Thinking About Management Issues

1. Could an organization be productive but not effective? Effective but not productive? Explain.

2. In what ways is information a unique resource for organizations? Give examples.

3. Would there be any situations in which an organization shouldn't be concerned with monitoring or measuring organizational performance? Explain.

4. Although measuring organizational performance is discussed as part of the managerial control function, does it have any relation to the other three management functions (planning, organizing, and leading)? Discuss.

5. Is there any connection between organizational knowledge and benchmarking of internal best practices? Explain. 

Log On: Internet-Based Exercise

Several popular industry rankings were cited in this chapter. Choose one of the rankings and research the top five companies listed in that ranking. Make a bulleted list of the types of strategies, goals, and work activities, processes, and programs that each organization is using. Are there any common characteristics that these organizations share?

Working Together: Team-Based Exercise

The balanced scorecard approach is designed for managers to get a well-rounded view of different important aspects of organizational performance, each being equally important. Might a balanced scorecard approach work for measuring student performance? Get into small groups of three or four class members. Create a balanced scorecard performance measurement tool that instructors might use for evaluating student performance in an introductory management course. Be prepared to share your scorecard with the rest of the class and defend your choice of performance measures.

Case Application

The Queen of Lifestyle

Martha Stewart. Most people have a definite opinion about America's most famous homemaker—they either love her or hate her. But no matter what you think about the public person you see cooking, decorating, or gardening, you have to admire the fact that she's building an impressive company, Martha Stewart Living Omnimedia, Inc.

From the publication of her first book on entertaining in 1982 to today's multimedia empire, Stewart has capitalized on what she does best—helping people create a type of quality lifestyle in which the ultimate in cooking, decorating, entertaining, and other homemaking arts is emphasized and celebrated. And Martha's fans are many and loyal. Her various media properties are said to reach over 88 million people a month.

What exactly does MSO do? It's a leading creator of "how-to" content and related products for homemakers and other consumers. Company managers search for ways to leverage the "Martha Stewart" brand name across a broad range of media and retail outlets. As of October 2000, the company's merchandise included more than 3,700 distinct variations of products, including bed and bath products, baby items, interior paints, craft kits, outdoor furniture and garden tools, and a housewares line. The company aims to offer its customers quality, convenience, and choice across a wide range of outlets. Customers can purchase Martha Stewart merchandise at mass market retailers (Kmart), national department stores (Sears, Zellers, and P/Kaufmann), specialty paint stores and specialty craft and fabric stores, the Martha by Mailw catalog, the online Martha by Mail store, or through the shared Web site, BlueLight.com. Then there are MSO's various media properties including three magazines, the weekly television program, a daily cable television program, books, a weekly askMartha® newspaper column, the askMartha radio program, and the company's Web site.

Controlling for organizational performance given such a wide variety of activities is quite a challenge for company managers. Yet, everything they do is aimed at achieving the company's two main goals of (1) providing original "how-to" content and information to as many consumers as possible, and (2) turning consumers into "doers" by offering them the information and products they need for doing things the "Martha Stewart way."

Questions
1. What types of information might the following managers at Martha Stewart Omnimedia need: (a) CEO Martha Stewart, (b) the manager in charge of obtaining new editorial content, and (c) the vice president of marketing?

2. Since all of MSO's products are aimed at exploiting the same "how-to" content and information, how might internal benchmarking be used among the various media and product divisions?

3. Does MSO seem to be doing a good job of asset management? Explain.

4. What types of performance measures might managers use to monitor how well the company is providing customer value? Be specific.

5. What might a balanced scorecard for MSO look like? 

Sources: Company information from company Web site, December 19, 2000 and Hoover's Online, December 19, 2000; Brady, D. "Martha Inc.," Business Week, January 17, 2000, pp. 62–72.

Managing Entrepreneurial Ventures

Controlling Issues

Entrepreneurs must look at controlling their venture's operations in order to survive and prosper in both the short run and long run. Those unique control issues that face entrepreneurs include managing growth, managing downturns, exiting the venture, and managing personal life choices and challenges.

Managing Growth

William Williams, cofounder of Glory Foods, has taken an unusual approach to managing growth. His company, based in Columbus, Ohio, sells "down-home tasting" southern specialties that are quick and easy to prepare, an alternative to the traditional southern cooking that takes hours. Glory Foods has successfully cornered a market niche by following a conservative path to growth. Williams's decision to move slowly was based mostly on the fact that he didn't want to dilute the founders' equity positions down to minority levels in order to acquire the increased financing needed to grow. Although the slow growth approach may have taken more time, Williams and his partners felt it was worth it because they still have total control over what happens to the company.46
Growth is a natural and desirable outcome for entrepreneurial ventures. Growth is what distinguishes an entrepreneurial venture. In fact, it's part of our definition of entrepreneurship. Entrepreneurial ventures pursue growth.47 However, growth doesn't have to be frantic and chaotic. Growing slowly can be just as successful, as William Williams discovered at Glory Foods.

Growing successfully doesn't occur just randomly or by luck. Successfully pursuing growth typically requires an entrepreneur to manage all the challenges associated with growing. This entails planning, organizing, and controlling for growth.

Planning for growth.
Although it may seem we've reverted back to discussing planning issues instead of controlling issues, actually controlling is tied closely to planning as we know from our discussion in Chapter 18 (see Exhibit 18.2). And the best growth strategy is a well-planned one.48 Ideally, the decision to grow doesn't come about spontaneously, but instead is part of the venture's overall business goals and plan. Rapid growth without planning can be disastrous. Entrepreneurs need to address growth strategies as part of their business planning but shouldn't be overly rigid in that planning. The plans should be flexible enough to exploit unexpected opportunities that arise. With plans in place, the successful entrepreneur must then organize for growth.

Organizing for growth.
The key challenges for an entrepreneur in organizing for growth include finding capital, finding people, and strengthening the organizational culture.

Having enough capital is a major challenge facing growing entrepreneurial ventures. The money issue never seems to go away, does it? It does take capital to expand. The processes of finding capital to fund growth are much like going through the initial financing of the venture. However, at this time, hopefully, the venture has a successful track record to back up the request. If it doesn't, it may be extremely difficult to acquire the necessary capital. That's why we said earlier that the best growth strategy is a planned one. Part of that planning should be how growth will be financed. For example, The Boston Beer Company, which produces Samuel Adams beer, grew 30 percent to 60 percent a year for 12 years by focusing almost exclusively on increasing its top-selling product line. However, the company was so focused on increasing market share that it had few financial controls and an inadequate financial infrastructure. During periods of growth, cash flow difficulties would force company president and brewmaster Jim Koch, to tap into a pool of unused venture capital funding. However, when a chief financial officer joined the company in the late 1980s, he developed a financial structure that enabled the company to manage its growth more efficiently and effectively by setting up a plan for funding growth.49
Another important issue that a growing entrepreneurial venture needs to address is finding people. If the venture is growing quickly, this challenge may be intensified because of the time constraints. It's important to plan, as much as possible, the numbers and types of employees needed to support the increasing workload as the venture grows. Also, it may be necessary to provide additional training and support to employees to help them handle the increased pressures associated with a growing organization.

Finally, when a venture is growing, it's important to create a positive, growth-oriented culture that enhances the opportunities to achieve success, both organizationally and individually. This sometimes can be difficult to do, particularly when changes are happening rapidly. However, the values, attitudes, and beliefs that are established and reinforced during these times are critical to the entrepreneurial venture's continued and future success. Exhibit 20.7 lists some suggestions that entrepreneurs might use to ensure that their venture's culture is one that embraces and supports a climate in which organizational growth is viewed as desirable and important. Keeping employees focused and committed to what the venture is doing is critical to the ultimate success of its growth strategies. If employees don't "buy into" the direction the entrepreneurial venture is headed, it's unlikely the growth strategies will be successful.

	· Keep the lines of communication open—inform employees about major issues.

· Establish trust by being honest, open, and forthright about the challenges and rewards of being a growing organization.

· Be a good listener—find out what employees are thinking and facing.

· Be willing to delegate duties.

· Be flexible—be willing to change your plans if necessary.

· Provide consistent and regular feedback by letting employees know the outcomes—good and bad.

· Reinforce the contributions of each person by recognizing employees' efforts.

· Continually train employees to enhance their capabilities and skills.

· Maintain the focus on the venture's mission even as it grows.

· Establish and reinforce a "we" spirit since a successful growing venture takes the coordinated efforts of all the employees. 
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	Exhibit 20.7
	Suggestions for Achieving a Supportive Growth-Oriented Culture


Controlling for growth.
Another challenge that growing entrepreneurial ventures face is reinforcing already established organizational controls. Maintaining good financial records and financial controls over cash flow, inventory, customer data, sales orders, receivables, payables, and costs should be a priority of every entrepreneur—whether pursuing growth or not. However, it's particularly important to reinforce these controls when the entrepreneurial venture is expanding. It's all too easy to let things "get away" or to put off doing them when there's an unrelenting urgency to get things done. Rapid growth—or even slow growth—does not excuse the need to have effective controls in place. In fact, it's particularly important to have established procedures, protocols, and processes and to use them. Even though mistakes and inefficiencies can never be eliminated entirely, at least an entrepreneur should ensure that every effort is being made to achieve high levels of productivity and organizational effectiveness. For example, at Green Gear Cycling, CEO Alan Scholz recognized the importance of controlling for growth. How? By following a "Customers for Life" strategy. By continually monitoring customer relationships and orienting organizational work decisions around their possible impacts on customers, Green Gear's employees hope to keep customers for life. That's significant because they figured that if they could keep a customer for life, the value would range from $10,000 to $25,000 per lifetime customer.50
Managing Downturns

Although organizational growth is a desirable and important goal for entrepreneurial ventures, what happens when things turn sour—when the growth strategies don't result in the intended outcomes and, in fact, result in a decline in performance? There are challenges, as well, in managing the downturns.

Nobody likes to fail, especially entrepreneurs. How-ever, when an entrepreneurial venture faces times of trouble, what can be done? How can downturns be managed successfully? The first step is recognizing that a crisis is brewing.

Recognizing crisis situations.
An entrepreneur should be alert to the warning signs of a business in trouble. Some signals of potential performance decline include inadequate or negative cash flow, excess number of employees, unnecessary and cumbersome administrative procedures, fear of conflict and taking risks, tolerance of work incompetence, lack of a clear mission or goals, and ineffective or poor communication within the organization.51
Another perspective on recognizing performance declines revolves around what is known as the "boiled frog" phenomenon.52 The "boiled frog" is a classic psychological response experiment. In one case, a live frog that's dropped into a boiling pan of water, reacts instantaneously and jumps out of the pan. But, in the second case, a live frog that's dropped into a pan of mild water that is gradually heated to the boiling point, fails to react and dies. A small firm may be particularly vulnerable to the boiled frog phenomenon because the entrepreneur may not recognize the "water heating up"—that is, the subtly declining situation. When changes in performance are gradual, a serious response may never be triggered or may be done too late to do anything about the situation. So what does the boiled frog phenomenon teach us? That entrepreneurs need to be alert to the signals that the venture's performance may be worsening. Don't wait until the water has reached the boiling point to react.

Dealing with downturns, declines, and crises.
Although an entrepreneur hopes never to have to deal with organizational downturns, declines, or crises, there may come a time when he or she must do just that. After all, nobody likes to think about things going bad or taking a turn for the worse. But that's exactly what the entrepreneur should do—think about it before it happens (remember feedforward control from Chapter 18).53 It's important to have an up-to-date plan for covering bad times. It's just like mapping out exit routes from your home in case of a fire. An entrepreneur wants to be prepared before an emergency hits. This plan should focus on providing specific details for controlling the most fundamental and critical aspects of running the venture—cash flow, accounts receivable, costs, and debt. Beyond having a plan for controlling the venture's critical inflows and outflows, other actions would involve identifying specific strategies for cutting costs and restructuring the venture.

Exiting the Venture

Getting out of an entrepreneurial venture might seem a strange thing for entrepreneurs to do. However, there may come a point when the entrepreneur decides it's time to move on. That decision may be based on the fact that the entrepreneur hopes to capitalize financially on the investment in the venture—called harvesting—or that the entrepreneur is facing serious organizational performance problems and wants to get out, or even on the entrepreneur's desire to focus on other pursuits (personal or business). The issues involved with exiting the venture include choosing a proper business valuation method and knowing what's involved in the process of selling a business.

Business valuation methods.
Valuation techniques generally fall into three categories: (1) asset valuations, (2) earnings valuations, and (3) cash flow valuations.54 Setting a value on a business can be a little tricky. In many cases, the entrepreneur has sacrificed much for the business and sees it as his or her "baby." Calculating the value of the baby based on objective standards such as cash flow or some multiple of net profits can sometimes be a shock. That's why it's important for an entrepreneur who wishes to exit the venture to get a comprehensive business valuation prepared by professionals. 

Other important considerations in exiting the venture.
Although the hardest part of preparing to exit a venture is valuing it, other factors also should be considered.55 Exhibit 20.8 provides a listing of these issues. The process of exiting the entrepreneurial venture should be approached as carefully as the process of launching it. If the entrepreneur is selling the venture on a positive note, he or she wants to realize the value built up in the business. If the venture is being exited because of declining performance, the entrepreneur wants to maximize the potential return.

	Be prepared.

Decide who will sell the business.

Consider the tax implications.

Screen potential buyers.

Decide whether to tell employees before or after selling.
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	Exhibit 20.8
	Issues in Exiting the Entrepreneurial Venture


Managing Personal Life Choices and Challenges

Being an entrepreneur is extremely exciting and fulfilling, yet extremely demanding. There are long hours, difficult demands, and high stress. Yet, there are many rewards to being an entrepreneur, as well. In this section, we want to look at how entrepreneurs can make it work—that is, how can they be successful and effectively balance the demands of their work and personal lives?56
Entrepreneurs are a special group. They are focused and persistent, hardworking, and intelligent. Because they put so much of themselves into launching and growing their entrepreneurial ventures, many may neglect their personal lives. Entrepreneurs often have to make sacrifices to pursue their entrepreneurial dreams. However, they can make it work. They can balance their work and personal lives. How?

One of the most important things an entrepreneur can do is to become a good time manager. Prioritize what needs to be done. Use a planner (daily, weekly, monthly) to help schedule priorities. Some entrepreneurs don't like taking the time to plan or prioritize or think it's a ridiculous waste of time. Yet, identifying the important duties and distinguishing them from those that aren't so important actually makes an entrepreneur more efficient and effective. In addition, part of being a good time manager is delegating to trusted employees those decisions and actions that the entrepreneur doesn't have to be involved in personally. Although it may be hard to let go of some of the things they've always done, entrepreneurs who delegate effectively will see their personal productivity levels rise. Another suggestion for finding that balance is to seek professional advice in those areas of business where it's needed. Although entrepreneurs may be reluctant to spend scarce cash, the time, energy, and potential problems saved in the long run are well worth the investment. Competent professional advisers can provide entrepreneurs with information to make more intelligent decisions. Also, it's important to deal with conflicts as they arise. This includes both workplace and family conflicts. If an entrepreneur doesn't deal with conflicts, negative feelings are likely to crop up and lead to communication breakdowns. When communication falls apart, vital information may get lost and people (employees and family members) may start assuming the worst. It can turn into a nightmare situation that feeds upon itself. So, the best strategy is to deal with conflicts as they come up. Talk, discuss, argue (if you must), but an entrepreneur shouldn't avoid the conflict or pretend it doesn't exist. Another suggestion for achieving that balance between work and personal life is to develop a network of trusted friends and peers. Having a group of people to talk to is a good way for an entrepreneur to think through problems and issues. The support and encouragement offered by these groups of people can be an invaluable source of strength for an entrepreneur. Finally, recognize when your stress levels are too high. Entrepreneurs are achievers. They like to make things happen. They thrive on working hard. Yet, too much stress can lead to significant physical and emotional problems (as we discussed in Chapter 13). Entrepreneurs have to learn when stress is overwhelming them and to do something about it. After all, what's the point of growing and building a thriving entrepreneurial venture if you're not around to enjoy it?

