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W A. Introduction

«*Business failure rate | |
Incredibly consistent statistics globally

“*Failure rates in the 95% range in_the first
five years

*Why?
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«*What Is busine
» Closing shop?
» Switching business?
» Slowed growth?
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Failure Points
<+ Start Up — entry and survival challenges
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Start Up Challenges

“*New ventures have two critical liabilities:
» Liability of Size and
» Liability of newness.

“*The "liability of newness" concept includes
small size as one reason for the high risk of
failure of new businesses.
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* \
“*Largely due to: ——

» Resource constraints

o SEMTs UoN

»Image probl ‘ | |
Seed Enterprises Management Institute

> Lack of learning/experienced’ \a001
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There are assets of newness ana slze:
» Innovation

»No unlearning
»Focus and energy

»No liabilities of history

University of Nairobi ISO 9001:2008 & Certified http://www.uonbi.ac.ke



company Is often characterized by a on from

owner-managed to owner-directed by moving:

From

»being managed and run/by the founder(s),
To

» one which has begun to contract-in specialist
expertise from outside 'and to'obtain ‘finance' from
outside sources.
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“*Good businesses have the potential for growth.

“*While startups cannot do much in terms of
their age, theycan avaid the Tliability of
smallness through fast growth.

“*Past growth enables"a firm“to Increase the
likelihood of future survival.
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“*Firms benefit from a sustained growth pattern.

“»Growth may be gradual, or fast, depending on
several factors;— -markets -growth- -rate,
environment and management capability.

“*Business growth can be measured in terms of
employment, assets value, sales turnover, or
market share.
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“*Business growth can be

Increasing the existing production capauty to
meet increasing demand e.qg.

»Opening new branches

» New lines of business

»Merging with another firm

»Buying other business
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<+ 1f not properly managed it can lead to demise of
the business.

<*Growth leads to strain onythe resources; staff,
finances, supplies, equipment(etc.

<*Growth can. also, lead ,to emergence of
competition ‘and - changes “in- the market
conditions.
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» More finances

» More staff
» More recognition

» Better living standards

» Achlevement
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'D. Growth Model: S-Curve ¥,
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» Business not In existence —
»Owner and business are same
»No formal systems

L
a . e
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Stage 2: Survival
»Business Is‘aworkable entity
»Major goalds survival
» Ltd staff
»Formal planning is Itd.
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>Busmess grown and profltab e
»Engaged business managers
»Developed systems
»Emerging entity status for the business

Stage 4: Profitability and Growth
»Growth Is the focus
»Recruits growth staff
» Strategic focus Is clearer
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oLauc J. ARKC=U
»Delegation is full S——
»Owner weaknesses clearer
»Delegation a must

Stage 6: Maturity
»Management decentralized
»Necessary resources inplace
»Need for Intrapreneurship
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™" E. Challenges During Growth

-

Existence

“*Concerns: Obtaining customers and delivering the product
or service contracted for.

“*Key Questions:

I. Can you get enough customers, deliver your products, and
provide services 'well /enough to become |a Vviable
business?

Il. Can you expand-from that one key-customer or pilot
production process;to.a muchbroader sales base?

lii. Do you have enough money to cover the considerable
cash demands of the start-upphase?

JHow did we confront these questions?
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< Business Is workable entity\’

<» Has enough customers and satisfies them sufficiently with
Its products or services to keep them

“»Key problem: Relationship between revenues and expenses.

“»Key Questions:

I.In the short run, can'you generate enough cash to break
even and to, cover the/ repair, or replacement of your
capital assets as they, wear out?

il Can you, at a minimum, generate enough cash flow to
stay In business and-to: finance growth-to asize that is
sufficiently large, given your industry and market niche,
to earn an economic return.on your.assets-and labor?
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“*Decision facing the owner(s): whether to exploit the
company’s accomplishments and expand or keep the
company stable and profitable, providing a base for
alternative owner activities.

“»Key Concern: Whether to use the.company as a platform

for growth, or as‘a means of/ support for the owners as they
completely or partially disengage from the.company.

1 Are we In this stage?
JWhat decision have we made??

University of Nairobi ISO 9001:2008 & Certified http://www.uonbi.ac.ke



U Jal 1V C aAllco CU LU CculL

size and product-market penetra

success, and earns average or above average profits.

“+*Grown large enough to require functional managers to
take over certain duties-performed by the owner.

<*Cash 1s plentiful and the main coneern Is to ‘avoid a cash
drain In prosperous -pertods -to “the detriment- of the
company’s ability-to withstand the inevitable roughstimes.

» Does these characterize our companies?
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“»Basic financial, marketing, and production systems should
be In place.

“*Planning In the form, of operational budgets  should
support functional delegation.

<*Owner, and managers; to as lesseroextent, ;should be
monitoring a strategy to.essentially. maintain the status
quo.
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“*Important. make sure the basic business stays profitable so
that it will not outrun its source of cash and to develop
managers to meet/the needs of the growing business.

» Requires hiring “managers. with an _'eye to the company’s
future rather than_its current.condition.

» Install systems with attention to the forthcomingneeds.
» Deeper involvement of strategic planning by the owner

JWhat have we done or doing?
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that growth.
“*Most important questions are in:

I.  Delegation:

» Can the _owner delegate responsibility to others to
Improve the managerial effectiveness of a fast. growing
and increasingly complex enterprise?;

» Wil the action ,be ‘true delegation with contrals on
performance and a willingness to see mistakes made,
or will it be abdication, as isjoften the case?

_JAre your companies in this stage?
JHow could you respond to'the'above questions?
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great demands growth brlngs (to orating a high debt-
equity ratio ) and a cash flow that iIs not eroded by
Inadequate  expense controls or ill-advised
Investments brought about by owner impatience?

“»Characterized by decentralization and
divisionalization usually in either sales.or production.

“»Key managers must be ‘very competent to handle a
growing and complex business 'environment.

University of Nairobi ISO 9001:2008 & Certified http://www.uonbi.ac.ke



» If the owner rises to the challenges of a
growing company both financially and
managerially, it can become a big business;

»If not, 1t can usually be  sold-at a profit-
provided the-‘owner '‘recognizes-'his-‘or-her
limitations soon enough:
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“»Greatest concerns:

»To consolidate and control the financial gains brought on by
rapid growth, and

»~To retain the advantages of small size including flexibility of
response and the entrepreneurial spirit.

“*Important:

»Expand the management force fast enough to eliminate the
Inefficiencies that (growth! can produce and professionalize the
company by use of such tools as strategic planning, BPR, EPR,
balance score card, and standard cost'systems without stifling its
entrepreneurial qualities.
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will be a formidable force 1n the market.

_JAre our companies at this stage?

_JHow are we addressing the key concerns raised
above?

“»Take care not to enter the sixth stage: Ossification,
l.e. a lack of “innovative “decision-' making - and- the
avoidance of risks.

University of Nairobi ISO 9001:2008 & Certified http://www.uonbi.ac.ke



JUTU JC Lal AU

engage In detailed operational and strategic planning.

“*Management should be decentralized, adequately
staffed, and experienced.

«»Systems should.be extensive-and wel-developed.

“*Owner and thewbusiness /should be separate, both
financially and operationally.

<»Company has arrived; exploit the advantages/ of size,
financial resources and managerial talent.
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W F. Why Entrepreneurs Fail in

Managmg Growth

“The very traits that lead peop f e
business 1.e. ambition, creativity, self-confldence
obsession, etc. can lead to problems for the
business at the growth stage.

“*Growth requires, a radical 'shift {in ‘'management
style.

“*Growth pushes’'most ' entrepreneurs-to ‘areas'that
they are not good at.
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of ambitions and control leading to obsession.

“*Underdeveloped human resources to be
delegated to. Normally caused by:

» Inability to pay.costs of staff development.

»Inability to recruit”and hand™over ‘management to
professionals

» Inability to recognize the -need for.change
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“*Tendency of the marke ognize
Individuals in a business and not the firm.

» Trusting individuals to deliver
» Nature of marketingitactics by small enterprises

“*Inability of entrepreneurs-to-trust-others to see
their vision aswell asithey do;
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need to respond to a number of chang he internal
and external operating environment, including:
“»Overcoming and managing risk

“»*Developing and recruiting.skilled people

“*Managing finances

»Dealing with ownership structure

“*Managing growth and competition

«» Accessing external sources of finance and expertise
“»*General economic conditions.
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W H. Signs of Business

Failure

“»Customer complaints —
lengthening queues

“*Falling quality of products or services

< Declining sales anSrFMI l l P l

“*Increasing costs S 0

Seed Enterprises Management Institute
University of Nairob

“*Liquidity crisis

+»»_ow staff morale
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+*You must have controls

“»The Board must participate

“*You must avoid on

oresmasoametntehl § ]

“*Keep informed of, and react to, chan

] e ]
_Seed Enterprises %/Ianagement [nstitute
»The customer is King

“*0Organize to meet employeey ﬂé%%l‘sglty of Natrobi
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“*Products and services e | ng
Increasingly commoditized, and one of the only
remaining ways to distinguish yourself Is in the
relationship you have with your customer.

“ It takes effective Strategic Management for a
company to become ‘successful'and-grow.
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~ A. Introduction

“»The basic purpose of all commercial companies is to

preserve and enhance the investment which created
them, not just in the short term but in perpetuity.

“*Good governance —practices  can increase @ the
chances of wealth creation in 'the short.term, but
they can make a much, greater, difference in.the
longer term, partly through creating confidence in
those on whom the company'depends.
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ompetitive pressure * ;
expectations are increasing, anc andards
required for success are rising.

“*Good corporate governance can_make a great
contribution to, success, /bad ,governance ‘makes
failure more likely.

“*Better-governed 'companies have less management
problems.
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enterprises to consider whether they can
improve their system of governance.

“*Leading your seed enterprises to| thrive in a
competitive werld,’very-often with-resource
constraints iscthenenormous ‘challengeiyou
face.
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“*Therefore, you have to be competent in
strategic planning and internal control.

scomorne SR TSN

these areas. | |
Seed Enterprises Management Institute

University of Nairob
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W B. Governance and “Good”

Governance

overnance IS no
Governance.

% “Governance” is: - ‘“the processes and
structures that.an-organization-uses to,direct
and manage\, its. general coperations', and
program activities”

“*Good Governance:' - Achieving desired
results and achievingithem in'theright way.
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*The understanding anc e tio
good corporate governance framework
presents SMEs with a structured path to:

»Better management practices,

» Effective oversight- and" control” mechanisms
which lead to opportunities/for, growth,
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» Exit strategies,

>Improved:So ance U E I
» Effective EMISIati sh() ong
stakeholders;defining their roles:and rights: ¢

University of Nairob
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of openness, integrity, and accountability.

“It is about ensuring that those responsible for
directing an organization ensure that resources are
exclusively devoted-to pursuing' its defined ‘goals,
and account appropriately to shareholders and other
stakeholders, «who ..in.. turn;..can. ..hold; . them
accountable.
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competitive companies through efflaent unctioning
of the interplay among different stakeholders.

“*Good corporate __governance _goes _beyond
compliance  with | Jlegislative~ and |  regulatory
requirements.

“It is aboutcembedding: \/theocprinciples: of
accountability throughout the rorganization and
creating a mechanism of checks and balances.
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outlining the roles of the key bodles such as partners,
shareholders, board of directors and management.

» Clarity on how the company is to be governed.

» Partners’ and shareholders’ rights and obligations'should
be clearly set out.

» Formal delegation of authority.
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» Deliberate development and facilitation of change
leadership in a progressive, planned and non-disruptive
manner.

» Assure various stakeholders on the longevity of the
company, preseryving its reputation and brand value.

» Should be embedded in the/company’s strategic planning,
addressing both~managerial” succession~and~ ownership
succession.

» Put in place a rigorous succession planning methodology
providing for both planned‘and emergency scenarios.
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3.Establish a timely, open anc
information with shareholders.

» Establish clear lines of communication with shareholders
ensuring timely..and..accurate _disclosure. of pertinent
information.

> Initiate an effective engagement mechanism to gauge
the views of shareholders ( e.g. AGM).
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accompany the growth of the compan‘P

» A board formalizes the decision making process within
the company, adds a layer of checks and balances, and
facilitates betterstrategic thinking.

» Smaller companies may wish to set up an ‘“advisory”
board with no formal decision making powers but which
offers its expertise and/networks!to’ |guide and support
the business.
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or entrepreneurs  looking

appointment of ‘outside’ or independe on-executive
directors can be a fast-track to commercial wisdom.

»Two to three people is a sufficient size for an advisory
board for a small business:

> As the business grows, a formal beard of directors should
be established with formal procedures.

» Consider appointing independent board members.

» New directors should undergo a tailored induction program
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» Building an effective board takes time and patience and
requires the entrepreneur/founder to have a clear vision of
what to expect from the board and how it can add value.

» The board charter should have a clear definition of the role of
the board.

» The board should'meet'as frequentlyas 'necessary for the
discharge of its obligations: and:the agenda. topics should
include all items it is expectedto discuss.
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the company within a framework of prudent and
effective controls which enables risk to be assessed and
managed.

» Boards should undergo regulan performance evaluation

process and regularly review the composition ‘of the
board.

» With time, consider separating the roles of the chairman
and the chief executive officer.
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annually audited by an external auditor.

»Any changes in accounting policies should be
disclosed and justifiedin the financial statements.

» Review the effectiveness of the audit process.
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conduct a regular review of risk.

» Regularly review the risks facing the company, particularly
in the case of growth companies which are likely to be
facing a new set ofrisks as they expand.:

» Bear in mind that heightened sensitivity to riske may/stifle
innovation and creativity, and that risk taking is an
essential element in/entrepreneurship:

» Should consider establishing an:intennal audit function (if it
is not yet established).
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» Stakeholders are understood to mean employees,
customers, suppliers, creditors, regulators, the community,
the environment, and generally any party enjoying
relations with the enterprise.

> View yourselvesi(the companies) as integral jparts, of the
community in which you operate and are committed to a
sound relationship built on respect, trust, honesty and
fairness.

» Formulate policies governing-your company’s relationship
with its stakeholders.
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family’s relationship with the business.

» If family members are engaged in the business, clear lines
of authority and decision-making, policies on employing
family members, and clarifying the separation of the family
business and the business' of the familyshould be
developed.

»In later generations as the ! family! and- business ‘get 'more
complex, families should consider establishing a family
governance institution such as a “family council”.
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o - D. CG for Difterent SMEs

e
-,
5 B el T

*SMEs can be categorized as

1. Small entities owned by single individuals. Operations
may involve a few family members.

2. Larger entities employing non-family people. Owners
may include a-few.family members or-outsiders.

3. Medium sizedi.companies with(several shareholders, or
unincorporated partnerships.

\/

“* Understand which!' CG''practices!are applicable!'to your
case.
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**The owner has no need to con
non-family employees.

“*But he/she will certainly have to:
» Satisfy customers,
» Maintain the confidence of suppliers and-possiblycreditors,

» Establish a soundireputation/in the community in which the
enterprise operates.

» Keep credible accounts and a simple system of internal
control which ‘enable’the entrepreneur to ‘know “what is
really going on in the business; and,also enable the lenders
to accept them as reliable.
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expenditures, debtors and creditors. ————

» Develop a simple, written business or strategic plan which
defines the company’s objectives and the chosen route for
reaching them.

»Come up with™a’ simple set--of “performance “indicators,
including a budget and, a.system for monitoring.debtors and
creditors to enable the entrepreneur to monitor whether the
company is performing in accordance with'the plan.
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and develop basic policies for managing them to assist the
entrepreneur to avoid disaster.

» Submit audited financial statements (those registered as
companies ).

» Have some form_of succession plan which " _should make
provision for the, continuance, ,of the business if the
entrepreneur dies, becomes unable'to manage the business,
or wishes to retire.
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» The entrepreneur may no longer be able to watch over all
the operations and may need formal systems to check on
activities he cannot supervise directly.

» The business plan is also mare likely to be more detailed and
it may need to span a longer time horizon, perhaps three, or

even five, years.It'will'also' be ‘moreimportant to 'review it
annually.
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the process of collecting the relevant data and presenting
it in a usable form will require closer attention. Both
financial and non-financial performance indicators will be
found to be valuable.

» A formal process of, evaluating~the risks~facing the
organization may be worth the while. Itis best to evaluate
risks according 'to the likelihood of occurrence and the
consequences if.they do ocaur;

» Written policies for managingthe most'serious of the risks
are likely to help avoid disaster.
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importance and will have to be understood and agreed by
the up-coming generation.

» Simple policies covering.remuneration_and other human
relations issues such as incentives, discipline and dismissal.

» Managers or executives -other-than'the ‘entrepreneur will
have to make some decisions andisimple policies:to, guide
decision making will be necessary so that the company is
perceived to be consistent andreliable.
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» If capital has been contributed by anyon ner ti
original entrepreneur, a system must be introduced which
allows all concerned to understand the company’s financial
situation and feel comfortable that they are being treated
fairly.

» Boards of advisers can be appointed by those who control
enterprises and-asked -to' provide advice ‘on-selected
matters.
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»Some of the companies : \ ,
seeking, or have sought, the inve nt and
assistance of venture capitalists and, as a
consequence, have accepted additional disciplines
over their operations.

» The entrepreneur will no longer be able to,do as he
pleases with his company; the [aw'requires him toact
in the interests of the company.

» These companies will need a more formalized and
robust corporate governancelframework.
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" E. Conclusion

“*Understanding and building n
“GOOD” corporate governance Wlthln your
Seed Companies can only contribute to better
business practices.

“*SMEs who ‘start | small and! build their
corporate governance framework with the
growth of the' business ‘will 'achieve 'greater
success long-term.
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