation as an ongoing, never-ending, integrated process
requiring continuous reassessment and reformation. Strategic
management is planned and emergent, dynamic and interactive.

J. Moncrieff (1999) stressed strategy dynamics. He claimed that
strategy is partially deliberate and partially unplanned. The
unplanned element comes from emergent strategies that result
from the emergence of opportunities and threats in the
environment and from "strategies in action" (ad hoc actions across
the organization).

David Teecepioneered research on resource-based strategic
management and the dynamic capabilities perspective, defined as
“the ability to integrate, build, and reconfigure internal and external
competencies to address rapidly changing environments". His
1997 paper (with Gary Pisano and Amy Shuen) "Dynamic
Capabilities and Strategic Management" was the most cited paper
in economics and business for the period from 1995 to 2005.

In 2000, Gary Hamel discussed strategic decay, the notion that the
value of every strategy, no matter how brilliant, decays over time.

Strategy as operational excellence

Quality

Alarge group of theorists felt the area where western business was
most lacking was product quality. W. Edwards Deming, Joseph
M. Juran, A. Kearney, Philip Crosbyand Armand Feignbaum
suggested quality improvement techniques suchtotal quality
management (TQM), continuous improvement (kaizen), lean
manufacturing, Six Sigma, and return on quality (ROQ).

Contrarily, James Heskett (1988), Earl Sasser (1995), William
Davidow, Len Schlesinger, A. Paraurgman (1988), Len Berry, Jane
Kingman-Brundage, Christopher Hart, and Christopher Lovelock
(1994), felt that poor customer service was the problem. They gave
us fishbone diagramming, service charting, Total Customer
Service (TCS), the service profit chain, service gaps analysis, the
service encounter, strategic service vision, service mapping, and
service teams. Their underlying assumption was that there is no
better source of competitive advantage than a continuous stream
of delighted customers.

Process management uses some of the techniques from product
quality management and some of the techniques from customer
service management. It looks at an activity as a sequential
process. The objective is to find inefficiencies and make the
process more effective. Although the procedures have a long
history, dating back to Taylorism, the scope of their applicability
has been greatly widened, leaving no aspect of the firm free from
potential process improvements. Because of the broad
applicability of process management techniques, they can be
used as a basis for competitive advantage.

Carl Sewell, Frederick F. Reichheld, C. Gronroos, and Earl
Sasserobserved that businesses were spending more on
customer acquisition than on retention. They showed how a
competitive advantage could be found in ensuring that customers
returned again and again. Reicheld broadened the concept to
include loyalty from employees, suppliers, distributors and



shareholders. They developed techniques for estimating customer
lifetime value (CLV) for assessing long-term relationships. The
concepts begat attempts to recast selling and marketing into a
long term endeavor that created a sustained relationship (called
relationship selling, relationship marketing, and customer
relationship management). Customer relationship management
(CRM) software became integral to many firms.

Reengineering

Michael Hammerand James Champyfelt that these resources
needed to be restructured.In a process that they labeled
reengineering, firm's reorganized their assets around whole
processes rather than tasks. In this way a team of people saw a
project through, from inception to completion. This avoided
functional silos where isolated departments seldom talked to each
other. It also eliminated waste due to functional overlap and
interdepartmental communications.

In 1989 Richard Lesterand the researchers at the MIT Industrial
Performance Center identified sevenbest practicesand
concluded that firms must accelerate the shift away from the mass
production of low cost standardized products. The seven areas of
best practice were:

e Simultaneous continuous improvement in cost, quality,
service, and product innovation

e Breaking down organizational barriers between departments

e Eliminating layers of management creating flatter
organizational hierarchies.

e  Closerrelationships with customers and suppliers
e |Intelligent use of new technology

e Globalfocus

® Improving human resource skills

The search for best practices is also called benchmarking. This
involves determining where you need to improve, finding an
organization that is exceptional in this area, then studying the
company and applying its best practices in your firm.

Other perspectives on strategy

Strategy as problem solving

Professor Richard P. Rumelt described strategy as a type of
problem solving in 2011. He wrote that good strategy has an
underlying structure called a kernel. The kernel has three parts:

1) Adiagnosis that defines or explains the nature of the challenge;
2) Aguiding policyfor dealing with the challenge; and
3) Coherentactionsdesigned to carry out the guiding policy.
President Kennedy outlined these three elements of strategy in
his Cuban Missile Crisis Address to the Nation of 22 October 1962:

1. Diagnosis: "This Government, as promised, has maintained
the closest surveillance of the Soviet military buildup on the
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island of Cuba. Within the past week, unmistakable evidence
has established the fact that a series of offensive missile sites
is now in preparation on that imprisoned island. The purpose
of these bases can be none other than to provide a nuclear
strike capability against the Western Hemisphere."

2. Guiding Policy: "Our unswerving objective, therefore, must be
to prevent the use of these missiles against this or any other
country, and to secure their withdrawal or elimination from the
Western Hemisphere."

3. Action Plans: First among seven numbered steps was the
following: "To halt this offensive buildup a strict quarantine on
all offensive military equipment under shipment to Cuba is
being initiated. All ships of any kind bound for Cuba from
whatever nation or port will, if found to contain cargoes of
offensive weapons, be turned back.

Active strategic management required active information
gathering and active problem solving. In the early days of Hewlett-
Packard (HP), Dave Packardand Bill Hewlett devised an active
management style that they called management by walking
around (MBWA). Senior HP managers were seldom at their desks.
They spent most of their days visiting employees, customers, and
suppliers. This direct contact with key people provided them with a
solid grounding from which viable strategies could be
crafted. Management consultants Tom PetersandRobert H.
Waterman had used the term in their 1982 bookIn Search of
Excellence: Lessons From America's Best-Run Companies.
Some Japanese managers employ a similar system, which
originated atHonda, and is sometimes called the 3 G's (Genba,
Genbutsu, and Genjitsu, which translate into "actual place",
"actual thing", and "actual situation").

Creative vs analytic approaches

In 2010, IBM released a study summarizing three conclusions of
1500 CEOs around the world: 1) complexity is escalating, 2)
enterprises are not equipped to cope with this complexity, and 3)
creativity is now the single most important leadership competency.
IBM said that it is needed in all aspects of leadership, including
strategic thinking and planning.

Similarly, Mckeown argued that over-reliance on any particular
approach to strategy is dangerous and that multiple methods can
be used to combine the creativity and analytics to create an
"approach to shaping the future", that is difficult to copy.

Non-strategic management

A 1938 treatise by Chester Barnard, based on his own experience
as a business executive, described the process as informal,
intuitive, non-routinized and involving primarily oral, 2-way
communications. Bernard says "The process is the sensing of the
organization as a whole and the total situation relevant to it. It
transcends the capacity of merely intellectual methods, and the
techniques of discriminating the factors of the situation. The terms
pertinent to it are "feeling", "judgement"”, "sense", "proportion”,
"balance", "appropriateness”. It is a matter of art rather than
science.

In 1973, Mintzberg found that senior managers typically deal with
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unpredictable situations so they strategize inad hoc, flexible,
dynamic, and implicit ways. He wrote, "The job breeds adaptive
information-manipulators who prefer the live concrete situation.
The manager works in an environment of stimulus-response, and
he develops in his work a clear preference for live action.

In 1982, John Kotter studied the daily activities of 15 executives
and concluded that they spent most of their time developing and
working a network of relationships that provided general insights
and specific details for strategic decisions. They tended to use
"mental road maps" rather than systematic planning techniques.

Daniel Isenberg's 1984 study of senior managers found that their
decisions were highly intuitive. Executives often sensed what they
were going to do before they could explain why. He claimed in
1986 that one of the reasons for this is the complexity of strategic
decisions and the resultant information uncertainty.

Zuboff claimed that information technology was widening the
divide between senior managers (who typically make strategic
decisions) and operational level managers (who typically make
routine decisions). She alleged that prior to the widespread use of
computer systems, managers, even at the most senior level,
engaged in both strategic decisions and routine administration,
but as computers facilitated (She called it "deskilled") routine
processes, these activities were moved further down the
hierarchy, leaving senior management free for strategic decision
making.

In 1977, Abraham Zaleznik distinguished leaders from managers.
He described leaders as visionaries who inspire, while managers
care about process. He claimed that the rise of managers was the
main cause of the decline of American business in the 1970s and
1980s. Lack of leadership is most damaging at the level of
strategic management where it can paralyze an entire
organization.

Dr Maretha Prinsloo developed the Cognitive Process
Profile (CPP) psychometric from the work of Elliott Jacques. The
CPP is a computer-based psychometric which profiles a person's
capacity for strategic thinking. It is used worldwide in selecting and
developing people for strategic roles.

According to Corner, Kinichi, and Keats, strategic decision making
in organizations occurs at two levels: individual and aggregate.
They developed a model of parallel strategic decision making. The
model identifies two parallel processes that involve getting
attention, encoding information, storage and retrieval of
information, strategic choice, strategic outcome and feedback.
The individual and organizational processes interact at each stage.
For instance, competition-oriented objectives are based on the
knowledge of competing firms, such as their market share.

Strategy as marketing

The 1980s also saw the widespread acceptance of positioning
theory. Although the theory originated with Jack Troutin 1969, it
didn’t gain wide acceptance until Al Ries and Jack Trout wrote their
classic book Positioning: The Battle For Your Mind (1979). The
basic premise is that a strategy should not be judged by internal
company factors but by the way customers see it relative to the
competition. Crafting and implementing a strategy involves
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creating a position in the mind of the collective consumer. Several
techniques enabled the practical use of positioning theory.
theory. Perceptual mapping for example, creates visual displays of
the relationships between positions. Multidimensional scaling,
discriminant analysis, factor analysis and conjoint analysis are
mathematical techniques used to determine the most relevant
characteristics (called dimensions or factors) upon which positions
should be based. Preference regression can be used to determine
vectors of ideal positions and cluster analysis can identify clusters
of positions.

In 1992 Jay Barney saw strategy as assembling the optimum mix
of resources, including human, technology and suppliers, and
then configuring them in unique and sustainable ways.

James Gilmore and Joseph Pine found competitive advantage
in mass customization. Flexible manufacturing techniques allowed
businesses to individualize products for each customer without
losing economies of scale. This effectively turned the product into
a service. They also realized that if a service is mass-customized
by creating a "performance" for each individual client, that service
would be transformed into an "experience". Their book, The
Experience Economy, along with the work of Bernd Schmitt
convinced many to see service provision as a form of theatre.
This school of thought is sometimes referred to ascustomer
experience management (CEM).

Information- and technology-driven strategy

Many industries with a high information component are being
transformed. For example, Encarta demolished Encyclopeedia
Britannica (whose sales have plummeted 80% since their peak of
$650 million in 1990) before it was in turn, eclipsed by collaborative
encyclopedias like Wikipedia. The music industry was similarly
disrupted. The technology sector has provided some strategies
directly. For example, from the software development
industry agile software development provides a model for shared
development processes.

Peter Drucker conceived of the "knowledge worker" in the 1950s.
He described how fewer workers would do physical labor, and
more would apply their minds. In 1984, John Naisbitt theorized
that the future would be driven largely by information: companies
that managed information well could obtain an advantage,
however the profitability of what he called "information float"
(information that the company had and others desired) would
disappear as inexpensive computers made information more
accessible.

Daniel Bell(1985) examined the sociological consequences of
information technology, while Gloria Schuck and Shoshana Zuboff
looked at psychological factors. Zuboff distinguished between
"automating technologies" and "informating technologies". She
studied the effect that both had on workers, managers and
organizational structures. She largely confirmed Drucker's
predictions about the importance of flexible decentralized
structure, work teams, knowledge sharing and the knowledge
worker's central role. Zuboff also detected a new basis for
managerial authority, based on knowledge (also predicted by
Drucker) which she called "participative management".



Maturity of planning process

McKinsey & Company developed acapability maturity modelin
the 1970s to describe the sophistication of planning processes,
with strategic management ranked the highest. The four stages
include:

e Financial planning, which is primarily about annual budgets
and afunctional focus, with limited regard for the environment;

e Forecast-based planning, which includes multi-year budgets
and more robust capital allocation across business units;

e Externally oriented planning, where a thorough situation
analysis and competitive assessment is performed;

e Strategic management, where widespread strategic
thinkingoccurs and a well-defined strategic framework is
used.

PIMS study

The long-term PIMS study, started in the 1960s and lasting for 19
years, attempted to understand the Profit Impact of Marketing
Strategies (PIMS), particularly the effect of market share. The initial
conclusion of the study was unambiguous: the greater a
company's market share, the greater their rate of profit. Market
share provides economies of scale. It also provides experience
curve advantages. The combined effect is increased profits.

The benefits of high market share naturally led to an interest in
growth strategies. The relative advantages ofhorizontal
integration, vertical integration, diversification, franchises, mergers
and acquisitions, joint ventures and organic growth were
discussed. Other research indicated that a low market share
strategy could still be very profitable. Schumacher (1973), Woo
and Cooper (1982), Levenson (1984),and later Traverso
(2002)[114] showed how smaller niche players obtained very high
returns.

Otherinfluences on business strategy

Military strategy

In the 1980s business strategists realized that there was a
vast knowledge base stretching back thousands of years that they
had barely examined. They turned to military strategy for guidance.
Military strategy books such asThe Art of Warby Sun Tzu, On
Warbyvon Clausewitz, and The Red BookbyMao Zedong
became business classics. From Sun Tzu, they learned the tactical
side of military strategy and specific tactical prescriptions. From
von Clausewitz, they learned the dynamic and unpredictable
nature of military action. From Mao, they learned the principles
of guerrilla warfare. Important marketing warfare books include
Business War Gamesby Barrie James, Marketing Warfare by Al
Riesand Jack Troutand Leadership Secrets of Attila the Hun by
Wess Roberts.

The four types of business warfare theories are:

e  Offensive marketing warfare strategies
e Defensive marketing warfare strategies

e Flanking marketing warfare strategies
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e Guerrillamarketing warfare strategies

The marketing warfare literature also examined leadership and
motivation, intelligence gathering, types of marketing weapons,
logistics and communications.

By the twenty-first century marketing warfare strategies had gone
out of favour in favor of non-confrontational approaches. In 1989,
Dudley Lynch and Paul L. Kordis published Strategy of the
Dolphin: Scoring a Win in a Chaotic World. "The Strategy of the
Dolphin" was developed to give guidance as to when to use
aggressive strategies and when to use passive strategies. A
variety of aggressiveness strategies were developed.

In 1993, J. Moore used a similar metaphor. Instead of using military
terms, he created anecological theoryof predators and prey
(see ecological model of competition), a sort of Darwinian
management strategy in which market interactions mimic long
term ecological stability.

Author Phillip Evans said in 2014 that "Henderson's central idea
was what you might call the Napoleonic idea of concentrating
mass against weakness, of overwhelming the enemy. What
Henderson recognized was that, in the business world, there are
many phenomena which are characterized by what economists
would callincreasing returns —scale, experience. The more you do
of something, disproportionately the better you get. And therefore
he found a logic for investing in such kinds of overwhelming mass
in order to achieve competitive advantage. And that was the first
introduction of essentially a military concept of strategy into the
business world. ... It was on those two ideas, Henderson's idea of
increasing returns to scale and experience, and Porter's idea of
the value chain, encompassing heterogenous elements, that the
whole edifice of business strategy was subsequently erected.

Traits of successful companies

Like Peters and Waterman a decade earlier, James Collins
and Jerry Porras spent years conducting empirical research on
what makes great companies. Six years of research uncovered a
key underlying principle behind the 19 successful companies that
they studied: They all encourage and preserve a core ideology that
nurtures the company. Even though strategy and tactics change
daily, the companies, nevertheless, were able to maintain a core
set of values. These core values encourage employees to build an
organization that lasts. In Built To Last (1994) they claim that short
term profit goals, cost cutting, and restructuring will not stimulate
dedicated employees to build a great company that will endure. In
2000 Collins coined the term "built to flip" to describe the prevailing
business attitudes in Silicon Valley. It describes a business culture
where technological change inhibits a long term focus. He also
popularized the concept of the BHAG (Big Hairy Audacious Goal).

Arie de Geus (1997) undertook a similar study and obtained similar
results. He identified four key traits of companies that had
prospered for 50 years or more. They are:

e Sensitivity to the business environment — the ability to learn
and adjust

e Cohesion and identity — the ability to build a community with
personality, vision, and purpose

Strategic management - Continued to page no. 30
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Blowout preventer

Ablowout preventer (BOP)is a large, specializedvalve or
similar mechanical device, used to seal, control and
monitor oiland gas wells to preventblowout, the uncontrolled
release of crude oil and/or natural gas from a well. They are usually
installed redundantly in stacks.

Blowout preventers were developed to cope with extreme erratic
pressures and uncontrolled flow (formation kick) emanating from
awell reservoirduring drilling. Kicks can lead to a potentially
catastrophic event known as a blowout. In addition to controlling
the downhole (occurring in the drilled hole) pressure and the flow of
oil and gas, blowout preventers are intended to prevent tubing
(e.g. drill pipe and well casing), tools and drilling fluid from being
blown out of the wellbore (also known as bore hole, the hole
leading to the reservoir) when a blowout threatens. Blowout
preventers are critical to the safety of crew,rig (the equipment
system used to drill a wellbore) and environment, and to the
monitoring and maintenance of well integrity; thus blowout
preventers are intended to provide fail-safety to the systems that
include them.

The term BOP (pronounced B-O-P, not "bop") is used in oilfield
vernacularto refer to blowout preventers. The abbreviated
term preventer, usually prefaced by a type (e.g.ram preventer), is
used to refer to a single blowout preventer unit. A blowout
preventer may also simply be referred to by its type (e.g. ram).

The termsblowout preventer,blowout preventer stack
and blowout preventer system are commonly used interchange-
ably and in a general manner to describe an assembly of several
stacked blowout preventers of varying type and function, as well
as auxiliary components. A typical subsea deepwater blowout
preventer system includes components such as electrical
and hydraulic lines, control pods, hydraulic accumulators, test
valve, kill and choke lines and valves, riser joint, hydraulic connec-
tors, and a support frame.

Two categories of blowout preventer are most prevalent:
ram and annular. BOP stacks frequently utilize both types, typically
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with at least one annular BOP stacked above several ram BOPs.

(A related valve, called aninside blowout preventer, internal
blowout preventer, or IBOP, is positioned within, and restricts flow
up, the drillpipe. This article does not address inside blowout
preventer use.)

Blowout preventers are used on land wells, offshore rigs, and
subsea wells. Land and subsea BOPs are secured to the top of the
wellbore, known as the wellhead. BOPs on offshore rigs are
mounted below the rig deck. Subsea BOPs are connected to the
offshore rig above by a drilling riser that provides a continuous
pathway for the drill string and fluids emanating from the wellbore.
In effect, ariser extends the wellbore to the rig.

Cameron International Corporation's EVO Ram BOP Patent Drawing
(with legend)
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Patent Drawing of Hydril Annular BOP (with legend)
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Patent Drawing of a Subsea BOP Stack (with legend)

Use

Blowout preventers come in a variety of styles, sizes and pressure
ratings. Several individual units serving various functions are
combined to compose a blowout preventer stack. Multiple
blowout preventers of the same type are frequently provided
forredundancy, an important factor in the effectiveness offail-
safe devices.

The primary functions of a blowout preventer system are to:
e Confine well fluid to the wellbore;
e Provide meansto add fluid to the wellbore;

e Allow controlled volumes of fluid to be withdrawn from the
wellbore.

Additionally, and in performing those primary functions, blowout
preventer systems are used to:

e Regulate and monitor wellbore pressure;
e  Centerandhang off the drill string in the wellbore;

e Shutin the well (e.g. seal the void, annulus, between drillpipe
and casing);

e “Kill” the well (prevent the flow of formation fluid, influx, from
the reservoir into the wellbore) ;

e Sealthe wellhead (close off the wellbore);
e Severthe casing or drill pipe (in case of emergencies).

In drilling a typical high-pressure well, drill strings are routed
through a blowout preventer stack toward the reservoir of oil and
gas. As the well is drilled, drilling fluid, "mud", is fed through the drill
string down to the drill bit, "blade", and returns up the wellbore in
the ring-shaped void, annulus, between the outside of the drill pipe
and the casing (piping that lines the wellbore). The column of
driling mud exerts downward hydrostatic pressureto counter
opposing pressure from the formation being drilled, allowing
drilling to proceed.

When akick (influx offormation fluid) occurs, rig operators or
automatic systems close the blowout preventer units, sealing the
annulus to stop the flow of fluids out of the wellbore. Denser mud is
then circulated into the wellbore down the drill string, up the

technical talk

annulus and out through the choke line at the base of the BOP
stack through chokes (flow restrictors) until downhole pressure is
overcome. Once “kill weight” mud extends from the bottom of the
wellto the top, the well has been “killed”. If the integrity of the well is
intact drilling may be resumed. Alternatively, if circulation is not
feasible it may be possible to kill the well by "bullheading", forcibly
pumping, in the heavier mud from the top through the Kill line
connection at the base of the stack. This is less desirable because
of the higher surface pressures likely needed and the fact that
much of the mud originally in the annulus must be forced into
receptive formations in the open hole section beneath the deepest
casing shoe.

If the blowout preventers and mud do not restrict the upward
pressures of a kick, a blowout results, potentially shooting tubing,
oil and gas up the wellbore, damaging the rig, and leaving well
integrity in question.

Since BOPs are important for the safety of the crew and natural
environment, as well as thedrilling rigand the wellbore itself,
authorities recommend, and regulations require, that BOPs be
regularly inspected, tested and refurbished. Tests vary from daily
test of functions on critical wells to monthly or less frequent testing
on wells with low likelihood of control problems.

Exploitable reservoirs of oil and gas are increasingly rare and
remote, leading to increased subsea deep-water well exploration
and requiring BOPs to remain submerged for as long as a year in
extreme conditions. As a result, BOP assemblies have grown
larger and heavier (e.g. a single ram-type BOP unit can weigh in
excess of 30,000 pounds), while the space allotted for BOP stacks
on existing offshore rigs has not grown commensurately. Thus a
key focus in the technological development of BOPs over the last
two decades has been limiting their footprint and weight while
simultaneously increasing safe operating capacity.

Types

BOPs come in two basic types, ramand annular. Both are often
used together indrilling rig BOP stacks, typically with at least one
annular BOP capping a stack of several ram BOPs.

Ram blowout preventer

A Patent Drawing of the Original Ram-type Blowout Preventer,
by Cameron Iron Works (1922).
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Blowout Preventer diagram showing different types of rams.
(@) blind ram (b) pipe ram and (c) shear ram.
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Theram BOPwas invented byJames Smither Abercrombie
and Harry S. Cameronin 1922, and was brought to market in 1924
by Cameron Iron Works.

A ram-type BOP is similar in operation to agate valve, but uses a
pair of opposing steel plungers, rams. The rams extend toward the
center of the wellbore to restrict flow or retract open in order to
permit flow. The inner and top faces of the rams are fitted with
packers (elastomeric seals) that press against each other, against
the wellbore, and around tubing running through the wellbore.
Outlets at the sides of the BOP housing (body) are used for
connection to choke and kill lines or valves.

Rams, or ram blocks, are of four common types: pipe, blind, shear,
and blind shear.

Pipe rams close around a drill pipe, restricting flow in the annulus
(ring-shaped space between concentric objects) between the
outside of the drill pipe and the wellbore, but do not obstruct flow
within the drill pipe. Variable-bore pipe rams can accommodate
tubing in a wider range of outside diameters than standard pipe
rams, but typically with some loss of pressure capacity and
longevity. Pipe ram should not be closed if there is no pipe in the
hole.

Blind rams (also known as sealing rams), which have no openings
for tubing, can close off the well when the well does not contain a
drill string or other tubing, and seal it.
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Patent Drawing of a Varco Shaffer Ram BOP Stack.
A shear ram BOP has cut the drillstring and a pipe ram has hung it off.

)

Schematic view of closing shear blades

Shear rams are designed to shear the pipe in the well and seal the
wellbore simultaneously. It has steel blades to shear the pipe and
seals to seal the annulus after shearing the pipe.

Blind shear rams (also known as shear seal rams, or sealing shear
rams) are intended to seal a wellbore, even when the bore is
occupied by a drill string, by cutting through the drill string as the
rams close off the well. The upper portion of the severed drill string
is freed from the ram, while the lower portion may be crimped and
the “fish tail” captured to hang the drill string off the BOP.
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In addition to the standard ram functions, variable-bore pipe rams
are frequently used as test rams in a modified blowout preventer
device known as a stack test valve. Stack test valves are posi-
tioned at the bottom of a BOP stack and resist downward pressure
(unlike BOPs, which resist upward pressures). By closing the test
ram and a BOP ram about the drillstring and pressurizing the
annulus, the BOP is pressure-tested for proper function.

The original ram BOPs of the 1920s were simple and rugged
manual devices with minimal parts. The BOP housing (body) had a
vertical well bore and horizontal ram cavity (ram guide chamber).
Opposing rams (plungers) in the ram cavity translated horizontally,
actuated by threaded ram shafts (piston rods) in the manner of a
screw jack. Torque from turning the ram shafts by wrench or hand
wheel was converted to linear motion and the rams, coupled to the
inner ends of the ram shafts, opened and closed the well bore.
Such screw jack type operation provided enough mechanical
advantage for rams to overcome downhole pressures and seal the
wellbore annulus.

Hydraulic rams BOPs were in use by the 1940s. Hydraulically
actuated blowout preventers had many potential advantages. The
pressure could be equalized in the opposing hydraulic cylinders
causing the rams to operate in unison. Relatively rapid actuation
and remote control were facilitated, and hydraulic rams were well-
suited to high pressure wells.

Because BOPs are depended on for safety and reliability, efforts to
minimize the complexity of the devices are still employed to ensure
longevity. As a result, despite the ever-increasing demands placed
on them, state of the art ram BOPs are conceptually the same as
the first effective models, and resemble those units in many ways.
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Hydril Company's Compact BOP Ram Actuator Assembly Patent Drawing

Ram BOPs for use in deepwater applications universally employ
hydraulic actuation. Threaded shafts are often still incorporated
into hydraulic ram BOPs as lock rods that hold the ram in position
after hydraulic actuation. By using a mechanical ram locking
mechanism, constant hydraulic pressure need not be maintained.
Lock rods may be coupled to ram shafts or not, depending on
manufacturer. Other types of ram locks, such as wedge locks, are
also used.

Typical ram actuator assemblies (operator systems) are secured to
the BOP housing by removable bonnets. Unbolting the bonnets
from the housing allows BOP maintenance and facilitates the
substitution of rams. In that way, for example, a pipe ram BOP can
be converted to ablind shear ram BOP.

Shear-type ram BOPs require the greatest closing force in order to
cut through tubing occupying the wellbore. Boosters (auxiliary
hydraulic actuators) are frequently mounted to the outer ends of a
BOP’s hydraulic actuators to provide additional shearing force for
shearrams.



Ram BOPs are typically designed so that well pressure will help
maintain the rams in their closed, sealing position. That is achieved
by allowing fluid to pass through a channel in the ram and exert
pressure at the ram’s rear and toward the center of the wellbore.
Providing a channel in the ram also limits the thrust required to
overcome well bore pressure.

Single ram and double ram BOPs are commonly available. The
names refer to the quantity of ram cavities (equivalent to the
effective quantity of valves) contained in the unit. A double ram
BOP is more compact and lighter than a stack of two single ram
BOPs while providing the same functionality, and is thus desirable
in many applications. Triple ram BOPs are also manufactured, but
notas common.

Technological development of ram BOPs has been directed
towards deeper and higher pressure wells, greater reliability,
reduced maintenance, facilitated replacement of components,
facilitated ROV intervention, reduced hydraulic fluid consumption,
and improved connectors, packers, seals, locks and rams. In
addition, limiting BOP weight and footprint are significant
concerns to account for the limitations of existing rigs.

The highest-capacity large-bore ram blowout preventer on the
market, as of July 2010, Cameron’s EVO 20K BORP, has a hold-
pressure rating of 20,000 psi, ram force in excess of 1,000,000
pounds, and a well bore diameter of 18.75 inches.

Annular blowout preventer
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Patent Drawing of Original Shaffer Spherical-type Blowout Preventer (1972)
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Diagram of an Annular blowout preventer in open and fully closed configurations.

The flexible annulus (donut) in blue is forced into
the drillpipe cavity by the hydraulic pistons.

The annular blowout preventer was invented by Granville Sloan
Knoxin 1946; a U.S. patent for it was awarded in 1952.[3]Often
around the rig it is called the "Hydril", after the name of one of the
manufacturers of such devices.

An annular-type blowout preventer can close around the drill
string, casing or a non-cylindrical object, such as the kelly. Drill pipe
including the larger-diameter tool joints (threaded connectors) can
be "stripped" (i.e., moved vertically while pressure is contained
below) through an annular preventer by careful control of the
hydraulic closing pressure. Annular blowout preventers are also
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effective at maintaining a seal around the drillpipe even as it rotates
during drilling. Regulations typically require that an annular
preventer be able to completely close a wellbore, but annular
preventers are generally not as effective as ram preventers in
maintaining a seal on an open hole. Annular BOPs are typically
located at the top of a BOP stack, with one or two annular
preventers positioned above a series of several ram preventers.

An annular blowout preventer uses the principle of a wedge to shut
in the wellbore. It has a donut-like rubber seal, known as
an elastomeric packing unit, reinforced with steel ribs. The packing
unitis situated in the BOP housing between the head and hydraulic
piston. When the piston is actuated, its upward thrust forces the
packing unit to constrict, like a sphincter, sealing the annulus or
openhole. Annular preventers have only two moving parts, piston
and packing unit, making them simple and easy to maintain
relative to ram preventers.

The original type of annular blowout preventer uses a “wedge-
faced” (conical-faced) piston. As the piston rises, vertical move-
ment of the packing unit is restricted by the head and the sloped
face of the piston squeezes the packing unit inward, toward the
center of the wellbore.

In 1972, Ado N. Vujasinovic was awarded a patent for a variation
on the annular preventer known as a spherical blowout preventer,
so-named because of its spherical-faced head. As the piston rises
the packing unit is thust upward against the curved head, which
constricts the packing unit inward. Both types of annular preventer
areincommon use.

Control methods

When wells are drilled on land or in very shallow water where the
wellhead is above the water line, BOPs are activated by hydraulic
pressure from a remote accumulator. Several control stations will
be mounted around the rig. They also can be closed manually by
turning large wheel-like handles.

In deeper offshore operations with the wellhead just above the
mudline on the sea floor, there are four primary ways by which a
BOP can be controlled. The possible means are:

e FElectrical Control Signal: sent from the surface through a
control cable;

e Acoustical Control Signal: sent from the surface based on a
modulated/encoded pulse of sound transmitted by an
underwater transducer;

e ROVIntervention: remotely operated vehicles (ROVs)
mechanically control valves and provide hydraulic pressure to
the stack (via “hot stab” panels);

e Deadman Switch/ Auto Shear: fail-safe activation of selected
BOPs during an emergency, and if the control, power and
hydraulic lines have been severed.

Two control pods are provided on the BOP for redundancy.
Electrical signal control of the pods is primary. Acoustical, ROV
intervention and dead-man controls are secondary.
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An emergency disconnect system, or EDS, disconnects the rig
from the well in case of an emergency. The EDS is also intended to
automatically trigger the deadman switch, which closes the BOP,
kil and choke valves. The EDS may be a subsystem of the BOP
stack’s control pods or separate.

Pumps on the rig normally deliver pressure to the blowout
preventer stack through hydraulic lines. Hydraulic accumulators
are on the BOP stack enable closure of blowout preventers even if
the BOP stack is disconnected from the rig. It is also possible to
trigger the closing of BOPs automatically based on too high
pressure or excessive flow.

Individual wells along the U.S. coastline may also be required to
have BOPs with backup acoustic control. General requirements of
other nations, including Brazil, were drawn to require this method.
BOPs featuring this method may cost as much as US$500,000
more than those that omit the feature.

Deepwater Horizon blowout

A robotic arm of a Remotely Operated Vehicle (ROV) attempts to activate
the "Deepwater Horizon" Blowout Preventer (BOP), Thursday, April 22, 2010.

During the Deepwater Horizon drilling rig explosionincident on
April 20, 2010, the blowout preventer should have been activated
automatically, cutting the drillstring and sealing the well to preclude
a blowout and subsequent oil spill in the Gulf of Mexico, but it failed
to fully engage. Underwater robots (ROVs) later were used to
manually trigger the blind shear ram preventer, to no avail.

As of May 2010 it was unknown why the blowout preventer
failed. Chief surveyor John David Forsyth of the American Bureau
of Shipping testified in hearings before the Joint Investigation[6] of
the Minerals Management Serviceand theU.S. Coast
Guardinvestigating the causes of the explosion that his agency
last inspected the rig's blowout preventer in 2005. BP representa-
tives suggested that the preventer could have suffered a hydraulic
leak. Gamma-ray imaging of the preventer conducted on May 12
and May 13, 2010 showed that the preventer's internal valves
were partially closed and were restricting the flow of oil. Whether
the valves closed automatically during the explosion or were shut
manually byremotely operated vehicle work is unknown. A
statement released by Congressman Bart Stupak revealed that,
among other issues, the emergency disconnect system (EDS) did
not function as intended and may have malfunctioned due to the
explosion onthe Deepwater Horizon.

The permit for the Macondo Prospectby the Minerals
Management Servicein 2009 did not require redundant acoustic
control means. Inasmuch as the BOPs could not be closed
successfully by underwater manipulation (ROV Intervention),
pending results of a complete investigation, it is uncertain whether
this omission was a factor in the blowout.

Documents discussed during congressional hearings June 17,
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2010, suggested that a battery in the device's control pod was flat
and that the rig's owner, Transocean, may have "modified”
Cameron's equipment for the Macondo site (including incorrectly
routing hydraulic pressure to a stack test valve instead of a pipe
ram BOP) which increased the risk of BOP failure, in spite of
warnings from their contractor to that effect. Another hypothesis
was that a junction in the drilling pipe may have been positioned in
the BOP stack in such way that its shear rams had an insurmount-
able thickness of material to cut through.

It was later discovered that a second piece of tubing got into the
BOP stack at some point during the Macondo incident, potentially
explaining the failure of the BOP shearing mechanism. As of July
2010 it was unknown whether the tubing might have been casing
that shot up through the well or perhaps broken drill pipe that
dropped into the well. The DNV final report indicated that the
second tube was the segment of the drill string that was ejected
after being cut by the blow out preventer shears.

OnJuly 10, 2010 BP began operations to install a sealing cap, also
known as a capping stack, atop the failed blowout preventer
stack. Based on BP's video feeds of the operation the sealing cap
assembly, called Top Hat 10, included a stack of three blind shear
ram BOPs manufactured by Hydril (a GE Oil & Gas company), one
of Cameron's chief competitors. By July 15 the 3 ram capping
stack had sealed the Macondo well, if only temporarily, for the first
timein 87 days.

The U.S. government wanted the failed blowout preventer to be
replaced in case of any pressure change that occurs when the
relief well intersected with the well. On September 3 at 1:20 p.m.
CDT the 300ton failed blowout preventer was removed from the
well and began being slowly lifted to the surface. Later that day a
replacement blowout preventer was placed on the well. On
September 4 at 6:54p.m. CDT the failed blowout preventer
reached the surface of the water and at 9:16 p.m. CDT it was
placed in a special container on board the vessel Helix Q4000. The
failed blowout preventer was taken to a NASA facility in Louisiana
for examination by Det Norske Veritas (DNV).

On 20 March 2011, DNV presented their report to theUS
Department of Energy. Their primary conclusion was that while the
rams succeeded in partly shearing through the drill pipe they failed
to seal the bore because the drill pipe had buckled out of the
intended line of action of the rams (because the drill string was
caught at a tool joint in the upper annular BOP valve), jamming the
shears and leaving the drill string shear actuator unable to deliver
enough force to complete its stroke and fold the cut pipe over and
seal the well. They did not suggest any failure of actuation as would
be caused by faulty batteries. The upper section of the blow out
preventer failed to separate as designed due to numerous oil leaks
compromising hydraulic actuator operation, and this had to be cut
free during recovery.
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Stainless steel in the extremes
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tainless steel is everywhere: in the flue gas cleaners of

massive ships, in tanks at a brewery to a solar power plant.
Stainless steel is chosen, because it is safe, durable and tolerates
extreme conditions. Often it is the only material that can take the
heat. Its use is also increasing because total life-cycle cost has
gained importance. Today’s end-users want to avoid costly
maintenance. Outokumpu, an international player on the stainless
steel, is able to offer just the right steel for any particular purpose
because of its wide selection of stainless steel grades.

New stainless steel grades, new perspectives

Offering just the right stainless steel for particular purpose
translates into constant development of new grades. Outokumpu
was the first company to produce a commercial grade of duplex
backin 1931. Duplex stainless steels are known for their corrosion
resistance and strength that enables thinner structures, which
results in weight reduction. This opens up new perspectives and
possibilities for many applications. Outokumpu launched two new
duplex grades, Forta FDX 25 and Forta FDX 27. In addition to usual
duplex properties, these new duplex grades are more formable.
Those manufacturers, whose applications would have benefitted
from the duplex characteristics, but could not have used it
because of its formability limitations, now face completely new
possibilities. Properties of Forta FDX duplex grades increase the
overall durability of the application, reduce the need for mainte-
nance and offer greater freedom for technical design.

Challenging surroundings of submersible pumps

The characteristics of the Forta FDX duplex grades offer new
possibilities for instance for flexible pipes, water tanks and plate
heat exchangers, which operate in harsh, corrosive conditions.
Other demanding industries show rapid interest towards the
innovation. Among these is pump manufacturer Grundfos, who

sees a benefit from a solution that combines the familiar formability
of austenitic steel grades with the strength and durability of duplex
grades. The operating environment of submersible pumps is
stressed by pressure, temperature, wear and corrosion risk.
Important applications for such pumps include groundwater
intake, irrigation systems, the dewatering of mines and construc-
tion sites, fish farm facilities, fountains and offshore installations.

The desirable properties of Forta FDX 25 and 27 include high
tensile and ductile strength, and excellent resistance to stress,
wear, fatigue and corrosion — properties that increase the overall
durability and service life of pumps and reduce the need for
maintenance. Because of the exceptional formability, the use of
duplex could be expanded into challenging new applications like
pump casings.

When superior corrosion resistance is needed

Today, the demand of duplex stainless steel grades continues to
grow for example in major infrastructure projects and in such
applications as storage tanks, structural components, architec-
ture and building. For architectural projects, Outokumpu has
extended the offering of decorative surfaces also on duplex
stainless steel grades, such as Deco Linen on Forta DX 2205
grades. These provide superior corrosion resistance in the facades
in the warm coastal areas in Asia and in the Middle East, but yet
provides correct look and feel that the architects demand.

Another area where the use of duplex is increasingly used is the
nuclear industry. While nuclear applications typically require
superior strength and corrosion resistance, the naturally low level
of cobalt in duplex makes it desirable in the nuclear industry.
Duplexes are replacing coated carbon steels having the same
strength as carbon steel, so from the engineering point of view it is
easy to change directly from carbon steel to duplex grades: the
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thickness does not need to be increased. Changing to duplex
allows significant savings in coating and maintenance, making it
more cost efficient. Thus duplex solutions have a competitive
position to coated carbon.

In Asia, combining duplex and carbon steel rebar in corrosive
environments such as coastal areas has become a trend. In the
outer areas of a concrete structure, duplex rebar is used, while in
the middle of the application carbon steel is used as usual. It is
critical that the thermal expansion of duplex is very similar to that of
carbon steel. According to Outokumpu’s tests and calculations,
adding 20% of duplex rebar in the outer parts of the structure of for
example of a building or wharve, the life cycle of the structure can
be increased by up to 300

years, and such a significant increase in the lifespan of the
structure can be reached without much effect on the cost of the
structure. For e.g. in the Gateway bridge in Brisbane, Australia,
duplex rebar was used to achieve a design life of 300 years ore
more.

Perfect fit for demanding mine environment

In the recent years, Outokumpu has also developed for example a
new nickel-free, high-chromium Outokumpu Core 4622 stainless
steel grade that is a competitive alternative to traditional austenitic
stainless steels. By its technical properties, Outokumpu Core
4622 grade is a standard ferritic stainless steel that can be used in
many corrosive environments. Core 4622 has excellent deep
drawability and is almost ridging free, meaning it is easier to polish
and has alower overall production cost.

A Finnish company HEAT-IT Oy from Rovaniemi, Finland selected
this new high-chromium ferritic grade as the material for their
RESPETRA rescue chamber. Rescue chamber is a stainless steel
cabin used in underground mines. It provides shield and protec-
tion for miners for example in case of fire for as long as for four
days. Outokumpu'’s stainless steel is used for rescue chambers in
mines in Kittila and Kemi, Finland, as well as in underground
construction sites in Oulu and Helsinki capital area.

Taking the heat

Outokumpu portfolio also includes its proprietary austenitic
Therma 253 MA grade stainless steel widely used in thermal
power plants, as it withstands very high temperatures. Indian
engineering company, Thermax Limited, chose this grade for the
construction of a thermal power plant in India. Thermax operates
in the areas of energy & environment and it is a major player in the
design and construction of boilers for thermal power plants in
India.

Outokumpu has been closely working with Thermax in many of
their boiler projects. Thermax has chosen Outokumpu’s Therma
253 MA. Components manufactured from this high-temperature
grade are used for a specific part of the boiler, known as 'impact
separators’, installed at the outlet of boiler furnace. In this part of
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the boiler, temperature can rise above 850 degrees Celsius.
Separators remove particles from the flue gas flowing out of the
boilers so that they can be recycled and re-used.

Challenging environments

Outokumpu supplied Ultra 254 SMO stainless steel grade for Ultra
254 SMO is one of Outokumpu’s most corrosion resistant grades
and performed significantly better in comparison to the lower-
alloyed alternatives. Ultra 254 SMO is typically used in challenging
environments where standard materials will corrode.

Ultra 254 SMO was chosen for Jyvaskyla Energy Group’s power
station in Jyvaskyla, Finland with peat and wood as main fuels,
after comprehensive field tests with a wide range of materials.
Jyvaskyla Energy Group had built a new power station with a 143
meter tall chimney made of coated carbon steel in 2010. However,
the circumstances were more aggressive than thought, and in few
years the chimney was in need of renewal. The customer needed a
material that could withstand the conditions in the flue gas duct
and chimney, while also being cost-efficient. The most important
requirement was a high corrosion resistance.

In order to find the optimal stainless steel, Outokumpu'’s corrosion
department in Avesta R&D Center performed two long-term field
tests with a wide range of materials, paying attention for weight
loss and visible corrosion. The circumstances inside the flue gas
duct and chimney are very unpredictable, given the combination of
wet and dry conditions with relatively high temperatures. In
addition, the presence of deposit forming particles can make the
conditions very aggressive to material. Ultra 254 SMO has proven
throughout the years to be an excellent material choice for many
challenging applications when low maintenance and long service
life are of high priority.

For more details please contact
Yatinder.suri@outokumpu.com

outokumpu.com
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Pune, India, 8" December 2016.

Praj has entered into a binding agreement for cost
sharing with Indian Oil Corporation Limited (IOCL) on
7" December 2016 to set up one plant each at Panipat,
Haryana and Dahej, Gujarat. These 2nd Generation (2G)
bio-ethanol plants will have capacity to produce 100 Kilo
litres of ethanol per day.

This is a progress milestone as per MoU signed earlier this
year wherein IOCL selected Praj as its technology partner
for setting up multiple 2G bio-ethanol plants based on its
indigenously developed technology.

Additionally, now Bharat Petroleum Corporation Limited
(BPCL) has also selected Praj, as technology partner for
setting up one 2G bio-ethanol plant in the state of Orissa
having the capacity of 100 Kilo litres of ethanol per day.
Both parties entered into MoU to this effect on 7"
December2016.

Project timelines and capital outlay estimations are under
finalisation.

These agreements were executed on the side-lines of
recently concluded PETROTECH 2016, held in New Delhi
in the presence of group of union ministers.

Second Generation bio-ethanol technology uses ligno-
cellulosic biomass (agri-residue) as feedstock. Farming
community is expected to be benefited from additional
revenues from agri-waste. 2G bio-ethanol also helps
reduce dependency on the imported crude oil, thereby
saving foreign exchange. This technology will act as a
socio-economic and environmental enabler.

Speaking on the occasion, Mr. Pramod Chaudhari,
Executive Chairman, Praj Industries Ltd., said, “We are
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pleased with the progress of setting up of 2G ethanal
projects by the OMCs. Praj is equally committed to partner
with OMCs in their achievement of completing project
targets. This is in line with Govt. of India’s vision of
increased contribution of renewables in India’s energy
portfolio.

About Praj Industries Limited:

Praj is a global process solutions company driven by
innovation and integration capabilities, offers solutions to
add significant value to Bio-ethanol facilities, Brewery
plants, Water & Wastewater treatment systems, Critical
Process Equipment & Systems, Hipurity solutions and Bio-
products. Over the past 3 decades, Praj has focused on
Environment, Energy and Agri-process led applications.
Praj has been a trusted partner for process engineering,
plant & critical equipment and systems with over 750
references across five continents. Solutions offered by Praj
are backed by its state of the art R&D Centre called Praj
Matrix. Led by an accomplished and caring leadership,
Praj is a socially responsible corporate citizen. Praj is listed
on the Bombay and National Stock Exchanges of India.

Media enquiries:

Mr. Sandeep Jadhav

Corporate Communications

Praj Industries Ltd

Tel: +91-20-71802000 / 22941000
Email: sandeepjadhav@praj.net

Ms. Seeba Pillai

Metigon Enterprises

Mob: 9503086356

Email: seeba.pillai@metigon.com

o /
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tax talk

| ntroduction: Accounting for depreciation by Indian corporates is
governed by the provisions of the Companies Act 2013 (Section
123 and Schedule Il) and prevalent accounting standards (AS 10
and AS 6). Against the backdrop of changes to the companies act
legislation, the Institute of Chartered Accountants of India (ICAl)
has released a Guidance Note on this accounting topic in order to
aid practical application by both preparers and auditors of Indian
GAAP financial statements. Accordingly, certain incremental
action items emanate to the preparation and presentation aspects
of financial statements.

The new guidance note deals with following :

(i) Determination of useful life of fixed assets;

(i) Determination of residual value of fixed assets;

(i) Charging of depreciation on continuous process plant;

(iv) Charging of depreciation in case of use of assets in multiple
shifts;

(v) Charging of depreciation using Unit of Production Method of
depreciation;

(vi) Amortisation of intangible assets as per revenue-based
method of amortisation;

(i

=

Charging of depreciation in case of revaluation;

(viii) Accounting for and charging of depreciation on components
of assets; and

(ix) Depreciation onlow value items.
Itis applicable w.e.f 1st April, 2016.

Actionto be taken:items

1. Companies need to determine the useful life of fixed assets
as at the commencement of each year for all the carrying
assets as at that date and also or newly acquired assets
during the course of the year as and when capitalized.

2. Companies need to assess whether there have been any
changes to the estimated pattern of consumption/loss of
value/wear and tear of assets during the year and in case of
any such changes, the useful life of the related asset needs to
bere-estimated,

3. The interpretation of the term 'Continuous Process Plants'
should be made with reference to the inherent nature of the
item of plant namely the technical design,

4. Where for an item of fixed asset, the useful life was estimated
by the company on a single shift basis, but in reality used for
more than one shift, then not only the related depreciation
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charge for the year should reflect the extra shifts used but the
company should also determine at the commencement of
the next fiscal year, whether the extra usage in the prior year
was on a sporadic or non-sporadic basis. Where such an
assessment concludes that the use would not be sporadic,
then the company needs to reassess the useful life of the
asset. Otherwise, such re-assessments are not required,

5. In applying the Unit of Production method for depreciation
accounting, the limiting factor that needs to be considered is
the number of units that can be produced or serviced from
the use of the related asset. There also needs to be a periodic
review of the same,

6. Those companies that used revaluation as a base for
measurement of fixed assets and followed an accounting
policy of recouping the related additional depreciation from
the income statement would be permitted by Companies
Act 2013 to recoup the additional depreciation only from
revenue reserves and such companies need to disclose this
accounting change as a change in accounting policy,

7. In order to implement component accounting for fixed
assets, companies may use certain criteria in an order i.e. a)
vendor provided break-up costs, b) internal/external
technical expertise, c) fair value approach, or d) current
replacement cost of the component of the related asset and
applying the same basis on the assets historic cost,

8. Every company may adopt an accounting policy of fully
depreciating fixed assets in the year of acquisition up to
certain threshold limits by considering materiality aspects,

9. The use of different methods of accounting for depreciation
for similar assets at different geographical locations by a
company is permitted only if the depreciation methods
selected are in compliance with the factors for depreciation
prescribed by the related accounting standard AS 6.

Conclusion

A number of action items emanate from the release of the
Guidance Note (GN (A) 35) by the ICAI. Companies and auditors
would need to take these into consideration. At the same time,
one would need to take a fresh look at other components of costs
of fixed assets that are not specifically addressed in the latest
guidance note namely, borrowing costs, foreign exchange
differences etc., as all the components would to an extent work in
tandem from the accounting standpoint. As companies gear for
the upcoming changes to corporate financial reporting framework
(IND-AS), depreciation and carrying amount of fixed assets would
come in for a fresh re-look as one transitions for the first-time to
Indian Accounting Standards (IND AS 101).



wisdom

» Acquiring knowledge is not an end in itself, but only a means to an end. Knowledge without purpose can be a
destructive tool.

> Forgetthe past;it’s dead and gone. Live for the future; it's alive and full of potential.

» Thelife youlive will soon be past. But the things you do for love will last.

» Every experience you have is designed to make you stronger.

» Don't knock the benefits of relaxation. A refreshed soul can be a truly creative soul, and a truly creati
is a productive soul.

» Don'tjustlook at the circumstances; look above and beyond them.

» All that is given cheerfully and generously to another comes back to you and enriches you
unexpected ways.

» Some people are nearsighted; they live only for the present. Other people are farsighted; they
today. !

» Trying times need not drag you down if you will see them as doorways to new beginnings.

» When you feel burdened with all there is to do, reassess your priorities, then do the most important things
first, and leave the rest for later.

» If something seems far too big for you to cope with, maybe it’s because you are meant to share the load with
someone else.

» Inspiration plus perspiration produces a sensation.

Strategic management - Continued from page no. 17

e Tolerance and decentralization — the ability to build e Wil the proposed competitive advantage create Perceived
relationships Differential Value?”
e  Conservative financing e Will the proposed competitive advantage create something

thatis different from the competition?"
A company with these key characteristics he called aliving

company because it is able to perpetuate itself. If a company e Will the difference add value in the eyes of potential
emphasizes knowledge rather than finance, and sees itself as an customers?" This question will entail a discussion of the
ongoing community of human beings, it has the potential to combined effects of price, product features and consumer
become great and endure for decades. Such an organization is an perceptions.

organic entity capable of learning (he called it a "learning

organization") and capable of creating its own processes, goals, ¢ Wil the product add value for the firm?" — Answering this
and persona. question will require an examination of cost effectiveness and

the pricing strategy.

Will Mulcaster suggests that firms engage in a dialogue that
centres around these questions:
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welcome new member

PPMAI welcome the following member/s who

newly joined the Association and look forward to
their prolonged association and active participation

in all our programmes.

Sr. No. Name of the company Name of the company Activity
1. TEMA INDIA LIMITED Mf- Haresh K. Sippy Design, Engineering & Fabrication of:
Hamilton House, 3rd Floor, Director
J.N. Heredia Marg, Ballard Estate, Large and Medium sized Shell and Tube Heat
Mumbai — 400038 Exchangers for Oil & Gas, Chemical,
Tel - +91-22-66900100 Mr. Rajesh Kulkarni Petrochemical, Fertilizer and Power.
Fax : +91-22-67124 (GM- Marketing &
ax: +9 6 533 Business Development) Accredited with 1ISO 9001 : 2008, ASME U, U2,

Email : enquiries@temaindia.com

: R, S & NB
Web : www.temaindia.com Cell: 08108053217

=

PROGRANS 2017

Goods & Service Tax (GST)

Pressure Vessel Design & Heat Exchanger Design

Managing Risks in International Trade with L/C and Standby LC & Bank Payment Obligation (BPO)
Stainless Steel Welding

Metallurgy for Non-Metallurgists

Tower Internals
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tariff

ADVERTISEMENT TARIFF

Specification of our publication is as follows:
Full Page Colour Amount Period . Bi-monthly
Print Size c A4
Print Process . Offset 4 colour
Paper used for cover : 170 gsm Sinarmass Coated Art Paper with matte lamination
Inside Front Cover < 25,000.00 Paper used for inside : 130 gsm Sinarmass Coated Art Paper

Back Cover % 25,000.00
Qutside / Inside

Inside Full Page ¥20,000.00 Advt. Size Artwork should be A/4 size for full page advt. (210 mm width x 297 mm
height). All advertisement will be in 4+4 cmyk Colours.

Payment:

» Payment for banner advertisement should be made in advance by Cheque / DD in the favour of, “Process Plant and
Machinery Association of India” payable at Mumbai along with release order

Internet today has made the world small place and easily reachable nay it is the best and fastest medium to reach and access global markets. Airing
advertisements on website is definitely an economical way to propagate your company and publicize your products world-over. Keeping this in mind, we have
earmarked seven strips for advertisements on our website.

www.ppmai .org Z10,000/- per annum o The rate includes free link to your existing website

gives you an opportunity to advertise worldwide * The bapner will be desligned.and provided by the
advertiser as per specified size

We are pleased to inform you that PPMAI Advertisers may modify their e The banner will be in the form of JPEG or GIF file
website www.ppmai.org is now fully advertisement matter every and its size will not exceed 20kB
revamped with new look and features. quarter.

Payment:

» Payment for banner advertisement should be made in advance by Cheque / DD in the favour of, “Process Plant and
Machinery Association of India” payable at Mumbai along with release order

Advertisers may change their advertisement matter every quarter
< 10,000/- per annum The rates quoted are exclusive of service tax
The size of the ad should be around 40 kb max. Logos or Images will not be entertained
A format will be provided by PPMAI wherein the advertiser can furnish the advertisement matter

Payment:

» Payment for banner advertisement should be made in advance by Cheque / DD in the favour of, “Process Plant and
Machinery Association of India” payable at Mumbai along with release order

Advertisers may change their advertisement matter every quarter

The rates quoted are exclusive of service tax.

The size of the ad should be around 40 kb max. Logos or Images will not be entertained.

A format will be provided by PPMAI wherein the advertiser can furnish the advertisement matter.

3 10,000/- per annum

Payment:

+ Payment for banner advertisement should be made in advance by Cheque / DD in the favour of, “Process Plant and
Machinery Association of India” payable at Mumbai along with release order

For enquiries and | Mr. V.P. Ramachandran, Secretary General
queries contact: | PROCESS PLANT AND MACHINERY ASSOCIATION OF INDIA
002 Loha Bhavan, 91/93, P.D'Mello Road, Masjid (E), Mumbai 400 009.
Tel. 022-23480405/965 Fax: 022-23480426. Email: ppmai@vsnl.net * Cell: +91 9819207269

PPMAI Speak | DEC - JAN 2017






