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STANDARD OPERATING PROCEDURES TO FURTHER DRIVE PROFITABILITY 

The impact of improved internal non-financial monitoring across the Ibis customer base is continuing to run at an average improved gross profit of 6.3% and an improved return on capital employed of 6.8%. The best case to date has been an engineering company with gross margins rising from 38 to 78%, the worst a software company with margins rising from 81.8 to 82.7%.

Achievement levels have risen as the benchmarking becomes more precise and best practice is formulated to spread knowledge through the organisation, a process which is started by the devolution of reporting responsibility inherent in the creation of effective monitoring systems within SME operations. 

Management discussion within the monitoring sessions becomes concentrated, once the initial monitoring and benchmarking issues have been clarified, on what is best practice in x and y, outside their key areas of expertise, to achieve the best returns for the organisation.

This leads to the need for simple, clear standard operating procedures, which set down the company policy in key areas and are agreed by management. The combination of monitoring modules and standard operating procedures moves the typical SME into stage 3 of the knowledge management ladder as defined by KPMG – the "knowledge managed" company.

The evolution of knowledge management within organisations

Knowledge chaotic
adhoc and incompatible systems, few processes, reluctance to share

Knowledge aware
Knowledge processes and sources have been identified and documented. Awareness and implementation not uniform across the organisation

Knowledge enabled
Knowledge management beginning to benefit the organisation. Procedures and tools available but some barriers still need to be addressed

Knowledge managed
There is an integrated framework of procedures and tools. Technology and cultural barriers have been overcome. The knowledge management system is regularly updated.

Knowledge centric
The organisation's mission includes applying and enhancing its knowledge base. The value of knowledge management is measured and reported upon

Source: David Parlby - KPMG The Knowledge Journey

Standard operating procedures are not secret; they are available to all employees and become part of the company induction and maintenance training programmes. It is simple with the creation of Intranets to maintain and update them. They can also be easily integrated into maintenance training programmes.

With 60 standard operating procedures now completed, Ibis is attempting to identify the "top 10" or must have standard operating procedures, those which generate the greatest return to any organisation if best practice is achieved.

Number one is employee suggestion. Research shows time and time again that the returns from employee suggestion schemes, if properly conducted, can be immense. Effective employee suggestion schemes are seen as top rated in our recent questionnaire to our monitoring base. The benefits were seen as:

Cost reduction opportunities are identified;

New product development opportunities are generated;

Key staff members are identified for future development and attention;

Shared values are enhanced;

Company communication is improved

Number two is customer satisfaction. The emphasis on ISO certification has led many companies to fail to ask the fundamental question – who really measures quality?

ISO emphasises internal perspectives of quality, that by completing the right forms and procedures the company will achieve perfection. The problem with this perspective is that there is no reference to the market – the mouse trap may be of consistent production quality, but it may not be what the market considers as quality (or even wants!).

The customer satisfaction approach is that the customer measures quality. Academic research suggests that the introduction of customer satisfaction programmes can lead to between 5 and 25 per cent improvement in profitability. Ibis findings are in line with these studies (though slightly more cautious in terms of overall return). 

As the implications of improved customer satisfaction affect margin performance across a wide range of areas both in the short and long term, the overall impact will be very difficult to accurately measure. The likely areas of impact are summarised in the table below.

Factor
Short term 
Medium to long term

Improved performance / acceptability
Improved reputation

Higher prices
Greater market share

Greater volume

Greater economies of scale/ experience curve effects

Reduced product/ component failure
Increased productivity

Lower returns

Lower waste

Lower warranty costs
Lower production costs

Lower service costs

New product/ service concepts
Greater rate of idea generation
Improved success of commercialisation

Source: Adapted from DA Gavin quoted in Innovation Strategy

More best buys in the next newsletters.

What the introduction of SOP is producing is a further raising of key performance indicators in monitored companies – more profit, better return on capital employed and greater staff retention.
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BUSINESS PLATFORM CONCEPT USEFUL IN SEPARATING START UP FROM ESTABLISHED COMPANIES

Research on the transition from start up/ early stage to established companies, found that longer term survival potential could be explained in terms of a "business platform" which when achieved, created the longer term foundations for the business. The eight components of this platform and the minimum levels of achievement are:

·  Formulation and clarification of the business idea – must be clear both internally and externally

·  Viable product or service – the product service offering must be accepted by key customers in the market and shown to have value

·  Definition of market – the firm must be operating in a viable market for long term survival

·  Development of organisational framework – the firm must be capable of achieving effective internal co-ordination and external relations

·  Core group expertise – the availability of expertise to develop products/ services and market relations

·  Commitment of key staff – the active involvement of key individuals in achieving the business goals

·  Customer relations – the creation of an effective customer base

·  Networking – the development of effective links with suppliers of information, finance and assistance

The business platform concept is valuable in defining the transition between start up and established companies. It emphasises the point that the drivers of success and failure in early stage operations are very different from the established company – focusing on the requirements of customer acceptance, and implementation effectiveness, both internal and external. 

The business platform concept was developed by Magnus Klofsten at the Centre for Innovation and Entrepreneurship, Linköping University, 58183 Linköping Sweden. The achievement of the business platform can now be quantitatively assessed, providing a valuable practical tool in assessing transition companies. 
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WHAT MAKES A GOOD START UP CEO?

Research on over 400 start up operations in the US identified the most and least likely qualities for success.

·  Prior experience of profit and loss management was identified as most important

·  Prior experience of detailed project management was also a key influence in potential success

·  Career path was less important, but the best background was in engineering, followed by operational/ financial, followed by marketing, sales, legal and finally research or science.

The best combination was an engineer with P&L and project management expertise; the worst was a scientist with no P&L or project management background.

This research yet again emphasises the need for the start up company to have the skills available to understand the market requirements and to appreciate the complexities of implementation.
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WHAT LINKS WITH THE ACHIEVEMENT OF HIGH LEVELS OF GROWTH?

French research studied 1376 managers in high technology companies over a three year period to attempt to identify what components of company structure and organisation they regarded as most beneficial to achieving high levels of growth. 

The survey created a ranking system which identified linkage of earnings with effort as the most important factor; but closely followed by non-compensation components. Companies which met the majority of the top 7 employee requirements had much higher levels of employee retention as might be expected. They also grew more quickly than companies with lower levels of achievement.

Profit share linked to personal effort not company position


100

Involvement in company planning





95

Access to complete information on company progress


92

High level of control over work direction





87

Pleasant working environment






83

Good working relationships with colleagues




77

Work variety









77

The ability to integrate management into the organisation of the company through combined planning and work direction is shown as having a considerable impact on the viability of the company and its ability to progress more rapidly than its competitors.

KP 

CHANGING DEMANDS OF US VENTURE CAPITAL PROVIDERS

Research in the US on 278 investment managers provides some valuable insights into the way in which they like receiving their initial proposal for an investment (the demands of the follow up information are to be provided from an on-going research programme).

The best "package" was a focused executive summary, in colour, provided in hard copy format, with an accompanying CD ROM.

Most disliked were e-mailed plans.

The survey also identified what the are the new favoured criteria for judging proposals

OUT goes speed to market (IPO/ trade sale potential)

IN comes revenue streams

OUT goes an emphasis on "smart" concepts

IN comes a greater reliance on supported research and customer identification/ customer benefit
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WHAT TENDS TO BE OVER ESTIMATED AND UNDER ESTIMATED BY KEY DECISION MAKERS

Research on 246 senior decision makers found that there were clear categories of "overestimated and "underestimated" factors in evaluating project viability.

Often overestimated were the value of using past examples to the predict the future; the value of hard numbers and numerical forecasts; any information confirming prior beliefs; the short term impact of an action; vivid scenarios relating to hopes and fears.

Often underestimated were potential changes to the competitive landscape; personal and social factors related to the decision; any information opposing prior beliefs; the long term impact of an action; tables and statistics.

This research was conducted by Dr Barnaby Marsh. For more details contact him at New College, Oxford OX1 3BN UK.

WHY A STRUCTURED APPROACH TO PLAN ANALYSIS?

Investors, advisers and business managers are faced with common problems in business planning and development. What should we concentrate on? What are key issues which drive success and reduce failure? How can we create a framework in which performance is enhanced? Though plans come in all shapes and sizes with different objectives and audiences, certain common ground is easily established.

· It is clear that start/ up and early stage operations must be separated from established.  The focus of attention for start up operations, and their planning, should be on structure – how the organisation is structured to deal with product, market, customer, stakeholder, resource access (money, personnel, production/ service delivery), and implementation. For the established company, the emphasis, and the focus of their planning, must be on operations – how the organisation will drive forward its existing interaction of market, product/ service and organisational delivery. 

Start up operations

· Start up and early stage operations have key drivers for success and failure which can be measured and evaluated. Applying these criteria means that:

(1) The business does not receive resources until key questions are resolved.

(2) That the chances of success are substantially increased once this initial hurdle is completed

All studies (not just Ibis) indicate that a disciplined and detailed stage of business development yields enormous benefits.

The Ibis model provides one such framework for evaluating start up and early stage plans, which involves an overall view of the organisation outside the financial analysis. This includes a much greater understanding of the risk management environment than is normal. As 50 per cent of businesses fail for non-financial reasons any business plan review  methodology should involve this broader assessment. Ibis can mentor plan development – but the plan must retain the conviction of the founding members.

·  Most start up and early stage companies lack key skills and a broad understanding of the business environment. To make the company successful it will need:

(1) Early identification of potential problems in operational as well as financial performance


  (2) Additional advice and support from the outside

Studies support the value of a range of support functions and the potential for improved monitoring to build skills, and reduce the potential for problems.

The introduction of Ibis monitoring modules into the growing early stage company provides one such mechanism. By making early stage companies (providing sufficient management is in place) create firm foundations in each area of operation it enables them to focus on key opportunities or problems. The introduction of standard operating procedures (SOP's) is also central to this building programme. SOP's cover the entire range of procedures in the organisation and are continually reviewed to ensure best practice.

Established businesses

·  Established businesses have different success and failure drivers from start up early stage which can also be evaluated in the plan. Applying these criteria will:

(1) Ensure that the business has solid foundations prior to the injection of additional finance

(2) Improve the ability of the business to add value in a controlled way

Non-financial factors continue to be as important in the established business as the start up. Traditional evaluation methods focus on a small proportion of the key factors.

The Ibis model provides one such framework for analysing  established business plans. The Ibis approach of building the plan from a bottom up (customer, product, divisional achievements) identifies operational performance in businesses as a basis for project/ expansion finance.

·  Established businesses need to create targets for performance throughout the organisation so that efficiencies can be maximised, growth enhanced, and problems rapidly resolved.

The introduction of Ibis style monitoring modules linked to benchmark targets devolve responsibility within the organisation and set clear realistic goals for performance. Building better than benchmark performance throughout the organisation creates world class companies. Standard operating procedures (SOP's) also help in identifying best practice in entire areas of company operations.

The ladder of plan development – stages, milestones and suggested external input

Stage
Milestone
External input

Pre -start up
Completed concept analysis
Personnel analysis

Concept analysis

Preliminary risk analysis

Why? Lower failure, lower investment
Ensure that concepts do not

pass without written clearance
Ibis has templates for evaluating pre-business plan viability

Start up 
Comprehensive business plan
Plan review and upgrading

Why? Lower failure, better returns on investment, faster growth
Ensure that plans do not pass without full evaluation and clearance
Ibis has detailed evaluation methodology for plan analysis

Early stage
Target achievement
Non-financial monitoring modules, benchmarking

Why? Non-financial monitoring provides the longer term control than financial assessment
Ensure that targets are closely tracked and corrective action taken
Ibis has detailed benchmarks across most sectors, experience with non-financial monitoring

Established
Business platform
Platform review

Plan review and upgrading

Why? Creating firm foundations is essential to ensuring that progress will occur and risk is reduced
Ensure that plans are not accepted without full evaluation and clearance
Ibis has evaluation system for established business plan analysis

Expanding
Target achievement
Non-financial monitoring modules, benchmarking

Standard operating procedures

Why? Building the knowledge based company is the final challenge to ensure long term success in an increasingly competitive market
Ensure that targets are closely tracked and corrective action taken
Ibis has detailed benchmarks, over 60 standard operating procedures, non financial monitoring experience
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