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IBIS - SPECIALISTS IN BUSINESS PLANNING. 18 YEARS EXPERIENCE AND THE BEST SELLING BOOK, A BUSINESS PLAN (FINANCIAL TIMES PUBLISHED, NATIONAL WESTMINSTER BANK SPONSORED, TRANSLATED INTO 12 LANGUAGES – RUSSIAN VERSION JUST ANNOUNCED), ISBN 0273 63562X.

IBIS EMPHASISE A QUANTIFIED AND OBJECTIVE APPROACH TO THE ANALYSIS AND DEVELOPMENT OF BUSINESS PLANS WITH A UNIQUE SCORING SYSTEM (LIMITED VERSION AVAILABLE FREE OF CHARGE AT THEIR WEB SITE). 

FOR ESTABLISHED COMPANIES IBIS MONITORING MODULES BASED ON OVER 12000 OPERATIONAL BENCHMARKS ACROSS INDUSTRY THROUGHOUT EUROPE ENHANCE PERFORMANCE AND BUILD WORLD CLASS ORGANISATIONS. OVER 60 STANDARD OPERATING PROCEDURES NOW DRIVE THE DEVELOPMENT OF KNOWLEDGE BASED ORGANISATIONS - www.ibisassoc.co.uk

The Ibis newsletter now has readers in 43 countries – WE WELCOME FIJI - some of whom have been suggested by colleagues or associates. Should you wish to be removed from the list, let us know. Should you know of anyone who should be added to the list, let us know. Suggestions (hopefully polite) always welcome. Contact: info@ibisassoc.co.uk
Z SCORES – USING THE TECHNIQUE WITH UNLISTED COMPANIES

Z-scores were developed by Edward Altman following an analysis of 33 quoted bankrupt companies in the United States. The model attempted to create a score which would have predictive value in defining trends towards insolvency. It is considered as useful in providing a medium term measurement of company financial health.

A score above 2.99 indicates that there was little danger of insolvency

A score between 2.99 and 1.81 suggests cause for concern

A score below 1.81 suggests major problems within the next three to six months.

The model requires the input of:

· Earnings before taxes and interest (EBIT)

· Total assets

·  Net sales

·  Market value of equity

·  Total liabilities

·  Working capital

·  Retained earnings

With the exception of the market value of equity, all the data is available within the information system of the unlisted as well as the listed company. Obviously unlisted company equity has value, but what is a useful benchmark for its calculation?

Ibis asked its research base of venture capital companies and private investors what could be a useful estimating procedure for evaluating the value of equity within the unlisted company. The majority view was the use of the p/e ratio with appropriate risk premium provided a useful starting point. The majority considered that a risk premium of 50-65 per cent would be appropriate for the unlisted company. Thus a sector with an average p/e of 12 for traded companies would equity value the unlisted company in the same sector at between 6 and 4. The Ibis approach in its monitored companies has been to apply the 65 per cent discount to the existing p/e – perhaps conservative, but realistic. For start up companies and for loss making operations there is little point in using z-scores as the assumptions that must be made on valuation are far too dangerous.

From that calculation it is possible to calculate the market value of the equity of the unlisted company, and generate the z-score. The list of calculations which need to be entered into the company accounting system to generate the overall z-score are as follows:

Return on total assets  (EBIT)/Total assets
* 3.3

Sales to total assets



* 0.999 (or 1)

Market equity value to debt


* 0.6

Working capital/total assets


* 1.2

Retained earnings/ total assets


* 1.4

The impact of the z-score assessment on overall business planning underline the importance of concentrating on the key ratios of gross profit and return on capital employed; they also underline the importance for unquoted companies in maintaining low levels of leverage (debt equity ratios), and keeping relatively low levels of dividend payouts (below 35%). The inclusion of z-score analysis into company accounts will further emphasise the need for conservative planning and realistic target setting.

Average z-scores across the Ibis monitored companies is 4.7

The z-score assessment using the market equity value assumption is now incorporated in all Ibis financial monitoring modules.

·  DB

INVESTMENT CASE SUMMARY – A USEFUL TOOL FOR OBJECTIVITY IN ASSESSING POTENTIAL

37 investors, a mixture of business angels, venture capital providers, incubators and banks were asked to provide information to Ibis on what they commonly incorporated in their summaries of particular investment proposals.

The results were very varied. All investors required details of project, market and management, venture capital providers were also interested in exit, valuation, risk assessment and worst case scenarios. Business angel networks were the least sophisticated in preparing detailed investment case summaries; banks were most interested in levels of security provided, gearing and interest cover.

In total 34 items were mentioned which would be incorporated into an investment case summary.  These are listed below with a brief comment of what is normally included.

Element 
What it includes

Funding stage
Definition of funding required - seed corn, early stage, second round, expansion capital, MBO,MBI

Purpose of funding
Describes the use of funds

Current and other proposed funding routes
Describes current funding structure of company; includes any other new funding proposed

Key shareholdings
Structure of ownership

Company description
Describes what company does – technology, market it services

Tangible assets
Lists current assets

Intangible assets (inc IPR)
Lists other assets, such as brand value. IPR value

Market size and growth
Order of magnitude of market, rate of growth

Market drivers
Key forces shaping the market and how proposal is influenced

Speed of market change
Identifies diffusion dynamics of market; key buyers

Global potential
Defines how easy it will be to expand the company to service a wider market

Seasonality, long term cycles
Defines stability of market growth and revenues over investment horizon

Pricing/ market profitability
Defines how constrained the company will be in managing pricing and levels of return that can be expected in the market

Management team
Defines how effective the management team is and what gaps need to be filled to implement the company plan

Extent of  project development
Describes the stage of project development for companies in early stage investment

Business model
Defines how the company will reach the market; how it will make money; how this compares with other successful models

Business strategy
Describes mixture of strategic options which are currently used by the company and future plans

Competitive advantage
Clear definition of competitive advantage: does it really exist?

Main competitors
Lists main competitors

Barriers to entry
Defines barriers to entry in market and how competitive exclusion can be achieved

Key performance indicators
Defines what performance measures need to be focused on for achievement of the 

Key risk elements
Defines what risk exists and how it is managed; includes market beta

Downside potential (break up asset value)
What value would be left on worst case scenario

Cost base
Describes how cost base is managed and how it could be reduced if plan values underachieved

Break even
Describes sensitivity to volume; ease of break-even achievement

Forecast EBIT period end
Defines earnings before tax and interest at planned investment end

Dividend policy
Defines payout policy during period of investment

Valuation at period end
Measures company valuation at end of investment period using agreed price/ earnings ratio

Investment sought
Value of investment and mix of funds required

Interest cover
Revenue cover for interest component

Gearing
Debt equity ratio over the period of the investment and implications

Equity share offered
Percentage of equity offered

Exit potential
Types of exit available at the end of the investment period

IRR/NPV
Rate of return to investor through standard investment appraisal methodology

As this summary is of value, it has been provided on the web site for investment community access.

·  RR

MOVING ONTO HIGH LEVELS OF PLANNING SOPHISTICATION – IMPORTANT BARRIERS

Research in the United States on the development of sophisticated planning systems (ERP, SCM, MRP) within 55 companies found a similar pattern to earlier research on sophisticated manufacturing systems such as JIT with only a small percentage of companies reporting a fully effective implementation of the systems.

15% of companies reported that they were "fully satisfied with the implementation;

38% reported that they were "moving towards effective implementation"

21% reported "major problems with implementation"

26% reported that they were "completing a review of the operational effectiveness of the technology"

The research analysed the differences in operating characteristics between the best and worst case companies. It found these four characteristics most clearly separated the successful from the unsuccessful:

1. The existence of a culture of project management in the successful group

2. A significantly higher level of overall skills within the successful group

3. A history of cross-department participation in company monitoring and project development within the successful group

4. Far fewer operational sites within the successful group than the unsuccessful

The creation of a coherent knowledge management environment within the growing organisation would appear to be a very important component of being able to successfully incorporate sophisticated planning tools.

· MK

SKILLS VS SUPERVISION – UNDERLINING THE IMPORTANCE OF A SKILLS OBJECTIVE IN PLANNING

One of the under-estimated effects of skills development is the ability of the organisation to have fewer supervisory staff and thinner management structures. A review of 39 companies in the electronics manufacturing sector in Germany, the Netherlands and Belgium, showed that as skills levels increase the need for supervision declined – measured by the average span of control within the organisation.

This has important implications for the cost base of the typical SME. What it shows clearly is that investment in training and the retention of skilled staff enables the companies to steadily reduce the level of supervisors or managers.

The difference between the top and bottom of the skills profile was a more than doubling of the supervisory load within the organisation. Reducing supervision substantially lowered management costs; improved operational speed of response to customers, and improved the effectiveness of induction processes, apart from the standard findings of the effects of skills improvement within the organisation.

The practical implication of introducing a skills objective into the company monitoring system is that each replacement for supervisory staff should be analysed at board level – as the opportunity for reducing levels of supervision as staff skills climb. The most immediate impact of this policy is in service based companies, where administrative “creep” is greatest.

■ DB 

STANDARD OPERATING PROCEDURES – NUMBER 5 AND NUMBER 6 OF THE TOP TEN

The identification of key standard operating procedures has so far listed the top 4 which Ibis consider should be introduced to yield

SOP
Advantages

Suggestion scheme
Company wide motivation, cost cutting, customer service improvement, new product development, health and safety

Customer satisfaction audit
Service improvement, customer maintenance, new product development

Appraisal
Employee retention, working practices, training, employee development, awareness of company goals

Cost management
Continuous review of cost structures throughout the company; improved working practices

The next two standard operating procedures which appear to yield the greatest returns are:

·  Investment appraisal

·  Information management

Investment appraisal

A systematic approach to investment appraisal yields significant benefits for all organisations. It makes them address:

The value of  alternative expenditure in meeting the objectives of the organisation (which of course leads to a definition of what exactly the organisation is trying to achieve);

The overall levels of return expected from a particular investment – which again demands that the proposers justify the investment;

A common framework for reviewing and approving all significant investments, which makes management “buy in” to the investment case, and demands that senior management sign off on investment proposals, thereby improving corporate governance. This methodology includes a system for integrating investment plans into the business plan review and update;

The analysis of the cost of finance of each investment, with benefits for the cost base;

How the investment will link into the overall budget and cost structure of the organisation.

Information management

The effective organisation of information within the company will improve operational effectiveness in several key areas:

It will ensure the continued quality of corporate governance by setting standards of information management at director level;

It will standardise the reporting system within the company by creating a formal monthly review and discussion system which includes action planning and future reporting;

It will formalise the external and internal transfer of key information – to the employees and other stakeholders;

It will create the first step in the company towards TQM implementation through team review and team control of product or service delivery;

It will create the company Intranet and formalise how it is used;

It will have a substantial impact on induction training and employee development;

It will create a structure within which information from a diverse range of sources can be captured and then transmitted to the company decision making system.

Standard operating procedures which have been completed now number 63 – with some central to all organisations, while others have specific applications in particular industries. 

■ RR

WHY A STRUCTURED APPROACH TO PLAN ANALYSIS, DEVELOPMENT AND CONTROL?

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 for most European sectors, over 60 standard operating procedures, extensive non financial monitoring experience

Knowledge centric
Full transfer of internal and external data to appropriate individuals
Information rich organisation through appropriate HR and IT tools

Why? As the organisation grows it must structure and use its knowledge of the market, and   internal resources to achieve maximum competitive advantage
Ensure that systems build towards complete integration of external and internal knowledge
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