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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 over 60 countries – WE WELCOME  TURKS AND CAICOS - 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
BACKGROUND TO SOP'S

What is an SOP?

A standard operating procedure is a company wide formalised structure to handle specific operational activities. They are, in the opinion of Ibis, an essential supporting element in the creation of good planning and control within the growing company.

What are the potential advantages of using SOP's?

They standardise the approach of individuals within the company to specific procedures, improving the quality and speed of decision making in key areas;

They provide a valuable structure for inter company discussion and development, with a key role in creating a knowledge management base within the organisation;

They act to disseminate best practice within the organisation and can be updated as the conditions and legislation require;

They serve to speed the integration of an individual into the organisation during the induction training phase by making available a library of company wide best practice and company operating procedures;

They improve transparency within the organisation by enabling all employees to see how specific problems are handled in a standard and clear fashion which helps in the creation of shared values;

They provide a clear audit trail in cases of dispute or external investigation where it can be shown that correct procedures were followed and records maintained;

They can provide highly cost effective maintenance training when incorporated into an effective Intranet and checking system. 

What are the potential disadvantages of using SOP's?

Standard operating procedures can become more and more restrictive and more and more detailed, reducing individual liberty and individual approaches to work;

Standard operating procedures can become very time consuming involving the completion of excessive paperwork;

Standard operating procedures can be extended to cover even the most minor aspects of work, creating a completely controlled environment – ideal for a bureaucratic management style;

Unless updated with new regulatory requirements and best practice they will rapidly fall into disrepute;

Unless they are used by all they will also be seen as part of a system put in place to mollify employees rather than as a key universal management tool. 

What are the characteristics of a good SOP?

The SOP can be shown to have benefits to the employee in improving and simplifying job performance;

That it provides a inclusive framework for decision making rather than an exclusive structure;

The SOP is easily and rapidly accessible to all employees;

The role and importance of the SOP can be easily and clearly demonstrated in the accompanying explanation;

The SOP leads to specific and ideally simple action which can be rapidly documented;

The SOP is part of a company wide training and development programme, and knowledge of the SOP is regularly tested within the organisation through the use of Intranet systems;

SOP's are always used by senior management in the relevant decision making areas, and are communicated in that form to other staff.

What SOP's are essential?

Ibis now has around 65 standard operating procedures developed for different companies. Within this range of material there are core items that all organisations should consider:

SOP's concerned with corporate governance, record keeping, and monitoring;

SOP's concerned with buying and selling including outsourcing;

SOP's concerned with safety and security;

SOP's concerned with personnel policy and employee development;

SOP's concerned with the standardisation of key operational activities such as contingency planning, risk management, new product development, and investment appraisal;

Other SOP's will depend on organisational circumstances.

When should the company consider the introduction of SOP's?

Some SOP's are in the view of Ibis, central to effective decision making at whatever stage of company development. 

Both academic research and personal experience suggest that they become more and more important as the organisation grows in size and more and more operational decisions need to be delegated. In practical terms this suggests that an organisation with more than 30 employees should be considering the formalisation of operating procedures through the introduction and adherence to a complete set of standard operating procedures that are relevant to the demands of the environment in which it operates.

Finally, a word of caution

SOP's are no magic bullet. They will help substantially in making the organisation more efficient and productive, but they need continual review and development to ensure that they both integrate with the overall operations of the firm, but also remain relevant and useful to all company employees.

In other words, don't fire and forget – the introduction of a SOP system is a long term commitment to building a cohesive and effective firm.

·  DB

KPI'S REVISITED

The term KPI has become one of the most over-used and little understood terms in business development and management. In theory it provides a series of measures against which internal managers and external investors can judge the business and how it is likely to perform over the medium and long term.  Regrettably it has become confused with metrics – if we can measure it, it is a KPI. Against the growing background of noise created by a welter of such KPI concepts, the true value of the core KPI becomes lost.

The KPI when properly developed  should be provide all staff with clear goals and objectives, coupled with an understanding of how they relate to the overall success of the organisation. Published internally and continually referred to, they will also strengthen shared values and create common goals.

What are the key components of a KPI?

The KPI should be seen as:

Only Key when it is of fundamental importance in gaining competitive advantage and is a make or break component in the success or failure of the enterprise. For example, the level of labour turnover is an important operating ratio, but rarely one that is a make or break element in the success and failure of the organisation. Many are able to operate on well below benchmark levels and still return satisfactory or above satisfactory results.

Only relating to Performance when it can be clearly measured, quantified and easily influenced by the organisation. For example, weather influences many tourist related operations – but the organisation cannot influence the weather. Sales growth may be an important performance criteria – but targets must be set that can be measured.

Only an Indicator if it provides leading information on future performance. A considerable amount of data within the organisation only has value for historical purposes – for example debtor and creditor length. By contrast rates of new product development provide excellent leading edge information.

Obviously KPI's cannot operate in a vacuum. One cannot establish a KPI without a clear understanding of what is possible – so we have to be able to set upper and lower limits of the KPI in reference to the market and how the competition is performing (or in the absence of competition, a comparable measurement from a number of similar organisations). This means that an understanding of benchmarks is essential to be able to use KPI's useful, as they put the level of current performance in context – both for start ups and established enterprises – though they are more important for the latter. Benchmarks also help in checking what other successful organisations see as crucial in building and maintaining competitive advantage.

Start with what you need to measure and monitor

Different organisations need to monitor different aspects of their environment. For example, the airline industry has a complex set of issues many of which (but not all) are different from the dairy farmer. Ibis has created 14 separate monitoring modules for medium sized companies which we believe cover the majority of requirements for the development and maintenance of their organisation. This general list is then tailored for specific purposes.

Establish current performance, benchmark and target levels

For each monitoring module, one can then establish what the current level of performance is in a measurable and understandable way. This is the current performance. From industry sources, the benchmark level can normally be introduced (getting to benchmarks is often a difficult process and one requiring a mixture of low cunning and/or sophisticated analysis). Then a target level of achievement can be entered. Let us take an example of a financial management module for an established manufacturing company and what it will tell us. 

Factor
Current
Benchmark
Target

Gross profit %
68
52
72

ROCE %
13
10
20

Interest cover X
8.3
3.7
10

AER %
8
12
6

SER %
10
12
6

Debtor length (days)
102
95
60

Creditor length (days)
60
63
60

Stock turn/year
5
4
8

Current ratio
4
3
4

Z score
3
7
3

Tax charge %
12
19
10

Cost of finance %
3
8
3

We can gain an enormous amount of information and control from such a chart, but obviously not all components will meet the criteria of being a KPI – otherwise we are back into the problem of measuring everything and not concentrating on a limited number of core criteria.

How do I use such a format to develop and understanding of what is a KPI?

As different individuals and organisations will put a different emphasis on each item of information a definitive list of what is and what is not a KPI will depend on individual decisions, and will vary considerably according to the stage of company development. Start up enterprises need to place their emphasis on structural factors; established companies on operational performance. 

However, one can set some guidelines. The most rapid way to establish the KPI within any set of monitoring information is to work through the three criteria in sequence.

Is the control information key to the success of the organisation?

Can we measure it and influence it?

Does it provide leading edge indications of future developments?

Which measures in the above chart are key?

Gross profit is one key measure to the success of the organisation. Research shows that survival rates are linked to levels of gross profit; gross profit margins above that of the competition provide clear evidence of competitive advantage.

Return on capital employed is another key measure of the success of the organisation. The ability to use investment effectively is central to effective long term development.

Z score is a measure of the liquidity of the enterprise and clearly defines positive or negative trends.

It would be the Ibis argument that the other components of the chart are not key – they are valuable items of information but are not make or break aspects of company management (unless they are grotesquely different from benchmark values).

Are these performance measures – can we quantify them and influence them?

Yes

Do these provide leading edge indications of future performance?

Yes

How should these KPI's be emphasised in company reporting?

It is sensible to always start any monitoring module with the KPI's – this concentrates discussion onto the most important elements.

It is useful to publish the KPI information – ideally on a company Intranet and make it part of any induction and maintenance training programme. This focuses the individuals into an understanding of what the most important success drivers are and that their actions should be to concentrate on these core company measures.

What other areas do KPI's influence?

The most obvious effect of the introduction of a KPI system into an organisation is the re-evaluation of standard operating procedures (SOP). Ibis clearly sees such a relationship rapidly developing – with the need to improve efficiencies in core areas to lift key performance indicators.

The analysis of KPI's is useful as a starting point for business re-engineering. If it is not broken, don't fix it – but where there are clear gaps between benchmarks and enterprise organisation – specific types of business reorganisation may be necessary.

KPI's are also very useful in the planning for either fund raising or exit/ succession. They enable management to focus on those aspects of the business that will raise value, and create an action plan that enables such changes to be integrated into the plan.

·  MK 

CAN YOU MANAGE?

Can you Manage? Is now available as a free download on the web site. Play the role of a new MD in a manufacturing company.

CAN YOU MARKET?

Can you Market? Is now available as a free download on the web site. Take the decisions that are demanded from each cash study 

DEFINING START UP CHARACTERISTICS

Research in Canada using cluster analysis reviewed 189 start up businesses that had approached a number of sector support organisations between 1999-2001 and reviewed their progress since that approach. Using criteria such as growth in employment, added value, capitalisation per employee ,return on capital, stability over the three year period, percentage revenue growth, location, and changes in management, the authors attempted to define common patterns of business formation through following up each individual company. Four clear and one less clearly defined clusters emerged, each with different characteristics.

Necessity led;

Ideas led;

Life style led;

Customer led;

and a much more poorly defined group:

Product led.

Necessity led businesses were characterised by small scale, mainly service sector companies which were formed as a result of changing personal or economic circumstances; ideas led by innovative concepts from research style groups or individuals. Life style businesses were characterised by location, slow employment growth.

Of these five groupings ideas led showed the most variation in performance; with the greatest increase in revenue growth and the least overall stability – necessity led the slowest revenue and employment growth. The highest employment growth over the three year period was in the customer led category.  

This research has one interesting conclusions for advisors/ investors. It suggests that the customer led business is the one that is likely to provide the greatest level of return for government backed schemes.

·  RR

FEW FIRMS BOTHER WITH CONTINGENCY PLANNING

Research by a Far Eastern security firm in Europe and the United States found that less than 1% of their SME sample of 832 firms had a fully comprehensive contingency plan. Almost all stated that they met legal requirements for employee safety (the authors suggested that this was unlikely in reality) and had some method of maintaining data and data capture. Outside these areas there was only limited planning and involvement of staff. Of particular areas to the authors were limited financial controls and dangerously exposed Internet systems.

A contingency plan has value far greater than dealing with risk – it provides a double check on the key elements of the plan.

·  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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