Chapter 2

The Seven Skills
of Management

In This Chapter

» The importance of proper planning

» How to develop your decision-making skills

» The secrets of effective delegation

» How to communicate with your employees effectively

hAan

1agement skills and tasks all have one purpose: to help you get things done through

others. Management theories and fads come and go. Most of the theories (and even some
of the fads) have something useful to say about management. But the skills and tasks we
examine in this chapter have always been, and always will be, essential to managing
others. They are how a manager should spend his or her time.

The

>

Y Yy

seven main skills and tasks of management are:

Flanning
Goal-setting
Decision-making

Delegation
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Part1 > The Manager’s Toolbox

» Support
= Communication

» Controlling to plan

In this chapter [I'll show you how to use each of these skills to get things done.

Proper Planning Prevents Poor Performance

The Five-P Rule—Proper Planning Prevents Poor Performance—represents the starting
point in management. A manager must have a plan. The pervasive need for planning
underlies the many kinds of plans yvou'll find in large outfits: strategic plans, tinancial
plans, marketing plans, and production plans, to name a few. (I'll talk about these plans
in more detail in later chapters. )

MBA Lingo
A contingency plan
isaPlan Bora
backup plan you
can adopt if Plan A
fails or conditions
change.

Planning is
not just for
companies
and depart-
ments. As an individual, you
need daily, weekly, monthly,
and yearly plans for your
success. A long-term study of
college graduates revealed
that the major determinant
of their level of professional

success was whether or not

they had written plans for
themselves.
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The need for planning is equally important, although more
often ignored, at smaller companies. The lack of a plan leads
to reactive, “seat of the pants” management, which you find
more often in small firms.

A plan must be in writing. At times you may hear someone
say, "I have a plan. It's right here in my head,” as they tap
their noggin with a forefinger. They don't have a plan. They
have an idea. An idea can be in one’s head. A plan must be
OI Paper.

Planning incorporates many of the other six managerial
tasks discussed later in this chapter. Goal-setting and
decision-making are integral to planning. A plan must
consider delegation—who will do what—and, of course, a
plan must be communicated to others. Controlling to plan,
which is tollow-up to monitor progress, assumes that you
have a plan in the first place.

There are various plans in business, but they all share the
goal of creating order and discipline. A plan does this by
enabling vou to bring the future into the present. This lets
you imagine a certain future and then take steps to create
that future. Those who dislike planning often cite the
unpredictability of the future as the reason for not planning.
Yet despite the murkiness of the future, planning—thinking
about the future, getting resources in place, making certain
moves, and developing contingency plans—has proven its
waorth.
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Chapter2 > The Seven Skills of Management

Most plans also share these elements:

> A goal and a measure of the distance from the goal

An assessment of the environment

An assessment of the company's strengths and weaknesses
As assessment of existing and needed resources

A series of tasks that will move the company toward the goal

Y ¥y y¥Yy

A mechanism for measuring progress

I'll show you these steps in detail in Chapter 22, “Charting a Course With Strategic
Planning,” which concerns strategic planning (that is, planning tor the entire company).
At this point, vou need only understand that planning—on paper—is essential to
progress.

Goal-Setting: Where To?

I've always liked the saying, “Ready! Firel Aim!" which humorously describes so many
business situations where things go wrong. You have to have an aim, an objective, or a
goal, betfore you act. Equally important, it has to be the right goal.

Goals can be stated in a variety of ways:

» Business goal: To be the world's largest exporter of automobiles to Canada by the
vear 2003,

» Financtal goal: To increase our net profit to 8 percent of sales next year.

» Marketing goal: To increase our share of the soft-drink market by one percentage
point in each of the next three years.

» [ndividual goal: To be head of the marketing department within five years.

Each of these examples exhibits the three characteristics of a good goal. Each one is:

» Specific
» Measurable
* Time-limited

A specific goal goes bevond shooting to be “the biggest,” “the best,” “the highest quality,”
or some other nice-sounding adjective. It is sharper and expressed more precisely. Even
the size-related goal—to be “the largest exporter of autos to Canada”—Is specific {and
measurable),

A goal must be measurable so you can know whether or not vou achieved it. Whenever
possible, devise goals expressed in numbers; that is, in dollars, percentages, or a numerical
increase or decrease. (5ome goals cannot be measured numerically but they can still be
clear, as in the case of “to be head of the marketing department.”)
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Part1 > The Manager’s Toolbox

A time-lhmited goal has a deadline. Personally, 1 don't consider a goal to be a goal unless it
has a deadline. A deadline motivates those who must reach the goal. It creates urgency and
energy. Deadlines are also important because most plans specify that certain tasks must be
completed by a certain date in order to reach the goal. These interim deadlines, often called
milestones, help you measure progress toward the goal well before the final deadline.

These three characteristics add up to the one characteristic that any useful goal must
have—clarity. The “Ready! Fire! Aim!" approach comes trom having a fuzzy goal as often
as it does from having no goal.

Too many goals create ambiguity and confusion in a company. People
tend to lose focus or, worse, start warring with one another. For example, if the
goals are to increase sales and cut costs, the sales department will fight for bigger
advertising budgets, more money for travel and entertainment of clients, and
perhaps expansion of the business. However, the accounting and production people

Case in Point

Harold Geneen, the former chief executive officer of ITT Corporation,
once said, “More than one objectives is no objective.” He was calling
for clarity in goal-setting.

will be trying to limit expenditures and expansion. This puts people at loggerheads.
If you set multiple goals, either have people jointly responsible for them or be very
clear about which is more important, if there is ever a conflict between the goals.

A manager has to
Ly Keep his or her

i people aware of
company goals.
This means breaking big goals
into smaller ones that 1) relate
to the employee's day-to-day
job, and 2) can be completed
in a relatively short time. To
motivate vour people, give
them tasks related to the
overall goal and short-term
deadlines for completing
them.

I.--—--"-"---___---""“---_.__-
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Groals should be the right size—meaning big enough to
inspire people, but small enough to be achievable. Tiny goals
won't inspire anyone, but big goals capture the imagination.
Big goals create a sense of mission, and a sense of mission
creates motivation. Motivation calls forth people’s energy
and commitment.

Keep in mind, though, that even large goals must be basi-
cally achievable or employees will see them as manipulative
or just plain silly. A company that sets unattainable goals
sets itself up for failure.

The right size goal will depend on your business. For a fast-

Frowing company in a new industry it might make sense to
try to grow sales volume at 25 or even 50 percent a year. For
a company in a mature industry, growth at perhaps the rate
of the industry's growth plus a few percentage points might
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Chapter2 > The Seven Skills of Management

make sense. One way to target ambitious goals for sales and profit growth is to pick a
solid competitor and try to match or exceed their growth rate.

Be aware, however, that no geal can be permanent. In the 1970s, Citibank, an aggressive
New York bank, targeted growth of fifteen percent a year. At that rate the giant bank
would have doubled in size every 5 years and in 15 years would have had everv deposit in
MNew York City. So the goal was impossible to sustain for more than a few years, but did

serve the bank well during that time.

@A Professional Decision-Making Process

You've probably heard managers referred to as “decision-makers.” A good manager is
exactly that. There are, however, managers who dislike decision-making, which is sad

since it's a key part of their job.

Most managers who “pass the buck” are afraid of being wrong. They see any mistake as
major failure. Usually they are by nature either conservative (or spineless, if you preter),

or they work for superiors who can't tolerate failure.

However, some people simply don't know how to go about making a good decision. They
lack a framework for decision-making. 3o here is a six-step process for making business
decisions (and personal ones, for that matter) in a rational way:

1. Define the problem. Most decisions relate to a
problem or can be framed as a problem. This
means that making the right decision depends
on first defining the problem correctly. If your
sales are falling, the problem could be low
quality, high prices, poor performance by the
sales force, or new competition. Each problem
would call for a different solution. So start by
asking: “What's the problem?” This may require
exploration.

2. Gather information. Good business decisions are
based on good information. Once you detine
the problem, gather all relevant tacts. This often
reguires research, such as studying competitors,
talking with suppliers, searching an electronic
database, or hiring a consultant to dig up facts.
However you go about it, get the facts.

3. Analyze the informmation. Having information is
not enough, because different people can draw
different conclusions from the same facts.
Theretore, you may need to apply analytical
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MBA Lingo
A decision-support
systern is a formal
means of helping
people make deci-
sions. Usually these
systems, which are often
computerized, help

in the analysis phase of the
process. A decision-support
system may consist of guide-
lines in a policy manual (for
example, for employee disci-
pline cases) or checklists (such
as the ones bank employees use
when making lending deci-
sions) or computerized models
that help forecast future
business conditions. As the
name indicates, these systems
support, rather than replace,
the decision-maker.

17



Part1 > The Manager’s Toolbox

tools to the facts. These tools, formal ways of analyzing information, often involve
making calculations or setting up charts showing the connections between facts.
You may even have a decision-support systemn. However you go about it, analysis helps
vou understand the facts and what they mean.

4. Develop opfions. When you have a decision to make, you need to have choices. For
example, to increase sales in the face of new competition, you could improve
quality or cut prices. You could hire more salespeople or pay vour current sales-
people differently. Options like these give you a basis of comparison—and a choice.
With options to choose from, you have a better chance of finding a real solution
instead of doing what seemed like a good idea at the time. There may be instances
in which vou have only one option, but they should be rare it vou openly consider
all possible solutions.

5. Choose and use the best opfion. Now comes the moment of truth. You must decide.
If you followed the first four steps, you will probably make a good decision. But be
sure that you do make a decision. Avoid “analysis paralysis”—that is, analyzing a
problem forever instead of acting. Decision-makers make decisions.

6. Momnitor the outcomne. You usually cannot just make a
decision and then forget about it (much as you
might like to). Generally, the only way to know

If vou like to
decide based
on feelings
rather than

whether vour decision solved the problem is to
tollow up afterward. If your solution worked, great.
It not, you may need to take corrective action, try

facts, this decision-making another option, or even reexamine the problem to
process will be especially make sure you defined it correctly, got all the facts,

six steps as a supplement or
an alternative to going with
vour gut. Either way, use it.
Business people value facts.

With experience, this six-step process can become second
nature. For small decisions you need not launch a major

They like dealing with tfact-finding etfort. You may need to make one phone call.
PEﬂiJIE who ate comfortable MNor will you always need a long list of options. Two may be
with facts. This process will enough. But even when you're making day-to-day decisions
help you to avoid a reputa- in a fast-paced environment, this process will help you. And
tion for being in denial or major decisions always require information, analysis, and
shooting from the hip. clear thinking about options.

What's more, it generally _ :

vields better decisions. In various forms, this framework for decision-making has

stood the test of time. The process promotes rational busi-
— " ) ness decisions that can be explained to others. {(Meaning
that even it you mess up, you'll at least be able to tell your
boss what you were thinking at the time.)
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Chapter2 > The Seven Skills of Management

Delegate All You Can

Dielegation is the act of assigning tasks to subordinates for them to perform. This is actu-
ally how a manager gets things done through others. The assignment may be verbal or
written, long- or short-term, phrased as a request (usually) or as an order (less often).
Assigning tasks to others and ensuring that they perform them properly is essential to any

manager's job.

Effective delegation goes well beyond merely telling people what to do. Good delegation
calls for knowledge of the underlying principles: responsibility, accountability, and

authority.

Responsibility means that every manager and employee has a specific function or activity
to perform as their job. This is called their area of responsibility. The CEO is ultimately
responsible tor the entire company. He or she has a BIG area of responsibility. But the
CEO delegates the actual work to evervone else in the company through the chain-of-

conthand.

The principle ot responsibility implies that a man-
ager must respect the chain of command by delegat-
ing work only to people in her area and by not going
over the head of the manager above or below her.

Accountability ensures that evervone in the organi-
ration answers to someone else. Evervone is held
accountable for performing their responsibilities.
The CEO is accountable to the board of directors
(who, again, represent the business owners) and
evervone else in the organization reports, directly or
indirectly, to the CEO.

Authority means that someone has been empowered
to do a job. If yvou have a budget, yvou have budget-
ary authority. If vou can hire someone, vou have
hiring authority.

Essentially your responsibility is what you usually
think of as your job. You are held accountable for
doing your job by the manager above you. The
organization, through the manager above you, gives
vou the authority necessary to do vour job.

Ignoring these principles causes real trouble:

» When managers ignore the chain of com-
mand—when Bob, who manages 5ue, goes over

The chain-uf-
ceammmaind refers to the
system by which
directives come from
above and are transmit-
ted downward in an
orderly manner through layers
of management. Delegation
means passing responsibility for
performing a task along to a
subordinate, that is, to someone
who reports to vou, the man-
ager. An dred of responsibilily
refers to the scope of someone's
job. This generally includes a set
of functions (such as matters
relating to finance or market-
ing), tasks (such as preparing
budgets or advertising pro-
grams}), goals {such as accuracy
and timeliness or increased
sales), and subordinates, if

people report to you.
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Part1 > The Manager’s Toolbox

MEBA Lingo
Responsibility refers
to the work that a
member of an
organization is
supposed to do and
the standards for
that work to be considered
properly accomplished.
Authority is the power to do
something. The company gives
the president of the company
the power to run the organiza-
tion and he or she shares out
that power to other managers
lower in the organization.
Accountability refers to the fact
that people with certain
responsibilities are held to
account for performing them.
Their superior will make certain
that these responsibilities are
properly handled.

MBA Mastery
Effective
delegation
comes natu-
rally to very
few managers. It is a skill most
of us must learn. As with most
of the skills in this chapter,
you can learn a lot by watch-
ing good role models. Delegat-
ing is easily observed. When
you find people who are good
at it, watch closely. Imitate
them. Ask them for pointers.

e e e
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Sue's head and tells Leo, who reports to Sue—what
do to, Bob undermines Sue’s authority.

» If Mary holds Jim accountable for expenses on a
project when she did not give him authority over
that spending, she's treating Jim unfairly.

» When someone is given two managers to report to,
when someone is not given clear job responsibilities,
or when a manager leaves the company and no one
tells his people who they now report to, the outfit
can't run properly.

Sadly, anvone who has been in business for several vears
has seen most of these things occur. Truly good delega-
tion—orderly, sensible, consistent delegation—requires
effort.

Everyone should have clear job responsibilities, be held
accountable for them, and have enough authority to carry
them out. Evervone should report to one, and only one,
superior. Everyone should understand and respect the
chain of command. When someone in the chain leaves,
people should be informed about what happens next.

Here are proven guidelines for effective delegation:

» Carefully consider the task and its deadline and
importance. Weigh the employee’s strengths and
weaknesses, Try to give vour people a mix of assign-
ments so they can capitalize on their strengths and
overcome their weaknesses.

»* When you give someone an assignment, be very clear
about the results vou expect and when yvou expect
them. Clarify the assignment in a memo. If you give
the assignment verbally, be sure to double-check that
the employee understands your expectations.

» To the extent possible, let the person who is doing
the work decide how to do it

» Understand that even though someone may not do a
jobr exactly as vou would, it can still be done to a high
standard. It the work is not up to yvour standards, have
the employee do it correctly rather than correct it for
him. That way he'll learn your standards.
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Chapter2 > The Seven Skills of Management

» Dwlegate all of the responsibilities that you can and delegate them to the lowest
level of employee who can accomplish them. Don't withhold responsibility or
authority from your people.

» Understand that you are delegating the work and the authority needed to get it
done, but you cannot actually delegate vour accountability. If something goes

wrong, vou as the manager of that area are ultimately accountable. Blaming vour
subordinates is extremely bad form.

Support Your People

A manager's work doesn't end with effective delegation. In fact, the toughest work lies
ahead. A big part of getting things done through others is supporting those others.

Why is support necessary? What kind works best?

Emplovees need support because barriers usually stand between them and the desired
result, These barriers exist inside the company in the form of bureaucracy and limited
resources, and outside the company in the form of competition and customer resistance.

Employees also need support because they're human. They need correction, pointers,
encouragement, and humor, particularly when the going gets tough; for example, on a
big push to meet a tight deadline or during a series of lavofts.

The best way to support vour emplovees is to remove barriers to their success and to act
as a good coach. Here are some ways to do that:

» Be an effective advocate for vour employees with
yvour superiors and the rest of the company.
Lobby for their interests. Be loyal to them. Try as
hard as vou can to get them the resources—the
equipment, stafting, money, and time—they need
to do their jobs well.

MBA Alert
lgnoring
employee
complaints can
create financial
and legal exposure for your
» Take yvour emplovees’ concerns and complaints firm. A manager [ know
seriously. The “stop whining” approach will get ignored cumpla;nts from a
yvou only so far, and it can backfire horribly when worker, who claimed she had

i wrist problems from doing a
employees have legitimate concerns. Kebi
eavy amount of word

» 1f your employees need correction, do it in processing. The outfit wound
private. When they deserve praise, give it in up paying for the woman's
public. wrist surgery and time off,

plus compensatory damages

» Keep vour employees aware of how their efforts to keep her from pursing the
support the company's goals and benefit the matter in court.

entire outfit. ___-______________,__________J
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Part1 > The Manager’s Toolbox

» Help your employees develop and advance. Most people want increased responsi-
bilities and advancement and a chance to gain new skills. I've found this to be true
even of employees who pretend otherwise. Give everyone ample opportunity to
prove themselves—and allow for failures now and then.

» Don't play favorites. This should go without saying, but vou are human and vou are

going to like some employees more than others. If you don't treat people with equal
fairness, you will create serious morale problems.

I've seen many managers try what [ call “wave-of-the-hand” management. They act as it
they can merely assign a job with a wave of the hand and it will magically get done.
Often these managers seem shocked or upset when it doesn’t work out that way.

Think of management as a contact sport, which brings us to the next task.

Commaunication: Important Beyond Words

Communication skills consistently top of the list of desired gualities in a manager. This
includes written and oral communication. Business demands that you communicate
clearly, accurately, honestly, and persuasively. Several techniques encourage effective
communication in business. (Here, I'm going to focus on oral communication. See my
previous book, The Complete Idiot's Almanac of Business Letters and Memos, tor more
information on written communication.)

Listening skills are the starting point in good communication. 5o few people are used to
someone who actually listens to them, with full attention and without interrupting, that
the technique can be downright disarming. It's tempting, even natural, to use the time
when someone is talking to think about vour response or whether you agree.

Instead, try to listen with the goal of understanding the other person. Over time, that
understanding torms a bond between two people. Not listening undermines that bond.

MBA Lingo
A person's frame of
reference is the set
of facts, ideas, and
concerns that
make up that
person’s view-
point. For example, the word
“charge” means different
things to a foot soldier, a

retail clerk, and a defense
attorney, due to their differ-
ent frames of reference.

L —
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People know whether or not someone is really listening to
them. {You do, don't you?)

Whether you are talking or listening, be aware that the
message sent may not be the one received. That's because
each of us has his or her own frame of reference through
which we filter what we say and hear.

In American culture, business people generally get the best
results by speaking directly, rather than indirectly, and in
concrete, rather than abstract, language. That way vour
message has the best chance of fitting vour listener's frame
of reference. In some other cultures, however, people tend to
be less direct and less informal than in the United States.
Being too direct or informal on the job can alienate people.
With business becoming more international with each
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passing year, every manager must be acutely aware of cultural ditfferences and to allow tor
them when communicating.

However, it pays to be precise when managing others so that they know what you expect.
Here are some examples of both vague and precise language for some common business
situations. The statements are from a manager to a subordinate, and in general the more
precise ones will get better results.

Too Vague More Precise

“I'd like you to complete “I'd like you to complete this

this project quickly.” project by noon this Friday.”

“Please get in touch with “Please call Jim in Marketing

somebody about that.” about those missing pages.”

“l can't talk now. Please “I'm sorry I'm too busy to talk now. Please
catch me later.” call back after four, or tomorrow morning.”
“¥You've been arriving late “I've noticed that you arrived late to our

to meetings a lot recently.” last three staff meetings. Is anything wrong?”
“I believe your performance “Your analysis of our markets left out

is dropping off.” some key points, and you seemed poorly

prepared for last Tuesday's meeting.”

“You've been doing good “Thanks for vour good work on the Acme
work lately.” project and for staving late last Monday."”

Much of the on-the-job communication between
managers and subordinates aims to guide and assist the
subordinate in getting her tasks accomplished on time
and up to standards. Vague, imprecise language leaves
room for misunderstanding regarding what is expected
and when it is expected. However, being a manager
and speaking precisely does not mean that you should
issue orders or “boss people around.” The best commu-

Cultivate an
objective

attitude toward
people on the job.
Think of them as you would
fellow players on a team. The

nicators view their subordinates and, for that matter key is to work well together on
their superiors, as colleagues focused on the same your common goals. 1f you
thing: getting the job done well. become friends, great. But it's

maore important to respect one

Finally, be sure to share information with your employ- aretha and ek well fa

ees to the greatest E;'-:tunt p:‘:rssible. Mostwerrfptn}-'ees gether. Of course, truly thorny
resent it when they're not “in the loop.” While yvou performance problems do arise.
cannot usually tell every emplovee everything vou I discuss ways to address them
know, and cannot compromise others' privacy, you in Chapter 4.

should keep vour people informed about anything that
directly affects them.
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Part1 > The Manager’s Toolbox

Don't practice “mushroom management,” which says, “keep them in the dark and feed
them fertilizer."

Controlling to Plan

There's a wonderful saying in business: “Plan your work and work your plan.” In other
words, have a plan and use it. This is more formally known as controlling to plan, which
mMeans managing yvour resources—your people, time, equipment, and moneyv—as planned
in order to reach the goal. A good plan will help vou every step of the way toward a goal.

A plan is not a document to write and then throw into your drawer and forget. It's a road
map, to be consulted as vou move forward. Sometimes you'll need to change what vou're
doing or speed things up in order to keep to the plan. Other times you may find that the
plan, rather than vour activities, needs to be adjusted. That's fine. But to adjust your plan,
you have to have a plan—and refer to it regularly.

Ower time, success in business, as in any endeavor, comes from diligent, daily execution
of the basics. In management “the basics” are the six managerial tasks of planning, goal-
setting, decision-making, delegating, supporting, communicating, and controlling to
plan. Master these and vou will be a master of business administration.

The Least You Need to Know

» Management begins with planning and goal-setting and ends with controlling to
plan. You must have a goal and a plan for reaching it, and use the plan to move
toward the goal.

» Try to use a process for decision-making, rather than operating by the seat of your
pants. Start by defining the problem, then gather related facts, analyze them prop-
erly, develop alternative courses of action, and choose the best one. Then tollow up
to see if it was the best choice.

» Good delegation is the only way to get things done through others. Pick the right
person for a task, then let them do the job. Delegate all that vou can and delegate it
to the lowest level at which it will be properly done.

» Support yvour employees in the organization and remove barriers to their success.
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In This Chapter
The major divisions of a business
How finance and accounting control and track money

How marketing and sales sell products and services

The growing role of management information systems

How support functions serve the rest of the business
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Understanding the org chart and company hierarchy

What is the purpose of a business? Stated in the most basic possible way, a business sells a
product (anything from widgets to pizza pies to automobiles} or delivers a service (send-
ing packages, giving massages, or catering parties) and—if things are working properly—
makes a profit. All businesses use some combination of labor, equipment, and materials
to produce products or services.

A business of any substantial size has to be divided into departments, each with its own
job to do. For example, one department may oversee the company finances, another may
handle marketing, and still another may head sales. The job of the manager is to run his
or her department 50 that it makes its contribution to the entire company. This chapter
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Part1 > The Manager’s Toolbox

MBA Lingo
The finance
department is
responsible for
controlling the
funds that come
into and go out of
a company. The tools for
control include financial and
investment plans, sales and
expense budgets, records
supplied by the accounting
department, and procedures
regarding who can sign and
cash checks for the company.
Finance includes the treasury
department, which works
with the company's banks to
control the actual cash.

MBA Lingo
A budget is a set of
estimates for sales
O eXpenses, o1
both, for a specific
period of time.
These estimates
represent limits or targets, and
are thus key financial con-
trols. In most businesses,
every department has its own
budget. Within those depart-
ments, individual projects
may have budgets. One of a
manager's main responsibili-
ties is making budgel, that is,
hitting her sales targets or
keeping expenditures for her
department or project within
budget.

-—-‘----‘——__..-'"-'---'\——._.—n
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will introduce you to the ditferent parts of a business and
the role managers play in running them. In this chapter
you'll also examine some basic principles that apply to every
business.

Mote that in this chapter I will be dealing with businesses
large enough to warrant having ditferent functions and
departments. This includes many small businesses, some
with as tew as 10 or 20 employees right up to those with 50
to 100 (still considered small businesses by most banks and
larger companies) and on up to giant enterprises.

The Parts of a Business

Mumerous activities must take place for a company to
successtully create, sell, and profit from its products or
services, and each activity is handled by a specific depart-
ment. Each department has to be well managed for the
company to succeed. In most large companies, the major
departments are:

» Finance
Accounting
Operations
Marketing
Sales

Management intformation systems

Y Yy vy

Support functions

Let’ s take a closer look at each of these departments and
what they do.

Finance Controls the Money

A business generates a flow of money. Money tlows into, out
of, and through each department in the company. The
finance department {or, more simply, finance) makes sure
that the company has the money it needs in order to
operate. This includes the money to buy or lease property
(such as office space) and equipment, purchase raw materi-
als, and pay employees. Finance also ensures that the
company continually has good investment opportunities
and the money to pursue them.
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Chapter 3 > Anatomy of a Business

Finance helps the other departments in the company do their budgels and consolidates
them into one company budget. Finance works with senior management to set the
company's sales and profit goals for the following vear and designs controls to keep the

firm’s finances in order.

In a large company, finance includes the treasury
function, which manages the company’s cash and
deals with banks. Many of the people in finance and
the Treasury are financial analysts, protessionals who
deal in budgets and investments and generate financial
reports for the managers of other departments.

fAccounting Counts the Money

The accounting department works closely with finance,
mainly by tracking the flow of money the company
generates. For example, within accounting you'll find
an accounts receivable department that tracks the money
that the company is owed and paid. Accomnts payable
tracks expenditures and authorizes checks to be cut so
the company can pay its bills to suppliers. The payrall
department ensures that employees get paid.

Accounting also usually includes the credit department,
which decides how much credit (also called frade credif)
the company will extend to a customer. If you've ever
groaned over a Visa bill, you are already familiar with
the concept of credit. Customers (which may include
other companies) with good payment records can buy
thousands or even hundreds of thousands of dollars
worth of goods on credit, meaning they are given an
extended amount of time in which to pay the bill. This
is done in most businesses that sell expensive goods
(say, pricey automobiles) or services (extensive consult-
ing work) because it makes it easy for customers to buy,
and thus easier for the company to make sales.

Customers or companies that do not have good
payment records must buy COD), meaning cash on
delivery.

Finally, accounting includes the tax department, which
calculates the company's taxes and manages the timing
of its federal, state, local, and foreign tax payments.
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The accounling
department keeps
the company's
financial records, by
tracking sales, ex-
penses and receipts, and
disbursements of cash.
Accounting also calculates the
taxes that the company owes.
The accounts recelvable
department tracks money that
is owed to the company for
sales made on credit. The
aocounts payable department
makes sure that the company
pays its bills to suppliers. The
payroll department tracks
employee’s wages and salaries.

A company may
extend credif (or
frade credit) to a
customer with a
good payment record,
which allows the
customer a certain extended
period of time—usually 30
days—to pay the bill. Custom-
ers who are denied credit
usually must pay COD (cash
on delivery). Credit decisions
are made by the company's
credit department.
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Part1 > The Manager’s Toolbox

In a very large
company, the tax
department
calculates the

company's federal,
state and local
taxes, as well as taxes on any
foreign operations and works
to find ways of minimizing
the company's taxes. The
complexities of tax law,
especially the complexity
added by foreign operations,
demand that the company
have specialists devoted to
this work. For smaller
company's this department
isn't necessary.

MBA Lingo
A manufacturing
compaity produces a
product from raw
materials or parts
and components
made by another
manufacturer, or both, and
sells it. A service organization
delivers a service such as meals
(restaurants), insurance and
banking services (financial
services), haircuts or massages
{personal services), transporta-
tion (bus lines and trucking
companies), or hotel accom-
modations (hospitality
services), among many others.
In any company, the term
operalions refers to the area
that actually creates and
delivers the product or service.

M
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The accounting department is staffed mainly by accoun-
tants, logically enough. Accountants are trained in account-
ing practices and accounting and tax law. Since the practices
and regulations are complex and change often, and because
substantial amounts of money are at stake, these protession-
als spend a lot of time keeping up to date on practices and
regulations. In most accounting departments, accountants
are dedicated to a certain area, such as accounts receivable,
accounts payable, tax and so on, and can move among these
jobs to enrich their careers. Finally, a company's accoun-
tants work with any outside accounting firms that the
company uses. (I talk about the accounting function in
more detail in Part 3, "All About Money.")

Operations Makes What the
Company Sells

In a manufacturing company {one that produces goods,
such as widgets, rather than one that sells services, such as
massages), operations includes the factory where the com-
pany makes its products. It also includes departments such
as shipping and receiving, where the company ships products
to its customers and receives materials from its suppliers.
The purchasing department buys the company’s materials
and supplies. Operations is often called the production
function.

In a service organization {one that sells services, such as a
bank or a brokerage firm), operations includes the employ-
ees who serve the customers and the places where they
work. For example, in a bank, operations would include the
branch locations.

Operations also includes back-office functions in a service
organization; that is, activities that the customers don't see
but that relate to customer transactions. Let's take the bank
example again. You may have no idea what happens when
you write someone a check. In fact, once the bank gets it,
that check travels through a series of steps before it is
eventually deposited into someone else’s account and
deducted from yours. Those check-processing functions
would be an example of a back office function.
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The managers and employees in operations are directly
responsible tor employee productivity {(how many
widgets an employee can make in an hour}), cost
control (how much it costs to assemble a widget), and
quality (assuring the correct form and function of the
finished widget).

In most companies, people who work in operations are
those who do what most of us think of as the actual
work of the company. In a manufacturing outfit, they
are the production workers and their managers. Ina
service firm they usually work directly with customers
to deliver the service. Most people in operations are
hourly employees as opposed to salaried managers.

I'll discuss operations in more detail in Part 2, "How It
All Operates.”

Marketing Sells to Groups

It's useful to think of marketing as selling to groups of
pecple or businesses (as opposed to selling, which is
done one-on-one). The marketing department works to
get the story of the company’'s products and services
out to customers and potential customers, known as
prospects. Marketing does this through advertising,
promaotions, direct mail, special events, and other ways
of creating awareness (I'll cover these terms in more
detail in Part 3). Marketing's key job is to help the
salespeople sell.

The marketing tunction often includes market research,
which studies customers and prospects to learn about
their needs, motivations, and buying behavior (for
example, the age and educational level of the average
widget buyer). Marketing can also include product
development, which devises new ways of serving
customer needs (for example, a faster, more powerful
widget), and public relations (or corporate commumnica-
tonrs), which prepares written material on the com-
pany and its products.
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MBA Lingo

Back-office

functions in a

service organization
are those operations
that a customer
doesn't see but that are
integral to creating and
delivering the service.

MBA Lingo

The muarketing

department

prepares strategies,

plans, programs and

messages that get the

word of a company's products
and services—and the benefits
they deliver—out to customers
and potential customers.
Prospects are potential cus-
tomer of a company.

MEBEA Lingo
Market research
conducts surveys
among a company’s
customers and
prospects to learn about
their attitudes and buying
behavior. Product developiment
conceives, plans, designs and
develops new products and
services for the company to
sell. In firms that sell complex
products, such as chemicals or
medical instruments, R&ED has
scientists and engineer who
work on new products.
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Case in Point

As with Finance, a number of companies are famous for their market-
ing departments. Procter & Gamble, the maker of major brands such
as Tide™ detergent, Crisco™ shortening, Comet™ cleanser, and Zest™
soap, is legendary for its marketing capabilities. In fact, P&G is the
single largest advertiser in the United States, with expenditures of
some $2.5 billion a year.

People in marketing either are specialists in a certain area within marketing or are market-
ing generalists. Specialists tend to work in market research, product development, public
relations, direct mail, telemarketing, or writing product literature or other company
literature. Specialists typically work tor large companies with large marketing depart-
ments. Generalists tend to do a bit of everything (but generally not with the sophistica-
tion of a specialist in the area) and can work for either large or small companies.

In today's competitive environment, marketing can make or break a company. A firm can
have a wonderful product, but unless it spreads the word, gets shelf space, prices its
products properly, and induces customers to buy, the company won't generate sales and
profits.

MBA Lingo
The sales depart-
ment includes the
men and women
who sell the
company'’s
products or
services. Salespeople may sell
to individuals, to businesses,
and/or to accounts. An
account is a customer, usually
a business, that repeatedly
buys from the company. In
most companies, a national
gecownt is @ major account
with a nationwide business.
For example, Sears is a
national account for the

power-tool maker Black &
Decker.
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Sales Brings in the Money

The sales department includes the men and women who sell
the company's products or services. Salespeople may work
on the telephone, in person, or both. They may sell to
distributors or retailers who re-sell the product. They may
sell directly to customers. They may sell to individuals or to
businesses, to one-time buyers or to national accounts (a
major account with a nationwide business). However,
wherever, and whatever they sell, salespeople sell.

In most companies, the sales force is the most critical part of
the business. 5alespeople persuade customers to actually pull
out their wallets and checkbooks and pay for a product or
service, which is not an easy thing to do.

In many companies, the sales tunction includes customer
service, which works with customers after the sale is made.
Customer service ensures that customers are truly satistied
with what they've bought, and helps with any problems
that arise after the sale.
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Chapter 3 > Anatomy of a Business

Many companies think of themselves as sales-driven.
These outfits have a sales force that aggressively
presents products to customers, does all it can to please
customers, and thinks creatively and competitively
about ways to make every potential sale. For all its
technology, 1BM has always been famous for its sales
force, which views selling for IBM as a mission.

Sales departments are statfed mostly by salespeople,
people who work to find new prospects and to turn
prospects into customers buy selling them a product or
service of the company. Customer service personnel
usually work on the phone with customers and may be
headed for sales jobs or use the experience to move
into marketing.

I'11 discuss sales in more detail in Part 4, “To Market, to
Market, to Sell and Sell Big.”

MBA Lingo
After a sale is
made customer
service works with
the company's
customers to maintain
a link between the
company and the customer
and to answer customer
questions, resolve complaints
and, for some products,
provide instructions for
proper use of the product.

Management Information Keeps Everyone Informed

The management information systems tunction, or MIS, runs the company's computer
systems. Computers have become so essential to running a business that the importance
of this department has increased more than that of any other in the past 20 years. No
longer does senior management view MIS, which used to be called data processing, as a
backwater remote from the company's “real business.” MIS is now integral to most

businesses, especially large service businesses.

MI5 deals with the purchase, programming, main-
tenance, and security of the company's computers.
Recently, companies have focused on using informa-
tion for competitive advantage, as opposed to just
tracking things. { Competitive advantage was covered
in detail in Chapter 1, "The Meaning of Manage-
ment.”) As the value of information has increased, so
has the value, and status, of MIS,

For example, for years the airlines issued tickets to their
customers and tracked where the flights originated and
ended. They also knew the mileage between those two
points. However, in 1979 American Airlines introduced
Frequent Flyer Miles. This program, the first of its kind,
used the power of computerized record-keeping—data
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The management
Information systems,
or MIS, function
defines the
company’s require-
ments for computers, soft-
ware and related items,
purchases, installs, programs,
and maintains them, and uses
the system to provide reports
to managers throughout the
company.
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processing—to turn some very dull intormation into a very exciting marketing tool. This
tool gave American Airlines an advantage over competitors for several vears {that is, until

they all copied it).

Management information systems is mainly staffed by computer systems analysts and
designers and software programmers. Svstems analysts work to define and meet the
company's hardware needs while programmers work on the software needs. Programmers
usually specialize in one or a few programming languages.

MBA Lingo
Support functions
basically support
all of the other
departments that
are making
something, selling

something, or dealing with
money. One support function
is the legal department (also
known as house connsel),
which consists of attorneys
employed by the company to
handle its legal affairs.

MBA Lingo

The human

ment (also known
as HR) works with
the managers of
other departments
to attract, hire, retain, and
train employees and to ensure
that the company is in
compliance with government
employment regulations.

resources depart- f

Human resources also sees the
employvee benefit programs
are in place.
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Support Functions Do the Rest

Any other area of a company not already discussed can be
called a support function. The key support functions in a large
company include:

> Human resources
» legal department
¥* [nvestor relations

» Facilities management

The legal department, statfed mostly by attorneys, ensures
that the company remains in compliance with laws and
government regulations. Legal, as it is usually called, also
deals with lawsuits, whether they are brought by the
company or against the company. The legal department is
also known as house conmsel (as opposed to outside connsel,
which refers to an independent law firm). Most large
companies will use independent counsel for more complex
legal situations.

Human resources (usually referred to as HR) works with
managers in other departments to attract, hire, retain, and
train emplovees. Because this department works closely
with managers throughout the company, you'll examine
human resources in detail in Chapter 4, “Managing People
Effectively.”

Investor relations will in many companies be part of Market-
ing or corporate communications or report directly to senior
management. Investor relations communicates with the
company's shareholders, the owners of the company, and
organizes the annual meeting of shareholders.
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Factlities management (or the Facilities department) may
be part of operations, particularly in a service com-
pany. Facilities deals with real estate matters and the
maintenance and upkeep of the company’s buildings.
For example, facilities maintains the heating, air
conditioning, and other systems in buildings. Related
functions which may be part of facilities include
telecommunications, which runs the telephone
system, and security, which prevents crime on the
company's premises.

Patting It All Together:
The Org Chart

The tollowing chart, an organization chart or org chart,
shows how the departments I've just discussed would
be organized in many companies.

As you can see, every department ultimately reports to
the chief executive officer (CEO), usually the chairman
of the board or the president. In many companies the
titles of CEO and chairman of the beard are both held
by one person, who has ultimate responsibility tor the
company, whereas the president and chietf operating
officer (COO) oversee day-to-day actual operations.

Unless the chief executive officer owns the company,
he or she reports to the owners, who are usually
represented by the board of directors. The board
oversees the operations and financial performance of
the company and guards the interests of the share-
holders.

MNote that each division is run by managers, who in
turn report to vice presidents, who in turn report to
the president and chief operating officer (COO). This
organization chart is representative because reporting
lines in companies follow fairly standard patterns.
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MBA Lingo

An organization
chart (commonly
called an "org
chart”) is a diagram

that shows the major
departments of a

company or other organiza-
tion and the relationship
between the departments.

MBA Lingo
Reporting lines

refer to the rela-
tionships among
employvees and
their managers, and
among managers and more
senior managers. A direct line
links a manager with his or
her immediate, primary boss.
In some outfits a dotted line in
the org chart indicates a
secondary, less formal
reporting arrangement in
addition to the primary one.
For exampie, Accounting
could report directly to the
chief executive officer (CEO)
but have a dotted line to the
chief financial officer (CFO).
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Chapter 3 > Anatomy of a Business

What About Small Companies?

You will tind the departments I've described above in some form in most large compa-
nies. While small companies may not have specitic departments devoted to each activity,

those activities are still performed in small companies.
Every company, large and small, has to prepare
budgets, keep financial records, pay taxes, and finance
growth. Every company must have a product or service
and market and sell it. Every company—except a one-
or two-person shop—has to attract and hire good

MBA Lingo
For our purposes,
a large company is
one with 5100

million or more in
annual sales. Outfits
with less than $100
million but more than $5-10
million are middle market
companies; those under $5-10
million are small husinesses.
This classification system is
also used by many banks.

emplovees, whether or not it has a human resources
department.

Small or new companies may do without certain (or
most) of the departments discussed earlier, but as a
company grows, once the need for a function becomes
strong enough, it should be formalized. In practice, a
company may eventually become large enough to
warrant putting a person in charge of a specific activity
(sav, marketing or sales) and, later, starting an actual
department to handle that activity..

The Least You Need to Know

» FEach part of a business has a specific function to perform. It is the manager's job to
make sure that it performs that function well.

Finance and accounting control and count the money.
Operations makes and delivers the products or services.

Marketing and sales do the selling that brings in the money.

YyYy¥yYy¥yy

The MIS function, management information systems, has become extremely impor-
tant in most organizations. This reflects the fact that computer-generated informa-
tion is now a key resource in most industries.

» The organizational chart, or org chart, reflects the company structure,
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