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“Never express yourself more
clearly than you are able to think.”

Niels Bohr- Nobel Physicist
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About Bruce King

Education
BS Industrial Engineering- Purdue U.
MBA — Indiana U.
Masters i Einance — Indiana U.
Hooesier Fellow: (Tebias Leadership Ceniter)

Business Experience
s CEO/COQO (6 years):

Business Strategy Planning and Execution
Finance and Accouniting
Lead Human Resoeureces, Quality Assurance,
Preduction, and Engrneering Eunctions
s Engineering Poesitions (14 years)
Project Mamnagemeni
New: Product Develepment
Manufacturing/Operations/ Industrial
Mechanical / Process / Tooling -
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Gaining a Higher View.

“The Alrplane’™

Long Merm) Strategy.
BIg PIcture DECISIonS

“The Trees”

lactical and Preject
[DECISIeNS

“The Weeds™

Daily: Operatiens; and
distractions

G RD P GLOBAL RELIEF AND
DEVELOPMENT PARTNERS




=

Gaining a Higher View
Gain Altitude

: -Credible Vision
W
(revi€ ) -Read Instruments
-Explore Opportunities
-Assess Risks

Start Here
Look and Listen

Translate

-Build Instruments
and Systems

Get Hands Dirty
Measure Facts
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Exercise A

STEP 1  List three: critical requirements; that
your clUSTOMErS need firon you

“Customers” can be:
End Custemers
Investors and Partners
Empleyees
Suppliers
The Community
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Exercise A

Customer Reguirement Examples
Bruce’s Bicycles

Customer Requirement

1. Defect-Free Product
(Bicycle works well
and looks good)

2. Low price relative to
competition

3. Fast and Friendly
repairs
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Exercise A Continued

STEP' 25 Identify, what your BbusIiness

MUST dowell to meet each customer

reguirement.
(Tiese’ arel callea Corel Compererncles or SKills)




Exercise A

Core Competancy: Examples

Customer Requirement  Business Core Competency
Needed

1. Defect-Free Product Production Quality
(Bicycle works well
and looks good)

2. Low price relative to Cost Control
competition

3. Fast and Friendly Technical Support Quality
Repairs

GRD
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Moere Abeut Core Competencies (Skills)

DIFFERENTIATING

Special skills that give your
company an advantage

THRESHOLD

Skills necessany 1o do business: but
do net set your company: apart
from| the competition In the view,
off ther custemer
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Eor Bruce’s Bicycles

DIEEERENTIATING
Production Quality
Cost Control

THRESHOLD
Suppert Quality
Effective Advertising
Accurate Accounting
Reliable I Systems
Speed of Delivery

GRDP
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Exercise A Continued

STEP' 3t Idenitify, how yeu measure your
company/ s pPerfermance for each.




Exercise A

Examples

Customer Business Core
Requirement Competency
Needed

1. Defect-Free Product Production Quality
(Bicycle works well
and looks good)

2. Low price relative to Cost Control
competition

3. Fast and Friendly Technical Support
repairs Quality

Performance Measurement

1. Training feedback

2. Defect Ratio = Production
defects/ parts produced

3. Rework and Scrap Rates

4. Field Failures & Costs

1. Expense Ratios
2. Raw Material Costs
3.Efficiency Rates

1. Customer complaints
2. Time from call to fix
3.Survey Data (ask customers)
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Gaining a Higher View
Gain Altitude

-Credible Vision

iew
‘ (revt ) -Read Instruments

-Explore Opportunities
-Assess Risks

Start Here
Look and Listen

Translate
-Build Instruments
and Systems

Get Hands Dirty

Measure Facts
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Creating Your “lnstrument Panel”
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“5ak Dour Instrument Panel

Unemployment Competitor Bookings

Moves evenue Cash
‘ Balance

Construction

Trends
Expense

Ratios

Warranty $

Rev from New

Products PN, o 2.
o wlY o ' [ e - - N Inventory
Project Results/ ; S . I g On Hand
Status A I8l

Return on New _— ' Production
Product Invest. Rework Throughput
Charitable & Scrap
Giving
Quality
Tl’aining Employee Customer Audit

Growth .
??peesnclltf - Complaints Results
u




Gauge Measurement Examples

EVA (Econemic Value Added)
Cash Elow

Net Prefit: Marain

INew: CUustemer Accolnts
Sales/Gress, Profit by Customer
Sales/Eress; Profits by, Product
Op Expense Ratios

Quality Metrics

Materall Yield (scrap)

Laor EficIEncy

Threughput Tiime: (speed)

Cash Balance

Current Ratier (CA/CL)
Net Worth

Debt Ratio

Times Interest Earned
REtUrn on ASSets
Return on Equity,
Inventony Raties
Working Capital Raties

DaysiRecelvanies
Quitstanding
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Gaining a Higher View
Gain Altitude

-Credible Vision
-Read Instruments

(review)

Q ‘ -Explore Opportunities
-Assess Risks

Start Here
Look and Listen

Translate

-Build Instruments
and Systems

Get Hands Dirty
Measure Facts
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Management By Fact

[FACES
s Objective Results
x VMeasurements and Close Apprexinmations

\Wild Guesses

Well-fteoundedrAssumptions

x Inferences based on reason, supperting facts,
and experience.
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Management By Fact

Facts

a Viest expensive: and slow: te; acquire
s VoSt accurate decision criteria

s [N past or present

Wild GUesses

x Eree and East!
s Often wreng|
x Any timeframe (past, present, or future)

Welll Eeunded Assumpiiens
a Relatively inexpensive and medium-fiast

a Usually mere accurate than guessing
s Any Timeframe>*

** Be careful with “Predictions” and “Conclusions” GR D GLopAL ReLIEE axp
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When to Assume...

Eactsi and Analy/sis
a Critical decisiens Withr high rsks
s When youl lack experience

GUESSES

s lhe lazy often use GUEeSSEes 10 appealr swiit and
decisive

Well Eounded Assumptiens

s \When you: can afiford te) e wieng, especially i
YouI need a fast decision.

x \When you have plenty ofi experience
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Reading the Gauges

The actual value of the measurement may
be less important than how It iIs changing
over time...

ABRUPT TRENDS:
Have a Keen Sense of the Obvious

e ONG SLOW TRENDS:
Don’t become a “boiled frog”!
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Reading| the Gauges...




Avoild EFalse Causality

Are you like the rooster who
thinks the sun comes up every
morning because he crows?

Continually’ ask guestions like:..

xDid the custeomer Uy your product because: of
the premotion; or JUst ceincidentally: after the
PrOMGLIGH?

a[DId efificiency’ Improve hecause you hired a
AEewW: shiep! leader or just after the hire and for
Other reasens.
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Exercise B
Risks and Threats

LISt tharee things, that can ge Wieng that
Would puityour BUSIness at risk.

ldentiiy/ hew: much contrel you, have: te

prevent each risk.




Pay Attention to the
\World Outside Your BUusIiness

“To a worm In horseradish, the world
IS horseradish.”

Yiddish Expression




Seme of the most Impoertant “facts”
are noet visible figures...

1e multiplier effect of a lappy’ CUStemer
1e Meod ofi empleyees and Investors
1e effects random chance and varatien

| suggest two books by Nassim Taleb
“The Black Swan” and

“Fooled by Randomness”




Risk In Context
EFor Small Business in Rwanda

Yourare all'entrepreneurs!
x You will need te take risks to grow.

s Determinge: your own taste: ol sk and youl
ewn level ofif patience.

= Balance: leng and short VIEWS of SUCCESS;,
financially: and ethenvise:
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Cash flew depends upon the timing o
GpPErating andwerking capital cycles.

Exampler ef cash cy/cle:
BUy Inventery: (terms with suppliers)

Build product (payment terms Withi employees; rent)

Ship preduct (Shipping terms)

Collect receivanies (What terms do youlneed 1o give
CUStOMErs?)

[1IES5E. CY/CIES Iepear: ana. OVerap: Eacl oier:.: e
1St tIree steps corsumie casli. .
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Einal Exercise

Wiite down a large: growitn: oppoertunity for
VOUI PUSIAESS

IHeW Will'yeur BUSIness need to change I
you get the BIgr eppertunity?




Eunding Growin

Step costs and when te fund a new:shell
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Investing for Growth: Climbing the “STEP COSTS”

$1,500,000 -

$1,250,000 -

$1,000,000 -

$750,000

Base Camp

é Ei ,\,
*
Wy 7 ")

$250,000
= == ==
$-

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
est est

$500,000

ORent MUtilities [OHealth Insurance Premiums Olinterest




Investing for Growth: Step Costs and Profitability

Note that it is expected for profits to dip
after investment in step costs. GRIDP comreur

DEVELOPMENT PARTNERS




Investing for Growth: Step Costs and Profitability
Bruce’s Bicycles Example

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Bicycles Sold 10 12 14 17 20 24 29 35 42 50 60 72
Price per Bike $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100 $ 100
Variable CostPerBkke $ 70 $ 70 ¢ 70 $ 70 $ 70 $ 70 $ 70 $ 70 $ 70 $ 70 $ 70 $ 70

Total Revenue $1,000 $1,200 $1,400 $1,700 $2,000 $2,400 $2,900 $3,500 $4,200 $5,000 $6,000 $ 7,200
Total Variable Cost $ 700 $ 840 $ 980 $1,190 $1,400 $1,680 $2,030 $2,450 $2,940 $3,500 $4,200 $5,040
Total "Fixed" Costs $ 400 $ 400 $ 400 $ 400 $ 800 $ 800 $ 800 $ 800 $1,200 $1,200 $1,200 $1,200
Profit $(100) $ (40) $ 20 $ 110 $ (2000 $ (80) $ 70 $ 250 $ 60 $ 300 $ 600 $ 960

Bicycles Sold

Need New
Shop

Need New
. Tools at
>20/mo I I

Jan Feb Mar Apr May Jun  Jul Aug Sep Oct Nov Dec
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Investing for Growth: Step Costs and Profitability

At Bruce’'s Bikes

Total Revenue (sales)

ullll”lln

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
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Investing for Growth: Fixed “ Step” Costs and Variable Costs

At Bruce’s Bicycles

H Total Variable Cost
l Total "Fixed" Costs

Step 2:
New Shop

Step 1:
New Tools

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
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Investing for Growth: Step Costs and Profitability
Ml Profit -
$7,500 B Total Variable Cost
$7,000 W Total "Fixed" Costs

$6,500

$6,000
$5 500 Profit dip

after step 2

$5,000
$4,500
$4,000 Profit dip
$3,500 after step 1
$3,000
$2,500
$2,000
$1,500
$1,000
$500 I
$-

$(500)

Jan Feb Mar Apr May Jun  Jul Aug Sep Oct Nov Dec
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Investing Eor Growith
FThe Tlakeaway

Dont climlerastep (o nvest in a new: shell)
Untlyeu e ready!
lstead, camp at the hase until yoeu have a
plan
BuIld cashisavings for the climio
Make sure: the: growin! Justifies the step

Planiior the pessible profit dip as growii catches
Up te the step cost




Useful Web References

Valtiehasedmanagement. net

Management andrAccounting Welr MAAW.Inioe
American; Seciety for Quality: asag.org
imeValue of Money: Calculators tvmealcs.com
Nassimi Tlalely Siter  fieoledbyrandemness.com
MIFF “GpEN courseware” Ocw. mit.edu
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