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Summary

This case study describes the structure and strategy of the IT HR group at Sears,
Roebuck and Co., a company recognized for its leading IT organization. This
case study might be used to: provide an example of how to organize the ITHR
group to increase its strategic focus; initiate discussions about potential
approaches to recruiting, employee attitude surveys and performance appraisals;
and, benchmark how your company has assigned responsibilities for IT human
resources activities.

SNAPSHOT

Sears, Roebuck and Co. has been recognized by CIO magazine as a leading company in its use of
information technology and by ComputerWorld as one of the top IS shops to work for. Sears has
a staff group dedicated to IS HR activities and its IS strategic planning process formally addresses
human resource issues. This case describes how the IS human resource management function is
organized and managed, and highlights effective practices in the areas of compensation,
recruiting, use of employee attitude surveys and performance reviews.
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BACKGROUND

Sears, Roebuck and Co., headquartered near Chicago in Hoffman Estates, Illinois, is a well-
known retailing giant with 1997 revenues of $41 billion, approximately 300,000 employees
(called “associates’) and more than 2700 retail units. Since 1992, the company has undergone a
major transformation, divesting itself of Dean Witter, Coldwell Banker, and other non-retail
businesses, and dramatically improving its financial resullts.

In the course of redefining the company, senior management developed a rigorous model of the
business that showed the links from management behavior through employee attitudes to
customer satisfaction and financial performance. This “employee-customer-profit” model and its
associated “total performance indicator” measures are now an integral part of the company’s
management system, and are changing Sears culture. To paraphrase the vison statement,
everyone can now see how making Sears a compelling place to work affects making Sears a
compdling place to shop and hence, a compelling company in which to invest. By aiming to be a
compelling place to work—and by linking leadership behaviors and employee attitudes to
improved business performance—Sears has shifted the role and focus of the human resources
function.

Thus, Sears is addressing the challenges of 1S staffing in the context of a positive and corporate-
wide emphasis on human resource management issues.

IS Organization

Sears has a centralized IS function, led by a Senior Vice President/CIO who reports to the CEO.
There are over 1500 IS employees and approximately 250 contractors. The majority of these
individuals (1250 or so) are located at headquarters. Groups of about 100 employees are in Austin
and Boise, with therest in afew other locations.

There are seven IS vice presidents who report to the CIO and lead systems devel opment
organizations aligned with Sears' business units (e.g., full-line stores, home stores, auto group,
credit). Also reporting to the CIO is a planning and administration group responsible for 1S
dtrategic planning and budgeting, and a technology services organization responsible for
infrastructure and standards, including technical architecture, telecommunications and distributed
technology. (Sears outsourced its data centers and data network in 1994.) Finally, there is an HR
management function that reports to the CIO and is responsible for all aspects of IS HR activities.

Human resource issues are an integral part of the IS strategic planning process, including such
specifics as overal level of staffing needed, staffing mix, critical skills and strategies to attract
and retain associates. In today’s tight IS labor market, Sears considers recruiting and
compensation issues to be critical HR-related challenges.

OVERVIEW OF THE IS HR ORGANIZATION

The current structure of the IS HR function has only been in place since November 1997. Prior to
this, 1S had its own recruiting staff and (top notch) training group, but they were separate from
one another and from the HR administrative functions (such as compensation and benefits), that
reported to Corporate HR.

As part of the transformation of the human resources function, the major business units at Sears
now have HR functions reporting directly to them, with dotted-line relationships to Corporate
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HR. However, initially IS did not have its own HR group because it was viewed as one of the
corporate “shared services’ organizations that was supported by Corporate HR. The IS HR group
was established partly because IS differed in its HR needs, but more importantly, because senior
management came to recognize IS sincreasingly essentia rolein al of Sears' businesses.

A Senior Director of IS Human Resources now heads a 30-person organization with the
following areas. recruiting; training; contractor relationships, communications;, compensation and
benefits design; HR administration; and HR planning and associate development. The latter area
is responsible for such activities as succession planning, career paths, new hire orientation,
diversity, review process, leadership coaching and work/life balance. Given the changes in Sears
strategy and culture, the 1S HR group has made issues related to workplace transformation a

priority.

The creation of the IS HR group has only strengthened the already positive relationship between
the IS department and Corporate HR. The IS HR group and Corporate HR work closely together
on many initiatives, and share a common understanding of key issues.

This new structure—of having al IS HR-related activities in one organization that reports to IS—
is enabling the Senior director and her team to develop a more strategic focus on staffing issues
and to forge close relationships with 1S senior management. Based on interviews with two of the
IS vice presidents, the new group is becoming very effective in supporting I1S's staffing
challenges—and the Senior Director and her team are increasingly viewed as thought leaders.
One of the IS VPs commented that creating the new group has given IS the structure and the
talent necessary to have meaningful dialogue about key human resource policies.

Moving through 1998 and into 1999, the HR IS team will be focused on severa strategic
initiatives:

s A comprehensive compensation/benefits strategy will be created to continue recruiting/
retention support.

% IS Career Pathing will be defined so a “technical” associate can gain the same pay and
position opportunities as management | S associates.

+ Tied closaly to Career Pathing will be a new Career Banding Compensation program.

R/

« Findly, alifelwork balance initiative will be implemented in severa 1S aress.

COMPENSATION PRACTICES

The IS HR Senior Director has established a Compensation Council, comprised of IS managers,
to increase their understanding and involvement regarding compensation questions such as how
to stay competitive and be innovative. Company-wide, Sears has a compensation structure that
puts a portion of amost every saaried employee's pay at risk. This is not typical in many firms
for lower level employees, and Sears has found that some IS candidates are not comfortable with
this pay structure.

For mid- to upper-level associates, the “at-risk” compensation was implemented by holding base
salaries constant and subsequently adding incentives. For example, a project manager’s salary is
now typically comprised of 80 percent base and 20 percent incentive. The structure works well
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when the company has good years and good payouts. Fortunately the first two years that this
salary structure was in place Sears financia performance was strong; the past year was not as
strong. In general, 1S has been increasing salaries by adding a small amount to the base, but for
the most part by increasing the incentives—but this year 1S is adding primarily to base.

Additionally, a recently completed IS salary study shows that Sears IS salaries somewhat lag
behind the market rates. In response, the Compensation Council is in the process of setting new
market target salaries.

RECRUITING ACTIVITIES

Historically at Sears, there were one or two people in IS dedicated to recruiting, but the focus of
the activity was very tactical. The creation of the IS HR group has helped recruiting gain a more
strategic focus and a closer partnership with IS senior management.

The new head of IS recruiting described the three components of his responshilities: (1)
partnering with IS management to understand their staffing needs and the financial implications
of the recruiting goals; (2) determining how to recruit and executing effectively; and (3) keeping
Sears educated about the market trends for IS labor. Today, most openings exist as a result of
expansion and because IS is trying to reduce the number of contractors it uses. At about 11
percent, turnover is viewed as fairly low.

College Recruiting

Sears actively recruits college graduates into an entry-level training program and has an
internship program for college students. The schools focused on include: loca colleges and
universities; colleges where the retail side of Sears recruits heavily; and schools with significant
numbers of minority students and strong technical training programs. There is a two-person
college recruiting team in IS HR that works with a number of 1S managers who make campus
vists. After the on-campus interviews, promising candidates are invited to Sears for a more
intense round of interviews.

Sears looks for candidates who are attracted to a large company environment. With business units
in retail, financial, automotive services, and telemarketing, Sears offers a wide variety of career
opportunities. There are clearly defined requirements for entry-level hires. Candidates must be
computer science majors or have taken at least two programming courses. Those who are not
computer science majors are given an aptitude test on campus. Candidates take a pre-employment
test called the Leadership Skills Inventory that measures various skills that predict success in the
Sears environment.

During “recruiting season,” the interviewers meet weekly to decide to whom they will make
offers. These individuals are hired into a pool, not necessarily specific positions. (Senior 1S
management determines the target number of entry level staff needed each year. In 1997 it was
60-70; in 1998 the target is 85 for headquarters plus 15 for the Boise group.) The entry-level
hires go through a 14-week training program that is run twice a year. The training focuses on
structured programming methods and Sears system development methodology, using a
combination of lectures and case studies. At the end of the program, the new hires are assigned to
aregular position.
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Sears has aso established a training program in partnership with Florida A&M University. (The
university wants more of its students to become computer-literate). Sears provides the computing
resources and assists with curriculum development for a specia program that teaches
programming and computing concepts to undergraduates not majoring in computer science. Sears
expects the program to increase the pool of diversity candidates qualified for, and interested in,
entry-level IS positions—and hopes to attract a share of them.

In addition to college recruiting, Sears hires experienced staff from a variety of sources. Last
year, employee referrals accounted for approximately 25 percent of their experienced hires.
(Employees receive a $2000 cash bonus if a person they refer is successfully hired.) Agencies
were the source of about 20 percent of the experienced hires, with the next largest source job fairs
and print ads.

EMPLOYEE ATTITUDE SURVEY

Sears was a pioneer in the use of employee attitude surveys, although the practice was
discontinued in the mid-1980s. In the early 1990s, the survey was rejuvenated. Corporate HR
updated the questionnaire, with input from over twenty-five employee focus groups, and
embarked on two-year cycles for administering the new “My Opinion Counts” (MOC) survey.

In conjunction with the *employee-customer-profit” model and TPl indicators mentioned
previoudy, data from the MOC surveys were given to the consulting firm that helped develop and
validate the models. Because the MOC became a strategic business measure for the model, the
decison was made to survey every employee annually, a large undertaking from a logistical point
of view. In 1997, close to 300,000 surveys were distributed and approximately 200,000
employees responded.

There are 90 core questions in the MOC and business units can add 25 questions tailored to their
area. The Corporate HR manager responsible for the MOC process meets with the HR managers
in the business units to determine these additiona questions and also to determine what types of
reports will be distributed to whom, when the results are in. Corporate HR provides training,
including a videotape of instructions, for those who will be administering the survey. Corporate
HR also provides supporting materials to go with the reports of the results, including a videotape
of a mock feedback session and suggestions for how to respond to questions about specific issues.
A very important part of the MOC process is the feedback sessions that managers conduct with
their associates after getting the results for their areas.

How IS Uses the MOC Survey

Initialy, the IS department looked at how to make the MOC questionnaire very tailored, based on
their assumption that IS was different than most of the other business units at Sears. They finally
decided, however, to leave the core MOC intact and smply add some specific questions, as the
other units do. When the survey was administered in 1997, IS had a 94 percent participation rate.
To help the IS department take action based on the MOC data, one of the IS HR managers
conducted a training session for IS managers to help them effectively use the MOC results. About
80 or 90, of the 150 IS managers, attended. The HR manager also created a template for 1S
managers to guide their efforts to present feedback, identify priorities for improvement areas and
solicit ideas for action.
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At the quarterly IS review meetings that the CIO conducts with his direct reports, the managers
are asked for progress reports on MOC action items. In sum, MOC is becoming not an event, but
part of a continuous improvement processin IS.

IS's effective use of the MOC results is facilitated by a Lotus Notes database that contains its
MOC data and other information related to people management. The pilot was created as a
grassroots effort by one of the IS HR managers and another |S associate, in response to hearing a
senior 1S manager wish that all his MOC data could be readily accessible in one place. Called the
“Our People Add Value’ database, it now aso contains: policies and guidelines for conducting
performance reviews, summaries of the CIO’s quarterly meetings; information on various HR-
related initiatives, such as the IS Compensation Council and new associate orientation program;
and information on the HR issues and priorities for each group within IS.

Although it is still a prototype in some ways, the “Our People Add Vaue’ database is clearly
evolving, and suggestions for new content are welcome from anyone. The database is accessible
to al 1S employees and is used regularly, getting about 70 hits a day. Two IS vice presidents that
were interviewed use the database to prepare for monthly management review meetings with their
dtaffs, and for the CIO’ s quarterly review meetings. One of them is also on a task force examining
compensation issues-—the team is disseminating information by posting its progress on the
database. Both find the database a useful, abeit evolving, tool.

The Corporate HR staff views this database as a leading practice within Sears. IS HR states that
they have received tremendous support from Corporate HR in all they have tried to do with the
“My Opinion Counts’ results.

PERFORMANCE APPRAISAL PROCESS

The IS group has an effective review process that entails giving formal feedback to associates at
least twice a year. It is smilar to the review process used across the Sears organization. All
associates are evaluated on how well they accomplish business results and how well they exhibit
the “Sears 12 transformational leadership skills” (which include team skills, problem solving
sills, customer service orientation, interpersona skills, integrity and initiative). All review
elements are rated on a scale of 1-to-5.

As part of the “business results’ portion of the review process, associates are evaluated on how
well they complete/meet their own “individua performance priorities’ (IPPs). IPPs are jointly
established by the employee and manager, and describe the business results (goals and measures)
that the employee is responsible for achieving. This alows flexibility in the review so that each
associate is measured on the elements and priorities most appropriate to his or her position.

The Sears 12 Transformational Leadership Skills are expected to be demonstrated by all
associates across the organization. Corporate HR has developed behavioraly anchored rating
scales to help managers evaluate an individua’s performance in each skill as appropriate to his or
her level or position.

Input to the review process includes the associate’ s self-assessment and, as appropriate, feedback
from their “customers,” peers, etc. For managers, 360-degree reviews are conducted annually,
allowing input from supervisors, peers and subordinates. Establishing the IPPs (i.e., the god
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setting) is viewed as a critically important part of the process. Having these agreed-upon goals
makes it easier to evaluate performance and help keeps everyone focused on the

right priorities. Setting and tracking personal development objectives is now also an important
aspect of performance reviews.

For the past three years, IS has done mid-year reviews of its employees to determine whether
everything is on track, and to help identify people who need additional help or development. Mid-
year ratings are not officialy recorded because IS management wants to focus on progress
towards IPPs and development goals, not rating numbers. Initially there was a noticeable lack of
enthusiasm for conducting mid-year reviews, but now it has become part of the IS culture; 80
percent of the IS group responded favorably about it on the 1997 MOC survey.

The two IS vice presidents interviewed emphasized the priority the CIO has put on the
performance review process. During review time, the ClIO publishes a report that tracks by area
how many reviews have been conducted and how many are till to be completed. He has set a
strong example of what congtitutes an effective review and this has filtered down through the
organization so that 1S managers now know that one of the things they will be evaluated on is
how well they conduct reviews.
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ABOUT ICEX

ICEX, Inc., an innovative research and content management firm, creates content products to help
business leaders make better decisions on leveraging information technology. Using our
proprietary FastPath™ approach, ICEX (Intellectual Capital Exchange) creates a range of content
products to enable immediate action and quick results. ICEX is the creator of the ICEX
Knowledge KitO Series and the leader of Knowledge Exchange PartnershipO (KEP) programs—
world-class, best practice- and research-based forums for €lite, progressive organizations. |CEX
also provides custom research and content packaging services to help clients address specific
business issues and information needs. Our professiona staff members are recognized experts in
IT strategy and management, and innovators in emerging concepts and methods in content
management. For more information, visit our web Ste a www.icex.com or contact us at
info@icex.com.

ICEX, Inc.’sinformation, analysis, opinion, and reports (the “Information”) are based on qualitative and/or
guantitative research methods and its staff’ s extensive professional expertisein theindustry. ICEX, Inc. has
used its best efforts and judgment in the compilation and presentation of the Information and believes the
Information is accurate as of the date furnished, but the industry and the Information are subject to rapid
change. Except as aforesaid, ICEX, Inc. makes no other representation or warranties, express or implied
concerning or relating to the Information.
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