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What is this Manual for?

The role of the Commonwealth in providing business support

This Manual is Stage 1 of the Commonwealth Secretariat programme of support and assistance to promote the effective growth of small to medium enterprises from their current business position. The Commonwealth has created these Manuals to assist companies throughout the member states: in Africa, Asia, Australasia, the Americas, and Europe to ensure that they meet the requirements of businesses at this stage of development.

This Stage 1 Manual has been created with the aim of small enterprises in mind

This Manual is broadly designed for companies in the manufacturing sector with between 5 and 25 employees which have been trading for a number of years. 

It is not designed for companies that are starting up in business, though some of the material will still be of value to them. 

It is not specifically for service companies either, though many of the issues are similar to the manufacturing sector for which it was developed.

It is not for larger companies. There is a Stage 2 manual which is specifically for them.

What this Manual contains

What this Manual contains is a basic guideline with a simple framework for your business to analyse important elements of your existing operation. This will help your particular business to decide on your best route forward, and then control it. For you, this  Manual  will become a working document helping you to base  future decisions on your businesses' own past experience in the real world. It will help you to be clear about what you are doing and why  you are doing it.

IT IS DESIGNED TO MAKE YOU MORE MONEY. TO GROW FASTER. TO MAKE BETTER USE OF YOUR PRODUCTS AND SERVICES. TO ALLOW YOU TO PRESENT YOUR BUSINESS WITH THE POSITIVE AND  FORWARD LOOKING CONFIDENCE OF A SMALL BUSINESS  PROFESSIONAL.

BUSINESSES OF YOUR SIZE NEED TO HAVE A CLEAR STRATEGY AND BETTER CONTROLS OVER WHERE THE BUSINESS IS MAKING MONEY AND WHAT THE BARRIERS ARE TO FUTURE GROWTH. THIS MANUAL PROVIDES THIS ASSISTANCE.  

A business like yours can build up steadily – small improvements in every area of the business will lead to growth in sales and profitability. Your company can then use this new position to build on further – becoming steadily more successful. However, at every stage in this process you will still need to build upon - and act upon – the ideas introduced in this Manual. In fact, the more successful  your business the more important the need to look ahead. 

What the Manual introduces is a simple framework of: 

planning;

controlling;

developing.

This Manual takes you through the key stages in the development of a business plan through a series of questions, where each answer  builds on another. Associated with each area of the business  is a case study – Gala Foods - which is an example - throughout the Manual - of how a particular company supplied answers to key areas of its operation. There are also advice tips which will provide you with specific direction in finding answers to each area of the plan.

What the Manual can be used for

Businesses will find the Manual useful for specific purposes.

As an internal document it will serve as a framework for business development. Companies can either complete the entire document to assist them in the integration of strategy and action, or they can simply concentrate on specific parts.

As an external document the complete plan will contain all the information necessary to present to finance providers, whether new potential shareholders or the banks.

The Manual is available in a number of forms:

(i)  as hard copy with business plan graphics available from Commonwealth Secretariat (Export and Industrial Development Division) Marlborough House, Pall Mall, London SW1Y 5HX, UK;  

(ii) on disc as a Word file accompanied by Excel files with the cash flow, profit and loss and balance sheet items, from Commonwealth Trade Development Centres and other government agencies;

(iii) as a document download on the Internet from the Commonwealth Secretariat web site;

The download route has the advantages of flexibility and security - this is normally the preferred route for companies which have tested the material during the development.

How to use this Manual

This Manual is divided into two parts:

Part I is a sample plan containing the business plan information requirements of the growing business. It is based on a food processing company – Gala Foods - and contains all the details which should be included in the business plan.

Part II consists of a series of questions which take you through the Gala Foods example  and provides you with the opportunity to complete your own business plan along similar lines, step by step,  in finding the detailed answers to the matters of information  that you must address in building your plan. 

Completing your plan

Few business plans are completed in a single session. Companies must  think about the issues and gather information for the plan. Information for some of the market trends may be limited. In such cases, estimates from customers and other suppliers, will provide the necessary data to complete the plan. Understanding the market is crucial – use whatever is the best information available – if it is estimates, use estimates. Some of the information will need to come from within the company – costs and cost trends for example. The structure of this planning document requires the company to organise  information effectively. This is crucial if you want to grow.

Wherever possible, delegate the collection of information. Involve as many people as possible in the completion of the plan. Agree targets with key members of staff. You can then use them to implement the plan in their areas.

Your management of this plan and the demands of the growing business suggest that one of the immediate investments which you should make is in a computer. Using a word processing package will enable you to work on this material at your leisure. Using an accounts package on your computer will provide you with easily accessible financial information for  your own business  planning purposes.

But remember that 50 per cent of plans fail for non-financial reasons. How the market is changing, the way in which you respond to these changes, how you build customer relationships and personnel, product and production capability are just as important.

What are the questions which we must answer to complete the business plan?

Question 1. What is your business trying to achieve in the long term (over the next five years)?

Future direction drives current decisions; all businesses should act today in ways that achieve the long term aim of the business.

COMPLETE THE VISION STATEMENT IN PART II QUESTION 1 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.

2. How effectively is your business responding to the market?

Every business needs to understand the market in which it operates – and define key strengths on which it can build and weaknesses it must eliminate or reduce.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLES 1-8, PART II, QUESTION 2 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.

3. Do you have specific targets for the future of the business? 

Managers in every business should have a clear set of objectives – issues which drive the business. For the small business they should be sales, profit, quality and new product or service development.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 9, PART II,  QUESTION 3 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

4. Have you the skilled management to develop the business? 

As the business grows, you must be able to have the management in place to deal with the demands of the customers and the market.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 10, PART II,  QUESTION 4 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

5. Who or what are your key customers?

As a manager, no action should be taken unless you are clear about who or what the key customers are and who your company services. 

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 11, PART II, QUESTION 5 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

6. Is your product or service what your customers want?

You must be equally clear about what your customers want – does your product or service meet their requirements? Are there improvements which need to be made?

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 12, PART II, QUESTION 6 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

7. Can you keep your key customers with good internal quality control?

The most important issue, for a manager, in the retention of your existing customers is to make sure that your products and services are of a high and rising standard. When this is achieved you can be reasonably certain to keep them as customers.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 13, PART II, QUESTION 7 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

8. What are your existing sales to key customers and what will they be next year?

Any planning exercise being undertaken by managers must start with the existing sales position to the key customers and others.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 14, PART II, QUESTION 8 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

9. How can you expand sales  to existing customers?

As a manager of a small company, the most cost effective route for the small company is for you to try to increase the level of sale to existing customers.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 14, PART II, QUESTION 9 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

10. How can you expand sales to new customers?

Once a strong base is established with existing customers, your company can move forward to create new relationships with new customers.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 16, PART II, QUESTION 10 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

11. What  new products and services can you sell to your customers?

New products and services are a key route to improving your management  of  profitability and expanding overall sales while maintaining customer loyalty.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 17, PART II, QUESTION 11 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

12. Can you reduce your variable costs?

For every unit of production or service, the ability of your company to produce more cost effectively will also increase the overall profitability of the operation.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLES 18 AND  21, PART II, QUESTION 12 AND QUESTION 14 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

13. Can you reduce your fixed costs? 

Expanding the gap between sales income and costs will enable you to generate increased profits while allowing the company to improve your management of  cash flow.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLES 19 AND 22, PART II, QUESTION 13 AND QUESTION 14 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

14. Is your company profitable?

Businesses must know what their profitability is – and monitor it.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 23, PART II, QUESTION 14 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

15. Is the value of your business continuing to grow?

Businesses must be able to provide information to finance providers about their assets.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 25, PART II, QUESTION 15 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

16. Can you improve your cash flow management?

Building profitable businesses demands a close control of how money enters the business and is spent. The creation of a cash flow is central to the future management of the business and its future health.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 24, PART II, QUESTION 16 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

17. Can you create an action plan?

Crucial to the successful development of the company is the ability to achieve change – this will involve the creation of specific achievements and dates for that achievement as part of an action plan.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 26, PART II, QUESTION 17 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

18. Can you identify the key assumptions on which your plan is based?

Every plan includes key assumptions – you need to be sure what these are and monitor changes when they occur.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 27, PART II, QUESTION 18 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.  

19. Has the company an effective contingency plan to deal with problems when they occur in an organised and effective fashion?

Every business should have a contingency plan. This identifies the main potential problem areas, when action will be taken (the trigger point) and what action will be taken.

ANSWER THE QUESTIONS AND COMPLETE THE BLANK TABLE 28, PART II, QUESTION 19 USING THE GALA FOODS EXAMPLE AS A GUIDELINE FOR YOUR OWN BUSINESS PLAN.

Finding the answers to each of these questions and putting the information in the accompanying blank table will contribute to your own company's business plan.  Each question also has BUSINESS TIPS with ideas on best practice for the company; PRESENTATION TIPS with ideas about how to present the data effectively; FUND RAISING TIPS with ideas about how to make the argument as convincing as possible to funding institutions. It is accompanied by the specific example of the food processing company, Gala Foods.

PART I

THE BUSINESS PLAN EXAMPLE

GALA FOODS

Company details 

Gala Foods

Registered number 2457132

Business development plan 2006-2007

25 Atlantic Road East

Benguela District

Manipura

Telephone: 00256 4452 8721

Fax: 00256 4467 2189

E mail: gala1521@coolmail.com
Web site: www.galafoodplus.com
Contact: Managing Director, David Achiepong, MA 

Solicitors:

Finaba, Gandamac, 94 Atlantic Rd West

Benguela District

Manipura

Accountants:

Dipac, Grown, 96 Pacific Drive

Humboldt District

Manipura

Bankers:

District Bank of Manipura Benguela Branch

Pacific Drive

Members of:

Benguela Chamber of Commerce

Benguela Export Group

1. VISION

Gala Foods had a five year vision – to become the most profitable fruit and vegetable food processing company in the market servicing the large scale sector: supermarkets and industrial canteens.

2. MARKET OVERVIEW

Gala Foods has analysed the market and has a strong position on which to build long term profitable business (Table 1). All the key market elements are mainly positive for the continued development of the Gala business.

Table 1 Summary market issues affecting Gala Foods.

Factor
Yes/ No
Opportunity
Problem

Company concentrating on growth segments?
Yes
Further expansion possible
Raw material availability – source new suppliers

Gaining market share?
Yes against local producers and imports
Continue to use premium position to gain new customers


Servicing the right customers?
Yes. Market changing away from supermarkets – Gala changing with it
Continue to expand with new customers


Understanding the changing structure of demand?
Yes 
New types of market demand being met by product development


Understand the main competitors and strengths and weaknesses?
Yes
Use competitors weaknesses to gain business from them


Pricing at the maximum possible level?
Yes



Understand the main market restrictions and how to deal with them?
Yes



Market growth

Statistics show that the major growth in demand has been in the supply of frozen fruit. Vegetable demand has also grown but not as rapidly (Table 2). Within each sector, demand has been greatest for "exotic" variants". Gala plans to take advantage of this trend by introducing new variants.

Table 2 Growth in demand over 2000-2005 by category.

Frozen food item
Demand 2000
Demand 2005
Growth %

Standard fruit
15000
30000
100

Exotic fruit
3500
9000
157

Standard vegetables
35000
43000
22

Exotic vegetables
12000
30000
150

Source: Benguela Food and Vegetable Association

Market share

The market has historically been dominated by imported products, though these have been much more highly priced than local supply (Table 3). Over the past five years there has been a shift towards local produce. The price premium of the imported products remains high which partially explains the way in which the market has moved; the rest can be put down to the availability of a wider range of local produce from local suppliers. Gala is well placed to take advantage of this trend in the market.

Table 3 Market share changes 2000-2005.

Frozen food item
Import share 2000 %
Import share 2005 %
Price premium 2005 %

Standard fruit
75
60
70

Exotic fruit
55
35
45

Standard vegetables
85
70
50

Exotic vegetables
60
45
45

Source: Benguela Food and Vegetable Association

Market structure

There has been a continuing expansion in the number of outlets over the past five years. The main outlets continue to be supermarkets, but there has been a substantial growth in the number of institutional outlets (Table 4). Over the last five years, supermarket share of both the frozen fruit and vegetable market has declined. Gala will continue to expand its customer base by selling to non-supermarket outlets.

Table 4 Changes in buyer demand 2000-2005.

Frozen food item
Supermarket customers
Non supermarket customers
Supermarket share decline 2000-05

Fruit 2000
8
2
-30.00%

Fruit 2005
22
13
-45.00%

Vegetable 2000
12
1
-40.00%

Vegetable 2005
26
11
-55.00%

Source: Benguela Food and Vegetable Association

Customer demand

Customers are demanding a greater range of products and a higher level of quality. Customer research completed by Gala shows this clearly (Table 5). Gala will take advantage of this trend by increasing the range of products and continually increasing quality. 

Table 5 Changes in customer demand over five years.

Factor
Next year 
Today
5 years ago

Product range ordered
12
8
4

Quality expectations
Higher
High
Low

Source: Gala Foods customer survey

Competition

Apart from the foreign imports which were losing market share, Gala faced two competitors in the local market. They were both recently established and were having problems with their operations. They were trying to gain market share by price, but were not having much success (Table 6). Customers ranked Gala higher on all important criteria except price. Gala would be able to continue to dominate the market by maintaining its quality of product and service while further expanding its product range.

Table 6. Scores out of ten for competitive strengths and weaknesses (1 poor, 10 good).

Factor
Gala Foods
Takin Processors
Benguela Catering

Range
8
4
3

Quality
7
2
3

Delivery
9
5
5

Packaging
7
3
3

Price
6
8
9

Source: Gala Foods customer satisfaction surveys

Pricing policy

Gala was the market leader for the local market and followed the policy of pricing at the higher end of customer expectations (Table 7). The company maintains the position of providing quality products for the premium market and attempted to maintain this position. It does  not compete on price as a policy, though particular pressures in the market may require tactical price reductions. Gala would continue to maintain its quality position in the market and its premium price. Specific problems with individual customers would be managed with sales promotion, rather than by discounting.

Table 7  Price position against the competition (Gala Foods at 100).

Product range
Gala Foods
Takin Processors
Benguela Catering

Standard fruit
100
95
94

Exotic fruit
100
88
89

Standard vegetables
100
84
91

Exotic vegetables
100
81
83

Source: Gala Foods internal price information

Market restrictions

Gala Foods faced three main problems in the market. Inflation had remained high over the past three years, financing costs were high, and there was a high rate of customer failure in the medium sized stores (Table 8). The company had reduced the impact of these problems by updating the price lists on a monthly basis, slowed the rate of expansion to that which could be managed within the existing resources, and only dealt with major, well established customers on a credit basis. All other customers paid cash for their orders.    

Table 8 Gala Foods response to key market restrictions.

Factor
Response

Inflation
Keep updating price lists, increase level of payment in cash

Financing costs
Keep money in the business. Grow slowly with internal financing

Customer failure
Only provide credit to well established, sound customers

Seasonality
Broaden product range to reduce dependence on seasonal products

Source: Gala Foods internal data

3. OBJECTIVES

Gala Foods current turnover was 200,000. Its managers set a target of increasing this to around 300,000 (Table 9). This would mean that the company would have to hold onto its existing customers and expand sales to them, and to find three new customers. It aimed to increase its gross profit from 49 per cent to 63 per cent by changing product mix, pricing and reducing costs; to improve its quality by 15 per cent based on its customer care audit, and introduce two new product ranges. Meeting these objectives would keep the company in its premium position and build its short and long term profitability.

Table 9 Key objectives for the current year and next year for Gala Foods.

Item
Current year
Next year

Sales value
200000
294000

Gross profit
49
63

Quality
80
92

New products/ services
2
2

4. MANAGEMENT

Gala Foods has three key staff, responsible for the range of company activities (Table 10). The company will hire a skilled production manager as volumes of fruit and vegetables increase. This will ensure that the rest of the management team will be able to concentrate on building and maintaining strong relationships with its customer base.

Table 10 Key management for Gala Foods.

Name
Qualifications
Age
Years in company
Responsibilities

David Achiepong 
MA
52
24
Managing Director. Responsible for production planning and quality control

Millicent Chu
Certificate in Sales Management
42
6
Sales and Marketing Director. Responsible for the development of new products and new customers

Daniel Marona
ACCA grade 2
38
4
Financial controller. Responsible for the creation and management of effective financial controls

Another



Production control to take over from Managing Director

5. CURRENT CUSTOMERS

Gala Foods top four customers were all supermarkets (Table 11). They used standard freezers which maintained the temperature of the fruit and vegetables below -12. They were the largest supermarkets in the area. The next two largest companies were large catering institutions, which cooked for several thousand using standard catering equipment, storing the product in large freezers. Smaller customers bought through wholesalers. Gala Foods had its strongest position in providing frozen vegetables and fruit to the supermarkets and catering sector.  The reduction in the concentration on the supermarket sector was one of the important issues for the next year.

Table 11 Top customers for Gala Foods in current year.

Number
% turnover
Type of operation – institution, manufacturer, retailer, wholesaler

1
24
Extra Supermarket Group - retailer

2
15
Buy Rite stores - retailer

3
12
Benjamins Discount - retailer

4
11
Benguela Mining - institution

5
8
Benguela Military District 1 - institution

6. CUSTOMER SATISFACTION

Gala Foods carries out a customer care audit every six months. The most recent shows that it outperforms the competition in the market acceptability of many key areas of customer demand (Table 12). This customer care audit provides a measure of how it scores against the competition across all areas of business. The research shows that Gala Foods is seen as poor by the customers in the range of vegetables which it provided and in the packaging. Both of these are key action items in the next planning period, which would include the creation of a company logo to be included in the new packaging.

Table 12 Key factors in Gala Foods product and service positioning – customer scores out of  10  (1 being very poor and 10 being excellent).

Factor
Meets customer expectations? 
Better than competition? 
Action required

Size
9
6


Weight
10
6


Taste
10
5


Colour
10
6


Ingredients
10
8


Packaging
6
3
Packaging needs re-design

Range
7
4
Range needs expanding

Sales support
10
5


Delivery
10
3


Brand value/ promotional activity
5
1
Branding as part of packaging re-development

Logo
4
1
Logo as part of re-packaging exercise

Quality certification
8
1
Quality certification not required by market but must be reviewed

Total
80
49
Plan to achieve 92 with improvements

7. PRODUCTION AND QUALITY CONTROL PLAN

Gala Foods production facility was a purpose built factory unit of 2,500 sq metres. The company manufactured all its products in-house, though packaging was bought in. At present the company was operating at around 40 per cent capacity and could without difficulty add additional shifts and weekend working to meet any substantial increase in demand. All the equipment was less than five years old, and would not need to be replaced for another three to four years. Maintenance expenditures were low.

It was separated into three units:

the food reception and preparation area;

the food inspection and packaging area;

the freezer unit area.

The food reception area

12 Blendix cutting and peeling machines, each with a capacity of 25 kilos per hour.

Two steam cleaning Biodrive units each with a capacity of 200 kilos per hour.

The food inspection and packaging area

3 Atomiser heat sealing machines each with a capacity of 30 packages per hour.

1 Atomiser bulk packaging machine with a capacity of 10 packages per hour.

The freezer unit area

3 Siberia flash freezers each with a capacity of 100 kilos per hour.

10 Large industrial bulk freezers from various manufacturers with a total freezing capacity of 3,500 kilos.

Market requirements

Customer comment indicates that the most important quality control items were the size of the raw materials which entered the processing plant (Table 13). The managers had set upper and lower limits for all fruit and vegetables. Next mentioned was the cleanliness of the individual item. - each item was inspected and cleaned where necessary prior to freezing. New equipment was required to reduce the level of contamination. This would cost 15,000 units to meet the market requirements. The packaging was visually inspected and weighed prior to final packing. The company achieves high levels of quality control internally. Freezing time needed to be more closely controlled. The main problem was the fluctuating supply of electricity. An investment in a small diesel generator as a standby unit was included in the plan to improve overall performance. This would cost 7,000 units.

Table 13 Quality control measurements and additional investment required to achieve target levels of achievement for the following year.

Factor
Quality standard
Measurement method
Investment type ?

Size
Length, circumference
Plastic templates
None required

Weight
Upper and lower limits
Weighing machine
None

Taste
Subjective
Random testing at suppliers
None 

Colour
Colour chart
Comparison
None

Cleanliness
Microbe level
Laboratory testing
New equipment (NEW)

Packaging
Colour, durability
Comparison
None

Range
Availability
Stock levels
None

Sales support
Sales frequency
Sales records
None

Delivery
Delivery date
Sales records
None

Order processing/ invoicing
Speed of process
Sales records
None

Production speed
Time through process
Batch timing
New equipment (NEW)

Total costs


22000

8. EXISTING SALES TO CUSTOMERS

Gala Foods generated around 60 per cent of its annual volume from its top 5 customers, last year, with 22 other customers making up the remaining 40 per cent. Gala expected that sales would hold steady to its main customers next year with inflation causing an increase in value of around 5 per cent. There was no expected customer loss  in the next year. The costs of maintaining the service to these existing customers was expected to remain constant at 24,000 units. (Table 14).

Table 14 Existing sales to customers.

.

Customer/ customer group
Current sales
Next year forecast

Extra Supermarket Group - retailer
50000
52000

Buy Rite stores - retailer
40000
41000

Benjamins Discount - retailer
22000
23000

Benguela Mining - institution
22000
23000

Benguela Military District 1 - institution
12000
13000

Others
54000
63000

Total sales
200000
215000

Total  service costs
24000
24000

Source: Gala Foods

9. INCREASING SALES TO EXISTING CUSTOMERS

Gala Foods see a major opportunity to improve sales to existing customers (Table 15). Gala would increase sales by 24,000 units, through a range of techniques.

Improving the effectiveness of the sales force would generate additional business, as would selling a broader range of products. The company would also sell more frequently. By promoting repeat purchase through a series of incentives and increasing the frequency of delivery additional sales would be achieved. The total cost of these changes in sales operation would be 6000 units. 

Table 15 Increasing existing sales to current customers.

Sales expansion
Increased  sales value
Cost 

Sell more effectively
7000
1000

Improve usage rates



Sell broader range of products/ services
5000


Sell more frequently
5000
2000

Sell in additional ways



Promote repeat purchase
5000
2000

Service better
2000
1000

Total
24000
6000

10. SELLING TO NEW CUSTOMERS

The Gala Foods managers  clearly saw that the best way of developing new customers was through the use of its salesman. The company could easily identify the potential new customers from their existing customers and could use references from them to drive business development. Gala would also produce trial packs of frozen fruit and vegetables so that customers would be able to try them without risk (Table 16).

The likely overall returns from the investment of 12000 units was an additional 47000 sales (Table 16). This would expand the customer base by an additional 12 companies which would become increasingly profitable in later years.

Table 16 Developing sales to new customers.

Development technique
Sales value
Costs

Sales force investment
25000
3000

Trial
10000
5000

Direct media
12000
4000

Indirect media



Total
47000
12000

11. DEVELOPING NEW PRODUCTS AND SERVICES

The Gala Foods managers saw that there were two key new product concepts which could be introduced. It could produce a range of exotic fruit and vegetables which many of the customers had been enquiring about over the years. Another change was the possibility of introducing larger pack sizes. Both of these changes would fit in well into the existing customer base and would add significantly to sales value.

Improved packaging and usage instructions would add an extra 5000 units of sales, while  selling a broader range of products would generate at least an additional 27000. The investment would be 6000 units (Table 17).  

Table 17 New product or service opportunities to existing and new customers for Gala Foods with forecast sales value and costs of development.

New product/ service
Added value areas
Company and customer fit high/ low
Sales
Cost

Service improvement
New facilities

Additional services

Improved services
N/A



Packaging
Ease of use

Ease of storage

Size

Improved storage

Style
Improved packaging design and changes in size of pack will have high customer and company fit. 
5000
1000

Design
Ease of use

Style
N/A



Reformulation
Better ingredients

Better performance

Better quality
N/A



Product range extension
Additional items for existing product range
New vegetables and fruit have high fit with both customers and current product range
27000
5000

Total


32000
6000

12. VARIABLE COSTS

Gala Foods main variable costs were the raw materials. There was a high level of wastage with certain crops. This was to be addressed by improved supplier relationships, increased training in the preparation area, and the sale of the waste to chicken and egg producers. Installing cooling systems in the preparation area also would improve productivity. Overall these improvements were likely to yield an improvement in profit margins of about 7per cent. The company could also make a substantial saving in its bank costs by moving to another supplier.

Variable labour costs would increase as the company moved from fixed contracts to a greater use of short term labour, but overall margins would greatly improve (Table 18).

Table 18 Forecast changes in variable costs in next year compared with current.

Variable costs
Current year
Next year

Raw materials
55000
46500

Components
0
0

Direct labour
21000
33000

Packaging
1300
1350

Utilities – water, power, telephone
12000
12000

Order costs
1200
1200

Travel and entertainment 
6000
6000

Delivery costs.
5000
7200

Total
101500
107850

13. FIXED COSTS

Gala Foods could not make any savings on existing premises. The company was expanding and new premises would have to be found shortly which could mean a reduction in the overall rent paid. Management was able to move some  production to later hours and employ part time individuals – this would substantially increase production at little added cost with a major reduction in fixed costs (Table 19). 

The company could use third party transport for distant customers which would make a substantial saving as it  would not have to invest in any more vehicles as the company grew. There were savings to be made in buying equipment at auction when it became available and inventory improvements could be made on certain products which were continuously produced – so Gala Foods would not have to expand its cold store. The company could reduce supervision by increased workforce training making substantial savings, and by switching to more payment by performance rather than fixed wages. Gala Foods would reduce its fixed costs by over 8 per cent  by these measures – substantially increasing profitability.

Table 19 Changes in fixed costs in next year compared with current year.

Factor
Cost in current year
Cost in next year

Cost of premises
6000
6000

Cost of non – direct labour
52000
48000

Costs of sales development
N/A
6000

Costs of new customer development
N/A
12000

Costs of new product development
N/A
6000

Cost of company owned transport
8000
2400

Cost of company owned equipment
2200
24200

Cost of finance
1200
1200

Cost of accounting/ book keeping
3000
1200

Cost of legal services.
3000
1200

Cost of security
12000
12000

Cost of personnel development (training)
3000
5000

Insurance
2400
2400

Misc
2400
2400

Total
95200
135200

14. PROFITABILITY

Sales

Table 20 Combined sales forecast for next year.

Sales
Current year
Next year

Existing sales
200000
216000

Expanding sales to existing customers
N/A
24000

New customers
N/A
47000

New products
N/A
32000

Total
200000
291000

Sales would expand substantially over the next year as initiatives in expanding sales to the existing customer base, finding new customers and developing new products all generated additional volumes (Table 20).

Costs

Variable costs will reduce in the next year as various initiatives take place (Table 21).

Table 21 Variable costs summary. 

Variable costs
Current year
Next year

Raw materials
55000
46500

Components
N/A
N/A

Labour (part time)
21000
33000

Packaging
1300
1350

Utilities – water, power, telephone
12000
12000

Order costs
1200
1200

Travel and entertainment 
6000
6000

Delivery costs.
5000
7200

Total
101500
107850

The effect of lowered fixed costs would substantially increase net profit (Table 22).

Table 22 Fixed costs summary

Factor
Cost in current year
Cost in next year

Cost of premises
6000
6000

Cost of labour;
52000
48000

Costs of sales development
N/A
6000

Costs of new customer development
N/A
12000

Costs of new product development
N/A
6000

Cost of company owned transport;
8000
2400

Cost of company owned equipment;
2200
24200

Cost of finance;
1200
1200

Cost of accounting/ book keeping;
3000
1200

Cost of legal services.
3000
1200

Cost of security
12000
12000

Cost of personnel development (training)
3000
5000

Insurance
2400
2400

Misc
2400
2400

Total
95200
135200

Profit

Profitability will be substantially enhanced as sales volumes rise and variable and fixed costs are controlled. Gala Foods would be able to move from barely breaking even to returning a healthy return to shareholders and owners (Table 23).

Table 23 Profit analysis.

Factor
Current year
Next year

Gross profit
49
63

Net profit
1
18

15. ASSETS ANALYSIS

Gala Foods continued to show a healthy balance sheet. With no need to borrow and capital expenditure being written off in the year of purchase against the profit and loss account, net worth was likely to rise by over 50 per cent  in the next year as profitability increased (Table 24). Net profit was set to rise considerably in the next year, with the company paying tax for the first time in five years.

Table 24 Gala Foods balance sheet. 

Factor
Current year
Next year

Sales
200
291

Variable costs
101.5
107.85

Gross profit
98.5
183.15

Fixed costs
97.2
130.2

Net profit
1.3
52.95

Tax paid
0
15

Interest on long term loans
0
0

Depreciation
5
5

Cash flow from operations
6.3
42.95

Capital expenditure
0
0

Loan principal repayments
0
0

New borrowings or equity
0
0

Net cash flow from operations
6.3
42.95

Dividends paid
0
0

Fixed assets
55
89

Net current assets
25
47

Long term liabilities
0
0

Net worth
80
136

Capital employed
80
136

Table 24 Gala Foods balance sheet cntd. 

16. CASH FLOW

Gala Foods will remain cash positive throughout most of next year, though the purchase of new equipment in month 7 would mean that this month would see the company drawing on existing balances (Table 25). The cash flow plan showed that there would be no need to borrow money for this equipment which would substantially improve the terms which the company could gain. 

The higher level of profitability generated by better product mix and reduced fixed and variable costs means that the company can finance the increased level of sales internally. Gala Foods conservatively assume that all sales will require at least 60 days credit, while all supplies will have to be paid within the month. The company hopes that actions taken to improve cash inflows and outflows will ensure that this can be further improved.

Even by including contingency expenditure into the cash flow projection, the company would still generate over 20,000 units of net cash over the year. Conditions of  trade would have to weaken substantially for cash flow to become negative. The sensitivity analysis shows that should sales revenues fall by ... and costs rise by ... that cash flow will become negative. It is considered highly unlikely that this will occur.

Best case forecast 




+35000 units

Contingency plan 




+20000 units

10 % sales reduction, 10% cost increase
+3000 units

20% sales reduction, 20% cost increase
- 15000 units

Table 25 Cash flow analysis.

Sales/ costs by month
1
2
3
4
5
6
7
8
9
10
11
12

Sales













Existing customers
18
18
18
18
18
18
18
18
18
18
18
18

Additional sales to existing customers
2
2
2
2
2
2
2
2
2
2
2
2

New customers


2
3
3
4
4
4
6
6
7
7

New products



1
2
3
4
4
4
4
5
5

Total sales
20
20
22
24
25
27
28
29
30
30
32
32

Total revenue/ inflow
18
18
20
20
22
24
25
27
28
29
30
30

           Costs













Variable













Raw materials
3
3
3
3.5
3.5
3.5
4
4
4
5
5
5

Components













Labour
2
2
2
2.5
2.5
2.5
2.5
3
3
3
3.5
3.5

Packaging
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.15
0.15
0.1

Utilities – water, power, telephone
1
1
1
1
1
1
1
1
1
1
1
1

Order costs
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Travel and entertainment costs;
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.6
0.6
0.6
0.6
0.6

Delivery costs.
0.4
0.4
0.4
0.6
0.6
0.6
0.7
0.7
0.7
0.7
0.7
0.7

Total variable
7.1
7.1
7.1
8.3
8.3
8.3
9.5
9.5
9.5
11
11
11

Fixed













Cost of premises
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Cost of labour;
4
4
4
4
4
4
4
4
4
4
4
4

Cost of maintaining current sales
2
2
2
2
2
2
2
2
2
2
2
2

Costs of sales development
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Costs of new customer development
1
1
1
1
1
1
1
1
1
1
1
1

Costs of new product development
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Cost of company transport;
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Cost of equipment;
0.2
0.2
0.2
0.2
0.2
22.2
0.2
0.2
0.2
0.2
0.2
0.2

Cost of finance;
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of accounting/ book keeping;
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of legal services.
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of security
1
1
1
1
1
1
1
1
1
1
1
1

Insurance
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Personnel development
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Misc
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Contingency fund
1
1
1
1
1
1
1
1
1
1
1
1

Total fixed
10.8
10.8
10.8
10.8
10.8
32.8
10.8
10.8
10.8
10.8
10.8
10.8

Flow













Total outflow
17.9
17.9
17.9
19.1
19.1
41.1
20.3
20.3
20.3
21.8
21.8
21.8

Net flow
0.1
0.1
2.1
0.9
2.9
-16.9
4.9
6.9
7.9
7.5
8.3
8.3

Bank opening
15
15.1
15.2
17.3
18.2
23.1
6.1
11
17.9
25.8
33.3
41.6

Bank closing
15.1
15.2
17.3
18.2
23.1
6.1
11
17.9
25.8
33.3
41.6
49.9

17. ACTION PLAN

Gala Foods has to achieve three major goals during the year. They are:

the introduction of two new product ranges;

the installation and testing of new equipment;

the installation and testing of a new computer system.

The responsibility and completion dates for these tasks together with a project to find new delivery subcontractors are allocated and defined (Table 26).

Table 26 Action planning for Gala Foods.

Task
Responsibility
Achievement target
Completion date

Product 1
Chu
Acceptance of product by key customers
Month 3

Product 2
Chu
Acceptance of product by key customers
Month 6

Pressure wash cleaner
Achiepong
System fully operational and staff trained
Month 7

Delivery sub-contractor
Achiepong
Delivery alternatives assessed and tested 
Month 2

Installation of computer accounts package
Marona
System installed, tested and accounts transferred
Month 3

18. ASSUMPTIONS

Gala Foods has made a number of key assumptions concerning the next year (Table 30). The most important of these are the rate of inflation, the availability of power, and that no changes will take place in the market. Most of these have a low level of associated risk, with the company fairly confident that they will not experience problems in the majority of areas. The potential for power cuts was however seen as substantial with the company taking action in this area to introduce a standby generator.

Other types of risk were not seen as sufficiently important to require risk reduction investment.

Table 27 Key assumptions for Gala Foods planning.

Factor
Assumption
Risk level – 1 to 10
Reduction

Inflation
Not more than 7%
1


Credit limits
More than 60 days
5


Debtor limits
Not more than 60 days
2


Power availability
Power will remain available
8
Standby generator

Competitive changes
No new competitive entry
2


Equipment function
No major breakdowns
2


Employee availability
Key employees remain with company
2


19. CONTINGENCY PLAN

Gala Foods had a detailed contingency plan in a number of areas which set action trigger points and was continually reviewed. Each of the key problem areas were identified with the relevant action points associated with them.   

The company also followed a policy of maintaining a 5 per cent contingency fund based on turnover to deal with anticipated emergencies, which was to deal not only with shortfalls against plan, but also should sales exceed target as the company expected.

Table 28  Gala Foods contingency planning.

Factor
Trigger point
Action

Sales – fruit 
5 per cent decline below plan
Special offer pack, increase sales pressure

Sales – fruit
5 per cent improvement on plan
Longer working hours, more working capital

Sales – vegetables
5 per cent decline below plan
Increase promotion

Sales – vegetables
5 per cent improvement on plan
Longer working hour, more working capital

Supplier quality problems
5 per cent rejection
Multi-source suppliers, change emphasise of supplier base.

Production quality control problems
5 per cent rejection
Increase staff, identify problem areas

Variable costs
5 per cent above plan
Cost cutting programme

Fixed costs
5 per cent above plan
Cost cutting programme

Absenteeism
5 per cent above plan
Review employee performance

Political problems
Curfew
Review security

Power problems
Power cuts
Standby generator installed

PART II

THE BUSINESS PLAN MANUAL

Why plan?

Why should you bother with planning? Look at it slightly differently – why should you look ahead?  No - we are not talking about fortune telling or about guessing. We are talking about using your own very real  knowledge and experience  about your business – your suppliers, your customers, your products, your markets and so on – to improve the profitability of your operation and its ability to survive in a difficult, competitive world. 

By planning for the future – you understand how your actions today will enable you to build, step by step,  your long term goals.

By planning with your existing customers  - you understand what they want and how  to  serve them better and so make more cash and profit.

By planning for new customers – you can understand what they are likely to want and how to serve them more effectively  and make more cash and profit.

By planning with your market – you understand what is changing and how you need to respond to make more cash and profit.

By planning against your competitors – you learn what they do well and how you can do better than them and make more cash and profit.

By planning with your suppliers – you understand what they can do and how they can improve your business and make more cash and profit.

By planning alongside your staff – you organise them better and make them work more effectively to earn you more cash and profit.

By planning for action you develop a clear set of issues which need to be tackled in a specific way, by a specific date, and with a specific outcome in mind.

By planning  your finances – you get them under better control and make more cash and profit.

Part I of this manual supplied the business plan for Gala Foods. In Part II, using the technique of questions and answers, you will find out how that plan was created again using the Gala Foods example in the context of questions with answers. You get the Gala approach in the Tables - from the case study - together with a blank Table for your own company's use for preparing your own business plan.

Completing your plan

Few business plans are completed in a single session. Companies must  think about the issues and gather information for the plan. Information for some of the market trends may be limited. In such cases, estimates from customers and other suppliers, will provide the necessary data to complete the plan. Understanding the market is crucial – use whatever is the best information available – if it is estimates, use estimates. Some of the information will need to come from within the company – costs and cost trends for example. The structure of this planning document requires the company to organise information effectively. This is crucial if you want to grow.

Remember that there are a large number of organisations which understand elements of the market. They include the following.

Equipment suppliers

Importers

Government departments

Magazines and newspapers

Competitors

Customers

Banks

Transport companies

Each of them can provide estimates of what is happening, even if the formal data is not available.

Wherever possible, delegate the collection of information. Involve as many people as possible in the completion of the plan. Agree targets with key members of staff. You can then use them to implement the plan in their areas.

Your management of this plan and the demands of the growing business suggest that one of the immediate investments which you should make is in a computer. Using a word processing package will enable you to work on this material at your leisure. Using an accounts package on your computer will provide you with easily accessible financial information for  your own business  planning purposes. Computerisation will enable you to organise your internal information effectively – to understand what products are selling, where they are selling and which customers are contributing most to your business. It will also allow you to separate your costs into individual cost centres, and from that to start to control each of the areas.

But remember that 50 per cent of plans fail for non-financial reasons. How the market is changing, the way in which you respond to these changes, how you build customer relationships and personnel, product and production capability are just as important.

Question 1: What is your business  trying to achieve in the long term?

The first stage in the development of your business is to have a goal against which you measure the achievements of your  business.

KEY: RESEARCH ON BUSINESSES SHOWS THAT THOSE THAT HAVE A LONG TERM "VISION" THAT IS FOCUSED AND CLEAR ARE MORE SUCCESSFUL THAN THOSE WHICH DO NOT.

What is your company vision?

What is its main goal?

(To build a profitable business, to service the community, to aid and support your employees).

What is your company's   key competitive focus?

(In what area of business is it aiming to become the best – to build on and maintain competitive advantage).

What is the time scale for achieving company goals?

(How long will it  take to achieve).

Gala Foods has a five year vision – to become the most profitable fruit and vegetable food processing company in the market servicing the large scale sector – supermarkets and industrial canteens.

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is your company's main goal?

What is your company's key competitive focus?

What is your company's time scale?

BUSINESS TIPS:

·  KEEP THE COMPANY FOCUSED - IF YOU ARE A MANUFACTURER, STAY A MANUFACTURER - DO NOT OPEN A SHOP.

·  LOOK AT EVERY INVESTMENT AND MAKE SURE THAT IT FITS WITH THE LONG TERM VISION - IF IT DOES NOT, DO NOT DO IT.

·  KEEP YOUR WORKFORCE INFORMED OF THE COMPANY TARGETS. INVOLVE THEM IN UNDERSTANDING YOUR VISION, MAKE YOUR GOAL THEIR GOAL.

PRESENTATION TIPS:

·  KEEP THE COMPANY VISION IN CLEAR SIGHT WITHIN THE FACTORY AND OFFICES.

FUND RAISING TIPS:

·  PRESENT THE VISION OF THE COMPANY WITH ITS PREVIOUS HISTORY.

·  PROVIDE KEY SUCCESSES AND FAILURES OF THE COMPANY OVER THE PREVIOUS THREE YEARS.

Question 2. How effectively is your business  responding to the market?

The next step is to understand what is happening in the market and how well your business is responding to its demands.

KEY: COMPANIES THAT UNDERSTAND MARKET CHANGES AND ACT RAPIDLY ARE THOSE WHICH WILL SURVIVE AND PROSPER. 

What are the main issues that the company will have to manage?

·  Market growth – is the company concentrating on the areas of the market which are growing most rapidly?

·  Market share – is the company gaining or losing market share?

·  Market structure – is the company servicing the right customers?

· Market demand – does the company understand how demand in the market is changing?

·  Competitive strengths – does the company understand who its competitors are and how they are changing?

·  Pricing – does the company price at the highest possible level in the market?

·  Market restrictions – is the company identifying and responding to market restrictions – inflation, seasonality, problems of raw material supply, financing?

Work through a checklist of  these items, look again at the Gala Foods tables  and fill in the blank tables provided with your own company data. This will help you understand what is happening in your market.

Table 1 Summary market issues affecting Gala Foods.

Factor
Yes/ No
Opportunity
Problem

Company concentrating on growth segments?
Yes
Further expansion possible
Raw material availability – source new suppliers

Gaining market share?
Yes against local producers and imports
Continue to use premium position to gain new customers


Servicing the right customers?
Yes. Market changing away from supermarkets – Gala changing with it
Continue to expand with new customers


Understanding the changing structure of demand?
Yes. 
New types of market demand being met by product development


Understand the main competitors and strengths and weaknesses?
Yes
Use competitors weaknesses to gain business from them


Pricing at the maximum possible level?
Yes



Understand the main market restrictions and how to deal with them?
Yes



Gala Foods has analysed the market and has a strong position from which to build long term profitable business. All the key market elements are mainly positive for the continued development of the Gala business. Over the past five years Gala has built a profitable market leading position by creating long term business relations in a growing sector.

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 1. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is positive for the company?

Where are the problems likely to be?

How effective has the company been in the past in exploiting these advantages and dealing with these problems?

Table 1 Replace the Gala Foods data with your own company information.

Factor
Yes/ No
Opportunity
Problem

Company concentrating on growth segments?




Gaining market share?




Servicing the right customers?




Understanding the changing structure of demand?




Understand the main competitors and strengths and weaknesses?




Pricing at the maximum possible level?




Understand the main market restrictions and how to deal with them?




Market growth

Statistics show that the major growth in demand has been in the supply of frozen fruit. Vegetable demand has also grown but not as rapidly (Table 2). Within each sector, demand has been greatest for "exotic" variants". Gala plans to take advantage of this trend by introducing new variants.

Table 2 Gala foods growth in demand over 2000-2005 by category.

Frozen food item
Demand 2000
Demand 2005
Growth

Standard fruit
15000
30000
100.00%

Exotic fruit
3500
9000
157.00%

Standard vegetables
35000
43000
23.00%

Exotic vegetables
12000
30000
150.00%

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 2. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the key sectors in the market?

What is growing most rapidly?

How will the company take advantage of the change in demand?

Table 2  Now replace the Gala Foods data for growth in demand over 2000-2005 by category.

Item
Demand 2000
Demand 2005
Growth





















Market share

The market has historically been dominated by imported products, though these have been much more highly priced than local supply. Over the past five years there has been a shift towards local produce (Table 3). The price premium of the imported products remains high which partially explains the way in which the market has moved; the rest can be put down to the availability of a wider range of local produce from local suppliers. Gala is well placed to take advantage of this trend in the market.

Table 3 Gala Foods market share changes 2000-2005.

Frozen food item
Import share 2000 %
Import share 2005 %
Price premium 2005 %

Standard fruit
75
60
70

Exotic fruit
55
35
45

Standard vegetables
85
70
50

Exotic vegetables
60
45
45

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 3. IF YOU ANSWER THE  ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is happening to the market share of products produced locally and produced outside the area?

How are small local companies competing against larger companies?

How is your company going to react to these changes? 

Table 3  Now replace the Gala Foods data for market share changes by category for 2000-2005 with your company's information.

Item
Share 2000 %
Share 2005 %
Price premium 2005 %





















Market structure

There has been a continuing expansion in the number of outlets over the past five years. The main outlets continue to be supermarkets, but there has been a substantial growth in the number of institutional outlets. Over the last five years, supermarket share of both the frozen fruit and vegetable market has declined. Gala will continue to expand its customer base by selling to non-supermarket outlets (Table 4).

Table 4 Gala Foods changes in buyer demand 2000-2005.

Frozen food item
Supermarket customers
Non supermarket customers
Supermarket share decline 2000-05

Fruit 2000
8
2
-30.00%

Fruit 2005
22
13
-45.00%

Vegetable 2000
12
1
-40.00%

Vegetable 2005
26
11
-55.00%

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 4. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

How is the customer base changing?

What are likely to be the most important customers within five years?

How is your company going to react to these changes?

Table 4  Now replace the Gala Foods data changes in buyer demand  by category for 2000-2005 with your company's information.

Item
Main customers
Others
%Increase/decline 





















Customer demand

Customers are demanding a greater range of products and a higher level of quality. Customer research completed by Gala shows this clearly (Table 5). Gala will take advantage of this trend by increasing the range of products and continually increasing quality. 

Table 5  Gala Foods changes in customer demand over five years.

Factor
Next year 
Today
5 years ago

Product range ordered
12
8
4

Quality expectations
Higher
High
Low

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 5. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

How is the customer base likely to change in the type of products or services they require?

How does this affect the operation of your company?

How can you take advantage of these trends?

Table 5  Now replace the Gala Foods data changes in customer demand  by category for 2000-2005 with your company's information.

Factor
Next year 
Today
5 years ago











Competition

Apart from the foreign imports which were losing market share, Gala faced two competitors in the local market. They were both recently established and were having problems with their operations (Table 6). They were trying to gain market share by price, but were not having much success. Customers ranked Gala higher on all important criteria except price. Gala would be able to continue to dominate the market by maintaining its quality of product and service while further expanding its product range.

Table 6 Gala Foods scores out of ten for competitive strengths and weaknesses (1 poor, 10 good).

Factor
Gala Foods
Takin Processors
Benguela Catering

Range
8
4
3

Quality
7
2
3

Delivery
9
5
5

Packaging
7
3
3

Price
6
8
9

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 6. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the key competitors in your market?

How strong or weak is your company against such competition?

How can you build competitive advantage?

How can you maintain competitive advantage?

Table 6  Replace the Gala Foods scores out of ten for competitive strengths and weaknesses   (1 poor, 10 good) with your own company's.

Factor
Your company
Main competitor
Other major competitor


























Pricing policy

Gala was the market leader for the local market and followed the policy of pricing at the higher end of customer expectations. The company maintains the position of providing quality products for the premium market and attempted to maintain this position. It does  not compete on price as a policy, though particular pressures in the market may require tactical price reductions. Gala would continue to maintain its quality position in the market and its premium price. Specific problems with individual customers would be managed with sales promotion, rather than by discounting (Table 7).

.

Table 7  Price position against the competition – Gala Foods at 100

Product range
Gala Foods
Takin Processors
Benguela Catering

Standard fruit
100
95
94

Exotic fruit
100
88
89

Standard vegetables
100
84
91

Exotic vegetables
100
81
83

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 7. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is your pricing policy against your major competitors? 

Can you improve this position over the next year(s)?

What pressures are holding prices down?

Table 7  Replace the Gala Foods price position against the competition (Gala Foods at 100)

with your company's own information.

Product range
Your company
Main competitor
Other major competitor





















Market restrictions

Gala Foods faced three main problems in the market. Inflation had remained high over the past three years, financing costs were high, and there was a high rate of customer failure in the medium sized stores (Table 8). The company had reduced the impact of these problems by updating the price lists on a monthly basis, slowed the rate of expansion to that which could be managed within the existing resources, and only dealt with major, well established customers on a credit basis. All other customers paid cash for their orders.   . 

Table 8 Gala Foods response to key market restrictions

Factor
Response

Inflation
Keep updating price lists, increase level of payment in cash

Financing costs
Keep money in the business. Grow slowly with internal financing

Customer failure
Only provide credit to well established, sound customers

Seasonality
Broaden product range to reduce dependence on seasonal products

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 8. IF YOU ANSWER THE  ACCOMPAYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the most important restrictions facing the company?

How can you reduce their importance?

What contingency plans do you need to consider for those that cannot be resolved? 

Table 8 Replace the Gala Foods response to key market restrictions with your company's own information on market restrictions.

Factor
Your Company Response













BUSINESS TIPS:

· KEEP TALKING TO THE MARKET - IDENTIFY THE TRENDS EARLY AND SERVICE NEW DEMANDS BEFORE YOUR COMPETITORS.

·  LOOK FOR LOW COST SOURCES OF INFORMATION - USE THE INTERNET, TALK TO SUPPLIERS, USE GOVERNMENT INFORMATION SOURCES. 

·  RESPOND TO CHANGES IN THE MARKET EARLY DON'T LET THEM BECOME MAJOR PROBLEMS.

·  IDENTIFY YOUR STRENGTHS AND BUILD ON THEM. UNDERSTAND WHAT THE MAIN WEAKNESSES ARE AND TRY TO ELIMINATE THEM.

·  BUILD COMPETITIVE ADVANTAGE WHEREVER POSSIBLE BY UNDERSTANDING WHERE YOUR COMPETITORS ARE WEAK. 

· LEARN FROM MISTAKES AND DO NOT REPEAT THEM. 

· BUILD YOUR PRICES UP WHEREVER POSSIBLE ALWAYS TRY TO ADD VALUE TO PRODUCTS OR SERVICES - DO NOT CONCENTRATE ON SELLING ON PRICE.

PRESENTATION TIPS:

·  USE GRAPHS AND COLOUR WHEREVER POSSIBLE TO DEMONSTRATE CHANGES IN THE MARKET.

·  ATTACH MARKET RESEARCH INFORMATION IN THE APPENDIX IF POSSIBLE.

·  INCLUDE QUOTES FROM LEADING FIGURES IN THE COUNTRY OR INDUSTRY ON THE TRENDS IN THE INDUSTRY.

FUND RAISING TIPS:

·  SHOW HOW THE FIRM IS AHEAD OF THE COMPETITION - DEMONSTRATE ITS COMPETITIVE ADVANTAGE BY USING GRAPHS AND TABLES.

Question 3: Do you have specific targets for the future of the business?

Once your business has evaluated its past performance, it needs to establish some clear view about where it is going in the future. 

KEY: COMPANIES WHICH CREATE CLEAR TARGETS AND USE THEM TO DRIVE THE COMPANY ARE MUCH MORE LIKELY TO SUCCEED THAN THOSE WHICH HAVE VAGUE GOALS AND OBJECTIVES.

THE MOST IMPORTANT TARGETS FOR SMALL COMPANY MANAGEMENT  ARE TO IMPROVE SALES, GROSS PROFIT, QUALITY AND NEW PRODUCTS AND SERVICES.

· INCREASING SALES MEANS THAT THE COMPANY WILL BE MORE STABLE AND LESS LIKELY TO SUFFER FROM CASH FLOW PROBLEMS (PROVIDING THAT THE SALES ARE PROFITABLE).

· INCREASING GROSS PROFIT LEVELS MEANS THAT THE COMPANY WILL BE ABLE TO INVEST FOR THE FUTURE. GROSS PROFIT IS VERY VERY IMPORTANT – GETTING THIS UP IS FUNDAMENTAL TO THE LONG TERM SUCCESS OF THE BUSINESS: (gross profit = value of sales – direct costs which are labour and raw materials).

· QUALITY KEEPS CUSTOMERS, INCREASES PROFIT. NEW CUSTOMERS ARE  SEVEN TIMES MORE EXPENSIVE THAN EXISTING CUSTOMERS. IMPROVING THE QUALITY OF GOODS AND SERVICES IS CENTRAL TO KEEPING  YOUR CUSTOMERS HAPPY.

· NEW PRODUCTS/ SERVICES. DEVELOPING NEW PRODUCTS AND SERVICES IS THE KEY TO FUTURE PROFIT AND KEEPING CUSTOMERS.

Take your current sales turnover and put in your estimate for next year (you will need to come back to this when you have looked at your plan in detail). Look at your current gross profit and set a target for its improvement (you will need to come back to this when you have looked at your plan in detail). Look at your current customer levels of quality perception from your customer care audit (if you are not measuring this you will need to start as part of the plan). Look at your current rate of new product development and what can be achieved next year (you will need to modify this when you look at the demands of the market in detail).

Gala Foods current turnover was 200,000. Its managers set a target of increasing this to around 300,000. This would mean that the company would have to hold onto its existing customers and expand sales to them, and to find three new large customers. It aimed to increase its gross profit from 49 per cent to 63 per cent by changing product mix, pricing and reducing costs; to improve its quality by 15 per cent based on its customer care audit, and introduce two new products (Table 9). Meeting these objectives would keep the company in its premium position and build its short and long term profitability.

Table 9 Gala Foods objectives for the current and next year.

Item
Current year
Next year

Sales value
200000
294000

Gross profit
49
63

Quality
80
92

New products/ services
2
2

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 9. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is your current turnover? 

What is realistic for next year (you will have to check back on this when the rest of the plan is complete)?

What is your current gross profit margin?

What is realistic for next year (you will have to check back on this when the rest of the plan is complete)?

What is your current level of customer satisfaction (If you have no information you will need to carry out a survey of customer satisfaction)?

Table 9 Replace the Gala Foods data with your company's own objectives for the current and next year.

Item
Your company objectives in the current year
Next year

Sales value



Gross profit



Quality



New products/ services



BUSINESS TIPS:

· PLAN CONSERVATIVELY. TRY TO BUILD STEADILY AND EFFECTIVELY EVERY YEAR - MORE TURNOVER, MORE PROFIT, MORE QUALITY, MORE NEW PRODUCTS AND SERVICES.  

·  SET ACHIEVABLE TARGETS - MAKE SURE THAT WHEN YOU SET THEM AS MANY PEOPLE AS POSSIBLE BENEFIT FROM SUCCEEDING IN ACHIEVING THE GOALS SET.

·  MONITOR THE ACHIEVEMENT OF THE TARGET ON A REGULAR BASIS - AND TRY TO TAKE ACTION WHERE POSSIBLE TO IMPROVE THE CHANCE OF SUCCESSFULLY MEETING THE GOALS.

·  ONLY PLAN ONE YEAR AHEAD.  FOR YOUR SIZE OF BUSINESS YOU NEED TO REMAIN FLEXIBLE.

· CONCENTRATE ON PROFITABLE BUSINESS: MAKE SURE YOU KNOW WHAT MAKES MONEY AND WHAT DOES NOT.

PRESENTATION TIPS:

·  USE THE KEY OBJECTIVES TO KEEP STAFF INFORMED AS TO THE PROGRESS OF THE BUSINESS - ALL STAFF SHOULD KNOW WHAT THE KEY OBJECTIVES ARE AND HOW WELL THE BUSINESS IS DOING.

FUND RAISING TIPS: 

·  COMPARE THE KEY OBJECTIVES OF THE COMPANY WITH OTHERS IN THE SAME INDUSTRY - DEMONSTRATE HOW MUCH MORE EFFECTIVE YOUR BUSINESS IS THAN OTHERS.

Question 4. Have you the skilled management to develop the business?

Management skills are essential to the development of the business. 

KEY: THOSE COMPANIES THAT BUILD AND MAINTAIN THEIR MANAGEMENT TEAM GROW MORE QUICKLY AND MORE SUCCESSFULLY THAN THOSE THAT IGNORE THE DEMANDS OF CREATING A BROADLY BASED, SKILLED MANAGEMENT TEAM.

Research shows that training and developing the management team is central to success.

Gala Foods has three key staff, responsible for the range of company activities (Table 10). The company will hire a skilled production manager as volumes of fruit and vegetables increase. This will ensure that the rest of the management team will be able to concentrate on building and maintaining strong relationships with its customer base.

Table 10 Key management for Gala Foods.

Name
Qualifications
Age
Years in company
Responsibilities

David Achiepong 
MA
52
24
Managing Director. Responsible for production planning and quality control

Millicent Chu
Certificate in Sales Management
42
6
Sales and Marketing Director. Responsible for the development of new products and new customers

Daniel Marona
ACCA grade 2
38
4
Financial controller. Responsible for the creation and management of effective financial controls

Another



Production control to take over from Managing Director

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 10. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Who are the management team?

What are their qualifications?

What are they responsible for?

Are they too busy – do they need additional help?

Table 10 Replace the Gala Foods key management data with your company's own.

Name
Qualifications
Age
Years in your company
Responsibilities

























BUSINESS TIPS:

·  SET CLEAR REQUIREMENTS FOR YOUR MANAGEMENT TEAM.

·  RECRUIT OBJECTIVELY - LOOK BOTH INTERNALLY AND EXTERNALLY FOR CANDIDATES - INTERNALLY IS BEST PROVIDING THAT THEY MEET THE REQUIREMENTS.

·  FAMILY MEMBERS CREATE PROBLEMS - AVOID IF POSSIBLE.

·  APPRAISE PERFORMANCE - AND TAKE NECESSARY ACTION TO IMPROVE ACHIEVEMENTS AND PERFORMANCE.

·  INVESTING IN TRAINING - EVEN FOR THE SMALLEST COMPANY TRAINING REWARDS HANDSOMELY.

PRESENTATION TIPS:

·  INCLUDE AS DETAILED AS POSSIBLE RESUME FOR EACH MEMBER OF MANAGEMENT.

·  INCLUDE THE DETAILS OF OTHER ADVISORS WHICH THE COMPANY MAY HAVE WORKING FOR THEM.

FUND RAISING TIPS:

·  INCLUDE AS DETAILED AS POSSIBLE RESUME FOR EACH MEMBER OF MANAGEMENT.

·  INDICATE WITH THE USE OF ORGANISATION CHARTS HOW THE REMAINDER OF THE COMPANY IS ORGANISED AND REPORTS TO KEY MANAGEMENT.

·  INDICATE HOW MANAGEMENT WILL BE REWARDED.

·  INDICATE HOW THE REMAINDER OF THE COMPANY WILL BE REWARDED.

Question 5. Who or what are your  key customers?

No business can go forward without understanding its key customers.

KEY: SUCCESSFUL COMPANIES KNOW WHO THEIR CUSTOMERS ARE. THEY TARGET THEIR GOODS AND SERVICES TO MEET CUSTOMER REQUIREMENTS.

Each business receives most of its work from a small number of customers. Normally 80 per cent of your business will come from 20 per cent of your customers. Understanding what these key customers want and meeting their needs is central to building future business and retaining them. 

As a manager, understanding your customers also identifies those new customers who  are most likely to buy products from you in future – central to building a successful business.

Gala Foods top three customers were all supermarkets (Table 11). They used standard freezers which maintained the temperature of the fruit and vegetables below -12oC. They were the largest supermarkets in the area. The next two largest companies were large catering institutions, which cooked for several thousand using standard catering equipment, storing the product in large freezers. Smaller customers bought through wholesalers. Gala Foods had its strongest position in providing frozen vegetables and fruit to the supermarkets and catering sector. It would continue to exploit this during the next year.   

Table 11 Top customers for Gala Foods in current year.

Number
% turnover
Type of operation – institution, manufacturer, retailer, wholesaler

1
24
Extra Supermarket Group - retailer

2
15
Buy Rite stores - retailer

3
12
Benjamins Discount - retailer

4
11
Benguela Mining - institution

5
8
Benguela Military District 1 - institution

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 11. IF YOU ANSWER THE ACCOMPANYING  QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Who are your top five or six customers?

What type of / organisations/ groups/ companies are they?

How does this affect the company approach to keeping  their custom?

What problems are associated with keeping their custom?

Are there other customers available which would reduce these problems?

Table 11 Replace the Gala Foods top customers data in the current year with your company's own top customer information (in the current year) .

Number
% turnover
Type of operation – institution, manufacturer, retailer, wholesaler

1



2



3



4



5



BUSINESS TIPS:

· CONCENTRATE ON YOUR KEY CUSTOMERS WHO GENERATE PROFITABLE BUSINESS  - SERVICE THEM EFFECTIVELY, UNDERSTAND WHO THEY ARE.

·  USE YOUR STRONG POSITION WITH THESE COMPANIES AS REFERENCES TO BUILD NEW BUSINESS WITH SIMILAR CUSTOMERS.

·  ASK YOUR KEY CUSTOMERS FOR CONTACTS - THEY ARE YOUR MOST COST EFFECTIVE SALES PROMOTION METHOD.

·  CONCENTRATE ON SERVICING THEM WITH A SMALL RANGE OF PRODUCTS OR SERVICES WHICH YOU DO WELL, RATHER THAN A VERY BROAD RANGE WHICH YOU WILL NOT BE ABLE TO EFFECTIVELY SERVICE.

·  CONSIDER CREATING AN AGREEEMENT WITH YOUR MAJOR CUSTOMERS IN WHICH THE MAIN ISSUES OF DELIVERY, PRICE AND PROMOTION ARE AGREED - THIS CAN BE FORMAL OR INFORMAL.

PRESENTATION TIPS:

·  KEEP YOUR STAFF INFORMED OF YOUR KEY CUSTOMERS AND HOW WELL YOU ARE DOING IN CONTINUING TO ACHIEVE SALES TO THEM.

·  SHOW HOW MUCH OF EACH MARKET SECTOR THAT THE COMPANY HAS PENETRATED - IS IT STRONGER IN ONE SECTOR THAN ANOTHER? WHY?

FUND RAISING TIPS:

·  IDENTIFY THE MAIN CUSTOMERS AND THEIR MARKET POSITION - MARKET LEADER, MARKET NO 2, AND HOW EFFECTIVE THE COMPANY IS IN GAINING AND MAINTAINING MARKET SHARE.

Question 6. Is your product or service what your customers want?

As a manager, getting to understand your customer is central to moving your business  forward – otherwise much of your business development will be wasted.  Customer satisfaction is key to maintaining customers – satisfied customers allow the business to build for the future.

KEY: COMPANIES THAT SERVICE THEIR CUSTOMERS BETTER THAN THE COMPETITION MAKE MORE PROFIT, KEEP THEIR CUSTOMERS LONGER AND ARE MORE LIKELY TO EXPAND.

What do your key customers want?

Remember that a product or a service is a combination of benefits supplied by you for the customer. The bundle of benefits is made up of a mixture of elements – technical components such as size, weight, performance; non-technical, such as delivery, sales support, spare part supply; and attitudinal or branding benefits.

Every company needs to measure its performance both against the market requirements and against the market leader or nearest competitor. The list of issues is long and not all will be relevant for each company. CREATE YOUR OWN LIST FOR YOUR COMPANY AND YOUR INDUSTRY.

Gala Foods carries out a customer care audit every six months. The most recent shows that it outperforms the competition in the market acceptability of many key areas of customer demand. This customer care audit provides a measure of how it scores against the competition across all areas of business (Table 12). The research shows that Gala Foods is seen as poor by the customers in the range of vegetables which it provided and in the packaging. Both of these are key action items in the next planning period, which would include the creation of a company logo to be included in the new packaging.

The company currently achieves an 80 per cent score in customer satisfaction and plans to improve this to 92 in the following year. This improvement is incorporated in the main objectives of the company to ensure that it continues to maintain market share.

Table 12 Key factors in Gala Foods product and service positioning – customer scores out of  10  (1 being very poor and 10 being excellent).

Factor
Meets customer expectations? 
Better than competition? 
Action required

Size
9
6


Weight
10
6


Taste
10
5


Colour
10
6


Ingredients
10
8


Cleanliness
6
6
Investment required to improve cleanliness of product

Packaging
6
3
Packaging needs re-design Target score would be 10

Range
7
4
Range needs expanding. Target score 8

Sales support
10
5


Delivery
10
3


Brand value/ promotional activity
5
1
Branding as part of packaging re-development- target score 7

Logo
4
1
Logo as part of re-packaging exercise – target score 7

Quality certification
8
1
Quality certification not required by market but must be reviewed

Total
80
40
Target is 92 following the improvement in range, packaging, branding

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 12. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the key factors which make customers buy your products or services?

Can you identify those factors  that are seen as excellent and on which the company can build?

What issues in product or service delivery does the company suffer from?

How does it compare with the competition – what lessons can be learnt from the competition which will improve the company performance?

What action does it need to take to improve the areas of weakness?

Table 12 Replace with your company's own the key factors in Gala Foods product and service positioning customer scores out of  10  (1 being very poor and 10 being excellent).

Factor
Meets your customer expectations? 
Better than competition? 
Your company action required

Size




Weight




Taste




Colour




Ingredients




Packaging




Cleanliness




Range




Sales support




Delivery




Brand value/ promotional activity




Logo




Quality certification




Total




BUSINESS TIPS:

CARRY OUT REGULAR SURVEYS OF YOUR MAJOR CUSTOMERS/ CUSTOMER GROUPS - TELL THEM THAT YOU THINK THAT IT IS GOOD FOR THEM TO TELL YOU HONESTLY WHAT IS RIGHT AND WHAT IS WRONG WITH THE THINGS THEY GET FROM YOU SO THAT YOU CAN MAKE IMPROVEMENTS  - A MORE DETAILED SET OF QUESTIONS IS EVEN BETTER. THIS IS THE CUSTOMER CARE AUDIT WHICH ALL COMPANIES SHOULD CARRY OUT  REGULARLY. 

· LOOK AT YOUR COMPETITION - WHAT ARE THEY DOING BETTER THAN YOU?

· START WITH THE CHEAPEST IMPROVEMENTS AND WORK UPWARDS.

· GET YOUR WORKERS INVOLVED IN IMPROVEMENTS - START A SUGGESTION SCHEME AND GIVE PRIZES - THIS IS THE BEST INVESTMENT YOU CAN MAKE.

PRESENTATION TIPS:

·  KEEP THE WORKFORCE INVOLVED WITH CUSTOMER SATISFACTION.

FUND RAISING TIPS:

·  CUSTOMER SATISFACTION SCORES SHOULD BE INCLUDED IN THE BUSINESS PLAN WITH THE TREND OVER THE PAST YEAR OR MORE IF AVAILABLE - THIS PROVIDES THE LENDER WITH CONSIDERABLE CONFIDENCE ABOUT HOW THE COMPANY IS DEVELOPING.

Question 7: Can you keep your customers with good internal quality control?

External quality analysis must be matched by the ability of the company to maintain a consistent internal level of product and service quality.

KEY: MAINTAINING THE QUALITY THAT CUSTOMERS WANT IS THE KEY TO KEEPING THEM AS CUSTOMERS. AS A MANAGER, YOU SHOULD ALSO REGARD QUALITY AS A KEY TO IMPROVING PRICE. REMEMBER THAT IT IS SEVEN TIMES MORE EXPENSIVE TO GET NEW CUSTOMERS THAN TO MAINTAIN EXISTING ONES.

It is vital that every business sets internal quality standards which it monitors and controls.

Can you set effective standards for quality control?

For manufactured products, issues such as size, quality of finish and performance (such as safety) will be important. Every product needs a set of action standards – what does it need to make it better than the competition? For example – say you were manufacturing gas lamps,  is yours as reliable as the competition – will it last over 2000 uses without breaking down?

Companies need to:

set clear quality standards for each product benefit;

define how these standards will be measured;

identify areas which need increased investment through a structured approach to improving quality.




Supplier training/ supplier development (SD)




Improved factory layout (IF)




Improved maintenance (IM)




Improved supervision (IS)




Staff training (ST)




External quality measurement (EXT)




New equipment (NEW)




Quality certification (QC)




New premises (NP)

Though the circumstances of each company are different, there is an increasing level of investment which companies can make to improve quality. Companies should concentrate on the lowest cost options first, before moving on to higher levels of investment. This ensures that the more complex quality management issues build on a more expert quality base.




Supplier training/ development

For the manager, improving the quality of the suppliers is normally the most cost effective way of improving quality. This will require either time with the suppliers for training, or time looking for alternative suppliers who  can provide a better service that will meet your needs as their customer.

Layout/ premises improvements

For many operations, an improvement in layout can do much to drive quality upwards. Workers can be brought together in teams, damage caused by moving product between work stations can be reduced, workers can learn from each other.

Improved maintenance

By regularly servicing equipment and replacing worn parts, the quality of the processing will improve. Regular or preventative maintenance also reduces the amount of downtime in the factory and improves productivity.

Increased supervision

Developing a more comprehensive and effective supervision system will further improve quality. Supervision can also include the creation of quality circles which involve the workers groups discussing the problems and operating efficiency of the factory. 

Staff training

Setting clear quality standards and training your staff to both achieve and understand   them will be the next most cost effective investment that managers can make. What are your staff training targets? How can they be achieved?

External quality inspection

An external audit can provide valuable support for quality manufacturing. It will provide an independent assessment of the production and can be used to randomly assess the quality of the product.

New equipment

Investing in new equipment will not only increase productivity – it will also improve quality as the consistency of the product will be enhanced.

New premises

Investment in new premises will enable the company to re-organise and to improve the overall efficiency of the operation though at often substantial cost.

Quality certification

For many customers, the achievement of quality certification standards is becoming increasingly important. International standards such as ISO 9000 and ISO 14000 are now more  in demand than before. The cost of establishing this type of control is often considerable and should only be considered where the returns are very significant.

Gala Foods production facility was a purpose built factory unit of 2,500 sq metres. The company manufactured all its products in-house, though packaging was bought in. At present the company was operating at around 40 per cent capacity and could without difficulty add additional shifts and weekend working to meet any substantial increase in demand. All the equipment was less than five years old, and would not need to be replaced for another three to four years. Maintenance expenditures were low.

It was separated into three units:

the food reception and preparation area;

the food inspection and packaging area;

the freezer unit area.

The food reception area

12 Blendix cutting and peeling machines, each with a capacity of 25 kilos per hour.

Two steam cleaning Biodrive units each with a capacity of 200 kilos per hour.

The food inspection and packaging area

3 Atomiser heat sealing machines each with a capacity of 30 packages per hour.

1 Atomiser bulk packaging machine with a capacity of 10 packages per hour.

The freezer unit area

3 Siberia flash freezers each with a capacity of 100 kilos per hour.

10 Large industrial bulk freezers from various manufacturers with a total freezing capacity of 3,500 kilos.

Customer comment indicates that the most important quality control items were the size of the raw materials which entered the processing plant. The managers had set upper and lower limits for all fruit and vegetables (Table 13). 

Next mentioned was the cleanliness of the individual item. - each item was inspected and cleaned where necessary prior to freezing. New equipment was required to reduce the level of contamination.

Freezing time needed to be more closely controlled. The main problem was the fluctuating supply of electricity. An investment in a small diesel generator as a standby unit was included in the plan to improve overall performance.

The packaging was visually inspected and weighed prior to final packing. 

Table 13 Gala Foods internal quality control components, means of achieving standard quality and required investment to achieve improved performance 

Factor
Quality standard
Measurement method
Investment type ?

Size
Length, circumference
Plastic templates
None required

Weight
Upper and lower limits
Weighing machine
None 

Taste
Subjective
Random testing at suppliers
None

Colour
Colour chart
Comparison
None

Cleanliness
Microbe level
Laboratory testing
New equipment (NEW) – Estimated cost  5,000

Packaging
Colour, durability
Comparison
None

Range
Availability
Stock levels
None

Sales support
Sales frequency
Sales records
None

Delivery
Delivery date
Sales records
None

Order processing/ invoicing
Speed of process
Sales records
None

Production speed
Time through process
Batch timing
New equipment (NEW) – Estimated cost 17,000

Total


Estimated 22,000

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 13. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the areas of the company involved in production or service delivery?

What is their capacity?

Is this capacity adequate for the planned product or service delivery?

What items are currently manufactured in house and what will be sub-contracted?

What is the age of the equipment?

What will need to be replaced over the next year?

What are the maintenance issues?

What are the key internal quality control standards which need to be set?

How are they being measured?

Are there any problems with achieving accurate measurement of the standard?

Are there any problems with the achievement of the standard?

Does the company need to invest in any area to improve the quality control standard?

Table 13 Replace the Gala Foods internal quality control components, means of achieving standard quality and required investment to achieve improved performance with your own company information. 

Factor
Your quality standard
Measurement method
Investment type/ costs?
























































BUSINESS TIPS:

·  REVIEW QUALITY CONTROL PERFORMANCE REGULARLY: CREATE A FORMAL MONTHLY MEETING WHERE PERFORMANCE IS ANALYSED WHERE STAFF CAN GIVE AN HONEST OPINION.

·  QUALITY PERFORMANCE IS NOT JUST THE PRODUCT ITSELF:  IT INCLUDES THE COMPLETE RANGE OF SUPPORT WHICH THE COMPANY PROVIDES TO ITS CUSTOMER. MEASURE THESE AS WELL.

·  MEASURE MOST CRITICALLY WHAT IS MOST IMPORTANT TO YOUR CUSTOMERS: USE THE CUSTOMER SATIFACTION AUDIT TO CONTINUALLY IDENTIFY PROBLEMS, AND MATCH THIS WITH INTERNAL QUALITY DEVELOPMENTS.

·  INVOLVE YOUR WORKFORCE IN DEVELOPING QUALITY: TRAIN THEM IN WHAT YOU WANT AND WHAT YOU EXPECT AND REWARD THEM FOR IT.

·  SET UP QUALITY CIRCLES OF WORKERS WHICH MEET TO DISCUSS QUALITY- IT WORKS AT ALL LEVELS OF BUSINESS.

·  SET QUALITY CONTROL STANDARDS FOR YOUR SUPPLIERS WHICH THEY NEED TO MEET  AND CLEARLY STATE WHAT THEY ARE.

· WORK WITH YOUR SUPPLIERS TO IMPROVE QUALITY: CONSIDER CREATING A SUPPLIER AGREEMENT. 

· PAY GREAT ATTENTION TO COMPLAINTS: REVIEW COMPLAINTS AT THE SAME TIME AS QUALITY.

PRESENTATION TIPS:

·  KEEP A WALL CHART OF THE KEY QUALITY ISSUES WHICH IS AVAILABLE TO ALL STAFF - KEEP IT UPDATED REGULARLY SO THAT IMPROVEMENTS ARE EASILY VISIBLE.

FUND RAISING TIPS:

·  MAKE SURE THAT YOUR BUSINESS PLAN CONTAINS THE AGE OF THE EQUIPMENT AND THE MAINTENANCE PLAN.

·  MAKE SURE THAT YOUR BUSINESS PLAN CONTAINS AN ANALYSIS OF CAPACITY AND HOW IT WILL BE MAINTAINED/ INCREASED.

Question 8: What are your existing sales to key customers and what will they be next year?

KEY: BUILD YOUR BUSINESS FROM A BASE OF THE EXISTING BUSINESS WHICH YOU HAVE KEPT WITH QUALITY PRODUCTS AND SUPPORT.

What were your sales in the last year from your main customers? With inflation and the company following its normal pattern of trade, what level of turnover will be achieved next year? 

Gala Foods generated around 60 per cent of its annual volume from its top 5 customers, last year, with 22 other customers making up the remaining 40 per cent (Table 14). Gala expected that sales would hold steady to its main customers next year with inflation causing an increase in value of around 5 per cent. There was no expected customer loss. Costs would not rise above the current 24000 units spent on customer service.

Table 14 Gala Foods major customer sales this year and next.

Customer/ customer group
Last year sales
Next year forecast

Extra Supermarket Group - retailer
50000
52000

Buy Rite stores - retailer
40000
41000

Benjamins Discount - retailer
22000
23000

Benguela Mining - institution
22000
23000

Benguela Military District 1 - institution
12000
13000

Others
54000
63000

Total sales volume
200000
215000

Costs of servicing the existing customer base
24000
24000

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 14. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What were your sales to existing customers last year?

Are you going to keep these customers next year?

If not, why not?

For these existing customers will you receive the same level of sales volume?

What will be the effect of inflation?

What are the current costs of servicing these customers at their existing level of business and what will it be next year?

Table 14 Replace the  Gala Foods major customer sales this year and next with your own company information.

Customer/ customer group
Current sales activity 
Next year forecast





























BUSINESS TIPS:

· SIT DOWN WITH YOUR MAJOR CUSTOMERS AND PLAN THE NEXT YEAR TOGETHER IF POSSIBLE. WHAT DO THEY WANT? WHEN DO THEY WANT IT? JOINT PLANNING BUILDS RELATIONSHIPS.

·  TRY AND GET YOUR MAIN CUSTOMERS TO ESTABLISH LONG TERM CONTRACTS WITH YOU SO THAT YOU HAVE A CLEAR IDEA OF WHAT BUSINESS WILL CONTINUE TO BE GENERATED.

·  KEEP IN CLOSE CONTACT WITH YOUR MAJOR CUSTOMERS THROUGHOUT THE YEAR AND FIND OUT WHAT YOU ARE DOING WELL AND WHAT YOU ARE DOING BADLY.

·  ANALYSE WHAT YOU ARE SPENDING TO MAINTAIN THE CURRENT SALES ACTIVITY - IT IS VERY IMPORTANT TO SEPARATE OUT THE COSTS OF DOING BUSINESS AND EXPANDING BUSINESS. SO START WITH EXISTING BUSINESS SALES

PRESENTATION TIPS:

·  SHOW BY TABLES HOW EACH OF THE MAJOR CUSTOMER/ CUSTOMER GROUPS WILL DEVELOP OVER THE NEXT YEAR.

FUND RAISING TIPS:

·  SHOW TRENDS IN MAJOR CUSTOMERS OVER THE PAST YEARS.

·  SHOW THE ABILITY OF THE COMPANY TO HOLD ONTO EXISTING CUSTOMERS - THE RATE OF CUSTOMER LOSS BY YEAR COMPARED WITH THE COMPETITION.

Question 9: How can you expand sales to existing customers? 

Your existing customers are your greatest asset. 

KEY: THE FIRST CHALLENGE TO MANAGEMENT IN THE DEVELOPMENT OF ANY BUSINESS IS TO SERVICE YOUR EXISTING CUSTOMER BETTER AND GET MORE BUSINESS FROM THEM.

Can you get more business from your existing customers by encouraging them to buy more?

There are many ways of improving the existing sales operation using a mixture of techniques. As with many other  areas of business, slow and steady improvement in each  will continue to yield positive results.

Many of these will require some investment from management. This will range from more staff time to extra printing costs, more vehicle costs, promotional expenditure and new staff. Any company should investigate the most cost effective options first, followed by the next most expensive, and so on up the cost ladder.

Each option will potentially increase sales – and companies can increase sales  in a controlled fashion by being careful to make sure that each measure is indeed working to achieve targets.

Investing in this area of the business first will help with future growth – they will improve expertise in selling to new new customers and selling new products to all customers providing that the effort is carefully supervised.

Can your sales force sell more effectively? 

Training the sales force to sell more effectively will help generate substantial new business. 

Creating a discount structure which encourages customers to buy more products or services at a single time will help to focus the sales force  on increasing the volume of sales they handle. 

An incentive scheme to motivate  the sales force to sell more products or services will also drive up sales volumes, but it will have to be impartially monitored. 

COST IMPLICATION: The cost implications of selling more effectively are low. Companies - if they structure their pricing, and work on the value of additional sales in motivating the sales force through incentives - will see the improved sales performance paying for all the additional costs.

Can you improve usage rates among your existing customers?

Products and services supplied with effective instructions will tend to be used more effectively and more frequently. Companies can also cross sell products and services by promoting one product or service with another.

This will involve the company in reviewing the instructions/ support material/ packaging provided.

COST IMPLICATION: Improving instructions and or packaging will require investment but can be phased in over time as existing material is used up and requires replacement.

Can you sell a broader range of the existing products/ services to your existing customers?

Creating a standard brochure/ order form will encourage customers to buy a wider range of products and services. For service operations similar approaches can be used – improving layout, improving design, improving instructions.

COST IMPLICATIONS: Using a computer to design order forms and brochures can substantially lower cost – keeping the material as simple as possible ensures that the flexibility is maintained. If your company is considering printing colour brochures make them general – do not include specific products and prices. Keep these on separate sheets. 

Can you sell more often?

Increasing the frequency of sales visits will generate additional business. You should have  an  established  pattern of sales activity to guide the sales force on planning their visits.

Most important customers – visited weekly? Every two weeks?

Less important customers – visited every two weeks? Every three weeks?

Minor customers – visited every three weeks? Every six weeks?

Changing the frequency of sales visits will normally drive up sales as the sales team will be spending more time with the customer, understanding their requirements and discussing a broader product range.

COST IMPLICATIONS: Selling more frequently will involve you in making a greater investment in the sales force. 

Can you sell in additional ways?

You will find  that selling in different ways will also improve the volume of sales you achieve.

Three main options are open to you.

1. Telephone sales. For many companies, especially those in industrial goods and services, telephone sales can generate significant extra volume while allowing the existing sales force to concentrate on major customers and new business.

2. Direct sales. Using the post to generate sales is worth an experiment - providing your mailing lists are up to date!  Like telephone sales, it will help you to deal with minor customers in a cost effective way.

3. Web based sales. The rapid development of the Internet opens opportunities for even the smallest company to reach a wider client base, cost effectively. Incorporating an order form into the Web system enables customers to order from the supplier's entire range. But first make sure that you can service these customers efficiently and that that you have effective payment  mechanisms in place for your company.    

COST IMPLICATIONS: All these options have cost implications, and are not all appropriate for every company at every stage of development. Web based systems are becoming steadily cheaper and options exist in many countries for using existing payment methods for those companies servicing the consumer market.

Can you encourage repeat purchase via sales promotion?

Sales promotion is a means of encouraging customers to buy more of a particular product or service. They serve as a method of discounting products or services without reducing price. 

You will find that some techniques are relevant to you, while others are not. Some indeed are more relevant to the industrial sector than the consumer market.

1. Buyer incentives. What are they? Buyers receive gifts/ incentives for particular purchases. Use – where buyers can be effectively motivated by this technique and it is not against legislation. 

2. Added value packs/ services. What are they? Specific promotional packs or service offerings where more is offered for the same price. Use – to encourage increased sales in commodity sectors.

3. Bundled packs/ services. What are they? Specific promotional packs or services where other items are added for the same price. Use – to encourage trial of new products and to improve overall sales performance.

4. Credit. What is it? Offering special credit terms for a brief period of time to encourage sales expansion. Use – related to particular sales events – for example around an exhibition.

5. Competition. What is it? Company runs a competition with good prizes, with entry requirements tied to local market requirements. Use – to encourage consumers to buy more of the product over a long period of time.

6. Lottery. What is it? Company provides the user of the product with a chance to enter a lottery with a range of prizes. Uses – consumer based promotion which can be used for a period of time.

7. Self liquidating offer. What is it? Company provides special offer with products/ services which  can be purchased by the customer. Use – expands sales in consumer based products.

8. Sales accelerator. What is it? Company provides unit to draw attention to product – either as a vending machine or display unit. Use – locks in sales in certain outlets.

9. Merchandising. What is it?  Company uses individuals to promote the service or product to specific customers in specific outlets. Use – can direct customers to purchase product in certain outlets.

10. Special event. What is it? Company arranges promotional event for product or service as special attraction for potential customers. Use – Focuses attention on the product or service at particular events such as sports matches.

11. Coupon. What is it? Company provides discount on next purchase of product. Use – consumer based promotion to increase overall purchase.

12. Loyalty card. What is it? Company provides card to consumer which provides for special offers/ discounts when using the company products or services. Use- to encourage continued use of product or service by customers over the long term.

13. Off peak utilisation. What is it? Company provides discount for using the system outside times of major pressure. Use- to spread demand for service outside traditional hours.

COST IMPLICATIONS: Many of these methods involve heavy investment and must be tested in small areas/ customers to ensure that they will  work for you before they are fully used.

Can you encourage more sales through better service?

Customers will order more if better service is provided:

faster service or more regular deliveries;

better stock control or availability of products;

more knowledgeable staff;

better communication.

COST IMPLICATIONS: This will require the greatest level of investment. Carrying more stock will be expensive; increasing the delivery speed will also require investment. Improving staff training and responsiveness is probably the lowest cost option available.

Gala Foods see a major opportunity to improve sales to existing customers. Gala would increase sales by 24,000 units, through a range of techniques (Table 15).

Improving the effectiveness of the sales force would generate additional business, as would selling a broader range of products. The company would also sell more frequently. By promoting repeat purchase through a series of incentives and increasing the frequency of delivery additional sales would be achieved. The total cost of these changes in sales operation would be 6000 units. 

Table 15  Gala Foods increasing sales to current customers.

Sales expansion
Increased  sales value
Cost 

Sell more effectively
7000
1000

Improve usage rates



Sell broader range of products/ services
5000


Sell more frequently
5000
2000

Sell in additional ways



Promote repeat purchase
5000
2000

Service better
2000
1000

Total
24000
6000

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 15. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Can we sell more effectively to existing customers, and what are the cost implications?

Can we improve usage rates from existing customers, and what are the cost implications?

Can we sell a greater range of products or services on each sales visit, and what are the cost implications?

Can we sell more frequently, and what are the cost implications?

Can we sell in additional ways, and what are the cost implications?

Can we promote repeat purchase, and what are the cost implications?

Can we achieve greater sales by improving the level of service which we provide the customer, and what are the cost implications?

Table 15 Replace the  Gala Foods data on increasing sales to current customers with your own company information.

Sales expansion
Your company's planned increased  sales value
Cost 

Sell more effectively



Improve usage rates



Sell broader range of products/ services



Sell more frequently



Sell in additional ways



Promote repeat purchase



Service better



Total



BUSINESS TIPS:

·  THE HIGHEST RISK IS TO HAVE A SINGLE PRODUCT WHICH IS SOLD TO A SINGLE CUSTOMER: MAKE SURE THAT YOUR COMPANY IS NOT IN THIS POSITION.

·  YOUR EXISTING CUSTOMERS ARE OPEN TO DISCUSSION: SO TALK TO THEM ABOUT THE ISSUES INVOLVED IN EXPANDING SALES WITH THEM.

· DO NOT TRY TO EXPAND SALES BY HEAVY PRICE DISCOUNTING:  LOOK FOR OTHER WAYS.

·  WORK UP FROM THE MOST COST EFFECTIVE SALES EXPANSION METHOD.

·  MAKE SURE THAT EACH ADDITIONAL UNIT OF REVENUE DOES NOT COST YOU MORE THAN YOU ARE MAKING IN PROFIT: IF IT DOES NOT, DON'T DO IT.

 TRY TO DO THINGS WHICH YOUR COMPETITION IS NOT DOING:  BE DIFFERENT.

·  USE YOUR EXISTING CUSTOMERS TO DEVELOP NEW SALES CONTACTS - THIS IS THE CHEAPEST AND MOST COST EFFECTIVE WAY OF EXPANDING SALES

PRESENTATION TIPS:

·  SEPARATE EACH POTENTIAL SALES EXPANSION IDEA AND MONITOR IT.

FUND RAISING TIPS: 

·  SHOW THAT YOU UNDERSTAND YOUR CUSTOMER BASE AND ARE ABLE TO MAXIMISE ITS POTENTIAL - USE GRAPHS AND GRAPHICS TO UNDERLINE THIS POINT.

Question 10: How can you expand sales to new customers?

Build on a firm foundation of existing sales by slowly increasing the number of new customers. Your new customers of this year will be your existing customers of next year.

KEY: IF - AS MANAGEMENT - YOU PLAN FOR SALES EXPANSION BY FOCUSING ON A SET OF NEW CUSTOMERS IN A CONTROLLED WAY, AND APPLY THE MOST COST EFFECTIVE METHODS TO WIN THEM AS CUSTOMERS, YOU ARE MORE LIKELY TO MAKE A SUCCESS OF YOUR BUSINESS. COMPANIES THAT APPROACH SALES DEVELOPMENT  WITHOUT THOUGHT OR CARE ARE THOSE THAT INVEST  RESOURCES WITHOUT ANY RESULT; THIS IS WHY PROJECTS TO IMPROVE SALES REQUIRE CARE AND ATTENTION.

Can we develop new business by personal selling?

Investing in the sales force to develop new business is the lowest cost route to sales expansion. Companies can use their expertise in the market to convince new customers of their value by reference to their existing business success – USING EXISTING CUSTOMERS IS THE BEST WAY TO DEVELOP NEW CUSTOMERS – THEY CAN SUGGEST POTENTIAL OUTLETS, AND PROVIDE REFERENCES.

Define the potential customer

By understanding your current customer base you should be be able to identify the shared, main characteristics of the best potential customers for your company's products or services. You will then have created a client list of good prospects. Where do these come from?

Trade directories.

Internet directories.

Official publications.

Trade magazines.

Create a sales approach

Your company must have an effective sales approach which concentrates on its key strengths.

What does the customer want (better product, better service)?

Why does my company's product or services perform better?

You must support the sales approach by effective and simple sales literature

Simple messages should be supported by straightforward sales literature which contains details of the company's products and services and which can also serve as basic reference material for future sales development.

You must set objectives for each sales call

Objective one: Achieve the sale (even the smallest one for trial).

Objective two: Achieve a demonstration of the product/ service.

Objective three: Understand the customer better - what are their problems/ requirements?

You must also monitor the sales activity

COST IMPLICATION: You will have to invest in more sales force time and simple literature. Where substantial time and travel are involved, you must make sure that the potential target customers will indeed  generate substantial sales – otherwise concentrate nearer to home.

Can you develop new business by achieving trial?

The second most cost effective route for generating new customers is for you to get people to try your product/service. This method will help you to build trust with likely customers and allows them to experience the product without risk.

The methods available are:  

sample (a free sample of the merchandise);

coupon (allows the customer a free sample or a reduced price);

demonstration/ merchandising (allows customer to try the product or service for a period at a reduced price).

COST IMPLICATIONS: You will have to produce sample material for the customer or provide a demonstration unit for a period of time. You will be able to measure the effectiveness of the techniques easily and decide what works with which customer type.

Can we develop new business by using direct media?

Using direct promotion, where the customer is clearly defined is the third most cost effective method of developing new business. You can focus promotional activity onto customers who your sales force has clearly identified as being likely to be interested in purchasing the product or service. A variety of techniques exist:

direct mail;

leaflets;

telephone.

Be sure that you define the message

Tell customers why they should buy your product? What is in it for them? What makes your product/ service so special that they should use it rather than any other?

 Drive action

Explain  the next step clearly.

Make it easy to respond

Make it easy for your target customer to take advantage of the product/ service. 

How much effort is required? 

COST IMPLICATIONS: You will find that the management of a direct mail campaign/ leaflets/ public relations/ use of the telephone will be limited and controllable and measurable. You will be able to measure the effectiveness of each the technique in order to decide which is most effective.

Can we develop new business by indirect media?

The most expensive route is the  use of  indirect promotion techniques. These are methods which cover a wide audience which is not  specifically identified or  targeted. You must be clear about the most cost effective methods for winning a larger number of customers for your particular industry and sector.

Costs increase from specific indirect media methods to those which are less specific and you will need to understand these. Directories and exhibitions have a narrow audience – but posters, radio and TV cover a wide audience. Public relations can generate a substantial level of coverage for a small investment. The Web is becoming much more important as a method  of contacting a wide audience for limited cost – but be sure you include a method for the buyer to take action on your web site, such as placing a trial order. Directories are also a key source of business – both on the Web and off it.

Web site

Directories

Public relations

Exhibitions

Posters

Newspapers

Radio

Magazines

Cinema

TV

Define your target audience

Who are we talking to? What do they want to know? What are their problems?

Define the competitive advantage

Why are we better? Why should we be used? 

Keep the message simple

Try us – you will not be disappointed.

Test response prior to further investment

Make sure that you continue to test whether the method you have chosen generates sales and profits. Far too many companies spend money in this area without measuring whether it works. Do you know?

COST IMPLICATIONS: Indirect media is very expensive. Consider all other means of promotion before using it. Test before committing to spending money in this way.

The Gala Foods managers  clearly saw that the best way of developing new customers was through the use of its salesman. The company could easily identify the potential new customers from their existing customers and could use references from them to drive business development (Table 16). Gala would also produce trial packs of frozen fruit and vegetables so that customers would be able to try them without risk.

The likely overall returns from the investment of 12000 units was an additional 49000 sales. This would expand the customer base by an additional 12 companies (three major accounts) which would become increasingly profitable in later years.

Table 16 Developing sales to new customers.

Development technique
Sales value
Costs

Sales force investment
25000
3000

Trial
10000
5000

Direct media
12000
4000

Indirect media



Total
47000
12000

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 16. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Can you sell to new customers by investing in your sales team, and what are the cost implications?

Can you sell to new customers by achieving trial, and what are the cost implications?

Can you sell to new customers using direct media, and what are the cost implications?

Can you sell to new customers by using indirect media, and what are the cost implications?

Table 16 Replace the Gala Foods data with your company's own proposed investment  in  developing sales to new customers.

Your company's planned development technique
Sales value
Costs

Sales force investment



Trial



Direct media



Indirect media



Total



BUSINESS TIPS:

·  START BY USING YOUR EXISTING CUSTOMERS TO GENERATE NEW CUSTOMERS.

·  BE FOCUSED ON YOUR EXISTING CUSTOMER TYPE:  WHO ARE THE NEW CUSTOMERS WE WANT?  HOW DID WE GET THE EXISTING CUSTOMERS?

·  START WITH THE MOST COST EFFECTIVE TECHNIQUE AVAILABLE AND WORK UP FROM THAT.

·  COST EACH ADDITIONAL SALE CAREFULLY - BE REALISTIC ABOUT THE POTENTIAL RETURN.

·  AVOID THE MOST EXPENSIVE WHEREVER POSSIBLE:  MEDIA ADVERTISING DOES NOT PAY FOR MOST SMALL FIRMS.

·  ALWAYS BE RUTHLESS ABOUT KEEPING AN EYE ON THE RETURN YOU GET FROM PROMOTIONAL INVESTMENT. IF IT DOES NOT WORK, TRY SOMETHING ELSE.

·  LOOK AT WHAT YOUR COMPETITORS ARE DOING. THIS MAY GIVE YOU A GOOD IDEA AS TO WHAT IS WORKING FOR THEM - THOUGH THEY TOO MAY ALSO BE MAKING MISTAKES.

PRESENTATION TIPS:

·  USE GRAPHS AND CHARTS TO DEMONSTRATE HOW THE VARIOUS SALES AND MARKETING EFFORTS WILL BE EFFECTIVE.

·  MEASURE THE RETURN ON INVESTMENT FROM EACH PARTICULAR TYPE OF SALES DEVELOPMENT ROUTE.

FUND RAISING TIPS:

·  EMPHASISE THE ABILITY OF THE COMPANY TO GAIN MARKET SHARE.

·  MEASURE MARKET PENETRATION AGAINST COMPETITORS.

Question 11: What new products or services can you sell your customers?

You can sell more of your existing products and services to existing repeat  customers. However, as a manager by keeping a close watch on customer  requirements you can also develop  new products and services to sell to them as well.

KEY: BY CONTINUALLY LOOKING FOR NEW PRODUCTS AND SERVICES YOUR COMPANY IS MORE LIKELY TO PROSPER. NEW PRODUCTS AND SERVICES ALLOW YOU TO IMPROVE PROFITABILITY BY GIVING SOMETHING EXTRA TO YOUR CUSTOMERS WHICH THEY CURRENTLY DO NOT HAVE, AND TO SERVICE YOUR CUSTOMERS WITH A WIDER RANGE THAN PREVIOUSLY - GENERATING MORE SALES.

THE SMALL COMPANY WITH MANAGERS WHO DEVELOP NEW PRODUCTS IS THE COMPANY THAT WILL GROW FASTER THAN THE COMPETITION. 

What types of new product or service are available?

For the small company, there are many opportunities that exist to improve its current products or services.

What ideas do you have  to improve the product/ service?

All new products or services develop from an idea. Where do you find the idea?

What are your competitors doing?

What do your customers think you should be doing?

What ideas are there in the trade magazines?

What ideas are there at exhibitions?

What ideas are there in your company itself for new products/ services?

What specifically do you want the new product or service to do?

A particularly important task before the small company manager is the development of  a specific description of the new product or service. What are you offering  to the customer? What price and standards of performance must you achieve? How can  you set quality standards that are realistic enough for you  to maintain?

Does the product or service fit with your customer requirements and build company skills?

New products or services must be  seen as complementary to your company. They must be easy to sell to your existing customer base, and they should improve the skills and knowledge of your company personnel. Above all they should add value – there is little point in producing a new product or service which is going to destroy existing products or services without adding sales value to the company.

How much will it cost to produce?

New products and services will require investment. They are a risk. Your company must   be able to accurately calculate what the new concept will cost, how long it will take to produce,  and be certain about whether the company will be able to produce it.

How can we test it?

All new products and services must be tested before you commit substantial resources. Testing with key customers and staff will provide the best evidence of whether the company has a product or service which will generate a significant return. 

The Gala Foods managers saw that there were two key new product concepts which could be introduced. It could produce a range of exotic fruit and vegetables which many of the customers had been enquiring about over the years. Another change was the possibility of introducing larger pack sizes. Both of these changes would fit in well into the existing customer base and would add significantly to sales value.

Gala Foods considers that there are two key new product concepts which will be introduced. It will produce a range of exotic fruit and vegetables which many customers had asked after  over the years (Table 17). The chosen products for the next year were:

limes;

peaches;

aubergine;

mangosteen;

artichoke.

Another proposed change was the introduction of larger pack sizes, as part of the repackaging exercise the company was completing for the year. Both of these changes would fit in well into the existing customer base and would add significantly to sales value.

Table 17 Gala Foods new product development analysis, with likely acceptability by customer and ease of integration into company operation, sales value and likely investment cost.

New product/ service
Added value areas
Company and customer fit high/ low
Sales
Cost

Service improvement
New facilities

Additional services

Improved services
N/A



Packaging
Ease of use

Ease of storage

Size

Improved storage

Style
Improved packaging, design and changes in size will have high customer/ company fit
5000
1000

Design
Ease of use

Style
N/A



Reformulation
Better ingredients

Better performance

Better quality
N/A



Product range extension
Additional items for existing product range
New vegetables and   fruit have a high fit with both customer requirements and current range
27000
5000

TOTAL


32000
6000

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 17. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Can you create new products by improving service?

 What are the potential revenue improvements and the costs? 

Does the product or service fit in with the customer and company current operations/ requirements?

Can you create new products by improving packaging? 

What are the potential revenue improvements and the costs? 

Does the product or service fit in with the customer and company current operations/ requirements?

Can you create new products by improving design? 

What are the potential revenue improvements and the costs?

Does the product or service fit in with the customer and company current operations/ requirements?

Can you create new products by reformulation? 

What are the potential revenue improvements and the costs? 

Does the product or service fit in with the customer and company current operations/ requirements?

Can you create new products by range extension? 

What are the potential revenue improvements and the costs? 

Does the product or service fit in with the customer and company current operations/ requirements?

Table 17 Replace the  Gala Foods new product development analysis - with likely acceptability by customer and ease of integration into company operation, sales value and likely investment cost - with your company's own. If necessary, make the categories relevant to your company's own situation.

Your company's new product/ service
Added value areas
Company and customer fit high/ low
Sales
Cost

Service improvement





Packaging





Design





Reformulation





Product range extension





TOTAL





BUSINESS TIPS:

·  CREATE A METHOD FOR IDENTIFYING NEW PRODUCT OR SERVICE OPPORTUNITIES.

·  REVIEW THE BEST IDEAS EACH MONTH.

·  START WITH THE MOST COST EFFECTIVE IDEAS: CHEAPEST TO INTRODUCE AND MOST PROFITABLE.

·  DEFINE EXACTLY WHAT THE NEW PRODUCT OR SERVICE SHOULD DO AND WHAT IT SHOULD COST.

·  GIVE ONE INDIVIDUAL THE RESPONSIBILITY OF DEVELOPING THE IDEA AND CREATING THE PROTOTYPE.

·  TEST OUT THE CONCEPT IF POSSIBLE PRIOR TO FULL SCALE DEVELOPMENT.

PRESENTATION TIPS:

·  PROVIDE THE PROJECT PLAN FOR EACH OF THE NEW PRODUCT/ SERVICE DEVELOPMENTS.

·  KEEP THIS AVAILABLE FOR ALL KEY EMPLOYEES SO THAT THEY ARE AWARE OF HOW THE NEW PRODUCTS/ SERVICES ARE PERFORMING AGAINST PLAN.

FUND RAISING TIPS:

·  EMPHASISE THE PROFITABILITY AND RETURN ON INVESTMENT OF EACH NEW PRODUCT/ SERVICE. PROVIDE A MEASURE OF RETURN ON INVESTMENT. IDENTIFY THE POTENTIAL GROSS MARGIN AGAINST CURRENT PRODUCTS/ SERVICES.

Question 12: Can you reduce your variable costs?

KEY:  COMPANIES WHERE MANAGERS STEADILY REDUCE THE COSTS OF PRODUCTION OR SERVICE DELIVERY ARE COMPANIES WHICH WILL SEE STEADY IMPROVEMENTS IN PROFITABILITY.

What are variable costs?

Variable costs are those costs which the company incurs every time it produces a unit of goods or services. They are:

raw materials;

components;

labour (part time);

packaging;

utilities – water, power, telephone;

order costs;

travel and entertainment costs;

delivery costs.

Why are they important?

Reducing the variable cost of production will improve the profit which the company can make on each unit of goods.

Company A sells goods at 100, variable cost 50 – profit margin 50.

Company B sells goods at 100, variable cost 40 – profit margin 60.

In this example, Company B will make more money than Company A and will have better cash flow. When combined with a reduction in the fixed costs, Company B will be even better placed than Company A – more profitable with better cash flow.

Can you  reduce the company's variable costs?

There are a number of methods of reducing the variable costs of a company. Each of the main elements can be reduced in a systematic way (Table 18). There are many options to reducing costs provided by new technology – many of which are available for the smallest company.

Table 18 Variable cost reduction. 

Factor
Opportunities
Cost saving

Raw materials
Improve quality with suppliers; Reduce waste; Improve usage by better design; Improve processing speed by training; Improve usage rates by appropriate control systems; Improve processing speed by improved equipment; Generate revenue from waste; Consider e-commerce routes


Components
Improve quality via suppliers; Reduce waste; Improve usage by better design; Improve processing speed by training; Improve processing speed by improved equipment; Generate revenue from waste; Consider e-commerce routes


Labour
Improve work load planning; Improve plant layout; Improve training; Improve equipment 


Packaging
Change design; Change materials; Change equipment


Utilities
Introduce controls; Recycle wherever possible


Order costs
Simplify order processing system; Consider e-commerce routes


Inventory costs
Improve forecasting; Require suppliers to hold more stock; Move to back order (supply on demand) system


Delivery costs
Improve vehicle routing; Use sub-contractors to deliver so that unit costs controlled


Services
Negotiate every year – introduce competition wherever possible


Gala Foods main variable costs were the raw materials. There was a high level of wastage with certain crops. This was to be addressed by improved supplier relationships, increased training in the preparation area, and the sale of the waste to chicken and egg producers. Installing cooling systems in the preparation area also would improve productivity. Overall these improvements were likely to yield an improvement in profit margins of about 7 per cent. The company could also make a substantial saving in its bank costs by moving to another supplier.

Variable labour costs would increase as the company moved from fixed contracts to a greater use of short term labour, but overall margins would greatly improve (Table 19).

Table 19 Gala Foods variable cost reduction plan.

Variable costs
Current year
Next year

Raw materials
55000
46500

Components



Labour
21000
33000

Packaging
1300
1350

Utilities – water, power, telephone
12000
12000

Order costs
1200
1200

Travel and entertainment costs
6000
6000

Delivery costs
5000
7200

Total
101500
107850

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 19. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the current variable costs of production for the current year?

Can we reduce the costs of raw materials in the next year?

Can we reduce the costs of components for the next year?

Can we reduce the costs of labour for the next year?

Can we reduce other key variable costs for the next year?

What are the forecast variable costs of production for the next year?

Table 19 Replace the Gala Foods variable cost reduction plan with your company's own.

Your company's variable costs
Current year
Next year

Raw materials



Components;



Labour;



Packaging;



Utilities – water, power, telephone;



Order costs;



Travel and entertainment costs;



Delivery costs.



Total



BUSINESS TIPS:

·  START WITH THE LARGEST ITEM OF VARIABLE EXPENDITURE. HOW CAN YOU REDUCE ITS COST PER UNIT OF GOODS AND SERVICES PRODUCED?

·  MONITOR YOUR VARIABLE COSTS REGULARLY.

·  MAKE EACH KEY MEMBER OF STAFF RESPONSIBLE FOR THEIR AREA OF THE BUSINESS AND GIVE THEM A COST CUTTING TARGET.

·  KEEP LOOKING AT THE POTENTIAL FOR NEW TECHNOLOGY SUCH AS THE INTERNET TO IMPROVE COST CONTROL.

·  DON'T LET COST CUTTING INTERFERE WITH QUALITY.

·  DON'T JUST GO WITH ONE SUPPLIER. KEEP LOOKING AROUND UNLESS THE QUALITY IS EXCEPTIONAL.

· ESTABLISH AN EFFECTIVE STAFF SUGGESTION SCHEME: THIS IS THE MOST COST EFFECTIVE METHOD OF REDUCING PRODUCTION COSTS.

PRESENTATION TIPS:

·  GRAPH THE COSTS BY AREA AND SHOW TRENDS AGAINST OVERALL SALES LEVELS.

FUND RAISING TIPS:

·  SHOW THAT YOU HAVE THE COST AREAS UNDER CONTROL. PROVIDE BENCHMARK INFORMATION AGAINST COMPETITORS WHEREVER POSSIBLE.

Question 13: Can you reduce your fixed costs?

Increasing sales must drive increased profit. 

KEY: THOSE COMPANIES THAT RIGOROUSLY CONTROL FIXED COSTS WILL BE ABLE TO GROW AND PROSPER: THOSE THAT LET COSTS GET OUT OF CONTROL WILL DECLINE. 

What are fixed costs?

Fixed costs are those that the company continues to pay day after day regardless of what it manufactures and sells.

They include:

cost of premises;

cost of full time labour;

cost of company owned transport;

cost of company owned equipment;

cost of finance;

cost of accounting/ book keeping;

cost of legal services.

cost of security

cost of personnel development (training).

Other costs will vary with production or service delivery – these are variable costs which are analysed in the next section.

Why are they important?

Lowered fixed costs means that a company with the same turnover will make more money – they will break even more quickly. This break even point is a vital part of the company planning.

Break even point = fixed costs / profit per unit.

Company A has 10,000 unit fixed cost and 5 profit per unit. Break even is 2,000 units.

Company B has 8,000 unit fixed cost and 5 profit per unit. Break even is 1,600 units.

In this example, Company B will make a lot more money than Company A – it will have better cash flow as well. Companies must work through each of the main costs of the operation and decide which can be achieved either immediately or over time (Table 20). Deal with each item to evaluate whether the company can improve its profitability by reducing its cost base as part of the regular review of business performance by management. 

Table 20 Fixed cost reduction options.

Factor
Options
Cost saving

Premises cost
Move to cheaper premises? Share cost with other company/ operation? Re-negotiate terms of lease?


Labour cost
Use more part time staff for production peaks? Change payment towards piece work/ profit related bonus rather than flat rate payment? Transfer work to sub-contractors?

Reduce supervision/ management costs by improved staff training?


Company owned vehicles
Can you sub contract some or all deliveries? Use short term hire for delivery rather than full ownership?


Company owned equipment
Use sub contractors for operations requiring expensive equipment? Can you buy second hand?


Cost of finance
Can you get a cheaper loan? Can you re-negotiate your existing loan by providing detailed plan? Can you get more capital into the firm? an you improve your credit control? Can you reduce your bank costs by using fewer services/ cheques?


Cost of accountancy/ book keeping
Can you introduce a computer based system to monitor accounts and maintain records?


Cost of legal services
Can you introduce standard terms and conditions to reduce disputes?


Security
Can you replace labour with equipment? Can you sub-contract?


Gala Foods could not make any savings on existing premises. The company was expanding and new premises would have to be found shortly which could mean a reduction in the overall rent paid. Management was able to move some  production to later hours and employ part time individuals – this would substantially increase production at little added cost – with a major reduction in fixed costs. 

The company could use third party transport for distant customers which would make a substantial saving as it would not have to invest in any more vehicles as it grew. There were savings to be made in buying equipment at auction when it became available and inventory improvements could be made on certain products which were continuously produced – so the company would not to have to expand its cold store. Gala could reduce supervision by increased workforce training making substantial savings, and by switching to more payment by performance rather than fixed wages. The company could substantially improve its cost base by introducing computer accounting systems which would give it substantially greater control over the information which it had on its customers – another benefit of a small level of investment. Gala Foods would reduce its fixed costs by over 8 per cent  by these measures – substantially increasing profitability (Table 21).

Table 21 Fixed cost forecast for Gala Foods.

Factor
Cost in current year
Cost in next year

Cost of premises
6000
6000

Cost of labour;
52000
48000

Costs of sales development
N/A
6000

Costs of new customer development
N/A
12000

Costs of new product development
N/A
6000

Cost of company owned transport;
8000
2400

Cost of company owned equipment;
2200
24200

Cost of finance;
1200
1200

Cost of accounting/ book keeping;
3000
1200

Cost of legal services.
3000
1200

Cost of security
12000
12000

Cost of personnel development (training)
3000
5000

Insurance
2400
2400

Misc
2400
2400

Total
95200
135200

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 21. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the current fixed costs for the operation in the current year?

Can we reduce the cost of premises?

Can we reduce the cost of labour?

Can we reduce the cost of company transport?

Can we reduce the cost of equipment?

Can we reduce the cost of accountancy?

Can we reduce the cost of legal services?

What will be the forecast costs for the operation in the following year?

Table 21  Replace the fixed cost forecast for Gala Foods with your company's own.

Factor
Your company costs in current year
Cost in next year

Cost of premises



Cost of labour;



Costs of sales development



Costs of new customer development



Costs of new product development



Cost of company owned transport;



Cost of company owned equipment;



Cost of finance;



Cost of accounting/ book keeping;



Cost of legal services.



Cost of security



Cost of personnel development (training)



Insurance



Misc



Total



BUSINESS TIPS:

·  CREATE A COST REDUCTION PROGRAM AND KEEP MONITORING ITS ACHIEVEMENT EVERY MONTH.

·  MAKE A SINGLE INDIVIDUAL RESPONSIBLE FOR THE COST REDUCTION PROGRAM AND MONITOR IT EVERY MONTH.

·  LOOK AT THE WAY OTHER COMPANIES ARE MANAGING THEIR COSTS: AND APPLY THE BETTER IDEAS.

·  LOOK AT THE IMPACT OF TECHNOLOGY AND HOW THIS CAN REDUCE COSTS IN AREAS SUCH AS INFORMATION PROCESSING AND SECURITY.

PRESENTATION TIPS:

·  CREATE GRAPHS AND CHARTS WHICH SHOW THE TRENDS IN FIXED COSTS OVER THE PAST THREE YEARS.

·  SHOW FORECAST CHANGES IN FIXED COSTS OVER THE PLANNING PERIOD IN GRAPH FORM.

FUND RAISING TIPS:

·  COMPARE FIXED COSTS AGAINST THE COMPETITION.

Question 14: Is your company  profitable?

Companies need to regularly review their profitability. 

KEY: COMPANIES THAT MONITOR PROFITABILITY AT LEAST EVERY MONTH ARE THOSE THAT SUCCEED: THOSE THAT LEAVE IT UNTIL THE ACCOUNTS ARE PUBLISHED EIGHTEEN MONTHS LATE ARE THE ONES THAT FACE PROBLEMS. REMEMBER THAT SURVIVAL IS ABOUT PROFIT.

Profitability is an issue which is at least in part one of accounting policies and standards. Each country will have different rules on how assets can be depreciated and what can be offset against earnings to calculate profitability. The vital issue is gross profit and cash flow for all companies. 

The impact of higher sales volumes, an improved product and customer mix,  and lower costs will substantially improve profitability for Gala Foods (Table 22). The company had already achieved competitive advantage with higher profits than its main competitors but will continue to drive profitability upwards. 

Sales

Table 22 Gala Foods combined sales forecast for next year.

Sales
Current year
Next year

Sales to existing customers
120000
125000

Expanding sales to existing customers
N/A
80000

New customers
N/A
49000

New products
N/A
55000

Total
120000
294000

Sales would expand substantially over the next year as initiatives in expanding sales to the existing customer base, finding new customers and developing new products all generated additional volumes.

Costs

Gala Foods followed a conservative accounting policy. All investment where possible was written off through the profit and loss account, though there remained some which could not managed in this way (Tables 23 and 24). 

Table 23 (given as Table 21 above)  Variable cost trends in Gala Foods.

Variable costs
Current year
Next year

Raw materials
55000
46500

Components;
N/A
N/A

Labour;
21000
33000

Packaging;
1300
1350

Utilities – water, power, telephone;
12000
12000

Order costs;
1200
1200

Travel and entertainment costs;
6000
6000

Delivery costs.
5000
7200

Total
101500
107850

Table 24  (given as Table 19 above)Fixed cost trends in Gala Foods.

Fixed costs
Cost in current year
Cost in next year

Cost of premises
6000
6000

Cost of labour;
52000
48000

Costs of sales development
N/A
6000

Costs of new customer development
N/A
12000

Costs of new product development
N/A
6000

Cost of company owned transport;
8000
2400

Cost of company owned equipment;
2200
24200

Cost of finance;
1200
1200

Cost of accounting/ book keeping;
3000
1200

Cost of legal services.
3000
1200

Cost of security
12000
12000

Cost of personnel development (training)
3000
5000

Insurance
2400
2400

Misc
2400
2400

Total
95200
135200

Table 25 Gala Foods  profit analysis.

Factor
Current year
Next year

Gross profit %
49
63

Net profit %
1
18

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN THE TABLES. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What effect will the changes in sales and costs have on gross profit?

What effect will the changes in sales and costs have on net profit?

Sales

Table 22  Replace the Gala Foods  combined sales forecast for next year with your company's own.

Your company sales forecast
Current year
Next year

Existing sales



Expanding sales to existing customers



New customers



New products



Total



Costs

Table  23  Replace the variable cost trends in Gala Foods with your company's own (Table 21 above). 

Your company's variable costs
Current year
Next year

Raw materials



Components;



Labour;



Packaging;



Utilities – water, power, telephone;



Order costs;



Travel and entertainment costs;



Delivery costs.



Total



Table 24 Replace the fixed cost trends in Gala Foods with your company's own (Table 19 above).

Your company's fixed costs
Cost in current year
Cost in next year

Cost of premises



Cost of labour;



Costs of sales development



Costs of new customer development



Costs of new product development



Cost of company owned transport;



Cost of company owned equipment;



Cost of finance;



Cost of accounting/ book keeping;



Cost of legal services.



Cost of security



Cost of personnel development (training)



Insurance



Misc



Total



Profit

Table 25  Replace the Gala Foods profit forecast for current and next year with your company's  own.

Factor
Profit forecast current year
Next year

Gross profit



Net profit



BUSINESS TIPS:

·  CREATE A MONTHLY MEETING WHICH LOOKS AT THE PROFIT AND LOSS AND THE CASH FLOW FORECAST, EVALUATES SALES AND THE ORDER BOOK.

·  COMPUTERISE WHERE POSSIBLE AS THIS IMPROVES INFORMATION ON COST CENTRES AND PROFITABILITY.

·  USE A SPREADSHEET SYSTEM TO ANALYSE PROFITABILITY BY PRODUCT/ CUSTOMER/ AREA, WHERE POSSIBLE. DOWLOAD FROM WWW.IBISASSOC.CO.UK 

·  KEEP TRYING TO IMPROVE PROFITABILITY BY CHANGING THE PRODUCT MIX, THE CUSTOMER DISCOUNT, THE PRICING STRUCTURE, AND BY COST CONTROL.

·  TRY TO ACHIEVE A HIGHER GROSS PROFIT THAN THE AVERAGE FOR THE MARKET:  THIS IS TERMED ACHIEVING COMPETITIVE ADVANTAGE.

PRESENTATION TIPS:

·  SHOW THE TRENDS IN PROFITABILITY BY AREA OF THE BUSINESS AND BY PRODUCT WHEREVER POSSIBLE - THIS PROVIDES YOU WITH VALUABLE INFORMATION ON WHERE THE BUSINESS SHOULD FOCUS ITS FUTURE DEVELOPMENTS.

FUND RAISING TIPS:

·  SHOW THREE YEAR HISTORY OF PROFITABILITY.

·  SHOW THREE YEARS FORECAST OF PROFITABILITY.

Question 15: Is the value of your business continuing to grow?

One of the longer term measures of business success is the ability of the business to grow its asset base. This means that the business is becoming more valuable – it will be able to borrow more at lower rates of interest.

KEY: BANKS AND OTHER INSTITUTIONS WANT TO BE ABLE TO UNDERSTAND THE ASSET BASE OF THE ORGANISATION. WHEN YOU ARE PREPARING A PLAN FOR THEIR REQUIREMENTS YOU MUST ALSO BE ABLE TO INCLUDE KEY ISSUES OF ASSET MANAGEMENT.

What are the issues?

·  THE COMPANY MUST SHOW HOW THE CASH WITHIN THE OPERATION IS BEING USED TO PAY FOR INVESTMENT .

·  THE COMPANY MUST ALSO SHOW HOW THE NET WORTH OF THE COMPANY IS GROWING.

·  IN ADDITION, THE COMPANY MUST  SHOW THAT THE LEVEL OF BORROWING AGAINST THE NET WORTH OF THE COMPANY IS UNDER CONTROL. 

Gala Foods  continued to show a healthy balance sheet (Table 26). With no need to borrow and capital expenditure being written off in the year of purchase against the profit and loss account, net worth was likely to rise by over 50 per cent in the next year as profitability increased.

Table 26. Gala Foods Balance Sheet.

Factor
Current year
Next year

Sales
200
291

Variable costs
101.5
107.85

Gross profit
98.5
183.15

Fixed costs
97.2
130.2

Net profit
1.3
52.95

Tax paid
0
15

Interest on long term loans
0
0

Depreciation
5
5

Cash flow from operations
6.3
42.95

Capital expenditure
0
0

Loan principal repayments
0
0

New borrowings or equity
0
0

Net cash flow from operations
6.3
42.95

Dividends paid
0
0

Fixed assets
55
89

Net current assets
25
47

Long term liabilities
0
0

Net worth
80
136

Capital employed
80
136

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 26. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What is the current balance sheet?

How much does the company need to borrow?

Why does it need to borrow?

What will be the impact on the balance sheet of the sales plan and the cost cutting plan?

What are the main borrowing issues – long term loans, capital expenditure?

Does the business plan to pay a dividend?

Table 26 Replace the Gala Foods Balance Sheet data with your company's own.

.

Factor
Current year
Next year

Sales



Variable costs



Gross profit



Fixed costs



Net profit



Tax paid



Interest on long term loans



Depreciation



Cash flow from operations



Capital expenditure



Loan principal repayments



New borrowings or equity



Net cash flow from operations



Dividends paid



Fixed assets



Net current assets



Long term liabilities



Net worth



Capital employed



BUSINESS TIPS:

·  RETAIN AS MUCH PROFIT AS POSSIBLE IN THE BUSINESS.

·  PAY CASH FOR ASSETS AND GET AS LARGE A DISCOUNT AS POSSIBLE.

·  WRITE OFF ASSETS AS SLOWLY AS POSSIBLE. 

·  CONCENTRATE ON SPENDING MONEY ON PRODUCTIVE ASSETS: EQUIPMENT WHICH WILL GENERATE INCOME.

·  USE A METHOD OF INTEGRATING CASH FLOW, PROFIT AND LOSS AND BALANCE SHEET ONE IS AVAILABLE AS A DOWNLOAD AT WWW.IBISASSOC.CO.UK
·  INVEST IN GOOD ACCOUNTING ADVICE TO MAXIMISE THE ATTRACTIVENESS OF THE BALANCE SHEET WHEN BANKING ASSISTANCE IS REQUIRED.

·  COMPUTERISE YOUR ACCOUNTS AS EARLY AS POSSIBLE: THIS MAKES ASSET ANALYSIS AND PRESENTATION FAR EASIER.

PRESENTATION TIPS:

·  CREATE A MANAGEMENT REVIEW SYSTEM WHICH LOOKS AT PROFIT, CASH FLOW AND BALANCE SHEETS ON A REGULAR MONTHLY BASIS.

·  START TO DEVELOP AN UNDERSTANDING OF HOW EFFECTIVELY THE BUSINESS IS OPERATING BY COMPARING KEY OPERATING CHARACTERISTICS AGAINST THE COMPETITION.

FUND RAISING TIPS:

·  PROVIDE THREE YEARS PAST BALANCE SHEET INFORMATION PLUS THREE YEAR FORECAST.

·  USE GRAPHS TO SHOW CHANGES IN ASSETS OVER YEARS AGAINST SALES.

Question 16. Can you  improve your cash flow management?

Cash is king. Improvements in sales, improvements in profit, all need to be managed via the cash flow system.

KEY: THOSE COMPANIES THAT SET UP AND MAINTAIN AN EFFECTIVE CASH FLOW SYSTEM WILL BE FAR MORE LIKELY TO SURVIVE AND GROW THAN THOSE THAT DO NOT. 

What are the issues?

Wherever possible, your company must speed up the payment for the goods and services which it provides, and reduce the speed of payment for goods and services it receives.

Company A with sales of 100,000 units with an average 90 day customer credit period and a 60 day supplier credit period will require 8,000 units in finance (negative cash flow).

Company B with sales of 100,000 units with an average of 60 day customer credit period and a 90 day supplier credit period will benefit from 8,000 units of credit from its suppliers – a difference between the two of 16,000 units.

How can we speed up overall payment?

A number of changes in how the company works can have a significant impact on how payment is received (Table 27).

Table 27 Potential improvements in cash flow management.

Factor
Potential improvement
Level of impact

Ordering
Speed up ordering – telephone, fax, e-mail


Order processing
Speed up ordering processing – use standard forms with many copies


Standard terms and conditions
Use order forms with standard terms and conditions – negotiate if necessary for special customers


Credit check
Make sure that goods and services do not leave unless credit terms acceptable


Credit limit
Make sure that goods and services do not leave unless customer is staying within credit terms


Invoice immediately
Do not wait to invoice – do it now!


Discount for cash payment
Reduces credit period – but make sure that terms are kept


Reduce credit terms
Can reduce overall credit length, especially with difficult  customers


Chase slow payment
Install efficient and effective credit chasing system


Customer complaint handling
Make sure that complaints are dealt with rapidly


Supplier credit
Extend credit from major suppliers as part of an annual negotiation


Shipment size
Look at potential for receiving smaller quantities of product


Payment by installments 
Attempt to pay major bills over time


Bonus payments
Delay bonus payments until all payments have been received from customers


Gala Foods will remain cash positive throughout most of next year, though the purchase of new equipment in month 7 would mean that this month would see the company drawing on existing balances (Table 25). The cash flow plan showed that there would be no need to borrow money for this equipment which would substantially improve the terms which the company could gain. 

The higher level of profitability generated by better product mix and reduced fixed and variable costs means that the company can finance the increased level of sales internally. Gala Foods conservatively assume that all sales will require at least 60 days credit, while all supplies will have to be paid within the month. The company hopes that actions taken to improve cash inflows and outflows will ensure that this can be further improved.

Even by including contingency expenditure into the cash flow projection, the company would still generate over 20,000 units of net cash over the year. Conditions of  trade would have to weaken substantially for cash flow to become negative. The sensitivity analysis shows that should sales revenues fall by ... and costs rise by ... that cash flow will become negative. It is considered highly unlikely that this will occur.

Best case forecast 




+35000 units

Contingency plan 




+20000 units

10 % sales reduction, 10% cost increase
+3000 units

20% sales reduction, 20% cost increase
- 15000 units

Table 28 Gala Foods cash flow management.

Sales/ costs by month
1
2
3
4
5
6
7
8
9
10
11
12

Sales













Existing customers
18
18
18
18
18
18
18
18
18
18
18
18

Additional sales to existing customers
2
2
2
2
2
2
2
2
2
2
2
2

New customers


2
3
3
4
4
4
6
6
7
7

New products



1
2
3
4
4
4
4
5
5

Total sales
20
20
22
24
25
27
28
29
30
30
32
32

Total revenue/ inflow
18
18
20
20
22
24
25
27
28
29
30
30

           Costs













Variable













Raw materials
3
3
3
3.5
3.5
3.5
4
4
4
5
5
5

Components













Labour
2
2
2
2.5
2.5
2.5
2.5
3
3
3
3.5
3.5

Packaging
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.15
0.15
0.1

Utilities – water, power, telephone
1
1
1
1
1
1
1
1
1
1
1
1

Order costs
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Travel and entertainment costs;
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.6
0.6
0.6
0.6
0.6

Delivery costs.
0.4
0.4
0.4
0.6
0.6
0.6
0.7
0.7
0.7
0.7
0.7
0.7

Total variable
7.1
7.1
7.1
8.3
8.3
8.3
9.5
9.5
9.5
11
11
11

Fixed













Cost of premises
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Cost of labour;
4
4
4
4
4
4
4
4
4
4
4
4

Cost of maintaining current sales
2
2
2
2
2
2
2
2
2
2
2
2

Costs of sales development
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Costs of new customer development
1
1
1
1
1
1
1
1
1
1
1
1

Costs of new product development
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5
0.5

Cost of company transport;
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Cost of equipment;
0.2
0.2
0.2
0.2
0.2
22.2
0.2
0.2
0.2
0.2
0.2
0.2

Cost of finance;
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of accounting/ book keeping;
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of legal services.
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Cost of security
1
1
1
1
1
1
1
1
1
1
1
1

Insurance
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Personnel development
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Misc
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2

Contingency fund
1
1
1
1
1
1
1
1
1
1
1
1

Total fixed
10.8
10.8
10.8
10.8
10.8
32.8
10.8
10.8
10.8
10.8
10.8
10.8

Flow













Total outflow
17.9
17.9
17.9
19.1
19.1
41.1
20.3
20.3
20.3
21.8
21.8
21.8

Net flow
0.1
0.1
2.1
0.9
2.9
-16.9
4.9
6.9
7.9
7.5
8.3
8.3

Bank opening
15
15.1
15.2
17.3
18.2
23.1
6.1
11
17.9
25.8
33.3
41.6

Bank closing
15.1
15.2
17.3
18.2
23.1
6.1
11
17.9
25.8
33.3
41.6
49.9

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN THE TABLES. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Where will the cash flow be negative during the year?

What is the highest level of negative flow during the year?

How will the company deal with this flow position during the year?

How can the company improve its cash flow?

What impact will this have on the overall performance of the company?

What is the impact of changing sales and costs on the cash flow? This is the sensitivity analysis. Companies need to identify what is the impact of spending the contingency fund on cash flow; the impact of a 10 per cent drop in sales revenue and a 10 per cent increase in costs; a 20 per cent drop in sales and a 20 per cent increase in costs.

Table 28  Replace the Gala Foods cash flow management with your own company's.

Sales/ costs by month
1
2
3
4
5
6
7
8
9
10
11
12

Sales













Existing customers













Additional sales to existing customers













New customers













New products













Total sales













Total revenue/ inflow













           Costs













Variable













Raw materials













Components













Labour













Packaging













Utilities – water, power, telephone













Order costs













Travel and entertainment costs;













Delivery costs.













Total variable













Fixed













Cost of premises













Cost of labour;













Cost of maintaining current sales













Costs of sales development













Costs of new customer development













Costs of new product development













Cost of company transport;













Cost of equipment;













Cost of finance;













Cost of accounting/ book keeping;













Cost of legal services.













Cost of security













Insurance













Personnel development













Misc













Contingency fund













Total fixed
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Total outflow













Net flow













Bank opening













Bank closing













BUSINESS TIPS:

·  USE A COMPUTERISED SPREADSHEET SYSTEM TO MONITOR CASH FLOW AND UPDATE IT REGULARLY. DOWNLOAD THE MASTER COPY FROM THE WEB SITE: WWW.IBISASSOC.CO.UK.
·  REVIEW THE SPEED AT WHICH PAYMENTS ARE RECEIVED AND PAYMENTS ARE MADE. THE TEMPLATE SUGGESTS A PAYMENT RECEIVED SPEED OF 60 DAYS AND THE NEED TO PAY SUPPLIERS IN 30. 

· START WITH THE BIGGEST CASH FLOW ITEMS. CAN WE DELAY OR IMPROVE THE TERMS AND CONDITIONS? THEN MOVE ONTO THE SMALLER.

·  TRY AND REMOVE SEASONALITY WHEREVER POSSIBLE: CAN YOU CHANGE THE ORDERING PATTERN, OR PRODUCT MIX TO REDUCE SEASONAL IMPACT ON CASH FLOW?

·  PROVIDING GOOD SERVICE TO YOUR CUSTOMER WILL ENSURE THAT YOU ARE AT THE TOP OF THE QUEUE FOR PAYMENT.

·  BUILDING BUSINESS IN PARTNERSHIP WITH YOUR KEY CUSTOMERS AND SUPPLIERS WILL HELP CASH FLOW MANAGEMENT.

·  MAKE SURE THAT YOU HAVE INCLUDED A CONTINGENCY RESERVE IN YOUR CASH FLOW. FOR A SMALL BUSINESS THIS SHOULD BE BETWEEN 5-7 PER CENT OF TURNOVER. THE MORE STABLE THE BUSINESS THE LOWER THE PERCENTAGE.

PRESENTATION TIPS:

·  ESTABLISH CONTROL SYSTEMS AND REGULARLY REVIEW CASH FLOW - LEARN FROM EXPERIENCE AND UPDATE MATERIAL.

FUND RAISING TIPS:

·  PROVIDE THREE YEARS FORECAST CASH FLOW. 

Question 17: Can you create an action plan?

KEY: COMPANIES THAT GO FROM PLANNING TO ACTION AND INTEGRATE THE PLAN WITH SPECIFIC DETAILED TARGETS AND TIMES FOR ACHIEVEMENT ARE THOSE THAT SUCCEED.

What is an action plan?

The company must:

define responsibilities;

identify tasks;

identify how completion will be measured;

set deadlines for completion.

Typical responsibilities within the company are normally:

production and delivery;

sales and marketing;

finance.

Tasks are:

quality programmes;

new product development;

sales and marketing development;

improved financial control;

equipment installation and testing;

premises modification or transfer.

Completion is measured by specific achievement levels:

quality control targets;

achievement of new customer targets;

commencement of new equipment use;

installation of computer accounting system.

Deadlines are specific dates

Managers need to create an action plan by establishing what tasks need to be undertaken, and how the company can decide when they have been achieved. Normally this is straightforward, but in certain instances a decision will have to be taken to establish a measurement target or milestone – for example when 60 per cent of the customers have been approached with a customer satisfaction questionnaire. Each task will obviously require some resource – whether it is time, or money or both. These requirements should also be included alongside the action(s) involved. Next the managers will have to decide which tasks are linked together – for example a leaflet cannot be printed until the design is completed. Finally where timing is crucial, a series of linked actions must be completed in sequence, on time and to specification to ensure that the project is completed when required. This series of linked actions becomes the critical path of the project – and it is these series of actions which need to be most closely monitored.

Gala Foods had four main areas for development in  the next year.

product development;

new equipment installation;

customer development.

The key milestones, and responsibilities are  in Table 29.

Table 29 Gala Foods action plan

Task
Responsibility
Achievement target
Completion date

Product 1
Chu
Acceptance of product by key customers
Month 3

Product 2
Chu
Acceptance of product by key customers
Month 6

Pressure wash cleaner
Achiepong
System fully operational and staff trained
Month 2

Delivery sub-contractor
Achiepong
Delivery alternatives assessed and tested 
Month 2

Installation of computer accounts package
Marona
System installed, tested and accounts transferred
Month 3

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 29. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the key action targets which the company needs to achieve during the year?

Who will be responsible for them?

When will they be achieved?

How will achievement be measured?

What will these achievements add to the organisation?

Table 29 Replace  Gala Foods action plan with your company's own action plan 

Task
Company manager responsible
Achievement target
Completion date


























BUSINESS TIPS:

·  ALLOCATE RESPONSIBILITY AND AUTHORITY FOR EACH TASK:  TRY COMPANY  PERSONNEL WHO YOU THINK ARE WORTH PROMOTING AND SEE HOW THEY PERFORM.

·  SET CLEAR TARGETS AND TIMESCALES.

·  MONITOR REGULARLY AND TAKE ACTION TO BRING THE PLAN BACK INTO LINE IF NECESSARY.

PRESENTATION TIPS:

·  KEEP A CENTRAL CHART OF ALL KEY ACTIONS AND TIMESCALES SO THAT ALL STAFF ARE AWARE OF PROGRESS ISSUES.

FUND RAISING TIPS:

·  FOR LARGE PROJECTS PRESENT A PROJECT PLAN WITH TIMESCALES, ACTIONS, MILESTONES, RESOURCE REQUIREMENTS AND CRITICAL PATH.

Question 18: Can you identify the key assumptions on which your plan is based?

Every company will make assumptions on which they build their plan – make sure that you know what they are.

KEY: MAKE SURE THAT YOU LIST ALL THE IMPORTANT ASSUMPTIONS ON WHICH YOU ARE WORKING - THEN CHANGE THE PLAN IF THEY ALTER.

Creating a set of assumptions 

First, the managers must identify those aspects of the business which are critical to the plan. Examples of common factors which most businesses identify are inflation, customer retention, key employee retention, borrowing costs, competitive entry and competitive pricing, raw material availability, customer payment terms, legislative issues, and no production or service delivery problems. 

Next, managers need to establish what is the expectation for that particular part of the business. For example, managers will have a view as to the expected level of inflation and borrowing cost. Information on both of these facts can be obtained from suppliers (such as banks) and government information sources.

The third component of the development of an assumption base is to establish the probability of these assessments being threatened. High levels of risk will require particular attention and discussion – and emphasise the creation of the contingency plan (see next section). Managers for example might be relaxed about the control of inflation, but worried about customer payment terms as the economy slowed down and the level of business failure increased. 

Finally, managers need to consider how they are going to reduce the impact of the key failure component affecting the business. For example, they might decide that they could reduce the impact of extended credit by implementing a much more aggressive credit control policy.

Gala Foods has made a number of key assumptions concerning the next year (Table 30). The most important of these are the rate of inflation, the availability of power, and that no changes will take place in the market. Most of these have a low level of associated risk, with the company fairly confident that they will not experience problems in the majority of areas. The potential for power cuts was however seen as substantial with the company taking action in this area to introduce a standby generator.

Table 30 Key assumptions for Gala Foods planning.

Factor
Assumption
Risk level – 1 to 10
Reduction

Inflation
Not more than 7%
1


Credit limits
More than 60 days
5


Debtor limits
Not more than 60 days
2


Power availability
Power will remain available
8
Standby generator

Competitive changes
No new competitive entry
2


Equipment function
No major breakdowns
2


Employee availability
Key employees remain with company
2


ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 30. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

What are the key assumptions?

What is the level of risk for each?

How will the potential impact be reduced?

How will they be monitored?

Table 30 Replace the Gala Foods key assumptions with your company's own planning assumptions.

Factor
Assumption 
Risk
Reduction




































BUSINESS TIPS:

·  LIST ALL THE ASSUMPTIONS IN THE PLAN AS YOU CREATE IT.

·  CHECK THE ASSUMPTIONS AGAINST PAST EXPERIENCE: CAN THE COMPANY ACHIEVE THE OBJECTIVE?

·  LEARN FROM PAST EXPERIENCE IN FUTURE PLANS: CHANGE THE ASSUMPTIONS.

PRESENTATION TIPS:

·  KEEP DISCUSSING THE KEY ASSUMPTIONS AT EVERY REGULAR REVIEW MEETING.

FUNDING TIPS:

·  LIST ALL KEY ASSUMPTIONS, WHAT LEVEL OF IMPACT THEY MAY HAVE ON THE PLAN, THE LEVEL OF RISK DURING THE PLAN AND WHAT CAN BE DONE TO REDUCE THE LEVEL OF RISK. 

Question 19: Has the company an effective contingency plan?

All businesses face problems at some stage in their year.

KEY: THE MANAGEMENT OF PROBLEMS IS CRUCIAL FOR EVERY BUSINESS. THOSE BUSINESSES WHICH THINK ABOUT WHAT CAN GO WRONG AND CREATE BACK UP OR CONTINGENCY PLANS TO DEAL WITH SUCH PROBLEMS ARE THOSE WHICH HAVE A FAR GREATER CHANCE OF ACHIEVING THEIR OBJECTIVES.

What is involved in the creation of a contingency plan?

The business must first identify where the plan can go wrong.

Then it must decide at what level of variance from the plan should action be taken.

Then it must decide as to what type of action should be taken to correct the error – suiting the action to the available resources, personnel, money, facilities, which are available.

Then it must establish these actions as standard policy and make sure that relevant staff are aware of the relevant contingency responses.

Gala Foods had a detailed contingency plan in a number of areas which set action trigger points and was continually reviewed.  

Table 31  Gala Foods contingency planning.

Factor
Trigger point
Action

Sales – fruit 
5 per cent decline below plan
Special offer pack, increase sales pressure

Sales – vegetables
5 per cent decline below plan
Increase promotion

Sales – fruit
5 per cent above plan
Hire temporary staff, increase supply

Sales – vegetables
5 per cent above plan
Hire temporary staff, increase supply

Supplier quality problems
5 per cent rejection
Multi-source suppliers, change emphasis of production

Production quality control problems
5 per cent rejection
Increase staff, identify problem areas

Variable costs
5 per cent above plan
Cost cutting programme

Fixed costs
5 per cent above plan
Cost cutting programme

Absenteeism
5 per cent above plan
Review employee performance

Political problems
Curfew
Review security

Power problems
Power cuts
Standby generator installed

ACTION: NOW REPLACE THE GALA FOODS DATA WITH YOUR COMPANY'S OWN INFORMATION IN TABLE 31. IF YOU ANSWER THE ACCOMPANYING QUESTIONS IT WILL GIVE YOU A  TEXT COMMENTARY SIMILAR TO THE ONE USED BY GALA FOODS.

Where can the plan can go wrong?

At what level of variance from the plan should action be taken?

What type of action should be taken to correct the error? 

Who has been informed of the contingency plan? 

Table 31  Replace the Gala Foods  contingency planning with your company's own.

Factor
Trigger point
Action













































BUSINESS TIPS:

·  LEARN FROM THE WAY YOUR BUSINESS DEVELOPS: WHAT ARE LIKELY TO BE THE MAIN PROBLEMS – PLAN TO DEAL WITH THEM AS THEY OCCUR.

·  THINK ABOUT MAJOR POTENTIAL FAILURES, SUCH AS FIRE OR FRAUD. PLAN TO PREVENT THEM HAPPENING.

·  ESTABLISH AS MANY STANDARD OPERATING PROCEDURES AS YOU CAN – THEY REDUCE THE NEED FOR CONTINGENCY PLANS.

·  MAKE SURE THAT YOU HAVE ALLOWED FOR CONTINGENCY EXPENDITURE IN THE CASH FLOW. FOR A COMPANY LIKE GALA FOODS WITH A STABLE SUPPLY BASE AND STRONG CUSTOMERS AROUND 5 PER CENT IS REASONABLE. SMALLER COMPANIES NEED MORE CONTINGENCIES; COMPANIES IN HIGHER RISK BUSINESSES NEED MORE CONTINGENCIES.

·  REMEMBER THAT CONTINGENCIES CAN ALSO BE FOR SALES INCREASES – YOU MUST CONSIDER THIS ISSUE AS WELL.

PRESENTATION TIPS:

·  MAKE SURE THAT ALL STAFF ARE AWARE OF THE RELEVANT CONTINGENCY ITEMS – HAVE ESTABLISHED PROCEDURES IN PLACE WHICH CAN BE IMMEDIATELY IMPLEMENTED AND WHICH DO NOT NEED DISCUSSION.

FUND RAISING TIPS:

·  LIST KEY CONTINGENCY ITEMS.

·  INCLUDE CONTINGENCY FUNDING IN CASH FLOW – BUT NOT IN PROFIT AND LOSS AND BALANCE SHEET ANALYSES.
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