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Sean Donnelly & Co. Ltd. 

Delivering Business Improvements 

Improving business performance and avoiding failure. 
A guide for small businesses – Summer 2008. 

 

Introduction: 
 
As the economic environment deteriorates the importance of accounting systems and 
business plans to optimise a company’s performance is ever more critical.  In the light of a 
rapid decline in the construction, manufacturing & retail sectors – in turn due to a decline in 
consumer spending, the credit crunch, high energy prices and unfavourable exchange rate 
movements - the business challenges have not been greater in decades.   
Businesses need to know exactly how each section of their business is performing and 
how each section contributes to the overall business objective.  This “clarity of 
performance” enables the management to make the best decisions.  Business plans and 
strategy usually need to be re-evaluated to determine how best to deal with this changed 
environment.    
In a nutshell, “carrying on and hoping for the best” is unlikely to be the wisest course of 
action. 
 

Causes of failure: 
 
As a starting point it is worthwhile examining the most common causes of business under-
performance and failure: 
 
  
Internal Causes of Failure – Factors within the control of the business: 
Poor management: e.g. ignoring issues or people that need dealing with, lack of critical 
information e.g. margin analysis.   
Inadequate accounting systems e.g. information about margin analysis and accounts receivable. 
Poor cash flow management. 
Inappropriate sources of finance - borrowing short to invest long. 
Over-dependency on a few customers or suppliers. 
Poor debt collection & debtors monitoring. 
Overtrading.  
Poor marketing and research. 
Fraud/collusion. 

 

External Causes of Failure – Factors outside the control of the business: 
Bankruptcy of main customer or supplier. 
Economy: change in fashion, buying habits etc. 
Catastrophic unpredictable events e.g. 9/11. 
Regulatory changes. 
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Sean Donnelly & Co. Ltd. 

Delivering Business Improvements 

Steps to improve performance and avoid failure: 
This paper recommends that a “Business Performance Plan” be adopted early, that includes the 

following elements, and that anticipates events before they occur. 

 

a. Cash Management & Planning: Once the Business Plan is fully agreed it is essential to 
ensure all spending in line with the plan and avoid anything not deemed essential to survival 
and rebuilding the business.  Management of cash must be a top priority. 

b. Accounts:  Up to date accounts are essential to know how your business is doing.  
Company Director’s carry a legal responsibility to ensure their company has adequate 
systems for calculating its profit or loss and not to trade beyond its financial resources. In 
particular, businesses with a mix of different products & activities need to ensure their 
systems can identify where the profits or losses are really being generated. Their accounts 
must be fully understandable to the owners. 

c. Avoid delay: Businesses rarely fail suddenly: Failure is frequently a gradual process 
usually involving a downward spiral. Owners should have a proactive approach taking the 
necessary actions as soon as problems become apparent. Corrective action and policy 
changes should be decided upon and implemented as soon as possible. For example, 
changes in customer payment patterns, or diminishing margins should not be ignored.  

d. External advice: should be sought from a strategic and financial perspective to analyse 
the problems and identify potential solutions at the earliest opportunity.  A plan should be 
drawn up with budgets and operational targets to get the business working towards agreed 
goals within expected timeframes to put the business on a sound financial basis. Key 
performance indicators (KPI’s) should be determined on all the vital issues needed for 
business survival and growth towards sustainable profitability.   Short-term targets for 
survival are the first milestone with further targets to be set when the business has reached 
these.  The cost of not having these in place dramatically outweighs the advisory cost. 

e. Planning, Budgeting and Forecasting: Controls should be in place to give early 
warnings on trading performance  – How is the business doing in relation to the KPI’s?  Is it 
improving to the extent needed, static or deteriorating?  Revisions to the plan and further 
corrective action may be then required.   What gets measured is what gets done. 

 
A well-defined Business Plan with a strategy for survival and growth against which actual 
results are continuously monitored can ensure your business is successful.    
 
In the next paper I will discuss the issue of inadequate accounting information and give 
some typical examples of the information required to meet today’s challenges and I will 
provide a format for ‘clearly focussed reporting to drive performance’. 
 
Sean Donnelly FCMA is a Management Consultant specialising in working with 
businesses to improve performance, profitability and building successful, 
sustainable businesses.   
Contact details: 086-6488002,  056-7761461,     info@seandonnelly.ie. 
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