
Invest early to build your
business infrastructure
Professional managers can help you
set up internal operating procedures
that fit your company’s objectives
and lead to orderly growth.

  ow let’s discuss the 80% perspira-
tion part of the business. Work is fun 
when things around you are happening 
quickly. You want to work hard be-
cause everyone is responsive, But that 
fast-moving environment can develop 
only if you have an efficient operation 
that systematically supports ongoing 
activities. A gung-ho engineer who of-
ten has to wait around for prototype 
parts to arrive will soon accept long 
product-development cycles as a way 
of life. A chaotic operation will turn 
your vision of an ideal organization 
into so much wishful thinking.

In this segment of the Business Engi-
neering series, I discuss the internal 
workings of a low-risk startup compa-
ny as they relate to accounting, 
finance, information systems, adminis-
tration, and other operational issues. 
You want to invest early in an in-
frastructure in anticipation of your fu-
ture needs to avoid chaos.

To run a business you have to at-
tend to a lot of details. You can’t do 
it all yourself for very long. You want 
to evolve from a doer to a manager 
and eventually to a leader, so the best 
strategy is to hire professionals to do 
the job and to work closely with 
them. By being actively involved from 
the start, you’ll define the culture, de-
velop an intuition for the business, and 
delegate more effectively as the com-
pany grows (see “Learning from the 
pros”).

Administration and finance
When you start a company using the 
low-risk model (see also Laser Focus 
World, June 1995, p. 61), you’re not 
likely to attract a seasoned financial 
person. Ideally, you’ll have an involved 

advisor, such as the vice president of 
finance for another company. This per-
son can help you plan ahead and de-
velop a financing strategy. You’ll need 
an accounting professional to help you 
set up the books and to provide ad-
vice on an ongoing basis. Many free-
lance accountants specialize in doing 
just that. They can give you a turnkey 
system and charge you on an hourly 
basis. You’ll also need an accounting 
firm to provide the audit/review func-
tion that simplifies your dealing with 
the IRS. Plan on using one of the “Big 
Six” accounting firms to convey to 
people that you’re serious and that 
your company is here to stay.

A trusted administrator is a godsend 
to take care of record keeping and to 
make timely filings. Over time this per-
son will learn your philosophy. He or 
she will become one of the guardians 
of the culture and help bring company 
history into decision making. So you 
should consider compatibility of per-
sonality as well as the person’s apti-
tude, attitude, and aspirations when 
you hire for that position.

As you add more engineers and in-
crease your R&D spending to develop 
your product, you’ll need a full-time 
controller or accounting manager to 
help you understand the business as 
well as to pay bills. For example, after 
your controller sets up a chart of ac-
counts, you will be able to see at a 
glance how much money is spent by 
each department. Accounting begins 
to take on a “control” role. Any 

change in spending pattern can prompt 
you to take action. The financial state-
ments are easy to understand at this 
stage, so you’ll want to begin practicing 
now.

Another important control function is 
knowing where the company’s money is 
going, which, unfortunately, includes 
making sure it doesn’t get into the 
wrong hands. While participating in an 
executive management program at Har-
vard Business School with 120 company 
presidents from around the world, I was 
shocked to learn that about 75% of 
them had experienced theft in their 
business. It’s hard to protect yourself 
from a professional embezzler, but sim-

ple sign-off procedures will discourage 
improprieties. If you review all invoices 
and checks yourself, you’ll learn a lot 
about what’s going on and gain another 
management “control” tool.

Information systems
Take advantage of computers early by 
making them a way of life in your busi-
ness. An information system can help 
you control the business and make it 
run more efficiently, giving you a com-
petitive advantage. Even before you’re 
ready to ship products, you’ll want to 
go beyond word processing and data-
bases and begin to computerize the 
area where the volume of manual pa-
perwork is increasing the fastest; that’s 
usually accounting or manufacturing.

Right from the beginning, you’ll want 
someone to be the champion of the in-
formation system (IS) to help people 
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do their jobs. The IS provides a focus 
for the company-wide process of de-
veloping procedures and protocols. 
Because the IS is a communication 
tool, it can encourage teamwork by 
tying together different functions. The 
IS reinforces the company culture!

You have to start early, because it 
takes time to think through the ramifi-
cations of your decisions and to refine 
the process. If you start too late, 
when the organization is under pressure 
to ship products, people won’t have 
time or patience to work on the in-
frastructure. You’ll likely never get out 
of the fire-fighting, chaotic mode of 
operations.

Ramping up
Once you have begun to ship pro-
ducts, the number of employees will 
increase more rapidly as every depart-
ment adds people. Things can happen 
faster, mistakes can be bigger and 
more costly, and you certainly have 
more people spending money. You’ll 
want to go through the exercise of 
formal planning to encourage strategic 
thinking. The planning process provides 
a vehicle for involving everyone in the 
company and encouraging them to 
compare notes, agree upon a vision 
and strategy, define a course of ac-
tion, set milestones, and establish a 
budget. To avoid losing control of the 
situation, compare your plan to what’s 
happening and provide feedback to 
keep people on track.

The accounting function now 
evolves from tracking to analysis and 
looking ahead. Your financial person 
can be a driver in developing the plan 
and the budget. That person will most 
likely over time become your confid-
ant and sounding board. In fact, the 
finance department often takes on 
the function of managing the informa-
tion system because it has access to 
all the numbers. And because of the 
many accounting rules and regulations, 
the financial people also get involved 
with contracts and take on the admin-
istrative aspects of human resources. 
You’ll want to recruit with these roles 
in mind.

At this stage, you’ll need to take on 
a leadership role to help your profes-
sionals manage. New people need to 
know what makes the company tick, 
and existing people may feel a loss of 
control with more people on board. 
Everyone wants to do a good job, but 

Learning from the pros

A good manager forms a complete 
picture by combining knowledge 
gained from reading financial reports 
and from interacting with people. 
Benchmarking with industry data can 
also help you confirm that you’re 
heading in the right direction. You’ll 
develop deeper insights as you hone 
your number-reading skills and 
broaden your understanding of how 
to use an information system.

Reading between the numbers
You can often correlate changes in 
sales and profit with market pres-
sures and your own business devel-
opment activities. Spending also im-
pacts profits, but a drop in spend-
ing is not always good. For example, 
if a salesperson reports lower travel-
ing expenses, it could mean fewer 
sales later. An increase in inventory 
can mean the company is gearing up 
to introduce new products, but it 
can also mean that manufacturing is 
experiencing problems or that pro-
ducts are not selling well.
   A good manager also looks at 
cash flow, perhaps even more close-
ly than profit. When receivables go 
up without an increase in sales, it 
usually means there’s a glitch in op-
erations. The problem can range 
from shipping and invoicing errors to 
customers refusing to pay because 
products aren’t working properly.
   The numbers can help you for-
mulate financing strategies. For ex-
ample, if your profit margin is high, 
you’ll want to leverage your invest-
ments by borrowing. Your debt-to-
assets ratio can provide a sanity 
check. The liquidity ratios will tell 
you how much more you can borrow 
and still meet your debt obligations 
and pay your bills on time.

Developing an information system
It’s wise to invest early in an infor-
mation system (IS) that can inte-
grate data from all parts, of the 
company. To begin with, understand 
how IS fits into your business strate-
gy and what to expect of the man-
ager of IS (MIS).
   The information system is a tool 
for decision making — it’s about 
gathering, grouping, disseminating,

interpreting, understanding, and us-
ing information. An outsider can 
maintain your hardware, but you are 
responsible for information input 
and output.
   The MIS must be a team player 
with an innate curiosity about what 
people do and a natural tendency 
to reach out and to be helpful. At 
the same time, the organization has 
to embrace the IS and cooperate in 
providing information and knowl-
edge to the MIS. Unless you provide 
leadership and set the example, 
that’s not likely to occur.
   You’ll want to take the explicit 
position that information should be 
open and available. The use (or 
abuse) of information as a tool to 
control people runs contrary to a 
culture of teamwork and independ-
ent decision making. Naturally, you 
don’t want information to get into 
the wrong hands, but look at the al-
ternatives. At best, people can’t 
work efficiently when they don’t 
have full knowledge of what’s going 
on; at worst, some can get incred-
ibly negative. Even if the information 
leaks to competitors, it often satis-
fies their curiosity more than it 
changes their behavior. You have 
more to gain than to lose by being 
open.

Managing the professionals
You’ll want to establish a close 
working relationship with the profes-
sionals in all parts of the company. 
They can serve as a valuable sound-
ing board and can help you articu-
late and communicate your vision. 
But they have to know what you 
want done before they can do it. 
Delegate responsibilities, but don’t 
abandon them. If professionals 
seem to go overboard, try to under-
stand the reasons for what they do 
and challenge them to come up with 
creative solutions to get the same 
results. One technique I have found 
useful is to keep asking, “What’s my 
downside if I do it differently? How 
will that change our behavior?” Your 
willingness to take a position on is-
sues as they, occur can prevent 
wheelspinning and speed up the 
pace of the whole organization.



people feel insecure about making de-
cisions on their own when things are 
changing too rapidly. Many questions 
arise: Am I doing okay? Are we all pull-
ing our weight? Where’s the company 
headed? How’s the company doing?

Employees need the bigger picture 
(vision, goals, philosophy, culture, and 
strategy) to provide them with a ban-
ner, resources (technicians, test instru-
ments, and a budget) to get the job 
done, and the infrastructure (IS, pro-
cedures, and process) to help them 
work efficiently. To give your em-
ployees what they need, your profes-
sionals must be committed to devel-
oping procedures, documenting them, 
and constantly refining them as the en-
vironment changes. You’ll spend most 
of your time clarifying the bigger pic-
ture so the procedures they develop 
will fit into the company’s overall ob-
jectives.

You’ll need a vice president of 

finance to help you with day-to-day 
activities, to plan ahead, to formulate 
strategy, and to deal with financing is-
sues. The way you structure your busi-
ness in the beginning can have major 
tax ramifications later because of cer-
tain technical accounting rules. Your 
accounting department will begin to 
take on finance and legal responsibili-
ties. Ideally, your employees will be 
motivated to grow into the position. 
They can learn from your lawyers, audi-
tors, directors, and other outside ex-
perts. Inside people have an intrinsic 
understanding of your culture and 
know the company’s history well 
enough to make good decisions.

A personal note
Engineers often don’t trust “business 
people,” a category into which they 
lump MBAs and anybody dealing with 
money, and they care even less to 
learn what these people do. That’s silly, 

of course. Allowing preconceived no-
tions to exclude people and ideas is al-
most always bad.

People in finance do things we en-
gineers don’t do well or don’t care to 
do; they make all the numbers come 
together to allow the business to run. 
Many times, we engineers have ideas for 
businesses but never start them — or if 
we do, our businesses never get off the 
ground — because of roadblocks we 
don’t know how to get around. The 
main culprit is the lack of ability to ex-
ecute. The best way to prepare yourself 
for the operational aspects of the busi-
ness you want to start is to participate 
in the planning cycle and the budgeting 
process in your present job.
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