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Anne Hawkins


INTRODUCTION

WHY ARE YOU reading this book?

Don’t get me wrong, I’m delighted you’re doing so.

But I hope you haven’t picked it up expecting to find 100 great ideas all about how to slash the amount you spend.

Is that all you’re looking for?

Aren’t you really interested in improving your profit and, more importantly, your profitability? (If you work for a charity or another not-for-profit organisation, don’t worry, this book is also for you. After all, you’re just as interested in making every £1 you can raise achieve as much as possible, so there’s plenty in here for you as well.)

You see, there is a difference in scope.

If you restrict yourself to just finding ways to reduce your costs, you overlook the opportunity to use the costs you do incur more effectively to increase your sales and thereby improve your bottom line. So I’d politely suggest it’s not really costs you’re interested in as such, it’s improving your profit.

And please don’t stop there.

If you were offered the opportunity to invest in a business that guaranteed you a profit of £1,000 this year, would you be interested? Anything else you might want to know before making up your mind? Besides the obvious matters of risk and legality there is the key question of how much you have to invest to earn that profit. If you had to invest £10,000 you could well be interested. If you had to invest £1m you would walk away. So actually what really matters to you is not how much profit you make but how much profit you make relative to how much had to be invested to earn that profit – i.e. profitability.

So I suspect we’ve now established that it’s not just improving your profit that you’re interested in, it’s really profitability. Take a look at IDEA 34 for an explanation of how you go about improving your profitability and the opportunities for tapping into the multiplier effect.

And while I’m at it, I may as well point out that many profitable businesses go into liquidation because they run out of cash. Really? (If you’re not sure about how this can happen take a look at IDEA 44.) Perhaps you’d also like some ideas on how to keep cash flowing into the business so that you’re around long enough to enjoy your profits?

It might be helpful at this stage to point out a few not-so-great ideas.

Anxious to improve the financial performance of his division, this manager took me to one side and asked, “Do you think if I account for my costs in a different way my products will be more profitable?” I gently pointed out that if he managed his costs better and/or improved his sales, his products would become more profitable. After all, it’s not about how you cut the cake... it’s the size of the cake you’re cutting.

Lured by the apparent savings to be made by sub-contracting work, this other business, unable to do anything with the released capacity, ended up paying not only their own business costs but also those of their supplier. (This one’s actually worthy of further thought. Although it results in increasing your costs in the short-term, it might not be quite so daft as it sounds. Intrigued? You might like to start with IDEA 89.)

Beware the ‘quick fix’ where, with sleight of hand, your costs improve only to reappear as soon as your back’s turned. Using rogue consultants to help you take stock out of your business can be a great example of this (see IDEA 96). Look for root causes and come up with proper ‘fixes’ – don’t just put out the fire, take away the matches.

You see, when it comes down to it there are only 3 ways to improve the financial performance of your business:

•   reduce the costs you incur while maintaining the amount you sell

•   increase the amount you sell without proportionately increasing your costs

•   reduce the amount of investment needed to do the same amount of business

So here are 100 ideas to get you started.


THE IDEAS

THE IDEAS ARE garnered from personal experience, straightforward good business practice and from a range of contacts in a wide spectrum of businesses (from multinationals to sole traders), with the emphasis on practical steps you can take.

While the intention is that you dip into the book for inspiration, links are provided to help you thread your way through the ideas should you want more about particular themes.

The ideas could be grouped into 5 loose categories:

Power in numbers

While you may strike lucky and find ideas you can lift directly from the book and implement in your business, the key to unlocking great improvements in your business is really beyond you.

Or at least it’s beyond you alone. Do you have a passive, silent majority under your roof? All too often gung-ho managers busy themselves with ‘improvements’ without spotting what often proves to be the greatest source of the greatest ideas there before their very eyes... the rest of the workforce. Which is why some of the ideas are about how to switch on and engage everyone in the continuous hunt for finding even better ways for doing more with less. You could start with IDEA 91.

Managing the basics

There’s nothing cost-effective about managing a brood of headless chickens.

You need to agree on your vision for the business before turning your attention to how you’re going to get there. Once that’s sorted, you can then begin to make plans for the first stage of the journey, and thence to the budgeting process in which you allocate your scarce resources to the achievement of each part of that short-term plan.

And it doesn’t stop there. Don’t just carry on walking regardless without checking the map, your watch and the condition of your hiking boots. Find out how you’re doing and monitor how much it’s cost you to get there. After all, you can only manage if you measure. If you want to embark on this journey you could board at IDEA 7.

Starting at the top

This is not a book about sales techniques. There are plenty of good books available about those – including another title in this series. But it is a book about cost improvement and you don’t just improve your costs by cutting them. The significance of the impact of incremental business often gets overlooked – if you can use the costs you’re incurring in your business to generate more revenue, then that’s great for your bottom line too. Better still are the ways you can take your top-line improvement straight to the bottom line – IDEA 66 will get you thinking.

People, materials and services

It’s possible that your payroll costs are not the biggest spend in the business, but your people are likely to be your most important investment. Don’t employ people for them to just spend their time dropping £50 notes into the shredding machine (see IDEA 90).

The only difference between suppliers and employees is the way in which you pay them, so choose your partners with care (see IDEA 18). What you buy, how much you buy, who you buy from and how much you pay will all impact your business costs. As will how much you use. Cost improvement is not about getting better prices, it’s about getting better value.

Putting the squeeze on investment

When it comes down to it, what you’re really after is not profit, but profitability.

(If you’ve got any doubts, go back and take a look at the Introduction.)

There’s no point improving your costs in order to make shed-loads of profit if you’ve tied up so much money in the process that you’re making a lousy return on your investment. Take a look at the explanation of the difference between profit and cash in IDEA 44 to start you thinking about the levers you have to pull to turn those profits into cash, then move on to look at some of the other great ideas for how to squeeze value out of your investment.

This book is not intended to be a step-by-step guide on how to revolutionise the improvement in financial performance of your business. It is, however, designed to provoke your thoughts.

Your business is unique.

It has its own problems and hence its own opportunities. You should find that some of the ideas strike a chord and you will be able to see almost immediately how they could be used in your business. Others may have an underlying message that can be interpreted and adapted to suit the challenges you are facing. There may be some you set aside – for now.

If, as you dip into the ideas, you feel a sense of growing excitement that there is no end to the possibilities for improvement, and an eagerness to start putting your ideas into practice, then the book will have fulfilled its purpose.

So where are you going to start?
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	A DROP IN THE OCEAN






JUST LIKE OTHER utility bills, you need to monitor and manage your water bill.

Do your meter readings make sense?

Check the serial number on the meter – does it match the one on your bill?

Check where the meter has been fitted. There are plenty of horror stories out there of people finding they have been paying not just for their own water but those of their neighbours... and even the leak in the pipe that was not their responsibility.



The idea

Even if you’ve checked that you’ve been billed correctly, you can’t manage the cost of water if you don’t know where it is being used.

Envirowise* claims that businesses can save around 30% of their water costs through implementing simple and inexpensive water minimisation measures such as fixing dripping taps and installing water-saving devices.

Bring it home

Encourage everyone to question the quality and the quantity of the water being used and look for opportunities to save. You may find that people with unmetered water supplies at home are less water-aware than those used to watching how much money they pour (or flush) down the drain. Losing mains water for several weeks as I did and having to carry water from an erratically-filled bowser stationed some distance away down the road (while not recommended), can literally bring it home just how much water you use.

Keep checking

Read your meter on a regular basis so that you pick up on and investigate abnormal usage (e.g. from a leaking pipe) in a timely manner.

Quality costs

Remember that you usually get charged twice – once for the water supplied and then again to have it taken away.

Could you use alternatives to mains water?

How about using rainwater or reusing grey water?

Measure how much water is being used for different purposes and then start thinking of ways to reduce usage.

Flush out savings

You will be using water in your restrooms. While you may not want to follow Australian guidance**, if you work out approximately how many restroom visits are made by your total workforce in a day you might decide to reconsider the way water is used there. Sensors on urinals and tap aerators are just some of the ideas that can generate substantial savings with rapid paybacks in these areas.

Where else do you use water in your business?

•   Cleaning vehicles?

•   Washing components?

•   Office cleaning?

•   In the canteen?

•   Watering plants?

What about the water you drink?

Water water everywhere...

Opinions vary on how much water humans need a day – whatever the amount, there’s no need for it to cost you an arm and a leg...

Looking through the pile of suggestions made by employees, this one caught the manager’s eye – and his imagination. It was suggested that plastic cups for use at water-coolers could be eliminated by providing everyone with a water-bottle. This started him thinking. Everywhere you looked there was a water-cooler. People seemed to believe they needed cooled water at arm’s length wherever they went.

Rather than using expensive bottled water, coolers are now connected to the mains wherever possible. By removing half the coolers on site, the company has saved £10,000 per year in contract charges. (The manager commented that after a few days of anger and frustration, people realised that having a short walk to get their water wasn’t such a bad thing as it gave them the opportunity for a bit of exercise and allowed then to stretch their stiff bodies.) And once they are at the water machine they now fill up their water bottles rather than using plastic cups – even better!

[Even if you’re not too keen on the water-bottle idea, consider the size of the cups you use. If they’re too big, people just pour away tepid remains (water that you’ve paid for and paid to chill) and refill again with more water that you’ve paid for...]

Of course with cost improvement there’s always something more to do. This particular client achieved some stunning cost improvements in recent years in many different aspects of the business. Yet when I went into the cloakroom, I noticed the hot tap was running. When I walked over to turn it off and found that I couldn’t a friendly voice called over, “Don’t worry, it’s been like that for ages...” When you consider that one dripping tap can cost more than £900 per year in water and waste treatment charges* (and this was hot water)... there was an awful lot of money going down that drain.

In practice

•   Treat water as a valuable commodity.

•   Take a look at each water-consuming activity you carry out in your business and considering how you would re-engineer it if you had to carry the water from a well 5 miles away.

•   Check your invoices!

 

*  Source: Envirowise website March 2010 www.envirowise.gov.uk. Envirowise is a UK resource efficiency programme funded by Defra in England, Scottish Government in Scotland, the Materials Action Programme in Wales and Invest Northern Ireland. From April 2010, an integrated Resource Efficiency Programme will be led by WRAP in England. This programme will embody many of the proven Envirowise services and information contained in the Envirowise website.

** If it’s yellow, let it mellow. If it’s brown, flush it down.
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	A FRESH SET OF EYES






THE NEW MANAGER watched in disbelief as the operator took the component out of a box, threw away the box, attached a part to the component and then re-packaged it in a new box identical to the one he’d just thrown away.

As soon as you hear the words “That’s how we do it here”, you should sniff the possibility of cost improvement. For all too often, an unquestioning continuation of processes and procedures without any real understanding of why the task is required can throw up opportunities for eliminating waste.



The idea

When looking for improvements, bring in new blood from a different part of the business. People without preconceptions who have no qualms in asking over and over again that simple, but often profound question, “Why?” (see IDEA 27)

(On training courses those who preface their interjections with, “This is probably a dumb question but...” almost inevitably initiate great discussions on really fundamental issues.)

Multiple benefits

Not only do multi-disciplinary teams increase the probability that the status quo will be challenged, they also bring other advantages.

By involving people from different areas of the business, there can be cross-fertilisation of ideas as improvements suggested for one area can be replicated elsewhere, thereby engaging a multiplier effect.

Gaining an understanding of other aspects of the business is part of personal development and can also help people identify inter-departmental waste (see IDEA 57).

Sometimes that fresh pair of eyes can save a fortune.

Documented overkill

One of the major customers of this components manufacturer complained that the product he received was out of specification. As a result, he insisted that all the products supplied to him should come accompanied by extensive documentation covering the inspection of key dimensions, together with assembly and test information.

This time-consuming and expensive procedure was put in place as a short-term fix to overcome a specific quality problem.

The company then chose to extend the procedure to every product that went through the same process. And then extend it to every product that went through the factory. The sales team, seeing the opportunity to differentiate their product, would then offer to supply this documentation, free of charge, to every new customer and every new part.

Wind the clock forward 15 years. Yes, 15 years.

The components manufacturer no longer had a quality problem and no longer even made the products that caused this documentation process to be initiated. But the documentation packs continued to be produced. What was supposed to be a ‘quick-fix’ to overcome a short-term problem had become ingrained in company procedure.

And it didn’t stop there.

Because of the complexity of the documentation it was difficult to keep up-to-date with, for example, revisions to drawing issue numbers and changes to assembly and test methods. So the company started to fail quality audits because of discrepancies between products to be shipped and this pack of ‘supporting’ but totally superfluous ‘information’. And as a consequence of failing audits, more training took place and even more documentation was prepared...

All it took was for one person to ask, “Why are we doing this...?”

In practice

•   Build teams from across the organisation wherever practicable.

•   Initiate discussions on processes and procedures not with the question. “How do we do this?” but rather with the question, “Why do we do this?”
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	A HEALTHY BOTTOM LINE






YOU’VE IDENTIFIED THE skills you need from your workforce, you’ve recruited and trained them so that’s sorted.

Not if they’re not there.

Holidays you understand and can plan for. But what about absenteeism? This is not a cost to be sneezed at.



The idea

You check your payroll for ‘ghost-workers’ to make sure payments are only going to genuine employees. But even they may not be visible...

Someone for nothing

If you employ 100 people and you have 6% absenteeism, it is the equivalent of 6 people on your payroll never showing up for work. Put another way, if you could reduce that rate to 2% then that’s equivalent to having 4 extra people for free – or 4 vacancies you will not have to fill. And if your payroll costs are 50% of your total costs, then your costs could fall by 2%.

Could a 2% reduction in cost double your profit (see IDEA 91)?

The cost of absenteeism doesn’t stop at wasted payroll costs. Even if the person isn’t there, the work is. If output isn’t to suffer other people must rush around to cover the work, causing additional costs (see IDEA 22). But do they have the necessary skills? (see IDEA 77) Resentment builds and they too become tempted to ‘pull sickies’ and the virus spreads.

Induced sickness

Absenteeism can be rife in some organisations. A colleague recently recounted that when he started work he was taken to one side by one of his peers for a short ‘unofficial’ induction process. Included in the other insights into the business culture was the advice that, “You have 4 weeks holiday and 2 weeks sick leave on top of that. Don’t go and show everyone else up by not taking your full entitlement.”

Firm but fair

An enterprise, renowned as a caring employer, reviewed their performance statistics and decided that enough was enough.

They set about tackling their unacceptable rate of absenteeism in a positive manner by demonstrating great support to genuine cases – but a firm hand with malingerers who prefer to ‘swing the lead’.

The first step was to monitor and analyse absenteeism and try to identify the cause of the problem. Patterns of behaviour emerged. Younger employees were often absent around the weekend. Those with school-age children were more likely to be ‘ill’ during school holidays. Some would repeatedly be ‘off sick’ just before or after time booked off for holidays. It was time to act. The message was:

“This matters”

Employees were made aware absenteeism was under the spotlight and that incidences of absence would be one of the matters discussed at the newly-introduced individual annual appraisal system.

“We care”

Back-to-work interviews with supervisors were introduced to discuss and record the reason for absence. If the person has been unwell they will be asked if they have gone to the doctor and if they are now fit enough to return to work. The employee is asked whether they are on medication and if so, whether there are possible side-effects that might be important to matters of health and safety.

In preparing for the interview, supervisors will have looked through the records of a person’s previous absences to take appropriate action. For example, if there are recurring incidences of flu they might recommend checking with the doctor about a vaccination.

Those on long-term sick leave are visited by their supervisors rather than someone from HR, unless there is a suggestion that the supervisor has contributed to the reason for the absence. Because they know the person better, the supervisor is more likely to be able to gauge just how serious the illness is.

For both recurring short-term absenteeism and longer-term absence where there is real cause for concern for the employee’s health and it is felt that there is insufficient support being provided by the state-funded system, the company will pay for private consultations.

“We will take action”

Where there is proof of abuse, disciplinary action is taken. In recounting his story, the manager added that it only took a couple of official warnings for the message to get through that the company would not tolerate unwarranted absence. (An unexpected consequence was the level of ‘grassing’ that took place from those employees who for years had deeply resented the additional workloads they had had to carry because of their colleagues’ malingering.)

With absenteeism having dropped by 5% to 2%, these strategies are paying off.

In practice

•   Check your rate of absenteeism and analyse the incidences. (Even if it’s low overall there may be pockets of localised infections.)

•   Develop your own action plan for ensuring your workforce is fit for purpose!
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	A POWERFUL ARGUMENT






ENERGY MAY BE one of your business’ biggest single spends.

But do you know where and when you use power?

Do you use this information to negotiate the best deals?

How do you monitor and control your usage to use your spend most effectively?



The idea

You can’t begin to manage without information.

Get your supplier to provide you with a web page of what you’re using and when. Find out where your electricity is being used either by getting in a contractor to monitor equipment (who will typically do the work for 50% of the resultant savings), or buying the kit to do it yourself.

Lights out

(This is not about working unmanned shifts – although that in itself might be a great idea – but about what goes on after dark.)

It may surprise you just how much power you are using when you’ve locked up and gone home. Identify where this power is being used and develop procedures to turn things off where practicable. (e.g. Even if the IT department wants systems left on for maintenance you should still make sure monitors are turned off.) If you think your meter is still going round faster than it should, it’s worth investigating...

During a power-cut, this cinema switched on their generator and were surprised to find that in so doing they also turned on the streetlights for a significant stretch of the road outside. How many years had they been paying for this?

While you’re at it, check out your water meter – a surprising number are incorrectly fitted and you may be paying for someone else’s use (see IDEA 1).

Losing heat

Are you using power to generate heat and then wasting it – or even worse, then using air-conditioning to keep everyone cool?

In the factory – do you run equipment such as degreasers at the right temperature, and are the lids closed when they are not in use?

In the kitchen – you probably pay the bills so are catering contractors incentivised to manage energy usage?

Compressed air – did you know that 95% of the energy used in running compressors may be lost as heat? (see IDEA 79)

Too much control

You may be wasting energy with systems fighting each other for more control than you really need.

Not only were the heating system and the chilling system in this particular temperature-controlled environment continually battling each other, the situation was exacerbated by the tolerances being much more tightly specified than were actually necessary.

In another clean room, the air was being continually changed to the highest specification – even when the factory was shut down for the weekend.

New Equipment

As part of the approvals process for buying new equipment, is consideration given to energy efficiency?

Factory Maintenance

Well-maintained buildings are likely to be far more energy efficient. Get help to do the sums on the impact of improved insulation, etc. If your building can’t have cavity wall insulation you could be losing up to 35% of your heat through the walls. Don’t give up – there are insulating paints available that claim to reduce this loss by 25%.

In practice

•   Collect information on how much power you use and what it’s used for.

•   Look at each type of use for ways to eliminate waste.

•   Continually review your pattern of usage and the deals around to negotiate the best package.

•   There may be opportunities to re-schedule your usage to improve your costs (see IDEA 48).








	[image: Image]
	A QUESTION OF RESPECT






HOW MANY PEOPLE are employed by your business?

How many of them play an active role in challenging the status quo and looking for better ways to do more with less?



The idea

When you set out on the improvement journey there may be some ‘low hanging fruit’ (obvious, easy quick-fixes), where benefits can be derived by a select group of individuals who may well have become experts in appropriate tools and techniques.

But are there even better solutions?

Are there more pressing problems – and hence opportunities?

What do you tackle next?

Sadly, many businesses fail to use the talents, knowledge and abilities of a large proportion of the workforce who often know all too well how and why things go wrong, but for one reason or another do not feel it is appropriate to speak out.

If you need to change your business culture to gain momentum in improvement activities, understand the issues.

There may be general disengagement.

Disinterest

If your invitation to others to join in improvement activities are greeted by mumblings of “It’s not my job to tell you how we could do things better. I just do what I’m told”, then you may need to roll up your sleeves and explain the harsh realities of life. (A more persuasive approach might be adopted by those who have read IDEA 91.)

However, the barrier to active participation in suggesting improvements could be, as with this international business, a cultural disinclination to question or challenge.

Respect differences

Pleased with the contributions being made by a significant proportion of his employees to improvement activities in the UK factory, this manager then turned his attention to the site in the Philippines. Here he found that while the workforce were hardworking and co-operative, individuals were reluctant to suggest ways to improve the instructions they had been given by a supervisor or manager about how to carry out their work.

It was a question of respect. Only when a framework was developed – within which individuals could put forward ideas without compromising cultural norms – did the suggestions for improvements start to flow. Employee exchanges between the two sites also helped reinforce the message that making suggestions for improvements wasn’t just acceptable – it was a key part of their job!

In practice

•   Look objectively at your business and measure the proportion of people who not only understand that their contributions matter, but who are also actively involved in improvement activities.

Not enough?

•   Tackle this by making everyone aware of the benefits of a team-approach (see IDEA 91), then spot your ‘carriers’ (see IDEA 51) and get to work on them!
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	A RISKY BUSINESS






INVENTORY IS LIKE a hot potato – pass it on as quickly as possible to the next person down the line not just because it ties up unnecessary investment (see IDEA 37), but because holding it also increases the risk of your fingers getting burnt. And your money.



The idea

Drive down your lead-time through the business, because if it exceeds the time the customer is prepared to wait for their order, you’re going to have to hold inventory to keep your customer satisfied.

All inventory not contractually covered by a customer order is a risk to the business (and even if you do have order cover, you’re at risk if the customer’s business fails!).

If you have to scrap inventory off because it no longer has any value to the company, the cost has to be written off against profit.

Too much!

It will help to keep an eagle eye on your inventory and try to make sure you use up the items you already have on the shelf (see IDEA 36).

Standardising designs can also contribute to reducing risk as common parts reduce the likelihood of obsolescence (see IDEA 46).

Design changes (whether driven by quality problems, a break-through in technology... or the whims of designers) can result in products and components gathering dust on the shelf.

Moving markets

The longer inventory takes to work its way through the business, the more likely you are to get caught out if the market changes.

Changes to the market can be fashion-driven. Retailing is fraught with the challenges of fashion-conscious customers, particularly if you are appealing to the ‘trend-setter’ market.

In the clothing industry, unseasonable climatic changes can cause problems.

Adverse or favourable publicity – either about the company or the product – can influence the rate at which your products fly off the shelf. Your market can disappear completely if your only customer stops trading.

But the key driver to the extent of these risks is time.

Time is money

The shorter the total lead-time through the business, the less inventory you will have caught in the system that you could be unable to invoice and turn into cash.

(Remember that ‘time’ starts ticking from the moment you make a contractual commitment to a supplier, and continues right through to when the customer takes ownership. If your customer requires you to hold inventory on consignment – whether on or off your premises – the clock continues to tick until the trigger point to invoice him for the items he’s taken.)

Do you understand how much risk you’re running? It’s worth checking – or, even better, writing something into – the contractual small print.

The victim of downward revisions to customer schedules, this business was caught with substantial inventory on their books. At first sight it looked a devastating blow. On careful examination of the contractual small print, however, they managed to negotiate a substantial recovery to the costs they had incurred as the contract wording was successfully argued to have effectively committed the customer to ‘buying’ a given production capacity.

Quick off the mark

Of course, shortening lead times not only reduces the risk you’re carrying, but also has the upside of enabling you to respond quicker to opportunities to grab additional business – whether due to a general upturn in the market or being able to take advantage of a competitor’s problems.

In practice

•   Understand your risk exposure and attack the time your business ends up holding inventory on its books.

•   Question the need to hold inventory on consignment for your customers. The requirement may date back to a time when your delivery performance was poor and these things have a habit of getting ingrained in working practices (see IDEA 2). And with the consignment inventory as a free of charge ‘buffer’, the customer is unlikely to raise the matter for you.

•   Reflect on how, before you take on business, you might be able to mitigate some of the risk of holding inventory by charging a booking fee or negotiating cancellation charges or progress payments.

•   Talk to your designers to make sure they understand the impact their design choices have on how much inventory you hold and how long you have to hold it for (see IDEA 97), and therefore the risk they bring to the business.

•   Remember that even when the customer has been invoiced, you’re still at risk until he pays (see IDEA 28).
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	A SHARED VISION






DO YOU AND your colleagues have the same vision for where the business is going?

Do you share this vision with everyone who works for you?

Do you set performance measures that are consistent with this vision?

If people choose for themselves the grid reference towards which the company is heading and use different maps for the journey, you’re going to be wasting valuable resources.

If, however, you have a shared vision you can use this to coordinate efforts and direct resources to the activities that need to take place to get you to where you want to be.



The idea

Take the time and space required to develop and agree on the vision for your business.

You need everyone to refocus attention from day-to-day matters (where ‘long-term planning’ might take you to the end of the week) to looking to the future. So get your team away from the coalface and use an outsider as facilitator if you think this would help.

Re-group

If you’ve agreed where you’re going, don’t do things that aren’t in the plan – at least not before you’ve consulted your colleagues.

If opportunities arise that hadn’t been considered when setting the vision, you might need to reconvene and rework the process.

Failure to keep working together and pulling the business in the same direction will be costly as individuals head off in pursuit of their own goals. Where there’s friction in a machine you lose energy in unwanted heat. Where there’s friction in a business there’s cost and lost potential.

A fork in the road

The product of a management buyout, this service provider, headed by its two energetic owner-managers who had worked together for years, flourished.

As time passed, however, tensions grew and it became evident that the managers had quite different visions of where the future of the business lay.

With such a shared history there was a reluctance to face the issue full on and instead, for a while, the business lurched along as a result of decisions being taken on a piecemeal basis rather than in line with an agreed strategy. Eventually, unable to ignore their differences any longer, the managers went their separate ways and have continued journeying successfully – but along divergent routes and towards different horizons.

Consistent messages – and measures

Once you’ve agreed on your vision you can then decide what needs to be achieved in specific timeframes and set top-level performance measures to enable you to mark your progress. These top-level measures should then be cascaded down as individual ‘metrics’ to everyone in the organisation so that they take ownership of their contribution to the overall plan.

For instance, if one of the top-level measures were to increase profit-to-cash conversion from 70% to 80%, the most significant contribution most people could make would be to take actions that would result in the reduction of the investment in Working Capital. The storekeeper’s metrics might therefore include measures of the time taken between receipt of goods and their availability for issue from stores and the accuracy of his inventory records.

If another of the top-level measures were to reduce inventory write-offs from say, 5% to 2%, the storekeeper’s contribution may be to improve the rotation of stock and he would be measured accordingly (see IDEA 10).

In practice

•   Make sure you and your whole team share the same vision of where the business is going.

•   Establish a pyramid of cascading metrics to reflect the contribution everyone needs to make to achieve the dream and use these as an integral part of individual performance appraisals.

•   Prepare budgets that are consistent with the resources required to achieve each part of the plan (see IDEA 69).
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	A TAXING QUESTION






FEW PEOPLE WANT to pay more tax than is necessary.

Tax takes away some of the business’ hard-won profits (and more importantly cash) that you would have loved to keep for other purposes.



The idea

Always remember the important difference between tax avoidance and tax evasion. The first one is a legitimate activity carried out to minimise the cost of tax to the business. If you carry out the second one, you are likely to end up behind bars.

Minimising your liability to the taxman can be greatly aided by getting yourself a good accountant.

If you get it right you may well be able to more than cover the cost with savings in your tax bill – especially if you’re constantly getting fined for late submissions and late payments.

Ask around. Get recommendations from others in a similar kind of business to you and operating on a similar scale – accountants tend to specialise.

Then negotiate.

While accountants may charge astonishingly high hourly rates, you can minimise your bill by making the work they’re going to do for you as straightforward as possible.

Professional rates for professional work

Don’t get caught for the cost of the accountant having to carry out the duties required to salvage a situation he will kindly (but expensively) refer to as ‘Incomplete Records’.

If there’s clerical work to be done, pay a clerk – at a fraction of the amount your accountant will charge you.

This creative entrepreneur pays an accountant to prepare her accounts. Having recently dropped a large box full of assorted paperwork on her accountant’s desk she light-heartedly related how her accountant had gone pale and protested that ‘this wasn’t included in the agreed fee’.

How pale will the entrepreneur’s face be when she sees her accountant’s bill?

You could start by...

•   Being organised. Agree with your accountant (or your auditors) what records you’re going to keep and the format in which you’re going to keep them.

Then do it.




End of sample
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