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Improving firm performance
through entrepreneurial
actions: Acordia’s corporate
entrepreneurship strategy

Donald F. Kuratko, R. Duane Ireland, and Jeffrey S. Hornsby

Executive Overview

As the 21°' century unfolds, entrepreneurial actions are viewed as critical pathways to
competitive advantage and improved performance. One company in the healthcare
management field, Acordia, Inc., developed and prospered through its strategic
entrepreneurial vision. In the words of Acordia’s CEQO, Frank C. Witthun: “2000 was
another landmark year for Acordia, with important acquisitions, innovative new products,
and the foresight of sound, strategic planning fueling our impressive growth. It is our
expert vision that has brought us to this point: a vision of what a brokerage firm can and
should be in the new millennium, and our expertise in delivering innovative products
and services to our clients in a way that not only exceeds their expectations, but

fundamentally changes them.”

Starting in 1986, entrepreneurial actions were instrumental to how Acordia has
conducted business over the last 15 or so years. We use insights from the academic
literature and business press as the framework for the story of how one company was
able to use entrepreneurial actions as the foundation for its successful corporate

entrepreneurship strategy.

........................................................................................................................................................................

Entrepreneurial actions were the medium through
which Acordia, Inc., wanted to influence its compet-
itive environment and establish its position, starting
in the mid-1980s. Entrepreneurial actions are any
newly fashioned behaviors through which compa-
nies exploit opportunities others have not noticed or
aggressively pursued. Novelty, in terms of new re-
sources, customers, markets, or a new combination of
resources, customers, and markets, is the defining
characteristic of entrepreneurial actions.!

As was the case at Acordia, entrepreneurial
actions are the conduit through which entrepre-
neurship is practiced in organizations.? Entrepre-
neurship includes acts of creation, renewal, or inno-
vation that occur within or outside an organization.?
When these acts take place in an established firm,
particularly a large one, like Acordia, they de-
scribe corporate entrepreneurship.t Entrepreneur-
ship is especially important for firms facing rapid
changes in industry and market structures, cus-
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tomers’ needs, technology, and societal values.S
Because Acordia taced all of these conditions as
the 1980s were closing, using entrepreneurial ac-
tions to form and implement a corporate entrepre-
neurship strategy was appropriate.

A firm's strategy is the set of commitments and
actions taken to develop and exploit a competitive
advantage in the marketplace. Because they are
the source of how firms create value, being able to
develop and exploit one or more competitive ad-
vantages is a universal objective of all compa-
nies.® A competitive advantage "“is the result of an
enduring value differential between the products
or services of one organization and those of its
competitors in the minds of customers.”” Compa-
nies able to exploit the competitive advantages
they own today, while simultaneously making de-
cisions to shape the advantages they intend to own
and use tomorrow, increase the probability of long-
term survival, growth, and financial success.?®
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Acordia wanted to emphasize its current competi-
tive advantages (marketing programs, administra-
tive skills, and computer applications) while using
entrepreneurial actions to develop innovation as
tomorrow’s competitive advantage.

Innovation offers interdependent benefits to firms.
First, innovation itself can be an important competi-
tive advantage. Indeed, especially in rapidly chang-
ing environments, innovation is a prerequisite to
competitive parity as well as being a competitive
advantage.® In addition, being able to innovatively
upgrade current advantages helps the firm derive
maximum competitive value from them. An upper-
level executive from Enron speaks to this benefit:
“Innovation is at the heart of sustaining a company’s
competitive advantage.”1® As we will see, Acordia’s
executives were aware of innovation's importance to
their firm’s current and future performances.

“Innovation is at the heart of sustaining
a company’s competitive advantage.”

Innovations bring something new into being—
products, processes for producing an existing
product or service, and markets. Sometimes, new
markets for the firm's current products are found;
in other cases, new products are sold in new mar-
kets. Product, process, and market innovations of-
ten flow from newly fashioned entrepreneurial ac-
tions, through which firms exploit opportunities
that others have not noticed or pursued.

The terms we use to frame Acordia’s story have
an interdependent and sequential relationship.
For example, entrepreneurial actions are novel be-
haviors the firm intends to use to pursue opportu-
nities; entrepreneurship captures the full set of
entrepreneurial actions the firm takes to create,
renew, or innovate; when practiced in large organ-
izations, entrepreneurial actions are the founda-
tion for corporate entrepreneurship, a specific
application of entrepreneurship; and, when entre-
preneurial actions are the foundation on which a
firm's strategy is built, a corporate entrepreneur-
ship strategy is being implemented. Because novel
behaviors (that is, entrepreneurial actions) formed
the core of its newly chosen commitments and ac-
tions, Acordia clearly chose to implement a corpo-
rate entrepreneurship strategy to reverse its for-
tunes and prepare for a successtul future.

The Relationship Between Corporate
Entrepreneurship and Firm Performance

The relationship between corporate entrepreneur-
ship and firm performance in large organizations

has been assessed ditferently across time. During
the 1980s, some argued that it was difficult for
people to act entrepreneurially in bureaucratic or-
ganizational structures.!! At the same time, others
believed that, for companies of any size, entrepre-
neurial actions were possible, should be encour-
aged, and could be expected to enhance firm per-
formance.!2

A virtual revolution about the value of entrepre-
neurial actions as a contributor to firm perfor-
mance took place from the late 1980s throughout
the 1990s. This was a time during which companies
were redefining their businesses, thinking about
how to most effectively use human resources, and
learning how to compete in the global economy. In
short, "Some of the world's best-known companies
had to endure painful transformation to become
more entrepreneurial. These companies had to en-
dure years of reorganization, downsizing, and re-
structuring. These changes altered the identity or
culture of these firms, infusing a new entrepre-
neurial spirit throughout their operations...
change, innovation, and entrepreneurship became
highly regarded words that describe what success-
tul companies must do to survive.”!3

As the 21*' century unfolds, entrepreneurial ac-
tions continue to be seen as an important path to
competitive advantage and improved performance
in firms of all types and sizes.!* Some even believe
that the failure to use entrepreneurial actions suc-
cessfully in the fast-paced and complex global
economy is a recipe for failure.!s

Many factors affect companies’ success when
using entrepreneurial actions to implement a cor-
porate entrepreneurship strategy.’® The most im-
portant factors concern the firm's ability to estab-
lish a vision and for top management to support
it,'” to organize people and tasks in ways that
make it possible for entrepreneurial actions to
Hlourish,!® to have sufficient resources to support
entrepreneurial actions,!® to use rewards and com-
pensation systems that reinforce individuals’ and
teams’ entrepreneurial actions,?® and to encourage
risk taking, as measured by individuals' willing-
ness to accept risks and tolerate failure.?!

Several topics are explored to tell the story of
Acordia, Inc.?? First, we discuss the entrepreneurial
vision, new-venture teams, and compensation that
the firm emphasized to design and use its corpo-
rate entrepreneurship strategy. A new-venture
team is a way of organizing people to promote
entrepreneurial actions. Thus the factors Acordia
concentrated on parallel three of those that re-
search evidence shows to be critical for successful
use of a corporate entrepreneurship strategy.

Figure | shows how most of the literature-
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Implementing the Corporate Entrepreneurship Strategy

FIGURE 1
Entrepreneurial Actions and Implementation of a
Corporate Entrepreneurship Strategy

supported factors are involved with designing and
implementing a corporate entrepreneurship strat-
egy. The specific manner in which Acordia applied
the three factors that it determined were vital to its
entrepreneurial efforts is shown in Figure 2. We
then discuss the context and details of Acordia’s
entrepreneurial journey, and discuss its implica-
tions for managerial practice.

Entrepreneurial Vision—The Guiding Light

An entrepreneurial vision indicates what a com-
pany expects to achieve. Environmental opportuni-
ties and the patterns of competition between a firm
and its rivals influence this vision.?? Intended to
capitalize on opportunities, an entrepreneurial vi-
sion's desired outcomes should be challenging. In
a recent annual survey, Fortune found that the
most admired companies set more challenging
goals as compared with those failing to make the
list.24

The ultimate responsibility for forming a vision
rests with top-level executives. An effective entre-
preneurial vision allows affected parties to focus
on critical tasks as they pursue organizational and
personal objectives.?S A meaningful vision is sen-
sible in employees’ eyes, is easily understood, sug-
gests a higher calling,? and creates a cultural glue
that binds people together in ways that help them
share knowledge in competitively relevant ways.
Moreover, in the global economy, the most effec-
tive vision highlights a firm’'s commitment to prod-
uct, process, and market innovations. Talented vi-
sion setters know that part of their responsibility is

to coach employees to meet the challenges of or-
ganizational life, energize them by their own
determination and relentless pursuit of success
and opportunity, and facilitate their attempts to
achieve more than they thought possible as they
strive to help the firm reach its vision.??

New-Venture Teams—An Organizational Form for
Entrepreneurial Actions

In today’'s complex business environments, top-
level executives don't have access to all of the
information needed for their firms to innovate and
pursue environmental opportunities. Because in-
formation is widely dispersed among employees,
teams are formed.?® Oiften called new-venture
teams, their focus is on collective entrepreneurship
rather than solely on the entrepreneurial abilities
of a firm’'s top-level managers.

Collective entrepreneurship results in team-based
endeavors in which the whole of the effort exceeds
the sum of individuals’ contributions.?® The collective
talent of a new-venture team can be particularly
effective (as measured by product, process, and mar-
ket innovations) when its members come from ditfer-
ent functions (e.g., marketing, design, and produc-
tion) and when top-level managers actively support
the team’s efforts3® When forming new-venture
teams, firms should draw from their entire talent
pool, because the most effective entrepreneurial ac-
tions sometimes surface from individuals or teams
from whom such output wasn't anticipated.?! Unex-
pected, yet valuable, contributions surface because
most, if not all, members of an organization have
untapped talent and potential.32

When forming new-venture teams, firms
should draw from their entire talent pool,
because the most effective
entrepreneurial actions sometimes
surface from individuals or teams from
whom such output wasn’t anticipated.

Several benefits result from productive new-
venture teams. First, because effective teams ac-
cept responsibility to monitor and control their be-
havior, managers have more time to engage in
entrepreneurial actions, such as those necessary
to find new markets. Effective new-venture teams
also share their diverse knowledge sets. Integrat-
ing knowledge from team members’ different tunc-
tional areas increases the likelihood that the team
will develop successiul product, process, or market
innovations. Research findings, as well as com-
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FIGURE 2
Acordia’s Corporate Entrepreneurial Actions and Corporate Entrepreneurship Strategy

pany experience, suggest that the most effective
new-venture teams have members who feel free to
use their knowledge, intelligence, skills, and cre-
ativity while working together.3?

However, new-venture teams sometimes fail to ful-
fill their promise. Poor intragroup communications, a
lack of commitment by all, and ineffective perfor-
mance incentives are examples of conditions that
contribute to failure. An experienced consultant
believes that unsuccessful teams are a product of
poor planning, preparation, leadership, and assess-
ment.** In contrast, high-performance teams are di-
verse (in terms of members’ work background and
problem-solving approaches, for example) and char-
acterized by supportive relationships (e.g., communi-
cating with integrity and authenticity®).

Compensation—An Important Motivator of
Entrepreneurial Actions

Because it is among the most visible indicators of
a firm’s motivation and reward systems, compen-
sation is a frequent topic of discussion among
managers and employees alike. Compensation
can have a powertful effect on outcomes resulting
from individual and team efforts, and, ultimately,
on firm performance.?®

Broad in scope, compensation can include “more
than just money paid in the form of wages, sala-
ries, and bonuses. If the definition is stretched, we
could include intrinsic or psychic compensation,
such as status, independence, power, and so on.”%
Traditionally, compensation components are
grouped into three categories—indirect pay (bene-
fits and services), direct pay (base pay, merit, in-
centives, and cost-of-living adjustments), and re-
lational forms (recognition, status, security,
challenging work, and learning opportunities).3®

What do we know about compensation’s effects
on firm performance? A review of the last 10 years
or so of research findings suggests several things.
First, it seems that the type of compensation sys-
tem has a greater etfect on firm performance than
does the amount of compensation. Also, compen-
sation’'s etfect on firm performance is as significant
as, it not greater than, the effects of all other hu-
man resource activities. And a mixture of variable
pay or incentives results in a more significant ef-
fect on firm performance than does any single com-
pensation source.?®

Some top-level managers believe that unique
types and combinations of compensation should
be used to stimulate entrepreneurial actions and to
support implementation of a corporate entrepre-
neurship strategy. A survey of CEOs in Fortune
1000 firms revealed that in over 30 percent of the
firms, managers of new ventures are compensated
differently from their counterparts in more estab-
lished organizations. Moreover, more than half of
the respondents indicated that venture members'
incentives should be based on the venture's ROIL
and that incentives should be capped between 50
and 200 percent of an individual's salary. Internal
compensation equity, the specification of new-
venture goals, and determining how to respond
effectively to any shareholder objections about
new-venture teams were seen as the major obsta-
cles to using entrepreneurial compensation prac-
tices.40

Research findings offer additional insights
about the relationship among strategies, compen-
sation, and performance.*! For example, to achieve
high performance, companies implementing an in-
novation strategy (searching continually for new-
market opportunities, and developing process,
product, and market innovations) should use
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different compensation policies from firms
implementing cost-leadership or differentiation
strategies. Compared with cost leaders and ditfer-
entiators, high-performing innovators assign more
importance to the nature of the objectives that in-
fluence how new employees are attracted and cur-
rent ones retained, are more aggressive in their
pay level policies, use a wider range of merit
raises and extend merit pay to a larger percentage
of non-exempt employees, and are more open and
participative in administering pay policies. An-
other significant finding from the study was that
inferior firm performance was related to a lack of
fit between the pay policy and the strategy being
used.4?2 Though obvious, the managerial implica-
tions of these findings are important for firms
seeking to be innovators, as was the case for
Acordia, Inc.

Another significant finding from the
study was that inferior firm performance
was related to a lack of fit between the
pay policy and the strategy being used.

Acordia, Inc.—An Entrepreneurial Journey

In the early 1980s, Blue Cross/Blue Shield of Indi-
ana experienced many environmental discontinui-
ties and changes. Studying these conditions, many
of which threatened the viability of how the firm
had been competing, convinced L. Ben Lytle, the
CEO and chairman of the board of directors, that
decisive actions were necessary. Believing that the
insurance industry's changing competitive envi-
ronment called for innovation, Lytle was con-
cerned about his firm’s innovative ability. In par-
ticular, he feared that the company’s bureaucratic
structure was stifling what were at that time infor-
mal attempts by some employees to act entrepre-
neurially to develop product, process, or market
innovations. Lytle's belief is consistent with
research evidence suggesting that eliminating
organizational structures “that obscure personal
responsibility and homogenize individuals' ac-
tions"43 is a prerequisite to successtul corporate
entrepreneurship. Moreover, Lytle envisioned in-
novation as the key to exploiting opportunities that
were emerging in the external environment. Thus
to improve Acordia’s current performance and to
lay the foundation for future success, Lytle knew
that employees had to behave differently, and that
incentives were needed to elicit and reinforce
those behaviors. He also knew that, in conjunction
with the other top-level managers, he had to visi-

bly support emerging entrepreneurial actions if
they were to surface across the firm.

Beginning in 1986, Lytle and his company em-
barked on a multiyear entrepreneurial journey. An
entrepreneurial vision, of the firm’s becoming the
nation’s largest supplier of insurance products to
mid-market customers, framed this journey. Mid-
market customers were defined as cities with pop-
ulations between 100,000 and 1,000,000, employers
with fewer than 5,000 employees and $200,000 an-
nually in property and casualty commissions, and
individuals with incomes exceeding $50,000 per
year, with a net worth greater than $500,000 but
less than $5 million. Selling multiple products to
mid-market customers was an opportunity that
competitors had not recognized or had chosen not
to pursue intensely.

Early in the journey, a corporate-entrepreneur-
ship training program was started to introduce
employees to the importance of entrepreneurial
actions and to describe what would be done to
elicit and support them. Upper-level managers
took other early entrepreneurial actions, including
changing the firm’'s name from Blue/Cross Blue
Shield of Indiana to The Associated Group, and
organizing the new company into operating units.
The units were batched by industry, geography,
demographics, and products, permitting a focus on
mid-market customers’ needs. Acordia, Inc., one of
the major units created through the reocrganization,
is the focus of our story. As a subsidiary of The
Associated Group, Acordia, Inc., created indepen-
dent and entrepreneurial companies under its um-
brella. Ranging in size from 42 to 200 employees,
Acordia’s companies (eventually 50 in total) oper-
ated independently of each other, with each hav-
ing profit and loss responsibility. The constant was
that each one had to focus on serving mid-market
customers’ needs. The companies’ products in-
cluded life insurance, property and casualty insur-
ance, insurance brokerage, and health insurance.

Each Acordia company was expected to domi-
nate its current market niche while simultaneously
developing new ones it could expect to dominate,
typically through innovations. Acordia’s corporate
entrepreneurship strategy called for identical en-
trepreneurial processes in all companies, although
they differed in terms of products developed and
serviced. Thus for each Acordia company, the
same routines were used to form a vision, organize
new-venture teams, and develop a compensation
system that would support and reinforce entrepre-
neurial actions. Each Acordia company had its
own CEQ, vice presidents, and board of directors.
Those chosen to lead the Acordia companies had
experience with innovations, had shown competi-
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tive aggressiveness in leading other firms, and
had a history of taking appropriate levels of risk
when steering firms by relying on entrepreneurial
actions.

Acordia’s Corporate Entrepreneurship Strategy

The primary objectives of Acordia’s corporate en-
trepreneurship strategy were to use entrepreneur-
ial actions to diversily into other insurance and
financial services products with sales patterns
that were either noncyclical or counter-cyclical to
those of health insurance, expand geographically
outside Indiana into growth markets such as the
South, West, and Southwest, and strengthen its
core healthcare business. Thus Acordia expected
its independent companies to use newly fashioned
behaviors to exploit opportunities and improve
performance as a result.

To stimulate process, product, and market inno-
vations by implementing its corporate entrepre-
neurship strategy, Acordia executives knew that
an entrepreneurial culture was needed in each
company. In such a culture, creativity, commit-
ment, dedication, and a desire to innovate are com-
mon behavioral norms. To rapidly develop such
cultures in the Acordia companies, corporate-
entrepreneurship training programs were offered
and performance responsibilities were decentral-
ized to each company’s CEQO. Among several ben-
efits, decentralization facilitated the forming of
new-venture teams—teams that were expected to
be a primary source of process, product, and mar-
ket innovations. Including people with different
functional backgrounds, teams were organized
around discreet customer needs by industry type,
geographic area, demographic characteristics,
and products.

As previously indicated, Acordia’s entrepreneur-
ial vision was to become the nation’s largest sup-
plier of insurance products to mid-market clients.
The following operational objectives guided the
entrepreneurial actions taken to reach the vision.*

Creating value

Objective: Demonstrate that value is created for an
employer or an individual in selecting an insur-
ance or financial service product, tailoring it to the
customer's needs, and servicing the product after
the sale.

The continuous restructuring of Acordia to form
new companies focusing on distinct customer-
segment niches with unique needs was the pri-
mary entrepreneurial action taken regarding this
objective. Each Acordia company was expected to

develop process innovations to reduce its overall
cost of distribution and administration. To create
more customer value, profitable new products
were to be created as well. This expectation re-
sulted in the development of product innovations
for segments called "pioneer customers.”

Financial performance

Objective: Achieve a level of financial perfor-
mance for shareholders at least equal to if not su-
perior to the level that could be earned through
investment alternatives.

An average of 15-percent annual growth in earn-
ings per share and maintenance of an average
annual return on shareholders’ equity in the top
one-half of comparable companies were the per-
formance metrics used to assess Acordia compa-
nies’ outcomes. Satistying these financial criteria
was expected to yield the capital required to create
new Acordia companies and meet shareholders'
expectations.

Market segmentation

Objective: Utilize a market-segmentation strategy
designed to continually focus the Acordia compa-
nies on efforts to form increasingly specialized
market niches.

The purpose of the market-segmentation strat-
egy was to encourage each Acordia company to
rely on innovation to identily new segments of
existing markets or to locate new customers with
specialized needs. Moreover, each company was to
perform at a level that resulted in its being ranked
no lower than third in the total share of its market.
Identifying and then dominating increasingly spe-
cialized market niches yielded additional spin-oiis
from existing Acordia companies. To compensate
entrepreneurial team members, stock options were
associated with each spin-off.

Entrepreneurial companies

Objective: Maintain and develop small, highly en-
trepreneurial, expense-sensitive Acordia compa-
nies.

Using only two levels of management and pre-
venting any Acordia company from exceeding 200
employees were two important aspects of Acor-
dia’s management system that helped reduce each
company’s operating costs. In addition, flat organ-
izational structures and sophisticated manage-
ment information systems stimulated the sharing
of tacit knowledge*® among team members as well
as between and among the new-venture teams.
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Table 1
Acordia’s Annual Incentive Plan

Award Calculation Guide
($ expressed per $10,000 of target award)

Individual

Acordia companies’
board of directors’
discretion range

Formula award
(Cash bonus)

Financial result
(Revenue growth)

Acordia, Inc., Total
parent company
discretion range

maximum
award earned

Threshold = 12% $6,000 Up to $2,000 Up to $2,000 $10,000
Target = 15% $8,000 Up to $2,000 Up to $5,000 $15,000
Outstanding = 18% $10,000 Up to $2,000 Up to $6,000 $18,000

Below threshold

Not eligible for incentive based on formula.

Increasingly, knowledge is recognized as an im-
portant competitive advantage. Of the different
types, tacit knowledge, knowledge that can be ob-
served in employees’ actions and the outcomes
resulting from them, is linked strongly to the de-
velopment of successful process, product, and mar-
ket innovations. Because tacit knowledge can't be
easily codified, it is difficult for competitors to un-
derstand and imitate it. As a result, organizations
prefer to rely on tacit knowledge as a primary
foundation for their competitive advantages.®

Incentive compensation

Objective: Develop a compensation system that
continuously elicits, supports, and encourages en-
trepreneurial actions.

Focused on performance outcomes, the compen-
sation system in the Acordia companies was in-
strumental to the success of Acordia’s corporate
entrepreneurship strategy. The compensation sys-
tem called for cash wages to be consistent with
individual market averages for individual posi-
tions. Each market average was a combination of
base pay plus an annual incentive. The base pay
was established at the low end of a market range;
the annual incentive, however, was positioned at
the range’s upper end. This approach allowed high
performers to earn more than those working in
comparable positions in other organizations.

An individual Acordia company’s financial per-
formance, along with an assessment by the com-
pany’s board of directors and the discretionary in-
put from those managing Acordia, Inc., determined
a CEO’s annual incentive. A worksheet similar to
the one shown in Table 1 was used by each com-
pany’s board to create clear performance incen-
tives. Incentives were also influenced by customer-
satisfaction surveys, the quality of a company's
product and geographic diversification, assessed
by the board, and surveys of employee satisfaction

with the manager's performance, especially as it
related to her or his ability to induce and support
entrepreneurial actions. The aggressive incentives
were intended to provide significant returns to
high performers.

A stock-option plan (see Table 2) was another
part of the compensation system. Intended as a
long-term incentive and ownership opportunity for
all Acordia companies’ executives, the plan was
framed around the stock of Acordia, Inc. Of course,
the value of this stock was influenced by the quality
of all Acordia companies’ financial performances.

Operationally, the stock-option plan featured a
target pool of 1,800 shares of stock annually for
each Acordia company. For control and broad-
based incentive purposes, an upper limit of 600
shares in any one year for each manager was
established. Each company’'s board followed es-
tablished guidelines to allocate shares. In total,
the relatively rare compensation system facilitated
implementation of the corporate entrepreneurship
strategy by fostering and supporting an ownership
perspective among the companies’ executives.

Acordia Corporate Benefits, Inc.: A Product of
Entrepreneurial Actions

Acordia Corporate Benefits, Inc., (ABI) was one of
the 50 Acordia companies whose development and
growth demonstrated Acordia’s corporate entre-
preneurship strategy.*’

On December 1, 1990, ABI was incorporated in
Indiana as a third-party administrator and insur-
ance agency. Consistent with the entrepreneurial
vision of Acordia, Inc., ABI's mission was to de-
velop, market, and administer innovative insur-
ance and insurance-related products to firms with
50 to 1,000 employees. A limited number of manu-
tacturing and service firms were the target market.

ABI started with 97 employees. As with each
Acordia company, an immediate interest was to
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Table 2
Acordia’s Stock-Option Plan

Operating company growth rate

Individual
Performance 12% 15% 16% & above
Poor 0 0 0
Good 100 150 200
Excellent 200 400 500
Superior 300 500 600

Note: Numbers refer to stock options awarded to each eligi-
ble employee.

build an entrepreneurial culture through which
ABI could develop process and product innova-
tions and identity new markets with unique needs.
ABI's initial organizational structure influenced
the company's subsequent culiure. Each employee
worked for one of four vice presidents, responsible
for sales, systems, finance, and underwriting. The
vice presidents reported to ABI's CEO. With only
two management layers, employee independence
and self-control were encouraged and supported.

A new, one-floor facility also proved instrumen-
tal to developing an entrepreneurial culture. The
building facilitated interactive workilow proce-
dures. Interactions among new-venture team mem-
bers and among independent teams became
grounded in forming and sharing tacit knowledge.
Positive feelings surtacing from these interactions
and the knowledge they fostered created positive
morale in individuals and between employees and
their vice president.

A new, one-floor facility also proved
instrumental to developing an
entrepreneurial culture.

An Employee Advisory Council was created with
the primary objective to find ways for ABI to con-
tinuously improve its innovation abilities. Elected
by peers, council members developed programs
(e.g., quarterly all-employee meetings and dress-
down day on each payday) that supported ABI's
commitment to elicit and support entrepreneurial
actions. The council’'s work was a positive influ-
ence on ABl's entrepreneurial culture.

ABI's entrepreneurial actions brought notewor-
thy results. In its first year, the company earned a
pretax return of over 18 percent. Performance re-
sults in 1992 were better, with pretax net earnings
exceeding 1991's by 22 percent. Moreover, during
1992, ABI earned over 40 percent of its net income
from states other than Indiana; non-health insur-

ance businesses accounted for approximately 20
percent of earnings. ABI had become a licensed
third-party administrator and life and health insur-
ance agency in over 20 states.

Consistent with the objectives of Acordia’s cor-
porate entrepreneurship strategy, ABI continu-
ously evaluated opportunities that might create
geographic or product-line diversification. In 1993,
Flexible Benefits Administration, a product inno-
vation, was introduced. The product resulted from
the sharing of tacit knowledge among team mem-
bers engaging in entrepreneurial actions. This
product innovation generated revenue of over $1
million in its initial year. ABI also acquired a large
Indianapolis-based property and casualty insur-
ance agency in 1993.

As we have described, the entrepreneurial ac-
tions of ABI's employees contributed to the suc-
cessful implementation of the corporate entrepre-
neurship strategy of Acordia, Inc. ABI remained
small and tightly focused on unique and specific
market niches. Company personnel continued to find
new niche markets and serve them with new units
such as the Indianapolis-based property and casu-
alty insurance agency. Overall, ABI contributed to
the improved performance of Acordia, Inc., through
its successtul use of entrepreneurial actions.

Corporate Entrepreneurship within Acordia

L. Ben Lytle, CEO of Blue Cross/Blue Shield of In-
diana—the predecessor to The Associated Group
and to Acordia, Inc., as a part of it—recognized the
threats and opportunities the external environ-
ment of the 1980s created for his firm. Volatility,
unpredictability, and rapid changes had become
common in the insurance industry and were alter-
ing Blue Cross/Blue Shield of Indiana’s familiar
and comfortable competitive patterns. Approach-
ing these challenges proactively, Lytle concluded
that entrepreneurial actions were the foundation
on which the company's future had to be built. As
we noted eatrlier, both corporate experiences and
research findings suggest that an entrepreneurial
vision, effective new-venture teams, and a com-
pensation system that stimulates and reinforces
entrepreneurial actions are linked with a success-
ful corporate entrepreneurship strategy. As we
have described, this turned out to be the case for
Acordia. The entrepreneurial vision—to become
the nation's largest supplier of insurance products
to mid-market customers—was bold and energiz-
ing. From the outset, it inspired employees and
stimulated entrepreneurial cultures in which pro-
cess, product, and market innovations became de-
sired sources of competitive advantage.
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The work of new-venture teams in the Acordia
companies was instrumental to their success. Group-
ing employees by skills required to innovate in ways
that could satisfy unique customer needs, rather
than organizing people on the basis of their func-
tional expertise (e.g., marketing, production, and fi-
nance), facilitated the sharing of tacit knowledge—
knowledge that became the foundation of product,
process, and administrative innovations. Impor-
tantly, too, grouping people by skill type signaled the
expectation that employees were to work collabora-
tively rather than individually. Decentralizing deci-
sion-making authority empowered employees to reg-
ulate their own behavior and enabled rapid, creative
responses to market opportunities as they surfaced.

The Acordia companies’' compensation system
fostered entrepreneurial actions. An important fea-
ture of the system was the decision to use a two-
tiered structure. Initially, market rates were used
to attract talented people. Importantly, though, sig-
nificant incentives could be earned when entrepre-
neurial performance targets were reached or ex-
ceeded. Decentralization of decision making to
first a company and then to teams within each
company made it possible to create incentives that
induced superior performances grounded in streams
of individual and team entrepreneurial actions.

The Acordia Experience: Implications for
Managerial Practice

Acordia’s experience with entrepreneurial actions
as the foundation of its corporate entrepreneurship
strategy offers several insights that inform mana-
gerial practice.

Entrepreneurial actions and the corporate entre-
preneurship strategy for which they are a founda-
tion result from intentional decisions. Our analysis
of the Acordia, Inc., experience suggests that form-
ing an entrepreneurial vision, using new-venture
teams, and relying on a compensation system that
encourages and supports creative and innovative
behaviors are products of careful and deliberate
planning.

Upper-level managers must support the impor-
tance of entrepreneurial actions, through both
words and deeds. Supportive words are one thing.
Seeing their leaders behave entrepreneurially cre-
ates employee commitment to do the same and has
a more significant effect than words. Moreover,
watching managers behave entrepreneurially, in-
cluding actions taken to deal with the consequences
of those behaviors, demonstrates that all parties will
work together to cope with the disruption to existing
work patterns that novel behaviors create.

Supportive words are one thing. Seeing
their leaders behave entrepreneurially
creates employee commitment to do the
same and has a more significant effect
than words.

All who will be affected by an entrepreneurial
vision should be involved with its development.
Visions formed this way take on the characteristics
of a commitment, almost an informal contract, be-
tween top-level managers and their associates.
The commitment to use entrepreneurial actions to
improve the firm's performance by reaching the
vision sometimes creates bonds that serve the firm
well when difficulties are encountered. People and
teams bonded tightly through a vision to which
they are committed find ways to quickly and effec-
tively resolve issues that have the potential to re-
tard movement toward vision fulfillment.

Effective corporate entrepreneurship strategies
consider the value of several types of innovation.
Innovative products are important and can create
significant value. However, process and market
innovations are also valuable outcomes of entre-
preneurial actions. Through process innovations,
firms discover ways to operate more efficiently.
Market innovations contribute to a company’s in-
terest in operating more effectively, in that they
help the firm identify new market space in which it
can compete. Thus the triad of product, process,
and market innovations is the most desirable out-
come for firms using entrepreneurial actions.

Eliciting entrepreneurial actions is challenging.
An obvious indicator of a manager's success is the
degree to which employees change their behavior
to begin acting entrepreneurially. A second and
complementdry performance measure is the pro-
cesses the manager used to elicit those behaviors.
For example, did the manager begin to act entre-
preneurially? Did he or she involve all relevant
parties when forming an entrepreneurial vision,
organizing new-venture teams, and developing a
compensation system? Particularly in firms unac-
customed to focusing on entrepreneurial actions
and innovation, processes are as important as con-
tent or outcomes.

Epilogue: Innovation Breeds Success

The corporate entrepreneurship strategy of Acor-
dia, Inc., was a success, with entrepreneurial ac-
tions being used throughout the Acordia compa-
nies. Innovative processes helped to streamline
company operations. The firm became more diver-
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sified in its products and markets, in that new
products were introduced into multiple markets,
while new markets with specific customer needs
were regularly identified. The commitment to
serve new, highly focused markets led to addi-
tional Acordia companies. Using its original com-
petitive advantages, as well as innovation, a new
advantage was formed in many of the individual
companies. Acordia’s entrepreneurial journey
proved to be the foundation for The Associated
Group's success in the early 1990s.

Impressive financial results were recorded dur-
ing implementation of the corporate entrepreneur-
ship strategy. At the end of 1991, The Associated
Group (TAG), the parent organization for all Acor-
dia companies, was earning more than one-fourth
of its $2 billion sales revenue from business lines
outside Blue Cross/Blue Shield of Indiana’s origi-
nal core product—health insurance. In early 1992,
Acordia, Inc., completed a successful IPO. Subse-
quently, the firm's stock traded on the NYSE. In
June of the same year, Business Insurance ranked
Acordia, Inc., as the 10™ largest insurance broker
in the United States and 14™ largest in the world.

Not all of Acordia’s financial success can be attrib-
uted to using entrepreneurial actions within a corpo-
rate entrepreneurship strategy. Nonetheless, the
corporate entrepreneurship strategy was clearly in-
strumental in the progress made toward reaching
the entrepreneurial vision. A comment from an Acor-
dia company’s CEO demonstrates the value of using
entrepreneurial actions as the foundation for a cor-
porate entrepreneurship strategy: “We became on
employer of empowered employees who look for-
ward to change, new products, and a promising
future.”

“We became an employer of empowered
employees who look forward to change,
new products, and a promising future.”

The results of a 1995 strategic plan brought
change to Acordia and its parent, The Associated
Group. As was the case in the early 1980s, a rapidly
changing external environment, one that created
threats and opportunities, influenced the changes.

Projections resulting from the 19395 analysis of
the external environment suggested that the future
would find healthcare being delivered, paid for,
and administered in substantially different ways.
In addition, expectations were that the healthcare
industry would consolidate rapidly, resulting in a
smaller number of competitors, each of whom
would have the size required to develop pertor-
mance-enhancing economies of scale.

Caretul study ot these projections and their im-
plications supported TAG's decision that continu-
ing its focus on product and geographic diversifi-
cation would no longer be effective. TAG executives
concluded that refocusing on core healthcare-
insurance product lines was best. By concentrating
its resources on a narrower product line, the firm felt
that it could learn how to meaningtully satisty cus-
tomers' anticipated needs.

Actions were taken to refocus TAG so that its
financial performance would remain strong. In
1997, Acordia's stock was purchased off the public
market. Subsequently, all healthcare insurance
businesses were transferred from the Acordia com-
panies to TAG. Without its healthcare businesses,
Acordia, Inc., was essentially a property and casu-
alty insurance firm. TAG sold Acordia, Inc., in 1997
to a group of investors and company officers, cre-
ating the largest privately held brokerage com-
pany in the world as a result.

Contributing to the success Acordia has experi-
enced since becoming a privately held company is
its ability to grow by acquiring smaller U.S. bro-
kerage firms. The intent is to identify local firms
with outstanding reputations and business philos-
ophies that parallel Acordia’s. Each new acquisi-
tion benefits from Acordia’s large and diverse re-
source base as it remains focused on providing
superior service to its local clients. In 2000, Acordia
completed seven major acquisitions of firms lo-
cated in several states, including Alabama, Cali-
fornia, and Minnesota.

Offering global reach with local expertise, Acor-
dia remains committed to developing innovative
products and innovative ways of delivering them.
In 2000, Acordia debuted eProtector, a package of
coverages intended to meet the needs of technol-
ogy companies by dealing with the risks they face
in the digital age. EProtector covers risks that gen-
eral liability policies have not considered. Strate-
gic partnerships, such as one formed in 2000 with
Merck-Medco, have become an innovative means
of delivering Acordia products. Merck-Medco is the
nation's largest prescription benetfits manager.
Acordia and this firm pooled their resources to
form scriptSMART, a private-label prescription
program offered exclusively through Acordia. Of-
fering deep discounts on over-the-counter medi-
cines, vision care, and prescriptions, the program
is administered out of Acordia’s Cincinnati, OH,
office.

With over 3,800 employees committed to providing
superior client service, Acordia believes that it is
“stretching the definition of what an outstanding bro-
kerage firm should offer its clients.”#® Oriented to
continuous product, process, market, and adminis-

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissionyz\w\w.manaraa.com



70 Academy of Management Executive

November

trative innovations, entrepreneurial actions remain
at the core of how Acordia stretches its resources to
reach its objectives. Thus the entrepreneurial jour-
ney that started by establishing the first Acordia
companies continues today as Acordia seeks to pro-
vide services that exceed clients’ expectations.
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