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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 15000 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 49 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
SETTING OBJECTIVES – CONSERVATIVE, BUT NOT TOO CONSERVATIVE

Central to planning has been the creation of objectives. Writers on objectives have always  been clear about what a good objective should be - 

Measurable

Achievable

Consistent

Acceptable

They have been less clear about either what objectives should be chosen and how they should be set. Ibis has long been of the view that a “Balanced Scorecard” approach is vital, with short term objectives being balanced with longer term requirements. Our approach is to focus on key driver objectives which meet these requirements. We think that 5 key objectives are central to most established organisations -

Gross profit;

Return on capital employed;

Customer satisfaction; 

Employee skills levels;

New product or new service development.

The choice of these objectives has been shown to work in setting clear targets which drive the performance of the Ibis monitored companies, and which can be easily benchmarked and assessed against industry norms.

The other problem, that of how aggressive the new targets should be, has been the subject of recent German research. In this, the study looked at both what objectives were most effective, and how objective setting influenced management and staff behaviour. The study, based on 174 firms in the Mittelstand, attempted to evaluate the types of objectives that were most valuable to the organisation as a whole, and then assessed the level of objective setting.

The research found that profit and customer based targets were most effective in gaining employee acceptance; sales led or market share targets were the least.

The findings on target setting were less clear cut. The graphical representation of results appears to suggest that employees find that conservative target setting is best, with a maximum acceptability at around a 6-8 per cent improvement in operating performance for each criteria. Both lower and higher rates of target setting were seen as less acceptable. Lower targets were seen as the firm lacking ambition and not trying to progress; higher targets were too ambitious and de-motivating.

This research has implications for the way in which companies should consider setting their objectives, and underlines the importance of employee acceptance of the targets that are being considered.

·  MK

PORTFOLIO ANALYSIS – WHAT WORKS FOR THE SME?

There are a substantial number of portfolio techniques available to the large company strategic planner, with each major consultancy developing their own methodology to amaze and confound their multinational clients with their sophisticated insights.

The development of many of these models requires a level of complexity that is beyond the traditional SME, with the need for:

Detailed market data;

Detailed internal data;

Significant internal resources to implement any of the model outputs.

Previous articles from Ibis have emphasised the importance of the emergent strategy for the SME. Because of their competitive position they need to be able to respond rapidly to changes in the macro and competitive environment and take advantage of opportunities as and when they present themselves. 

This emergent strategy is at odds with the directed strategy of the typical portfolio tools.

There is little research on the use of portfolio techniques in the SME, and this is consistent with our experience of the very limited applications which we see in business plans. Most business plan writers do not seem them as either useful or functional in improving the understanding that the business has over its environment.

Of 450 business plans from existing businesses that were studied, the range of portfolio techniques was largely limited to:

SWOT (with some converting to TOWS)

PLC

Diffusion analysis (primarily for new product introductions) 

All three provide valuable information, and have significant benefits for the SME as they are, on the whole:

Fairly easy to apply, requiring little complex data;

Fairly easy to interpret;

Fairly easy to implement as they require little specific investment in most cases

The question that then arises is whether there are other portfolio techniques available which have similar characteristics and could provide useful additional support to SME plan developments.

Creating a framework for the assessment of  useful portfolio techniques for the SME

There is little point in providing the average SME with additional tools that cannot be easily used, easy to interpret and easy to implement. Scoring marks out of 10 for each of these three components (1 bad, 10 good) provides some sort of measure as to the value of the technique for the SME. We have arbitrarily set a score in excess of 25 for consideration as a useful technique – some sort of target had to be set and this seemed as good as any.

Technique
Use
Application
Interpretation
Implementation

SWOT
Identifies key problems/ potential co development routes – can be easily converted to TOWS
10
10
10

Diffusion
Models movement of concept through customer base
2
6
6

PLC
Looks at product investment demand over time
10
2
5

PVA
Looks at product investment going forward
10
6
10

BCG
Separates products into cash flow categories
7
10
10

GE
Separates products/ groups into ROCE categories
3
3
5

Experience curve/ Porter
Looks at strategy and competitive position/ length of time in market 
3
3
3

Product  growth/ company margin
Looks at specific investment strategy from margin and growth perceptions
10
10
10

Market growth/ business position
Drives broad strategies from market development and company competitiveness
5
3
3

Competitive advantage/ investment intensity
Develops strategic concepts based on view of how much investment different types of market require 
3
5
5

Ansoff matrix
Reviews options based on customers and products (many do not include this as true portfolio technique)
10
10
10

Innovation matrix
Compares market attractiveness to business position to determine npd choices
4
7
10

Market newness/ tech change
Looks at changes in market dynamics and required technological response
2
3
3

Tech position/ market growth
Looks at technology responses from current position and influences of market growth
2
5
5

Opportunity cost/ dev risk
Incorporates the concept of opportunity cost into strategy
2
2
2

The remaining options 

The scoring system shows that only a few of the fifteen reviewed made the “cut”. Those that did were:

SWOT

PVA

BCG

Product growth/ margin

Ansoff

Each of these, Ibis consider meet the criteria for the SME and provide useful (and rapidly incorporated) strategic advice and direction.

SWOT. The tried and tested SWOT analysis, strengths, weaknesses, opportunities and threats, still provides a vital element in the SME plan. It helps them to identify the key forces acting on their market and the influence that they could have on strategic development. The added advantage of the SWOT is that it can be converted to a TOWS matrix to drive specific strategy and also, an important feature, to prioritise the strategies. SWOT is easy to use, easy to implement and easy to understand. A best buy in SME portfolio techniques.

PVA. The PVA or product viability analysis, is a modification of the PLC. Unlike the PLC it does not make assumptions as to what is happening next (the great danger with the PLC is that it creates self-fulfilling prophecies), but rather concentrates on the specific macro and competitive forces that are influencing the product or service over the short, medium and long term. It has in our view specific importance for marketing departments in looking at the range of products/ services in their ranges to identify what type of investment priorities should be established. It requires a degree of training to implement, but once commonly used, it is seen as a powerful planning tool.

BCG. The Boston Consulting Group matrix is one of the oldest in the market, and the favourite of business schools. The matrix consists of four components – defined by rates of relative market share and market growth. What is most useful from the SME perspective is that it is easy to use, with clear strategic choices derived from it – and of particular value is that the results are all linked to cash flow – of central importance to the SME.

Ansoff matrix. The Ansoff matrix is, we feel, central to strategic development of the SME. The separation of strategic options into four – market penetration, market development, product development and diversification mirrors the four divisions of revenue streams that have proved their worth in Ibis monitored companies – maintaining existing customers, building on existing customers, developing new customers and new products. Ibis consider the Ansoff matrix a “star” buy for the SME

Product growth/ margin position. This is a new portfolio system particularly suited to the SME. What it is based on is the rate of product/ service growth versus the market (information easily obtained), and the level of gross profit margin against the industry average (also information which is readily available). The position of the product/ service falls into six defined categories which provide direct and easy to follow strategic advice for the company. Ibis consider this as another “star buy” for the SME.

All of these chosen portfolio systems will add considerable value to the typical planning process of the SME. They are easy to use, they provide good information, and are easy to understand.

·  DB

RISK CAPITAL: FURTHER RETRENCHMENT

An analysis of bank and venture capital attitudes towards the funding of risk reveals a further potential downturn in the supply of new finance. 

73% of those questioned in a survey in late February said that they would be more cautious in lending decisions;

82% said that that they would be increasing the proportion of funding going towards existing ventures rather than considering new ventures;

89% said that their speed of funding decision would slow further during the year; 

53% said that their balance of investment attitude had shifted more towards cash flow and away from capital appreciation.

Venture funding continues to fall throughout Europe from the highs in 2000; this survey suggests that companies should be endeavouring to increase the proportion of internal funds generation, not assume that risk capital will be readily available, and plan over a longer time period to raise finance.

INVESTABILITY INDEX: MAJOR CHANGES

The Ibis investability index looks at the risk level of plans (measured by the Ibis score system against the value invested in a particular sector, from investments we are made aware of. It provides a rough measure of level of risk as perceived by the European investor.

Broadly, the index for high technology fell dramatically in early 2000; recovered slightly in 2002, and is now declining again. Tourism, the bright star of 2001 fell, then recovered and now is in steep decline. The consumer goods sector has held up relatively well over the three year period.

STANDARD OPERATING PROCEDURES – NUMBER 9 AND 10 IN THE TOP TEN

The identification of key standard operating procedures has so far listed the top 8 which Ibis consider should be introduced to yield improved performance within the typical SME. The level of return through introducing these top 8 is substantial for the low level of costs involved. 

Recent research in Ireland has shown that only one in 15 SME carry out customer satisfaction audits more regularly than once every two years.

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

Investment appraisal
Reduces investment costs; creates environment within the company which works on agreed levels of return for all projects; simplifies board level investment decision making 

Information management
Builds knowledge managed company

New product development
Substantially raises effectiveness of new product development introduction

Recruitment
Improves employee retention, skills development

The next two standard operating procedures that should be introduced are:

·  E-commerce platforms

·  Contingency planning

Why E-commerce platforms? The availability of e-commerce platforms for the SME, pioneered by Oracle, provide a “must have” for the increasingly sophisticated SME.

Our experience has been that systems must be put in place before e-commerce platforms can be realistically introduced. Companies must have:

Skilled employees

Good internal communication and information systems

Structured customer/ supplier agreements

Before they can handle e-commerce introduction. As a result, there are a number of procedures that must be cross-checked and analysed prior to the introduction of such systems.

The returns are very significant. Oracle claims astronomic levels in their sales literature – we would consider that an improvement in gross margin of around 3% is achievable on average, and a substantial improvement in customer satisfaction (provided of course that the system is made to work). 

What is most impressive is that it creates a change in internal climate – employees can use the platform to analyse performance and identify necessary changes. Our experience is that there is a very considerable increase in overall empowerment as a result.

One word of caution – it is essential in our opinion that the original management system be maintained along side e-commerce for at least a year – this provides much greater confidence in the development of the technology.

Why contingency planning? The contingency plan has many advantages apart from the obvious – that it sets actions that need to be taken when problems occur. The procedure also helps in many other areas:

It defines risk – what are the real risk components in the company environment;

It defines the management of risk – introducing employees to preventative concepts, (risk mitigation), and risk sharing;

It revisits the information system to ensure that the company can identify problems early;

It encourages decentralised decision making.

Ibis continues to build standard operating procedures into its monitored organisations, with 68 frameworks now available to cover a variety of company activities.

·  MK

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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