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ueh Is made of small business

failure, with some fairly wild and

unsubstantiated figures being '
quoted, especially by advisers trying to drum
up business. The facts are somewhat more
prosaic. Business failure is about 7.5 percent
per year' This, however, covers a higher
failure rate among new businesses. A recent
Australian Bureau of Statistics study showed
that just 58 percent of businesses started in
2003 were still operating in 20064, an annual
failure rate of 17 percent.?

While these statistics are important,
what these numbers don't show is the two
realities all businesses owners know and
face. Number ane is that all businesses
fail, eventually, as nane last forever. This is
not what concerns most business owners;
rather, the concern is what happens to them
in the meantime.

Further analysis of the Australian Bureau
of Statislics study reveals somea interesting
trends. When considering just active
employing small businesses lunder
20 employees), the average annual growth in
the three yaars from June 03 is nine percent.
Fuelling this growth are micro-businesses
- those with under five employees - and a
bubble is now forming in this group, which
makes up &1 percent of all businesses and
had an average net growth of 11 percent aver
the same period. 3 . =

While there are exits [failures] and transfers
Ipromotions| to larger categories, this sactor
is growing faster than any othar. However,
most micro businesses seem to be trapped
within a bubble, with only a few emerging.
The analysis shows that the annual micro-
business failure rate is five percent, and
micro-businesses emerging from the bubble
comprise only bwo percent.

Within the group defined as micro-
business, there are two other sub-groups:
‘emerging businesses and ‘micro-stayers’
‘Emerging businesses’ differentiate
themselves from all the other micro-
businesses as the ‘'movers’, lzaving their
fellow micro-businesses behind. Those
micre-businesses that don't emerge from
the bubble, but still survive, | define as the
‘micre-stayers’. There are a number of
reasans that businesses may stay in this
group. It could be a lifestyle choice. Work/
life balance is becoming more and more
impertant to many people. It may be bacause
they don't have the knowlédge to take their
business to the next level, and become
frustrated micro-stayers. Or they may have
progressed from frustrated to resigned
micro-stayers and have adjusted lifestyle and
ambition in recognition of this,

WHY BUSINESSES STAY SMALL, WHAT THEY CAN DO ABOUT IT AND HOW ADVISERS
CAN ASSIST GROWTH.

Therefore, what concerns most business
owners is that, in spite of all their hard work,
their business will stay small.

REASONS BUSINESSES STAY SMALL

In my studies on small business | have
identified five key reasons businesses stay
small. Owners must address all five areas to
achieve success.

1. No vision for their business. Without a
vision, it is not possible to creale a plan.
The business becomes directionless,
Without a vision il is impossible to work
out which epportunities to say yes to, and
just as importantly, which ones to avoid.
Owners without a visian find decision-
making difficult. They are lashion followers,
They expend a lot of time and money trying
different things then drogping them when
they don't get immediate results,

2. No passion or commitment. Passion
cames [rom the right vision, and creates the
commitment that will drive the business to
achieve its goals. Passionate owners will

be prepared te make the sacrifices in time,
money and effort to succeed. Passion infects
others - staff, suppliers, customers. Without
that passion fer their business, the support
to keep going would not be there. Any plan
witl have flaws, but without cammitment
that derives from passion, the owner can he
diverted by even the smallest obstacles to
achieving their goals.

3. No goals or plan. On its own, vision is not

enough. if owners don't have clearly identified
‘goals that create stepping stones from taday
18 their future success, they will lose focus

3 -and get mired in the day-1o-day operations of
their business. However, 10 create confidence
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in their success, there must be plans to .
move the business between each goal. These
become the opportunity findere. Plans also
create a belief in success. If ewners have no
plan, they will lack the confidence to take the

calculated risks required.

4. Owners not valuing their time. There is
a well known saying that the owner must
spend time working on the business, not
in it. Most owners know this, but say they
just don’t have the time. The reason for this
is that owners don't value their time. They
either try to save money by doing the non-
core tasks themselves or find they can’t
give tasks to others as they have inadequate
systems in their business. To create systems
alsa requires them to spend time working on
their business. If, however, they put a dollar
value on their time, based on the highest
value work that they could be doing instead
of non-core work, they would be prepared to
pay somecne to do these tasks, and pay for
advice to help their business.

Most owners don't pay others to do work
because they don't have the vision of how
their business will be and the belief that

Turnover/Profit

their husinass will be a success. If they know
their husiness will be successful, employing
athare to undartake work for them is just
part of their plan.

5. Lack of business knowledge. This does
not mean owners have to be an expert

at everything, but understanding the
fundamentals will encourage them 1o seek
out advice and support in those areas in
which they are not expert, When owners
value their time, they will also understand
the value of knowledge. After all, the right
kind of knowledge can greatly increase the
speed at which they reach their goals.

If an owner is not willing to invest in their
education, and sees that as a cost instead,
they are relying on the school of hard knocks
which extracts a far higher cost than that
of any advice. Ultimately, lack of knowledge
creates a ceiling for their business.

HOW TO ADVISE BUSINESS OWNERS

While most business advisers understand
these principles, too many try to apply the
same solutions irrespective to the stage of
the business. It is not so much a case of what

Turnover — — —

Years in Business

Figure 1. The Business Lifecycle
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an owner needs, but what it is they want at a
particular stage, and therefore, what they are
prepared to implement. To be effective, an
adviser has to understand the stage of the
business lifecycle [shown in Figure 1 below)
and tailor solutions to that stage.

START-UP AND INFANCY
Every business goes through a start-up
phase. Prior to start-up the focus of the
business owner should be to prepare a
business plan. A detailed plan will ensure
that the owner will understand the risks of
their new venture and have strategies to
manaqe them, to make sure that their
business is viable and has a flying start.
Infancy is characterised by low profitability
lor even losses). Turnover is low. In many
cases, they are paying themselves almost
nothing, and when you look at the total cost
of their being in business, they are actually
paying customers to do business with them.
Once the business has commenced
operations and has moved to infancy, the
owner has two big areas of concern: survival
and how to get more customers, While the
owner is likely to have some technical skill,
and is good at providing some service, the
biggest issue they have is to find someone
to whom they can provide it. Few owners at
this stage have any idea of marketing - not
aven the basics. Any business that comes
their way is more by good luck than good
management, and when the good luck
happens, they have no way of replicating It.
Often the owner has no vision, and in
many cases has gone into business by
accident. | hey have no idea how they will
survive. Even the basics like an idea of how
much to charge and how to sell are missing.
In this phase, the most dangerous issue for
small business owners is thal Lhey don’t
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know what they don't know.From the owner's
perspective the best chance of survival is

to bring in more customers. While this is
essentially true, it is too often short-sighted,
and keeps the owner in a state of perpetual
re-activily instead of being pro-active. At this
stage, they aren’t too fussy about who could
be a customer. In fact they would be happy

if znyone would be their customer. Typically,
they are seeking low cost ideas that produce
quick results, utilising smart marketing
tactics that require only a miniial outlay

of funds. While a start-up business owner
usually has little in the way of funds, if they
can get good, low-cost advice, it will guickly
pay for itsell many times over.

ADOLESCENCE

Businesses enter this phase when the
owner na longer needs to look over their
shoulder all the time. The business is nat
Just surviving, it 1s growing. Through
experience, the owner now knows the basics
of business fer whith nu degree could ever
prepare thern,

The owrer now is impatient. They ask;
» How can | accelerate my sales growth?
> How can | make my business

maore efficient?

» How can | make my sales

mere predictable?

» How can | smooth out the peaks
and troughs?

At this stage of the life a business, the owner
understands not everyone can be their
customer. Even more impaortantly, they don't
want everyone to be their customer!

They now need a marketing strategy - not
just ads that might get the phane to ring.
They are also starting to look at how they
canimprove the operational aspects of their
business. In the past this was not an issue,
as they weren't as busy with customers,

The business is growing quickly, even
Il somewhat erratically. Year on year,
business is good, although there seems
little consistency and predictability of profit.
Marketing efforts produce good results,
although they are volatile. What is missing
is a systematic approach to producing and
managing sales.

At this critical phase of the life of a
business, the right advice can quickly change
whal is a roller coaster ride into a ride where
the awner, rather than gravity, has control.

GROWING PAINS

All businesses reach a stage where they arg
victims of their success. They don't want any
maore customers. They are struggling fo
handle the customers they have. Until this
time, inefficiencies in their business could be
handled because they had spare capacity,
They are now operating flat out, The owner is

working extra hours just to cover the gaps.
Customer service is slarting to suffer.
They are making a lot of money, but not
that much profit.

Al this time growth slows. The focus now
should be on business systems that will
allow the owner to take back contral of their
business, They need to be able to delegate
to others or outsource non-core parts of
their business. In short they must leverage
their time. Without business systems and
procedures, they are unable to do this and
maintain quality.

Although important, systems on their
own are not enough. The owner also needs
to generate reports for every part of their
business 10 ensure that the wark they have
delegated to staff, or autsourced, is heing
undertaken in the way they want. Only when
reporting is in place can the owner have
confidence that the work done by others
meets their standards and they can continue
to bring in more peaple to grow the business.

Whila they are al this clage, owners alco
need to develop a marketing strategy that will
allow them to have fewer. but maore valuable,
tustomers. They need o be far more targeted
in their marketing. This increases their
income and gives them mare time 1o work
on their business. This requires a significant
re-adjustment in their business operations.

Al this peint, business owners now know
what they don't know. The challenge for
business owners at this stage is not whether
they can afford to get advice; it is actually
finding the time to make the changes.

In this phzse of the business lifecycle,
owners start to appreciate the value of their
time. When they understand iis value, thay
are prepared to pay a price to have mare.

- BUSINESS MATURITY

A business in maturity has the fallowing
haracteristics:

stahle prafitability

» prediciable sales
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» business generally runs smoothly
» minimal growth
> owner feels in reasonable control

and comfortable
» owner has run out of ideas to grow .

the business.

Maturity is a very dangerous time for
a business. This is the point at which
the owner is comfortable with their
achievements. Their business is running
smaoothly. While sales have started to
plateau, their profits may still increase for a
while, because they are still getting better at
doing what they do.

The owner has decided that their business
is at the right size, they don't want it to grow
larger. The owner is in their comfort zone,
They see opportunities to increase their
profits incrementally, but they see no need to
make sianificant changes in their business.

This is a dangerous time because the
owner has taken their foot off the accelerator
and Lhe business is starting to coast. When
businesses are coasting, they are consuming
the energy and marketing capital they
created in the early years. For example, for
businesses depending on word-of-mouth,
this ic a wasting asset and requires continual
nurturing, People move away. Thelr needs
change or they may be captured by a
competitor who has a better service.

The success of a business is dependent on
constant renswal This involves davaloping
new products and services, finding new
custemers, and new ways of delivering the
service. If owners don't invest in constantly
rejuvenating their business, their business
will be in decline. At first it might still
appear to grow [fram the momentum of
earlier efforts). After a time, the sales start
to plateau. They Lhen start o lose some of
their older customers and it becomes more
difficult to get new customers,

Businesses at this stage require a total
review of their strategy Where do they want
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to be in five vears? They need to be prepared
to change their husiness. Their business
has plateaued because the strategies they
have empluyed su far, have exhausted

their potential. To continue to grow, new
strategies will be needed. Potentially there
may be a need to change the business
model. The awner will mast dafinitely need
to change the way they work.

BUSINESS DECAY

Businesses start ta decay while they still
appear to be on plateau. At some point,
significant and consistent falls in sales start
to occur due to the owner ceasing to invest
in the renewal of their business. The
business starts to lay off staff and reduce
their services, until they only have a few
customers and staff remaining. The owner
may even conlinue for some time while
making losses, out of habit, and perhaps,
pride. They may start to look for someone to
buy their business, but there is nothing to
sell, as they have consumed their businese
capital and not re-invested. The only asset
thal remains is themselves, and they are by
now disheartened.

The owner starts to blame the economy,
the government, imports, staff, even
customers. Turnaround at this point is
rare. Unfortunately the types of changes
necessary are radical, and can be costly.
Such changes require a commitment that
most owners at this stage no longer have.
After all, if you believe someone else is
to blama, you also believe that it's up to

somenne else tn dn enmathing, not you. At
this stage their personal goals may also have
changed and life coaching may, in fact, be

of greater assistance than another business
plan which they will never implement.

PROVIDING THE RIGHT ADVICE
For most small business owners, the
struggle they have is to achieve the reward
they expect for the effort in time and money
they have investad in thair husiness. In
these days of high employment, and more
challenging economic times, the temptation
is to walk away and tind a job in a larger
business and let someone else do the
worrying. Their sunk investment in their
business, hawever, prevents many from
taking such a decision which would mean
admitting failure. As long as this investment
has not been consumed by decline, the
opportunity to re-invigorate and refocus is
always a valid option.

Advisers must be sensitive to the stage
of the business lifecycle that the owner has
reached, and provide the advice that the
owners are ready to receive and implement,
Trying to do more than that may make the
adviser feel good. but leave their client feeling
as though they have wasted their time. W
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