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Introduction

Basically, you have two choices when it comes to running your organiza-
tion: Be intentional about the path your organization follows or turn on
autopilot. Turning on autopilot is kind of like hopping in your Hummer, turn-
ing on the satellite navigation system, and following the directions from your
home to Las Vegas. Computers aren’t the best at making decisions, so you
may get to Las Vegas eventually, but are you going to Las Vegas, New Mexico,
or Las Vegas, Nevada. If you plot your course before you set off, you're a lot
more likely to get to your destination.

Many people deliberately plan their personal lives, but when it comes to
business, they don’t take the same approach. If you're running your organiza-
tion without a plan, you’re just using the navigation system. This concept
may seem rudimentary, but the facts state that 90 percent of businesses are
running without a plan. Ninety percent is hoping that the navigation system
doesn’t fail. But because you're reading this book, you're ready to run the
show, and you’re close to joining the elite ten percent that know a strategic
plan is important.

About This Book

This book is about getting from Point A to Point B more effectively and effi-
ciently and having more fun along the way. Part of that journey is the strategy
and part of it is the planning, development, and execution.

Strategic planning isn’t about taking on additional work; it’s about taking all
those numerous daily decisions and making them part of an integrated
process. Whether you want to be more effective and efficient or you want to
make more money, have a bigger community impact, or move your company
from good to great, this book is for you! No more thinking that strategic plan-
ning is daunting. This book makes the process easy, straightforward, reward-
ing, and fun. Did I already mention that it’s fun?

Strategic Planning For Dummies brings everything business owners, executive
directors, or managers need to take their organizations to the next phase of
business growth. The book presents a practical set of strategic planning tools
and guides you through an integrated strategic planning process. Each part
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contains relevant content, real-world examples, and useful worksheets.
Discover how strategic planning is the key element to your growth through
this no nonsense approach.

Strategic planning is a subject that has been overcomplicated by jargon,
competing semantics, and consultants of the world (me included!). In reality,
strategic planning is a business concept that’s useful to all businesses and
organizations, no matter its size or resources. Strategic planning is incor-
rectly positioned as a tool only available to big businesses. With the help of a
practical and realistic approach to strategic planning, Strategic Planning For
Dummies helps you reap the benefits of strategic planning, whether you're a
big boy or a small fish.

Conventions Used in This Book

The following conventions are used throughout the text to make concepts
consistent and easy to understand:

v All Web addresses and e-mail addresses appear in monofont.

Some Web addresses may break across two lines of text. If that happens,
know that I haven’t put in any extra characters (such as hyphens) to
indicate the break. So, when typing these addresses into your Web
browsers, type exactly what you see in this book, pretending as though
the line break doesn’t exist.

v New terms appear in italic type and are closely followed by a definition.
+ Bold is used to highlight the action parts of numbered steps.

v The text in gray boxes, what the Dummies folks refer to as sidebars, is
optional reading. I use sidebars to go off on tangents or present extended
examples. You can skip them if you want.

Foolish Assumptions

As I wrote this book, | made some assumptions about you, my reader:

v You're a decision maker. You hold the position of business owner, man-
ager, executive director, department head, or team/group leader.

» You can influence change in your organization. Whether you have the
final say, you have a strong enough position to influence the course of
your business.
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v You want to see your organization grow! Growth is different for every
organization. But the underlying premise is you want your organization
to do more.

v You can see the edges of your strategy, but you need to fill in the detail.
Most organizations know what general direction they’'re headed in, but
they need to turn the generalities into specifics.

v You have a plan, but it’s sitting on the shelf gathering dust. Or you have
a plan, but it’s half-way completed.

v You want to get everyone on the same page. | hear this phrase with
almost every client [ work with, so I assume this applies to you too.
The need to get your whole company focused and pulling in the same
direction is a great motivator to do strategic planning.

Although all these assumptions may not apply to you, am I at least close?

[ wish I could predict the future of your business, but alas, I haven’t been
granted that power. A strategic plan helps to take out the uncertainty and
allows you to shape the future you want. And I'm here to help you with your
steps along the way.

How This Book Is Organized

Strategic Planning For Dummies is divided into five parts. A quick review of
the Table of Contents and the following description of the parts gives you a
solid overview of the entire book. If you want information about a particular
topic, the Index can also help you locate it.

Part I: Laying the Foundation
for Vour Strategic Plan

The chapters in this part are packed full of who, what, how, and why you
should care. You look at a number of concepts in this part:

v The strategic planning process

v Who should be involved

v How long the process takes

v How you facilitate a strategic planning process

v When the right time for planning is
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v The differences between business plans and strategic plans

v When your organization shouldn’t embark on strategic planning

If you're looking to convince your boss or team members about the impor-
tance of strategic planning, look no further than Chapter 2.

Part II: Looking Backward
to Move Forward

Hold on a second. Don’t move past this part too quickly. [ know you want to.
Whether your organization has been around for two years or 200 years, you
have important knowledge to build your strategic plan on. I like to call that
knowledge tribal knowledge. Chapter 4 asks you to bring that tribal knowl-
edge into the forefront of your planning. Chapter 5 digs into the hard subject
of what you do best and is about identifying, developing, and sustaining your
organization’s competitive advantage. Additionally, Part Il provides you with
advice on making sure that the foundation of your business is solid. Chap-
ter 6 includes a discussion about mission, vision, and values.

Part I11: Sizing Up Your Current Situation

Part Ill focuses on collecting information that’s critical for your strategic deci-
sion making. Organizations can’t plan without gathering the right data, so
Chapter 7 looks at internal data collection and analysis; and Chapters 8 and 9
extend past your business to external data collection on the environmental,
customer, industry, and competitive levels. A set of tools is provided for syn-
thesizing the data so it’s more useful in strategic decision making.

Part JU: Moving Your Organization
into the Future

The main reason you need to do strategic planning is to look into and plan for
the future. In this part, you determine how you grow by looking at the differ-
ent types of value-creating strategies as well as the more specific strategies
surrounding growth, integration, and diversification. Most importantly, you
identify and evaluate opportunities and then select a strategy to move in that
direction.
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Part U: Creating and Making
the Most of Your Plan

No matter how good the plan, if it sits on the shelf, it’s going to be useless.

In this part, you put all the elements of the plan together in an organized
fashion. You develop strategic objectives, goals and tactics, and scorecards.
After your plan is organized, you assess the financial viability of the plan, how
to communicate the plan, methods to hold people accountable, and how to
adapt the plan to an ever-changing environment. This part provides a wealth
of information about strategy execution and performance management.

Part Ul: The Part of Tens

Need some quick tips, a shot in the arm, or just a good laugh? The Part of
Tens is a collection of hints, reminders, observations, and warnings about
what to do and not to do. These chapters focus on giving you a quick set of
guidelines for three key areas: facilitating strategy meetings, getting your plan
done, and executing the strategy.

Icons Used in This Book

\\J

Throughout the book, icons appear in the left margins to alert you to special
information.

When you see this icon, the text includes an example of how the idea is used
in other organizations — big and small.

This symbol marks an important truth that’s worth repeating. Taking note of
these ideas can help you make progress with your strategic plan.

The information next to the tip icon always includes a helpful hint to keep
your strategic plan moving forward as smoothly as possible. Whether the
tips are time savers or step savers, these hints help you move forward.

Any information next to this icon is something you want to be wary about.
Watch your step when you see a Warning. The information can include mis-
takes made by others that you can learn from or moments where you have to
weigh the cost of doing one thing over another.

5
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This symbol indicates a concept or work area where the outcome goes into
your strategic plan.

Are you an experienced strategic planner? If so, these icons are for you.
Take your planning to the next level by employing the ideas highlighted with
this icon.

Where to Go from Here
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This book is as much about strategy development and execution as it is
about the plan itself. If you want to spend time on strategy development, go
to Parts II, Il], and IV. On the other hand, if you just want to put your plan
together, go to Parts [ and V.

Another approach to tackling this book is to consider your own thinking and
education style. What gets you excited? How do you like to think?

v~ Big picture thinkers: You may love Chapters 5, 6, and 10 because they
focus on what’s possible and are future oriented.

v~ Analytical minds: Chapters 4, 7, 8, 9, and 15 are for those of you who
always look at the what ifs. These chapters look at how to use data from
your internal and external environments to develop a list of possible
strategies.

v Detail-oriented folks: If you're thinking, “How are we going to do this?”
then head to Chapters 13 and 14 to put the pieces together.

v Social butterflies, team builders, and crowd pleasers: Check out Chap-
ters 2, 3, and 19 for ideas to build consensus and get everyone’s input.

However you approach your plan, I recommend you start a strategy note-
book to capture your thoughts as you move through your planning process.
[ guarantee you’ll stumble across a section of text or an idea that you don’t
want to lose, so if you jot it down in your notebook, you won’t have to go
back and find it. In several places, I refer to the notebook as a place to work
through some actions and exercises.

Regardless of how you find your way around Strategic Planning For Dummies,
I'm sure that you can develop a strategic plan that fits your team’s approach
and organization’s style. Please share your stories, experiences, vision, and
successes with me and other readers on my blog at www.mystrategicplan.
com/blog. I look forward to hearing from you! Happy strategizing!
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In this part . . .

Having a strategic plan is the best way to bring focus
and direction to your organization. The chapters in

this part make you a strategic planning convert. In this
part, you discover what strategic planning is and why it’s
important. You also dive into the steps of the strategic
planning process, including who should be involved along
the way.




Chapter 1

What Is Strategic
Planning Anyhow?

In This Chapter

Figuring out what a strategic plan is
Checking out the key parts of a strategic plan
Getting the most out of your strategic planning process

Heeding the warnings about your strategic planning process

Wlat will your business be like in three years? Do you have a roadmap
to get from today to your envisioned tomorrow? Will you be a few

steps closer to realizing your vision by next year? No one can predict the
future. But if you don’t change anything, the future won’t be any different
than the past.

One sure-fire way to impact your company’s future (and profitability) is to
dust off a timeless tool — the strategic plan — and intentionally drive your
organization forward. No one strategic model fits all organizations, but the
planning process includes certain basic elements that all businesses can use
to explore their vision, goals, and next steps of an effective strategic plan.

A good strategic plan achieves the following:

v Reflects the values of the organization
v Inspires change and revision in products and target markets
v Clearly defines the criteria for achieving success
v Assists everyone in daily decision making
No one can predict the future. But effective leaders aren’t sitting around and

waiting for it to happen either. They’re anticipating what lies ahead. Managers
and business owners aren’t waiting for their competitors to swoop in and put
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them out of business. Instead, they’re using their strategic plans to get ahead
of the game. So it’s odd to think that many people avoid strategic planning
because they consider it complex, costly, and time-intensive. Most of the time
the plan is shelved before it’s implemented, even knowing the fact that some
other company can invade your market!

But strategic planning doesn’t have to be mysterious, complicated, or time-
consuming. In fact, it should be quick, simple, and easily executed. And
strategic planning isn’t just something you cross of your list of to-dos — you
must create a culture of strategic thinking, so your strategic planning doesn’t
become an annual retreat but, instead, a part of daily decision making.

Clearing Up the Confusion
about Strategic Planning

Many people are confused by the terms strategy, strategic plan, and strategic
planning. Well, I am here to help you get a clear picture. For the moment,
forget what you've heard about this subject. I promise that strategic planning
makes a huge difference to your organization both tangibly and intangibly, so
keep reading!

What is strategy?

Strategy means consciously choosing to be clear about your company’s direc-
tion in relation to what’s happening in the dynamic environment. With this
knowledge, you're in a much better position to respond proactively to the
changing environment.

The fine points of strategy are as follows:

v~ Establishes unique value proposition compared to your competitors

v Executed through operations that provide different and tailored value
to customers

v Identifies clear tradeoffs and clarifies what not to do
v Focuses on activities that fit together and reinforce each other

v Drives continual improvement within the organization and moves it
toward its vision
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Surprising strategic-planning stats

Consider the following statistics from the .~ 86 percent of executive teams spend
Balanced Scorecard Collaborative (covered in less than one hour per month discussing
Chapter 12): strategy.

v~ 95 percent of a typical workforce doesnt ¢~ 60 percent of organizations don't link strat-
understand its organization's strategy. egy to budgeting.

v 90 percent of organizations fail to execute  So what's the upshot of these surprising revela-
their strategies successfully. tions? Strategic planning matters to the life of
your business.

Knowing what strategy is can also be explained by looking at what strategy is
not. Dr. Michael Porter, the leading strategy guru and professor at Harvard,
had this to say at the 2006 World Business Forum in Chicago. Strategy is not

v Best practice improvement

v Execution

v Aspirations

v A vision

v Learning

v Agility

v Flexibility

v Innovation

v The Internet (or any technology)

v Downsizing

v Restructuring

v Mergers/Consolidation

v Alliances/Partnering

v Outsourcing

11
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What is a strategic plan?

Simply put, a strategic plan is the formalized roadmap that describes how
your company executes the chosen strategy. A plan spells out where an orga-
nization is going over the next year or more and how it’s going to get there.
Typically, the plan is organization-wide or focused on a major function such
as a division or a department. A strategic plan is a management tool that
serves the purpose of helping an organization do a better job, because a plan
focuses the energy, resources, and time of everyone in the organization in the
same direction.

So, you may be thinking, “Hey I've got this great book on business plans, so
I'll just use that to form my strategic plan.” But be aware that strategic plans
and business plans aren’t the same concepts.

A strategic plan
v Is for established businesses and business owners who are serious
about growth
v Helps build your competitive advantage
v Communicates your strategy to staff
v Prioritizes your financial needs
v Provides focus and direction to move from plan to action
A business plan, on the other hand,
v~ Is for new businesses, projects, or entrepreneurs who are serious about
starting up a business
v Helps define the purpose of your business
v Helps plan human resources and operational needs
v Is critical if you're seeking funding
v Assesses business opportunities

v Provides structure to ideas

What is the strategic planning process?

In order to create your strategic plan, you have to go through the strategic
planning process. The planning process typically includes several major
activities or steps. People often have different names for these major
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activities. They may even conduct them in a different order. Strategic plan-
ning often includes use of several key terms as well. See Chapter 3 for specific
guidelines and checklists to help you with your process.

Don’t be concerned about finding the perfect way to conduct a strategic plan-
ning process. (Perfection doesn’t really exist, does it?) Modify the informa-
tion in this book to fit with your organization’s culture and timing.

What are the big planning pitfalls?

Strategic planning can yield less than desirable results if you end up in one of
the possible pitfalls. To prevent that from happening, here’s a list of the most
common traps to avoid:

v Relying on bad information or no information: A plan is only as good
as the information on which it’s based. Too often, teams rely on untested
assumptions or hunches, erecting their plans on an unsteady foundation.
Chapters 7, 8, and 9 cover collecting good information for your plan.

+~ Ignoring what your planning process reveals: Planning isn’t magic: You
can’t always get what you want. The planning process includes research
and investigation. Your investigation may yield results that tell you not
to go in a certain direction. Don’t ignore that information!

1 Being unrealistic about your ability to plan: Put planning in its place
and time. It takes time and effort to plan well. Some companies want the
results but aren’t willing or able to make the investment. Be realistic
about what you can invest. Find a way to plan that suits your available
resources, which include your time, energy, and money. Chapter 3 helps
you decide what kind of planning process to embark on.

v+ Planning for planning sake: Planning can become a substitute for
action. Don’t plan so much that you ignore the execution. Well-laid plans
take time to implement. And results take time to yield an outcome.
Chapter 14 is all about action.

1 Get your house in order first: Planning can reveal that your house isn’t
in order. When an organization pauses to plan, issues that have been
buried or put on the backburner come to the forefront and can easily
derail your planning efforts. Make sure that your company is in order
and that there are no major conflicts before you embark on strategizing.
Chapter 3 and 7 help you to identify if you have any organizational
issues that will derail your planning.

v Don’t copy and paste: It’s easy to fall into the trap of copying the best
practices of a company similar to yours. Although employing best
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practices from your industry is important, other organizations’ experi-
ences aren’t relevant to your own. Organizations are unique, complex,
and diverse. You need to find your own path instead of following a
cookie-cutter approach.

What are the components
of a strategic plan?

There are several different frameworks to think about and use while you're
developing your strategic plan. Think of the frameworks as different lenses
through which to view the strategic planning process. You don’t always look
through two or three lenses at once. Normally you use one at a time, and
often you may not know that you’re using certain frameworks that are
embedded in your process. If you're trying to explain to your planning team
how pieces of the puzzle fit together, first you must understand the following
components of the strategic plan:

v~ Strategy and culture: Your organization’s culture is made up of people,
processes, experiences, ideas, and attitudes. Your strategy is where your
organization is headed, what path it takes, and how it gets there. You
can’t have strategy without culture or vice versa. Your culture is like
your house, and if it’s not in order, the best strategy in the world can’t
take your company anywhere.

v Internal and external: Similar to the strategy and culture framework
(previous bullet), you have an internal and external framework. The
strategy is external. You gather information from your customers, com-
petitors, industry, and environment to identify your opportunities and
threats. Through employee surveys, board assessments, and financial
statements, you identify your company’s strengths and weaknesses,
which are internal.

1+ The Balanced Scorecard perspectives: The Balanced Scorecard is a
framework used to develop goals and objectives in four areas (instead
of departments): financial, customers, internal business processes, and
people. The financial, internal business processes, and people areas are
internal. The customer area is external. Chapter 12 elaborates on this
framework and the Balanced Scorecard.

1 Market focus: Growth comes from focusing on your customers and
delivering superior value to them consistently year after year. Built into
your strategic plan is a market-focus framework because of how critical
this is to your organizational growth.
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v Where are we now? Where are we going? How will we get there?:
Because it’s easy to confuse how all the elements of a plan come
together and where they go, this framework is a simple, yet clear way of
looking at the whole plan. This framework is explained in Chapter 3.

What are the most frequently asked
strategic planning questions?

Strategic planning can create a ton of questions. You're not alone if you have
a long list. The following sections cover the answers to the most commonly
asked questions.

Who uses strategic plans?

Everyone — or at least every company and organization that wants to be
successful. Companies in every industry, in every part of the country, and in
most of the Fortune 500 use strategic plans. Organizations within the non-
profit, government, and small to big business sectors also have strategic
plans. See Chapter 3 for statistics for how widely strategic planning is used
as a management tool.

Does every strategic plan include the same elements?
A strategic plan should include many elements:

»* A mission statement and vision statement
v A description of the company’s long-term goals and objectives

1~ Strategies the company plans to use to achieve general goals and
objectives

v Action plans to implement the goals and objectives

The strategic plan may also identify external factors that can affect achieve-
ment of long-term goals. Plans may vary in detail and scope (depending on
how big the organization is), but for the most part, a strategic plan includes
the basic elements listed above.

Just exactly what is strategic planning?

The term strategic planning refers to a coordinated and systematic process
for developing a plan for the overall direction of your endeavor for the pur-
pose of optimizing future potential. For a profit-making business, this process
involves many questions:

15
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v What is the mission and purpose of the business?

v Where do we want to take the business?

v What do we sell currently? What could we sell in the future?
v To whom shall we sell it?

v What do we do that is unique?

v How shall we beat or avoid competition?

The central purpose of this process is to ensure that the course and direction
is well thought out, sound, and appropriate. In addition, the process provides
reassurance that the limited resources of the enterprise (time and capital)
are sharply focused in support of that course and direction. The process
encompasses both strategy formulation and implementation.

What is the difference between strategic

planning and long-range planning?

The major difference between strategic planning and long-range planning is in
emphasis. Long-range planning is generally considered to mean the develop-
ment of a plan of action to accomplish a goal or set of goals over a period of
several years. The major assumption in long range planning is that current
knowledge about future conditions is sufficiently reliable to enable the devel-
opment of these plans. Because the environment is assumed to be predictable,
the emphasis is on the articulation of internally focused plans to accomplish
agreed-on goals.

The major assumption in strategic planning, however, is that an organization
must be responsive to a dynamic, changing environment. Therefore, the
emphasis in strategic planning is on understanding how the environment is
changing and will change and on developing organizational decisions that
are responsive to these changes.

Does every company need a strategic plan?

Every endeavor or enterprise already has a strategy. These range from some
vague sense of the desires of the owner to massive, overly sophisticated
master plans. So the question shouldn’t be whether every company needs a
strategy but instead whether the company’s strategy needs to be well thought
out, sound, appropriate, and do-able. The answer is yes.

We are highly successful already, so why should we plan?

Success is strong evidence that a company has had a sound and appropriate
strategy. Note the past tense. There’s absolutely no guarantee that yester-
day’s sound and appropriate strategy will continue to be successful in the
future. Indeed, there’s great danger in assuming so without adequate study.
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Can a smaller company afford the time for strategic planning?

Experience shows that the top management team devotes approximately 2

to 4 percent of its time to practical strategic planning. In reality, structured
strategic planning isn’t something more to do; it’s a better way of doing some-
thing already being done. Indeed, in the long run, you save time.

But understand, strategic planning can become a time trap. You can become
caught in a long slog of planning if you get too mired down in the details.
From the outset, you need to establish that the plan is a living document and
that it is not written in stone. By doing that, you can avoid strategic planning
becoming a time trap.

Why plan in a world that’s highly uncertain?

Your efforts in forward planning can become pointless if you fear that the
plan may be overwhelmed by unanticipated events and developments.
Uncertainty is, indeed, a major problem in forward planning. However, the
greater the uncertainty, the greater the need for good strategic planning
because you want to try to be ready for the unknown.

How can we be confident that our planning will be successful?

Even in the presence of a structured strategic planning process, it’s quite
possible to formulate unsound, inappropriate strategies and/or to fail at
implementation. But this book helps you avoid these many pitfalls. Strategic
planning is worth the effort because it helps you run your organization
better. You can be confident that the information and best practices outlined
in this book result in a successful strategic planning process. [ promise!

What is strategic thinking?
Strategic thinking means asking yourself, “Are we doing the right thing?”

It requires three major components:
v Purpose or end vision

v Understanding the environment, particularly of the competition affect-
ing and/or blocking achievement of these ends

v~ Creativity in developing effective responses to the competitive forces

The Strategic Plan’s Key Elements

A company’s strategic plan is the game plan that management uses for posi-
tioning the company in its chosen market arena, competing successfully, sat-
isfying customers, and achieving good business performance. Most business
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owners and executives have countless excuses for not having a formal strate-
gic plan. I've heard everything from “We’re too new,” to “We’re not big
enough,” to “We’ve never had one; why start now?”

If these excuses sound familiar, check this out: Studies indicate that roughly
90 percent of all businesses lack a strategic plan. Of those that have a plan,
only 10 percent actually implement it. So, if you're part of the 90 percent, ask
yourself these questions:

v Can your company be more focused?
v Can you be more effective?
v Can your employees be more efficient?

v Can your company be more successful?

I'm guessing that the majority of you answered yes to all the above. And
that’s okay, so in the following sections, I help you understand how each part
of a strategic plan can change how you answer the above questions.

Vision: Bringing things into focus

You get what you focus on. Everyone knows this, but most companies are
busy tending to the urgent problems of the day and not focusing on key long-
term issues. Unless your staff can focus on a common vision, the company
can go nowhere. A strategic plan helps direct energy and guide staff toward a
shared goal in an ever-changing world.

Orit Gadiesh, chairman of Bain & Co., says, “In the current environment, com-
panies can’t afford not to have a set of guiding principles — a vision that
communicates true north to the entire organization.” Can your company be
more focused? Yes, and to help find your true north check out Chapter 6.

Mission, goals, and objectives:
Empowering employees

The mission statement, goals, and objectives are the roadmap in a strategic
plan to empower your employees to be more effective (and you too, for that
matter). Don’t let these elements be just a paragraph on the break room wall
or bullet points in a memo; let them shine as primary guidelines for leading
the organization to higher levels of performance. They provide the framework
for independent decisions and actions initiated by departments, managers,
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and employees into a coordinated, company-wide game plan. Head to
Chapter 6 for more info on developing your mission and Chapter 12 for
developing your roadmap.

Strategy: Explaining the how

After the mission, goals, and objectives are clear, (see previous section)
establish how you’re going to achieve those items. A strategy provides the
vehicle and answers the question “How are we going to get there with the
resources we have?” A good strategy focuses on efficiency through:

v Achieving performance targets
v Out-performing your competition
v Achieving sustainable competitive advantage
v Growing your revenue and maintaining or shrinking your expenses
v Satisfying customers
v Respond to changing market conditions
Basically, strategies keep your whole company acting together while strength-

ening the company’s long-term competitive position in the marketplace. See
Chapter 14 for more info on helping your employees be more efficient.

Execution and evaluation:
Ensuring success

A strategic plan is a living, dynamic document. It drives your business and
must be integrated into every fiber of your organization, so every employee
is helping to move the company in the same direction.

All the best missions and strategies in the world are a waste of time if they
aren’t implemented. To be truly successful, the plan can’t gather dust on the
bookshelf. You know what shelf I'm talking about. If you ran the white glove
over the shelf, you'd find layer upon layer of dust. You really should clean
more often.

No, strategic planning success isn’t about cleaning, it’s about keeping the

plan active so that it doesn’t gather that proverbial dust. Know what your
end result looks like and where your milestones should be. Plan your near
term actions and evaluate your progress each quarter. Are you where you
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thought you’d be if you had been on target? Or, if you're off target, how far
are you off? The course correction to put you back on track becomes your
next action plan.

When your company has a clear plan and acts accordingly to the plan, you're
going to go from where you are, to where you want to go, therefore ensuring
your success! Check out Chapter 14 for more on this topic.

Tips for Better Strategic Planning

Before you get too far into your strategic planning process, check out the tips
below — your quick guide to getting the most out of your strategic planning
process:

v~ Pull together a diverse, yet appropriate, group of people to make up
your planning team. Diversity leads to a better strategy. Bring together
a small core team — between six and ten people — of leaders and man-
agers who represent every area of the company:.

v~ Allow time for big picture, strategic thinking. We tend to try to squeeze
strategic planning discussions in between putting out fires and going on
a much needed vacation. But to create a strategic plan, your team needs
time to think big. Do whatever it takes to allow that time for big-picture
thinking (including taking your team off-site).

v Get full commitment from key people in your organization. You can’t
do it alone. If your team doesn’t buy into the planning process and the
resulting strategic plan, you're dead in the water.

1 Allow for open and free discussion regardless of each person’s posi-
tion within the organization. (This tip includes you — the CEO.) Don’t
lead the planning sessions. Hire an outside facilitator, someone who
doesn’t have any stake in your success. When you do, people wonder
whether you're trying to lead them down the path you wanted all along.
Encourage active participation, but don’t let any one person dominate
the session.

v Think about execution before you start. [t doesn’t matter how good the
plan is if it isn’t executed. See Chapter 14 for more on this topic.

v~ Use a facilitator, if your budget allows. Hire a trained professional who
has no emotional investment in the outcome of the plan. An impartial
third party can concentrate on the process instead of the end result and
can ask the tough questions that others may fear to ask.
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v Make your plan actionable. To have any chance at implementation, the
plan must clearly articulate goals, action steps, responsibilities, account-
abilities, and specific deadlines. And everyone must understand the plan
and their role in it.

+* Don’t write your plan in stone. Good strategic plans are fluid, not rigid
and unbending. They allow you to adapt to changes in the marketplace.
Don’t be afraid to change your plan as necessary.

v Clearly articulate next steps after every session. Before closing the
strategic planning session, clearly explain what comes next and who’s
responsible for what. When you walk out of the room, everyone must fully
understand what they’re responsible for and when to meet deadlines.

1 Make strategy a habit, not just a retreat. Review the strategic plan
for performance achievement no less than quarterly and as often as
monthly or weekly. Focus on accountability for results and have clear
and compelling consequences for unapproved missed deadlines.

Warning Signs That You Need This Book

Planning for the future is important but very few businesses actually do it.
Instead of listing the benefits of business planning and strategic planning
(see Chapter 2 for those), the following list of warning signs can tell you that
you need a new strategy for your strategic planning process:

v Someone asks where your business will be in one year, and you don’t
have an answer. You ask your partners or management team the same
question, and you hear wildly different answers.

v You have some idea where you want to go in the next year, but you don’t
have any idea what you’re going to do to make next year a reality.

v Your company won't hit its revenue goals this year. Although there
can be many reasons for the shortfall, you're not sure how to grow the
top line.

v There are inconsistencies in your brochure, Web site, sales collateral,
and so on. You can’t understand the content. More importantly, neither
can anyone else. You find that when you explain your business to a
potential client, you tell different stories about how you provide value.

v You're ignoring your competition. You don’t know who your number one
competitor is and what they’re doing, who their clients are, what prod-
ucts they offer, their pricing, or key message points. When your cus-
tomers ask you to explain why your company is different, you don’t
have a good response.
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v Everything on your to-do list is a priority. You don’t know where your
time is best spent.

v Friends and colleagues can’t refer you because they aren’t sure exactly
what value your business provides and to whom. They often ask, “What
is it you do again?”

v You're presented with a business opportunity, and you are unsure how
to evaluate whether it’s something your company should pursue. In fact,
you normally pursue all opportunities for fear you may miss the big one.

v You enjoy what you do, but you aren’t passionate about your business.
You’d quit everything and follow that passion tomorrow if you could.

v Your business development consists largely of attending networking
events, but you spend most of your time talking to people you know. You
rely solely on word-of-mouth for new customers.

v You don’t know why your customers buy from you. The majority contin-
ues to do business with your company, but you're not sure what keeps
them coming back. You've never really asked.

» You find your clients contracting with other companies for services
you provide. When asked, they say they didn’t know you offered those
services.

»* You ask your employees what success looks like, and they don’t have a
consistent answer. And your incentive plan doesn’t synch up with per-
formance expectations.

v You complain when your customers call because you just don’t have
time to talk to them. And you notice your staff complaining too.

»* You don’t do market research or solicit customer feedback because you
(think you) know your market. You've been in the industry for years and
you know customers’ need and wants.

v You determine your pricing by looking at your competitor’s prices and
discounting slightly. All your prices are based on your competitors’
offerings.

v You can'’t articulate what your company does best, but it’s a good point
of discussion at a cocktail party.

v You're asked why you’re in business, and your only response is profit.

Do any of these statements sound familiar? If so, it’s time to get serious about
your business and get focused. Having a strategic plan and a succinct strat-
egy brings clarity and focus to your organization. It ensures that your time,
resources, and actions aren’t wasted. If every part of your organization isn’t
pointed in the same direction, you can end up going in circles and frustrating
yourself and your employees. Why not get strategic now and make it your
most successful year ever?



Chapter 2

Why Strategic Planning
Impacts Your Growth

In This Chapter

Discovering why strategic planning is a leading management tool
Avoiding failures by making plans

Leading by example with good strategic goals

Achieving better results with your strategic plan

Starting your strategic goals today

51ccess isn’t a matter of chance but rather a matter of choice. This concept
really encapsulates why it’s important to have a clear strategic direction
and strategic plan. Business success isn’t going to happen by accident. You
must look into the future and create a plan for wherever it is you're trying to
go. Forget about failure rates and all that garbage. If you aren’t intentional
about the direction of your business or department, you aren'’t likely to get
there.

This chapter gives you many reasons why you should care about strategic
planning. If you or your boss need convincing, the statistics as well as the
intangibles are covered in the sections that follow. A peek at what high-growth
organizations are doing can show you how planning impacts your growth.

Reason #1: Strategic Planning Is
the Leading Management Tool

Over the past dozen years, you may have witnessed an explosion in the use
of management tools and techniques — everything from Six Sigma to bench-
marking. Keeping up with the latest and greatest, as well as deciding which
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tools to put to work, is a key part of every leader’s job. But it’s tough to pick
the winners from the losers. As new tools appear every year, others seem to
drop off the radar screen. Unfortunately there’s no Consumer Reports for
management tools, so choosing and using tools can become a risky and
potentially expensive gamble, leaving many leaders stymied.

In 1993, Bain & Co., a leading management consulting company, launched a
multi-year research project to get the facts about management tools and
trends. The objective of the study was to provide managers with information
to identify and integrate tools that improve bottom-line results as well as
understand their strategic challenges and priorities.

Bain has assembled a database that now includes 7,283 businesses from more
than 70 countries in North America, Europe, Asia, Africa, the Middle East, and
Latin America. The Bain & Company’s 2005 Management Tools survey received
surveys from a broad range of international executives. To qualify for inclusion
in the study, a tool had to be relevant to senior management, topical as evi-
denced by coverage in the business press, and measurable.

The results? Out of all the tools used, 79 percent of respondents use strategic
planning. In fact, strategic planning is a long-time favorite tool, having been
used by more than half of companies in every survey since Bain started this
project. Not surprisingly, the most popular tools are the ones that create the
highest satisfaction ratings. Respondents were most satisfied with strategic
planning out of all 25 tools. See Figure 2-1 for details.

79%
75%
3%
73%
72%
72%
65%
63%
62%
61%
61%
59%
57%
56%
54%

Strategic Planning

CRM

Benchmarking

Outsourcing

Customer Segmentation
Mission and Vision Statements
Core Competencies

Strategic Alliances

Growth Strategies

Business Process Reengineering
Tam

Change Management Programs
Balanced Scorecard

Supply Chain Management

Knowledge Management Mean = 54%
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So what does this study tell us? That year after year, strategic planning is
used by companies worldwide with very high satisfaction rates. Strategic
planning isn’t just a management fad likely to blow away. For more informa-
tion on this study, check out the following Web site: www.bain.com/
management_tools/home.asp.

Reason #2: Failing to Plan
Is Planning to Fail

\NG/
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If organizations fail to anticipate or prepare for fundamental changes, they
may lose valuable lead time and momentum to combat them. These funda-
mental elements of business are customer expectations, employee morale,
regulatory requirements, competitive pressures, and economic changes,
and they’re always in flux. Many times businesses achieve a level of success
and then stall. Strategic planning helps you to avoid the stall and get off the
plateau you find yourself on. Accidental success is dangerous. Succeeding
without a plan is possible, and plenty of examples exist of businesses that
have achieved financial success without a plan. If you're one of them, con-
sider yourself lucky, but ask yourself this question: Could you have grown
and become even more successful if you’d organized a little bit better? 'm
willing to bet your answer is yes.

Another danger is that the lack of a strategic plan negatively impacts the atti-
tude of an organization’s team. Employees who see aimlessness within an orga-
nization have no sense of a greater purpose. People need a reason to come

to work everyday (besides the paycheck). Lack of direction results in morale
problems because, as far as your employees are concerned, the future is uncer-
tain, unpredictable, and out of control. These depressing conclusions can only
be seen as a threat to employment, which negatively impact productivity.

To avoid these dangers, you need to get rid of the naysayers (including possi-
bly yourself). Questioning the value of strategic planning is normal because
planning can be intense and costly, but if the attitude that planning isn’t nec-
essary becomes part of your corporate culture, it can prove deadly. So look
out for the warning signs of indifference:

v Short-term thinking
v Leadership indifference

v Deeply entrenched traditional perspectives
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v Complacency of stakeholders
v Confusion among the employees

v Lack of unity

In the rest of the chapter, you discover why strategic planning can help you
navigate troubled waters. If you don’t have the problems listed above in your
organization but need more proof or ammunition to get those around you

to see the benefits of planning, you also find the backup you need in the next
sections.

Reason #3: The Best of the Best Do It

High-performance organizations have fundamental differences that set them
apart from other organizations. Anecdotally, these companies are better than
their competitors at everything they do. They work more diligently and inces-
santly to improve faster than their competitors.

There are tons of studies out there that dig into the hows and whys of compa-
nies that are ahead of the pack. But instead of getting lost in the details and
differences of these studies, take a look at the basics.

At the end of the day, high-performance organizations accomplish extraordi-
nary results, and they do it with ordinary people. If you keep waiting for
extraordinary people to come along and make things happen, you're going to
wait a long time. Instead, your goal should be to transform your organization
in such a way that your people are capable of delivering high performance
every minute and every hour of every day.

What makes great companies great

Becoming the best at something is often achieved by modeling the behaviors
of winners and putting those behaviors into practice. Here are the character-
istics of a high-performance company:

v Has a purpose that focuses the energy of all its members (typically, that
purpose is to be the best there is or ever was)

v Simultaneously and continuously maximizes the self-interests of all its
stakeholders

v Outperforms all others (by any measure) not because of what propels it,
but in spite of any and all obstacles that impede it
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v Makes it possible for ordinary people to perform in an extraordinary
fashion

v Transforms its people into owners of the organization’s destiny
v Is a healthy organization committed to being great, no matter what it takes

»* Knows that the execution is more important than the strategy

Whereas a strategic plan is the means, growth and high-performance are the
end to those means.

An example of a high-performance company is a mid-sized graphics and print
shop in Georgia. The owner attributes the company’s success, which was rec-
ognized as one of the best in the industry, to the employees’ dedication to the
mission. Its mission includes total focus on customer solutions. According to
the owner, the employees practice the mission, not just preach it. To support
that action, the company enables all employees to be responsible and account-
able for serving its customers. Not to mention that the employees are proud
of their work and take rightful ownership of their accomplishments. To that
point, they perform extraordinary work.

What are successful CEQs
spending their time on?

Have you ever wondered what the guy next door is doing all day? Or, more
interestingly, what are growing organizations’ CEOs spending their time on?
If you could just be a fly on the wall in the offices of some of the Inc. 500 CEOs,
[ bet you’d discover quite a bit about what it takes to grow an organization.

The Inc. 500, produced by Inc. magazine annually, comprises the top CEOs of
the business world. To be eligible for Inc. 500, companies have to be indepen-
dent and privately held, have grown from at least $200,000 in net sales in
Year One to $2 million by Year Five. In summary, they're the fastest growing
privately-held organizations in the United States today. The majority of the
Inc. 500 CEOs spend an average of 60 hours a week a building their business.
(This should be a relief to you if you're putting in such long hours and often
think you're all alone.)

Although these CEOs are characterized as hard-working, they’re not worka-
holics because they set goals first and take action second. Most importantly,
they take the time to reward themselves and others based on the achievement
of the goals and action. Workaholics, on the other hand, usually take action
first, set goals second, and don’t necessarily celebrate successes. If you're one
of those workaholics out there, consider the strategic planning process as a
way to help you to set goals and focus on actions you can celebrate.
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The Inc. 500 CEOs regularly spend 50 to 90 percent of their time on strategy
and business development. Obviously an organization isn’t going to be a
high-growth organization if time isn’t spent on both active strategy and busi-
ness development. Granted, 50 to 90 percent is quite a large margin, but it
gives you an idea of how these 500 CEOs spend their time. Take a look at how
you’re spending your time each day, and figure out what it really takes to be
part of a high-growth company.

Reason #4: You Get Better
Results (1 Promise)

Everyone wants better results, right? Those results can be to earn more
money, to use resources better, to create a more effective and efficient team,
to improve your work/life balance, and so on. And strategic planning helps.
The benefits to strategic planning are both intangible and show hard bottom-
line ROL.

The day-to-day impact

Every day your work impacts aspects of your business. In the next sections,
you discover the true day-to-day impact of having a strategic plan in place.

Spend more time on high impact, high-growth activities

High impact, high growth activities are where you want to spend as much
time as possible. With these maneuvers, you spend less time spinning your
wheels. Think back on the past month. Were there any projects or activities
you were part of directly or indirectly that didn’t actually move the organiza-
tion forward because they were dead end opportunities? [ bet there were.
Get rid of this dead weight as fast as possible!

Identify true opportunities versus false starts

If you know what you’re best at and where you want to go, you can more
quickly identify true opportunities versus false starts. You want to pursue
true opportunities and quickly throw out false starts. Strategic planning
helps you to put the boundaries on your business. When you ignore extrane-
ous distractions, you use your resources more effectively and more quickly
to grow your organization.
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Adapt quickly

The ability to adapt quickly is the name of the game in today’s business cli-
mate. When everyone on your team is on the same page and is pulling in the
same direction, you can easily absorb shifts, make changes, and innovate on
the fly. If there’s no clear direction in your strategic plan, your team may not
know how and what to adapt to.

Be proactive instead of reactive

Being in a reactionary mode all of the time puts you one (or more) steps
behind your competition. Make sure that your strategic plan maps out pro-
active choices to propel your company forward.

A complaint that I hear from a lot of clients is that they feel like they’re always
trying to catch up. If you're out of breath, stop running and get ahead of the
change curve. If you have a strategic plan in place and you’re working on key
strategic activities, you have a little bit more time to think about how to take
advantage of market movement instead of always reacting to what’s going on
your environment.

Achieve your vision for success

You started your organization for a reason. You likely have a vision for your
business. You want to achieve your vision for success. You have to specifi-
cally figure out how you’re going to get there. Having a strategic plan makes
success intentional.

Increase employee commitment

Strategic planning increases employee commitment — especially in this tight
labor market, helping your employees see the vision that you have for suc-
cess and growth helps you work toward that goal.

The bottom line impact

As business owners, you care about what falls to the bottom line. [ do too. A
major reason my company focuses on strategic planning is because it does
make a financial difference. To verify this, in 2004, we conducted a research
study of strategic planning and strategy execution of 280 firms in the United
States. The bulleted list below provides the results of that study and explains
what you can expect to achieve as well. (Note: To the reader who needs talk-
ing points to convince his or her management that strategic planning is prof-
itable, this section is for you.)
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v+ Impact on sales volume:

¢ Of those firms whose top management had a high commitment to
execute strategic planning, 80 percent reported that their sales
volume increased during that year.

¢ Of the firms whose top management had a lower commitment
(average or below) to execute strategic planning, only 59 percent
reported that their sales volume had increased during the year.

¢ From another perspective, firms whose top management had a
high commitment reported 12 percent greater increase in sales
volume than did those with a lower commitment.

v+ Impact on net income:

¢ Of the firms whose top management had a high commitment to
execute strategic planning, 33 percent reported that their net
income had increased during the year.

e Of those whose top management had a lower commitment (aver-
age or below) to execute strategic planning, only 19 percent
reported that their net income had increased during the year.

¢ From another perspective, firms whose top management had a
high commitment reported 11 percent better net income than did
those with a lower commitment.

v The role of being proactive:

¢ Of the organizations whose top management was proactive, 78 per-
cent reported that their sales volume had increased during the year.

¢ By contrast of those who were more reactive, only 60 percent
reported that their sales volume had increased during the year.

If you compare these stats to the Inc. 500 growth organizations (covered in
“What are successful CEOs spending their time on?”), you notice that these fig-
ures aren’t actually that high. Many of the Inc. 500 companies realized 100 to
200 percent growth over five years. However, the percentage increases listed
above are in addition to the growth you’re already projecting. Therefore, strate-
gic planning helps you either make up part of your growth expectations or it’s
an addition to your projections.

Your new bottom line

To get you excited about strategic planning before you start, why not calcu-
late your new bottom line? With the quick formula taken from the results of
the research above, you can see the potential impact you can expect.
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Figure 2-2:
Calculating
the impact
of strategic
planning on
your sales
volume or
revenue.
|

|
Figure 2-3:
Calculating
the impact
of strategic
planning on
your net
income.
|

Figure 2-2 and Figure 2-3 provide you with a worksheet to calculate how prof-

Chapter 2: Why Strategic Planning Impacts Your Growth

itable strategic planning can be to your business. Figure 2-2 looks at sales

volume or revenue, and Figure 2-3 deals with net income. Note that these calcu-
lations can’t be added together because they’re mutually exclusive. Adding
them together is like double counting. If you're a not-for-profit, this information
applies to how much greater utilization of your resources you can expect.

Your Company

ABC Company

a.) This Year's Sales/Revenue X

$1,000,000

b.) NextYear's Anticipated Growth Rate X

X 10% = $1,100,000

c.) Strategic Planning Growth Rate =

X 12% = $1,232,000

d.) Next Year's Projected Sales/Revenue

$1,232,000

e.) Impact of Strategic Planning (d—b)

$132,000

ABC Company is provided as an example in these figures. Use your own sales
volume, anticipated growth rate, and net income to determine the impact of
strategic planning on your organization.

Your Company

ABC Company

a.) This Year's Net Income X

$300,000

b.) NextYear's Anticipated Growth Rate X

X 10% = $330,000

c.) Strategic Planning Growth Rate =

X 11% = $369,600

d.) NextYear's Projected Net Income

$369,600

e.) Impact of Strategic Planning (d-b)

$39,600

Putting Planning into Action Today

Successful strategic planning is as much about picking the right time as it is
about developing the right strategy. Not ready to embark on a strategic plan
quite yet? I understand. How about sticking your toe in the waters of strate-

gic planning instead of diving in head first?
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One way to start slowly is to forget about all the detailed strategies, goals,
objectives, and so on necessary to put a plan together. Instead, pick one
activity that’s essential to moving the company strategically forward and put
it into action. In the next sections, I've provided activities to get your plan
going. Pick one and implement it.

Drive the organization with big vision

Growth requires thinking big and then executing like crazy. Success is ten
percent inspiration and 90 percent persistence. But that ten percent is criti-
cal, otherwise the 90 percent is lost, aimless, and unproductive. Don’t lose
sight of the big ticket items while you're focusing on the small goals. That
way, you head in the right direction to meet your goals. Chapter 6 provides
tons of examples of big visions and helps you to develop yours.

Establish big goals

Every organization sets goals, but sometimes they aren’t big, and sometimes
they’re not written down! A big vision is achieved through accomplishing big
objectives and goals. That’s all execution really is — your organization’s abil-
ity to achieve goals. An example of a big goal is to be the best, number one,
or leader in your industry. A small goal is to sell a set dollar volume in goods
and services. Here a few best practices to help you establish big goals that
get results:

1. Objectives and goals must be understood.

Everyone needs to understand how the people contribute to and impact
the goals.

2. The goals must be measurable and actionable by appointing someone
responsible and having a due date.

Review regularly and hold people accountable.

3. Create a culture that makes people feel responsible for not missing a
deadline.

That’s all there is to it — it doesn’t have to be complicated, confusing, or
time consuming.
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Celebrate wins

Publicly share big accomplishments, milestones, project completions, and
revenue goals. This sharing drives growth in two ways:

v It motivates the people driving those accomplishments to press on.

»* Success and profit sharing breeds confidence, fueling enthusiasm for
further growth.

&,\‘I\BEH Everyone wants to be appreciated, and you may fall into the routine of

S dwelling on what you've failed to achieve instead of celebrating the small
wins. By rejoicing in the achievements of your employees and the achieve-
ments of your plan, you create an atmosphere with a feeling that you’re in
this together.

Seek out new ideas

Invite left and right-brained people into your organization to create a com-
plete brain trust of skills and competencies. Your left-brained folks bring the
analytical perspective to the table. They think of things like analyzing data
for discoveries and exploring parallel industries for new methods. The right-
brained people focus a bit more on creativity and can invent creative solu-
tions, challenge the status quo, find hidden connections, and see new models.

The sharing of ideas can have a huge impact on your business. Take these
instances for example:

v Henry Ford couldn’t have grown faster than everyone else had he not
borrowed the division of labor manufacturing line concept from a meat
packing plant.

v Walgreens couldn’t have grown as fast as they did had they not changed
their approach to increased convenience instead of big store, big ticket
items.

v Southwest couldn’t have grown had they not reinvented airline service
by putting its employees first, which drastically improved customer
service.

Challenge conventional wisdom to solve your customers’ issues and pains
with non-traditional approaches.
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Ignore distractions

In tandem with new ideas, you must focus! Focusing is a never-ending strug-
gle for entrepreneurs — too many ideas, too few resources. But you must
ignore distractions, so you won'’t derail your plan.

In an increasingly competitive environment, growth comes from being great at
one thing at a time. Succeed at one thing that you know customers need. That
takes focus on the customer and focus on what you choose to do better than
anybody. Use your vision as a filter to keep out distractions. If the activity isn’t
in line with your big goals, even if it’s a good idea, table it and move on.

Empower through ownership

Taking ownership is similar to accountability. Entrepreneurs like to build and
own their work. They are achievement-oriented and take pride in results.

Empower your people by assigning ownership. Recognition is the number
one motivator. You can unleash powerful output by clearly defining roles and
responsibilities. Give ownership of key business metrics. Then give that indi-
vidual or team the autonomy and authority to drive that revenue past the
forecast!

Neutralize negativity

If you want your company to be successful, you have to squash the negative
attitudes throughout the entire employee network. Have the attitude that
there’s no such thing as trying, only doing. That attitude can bring sustain-
able growth to your company.

Hang signs around your office that say, “What do we need to make it?” not
“Are we going to make it?” Have answers ready for how you can make it.
Remember to be realistic because most growth companies don’t grow quickly
without sustaining some damage. Consider how to avoid road blocks and
road bumps along the way.

Be passionate

If you're motivated and excited about what you're doing, people will follow
and your organization will grow because positive attitudes and energy are
contagious. Having and showing passion about your work may be the most
important elements because there’s true spirit behind growth.
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Getting Set Up for Successful
Planning

In This Chapter

Understanding the elements of a strategic plan
Going through the strategic planning process
Picking a team to plan with

Calling in help: Choosing a facilitator

Envisioning your company’s future

Strategic planning can seem just as confusing as accounting, where debits
and credits are exactly the opposite of their definitions. (Forgive me if
you’re a CPA.) Strategic planning doesn’t need to be counterintuitive. What
makes it less confusing is understanding how all the parts of a plan work
together.

Planning doesn’t have a set rule book, so no common language exists. People
refer to objectives as goals and to goals as objectives. Mission gets confused
with vision and no one seems to know where strategies actually fit in. Then
you have indicators, measures, metrics, targets . . .

This chapter (or book for that matter) won’t stop the debate between seman-
tic differences. But in this chapter, you do look at the elements of a strategic
plan, understand the planning process itself, assess if you're ready to begin,
and discover how to spot the pitfalls inherent in the process.
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The Elements of a Strategic Plan

Not to oversimplify the planning process, but by placing all the parts of a
plan into three areas, you can clearly see how the pieces fit together. The
three pieces of the puzzle are

v Where are we now?

v Where are we going?

v How will we get there?

Each part has certain elements to show you how and where things fit it. For a
visual on this discussion, see Figure 3-1.

How are we going to get there?

Strategic Objectives | Strategies
Goals Scorecard
Priorities Execution
Action Items
— Where are we now? Where are we going?
Figure 3-1: | Strategic Review Vision
The
elements of | Mission Competitive Advantage
a strategic | Values
plan.
|

Here’s an outline of a typical strategic plan:

v~ Mission statement: To define the organization’s core purpose. Why do
we exist?

v~ Vision statement: To explain where you are headed, your future state.
To formulate a picture of what your organization’s future makeup will be
and where the organization is headed. What will our organization look
like in 5 to 10 years from now?

v~ Values statement or guiding principals: To clarify what you stand for
and believe in.
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v SWOT: To assess the particular strengths, weaknesses, opportunities,
and threats that are strategically important to your organization. (You
may or may not choose to include your SWOT in your strategic plan but
as supporting documentation.)

1 Competitive advantage: To define what you are best at. What can your
organization potentially do better than any other organization?

v~ Strategic objectives: To connect your mission to your vision. Strategic
objectives are long-term, continuous strategic areas that get you moving
from your mission to achieving your vision. What are the key activities
that you need to perform in order to achieve your vision?

v Strategies: To establish a guide that matches your organization’s strengths
with market opportunities to position your organization in the mind of
the customer. Does your strategy match your strengths with how you
will provide value and be perceived by your customers?

v Short-term goals/priorities/initiatives: To set goals that converts the
strategic objectives into specific performance targets. Effective goals
clearly state what, when, how, who and are specifically measurable.
What are the 1- to 3-year goals you are trying to achieve to get to your
strategic objectives?

v Action items/plans: To set specific actions plans that lead to implement-
ing your goals. Are your action items comprehensive enough to achieve
your goals?

v Scorecard: To measure and manage your strategic plan. What are the
key performance measures you can track in order to monitor if you are
achieving your goals?

v Financial assessment: To determine if your strategic plan makes finan-
cial sense. Do the estimated revenue projections exceed your estimated
expenses?

But what matters most is having a strategy and therefore a strategic plan that
is effective. An effective plan and execution require several elements:

v Purpose-driven: A plan based on a mission and a real, true competitive
advantage is key. Without it, what is the point of the plan or the organization?

v~ Integrated: Each element supports the next. No objectives that are dis-
connected from goals and no strategies that sit all alone.

1 Systematic: Don’t think of the plan as one big document. Instead, give it
life by breaking into executable parts.

v Dynamic: Not a static document, but a living document.
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v~ Holistic: All areas of organization are included. Don’t plan based on
departments first because you risk limiting your thinking. Plan by think-
ing about the organization as a whole entity and then implement on a
department by department basis.

+* Understandable: Everyone gets it. If anyone, from the top of the organi-
zation to the bottom, does not understand the plan or how they fit in, it
won’t work.

v Realistic: You can implement it. Don’t over-plan. Make sure you have the
resources to support the goals you decide to focus on.

Where are we now?

As you think about where your organization is now, you want to look at your
foundational elements (mission and value) to make sure there has not been a
change. More than likely, you will not revise these two areas very often. Then
you want to look at your current position or your strategic position, which is
where you look at what is happening internally and externally to determine
how you need to shift and change Here are your foundational elements:

v~ Mission statement: The mission describes your organization’s purpose —
the purpose for which you were founded and why you exist. Some mis-
sion statements include the business of the organization. Others explain
what products or services they produce or customers they serve.

Does your mission statement say what you do? Why does your organiza-
tion exist? See Chapter 6 for more information about creating your mission.

v~ Values and/or guiding principles: This clarifies what you stand for and
believe in. Values guide the organization in its daily business.

What are the core values and beliefs of your company? What values and
beliefs guide your daily interactions? What are you and your people
really committed to? See Chapter 6 for a detailed discussion of values
and principles.

v SWOT: SWOT is an acronym that stand for strengths, weaknesses,
opportunities, and threats. These elements are crucial in assessing your
strategic position with your organization. You want to build on your
company’s strengths; shore up the weaknesses; capitalize on the oppor-
tunities; and recognize the threats. See Chapters 7 through 10 for more
info on SWOT.
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Where are we going?

The elements of the question Where are we going? help you answer other
questions, such as, What will my organization look like in the future? Where
are we headed? What is the future | want to create for my company? Because
the future is hard to predict, you can have fun imagining what it may look
like. The following elements help you define the future for your business:

v~ Sustainable competitive advantage: Sustainable competitive advantage
explains what you are best at compared to your competitors. Each com-
pany strives to create an advantage that continues to be competitive
over the time. What can you be best at? What is your uniqueness? What
can your organization potentially do better than any other organization?
See Chapter 5 for more on advantages.

v~ Vision statement: Your vision is formulating a picture of what your
organization’s future makeup will be and where the organization is
headed. What will your organization look like 5 to 10 years from now?
See Chapter 6 for info on refining your vision.

How will we get there?

Knowing how you’ll reach your vision is the meat of your strategic plan,
but it’s also the most time consuming. The reason it takes so much time to
develop is because there are a number of routes from your current position
to your vision. Picking the right one determines how quickly or slowly you
get to your final destination.

The parts of your plan that lay out your roadmap are as follows:

v~ Strategic objectives: Strategic objectives are long-term, continuous
strategic areas that help you connect your mission to your vision.
Holistic objectives encompass four areas: financial, customer, opera-
tional, and people. What are the key activities that you need to perform
in order to achieve your vision? See Chapter 12 for more info.

v~ Strategy: Strategy establishes a way to match your organization’s
strengths with market opportunities so that your organization comes
to mind when your customer has a need. This section explains how you
travel to your final destination. Does your strategy match your strengths
in a way that provides value to your customers? Does it build an organi-
zational reputation and recognizable industry position? See Chapter 10
for info on different strategies.
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v Short-term goals/priorities/initiatives: Short-term goals convert your the
strategic objectives into specific performance targets. You can use goals,
priorities, or initiatives interchangeably. In this book, I use goals to define
short-term action. Effective goals clearly state what you want to accom-
plish, when you want to accomplish it, how you’re going to do it, and
who’s going to be responsible. Each goal should be specific and measur-
able. What are the one- to three-year-goals you're trying to achieve to
reach your vision? What are your specific, measurable, and realistic tar-
gets of accomplishment? See Chapter 12 for info on goal setting.

v Action items: Action items are plans that set specific actions that lead to
implementing your goals. They include start and end dates and appointing
a person responsible. Are your action items comprehensive enough to
achieve your goals? Head to Chapter 13 for a discussion on action items.

v Scorecard: A scorecard measures and manages your strategic plan.
What are the key performance indicators you need to track to monitor
whether you're achieving your mission? Pick five to ten goal related
measures you can use to track the progress of your plan and plug them
into your scorecard. For help with scorecards, head to Chapter 14.

v Execution: In executing the plan, identify issues that surround who man-
ages and monitors the plan and how the plan is communicated and sup-
ported. How committed are you to implementing the plan to move your
organization forward? Will you commit money, resources, and time to
support the plan? See Chapter 14 to put your plan to work.

Before You Start, Are You Ready?

If you're embarking on this strategic planning journey for the first time, it’s
wise to assess if you're ready before you start. Successful strategic planning
and implementation require a keen understanding of how well your organiza-
tion can adapt to this new process. Introducing it at the right time is key to
successful adoption.

Assessing your readiness

This is the point in your planning where it is critical to be brutally honest with
yourself. Companies that jump into planning because they assume they are
ready will likely fail somewhere mid-plan and derail the whole process. You
can avoid this completely by honestly answering the questions in Figure 3-2.
These are the key areas for you to assess your readiness.
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|
Figure 3-2:
Assessing
your
readiness.
|

Yes No Questions

We have complete commitment and support from top leadership,
especially the CEQ, key management, and the board.

We have a commitment to clarify roles and expectations for all
participants in the planning process, including who will contribute
to the plan and who will be the decision maker.

We are open to learning about and responding to the organization’s
internal and external to collecting information through outside
research so we don't planin a vacuum.

We have a team comprised of big picture thinkers, subject matter
experts, and a strategic plan manager.

Top-level manager is willing to be inclusive and encourage broad
participation so that everyone feels ownership of the plan and
energized by the process.

We believe we have committed adequate organizational resources
to complete the planning process as designed, for example, staff
time, board time, dollars spent on the process and implementation.

Everyone understands the purpose of planning because we realize
what it is and is not. We have consensus about the desired out-
comes of the planning process.

We have a culture that is open to looking beyond the status quo to
find new ways of doing things; a willingness to ask the hard quest-
ions, face difficult choices, and make decisions that are best for our
clients.

We want to grow our organization.

Ideally, you want to answer all the questions with a “yes.” But that may not
be possible. In my opinion, one of the most important questions is, do you
want to grow? If your organization doesn’t want to grow, strategic planning
isn’t going to be very effective. At the end of the assessment, decide whether
strategic planning is a go or no go. If your decision is a no go, make a quick
action plan to solve the problem where you determined your company is not
ready. If your decision is a go, you should feel confident that your organiza-
tion can move through the planning process, barring any unforeseen circum-
stances that might pop up.

Knowing the right climate for planning

Strategic planning is doomed to failure when certain circumstances aren’t in
place. If you're aware of what you need to make the process work well, you're
more likely to be successful. If you're in the middle of a planning process, review
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the list below to make sure you have a climate for planning. Go down the list
and check off any of the items that are true for your group. When you can check
all of them off, you know you have a climate that is right for planning.

v No high-impact decisions in the next six months (mergers, management
changes, and so on)

v No serious conflict between key players

v Top-level commitment to process

v~ Staff understands the purpose of planning

v Adequate resources (staff time and money)

v Organization has been around for at least a few years

v Commitment to implement key strategies

1 Successful outcome of the process identified

v An organizational climate that inspires forward thinking and rewards
creativity

v Agree on common language and timeframe

The Step-by-Step Strategic Planning
Process and Timeframe

To put a plan together, you need a system in place to help you achieve the
end result. In a disciplined mode, the process requires a focus and pattern to
stay on track and be productive. Planners take a critical, unbiased look at
what has worked before and what hasn’t. Gather info from any past planning
experiences and use this section to help you run a smooth planning process.

No two companies are alike, and no two strategic planning processes will be
the same. In this section, you find the steps to create your strategic plan. You
may move through these steps in one day or over the course of a year. No
matter how it works for your company, remember that the process is contin-
uous, not linear. Figure 3-3 illustrates the how planning is a continuous
process.
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Agree on
Priorities

6.
Identify Next
Actions

5.
Organize

the Plan

Establishing your strategic
planning process

You will also want to develop a strategic planning process for your company
that is continuous and cyclical. The speed and frequency at which you move
through the process is up to you. Some organizations do it quickly and regu-
larly, others on an annual or bi-annual basis.

Here’s an overview of the strategic planning process to get you started:

1. Get ready.

Identify specific issues and choices the process needs to address; clarify
roles, create a planning committee, develop an organization profile, and
identify the information that must be collected to help make sound deci-
sions. For tips on these processes, see “Before You Start, Are You Ready?”
in this chapter.

2. Articulate the mission and vision.
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Reach a consensus on why the organization exists; determine its pri-
mary business, identify your values, and create an image of what suc-
cess looks like. For tips on these processes, see Chapter 6.

3. Review your strategic position.

Gather up-to-date information on internal strengths and weaknesses and
external opportunities and threats so you can develop an understanding
of critical issues. Use the SWOT tool to organize your information (see
SWOT info in Chapters 7, 8, and 9).

4. Agree on priorities.

Identify the broad approaches (strategies) for addressing critical issues
and the results to be sought (long-term and short-term objectives and
goals). See Chapter 12 for info on these approaches. Then you and your
team can agree on key priorities.

5. Organize the plan.

Put the pieces together into one coherent document that is practical,
can be implemented, and easily managed and monitored. (See Chapters
13 and 14.)

6. Identify your next actions.

After the plan is together in one cohesive document (Step 5), determine
what actions to take next for each team, individual, and department.
(Flip to Chapter 14.)

7. Roll-out the plan.

Communicate the plan across the organization so everyone knows the
game plan. For tips on getting the word out, see Chapter 14.

8. Hold everyone accountable.

Monitor your plan by reporting performance metrics at monthly or quar-
terly strategy staff meetings. Keep track of all measures by regularly
updating the organization’s scorecard (scorecards are covered in
Chapter 14). Hold people accountable for making sure organizational
activities are happening. Link these processes to incentive compensa-
tion if possible. Evaluate performance and what is happening. Make cor-
rections based on key measurements. Manage activities to drive future
results. Some of these ideas are covered in the next section, “Making
strategy a habit, not an event.”

Use Figure 3-4 to guide your strategic planning process. It’s a checklist to help
as you develop your plan.
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|
Figure 3-4:
Your
strategic
planning
process
checklist.
|

. Getready and organized: Identify specific issues and choices the process should address.

. Articulate the mission and vision: Owners/managers clarify why the organization exists and

. Review strategic position: Gather up to date information to develop an understanding of the

. Agree on Priorities: Identify the broad approaches for addressing critical issues

. Organize the plan: Putthe pieces together into one coherent document with the following

. Roll out the plan: Communicate the plan across the organization:

. ldentify next actions: Make the plan tangible to each member of the team by clearly

. Hold everyone accountable: Monitor your plan by reporting performance metrics on a monthly

[0 Determine organizational readiness
[0 Create the planning committee
[0 Identify the information which must be collected to help make sound decisions.

what the end game is.

[0 Determine its primary business and organizational purpose
O Identify the corporate values
[0 Create an image of what success would look like

critical issues. Information should include:

O Internal strengths and weaknesses

[0 External opportunities and threats through a competitive analysis
[0 Market opportunities through customer surveys

[0 Synthesize into a SWOT

O Solidifying the organization’s competitive advantage

[0 Determine long-term goals/objective

[0 Select strategies for customer segments

[J Establish SMART short-term goals/objectives and the results to achieved
[0 Draftthis year's action items

reports:

[0 Complete Strategic Plan —for reference
[0 One-Page Strategic Plan —for communicating

[0 Everyone in the organization has received a copy of the plan in some form (printed, emailed,
posted on a wall in the break room)

[ Identify the strategic plan leader

[ Provide budgetary and resource support

identifying what he/she is responsible for:

[0 Scorecard — for measuring
[ Action Sheets — for executing

or quarterly basis.

Identify the source of each metric associated with measurable goals

Set up systematic process for monthly or quarterly reporting

Communicate to each responsible person when and how to report on their goals
Hold monthly or quarterly strategy meetings

Regularly monitor, evaluate, and adapt

ooood
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Making strategy a habit, not an event

The purpose of strategic planning is to help organizations make good deci-
sions. If the planning process only happens once a year, planning then becomes
a barrier to good decision making instead of a catalyst. The point is to stop
thinking of strategic planning as an annual event. Instead, consider embed-
ding the strategic planning process into the culture and day-to-day activities
of your company.

Holding meetings helps focus your goals on accomplishing the organization’s
top priorities and accelerating the growth of the organization. Although the
meeting rhythm structure is relatively simple, it requires a high degree of
discipline.

Each of the meetings listed in the following sections correspond with Figure
3-5, which helps explain what part of the strategic planning process you're
involved in.

Annual strategic planning retreat

The meeting rhythm should begin with an annual strategic planning session
of at least two days in length. Ideally, you should hold this retreat at an offsite
location. Although this isn’t necessary, it does help shut out distractions.

During this session, the team reviews how well they’re executing their busi-
ness strategies and achieving the targets they set. The review process goes
as follows:

1. Start with a review of the mission, vision, and values.

Make sure that these statements are current and still relevant to your
organization.

2. Assess the long-term business assumptions and conduct a traditional
SWOT (strengths, weaknesses, opportunities, and threats) analysis.

This step provides a current understanding of the marketplace and the
true capabilities of your organization. (SWOT analyses are covered in
Chapters 7, 8, and 9.)

3. Identify the long-term strategic objectives.

Quite often these stay the same for several years, with just a few modifi-
cations. Your strategic objectives are the big mileposts on the way to
your vision.

4. Set short-term goals and action items if possible.
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Normally the team does not spend time in the details; instead, assign a goal
to a team member who can then flesh out how it will get accomplished.

5. As the manager of the strategic plan, collect all of the work completed
in this session and compile it into a final document.

Distribute copies of the compiled document, so everyone knows what
they’re responsible for achieving.

This annual session takes you through the entire strategic planning process
explained in Figure 3-4 from Steps 1 to 7.

Quatrterly planning update

At these standalone meetings, which last anywhere from two hours to half a
work day, the team assesses these issues and items:

v Any changes in their operating environment
v+ How well they accomplished their goals to date
v A scorecard report

v What modifications may need to be made to goals

The primary question at these sessions is, “Based on what we know today,
what are the most important and impactful items that the organization needs
to accomplish in the next quarter to achieve its annual priorities and targets
and move closer to attaining its envisioned future?”

The strategic plan manager should update the strategic plan and distribute
the revised plan accordingly.

The quarterly sessions take your team quickly through Step 3 of the strategic
planning process, but the majority of the time is spent on Steps 4 through 8
of the process in Figure 3-4.

Monthly strategy meetings

During these meetings, which should last from 30 to 60 minutes, key team
members report on the progress they have made towards goals they are
responsible for, including reporting on metrics in the scorecard they have
been assigned. The agenda should include 10 to 15 minutes to work on one
specific topic, or on one of the quarter’s priorities where decisions need to
be made. Once defined, the topic should be carried to conclusion. Do not
waste time debating several different topics that cannot be brought to con-
clusion. See Chapter 14 for a guide on how to run these meetings.

b7
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Monthly strategy meetings focus on Steps 6 and 8 of the process. If modifica-
tions to the plan need to be made, the plan manager can revisit Steps 5 and 7.

Making your process go smoothly

Strategic planning is a process that you want to flow smoothly, but I've had to
face the facts: When I plan for a smooth ride, it never goes that way. Something
always throws a wrench in the plan: It’s an unpredictable process. Fresh ideas
at an afternoon meeting may change decisions made earlier in the day.

But [ don’t want you to get frustrated, so I've included a few tips to help your
process move along with less uncertainty:

P v Think about execution before you start planning. A strategic plan that
sits on the shelf is a colossal waste of time and energy (of which no one
has extra to give away!). Outline your ideas on how you see the plan being
implemented. Even better, talk to your key employees and get everyone’s
buy-in on executing the plan before you actually put the plan together.
Consider reading Chapter 14, which focuses on execution.

v Determine if you want a top-down or bottom-up planning process.

e A top-down approach involves the board and executive team setting
the vision and long-term goals and the staff developing the short-
term goals and actions.

¢ A bottom-up approach works with the staff developing the whole
plan and submitting it to the board and executives for approval.

¢MBER Normally, organizations end up somewhere between these two extremes.
What is important is deciding who takes the first pass at developing the
vision and long-term goals because these are the guidelines for the rest
of the plan.

v Commit to a schedule. Set a very specific deadline for when the plan
needs to be completed. Additionally, set the schedule for ongoing strat-
egy meetings and reporting.

Use a large desk calendar to map out the whole year as you embark on
the planning process.

v Make everyone feel included. Everyone probably won’t have a seat at
your strategic table, so openly communicate who’s involved in what
step of the process and why. Explain how everyone’s input is being
solicited and how it’s being used.

v Celebrate success. No matter what you do or where you are in your
strategic planning agenda, end your planning days on a high note. Do
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something fun such as play a quick game, run through a fun exercise, or
go out to dinner.

WING/
§g~ [ can’t say this enough because there never seems to be enough time to

have fun. Never let your strategic planning sessions end on a low note
where everyone is feeling overworked and brain dead.

v Don’t over-plan. One of the biggest mistakes in strategic planning is
becoming overly ambitious and overwhelming the company with the
amount of work that needs to get done. When you’re done putting your
plan together, put it away and come back to it a week later. Make sure it
still makes sense and you haven’t planned the company into oblivion.

Selecting Vour Planning Team

The values and vision of your organization are embedded in the strategic
framework. As a result, involving the whole organization in at least part of the
planning process is vital. Although everyone can’t be involved in every part
of the process, they do all play a role. In the following sections, I give you
some guidelines for the different people in your organization and who should
be involved when.

Getting everyone involved

Yes, you want everyone involved (at certain times). The next few sections
show you how do it in a way that isn’t a recipe for a disaster.

The role of the CEO

The CEO naturally assumes a prominent role on the planning team, setting
the vision, driving that vision, and enforcing results. If strategic planning isn’t
the CEO’s passion, it will never happen. Only the CEO has the force to drasti-
cally change the company’s alignment. However, during the strategy develop-
ment part of the planning process, the CEO should remain in the background
so that other members’ ideas can emerge.

‘X@N\BER

& The visibility of the CEO in the strategic planning process can’t be overem-

phasized. The CEO should attend as many planning sessions as possible —

the annual, quarterly, and monthly meetings.
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The planning team members

The planning team’s ideal size is 9 to 15 members with an outside facilitator
and an internal coordinator. Planning team members should represent differ-
ent segments of the company — not just the top-level employees such as the
vice presidents, division and department heads, and other executive level
managers who report to the CEO. A team consisting of operating, marketing,
and sales personnel brings balance when it comes to considering internal
and external needs.

Search out key players from your employees, board members, and top man-
agement who can help you strategize. Figure out how to get them involved. If
some can’t take part in person, share early drafts of the plan with them and
get their feedback as the process continues. Make sure you tap your big pic-
ture thinkers as well as get a diverse set of perspectives.

Everyone else, regardless of position

Employees who have a chance to contribute feel they’re making a difference.
It’s exciting to be part of the strategic planning process, so make sure that
everyone has this opportunity. Employees always have different perceptions
from top management on how the business is run. [ promise that you’ll be
amazed at the outstanding ideas that come from your employees. To help
ensure planning success, the team must solicit their opinions in a confiden-
tial, risk-free atmosphere.

Try out these ideas to gather employee information:

+ Small group meetings. If you have an open and honest company culture,
small groups are a good way to get input from your staff. The benefit to
bringing groups together is synergy that results from the discussion and
brainstorms.

1 Anonymous surveys. Online anonymous surveys allow every employee
to voice his or her own opinion, without being influenced by others.

v Assessments. There are numerous staff assessments available that eval-
uate everything from satisfaction to specific actions and strategies. See
Chapters 7, 8, and 9 for more on these tools.

Nonemployees

Also consider the input of people who don’t work for your company. These
folks include customers and suppliers; they frequently have unique insights
into your business. Customers can identify problems the plan should address
and may have ideas about how to improve overall effectiveness. Suppliers
can offer alternatives to operational problems that hinder delivery of prod-
ucts or services to customers.
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The Strategic Plan Manager

The CEO must appoint a respected member of the staff to champion the
strategic plan. The Strategic Plan Manager’s responsibility is to keep the
process moving forward, monitor progress, and alert decision makers if
the company strays off strategy or off performance.

Although this position may add responsibility to a current staff member,
managing the strategic plan is critical to the organization’s success. Appoint
someone who’s seeking additional responsibility and is looking to move up in
the organization. It’s a fabulous leadership development opportunity.

Determining who's involved when

The question often arises, Who should be involved at what stage in the plan-
ning process? Running a strategic planning process democratically is not the
best way to go. Set expectations before you jump into the process so no one
feels blind-sided or left out.

Figure 3-5 maps the different stages of the planning process to the different
groups of people who should be involved. Note: This chart should be used as
a guide to develop your own planning team.

As you can see in Figure 3-5, the CEO and Strategic Plan Manager are involved
in just about every step of the process. Other groups take part where needed.

Going It Alone or Hiving a Facilitator

In an age of facilitators, organizational leaders, and planners for everything
under the sun, hiring a helper doesn’t come cheap. You need to consider
three costs to your company for strategic planning:

v First, you have the value of your participants’ time — more precious
than ever in this time-starved world.

v Second, you have the cost of any facility rental, AV equipment, travel,
food, and lodging.

v Finally, you have the opportunity cost if, following your meeting, plans
and decisions aren’t carried out or your team'’s behavior doesn’t change
for the better.
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Strategic Planning Process Phase Who Should Be Involved?

1. Getting ready CEOQ/Owner
Strategic plan manager

2. Articulate the mission and vision | CEQ/Owner

Strategic plan manager

Board

Key executive stafffmanagement/dept. heads

3. Review strategic position CEOQ/Owner

Strategic plan manager

Key executive staff/fmanagement/dept. heads
Planning team

Everyone else (through surveys and assessment)
Customers and suppliers

4. Agree on strategic priorities CEOQ/Owner

Strategic plan manager

Key executive staff/management/dept. heads
Planning team

5. Organize the plan Strategic plan manager
6. Roll-out the plan CEQ/Owner
_F' 25 Key executive staff/management/dept. heads
igure 3-5: - - -
g Your 7. ldentify next actions Key executive stafffmanagement/dept. heads
strategic Everyone else (by department)
planning | 8. Hold everyone accountable CEQ/Owner
team. Strategic plan manager
Key executive stafffmanagement/dept. heads
|

Add these actual and figural costs up, and it’s easy to see how strategic plan-

ning represents a real investment. One way to maximize your investment is to
engage the services of a professional facilitator. Obviously, not every meeting
calls for a facilitator, but your annual retreat probably could use one.

In the following sections, you look at how to run planning sessions yourself
as well as how and when to hire a facilitator.

Running the planning sessions yourself

For any planning sessions that you choose to run yourself, there are some
best practices that you should follow — having a clear agenda, requiring par-
ticipants to come prepared, starting and ending on time, and managing the
conversation in the room.
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To run strategic planning sessions, you probably want to gather a set of facili-
tation techniques for different parts of the process. There are a number of dif-
ferent facilitation exercises and methods available to you. Some of my
favorite include the following sources:

v Best Practices for Facilitation: This source is the second in The
Grove’s Facilitation Guide Series and is a user-friendly manual of 176
field-tested group practices. The resource should prove invaluable to
facilitators, managers, team leaders, and consultants looking for facilita-
tion alternatives such as virtual team work, graphic templates, agenda
design, and group decision making. You can purchase the book at www .
grove.com/store/mf_books.html.

v www.iaf-world.org: This Web site from The International Association
of Facilitators (IAF) is the recognized source for credible and valuable
professional help for practicing facilitators. On this site, you find tons of
resources related to the facilitation of best practices.

v www.postit.com: The 3M Post-It Note Web site provides immediate
access to sticky notes of all sizes. A strategic planning meeting without
sticky notes is like an ice cream sundae without the cherry. You can do
it, but it might be boring (and not taste as good — the cherry, not the
post-its)! In all seriousness, the use of sticky notes can help you gain
consensus quickly, keep important ideas and topics posted on poster-
board sized notes, and allow for quick brainstorming.

Using a facilitator

A facilitator brings a fresh perspective to the process. He/she keeps the dis-
cussion on track and encourages all team members to act as equals. An out-
side facilitator levels the playing field between CEO and team members. In an
atmosphere of informality, team members can address any issue within the
organization without fear of unjust reprisal. The CEO should be involved
when appropriate for his/her leadership, knowledge, and guidance.

Finding a good one

Facilitation is different from public speaking or training. It’s not about having
solid content, good platform skills, or an understanding of adult learning
principles. Instead, facilitation involves working with groups of people in the
moment. The job requires being tuned in at all times to what’s happening and
being able to suspend or change the process accordingly.
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When selecting a professional to guide your session, look for the following
characteristics:

v An understanding of organizational issues (industry knowledge isn’t
necessary).

v Superb communications skills.

v Can offer insight and empathy while conducting themselves with author-
ity and credibility.

v Experience in running strategic planning processes.
v~ Conflict management skills and confidence about handling conflict.

v Able to help you clarify your outcomes and a commitment to helping
you reach your desired outcomes.

v Honesty and fairness. (Don’t look for total objectivity. Anyone worth
using has opinions; you just want him or her to make a clear distinction
between opinions and facts.)

v Understanding of group process theory — A good facilitator is able to
apply concepts such as leadership, group norms, team development,
systems theory, dialogue, and experiential learning to the design and
facilitation of your meeting.

v Logic, self-discipline, and the ability to operate systematically.

v A style that suits your organization.

By using an experienced facilitator in the right situations, you almost cer-
tainly accomplish more in your meetings, delve deeper into critical issues,
and then resolve them. Equally important, participants leave with positive
feelings, stronger cohesiveness, a sense of accomplishment, and a renewed
belief in the team.

Deciding whether a facilitator is a good idea

So just when should you use a facilitator? Check out the following important
instances to enlist a facilitator:

v When you want to participate yourself: Most of the time, it’s not possi-
ble to facilitate and participate at the same time. Some people can do it
effectively, but most can’t. If you're the boss, forget it. You can’t effec-
tively facilitate because people still react to you as their superior.

v When you need to address sensitive issues, including conflict: An out-
sider’s perspective can diffuse heated exchanges and channel intense
emotions into constructive problem solving. Consider solving the con-
flict just with the involved parties and bringing the rest of the team
together after the problem has been resolved.
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v When your team is stuck: A skilled facilitator uses sensitivity to raise to
the group issues that are being avoided and to point out dysfunctional
behaviors that are being denied. The aid of the helper in this scenario
gets the team moving to a new level of functioning.

1+ When your group must deal with complex issues and a variety of
viewpoints: A seasoned facilitator brings a wealth of group processes
and activities to scope issues, generate options, make decisions and
build consensus.

Futurecasting: Uisualizing the Future

MBER
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In order to make the most of your planning effort, you need to put your
strategic thinking hat on and envision the future. Companies spend a lot of
time predicting what sales will be like in the future, but little time actually
thinking about the factors that impact that future. These factors include

v Underlying dynamics

v The sweeping trajectory of new competition

v The way customers evolve

v The collision course one industry may be on with another
Consider starting off your annual strategic planning retreat by futurecasting —

the practice of trying to envision your company’s future. Really push your
team to think about what will be happening in five or ten years.

A strategic plan is as much about the planning as it is about the strategizing.
Futurecasting helps you really push your big picture thinking to develop a
strategic plan that’s truly, well, strategic.

Getting into the right frame
of mind for futurecasting

Unfortunately, most people can’t just jump mentally from now to the future. A
mind-bending exercise can help your team get their creative juices flowing.

Ask your team the following questions in a group setting. Read the answers
after everyone has responded in an open setting. (Note: Some may have
heard this before, so ask those already wise-ones to stay quiet.)
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v How do you put a giraffe into a refrigerator? The correct answer: Open
the refrigerator, put the giraffe in, and close the door. This question tests
whether you tend to do simple things in an overly complicated way.

+ How do you put an elephant into a refrigerator? Wrong answer: Open
the refrigerator, put in the elephant, and close the refrigerator. Correct
answer: Open the refrigerator, take out the giraffe, put in the elephant,
and close the door. This tests your ability to think through the repercus-
sions of your actions.

+ The Lion King is hosting an animal conference. All the animals attend
except one. Which animal doesn’t attend? Correct answer: The ele-
phant. The elephant is in the refrigerator, remember? This tests your
memory.

v~ There is a river you must cross. But it’s inhabited by crocodiles. How
do you manage it? Correct answer: You swim across. Why? All the croc-
odiles are attending the animal conference. This tests whether you learn
quickly from your mistakes.

According to Accenture Consulting, around 90 percent of the professionals
they tested got all questions wrong. But many preschoolers got several cor-
rect answers. Accenture Consulting says this conclusively disproves the
theory that most professionals have the brains of a four-year-old.

Leaving your assumptions at the door

You're dead in the water if you let your assumptions take over strategic
thinking. Ask your team to think about how they solved the brainteaser in
the previous section. Relating to that problem, how would they answer these
questions:

v What assumptions have you made?
v What rules have you assumed?

v How do your own perceptions influence the world you inhabit?

v How do you see the world and how is your view different from that of
other people? What advantages and disadvantages are there of each way
of thinking?

With those thoughts in mind, how can you and your team think differently?
How would your team answer these questions when imagining the problem
from someone else’s angle? Have your team think about the following ideas
as they relate to a different viewpoint:
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v What happens in other countries/cultures/companies?
v How can you change the situation to make a solution work?

v Visit or read about other people’s lives and try to understand why they
think in the way they do. (Maybe not the animal kingdom!)

Working a strategic thinking exercise

It’s time to apply strategic thinking to your business. Have your team try to
answer the following scenario:

What will your company look like and how will they compete in the year
2015? What trends do you need to consider in your planning?

Ask your team to come up with a list of ideas, statements, or activities to
describe how the world looks in these five areas:

v Economically

v Socially

v Politically

v Technologically

v Ecologically
With these lists on the wall, consider which trends apply to your business.

Use this information as you're developing goals and objectives for your
strategic plan:

v How can this trend influence our current customers?

»* How can it influence our current core business?

v How can it create new customers?

v Who are the potential customers?

v What are our competitors doing about this trend?

v How fast is this trend developing? What accelerates it or slows it down?

v What are the risks of committing to this trend? What are the rewards?
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Part i

Looking Backward
to Move Forward
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“Isn’t that our bookkeep? "



In this part . . .

A great strategic plan is based on your organization’s
core, which encompasses your purpose, mission,
values, and competitive advantage. You may have devel-
oped your core during your years (or months) of operation,
but in this part, you take what you already know about
your company, customers, market, and competitors and
develop stage one of your strategic plan. You review the
last year to determine what went well and what could’ve
gone better, and then you develop or revise your mission,
vision, and values. You also examine your competitive
advantage to establish what your organization does that’s
unique and better than the rest.




Chapter 4
Taking Lessons from the Past

In This Chapter

Reviewing last year’s successes and failures
Determining your profitable products and services
Assembling a successful portfolio

Evaluating your financial performance

D idn’t you always hate it when your mom (or grandma) would say, “Back
in my day. . ..” Yeah, yeah, | know. You walked everyday to school
uphill both ways in a perpetual snowstorm. God bless her for trying to share
her past, but it always seemed so trying. The future’s much more exciting
than the past. The future is where the action is. It’s moving. It’s shaking. It’s
sexy and bright. The past just slows us down. It’s like getting stuck in
molasses or running underwater. Or is it?

Learning from your past can save hours and hundreds of dollars spent on
fruitless activities. Ignoring your past can be very costly because you aren’t
adding to your knowledge base. Instead, you're just continually trying new
things. By taking a good look at your past performance, you can move
faster into the future by avoiding roadblocks and pitfalls you've already
encountered.

In this chapter, you look at your past performance. You don’t have to spend
too much time wandering down memory lane, but taking a few hours by
yourself or with your team to work through the exercises in this chapter
may pay high rewards in the future. With a better understanding of what
happened last year and the years before that, you're able to catapult your
company’s growth by developing a strategic plan based on your operating
history.
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Reviewing What Happened Last Vear
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Because you’re not a new organization, you've accumulated invaluable infor-
mation about your past activities, customers, employees, and financials that
can help prevent do-overs. Tap into that invaluable resource to review last
year’s performance.

As a first step in your strategic planning process, use the questions in the
following section to guide your review of last year. Conduct the review either
individually, by requesting that employees respond to the set of questions
from the list below, or facilitate the discussion in a regularly scheduled staff
meeting. You can add this information to your SWOT, which is covered in
Chapter 9, or use it simply as a standalone exercise.

When you have identified your successes and failures, look at what goals
and objectives continue into this planning year. Create a notes page labeled
“Goals and Objectives” and start a list of potential items you want to include
in this year’s plan based on your lessons from the past.

Recognizing what you achieved

Everyone wants to feel successful and recognized for a job well done, but it’s
human nature to brush by achievements. By listing what you achieved last
year as an organization, you help motivate and inspire your team to work
smarter and harder in the coming year. Additionally, why not try to replicate
what did work well last year? Here are some questions to get the conversa-
tion started:

v What goals did we achieve? Why?
v What hurdles or challenges did we overcome? How?
v What new customers did we acquire? How?

v Who joined our team?

v What were the bottom-line results we achieved? (Also see the end of this
chapter for more discussion of this area.)

v What projects were successful? Why?

List your successes on a white board or big sticky note and leave them
posted for a few weeks. Ask your employees to add to them as they see fit.
This lets your team know that last year’s achievements were important.
Dig into the hows and whys of your actions to make the list as specific as
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possible. When you have your list, use it to guide your planning efforts in the
coming year. You can add the achievements to your list of strengths in your
SWOT (see Chapter 7).

Understanding why you failed

Success and failure are like peanut butter and jelly. It seems like you can’t
have one without the other. More than likely, you didn’t achieve everything
you expected to last year. Even more to the point, you may have a goal or a
project that rolls over from one year to the next. You've identified it as impor-
tant, but you can’t seem to move the ball down the field. Now is the time to
figure out why:.

As with your successes (previous section), use the following questions to
identify last year’s failures and determine what you need to do this year to
prevent a repeat performance.

v What lessons did we learn last year?

v What decisions would we have changed in the past year?

v What goals or projects did we not accomplish? Why?

v What roadblocks or hurdles do we keep stumbling into? Why?

1 What challenges did we fail to meet over the past few years? Why?

Use the responses to these questions to fill out the weaknesses section of
your SWOT (see Chapter 7).

Eliminating pesky problems

If you've identified a problem or a roadblock that just won’t go away, it’s time
to do something about it. Every organization experiences two types of prob-
lems: gremlins, or small annoyances; and monsters, which are big, scary,
strategic issues. Tackling gremlins is easy because they’re quick to extermi-
nate. They're identifiable and solvable. Monsters, on the other hand, are
often so big that it’s easier to ignore than confront them. If monsters aren’t
dealt with, they can eventually be the undoing of an organization.

If you have either gremlins or monsters, here’s a quick problem solving
process:
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1. Define the problem.

This part is both the most obvious and hardest of this exercise. Resist
reacting to what you and your team think the problem is. Instead, work to
understand what the problem is. Write down a clear problem statement.

2. Determine the causes of the problem.

Dig into the why of the problem. Get input from your team to help iden-
tify the causes. Write the cause of the problem by answering who, what,
why, when, and where.

3. Identify alternative solutions to the problem.

Brainstorm for solutions to the problem. List everything that’s suggested
or comes to mind.

4. Select the best solution.

Which solution is the most likely to solve the problem for the long term?
Do you have the time and money to execute the solution?

5. Put an action plan together.

Develop a quick action plan to implement the best solution. What needs
to happen in the next 30, 60, and 90 days? Remember a solution that
someone is “just going to try harder” isn’t going to solve the problem.

6. Verify if the problem has been eliminated.

Check back after the action plan has been completed. Is the problem
resolved? Take away lessons for the future. What changes can be made
to avoid this type of problem in the future?

The above procedure can be done as part of your strategic planning process
or on an as-needed basis.

Evaluating Your Products and Services

By looking at the financial performance of your products and services over
the past several years and matching it up with market attractiveness, you can
identify which products and services to use to grow. Every organization has a
portfolio of products or services that it offers to its customers. That portfolio
needs to be managed just like your personal investment portfolio. In the finan-
cial world, you buy and sell stocks and bonds to yield the highest return.
When an investment is no longer generating a positive return, you ask your
investment advisor to sell it and find something else that’s performing with

a better return.
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Managing your product/service portfolio is no different. Although you proba-
bly don’t have as many products or services as you do stocks or bonds and
you're likely to move slower between deciding when to buy or sell, the princi-
ple is the same. You want to invest in products and services that are doing
well and divest the ones that aren’t.

Without a doubt, every company has one or more products or services that
are losing money. (Although you may be an exception to the rule, this tends
to happen more often than not.) The big issue is that most businesses don’t
know which of their products and services are winners and which ones are
losers.

The primary reason for not being able to figure out the difference is that the
monthly financial reports are consolidated. They don’t shed light on how
each product in your portfolio is performing. You want to be sure that you're
selling a product or service for less than it costs to produce it, which is called
your gross profit. To get to beyond your gross profit, you have to dig deeper
into your numbers.

Picking the winners

Determine the period of time before you start. You may choose to look at
last year’s performance, but that may not provide you with enough history.
If possible, look at how each product and service has performed over the
past three years.

Before you start on this exercise, remember that some products or services
may still need to prove themselves and others may be integral to another
item in your portfolio. And some clients generate enough revenue that they
help even out work flow. So while you assess the profitability of each product
or service, pay attention to how it interacts with the rest of your portfolio.

In some instances, it may be enough for the product just to contribute to
overhead costs.

Open up a new Excel spreadsheet and determine your winners and losers by
following these steps:

1. Create a column for every primary product or service (or client) you
provide across the top of the spreadsheet.

Start with Column B.

2. In Column A, down the left side of the spreadsheet, label the first line
Sales, and then list all the expenses directly related to producing the
product or service (also called cost of goods sold), and then label the
next line Gross Profit.
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Then in the expenses, you can include all the components of selling and
marketing each of your products or services such as advertising, mar-
keting, commissions, royalties, and so on.

3. Fill in each line on the schedule for each product or service.

This may take some digging as some numbers may not be readily avail-
able. If you can’t find the number, make an educated guess. Make sure
that when you add up the columns, you end up with numbers that agree
with your income statement.

4. Add up all the expense lines and subtract this sum from your sales
line to determine the gross profit for each product you sell.

You might be shocked to find a lot more of your products, services, or
clients have a negative or smaller gross profit than you thought.

5. Repeat this process for each of the past three years.

Add the gross profit lines for each product and year together. Use a
separate spreadsheet for each year.

6. Identify which products, services, and clients are winners and which
are losers.

The larger the gross profit, the bigger a winner it is.

Service companies may want to evaluate your service lines, as well as your
clients. Which of your larger clients are profitable or winners and which are
losers? Follow the same steps above to make this determination.

Dumping the losers

Consider eliminating those products or services that are losing money or
firing clients that are losers (not losers themselves, but those who aren’t
making you money). Take a look at how much money you could immediately
put to the bottom line by not engaging in activities that are losing money.

Don’t forget that some products may experience seasonality issues and some
may be complementary products/services. Evaluate your findings with your
specific business issues in mind.

Another option is considering raising the prices of products, charging higher
service fees, or increasing rates to your clients. Alternatively, you can run
through the problem solving activity in the previous section to determine if
there’s a way to make the losers profitable. The key isn’t to get caught up in
trying to save something just because you or your staff like it or because you
think you should be able to make money. Know when to cut your losses.
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Putting Vour Portfolio Together
(In the Matrix)

After you've determined which products or services make money and which
ones take money (see previous section), evaluate which ones to invest in by
looking at how attractive the market is.

A widely used tool for conducting a portfolio analysis is the General Electric
Matrix, developed by the consulting company McKinsey and Company. (Don’t
worry, Keanu Reeves and Laurence Fishburne aren’t are going to make you
swallow any colored pills.) The GE Matrix provides a framework that works with
your products and services as listed in the previous section. The framework
looks at your portfolio based on the strengths of each product/service and
its market attractiveness. Check out Figure 4-1 to see the framework.

Market Attractiveness

High Medium Low

High

Figure 4-1:
Use the GE
Framework
Matrix to
determine
your
product
portfolio

in relation 2 3 3
to market
attractive-
ness and
business
strengths.
|

Medium

Business Strength

Low
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Evaluating market attractiveness
and business strength

The purpose of using the GE Matrix is to fit your products/services in one of
the nine boxes (as shown in Figure 4-1).

Determining what factors make a market attractive and what are product
and/or service strengths can be difficult to pin down. A healthy dose of intu-
ition is also helpful when determining where to place your products and
services in the matrix. Based on where these items fall, you can use the rec-
ommendations listed below to help guide your planning efforts.

Factors that affect market attractiveness
Although any assessment of market attractiveness is necessarily subjective,

there are several factors that can help determine attractiveness. Use your
knowledge and best judgment to determine market attractiveness. Here are
some key factors that may help:

v Market size

v Market growth

v Pricing trends

v Intensity of the competition

v Overall risk in the industry

v Opportunity to differentiate products and services

The more attractive the item, the higher up you place it on the vertical axis of
the GE Matrix. The less attractive, the lower it’s plotted.

Factors that affect business strength
A key business strength is product/service profitability. Start with the analy-
sis from the sections on sorting out the winners from the losers. The more
profitable, the stronger the product or service. But profitability isn’t every-
thing. Here are some other factors to consider as you plot your products and
services on the GE Matrix:

v Product or service uniqueness

v Brand recognition

v Market share

v Customer loyalty

v Relative cost position (cost structure compared with competitors)
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v Production capacity
v Distribution strength
1 Record of innovations
Determine the business strength of each product or service. The stronger it

is, the further to the left you place it on the horizontal axis. The weaker it is,
the further to the right it’s plotted.

Creating your own matrix

After looking at business strength and market attractiveness (see “Evaluating
market attractiveness and business strength” earlier in the chapter), you can
put together your own matrix similar to Figure 4-1 and arrange every primary
product or service somewhere in the nine boxes. Based on where each product
or service falls, the guidelines below help develop goals for your strategic plan.

Here are the options that relate to each of the numbered boxes:

v Grow and invest

¢ Focus your resources and efforts on maintaining and growing
products/services in this box.

e Work on improving some of your weaknesses and strengthen your
strengths.

v Selective investment

* Products/services in these boxes are either in a highly attractive
market or capitalize on a business strength.

e Modify your activities to eliminate weaknesses.

¢ Keep these products/services and concentrate any investments in
promising areas with limited risks.

¢ Build on the competitive position you’'ve managed to secure.

¢ Invest in areas that build on this advantage and that help you
move products/services in this box to Box #1.

v Harvest and divest
¢ Focus on maximizing your profits while reducing costs.
¢ Limit your investment in products/services in this box.
¢ You may want to divest any products/services in this box.

e Cut costs and don’t invest.
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List the goals you develop from this exercise on the note page labeled Goals
and Objectives.

Looking at Your Financial Performance
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The financial health of your organization is critical to your corporate growth.
Therefore, evaluating your financial situation is part of your strategic plan-
ning process. Want to know how your business is really doing? Evaluate your
financial performance by looking beyond the numbers on your balance sheet
and income statement. By themselves, these statements are informative, but
not nearly as informative as the relationships between the numbers.

Understanding the financial
dynamics of your business

Instead of evaluating your past financial statements, analyze the financial
ratios. Financial ratios are derived from pulling two numbers from your finan-
cial statements and dividing one by another. By doing this, you create a ratio
that eliminates any problems of comparing one company to another. With
ratios, you take out any size difference so you can compare apples to apples.
Additionally, you can compare your ratios to your industry averages to
determine if you're doing well.

Dealing with financials statements and numbers can be daunting. But don’t
worry. You don’t need to track and monitor everything, just key numbers that
help you understand the financial dynamics of your business. When tracked
and measured regularly, these key financial ratios allow you to

»” Get a more accurate understanding of your company’s financial
performance

v Compare performance against the prior year, current budget, and your
industry as a whole

v Establish benchmarks to see where you're going and how you’re doing

To make interpretation and management of these ratios easy, [ have grouped
them into four categories: liquidity, risk, profitability, and productivity. In the
next four sections, a fictional company, Wacky Widgets, is used to illustrate
the ratios. Don’t worry if your numbers aren’t as large as Wacky Widget’s are.
It’s not the size of the numbers, but the ratios, that count.
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Checking your liquidity

Of primary importance to all organizations is the ability to pay their bills on
time every month. The difference between your current assets (those you
intend to convert to cash within a year) and your current liabilities (the oblig-
ations you have to pay within a year) is your liquidity. Your liquidity is the
safety net that protects you from a financial crisis. Here are ratios you need
to look at:

v Current ratio: The current ratio looks out over a 12-month time horizon
and measures the cash available to meet current liabilities. The current
ratio is determined by looking at your balance sheet and dividing cur-
rent assets by current liabilities.

With $300,230 in current assets and $200,100 in current liabilities, Wacky
Widgets’ current ratio is 1.5, which means that for every dollar of obliga-
tion due in the next 12 months, the company expects to have $1.50 to
meet those obligations. You should shoot for a ratio of about 2.0.

* Quick ratio: The quick ratio is a tighter test of your ability to pay your
bills. It uses assets that convert to cash within 60 to 90 days rather than
12 months, typically involving only cash and current receivables.

Wacky Widgets has $271,000 in cash and receivables. Dividing by $200,100
(current liabilities) yields a quick ratio of 1.35. For every dollar in obliga-
tions, the company has $1.35 in quick cash to meet them. You want your
quick ratio to be above a 1.0.

For Wacky, the current ratio may raise a little concern because it’s less than
2.0, but with a quick current ratio exceeding 1.0, they have a reasonable cash
position.

Gauging your risk levels

The mix of your debt and equity indicates your risk level. Although there
are other ratios that fall into this group, your debt-to-equity is the key to fig-
uring your risk of how leveraged you are or aren’t.

Debt-to-equity ratio says a lot about the general financial structure of your
company. This ratio measures the relationship of liabilities, or other
people’s money, in the business to the owners’ or shareholders’ money in
the business. Often, banks are the largest component of other people’s
money and watch this ratio very closely, hoping to see plenty of equity to
support the debt. To calculate debt-to-equity, you divide total liabilities by
owner equity.
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Wacky Widgets has $110,000 in total liabilities and $389,000 in owner equity,
for a debt-to-equity ratio of .28. In other words, for every dollar Wacky Widget
owners have put into their business, other people have put in 28 cents. “Other
people” would feel fairly safe with a cushion as comfortable as this, meaning
the company isn’t over leveraged. Companies should be concerned when lia-
bilities outweigh equity. That said, every industry has a debt-to-equity ratio
that’s considered acceptable because some businesses require higher capital
investment than others.

Monitoring your profitability

Profitability ratios tell you how well you measure up when it comes to creat-
ing financial value for your company. Although net profit is your bottom line,
profitability is what you’re aiming for year after year. In the previous section,
you looked at gross profit by product or service. Here you look at the prof-
itability of your company as a whole, which includes net profit margin and
return on equity (ROE):

1 Net profit margin: Net profit margin is calculated by dividing gross sales
into net profit. If your net profit margin is low compared to your indus-
try, that means your prices are lower and your costs are too high. You
aren’t efficient. Lower margins are acceptable if they lead to greater
sales, more market share, or investing in the future. But make sure they
don’t go too low. High margins are typically never a bad thing. Watch
this ratio each year and use your industry average as a gauge to monitor
your performance.

+* Return on equity (ROE): ROE measures how much profit comes back to
the owners for their investment. This ratio is calculated by dividing net
profit by the owner’s equity investment.

Wacky Widgets has a net profit of $65,000 and gross sales of $778,000 for a
pre-tax profit margin of 8.3 percent. In other words, the company is making
8.3 cents on every dollar. The owners of Wacky Widgets have an equity invest-
ment of $294,000 in the company, so with a net profit of $65,000, their ROE is
22 percent. This means that the owners make almost 22 cents on every dollar
invested in the company as equity. A 20 percent ROE is a reasonable return
for risking $294,000.

Measuring your productivity

The ratios in this section give you a good picture of how productive your
company is in using its assets to generate profit. Ratios in this group should
be benchmarked against your industry to determine how well you're per-
forming and where you might find areas of improvement.
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Check out these ratios:

v~ Sales-to-assets: Sales to assets measures how productive your assets are.
Look at what you’ve invested in to generate sales and how productive
those investments are. This ratio is calculated by dividing gross sales by
total assets.

Our fictional toy company has gross sales of $778,000 and total assets of
$1,120,000, for a sales-to-assets ratio of .69. This means that for every
dollar the company invests in assets, it generates 69 cents in sales. This
might be considered a rather inefficient use of assets. The management
of Wacky should launch an investigation: possible reasons include too
much production capacity or old assets. Outsource production and sell
assets.

v Return on assets (ROA): ROA is another measure of how profitable the
company assets are, and you calculate ROA by dividing net profit by
total assets.

With a net profit of $65,000 and total assets of $1,120,000, Wacky Widgets’
ROA is 5.8 percent. This means the company makes almost six cents of
net profit for every dollar invested in assets. This ratio should be inter-
preted in light of the overall risk, and in this instance, the owners of
Wacky might consider putting the money in a CD and collecting the
interest instead of assuming risk with so little return.

+ Inventory turnover: Inventory turnover measures how many times you
sell what’s on your shelves and/or in your warehouse (in the case of a
service company, inventory is time). Turnover is calculated by dividing
cost of goods sold by the cost of the inventory.

Wacky Widgets has a $423,000 cost of goods sold and $115,000 of inven-
tory, for an inventory turnover ratio of 3.67. Dividing 365 days by 3.67
indicates it takes 99 days for Wacky Widgets to sell everything in the
warehouse. The faster inventory turns, the less it costs and the more
efficient operations are. A smart business owner strives to keep inven-
tory turning faster than his/her industry peers.

v Receivable turnover: This is the ratio of the number of times that
accounts receivable amount is collected throughout the year. A high
accounts receivable turnover ratio indicates a tight credit policy. A low
or declining accounts receivable turnover ratio indicates a collection
problem, part of which may be due to bad debts. To determine the col-
lection time on accounts receivable, divide total sales by accounts
receivable.

Wacky Widgets has gross sales of $778,000 and $178,000 in receivables,
for a ratio of 4.3 times a year. After dividing this into 365 days, it takes
Wacky Widgets 84 days to collect its receivables. This number should
be closer to 45 to 60 days.
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v Accounts payable turnover: This ratio shows how many times in one
accounting period the company turns over (repays) its accounts payable
to creditors. A higher number indicates either that the business has
decided to hold on to its money longer or that it is having greater diffi-
culty paying creditors. A lower number indicates the company is paying
is creditors quickly. To calculate the accounts payable ratio, divide the
cost of goods sold by accounts payable.

Accounts payable (A/P) turnover for Wacky Widgets are $49,000, with
cost of goods sold totaling $423,000, for an A/P ratio of 8.6 times a year.
So Wacky Widgets pays its vendors, suppliers, and others about once
every six weeks. This isn’t bad, but wouldn’t you want to be paid in

30 days? Thirty days is what you should be shooting for. So Wacky
should strive to pay its vendors promptly.

Sorting out three-year trends

Armed with information about how to calculate financial ratios (see “Looking
at Your Financial Performance” earlier in this chapter), you want to set up a
spreadsheet that shows financial trends ideally for the past few years. If you
don’t have complete financial data, put together ratios for the years that you
do have information on. Follow these steps to get started:

1. Set up a spreadsheet that lists financial ratios down the left-hand side
and the three years across the top.

2. Calculate each ratio for each year based on the formulas provided in
the previous sections.

3. Label the furthest column to the right (the one after the most current
year) “Benchmark.”

4. Enter the benchmark number based on the few recommended levels
provided above, your desired targets, or industry benchmarks.

5. Identify which ratios are performing above or below the benchmark.

6. Determine possible corrective action and list your ideas on the note
page entitled “Goals and Objectives.”

Trailing your numbers over 12 months

You need a dynamic way to look at your performance month after month
because you’d like to see if your growing or shrinking. The Trailing 12 Months
(T12M) chart, developed by Kraig Kramers — founder of CEO Tools — can
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help you track your annual total each month. T12M charts graphically tell
you whether you're improving or slipping.

Take a look at both Figure 4-2 and Figure 4-3. Figure 4-2 is an ordinary monthly
chart. This type of chart is often misleading and shows little other than season-
ality. On the other hand, Figure 4-3 (a T12M) shows a true trendline on sales,
gross profits, or whatever key data you use these charts to track.

B - S NV e

Figure 4-2:
An ordinary
monthly
sales chart.

|
Figure 4-3:

A trailing

12 months
chart.
|
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Here’s how to create your T12M:

1. Open a new spreadsheet in Excel.

Label Column A Month/Year; Column B Monthly Sales; and Column C
TTM Sales.

2. In Column A, list the months in chronological order, starting with the
oldest date first.

Label January 2005 as J-05, February 2005 as F-05, and so on.
3. In Column B, enter the monthly sales for each corresponding month.

In the J-05 column, enter your January sales. In the F-05 column, enter
your February sales, and so on.

4. In Column C, add the first month’s sales to the second month’s sales in
the same row next to the second month’s sales.

Move down one row, add the sum above it (the first two month) to the
sales in month 3. This is a simple 12-month sum that moves forward one
month (and down one row) at a time. You'’re adding the current month
to the running total in the row above.

5. In Excel, select Insert-=>Chart from the drop-down menu.

Use the line chart to graph Column C. You should see a trendline going
up or down similar to that in Figure 4-3.

6. Evaluate your T12M chart.

If it’s going up month to month, that indicates positive performance. If it’s
going down, that means you’re performing worse than in previous months.

For additional information on the tool, check out Kraig Kramers’ Web site
www . ceotools.com, where you can print out a version with a full explana-
tion. (Click New Tools Catalog, scroll down to Trailing 12-Month Chart, and
click the PDF symbol to bring it up on your screen and print it out.)

By watching your T12M month to month, you can immediately see if and
when you need to take corrective action. If your trendline is moving upward,
that means keep on doing what you're doing — growing!

Evaluating your numbers

Evaluating your ratios against those in your industry provides an objective
look at how you’re performing. It helps you to determine how other compa-
nies similar to yours are doing. When you have industry numbers to compare
your company to, you can see if you are performing better than or worse
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than other companies similar to yours. With that information, you can take
corrective action or keep on doing what you are doing.

For access to industry benchmark sources, try out these sources:
v~ BizStats.com (http://bizstats.com) is a free online resource that

provides industry averages for numerous different ratios.

v BizMiner.com (www .bizminer.com) provides reports of financial ratios
by industry. Use the coupon provided in this book to purchase reports
at a discount.

v Dun & Bradstreet publishes a report called Industry Norms and Key
Business Ratios. For more information, visit Dun & Bradstreet online at
www .dnb.com/us/dbproducts/risk_management/assess_risk/
inkbr/index.html.

v Financial-data services:
e Standard and Poors: www2 . standardandpoors.com
¢ Value-Line: www.valueline.com

e Moody’s: www . moodys . com

/7
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Chapter 5
Focusing on What You Do Best

In This Chapter

Determining unique strengths that are the basis for your strategic plan
Identifying what activities are core to your company’s growth
Knowing what activities set you apart from your competition

Figuring out how to develop and sustain your competitive advantages

Businesspeople and laymen alike throw around the term competitive
advantage like it’s the most common word in the English language.

Not only is it widely overused, but also it’s widely misunderstood. You aren’t
alone if you've ever wondered what a competitive advantage really is and
what you do with it. Your competitive advantage is what you, your company,
or your department does better than anyone else. It’s what makes you unique,
and it’s why you’re in business, and more importantly, why your business
continues to prosper over time.

Think of your competitive advantage as your organization’s DNA — a collec-
tion of genes and attributes that makes you unique. When you are capitalizing
on your uniqueness, you are healthy, fit, and successful. When you aren’t,
you feel uncomfortable, slow, and are exerting more effort than you should.

Not only do I strive in this chapter to clear up any confusion you may feel,
but I also help you uncover your competitive advantage and show you how
to use the advantage in your planning process and business growth.

Knowing Vour Competitive Advantage

What'’s the number-one attribute Warren Buffet, arguably one of the most suc-
cessful investors in the world, looks for in a company? “Sustainable competitive
advantage,” he told an interviewer. If one of the most successful businessmen of
today puts this at the top of his list, you should too. So what is it exactly?
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Your competitive advantage is what you, your company, or your department
does better than anyone else. It is what makes you unique. The sustainable
part refers to your ability to continue to do those activities over a long period
of time. And yes, you can have more than one advantage and you can develop
advantages as well. You don’t have to possess them all at this moment.

[ can’t emphasize the importance of understanding your competitive advan-
tage enough. When you really have it nailed down, it helps you and your staff
recognize the following:

v Which opportunities to pursue and which to pass by

v Where to allocate resources and where to cut back

v How to do what you already do well, better

v Know the difference between an opportunity and a distraction

v When to outsource (to another department or externally) and when to

keep it in house

Your competitive advantage(s) is the foundation, the cornerstone of your
strategic plan. Throughout your planning process, you evaluate every part of
your plan to determine whether it supports or detracts from your competi-
tive advantage. In the process, you discover what draws customers to buy
the product or service from you instead of the competition.

Knowing how to define your competitive advantage is the first step toward
applying it to your organization. Ninety-five percent of all companies don’t
know their competitive advantages, let alone how to use them to communicate
a compelling reason to choose their product or service. If Buffet examined your
company, would he find what he’s looking for? You find out in the sections

to come.

The 30-second competitive
advantage challenge

Here’s a 30-second test to determine if you know your competitive advantage.
A test already? I know; you feel like you're in school again, don’t you? Don’t
worry — it won’t hurt. Ready?

[ meet you at a local networking event and you introduce yourself.

“Hi, 'm Bob Jones with ABC Company.”

“Hi Bob. Nice to meet you. Tell me a little about your company. What is
your company best at?”

... 29, 30. Time’s up!
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Could you answer my question in less than 30 seconds, succinctly and with
clarity? If yes, go ahead and skip to Chapter 6. If not, don’t worry, you're in
good company. Honestly, this question is hard to answer; a majority of busi-
nesses are also trying to figure out what they do best. Try to narrow your
focus more than you're comfortabl