LECTURE: Week 5 – "Starting the Implementation and Control Phase"  

The eText Sections you read last week and  this week starts us on the implementation and evaluation phases of the strategic planning process. This is where we get down to the tactics that are required to make the strategy work and to the measurements required to know if you are on track.  My philosophy is that execution is 90% of business success and planning only 10%.  You may not agree but in my book we are getting close to the 90% of what makes business successful – the day to day execution. Perhaps you will have joined me in this view after the class discussion this statement will stir up.

I am going to spend this lecture time going though the "Read Me First" information on the web site dealing with financial and controls.  I am a numbers guy when it comes to business.  Background and training are partly to blame. But I also think you need it in your bones.  I just naturally look for the numbers to back up what I am hearing.  Whatever is done in business ends up some day on the bottom line - black or red.  But we are all different and would place importance on different things.  Both quantitative and qualitative controls are important to effective strategic plan implementation.  

The "Read Me First" paper talks about four basic strategic control types.  I will review each one and give you an example from my experience to illustrate the concept.  



Premise Control:

We are right back to the Grand Canyon assumptions here. These are the fundamental assumptions that are first and most important to any business.  The list starts with the need for our service or product.  Depending your business others could top the list but in my experience this is the number one.  The supporting cast is technology, costs, and execution.  Actually execution may be number two on the list.  Remember my 90% -10% hypothesis?  Execution, or plain old "can we do it?" is a big assumption often overlooked or assumed.  These need constant measuring against history, and the future.  

The Rollens Story:
Remember the story last week on the Week 4 Lecture about the company selling sunglasses to the Swiss company? I had left this story at the point I brought it back to Denver.  Here is the "rest of the story" starting with a little review.   In late 1989 a company I helped start in Denver launched a new product (evolutionary) that was quite successful. This product is a temporary eye protection sunglass for use after eye dilation. It is given to patients upon leaving the eye doctor until your eyes return to normal dilation. Does not sound very exciting but about 60 million of these are given away each year in the U.S. and predecessor products had existed for over 40 years. The “Rollens” was a strip of two layers of plastic film cut out to the shape of an eyeglass but without any ear bars. You just uncoil it and it sticks to your face. Imagine a roll of 35mm film rolled out and wrapped around your face and holding in place just behind the eye sockets. The same plastic film used on windows to block UV and light is laminated to a thicker sub straight with UV inhibiting glue. 

Tempted to go first to distribution for volume (even if they would listen or care), we instead went direct first. At the same time we cut overhead to the bone and kept most of the costs variable by finding people to do the work for us. Even answering the phone and taking orders was outsourced on a per order basis and the same with production. Yes it was slow. We first sampled all the professional eye care providers in Colorado and California. About 5,500 names total. As this volume grew we expanded to other states. It took about 3 years to say we were serving all the states, which total about 37,000 prospects. After the first several months we were cash flow positive and have been ever since. By the way – when we finally did take on distributors it was on our terms because their customers were demanding our product. 
What were the important assumptions we tested? I have coined a concept called the “3 tests of market efficiency.” I phrase them in question format and if you can answer “YES” to each one your chances of success are greatly improved. 

1)     Can you find the exact customer for your new product or service?
2)     Can you present your product or service economically?
3)     Will the customer “immediately” recognize the value of your product or service? 
Our first mailing (direct mail to California and Colorado) generated a 14% response rate – unheard of in direct mail programs and especially in the professional medical field. We demonstrated "yes" to each question above and this formed the basis of the company’s strategy.   After all, this product only sells for $.30 each and how can you make any money shipping something like this around the U.S.? You need high margins (always for any business) and you need very little overhead. So we were also testing these assumptions since the basic business model depended on these. 

The company today is recognized as the leader in this one simple product. We have never advertised, attended a trade show, physically called on customers, or made or shipped the product ourselves for the first 10 years. We do touch the cash received however! We claim to know more about our customers and their use of our product than most other companies selling anything in the eye care industry. A very bold statement but we believe it and continuously try to test our assumption. Most customers are on a preferred customer plan where we ship a pre-determined quantity each month based on our knowledge of usage and relationships with the customer. All in all a super efficient business model making better than 60% margins. 



Implementation Control:
For a new business I call this an "entry strategy."  Every new business needs one regardless of what the grand business plan says.  Just where and how do we start?  This is critical because making assumptions that sales just start and go up forever with profits and cash flow in control is ignoring the fact we are in a business experiment.  Actually even mature business would be well advised to have this attitude.  An experiment is just that - lets see what happens if....?   But most business assumes success and spends too much time and financial resources before coming to the realization it does not work. Remember the 3M Company and the founder's statement "give it a try and quick"?  What he meant was we don't have the time or financial resources to spend on things that will not work. Lets find out quick so we have resources to try something else. 

The "Dazzle Magic" Story: 
A few years ago we looked at a small business in Denver that made a Play Dough-like product called "Dazzle Magic." This product was differentiated from the standard (Play Dough) product in the early childhood industry (preschool, grade school, home) by color and scent. Grape, orange, cherry, banana scents etc., with the usual associated colors were the distinguishing features. It also clamed to stay workable longer – a plus when dealing with small children. It was owned by a wife and her husband. Both had quit former professional jobs to do this full time. They were shipping about 20,000 pounds per month from rented space that also served as the production and administrative facility. Only one problem, a cash shortfall of about 5,000 pounds per month. Running out of cash resources they had begun the search for investment capital. Later on in the week they were going to talk to the bank about a loan.

At this time the company had no real lasting competitive advantage. The product had gained an initial toe-hold through differentiation selling mostly through catalogue and retail outlets such as Lakeshore. They were underselling the competitive product but without a cost advantage. Could this strategy hold out until volume increased to break even? Could the company survive the undetermined period of negative cash flow? As you might expect, the answers were an optimistic "yes"(from the owners) because the break-even volume was just around the corner. 
The problem with this strategy is you must have the financial resources. It is not a good strategy for a small company. I suggested several changes in our meeting all of which were answered by "we can’t do that."Differentiation I agreed with but not the low cost. When you are the smallest you cannot compete on cost. I don’t even like it for large companies. It is a no-win situation. 

I suggested going direct to the end customer who would appreciate the product differentiation and pay at least enough to create positive cash flow even on the present volume. I was told, "our distributors would black ball us"and, maybe this is true. But low cost and differentiation strategies will kill a small company. This is why I always advise early stage companies to go direct rather than through distribution at the start. Establish your own direct customers first who appreciate your differentiation and will pay for it.   

But just how long should a company pursue one set of strategies? Well this company did it long enough to run out of money. That is too long. These owners had the traditional business model firmly planted in their minds from years of working for others. But a new business can't get started this way. I often hear new business talk about a business model (this is really just strategy) they are going to copy. We are going to do it like Microsoft. Well Microsoft did not get where they are without a much different entry strategy. You just can't start being a Microsoft. And that is what I tried to tell Dazzle Magic but to no avail.


Strategic Surveillance:
This sounds great.  Let's keep our eyes and ears open for events that are important to our strategy.  There are two problems here. What do we watch and how will we know something when we see it?  Most large companies use intelligence gathering on competitors from the sales force or with departments dedicated to this subject. And if you are interested you can become a member of the "American Association of Competitive Intelligence what ever."  I can't remember the exact name but I once attended their monthly meeting in Denver. Only legal methods were supported by the association by the way.  During the meeting we had a presentation by a Washington DC firm that developed and sold scenarios to companies so executives and managers could be sensitized and trained on potential events of all types.  For example, if you were heavily oil dependent, lets pretend some unfavorable scenario happens to the price and access to oil.  What do you do?   

The Rollens Story - In Danger
I don't have a real-world story on this one but I can speculate. The Rollens story I talked about earlier was build on the premise the patient needs some eye protection after eye dilation.  Doctors dispense eye protection for two reasons:  So they have a defense when you get injured leaving the office, or, just out of habit, custom and tradition.  Well guess what? There is an eye drop that will reverse dilation.  But currently there are two major drawbacks. One is cost and the other is time.  Doctors will not volunteer the drops unless you ask because they are very expensive. Second, they take about as long as doing nothing to reverse the dilation and you have to sit in the doctor's office while it works.  But what if these drops were cheaper and faster working?  Would this put Rollens out of business?  The second scenario is technology.  What if some company develops a machine that can look into your eye and allows the doctor to see everything he/she sees now but without the need for dilation first?  No dilation = no eye light problem.  What would this do to Rollens?  



Special Alert Control:
If you were doing the fist three controls efficiently why do we need this one? Sounds like it is only for someone asleep at the switch.  But then something like 9/11, Pearl Harbor, Enron, or the Dot.com burst comes along. Now we know what this is all about - sudden  unanticipated events by most reasoning.  Should we have contingency plans in place for the next time?  This one I really don't have a story to tell.  I will leave it up to your imagination. 
