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But dost thou know what will be tomorrow?

—The Grand Inquisitor, in The Grand Inquisitor, by Fyodor Dostoevsky
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Preface: Corporate Inquisitions



The Not-So-Grand Inquisitor

He sat behind a desk holding a pitchfork, as all upper-level managers do when they are bedeviling their employees. Well, at least that's how many people picture the boss. This guy was actually holding one that resembled an implement of the devil—a long black handle with a red trident at the end. An appropriate accompaniment for a kid in a Halloween costume, it was out of place with the corporate blue suit of the middle-aged business director. But, as you will see in a moment, this was a manager who was out of step with his business.

Managing business development efforts for a major electronics company with worldwide supply chains is a daunting job for anyone. He had responsibility for overseeing a major growth initiative for the company—one that would likely determine the future of the division. His infrequent visits to the facility that housed the main business unit were as welcome as the arrival of bird flu.

The project he had come to review was beset with problems. The marketing organization criticized research, believing that the product design would not meet customer expectations. Every redesign that satisfied the demands of marketing added costs to the product that threatened to price it out of the market it was targeted to reach, thus making the salespeople very unhappy. And they all argued with manufacturing because no matter what design was settled on, no one in the plant had any confidence the product could be manufactured reliably. The project was woefully behind schedule and so far over budget that the likelihood of recovering development costs had become a major concern for management.

The desk that he was using, as a physical barrier between himself and the team as much as anything else, rested on a concrete platform, about a foot high, in an old factory warehouse. He actually needed the desk because this particular group of employees was known to hurl chairs when they disagreed with each other. Who knows what they might heave at this guy? Although the original purpose of the elevated floor was to keep gunpowder dry, it now functioned as a stage on which the manager attempted to transform himself into an inquisitor. He had come to visit a business team that was producing a seemingly unending stream of problems rather than products.

This meeting was convened to find solutions to the problems the development team had been having so that production could be scheduled and the sales force could start to take orders. In reality, the director was holding an inquisition. He believed he knew the answers—he just wanted to ask the questions. So, with evil scepter in hand, he conducted an investigation, calling on his victims by pointing his pitchfork at them as if to skewer each respondent on one of the barbs.

He pointed to the engineering supervisor.

Inquisitor: What do you mean you can't get the boards to work? Who designed them? Who built the prototypes?

He paused here to catch his breath. No one was going to speak.

Inquisitor: What's wrong with you people? Can you explain this?

The silence continued. There was no answer to his bullying, except for one of the engineers who entered the room late. A particularly brilliant designer, "Doctor Doom" accepted the verbal challenge.

Inquisitor: The project is now overdue by six months. Not one part can be produced for the original forecasted cost. What is the final projected cost of the production model now?

Dr. Doom: About four times what we planned at the start!

Delivering bad news was Dr. Doom's specialty, hence the nickname. He appeared to enjoy telling managers the truth, as he saw it, and seemed especially pleased if it was very bad news that was not expected by management—and this was indeed, very bad news.

Inquisitor: We're losing time, and now you tell me that we have lost any hope of having a price advantage? Do any of you think this makes sense? Can you explain this?

He pointed to one of the marketing people in the room.

Inquisitor: What's wrong with you people? How could you let this happen?

Although offensive by most standards, this particular inquisitor was a small i inquisitor in this company. He was threatening to lower-level people, but in reality, he had only a limited ability to dismiss staff or end careers. This company had an abundance of inquisitors in training.

The business director worked for a general manager who was the real "Grand Inquisitor" of the company. The GM was so good at inquisitions that careers spontaneously combusted under the intense pressure of his examinations during business review meetings. There was no need for any burning at the stake. He was known to extract resignations on the spot.

If you work in a company or any organization long enough, you might eventually attend or participate in an inquisition or two. I have seen a number of them, and I believe most if not all inquisitions are unnecessary. Although hopefully not commonplace, they do happen, and they represent many of the worst characteristics of inappropriate questioning conducted by managers in their daily work. One of the reasons that unsuitable questioning occurs is that the skills employed when conducting inquiries tend to be those that are passed on by example.

If mentors or senior managers are particularly good at asking questions (and if they are also personally successful), their skills are passed on to those who want to emulate them. As in the case just discussed, however, if managers' skills are tactless and the company is still successful under this kind of leadership, the reverse happens. Poor habits are perpetuated. People are fooled into thinking that bullying, intimidating, or torturing by "elocutioning" employees can bring success just because they see these traits in managers of successful enterprises. Even when a business fails, if people had no other mentors to learn from, they have few positive skills to take forward in their career.

Unfortunately, as discussed in the next few chapters, not all successful managers, including those who possess excellent questioning skills, excel at asking questions all the time.



Managers ask questions for a wide variety of specific reasons. For purposes of our discussion, I have boiled the reasons down to three general categories of inquiry:


	Questions asked because the answer is important

	Questions asked because the question is important

	Questions asked because the process of asking is important



In the first category, the answer is more important than the question, so all questions need to be asked with that fact in mind. A manager might want to learn about an idea, or, as in the previously discussed case, the issue under investigation may be "what went wrong" (even though the management devil in this example had no real interest in the answer). In addition to asking questions effectively, managers need simultaneously to employ listening skills.

In the second category, the question is more important than the answer. A manager might want a particular line of reasoning to be used to evaluate projects, or perhaps other considerations should be addressed and the question is a tool to be applied to the situation. There might be no answer to some questions because they are designed to generate discussion rather than answers. This practice is common in many classrooms where questions are designed to get students to think about the question or sharpen their analytical skills rather than supply a correct answer. The business director in the short example mentioned previously actually didn't care about the questions either.

For him, the process of asking questions—the inquisition—was what mattered most. So, the manner of asking seemed to be his overriding concern. He was intentionally making people feel uncomfortable by grilling them with questions and letting them know that he didn't care about the answers. But, there are less-threatening circumstances where the process of asking is designed by the manager to instruct or to get a group or an individual to approach a problem differently. Mentors, professors, consultants, and advisors often play this role with their questions.

In other cases, the process of asking can be used to allow the group to develop new ideas. So, not all questioning that focuses on process is an inquisition.

For most managers, interest lies in the question as well as the answer. And, it's the process of asking that establishes the importance of each question and answer. This book was designed to address the need for improving questions as well as the manner in which managers ask them—to thus achieve better answers, which are ultimately what is needed for a business to succeed in the long run.



The business management "devil" in the opening story eventually met his due. After months of delays, the development team finally produced a viable product, over a year behind schedule and well over budget—but it was completed. Fighting stopped long enough to get the job done, and everyone on the project team moved on to other assignments or left for jobs elsewhere.

By sheer coincidence, I happened to be present when this particular business director was making a presentation to the Grand Inquisitor—the general manager of the division.

The director's business unit was not doing well. Errors in judgment coupled with poor forecasting had led to two straight years of underperformance. New products were delayed, morale was poor, and there was no end in sight. Under intense questioning from the general manager, he self-destructed.

Grand Inquisitor: Forget the numbers, what's your analysis of the situation? Why do you have such bad news about something you should've fixed long before now?

Director: Exchange rates hurt our European margins, costs are up in our plants in Asia due to environmental concerns, and marketing forecasted a more aggressive return than the sales force was able to deliver.

Grand Inquisitor: That's not good enough. And what else?

Director: Well, if my analysis isn't good enough for you, you can find someone else to run this business.

Grand Inquisitor (rather triumphantly): I will.

And then, in a perverse twist of the pitchfork, which was now buried deep in the manager's ego, he gleefully moved on to attack any self-esteem that remained.

Grand Inquisitor: But I'm still waiting for a good explanation from you for such a bad performance.

Turning red and gasping for air, the exasperated manager stalked out of the meeting and immediately resigned.







The business eventually failed and was sold off by the parent company. It's now doing better under different management. I lost track of the not-so-grand inquisitor, but the Grand Inquisitor general manager went on to be an even more overbearing boor of a manager as the CEO of another company, where he was eventually awarded a golden parachute for leading yet another crop of business managers to extinction. There was little in his record of leading businesses that demonstrated the kind of good performance expected from a true business leader. A mythology followed him around with vague references to how he saved a business with his great insights fresh out of school with his MBA. I never met a witness to this history. He just always seemed to appear on the scene when the business conditions were failing just enough to blame previous management, impress people with excruciatingly tortuous questioning sessions, and then leave the business right before it crashed. To this day, I cannot understand why he was never held to account for years of poor performance, not to mention ruined careers. This lack of accountability is a troubling aspect of business management visible in a number of places in the market.



Improving a manager's ability to ask a question is no guarantee that business performance will be improved, but it should help. It is possible that both the project and the business of the manager cited in the preceding example might have performed better if the manager had been better prepared to ask questions of the people who worked for him. This book offers an opportunity for managers at all levels to improve one of the most basic aspects of their jobs: asking questions!




Introduction: Questioning Is the Skill of Management

1. Is There a Basic Set of Management Questions?

Yes.

All managers can use a basic set of questions, at any level in any organization, in any situation, anywhere in the world, and in any language. These questions are tools that should be issued to each manager when he or she joins the profession. Most professionals have a basic set of implements to use in their craft. Carpenters have hammers, dentists have picks, and physicians have stethoscopes. It is hard to envision any of these people working in their chosen fields without their basic set of tools. Managers, too, have a basic set of tools: questions. And nothing is as simple, or as complex, for a manager, or for any person in any position of authority and responsibility, than asking questions.

Some of us are very good at it. We always seem to ask the right question at the right time. Others of us are less well prepared, and our questions often do not yield the kinds of results we want or that the business needs. Even the best among us are subject to a number of common errors. So, all of us managers share the need to improve our skills. Before we start discussing the details of common questioning errors, a quick review of the basic tools of management is provided.

If you want the basics, the following list should suffice. There is a lot more to asking a question than merely using an interrogative, but these words do cover the full managerial spectrum of interrogation.



Basic Questions

For all managers in any situation at any time

What?
Where?
When?
Why?
Who?
How?
How much?
What if?[1]

These questions are universally applicable. If you are ever in a situation where you need a question, or if you want to make certain all questions have been asked, just run down the list. This list also serves as a handy checklist when you need to make a quick decision. Consider which of the issues implied by these interrogative words have not been addressed in the situation you are facing, and then raise those issues.

This list happens to be my personal shorthand way of making certain I have covered all perspectives in a discussion. You can add a number of other questioning words and phrases. Words such as which, is, could, would, should, do, can, will, and so on are used every day and could be the basis for another list. It all depends on what you expect to accomplish.

Organizations need all their managers to be successful, not just the ones who ultimately end up in the executive suite. The purpose of focusing on improving the quality of questions is to improve the quality of management, all management.

Success does not necessarily follow the ability to ask questions. It rests on the confluence of a lot of variables. However, by spending time considering how to improve a basic management skill—questioning—the outcome should certainly be better than what it would have been otherwise.

Could any of the well-known corporate disasters of our day have been avoided with better questions, asked more often by more people, such as the boards of these companies? We will never know. However, by improving questioning skills among more managers in a business, chances are good that other disasters can be averted in the future.



You can use the monosyllabic queries previously listed, if you choose, or you can work on developing questioning as a skill. Either way, the purpose of this book is to influence managers to think about questioning differently. In addition to the basic list of questions, you can use the accompanying rules to improve the act of asking a question.

Try these ten simple rules. Their use will help improve the clarity of your communication.

Ten Basic Rules for Asking Questions


	Be direct.

	Make eye contact if asking the question in person.

	Use plain language.

	Use simple sentence structure.

	Be brief.

	Maintain focus on the subject at hand.

	Make certain the purpose of the question is clear.

	The question must be appropriate for the situation and the person.

	The manner of asking should reflect the intent.

	Know what to do with the answer.



2. Asking Questions Is the Skill of Effective Management

Managers do not need answers to operate a successful business; they need questions. Answers can come from anyone, anytime, anywhere in the world thanks to the benefits of all the electronic communication tools at our disposal.

This has turned the real job of management into determining what it is the business needs to know, along with the who/what/where/when and how of learning it. To effectively solve problems, seize opportunities, and achieve objectives, questions need to be asked by managers—these are the people responsible for the operation of the enterprise as a whole.

All questions asked in a business setting are asked within the context of organizational expectations. This context is the "expectations of success" context in which all corporate discussions are conducted. I have yet to find a business that is seeking anything other than success, however it is they choose to define it.



This context of expectations defines the box that business people “think in.” Success is specifically defined by the function, such as sales or research, or by the market, but the box frames the questions for each specific inquiry—or, in some cases, the inquisition.





Expectations of Success

QUESTIONS + ANSWERS = SUCCESS

The inquiry process is characterized as a linear model, and for our purposes in this discussion, it is linear. All the divergent thinking, outside-the-box thinking, or any other paths people may follow move along this general line—from questions to answers to results.

The process of asking a question within this context has eight basic elements:


	What do we know?

	What do we not know?

	What are our objectives?

	What do we need to know now to reach our objectives?

	Who are we going to learn this from?

	How are we going to learn it?

	What are the expected results from deploying what is learned?

	What do we do as a result of learning the answer?



This is the basic process along which questioning proceeds. Elegant models can be added to improve any aspect of inquiry a business might need. However, the focus remains the same, it remains simple, and it remains defined as success. If more success is desired, ask more questions. If the business wants to pursue a new business model, build a new box of expectations.





3. How Good Are Your Skills?

The numbers of brain workers, or nonproducers, as they are called, should be as small as possible in proportion to the numbers of workers, i.e., those who actually work….
—Fredrick Winslow Taylor,[2] father of modern management

“Brain workers" was the original concept of scientific management pioneered by Fredrick Winslow Taylor. His theories produced the foundation for management portrayed as "modern" in the twentieth century. Think about how much has changed over time. Brain workers are now the producers in today's world of business.

Historically, managers possessed the knowledge, experience, and skills necessary to perform the tasks relevant to the daily operation of the business. They could function as both bosses and employees. This competency was the primary reason business owners promoted their employees to management. The complex needs of the modern business have changed this model.

Such diverse knowledge is now required in business that an individual manager is rarely expected to be knowledgeable enough to run all aspects of the business successfully without employee specialists. So, what do generalist managers have to know to maintain the progress of their enterprise? They must know how to ask questions.





How Good Are Your Questioning Skills?

While I was traveling around the world on a business assignment that I discuss later in this section, I noticed that many managers asked similar questions and got amazingly different results. The way questions were asked appeared to be as important as the question itself. I looked around for a book to serve as a good training guide for myself on how to ask questions. The resources I found fell into two categories: professional training guides (such as for lawyers, teachers, and market researchers) and self-help books designed to enable the individual to get ahead (such as with interviewing skills, or improving a person's thinking processes). These are all excellent resources. A number of them are referenced later. However, my goal was to find a basic skills book. I was unable to find one that met my criteria.



When I started studying questions, I started with the assumption that I knew nothing about them. So, I built this book as a personal reference because I was unable to find what I needed.

After I embraced my own ignorance about questioning, I started to see questions in a new light. I found that even experienced, successful managers run into problems with their questions on occasion. They fall into traps such as habit questioning, posturing, or putting answers in their questions. Other managers, particularly new ones, commit a number of errors, such as asking prejudicial questions or leveling complex questions about interesting but unimportant or even unrelated details. Fixing these mistakes early in a person's career can lead to better personal performance over time. Fixing them among all managers can often lead to improved business performance.





The bottom line for all of us is that we need good questions because we want better answers. There was a need, at some point, at Enron, for example, for someone to ask the tough questions—inquisitor's questions. Investors needed someone to ask serious questions of the people at Global Crossing and at many other firms where damage occurred. It is not the job of any government agency to clean up these messes by asking business questions; that is the responsibility of management. Management is an inclusive word to mean anyone in a position of authority/responsibility—from line supervisors to board members.

Lives and careers have been ruined, not by questions, but by the lack of questions. As managers, we either do not know how to ask, what to ask, or are unable to ask the question for a variety of reasons. Sometimes we avoid certain questions because we believe that by asking them we risk our job, our status, personal embarrassment, or perhaps we are just being polite.

If managers at all levels were empowered by improved skills to ask questions sooner, better, and with an eye on what is best for the business or for their organization, disasters could be reduced and in some cases perhaps avoided altogether.

Management needs questions before it gets answers.

4. You Ask Too Many Questions

A downside to questioning should be explained: It is possible to ask too many questions, to ask them at the wrong time, or to completely misunderstand your situation; in many cases, the mere act of asking questions can even cost you your job.

A young business division of a major corporation[3] was poised to introduce a new product, something the parent company had done, literally, a thousand times before. Only this time, a problem existed. Simply put, the product did not work. To make matters worse, no one appeared to be aware of this.

Was management blinded by the potential earnings from a product with a large gross margin? Perhaps it was the rush to get to market before the competition that caused such denial. Or was research, or manufacturing, or some other part of the company covering up the problem?

The situation came to a head about a week before the scheduled commercial launch.

Not a single person in management was aware of any problems. Everyone was focusing on the expected outcome—a boost in sales with a significant increase in earnings. The prospective new product had a large gross margin, and no competitive products were on the horizon. These kinds of opportunities do not come along every day, so all management eyes were on this product, this team, and the numbers.

The scene where the first inkling of a problem occurred was at the product team meeting. A half-dozen people were gathered in a small conference room at the divisional headquarters. They were conducting a rather perfunctory review of all aspects of the new product: technical development, manufacturing, marketing, sales, and service. The development process for this product had been flawless.

A massive report containing all relevant information sat in front of each person. The oversized notebook contained the marketing plan, manufacturing reports, technical service plans, global distribution plans, and a voluminous section filled with quality-control testing data.

Manufacturing was churning out inventory in anticipation of a worldwide release while the sales force was being trained on product benefits. Advertising and marketing materials were already distributed globally in a dozen different languages. All distribution plans had been checked and rechecked in preparation. This was all standard procedure in the company.



Everything had gone smoothly for the first-time product manager (PM) who was chairing this meeting. She eagerly anticipated the success of this product as a “career maker.” It had all the attributes that PMs dream of: large market demand, lack of competitive products, high projected earnings, low costs, and an experienced support team to help get her over any rough spots that might occur. Up to this point, it was smooth sailing.

Most of her team were old hands; the manufacturing superintendent and the technical development manager were both 20-year veterans, and the quality-control manager was a professional quality engineer (QE) and had participated in dozens of product releases. A just-hired technical-support person was the final member of the team. He was to be responsible for managing the technical service effort that would support customers after they purchased the product. He had been on the job all of one week, after a month of orientation training.

According to company procedures, all members of the product team were required to sign the product release form before any new product could ship. Even the newly hired person would be required to sign—company policy mandated that he be considered a full member of the team, with the same responsibilities as all other team members in the review and release of product. After all, he was to manage the support of the product after it was released into customer hands, so his was a key role in the process.

Following a brief review of quality-control testing data, the new guy starts to ask some questions.

New guy (interrupting the meeting to ask an obvious and somewhat foolish question): I noticed that all the numbers on the final testing chart are at the lowest possible limit for an acceptable release of product to customers. Am I reading this correctly?

Technical manager: Where did you say you went to school? (followed by laughter)

QE (mocking the new guy): Yes. So what?

New guy: May I see the raw data from the testing lab?

Manufacturing superintendent (pissed off by this young, inexperienced, ignorant new employee): We do not have time for this BS!

Technical manager (acting highly insulted): Listen. As you can see, the data shows that the numbers are still all in the range of acceptable performance.

New guy (unaware that he is a major irritant to everyone in the room): That may be so, but the question I am really asking is have these numbers been rounded?



Quality-control manager (angered by the assertion that the data was somehow tainted): Yes, and all of it has been done correctly and according to proper scientific notation! You do have a degree, don't you? (more laughter)

New guy (undaunted by his obvious ignorance): How many product samples were tested?

Quality-control manager (annoyed and red-faced): Testing was performed on samples taken randomly from production inventory according to proper procedure. For college graduates, this means that the numbers are statistically relevant.

New guy (continuing to question the group, although he is by now conscious of the rising stress levels in the room caused by his questions): Although the data is scientifically correct, did any single sample of the product pass all five tests by more than the minimum?

Quality-control manager: Why you arrogant bastard!

Technical manager: Do you think we are stupid? There are well over 50 years of experience in this room, and what do you know after being on the job for 1 week?

New guy (now aware that he has a problem): The numbers we are using to pass the product for release represent a potential problem. They are all low. As a matter of fact, if the testing was as tight as the data suggests, then do you think that any of this product is any good?

PM (wanting to avoid a meltdown of her first product team): Time for a break. Let's all get some coffee and reconvene in about 10 minutes.

Collectively, the members of this product team were responsible for a consistent run of profitable new products without encountering any major problems in the market. They had complete confidence in each other and credibility with corporate officers.

The technical and manufacturing leaders escorted the new guy to the coffeepot. Many man-years and millions of dollars had been invested in this product. In addition, their personal reputations were at stake.

These senior managers were not about to allow this newly hired outsider to get in the way of their personal string of successful product releases. Their annual bonus and future compensation rested on these new products, which, at this point in their careers, represented a significant amount of money. They had seen similar situations before where products barely made it through testing but were acceptable in the market. The company was a market leader known for quality products. So, the test data came as no surprise to them.



Even if a problem existed, they knew it would be fixed as quickly as it was discovered. As a matter of fact, that was the role of the new guy. His job was to support this product once it reached the market. They did not take a liking to him.

The hallway discussion was over quickly.

Manufacturing superintendent: You were assigned to this team to keep your mouth shut and learn. We do not think you are going to work out here. You ask too many questions. You should look for employment elsewhere.

And with that dismissal, the technical manager and the manufacturing superintendent walked back into the meeting room.

As the new guy was returning to his office, his boss (summoned by the PM, who wanted to avoid a nasty scene) met him in the hallway. Effective immediately, the new guy was put on a temporary assignment.

However, now uncertain about the results, the PM nervously reconvened the team without the “new guy.” She was upset. This person whom she had never met before raised doubts in her mind that she could not dismiss as easily as her team members had sent the new guy packing. She elected to put off the final signing, on a technicality, to allow another customer technical-support person to be placed on the team. This proved to be a wise decision.

The product was never released. It did not work, just like the new guy had suggested after questioning the data. However, the business continued to persist in the development of this product because it was high on the wish list of their customers and the earning potential was greater than any other new product planned for the next two years. The invested dollars produced nothing of value. The product never went to market.

This is the story of how I started my career in industry. My reassignment, my punishment for saving the company from a serious problem, was to fly all over the world investigating and resolving customer product-quality complaints. I was to visit each and every site where customers had product-quality complaints that could not be verified in any way by normal procedures and resolve the problem.



I decided to accept the situation. How could I explain a painfully short tenure on my resumé? So, I was on the road (or in the sky) almost every day for nearly a year.

I was completely unequipped for this assignment. I was responsible for customers, and I was empowered to act as their agent. But, I thought this meant very little. I had no influence with anyone at the company. My immediate supervisor and the managers at the next level wanted me to quit and were doing everything possible to encourage me to find another job (so that they wouldn't have to fire me and run the risk of exposing their product problems). In spite of this, I discovered that I was able to have a significant impact on the company.

I found that I could help solve problems, reduce the number of customer complaints, improve products, and even increase revenue by asking questions. When I called back to the company on behalf of a customer, I questioned everybody and anybody about product quality. I had no problem calling the plant manager, the fascist superintendent who tried to intimidate me into quitting, or anyone else to solve problems for customers—my customers. I was prosecutor, inquisitor, and chief justice of the court of customer confidence.

After all, they had already fired me! I had little interest in the usual politics or politeness that normally gets people promoted out of such awful assignments. The only threat that the company held over me was to stop depositing money into my checking account. Although I knew that day would inevitably arrive, I was on a mission.

It was on this extended journey that I started to recognize the value of questions. Questions got actions. Questions also resulted in more questions. Questions caused people to think. Questions also made people uncomfortable, created stress, and could cause problems of their own.

I asked questions. I listened to the questions others asked in response to my questions. I listened to customers' questions.

Then, I started to keep notes on the "good" questions until I also realized that almost any question had the potential of having a positive or negative impact (often depending on who was asking and how). I also started to observe what managers said and how managers communicated when they asked questions.



The PM and I became reacquainted when I finally returned to the home office. She shared with me how upset she was by what happened in the project meeting. My questions had raised concerns in her mind that were just not there before I naively opened my mouth. Her instincts told her to be worried not only about the product, but also about the team she was running (and to be concerned about her career). She was on the fast track to be promoted before this bump in the road.

I had stumbled into her project meeting like some kind of drunk, spewing questions without concern for how my behavior might affect others. My questions may have been good ones—and it was clear that my insights were correct—but my approach left a lot to be desired. Our conversation went something like this:

PM: They laughed a lot after you left the meeting. I felt like crying. After you raised doubts, I had to follow up, and you know the rest. You do know that my boss is the manufacturing superintendent's wife?

I was dumbstruck. It had not occurred to me that personal as well as professional relationships dot the landscape of businesses. My inexperience had contributed to a near-fatal career event for a talented businesswoman.

Me: After I started to ask questions, to follow the trail, I just did not know how to stop. Also, I knew that even if I said nothing, I would not have signed that release authorization.

PM: Well, at the time, I thought my career was over. But if we had let that product out, I would have been blamed for the whole mess anyway and might not have had a job to worry about. So, I did what a product manager is supposed to do—more teams and more meetings. I will get another project, but you had better watch your back.[4]

Her stressful experience, as a result of being on the other side of my questions, sensitized me to understand that I needed to fully appreciate the context, both personal and professional, as much as possible when asking questions.

Some managers were good at asking questions. Through insight, habit, or inquisitiveness, they made a positive impact on their businesses—on the people in their organizations. As I observed the management practices of both effective and ineffective managers, I started to break things down into bite-sized chunks for ease of use for me as a reference.



When I finally did reach management positions, I found this resource to be an invaluable guide. As I started to work more closely with leaders of one company, and then with leaders of other companies, I studied their questions, how they asked them, and what kinds of results they achieved.

This book is a distillation of those observations along with an analysis of questions as a management tool.





If managers are looking for better answers, they must start by improving their questioning.










Common Errors: How to Recognize and Correct Them

5. What Are the Common Errors?

Have you considered what you do right and what you do wrong?

All people are not equally adept at asking questions. Many of us fall into a number of common traps when we ask questions, or we ignore the need to ask a crucial follow-up question. A trap is an error in questioning that we may succumb to without even noticing. As you will see in some examples later, others do notice. The most common of these so-called traps are


	Habit questions

	The question as an answer, or the answer in the question

	Asking a question without communicating the context



A number of other errors that creep into questioning might be the result of a conscious choice. We choose an approach to asking, we think of the words we will use, and we think about how to position the question in the discussion. But just thinking about them ahead of time may also incorporate errors. Some of these errors are intentional and might have nothing to do with asking questions, and everything to do with the process of asking. However, people are not blind to these practices, and although in some cases they make good theater, they might not help managers improve the business.


	Positioning. "I'm just a poor kid from Podunk, but tell me….”

	Posturing. Projecting an "I'm in charge" image.

	Avoidance. Ignoring the need to ask about the elephant in the room.

	Casual questions. There is no such thing as a casual question.

	Speaking “jargonese.” Jargon is to be avoided.

	The "no question" question. A "leave them guessing" approach to asking.



Things can go wrong even when we do not ask questions. That is because we often conclude that it isn't the right time to ask. Or we conclude that the question and the possible answer are obvious to everyone, so we avoid looking stupid by not asking. If there is one thing that this discussion argues for, it is for asking questions whenever and wherever they seem appropriate. It is the only way to learn, to improve, and to foster a desire to do the same throughout an organization. At one time or another, at least one of these preconceived notions has occurred to all of us:


	You already know the answer, so it is unnecessary to ask.

	I will look foolish asking.

	Someone else will ask.

	I will wait for a more appropriate time.

	My question will make waves.



6. Do You Have Habit Questions?

This is the single most common trap that I have observed among all managers. I include myself in this characterization. Habits are difficult to recognize, and even harder to change. Experienced managers, particularly those who have had great success employing their favorite questions, are unlikely to change even when they are aware of the habit. To them, habit questions are not problems because the businesses they are responsible for managing continue to be successful. Consider this real-life scenario, for example.

Supervisor to his subordinates: We will be meeting with Jake tomorrow. Remember to have answers for his favorite questions: a) What does it cost? b) What is 10 percent of that number? And, c) if the budget were reduced by that number, what would not be done?

Jake had a one-track "10 percent solution" fixation. He asked his 10 percent question of every program and every person in every meeting he attended. He applied it across the board: advertising, manufacturing, research, and human resources. The business he ran definitely benefited from his habit.



However, he rarely asked any serious questions about other aspects of his business. His habits caused all internal discussions to be skewed in the direction of cost savings. In addition, funding requests were boosted by the same "10 percent solution" or even 20 percent increments because the cuts always came 10 percent at a time, and he always wanted to cut some cost.

How can you tell whether you have habit questions? Ask yourself, or better yet ask the people you work with. If people know what you are going to ask in most circumstances, you have a habit. This doesn't mean that it's a bad habit. It does mean that you can become more effective and your business can benefit by adding new questions to your toolkit.

I used to ask my kids the same question every day at dinner: What did you do in school today? One day, they erupted in anger. They were convinced that I didn't care what happened at school that day or any day for that matter. I often neglected to follow up on what they had told me the day before. We fixed the problem, and I am sure that on some days they wished I had forgotten to follow up.

Sure signs of habit questions include the following:


	You can write a list of your favorite questions without hesitation.

	You suffer from lack of follow-up on previous discussions.

	You are always impressed by how well prepared people are with answers.

	Someone has put a copy of this page in your mail.



If you have a habit of asking the same questions, you can avoid this by looking for continuity with previous discussions, or by asking questions from a new point of view. Read down the list of basic questions in the preceding section and select the one interrogative word you rarely, if ever, use.

7. Does Your Question Lack Context?

The context of a question is the general environment that provides both the questioner and the respondent an understanding of the expectations that come with the question and answer.

The best lack of context story I have heard comes from the White House a few administrations ago. The president's daughter (it is not important which president's daughter) had come home from school and asked for help on a homework question about South America. I can imagine how the story might have happened.



First Daughter: Mom, I have this question about South America I need to answer for school. Do you know…?

First Mother: Why are you asking me, dear? Your father is president of the United States of America. He ought to know the answer. Go ask your father.

Then, just like millions of other kids, she asked her dad. Her father did what all dads (who do not know the answers to fourth grade geography homework assignments) would like to do—he called the State Department. Tens of thousands of pages in reports were delivered the next day to the White House by truck.

Do you think the president had made it clear why he was interested in whatever it was he was asking?

If people are constantly asking for an explanation of the questions you ask, it could be that you are not providing the proper context.

Questions lack context when


	The respondent asks, "What do you mean by that?"

	The respondent is uncertain just how to answer.

	People always seem to misunderstand what was meant by the question.

	Your e-mail is full of information you never (thought you) requested.

	Someone restates your question by saying, "I think this is what Harry meant to ask….” (And your name is not Harry.)



The reason you asked your question should be as clear to the person you are addressing as it is to you.

8. Do You Put the Answer in the Question?

The question can sometimes offer the answer. Occasionally, this is the intent; but putting the answer in the question is recommended only if you are asking leading questions, and then only if you want to learn nothing more in the discussion. A variation of this approach to asking questions is called "putting words into the mouth" of your respondent.



There are a variety of forms of this practice, and the following example is an illustration of a manager's attempt to put the right answers into his questions and the appropriate words into the mouths of his staff. It happened in a business that produced and sold extremely sophisticated high-technology equipment.

The business manager had mistakenly promised the CEO, who in turn promised the board, that a new product would be released before the end of the year. This product was urgently needed to prop up sagging sales.

Overly optimistic business manager: We have maintained the product testing schedule, the customer beta testing, and no additional performance testing is included; so, we have acquired all the data we were originally planning to get? Right?

Product manager: Yes, we have all the data we were originally planning to obtain.

Overly optimistic business manager: Our suppliers have informed me that they are on schedule with all aspects of production, so raw materials inventories are at the necessary levels. Are we at proper supply levels to assemble the product?

Operations manager: Yes, inventories are at the planned levels.

Overly optimistic business manager: So, you all agree that we have all the major criteria satisfied? Right?

It is worth noting at this point that the business manager is asking questions that not only contain the answers but also questions to which only one answer can be given. He is not allowing any bit of undefined reality to creep in that could derail his plans for the promised product release to the market.

Overly optimistic business manager: So, the product is ready to be commercially released, yes?

Product manager (unmoved by this display of managerial brilliance): No.

Overly optimistic business manager: No? Did you mean no?

Product manager: Yes. I meant no.

No longer optimistic business manager: It's December. We need the product released to stores this fiscal year. We already have orders worth millions of dollars. I have promised the CEO, and he has promised the board. Everything is completed, and there is nothing standing in the way of sales. What happened?

Product manager (looking forward to a sales assignment in Baghdad): The final production prototype fell over, caught fire, and burned to a crisp. We don't know why this happened. So, until we finish root-cause investigation, everything is on hold.



So much for asking questions with answers, or even asking them in a way that you get only the answer you want. Reality may be different than desired.

In this particular case, the business manager did make one final attempt to influence his junior manager to start sales "…anyway, just so we can say that we did it this year…" and complete the necessary work during the first quarter.

However, the junior manager was unfazed by this ruse. He refused. To the credit of all, the product problem was resolved, the product was introduced successfully, and the managers were eventually rewarded with promotions.

Putting answers in questions, or words in the mouths of others, is best left to courtroom practice. Listen to the questions asked for these signs:


	Respondents always provide the exact answer you were looking for.

	The words in the question are repeated in the answer.

	The main question is followed by a second question: Right? Yes? No?



Unless a classroom lesson is being taught by repetition of a specific answer, it is usually a better practice to ask more open-ended questions. You might not hear what you want, but you are likely to hear what you need.

9. Positioning: "Just a Country Lawyer…"

Uttered in a casual manner, this preamble to a question is designed to be self-effacing, projecting the humility of the inquisitor. Instead, it may very well be viewed as disingenuous.

I knew a manager who used a variant of this. His preamble was a claim that he was a country kid from Tennessee. He used it so often that it became a signal that a "tough" question was coming next.

Manager: Help me out here. I am just a country kid from Tennessee. How is it that exchange rates are responsible for our decline in revenues in Japan, whether the dollar is up or down versus the yen? Can you explain this to me?



This kind of personal-positioning approach appears to have had its origins in the televised Watergate hearings. Sam Ervin was the primary investigating attorney during the televised congressional proceedings examining then-President Nixon's part in the criminal break-in at the Democratic Party headquarters in the Watergate Hotel.

Mr. Ervin started many of his insightful, complex, and critical questions with his comfortable slight southern drawl declaring, "I'm just a country lawyer.” What was the implication?

He wanted answers to his questions put in language so simple even a "poor country lawyer" could understand them. He was also positioning the other side as his opposites—slick, big city, fast-talking people.

Some of the sharpest minds I have ever met are possessed by country lawyers. Just like country doctors, they need to know everything about everything just to be prepared for anyone who may walk into their office.

Sam Ervin was neither poor nor was he from the country any longer. He was a Harvard-educated attorney and had earned a good living in Washington, D.C. However, his comments made great theater. He can still be heard speaking on a few different websites that carry recordings of the Watergate proceedings.[5]

The regular practice of positioning is discouraged. Here are a few signs of positioning:


	Everyone knows where the questioner is from.

	Employees can repeat the opening line of a manager's preamble, verbatim.

	A question is preceded with a remark positioning everyone else. (Okay, wise guys, let's get started.)

	The questioner uses us versus them, another positioning trick. (Why is it those night people always leave us the tough ones?)



The day shift versus night shift was used by one customer service operations manager I knew to improve the performance of his crew—the night people. He had heard his boss's boss extol the virtues of the day crew, even taking some credit himself for establishing higher customer-satisfaction numbers. "But you know how difficult it is to get the night crew working at that same level….” What an awful way to lower expectations while at the same time reducing the stature of the “night manager.” It also said something about the attitude of the company toward customers who called at night.



The business was considering moving the night and weekend team to another geographic location to save money and, if necessary, to "enforce" better performance through the threat of lost jobs. No customer wants to hear poor language skills on the other end of the phone when he or she calls a service operation seeking support.

So, the night manager started to use a preamble whenever he addressed his crew: "Who is the day crew for the rest of the world?"

He used this whenever he started to ask questions, thus instilling within the team, through a simple question (one that needed no verbal answer), a sense of primacy in their work. To him, there was no day or night.[6]

A preamble has the most value the first time it is used. The direct approach is often the best. Ask straightforward questions in plain language.

10. Posturing: When the Questioner Suddenly Becomes Larger

Posturing is a sister technique to positioning. When a manager postures, he or she is attempting to create a larger, more important "self" than might otherwise have been perceived by the people present. Posturing might also be a way for an individual to assert control or gain influence.

A person "postures" by figuratively puffing up. This is done as if to show off a chest full of medals (like we would see on a heavily decorated military veteran). Posturing implies intimidation. It is one way to make everyone else in the room aware of who is in charge, or taking charge. Consider this scene.

Fifteen people were in a planning meeting run by a marketing manager. The discussion was designed to focus on market strategy. The objective of this get-together was to find a way to expand the business in a slow-growth market. All levels of the business were represented, from technician to a new vice president.

This was the first meeting that this particular VP had attended in this business and the very first time any of the people in the business had met him in person. A reputation for arrogance had preceded his arrival.

One internal wall of the large conference room was floor-to-ceiling glass. Everything in the room was completely visible to all employees in a large bullpen type of office area.



For purposes of our discussion, the business produces, markets, and sells hypoallergenic milk to schools.

Marketing manager (smiling): As you can see on our first slide, we have segmented the market into small, medium, and large schools.

VP (also smiling): Do you mean to say that these schools have low-volume, medium-volume, and large-volume milk-purchasing cafeterias?

Marketing manager: There is a direct correlation between the size of the school and the amount of milk the school purchases.

VP: Are there no exceptions?

Marketing manager (no longer smiling): There are some exceptions, of course. Some schools purchase milk as if they were larger or smaller.

VP: I see. So, is it possible to have a small school with a cafeteria that purchases milk at, let's say, a medium-volume level?

Marketing manager: Yes, I suppose it is. Now on this next slide, showing small schools….

VP (still smiling—grinning actually): Excuse me, but you said that the schools had low-, medium-, and high-volume milk consumption. You also said that some of these schools could have cafeterias that purchase higher or lower volumes of milk than would be indicated by the size of their school. Do these schools have signs out front stating "Large-volume milk-purchasing cafeteria inside?"

Marketing manager (with an expression akin to disbelief): No. That is not the point.

VP (grinning): That is the point. Why have you segmented the market by school size when you meant to do it by cafeteria volume?

Marketing manager: Because it just seemed to be logical based on what we know about the market. Now on the third slide, the needs of the medium school show that….

VP (the bastard was actually chortling at this point in the interaction): Why does this slide say medium school when you mean to say medium-volume cafeteria?

At this point, the marketing manager throws his pointer at the wall, makes a few choice remarks about some barnyard animals, how they should be segmented, and where in the market the new vice president can go to fetch them.



Much arm waving accompanied by hand signals of the marketing manager caught the attention of employees who were observing the deliberations from their cubicles just outside the glass wall. News of this performance filtered through the organization at nearly the speed of light, thanks to a new corporatewide fiber-optic network.

Through a Socratic question-and-answer technique, the vice president was able to accomplish many objectives: assert his control, demonstrate his self-perceived abilities of astute observation, and put a whole business on notice to get things right before they present anything to him. Finally, he was able to bring out the least attractive traits of an otherwise charismatic leader. This was pure posturing—and unnecessary.

The VP was smart, and he made certain to let people know that he was a member of Mensa, the organization of people smart enough to score over a certain number on a standardized IQ test. However, he was also considered poison for the business he had just joined. One person is not responsible for all performance of a business, whether good or bad, but it is hard to ignore the evidence in this case. Earnings and revenues started sinking, coincidently, shortly after the arrival of this executive and continued until he left the business.

I discuss the Socratic approach to management in a subsequent chapter. Although I am a proponent of the general method, it does have a dark side, as just noted.

Signs of posturing include the following:


	The question clearly puts the questioner in control of the discussion in a way that is unnecessary.

	Questions include qualitative measures of self-importance (for example, "When I was speaking to the president about this….”)

	Attributes of self-importance are inserted into the discussion, such as SAT scores, Mensa membership, the size of their stock portfolio, who they had dinner with last night, and so on.

	The questioner explains the answers back to the respondents (for example, "Let me tell you what you mean….”).

	Managers wear their Phi Beta Kappa keys every day on their foreheads.



Posturing is an unwarranted power trip that companies can ill afford. If it is necessary to demonstrate knowledge, reasoning ability, or a need to make corrections, ask questions that lead respondents to draw appropriate conclusions themselves. People respect managers who can bring out the best in them. Be aware, however, that although they respect them, they do not necessarily like them.



Managers must decide what is most important, but few people like a manager who is constantly posturing.

11. A "Casual" Question?

Managers can be the "manage by walking around" informal type, or they may have a more formal relationship with their organizations, or something in between. Questions, irrespective of the style, are always asked in the business context.

Whether a question is casual or not depends on how it is perceived by the person you ask. It is the respondent rather than the questioner who determines the nature of the question. Acting casual does not make the question casual.

The guidance I give anyone in business today is that there is no such thing as a casual question—especially questions put in writing or in e-mail. With the availability of e-mail records in the "forever file," any question you have ever asked, casual or not, is retained for some future trial lawyer to resurrect.

Questions such as "Ed, do you really think this stuff will kill all the fish in the ocean?" are not casual and will return to haunt you, your business, and perhaps even mankind.

If you are a person who manages by walking around, you might get away with casual questions, as long as they are part of your routine management style. If you are not prone to relaxed interactions or conversing casually with the troops, avoid engaging in this activity.

As I was staring into my computer screen one morning early in my tenure in marketing, our VP appeared in my doorway as if beamed there by a transporter. This was trouble—big trouble!

Here was a guy who left his office only to attend meetings for which he received a formal engraved invitation nine weeks ahead of time. He was ruthless when presented with a proposal of any kind—plans, advertising campaigns, or just plain memos. He poked, prodded, and otherwise opened holes in every paper, presentation, and argument presented to him. His stated objective was to peer inside you. When I saw him in the doorway, I went blank, and all external orifices slammed shut.

VP: Hey, I need an extra hundred thousand. As I understand it, all I have to do I come to see you, right? (He was attempting to project a casual, jocular manner.)



Me (after recovering from the shock of seeing him in the door): I don't understand.

He just stood in the doorway smiling. He would often do this in meetings: ask a question that was completely out of context and watch for the squirming to take place. Even when a person said he didn't understand, the VP would sit there and instruct them to “Think about it. I will just sit here and wait. I have all day.” In this case, I just sat there, and he just stood there smiling and staring at me from my doorway.

Finally, after a long silence of about two years, I figured it out.

Me: Oh, do you mean the research funding committee I was just assigned to? (The job of this new committee, set up at the behest of the CEO, was to fund creative new technology development ideas that might not have gotten the attention of research management but that might still have some value for our markets.)

VP: Yes. I understand that our scientists can call you up and ask for money. Is that right?

Me: (Now I have come to the decision that he is visiting to banish me to our office in Namibia, which at that time was engulfed in a civil war.) Do you think the committee is a bad idea?

VP: I think that every person in my business should be thinking about my business all day long, all night long, on weekends, when they walk on the beach, and even when they take a dump.

Me: Do you want me to quit the committee? Just say the word and I will resign.

VP: I didn't say that. I just thought I would drop by to see how you were doing in your new assignment.

Me: I'm doing fine.

With that, he disappeared. This is an extreme example of noncasual questions in the guise of a casual interaction. The purpose of his visit was not subtle. He was reminding me that he was in charge no matter what assignment the CEO had made. His relaxed performance was unconvincing. Asking casual questions was beyond his personal limitations. No one in the entire business would ever accept any question from him as casual for two reasons: his style and his level.



Noncasual/casual questioning occurs when


	A business question is asked in an informal setting.

	An informal question is asked in a formal setting.

	Questions that "deliver a message" are offered in any setting as an offhanded or "by the way" type of remark.



Managers at any level are denied the opportunity, by virtue of their rank, of asking truly casual questions of their employees or of anyone at lower levels in the organization. Always view your question through the eyes of the respondent.

12. Do You Speak "Jargonese"?

All businesses develop shorthand communication techniques. They become local dialects—a language peculiar to that particular business or industry. As long as everyone knows the meaning of the words, phrases, or acronyms used, there are usually few problems with internal communications. However, jargon often creates misunderstanding and mistrust and can obfuscate meaning. Jargon may also be an impediment to better business.

Straight-talking companies outperform non-straight-talking companies.[7]

Deloitte-Touche, the well-known business consulting firm, has studied the use of jargon and reached the conclusion noted here. They even produced a software product called Bullfighter that reads documents and rates the amount of "bull" they contain. Although much of the focus of this scrutiny is on public documents, it is a good idea to drop the jargon internally, too.

Some words represent jargonese types of language that are employed by many businesses. Use of words such as synergies, repurpose, and scoping strategies lack clarity. Here is one of the oddest examples of jargonese that I could find.

Senior manager (asking about a business plan): Does that make you feel warm and fuzzy?



This is a direct quote. I am not kidding. To make this more astounding, people in his business appeared to know what was meant by warm and fuzzy when it came to financial reports. This expression became so popular it was used broadly across the entire organization. It was seriously used when strategic planning and financial forecasting was done.

How would one communicate with new employees, suppliers, customers, and government officials who would have no idea what warm and fuzzy means? The expression needs to be translated, and just how many interpretations of warm and fuzzy could there be?

The business was indeed warm and fuzzy, with respectable earnings for only one more year following the comment I heard. It was not the warm-and-fuzzy jargon that did in the business, but a hard-core cold and red bottom line. The business was eventually sold. The senior manager landed on his feet, became CEO of another smaller company, and both he and that company did well. I have no idea whether he continued to use his warm-and-fuzzy expression. I assume he did. However, the lesson of his previous tenure may have also taught him that no matter how warm and fuzzy you feel, you better not be seeing red on your bottom line or you could be feeling cold and blue.

Signs of jargonese include the following:


	Does it take time for new people to understand what you are saying?

	Re appears in front of words such as purpose, strategy, resource, and think.

	Simple words require long explanations.

	Statements sound like they have been written by politicians



The use of simple, direct language is the best policy. The objective of a question is to be understood so clearly by the listener that an equally clear response can and will be given.

13. Avoidance: If I Close My Eyes, Will the Elephant in the Room Disappear?

In many circumstances, the question that needs to be asked is avoided. Signs of this behavior have been seen all over the business community.

When an obvious question goes unasked, someone is shirking responsibility. When a manager, particularly a CEO, says, "I didn't know," in answer to a tough question about the business, it might be the truth, but it is a truth cloaked in deceit (by accident or intent).



A manager at any level who claims to be unaware of the deliberate actions of his or her organization is not asking enough questions. Or worse, he or she is avoiding the important ones.

In some cases, the manager actually places the elephant in the room. This is, of course, jargon—meaning that there is a large problem, so large, in fact, that everyone is aware of it, but no one is willing to say or do anything about it. Some companies call this a rhinoceros on the table—same difference. Large animal, poops where it wants; you get the idea.

I knew of a business executive who refused to allow any of his subordinates to present an earnings forecast that was one dollar below the preceding year's number. Not only would he not permit the presentation of lower numbers, he would not permit any questions that would even suggest that any current-year performance number would be lower than the preceding year.

Arrogant executive: If you are here to tell me that you are unable to meet last year's numbers at a minimum, I will find someone else who can meet the numbers.

He meant what he said. No one ever mentioned the impossibility of meeting an earnings forecast because of his attitude. After a few years of success, he ran out of luck. The problem of earnings shortfall grew from an elephant to a woolly mammoth. The business failed in a way that no one could have anticipated.

His senior management team, without him, was snowed in at a small, homey New England hotel one stormy January evening. The warmth of the fire in the den, along with some excellent vintage wine from the cellar, relaxed the team so much so that they were willing to discuss the elephant problem: the lack of earnings. They held a meeting.

They knew that the effort to meet the preceding year's earnings had been successful. No one had discussed how this had happened. It just did, but with an unanticipated consequence.

Marketing VP: How is it that we were able to make forecast? Did we sell that much more in December?

Sales VP: I have no idea. We booked very few new customers at the end of the year. Most of our customers buy product under long-term contracts for better pricing. Where did the revenues come from?

Finance VP: I think I can answer that. We were all under orders to meet forecast—or else we would all be looking for new jobs. I saw that December was going to be short. So, I thought I could help.



Collectively: How?

Finance manager: We invoice customers when we ship. The bill is generated as soon as a shipment is placed on the loading dock, and the revenues from this bill are immediately included in the current month as sales.

Marketing manager: Exactly how much product did you put on the loading dock?

Finance manager: We calculated that it would take about 8 weeks worth of shipments, so we put out 12 weeks, just to be on the safe side.

Sales manager: We have loading docks that big?

This meant that the business was starting the new year with three months of revenues and earnings already accounted for with the preceding year's numbers. Although these people had worked as a team, they were forbidden, by executive order, to acknowledge the elephant—the shortfall in earnings. Yet they all knew that their substantial bonuses, as well as any raises and promotions, depended on meeting their forecasts.

You can guess what happened. Defeated by a management edict, the business went from tens of millions in earnings in one year to tens of millions of losses the next—all without a loss of a single market share point! A competitor eventually purchased the company.

Elephants are in the room when


	There are toxic topics that cannot be discussed.

	Some lines of questioning are forbidden.

	The business has a standing joke about what cannot be done.

	Winks and "you know" replace more verbal forms of conversation.

	The room starts to "smell" like an elephant.







Questions should be asked when they appear necessary to ask. Although it might be unwise to take on the risk personally, if you see elephants in the room, it might be time to move.





14. No Question: Managing by "Wall"

Ever talk to the wall? It does not answer, acknowledge, or respond to anything you say to it. Some managers behave like walls. Police detectives are trained to talk to people who behave like walls, but most people in an organization do not have the luxury of such training. Behaving like a wall is a method employed by some managers to remain neutral. If you "manage by wall," find another method.

A Midwest agricultural products business had a manager who refused to make a comment about any presentation he listened to, any report or discussion he had—no questions either. He was fearful that any acknowledgment whatsoever would commit him to a position, pro or con. He would take a position on a subject only after divining the disposition of his management. The philosophy of corporate management at that particular time was similar to the old football philosophy of Ohio State's famous football coach, the late Woody Hayes.

Woody said that “three things can happen when the quarterback throws a pass, and two of them are bad.”[8] Employing that philosophy, Hayes was one of the most successful coaches of all time. Although he did discover the passing game late in his career, his brand of football was affectionately referred to as “three yards and a cloud of dust.”

The corporate version of that philosophy is “three things can happen if you make a decision, and all three are bad.”[9] When this philosophy becomes standard practice for a manager, he or she becomes evasive. They may quibble with minor points in a discussion, "beat around the bush," or vacillate among positions without making any substantive commitments. Or, as in the case of the manager mentioned previously, remain unresponsive.



This type of equivocating behavior was adopted as the operative management style among lower-level managers of the firm. Decisions were made only at the top of the organization.

It is disheartening for people to work without feedback from their managers. Most of us want some kind of response during a discussion (and particularly when presenting information and recommendations). An acknowledgment is all that is required much of the time. Even if a manager values the attribute of inscrutability, it is wise under most circumstances to ask questions just to demonstrate interest.

One month after a friend of mine started a new job, he was asked to review his project for the boss. After days of preparation, he walked into a small meeting room where his boss was waiting—no one else. This seemed appropriate because he was going to discuss personnel, budgeting, and forecasts. The boss had a reputation of being difficult to read. He was generally unresponsive and rarely asked any question that would permit people to know what he was thinking, or whether he was thinking.

Three minutes into the 30-minute presentation, his boss fell asleep! Not knowing what to do, he continued.

As soon as he completed the presentation, his boss awoke, thanked him, and walked out. No questions, no comment. This, he learned from his peers, happened routinely. This was a "zero feedback" manager. You cannot get any more zero than this.

Some managers avoid asking questions because they do not want to tip their hand, or are uncertain how the question might be received. So, they don't ask. Asking a question is a sign that the time spent was of value. Without questions, there is little growth or improvement in people, processes, or business.





Ask questions, even if you are asking “just to be polite.” It shows that you value the time of your colleagues—and lets them know you paid attention.








Neglected Questions

15. If I Ask a Foolish Question, I'll Look Foolish

If you do not ask the question, you will almost certainly be foolish—eventually. The only way to improve questioning skills is to use them. More often than not, others are also thinking about the same question and do not want to ask.

One of my former fellow managers was an ex-government administrator who had a tendency of allowing acronyms to slip into his conversation. Most of the time, they were easily discernible. On occasion, it was not possible to figure out what he meant.

I decided to look foolish in front of my boss and peers one afternoon when a particular acronym confused me.

Ex-military officer/manager: Our plan called for us to lead a price increase—get the announcement out to our customers before our competitors had a chance to react. That is OTE.

I had never heard this expression being used before, so I assumed that everyone knew what this had meant. But, that did not stop me from asking. I had, as you will recall, already been fired once, so I was unconcerned about this happening again.

Foolish me: What is OTE?

Boss: Yes, what is OTE?

Ex-military officer/manager: Overtaken by events.



I learned three things. First, my boss had no idea what this expression meant, and he did not want to appear foolish. Second, I learned that I did not feel foolish after I asked the question, only before. Finally, I picked up a neat expression to use as a label on many of the files in my office.

Foolish questions are often neglected and should be asked.

16. Unasked Questions: If You Already Know the Answer, It Is Unnecessary to Ask the Question

The reasons this behavior should be avoided are obvious, but not to everyone. The most common are these:


	You might be wrong.

	Others may need to hear the answer.

	It may be important to instill confidence in the person to whom you are questioning by "getting one (answer to a difficult question) right.”

	Asking an obvious question may raise a nonobvious but vital answer.



The most comical performance by a manager I ever witnessed was of a person who would state the question and then, right after asking, explain that he already knew the answer.

When he also stated the answer, he was invariably wrong. Unfortunately for him and the people who worked for him, he refused to accept corrections. Even if his staff argued with him, he would simply state that he believed that he was correct. That was all that mattered to him.

In some situations, managers must recognize the need for others to draw the same conclusions or to learn for themselves what the managers themselves have already discovered. Asking a question for the purpose of helping an individual or a team to draw their own conclusions is sometimes a great way of exercising managerial responsibility to strengthen the organization by avoiding the tendency to act as the authority figure.

Junior people in some organizations may also need the chance to develop confidence by being put on the spot with a question. They need practice to develop the skill of thinking on their feet. Questioning people to allow them to deal directly with difficult questions is one way to assist in their career growth. Using this as a management technique might occasionally lead to an unexpected answer.



What a manager may think is obvious might not be obvious to others. The only way to find out whether this is the case is to ask the question, and then ask yourself why wasn't this clear to the others in the group.

An old and well-practiced habit of lawyers is to avoid asking questions of a witness unless the lawyer knows the answer. However, good cross-examination practices do not always translate into good business practices.

Managers do not have to know the answer to a question before asking it, and even if they do, it may still be worth asking.

17. Someone Else (of Higher Authority or Greater Experience) Will Ask

If you have a question, and it is clear in your mind that it needs an answer, ask! Unless you are a mind reader, it is impossible to know whether anyone else is thinking of the same question or will ever think of the same question.

Of concern to first-level and mid-level managers is their position in the hierarchy. Many questions they hear senior managers ask are good examples of the kinds of questions managers should consider. I have heard a number of mid-level managers express the opinion that they are in no position to ask tough questions.

They explain that their bosses often ask "those kinds" of questions due to their senior positions. The way to think about whether a "boss" kind of question should be asked is to consider this question: Is it important for the business to know the answer sooner or later?

If it is an answer that is needed sooner rather than later, you had better get it out of the way. Also, you need to keep in mind that the question might never be asked by the boss. And then what?

The credibility of the person asking is a secondary, but important issue. This is significant particularly in companies where deference is paid to people who have the battle scars of veterans, or "dirt under their fingernails" so to speak. Questions about sensitive subjects or a question that can produce a potentially embarrassing response should require younger or less-secure managers to pause.



Although important, is the question important enough to cause harm to yourself or to others? Or if your question will not be taken seriously in a public setting, such as a meeting, consider a private communication—by phone or in person. E-mail has a habit of being misinterpreted and should be avoided if possible under these circumstances.

People emerge into positions of higher responsibility, greater influence, or leadership over time. In many cases, their emergence is a direct result of the questions they ask. Answers are important, but the question plays a vital role. People who ask good questions are the people who learn to ask good questions.

One research scientist at a high-technology firm is often invited to sit in on business reviews, planning sessions, and many management discussions. He views most of these requests as a waste of his valuable time. However, the use of his time in this way is best for the business.

His perspective is so unique and his questions so insightful, he has become an integral part of the management process of that business in spite of the fact that he wants no part of managing. However, he asks stinging questions. So unconcerned about who he embarrasses and feeling impervious to any threats that may be directed his way, he focuses his laser thinking on issues he sees. The way he figures it, he cannot lose. The sooner he exposes the "fraud of the argument," as he likes to refer to management discussion, the sooner he can get back to the lab. He also does not care whether he is fired. His pension is already assured, based on his length of service, so he keeps it up. The net result is that it is always assumed that he will be at meetings, and this causes an appropriate amount of pre-meeting preparation.

Everyone wins in this setting. Management wins because the best information possible is likely to be presented. The presenters benefit because they will have done their homework, not wanting to be embarrassed in an open forum.

So in at least this one example, people have come to rely on "the other guy" to ask questions because in this organization, they have an official “other guy.”

Someone else may or may not ask. If the business needs to know now, now is the time to ask. If the circumstances are not quite right, defer the question, but under no circumstances should you allow an important question to remain unasked.

18. Saved Questions: I Will Save My Question for Another More Appropriate Time

There is no more appropriate time to ask than when the question occurs to you. This is true even when you know the answer will be delayed, such as with voicemail. The rule of thumb that managers should adopt is to ask questions early and often.

But, the advice in the preceding section recommends putting a question off if the circumstances are not quite right. This is contradictory advice and something that all managers, when they arrive in any management position, quickly find out is all too common.

Yes, there is no time like the present—so ask now, while you still can. And yes, the question can also be put off, but not saved.

Saving a question implies that there is no real urgency for the use of that question. Questions are not like money. They do not grow interest in the question bank while awaiting withdrawal. Rather, their job is to produce a return on investment as soon as possible.

The previous recommendations suggest that a phone call or face-to-face meeting with the respondent is most desired, if possible. If not, e-mail or text messaging is the next best approach. This should be done as quickly as possible before events occur that might have been avoided had the importance of addressing the question been communicated. All businesses have inquisitors. Not all of them sit with business teams. Some are on boards or in research, but they are not always available to ask the tough questions so that others do not have to.

There is another exception to the "ask as soon as it occurs to you" rule: any question that might be asked in anger or with an intention to do harm. These should be put off—for good. What kinds of question are these?

We all know them well.

“What kind of an idiot are you?" is one of my favorites. I witnessed a senior executive explode one afternoon at a business review. He screamed this into the face of a mid-level manager. The manager had just finished explaining that he had authorized the construction of a $100 million manufacturing facility without doing any of the usual preliminary work to make sure the new process would actually work. Normally, the business built a small-scale pilot plant to prove out a new manufacturing process. But, these small plants could cost up to $20 million, a significant cost penalty to a business with slim margins. However, to make a mistake bypassing the smaller facility could risk losing an investment of close to $200 million.



“A highly paid one," was the quick reply. This "wise guy," a middle manager who risked the company's money by building a facility using an untested process, was later promoted to vice president. The manufacturing facility never did open; the process didn't work. If only more questions had been asked by the senior VP, instead of venting anger and allowing humor to replace reason, the business might have avoided building a very large white elephant that was later sold off for about $20 million—to another company that wanted to use it as a pilot facility.

Questions might grow into problems when left unasked, even though asking them is no guarantee of being problem free.

19. My Question Will Make Waves and Making Waves Is Bad

Your question, depending on when it is asked, could indeed make waves. However, if it is an important question with a solid business purpose, it should be recognized as such and asked immediately. Of course, this is altruistic crap.

I would not ask anyone to sacrifice his or her career just to ask a question that can make waves. However, on occasion, a wave now is better than a tsunami later. Think about Global Crossing, Enron, and other companies that have ruined people, sent executives to jail, and hurt thousands of loyal hardworking employees.

Where were all the questions? Who on their boards was responsible for corporate governance? Why did abnormal numbers (whether unusually high or unusually low) go unchallenged? Perhaps someone attempted to challenge them and make waves. Perhaps they did not. We can never know the answers, and someone will eventually write the definitive business cases of these incidents. However, we do know that wave making is necessary in some situations.

Once again, the question that is neglected might be the one that saves the business. Of course, it could also be the one that gets you fired.



I was called into my boss's boss's office one afternoon. This was not unusual. Bill had a good rapport with the organization and had called me in on many previous occasions. This time, well, let's just say this time I was surprised.

A review of his favorite project had just been held in the morning, and I had challenged some of the underlying assumptions of the project. This was normal for me—I challenged the assumptions of the project I was working on, too. My job at that time was to develop markets for new technology products where customers were sensitive to any product deficiencies—the medical market.

So, my general habit was to quiz the product team on the details of the product deemed important to customers as a result of exhaustive market research. Although I worked primarily with my product team, I occasionally spent time with another major technology development team. They were used to my habits.

I sat through a review of the "other" project—the one that was "not mine" but was extremely important to the business. As a matter of fact, it was the number one product priority for the business. The product team I worked on was developing another "number one" most important product for the company.[10]

I sat in Bill's office, and he said, “I want to ask you something.” He then drew a picture of a man standing behind a tree with a rifle showing a bullet whizzing out of the barrel. His sketching ability was quite impressive.

“Does this look familiar?"

“No.”

“Is this you?" he asked, pointing to the sniper behind the tree.

I was speechless. I had no idea what he was getting at, although I had a feeling that it was not a good thing. His picture was pretty good. He may have missed his real calling.

“Are you sniping at the team?" Oh, now I got it. I was a little slow and just dumbfounded at his behavior.

“No, Bill. I do all my firing in full view—in public. I don't snipe.” I got up and walked out of the bastard's office. I had already been fired once by this company, and it mattered not if it actually happened for real this time. The team was building a product that had some serious flaws, and they needed to be challenged. A product problem in the market would affect not only this particular product, but our whole product line. To me, this was a clear case of my losing the battle by being fired or transferred away to enable the business to win the war.



Two weeks later, another assignment was immediately made available to me, in a completely different division of the company. Plus, a promotion accompanied the transfer. I was happy to get away from the mess that was about to be created. The promotion was also welcome. However, this is not a recommended strategy for getting promoted. It is more likely to lead to your dismissal.

Bill's favorite product suffered cost overruns, delays, and was a market failure when it was released to the test market. The business was damaged by this and other failures in his division. He squelched any question that appeared to be in the way of his strategic plan and his favorite projects or people. Consequently, all critical questioning dried up. The parent company eventually sold off the business.

Rule of thumb for asking questions that you know ahead of time will make waves: Ask what is at stake? Then, look at the size wave that will be generated and what could possibly happen if the question goes unasked.

Then ask yourself, "If making waves can or will save the company, prevent a catastrophe, perhaps result in the saving of careers or pensions, is that bad?" It might be. In this case, even if I had been fired as a result of asking the question, it would have made no difference. Almost all the people working on the new development projects lost their jobs—it was just a matter of time.

While traveling in France, I stopped in a small bakery for a croissant. The baker tried to interest me in some serious pastry. At that time, my travel and entertainment budget was beginning to make my suits shrink, so I politely declined.

“No, thank you," I said, "I am trying to be good," as I grabbed the portion of me that was starting to drip over my belt.

“Ah, what is good for one is bad for another," said the French baker.

So it is.

20. Normalization of a Defect[11]

This high-technology problem in questioning comes to us direct from NASA.

A problem or defect may be observed so often that it fails to generate a question. Because it is "normal" to expect the problem, questions go unasked. If a business can list "normal" problems, it has normalized the defect.

The origin of this expression is found in the official discussions about a space shuttle disaster. Foam insulation had broken off of the launch vehicles with nearly every launch of a shuttle. These foam pieces, now projectiles, hit the tile underbelly of the shuttle. This was viewed as a normal part of shuttle launches.

Managers, scientists, and engineers stopped questioning this defect. They expected it to occur and started to understand it as part of the launch process. Questions were raised, to be sure, but the questions lacked the kind of disciplined attention necessary to stop the problem from occurring.

When a disaster occurred, when a shuttle was destroyed with all hands lost, the agency was shaken out of complacency by the tragedy. There are instances of this in all businesses in one form or another.

I know of one not-for-profit institution that routinely loses checks. They are not really lost. It's just that they end up on the wrong desk, are placed in a wrong file, or sit in their envelope unopened—sometimes for years. This situation appears to be tolerated because the amounts are small and there is a steady stream of checks coming in every day. Most of them are indeed small, but in the aggregate, over time, the total is quite large.





Ask questions the first time and every time, even when there are no answers. Any "normal defect" should be challenged!










Misuses of Management Skills: Inquisitions Are Not the Only Abuse of Questioning

21. Errors and the Misuse of Management Skills

Errors can creep into questioning skills even if managers are successful in avoiding the traps, adopt a positive approach, and avoid making faulty assumptions. In this sense, management skills seem to be present but may be misused. These are the four common mistakes seen among managers with good questioning skills:


	Assuming. The assumptions made by the questioner may be incorrect. This is the most difficult of errors to avoid because it is difficult to explain the underlying assumptions of every question you might ask. The cure for this is to use plain language in the question and ask for the response in plain language in return.

	Asking about details if they are not critical to the discussion. They might not be remembered, or these questions may even impede the focus. Ask for details if they relate to the purpose of the discussion, the meeting, or report. If a detail is necessary for decision making, it's important to ask for it. If it is not critical and only of passing curiosity, meaning you have no intention of doing anything with it, avoid asking if possible. The question will connote an importance to the details that might not be desired.

	Taking things for granted. A fleeting thought may cross your mind and then it dissipates. You have taken something for granted. Ask the question.

	Manager as the expert. Avoid being the expert unless it is your job. For example, a small team of scientists, led by a manager who passes questions to the team rather than answer them directly, is much more effective than a team where the manager handles both the questions and the answers.



22. Is Your Question an Abuse of Power?

This is a variation of the corporate inquisition. Inquisitions are all about power, and this extends to situations that bear no resemblance to the meeting held by the trident-wielding inquisitor you met at the opening of this book. Abuses of power may be cloaked in the guise of looking for answers and can have results that are just as bad for the business as if the person were more clearly behaving like a devil.

Many managers ask questions that represent an abuse of the power of their positions. These are questions that would otherwise be unacceptable to ask among peers or would embarrass the manager if published on the first page of The Wall Street Journal. Consider the following situation.

A business team was presenting a new strategic plan to a senior manager, a leader in the company. This was a conservative company where numbers were checked and rechecked, and all optimism was downgraded to reflect an aversion to risk. This particular senior leader was an anomaly among her peers. Her behavior was more reminiscent of a gunslinger than the corporate banker mode of behavior shared by the rest of the senior officers. Her steep rise to the top echelon was beginning to be noticed by the more junior members of the organization, which gave her an air of invincibility, great influence, and power.

She was prone toward optimism and speculative behavior, and worked mostly from her gut with a "the hell with the numbers" attitude. Fortunately for the company, she had a habit of being correct and, better yet, delivering the forecasts she promised.

This is a reconstruction of the conversation. The names and identifying details have been changed to protect the guilty.

Senior manager: What is the largest annual revenue projection you can make for the business?

Middle manager: We forecast it to grow to be approximately $850 million.

Senior manager: Is that all? Don't you believe you can do any better than that? (bringing her fist down on the table for added emphasis)



Middle manager: That is a conservative estimate. We think there may be a considerable upside to well over a billion.

Senior manager: Oh, come on now. Can't you lie to me? How large can this be in your wildest dreams? (arms open, palms up, as if to show the size of a fish she just reeled in)

This is an improper question. Even if it is being asked in a lighthearted manner, it is a mistake many times over. Yet, this is a quote—it is exactly what a senior manager asked of a middle manager. She had asked him for a lie. She had asked for unfounded speculation that was totally out of character for the company and for the people who worked there.

One might argue that the success of this manager over time had educated her gut, so to speak, to be able to sniff out substantial growth opportunities when she saw them. Perhaps. However, her years of success might have been serendipity—luck. Moreover, just think about the impact an influential and highly regarded leader can have on all levels of an organization, on people who may follow her lead.

If you ever hear this kind of a question, run screaming from the room. This is not a manager you want to be standing near when the SEC[12] arrives. She will point to the person who lied to her. If, on the other hand, you have asked this question of others, you must enter a rehab program.[13]

You can and should ask people to imagine, guess, reach—all positive actions. However, if there is one rule for asking a question in any context or circumstance, it is to never, ever ask for a lie! The word implies all that is potentially bad in the commercial world, even if used in jest. Jokes are sometime taken as proxies for desired results, so the use of this word should be restricted to comedians.

The appropriate answer to the inappropriate question of "Can you lie to me?" should have been “No. I cannot lie to you. I am incapable of lying.” This answer is, of course, a lie. Everyone is capable of lying, except perhaps Vulcans and Androids.[14] However, this kind of a lie is more defensible in a court of law.

So here's what happened.

Middle manager: We have numbers to suggest that, over time, this business could grow to between $1 and $2 billion, but a lot of things have to happen right.

Senior manager: I am very impatient. I don't want over time. I want to be excited about supporting your plan now. I'm still not excited about this. Make it a bigger lie. How large is this market right now—the total market, not just the targeted segment?



Middle manager (looking around at his team members, who are avoiding his desperate nonverbal screams for help): The market is about $9 billion in North America and $15 billion globally.

Senior manager: And you say this market is growing between 10 percent and 12 percent per year?

Middle manager: Yes.

Senior manager: And are you telling me that you are unable to see us leading this market on a global basis? (hands together in a prayerful pose)

Middle manager: Well, we could.

Senior manager: Okay. What is the largest number you can make up?

Middle manager (taking a final look around the room for help from his team members, who are by now in self-induced comas): $4 billion.

Middle manager: Now you have my interest! (She thrust her index finger in the air to emphasize the point, while appearing to skewer the middle manager at the same time.) This is exciting!

What is the danger in this? The senior manager could start to act as if this number were reliable. Worse, the team might try to make their business case fit this new number when they are clearly unprepared to do so. What happened in this case?

Well, the senior manager did just that. She began talking about this business as if it could actually reach the $4 billion mark, near term! The team, anxious to preserve their mid-level management positions, started to develop plans to support this hyperbole. They staffed, planned, and spent money as if $4 billion in revenue were to be delivered with the next shipment of office supplies. After draining millions of dollars in profit from the company, the business collapsed. The senior manager is now an executive with another company. The middle manager and many nonmanagers from this part of the business are also working at other firms.

Abuses of power do not have to be as obvious as this case. They can be subtle, casual, or even humorous. An abuse of power question is one that people are compelled to answer only because the person asking is at some higher level in the organizational structure. Period.



Check on your questions using simple criteria. Although you might feel as if you are not abusing the power of your office, the answers to these questions may give you a different perspective:


	How would you feel if this question were printed on the front page of the next edition of The Wall Street Journal?

	Would you want to be quoted asking the question?

	How would you react if the same question were asked of you, by your boss?

	Do you have to justify the question with a defensive preamble?

	Do you tell people not to take the question too seriously, but to answer anyway?



Questions are powerful—they are management's version of power tools. Anyone in a position of responsibility must treat them as such.

23. Are There Questions That Should Not Be Asked?

Yes, a number of questions should not be asked.

Some questions should be avoided under almost all but exceptional circumstances. They fall into the categories listed here (along with some examples). Most of these are common sense, such as the first category: Avoid questions that intentionally mistreat anyone.

Others are subtle, such as prejudicial questions—questions that offer a judgment as part of the question, and that judgment is unnecessary. Try to avoid these types of questions:


	Questions that belittle, demean, humiliate, or otherwise cause harm to another person



Q: Everybody else can figure it out, what's wrong with you?

Q: What is it about you and yellow paper? (Personally, I like yellow paper, and it's easier on my eyes. I once had a manager say this to me in front of the CEO. I felt stupid, and I switched to green paper instead. He hated green, too.)




	Questions that are personal



Q: Are your kids always sick?

Q: Tell me, Art, are those reports difficult to read, you being dyslexic and all? (This was a power abuser. He actually asked this question of one of our analysts.)


	Questions that add nothing or are unrelated



Q: What do you think of my shoes?
This is the management version of "do you think this makes me look fat?" Managers must not ask for personal or subjective judgments from their employees. It is one thing to ask whether a tie is blue or black if you are known to be color-blind and if you have an open relationship with your staff. It's another matter to ask whether the tie looks good.

Q: How long do you think this full-day seminar will really run?

Q: When will the market open tomorrow?


	Questions where a positive or negative answer may mean the same thing



Q: Do you think that we should do this or not?

Q: Is it, or is it not correct?


	Questions asked in the negative



Q: Can't we get this done easily?

Q: Isn't there any way this can be done?

Q: What don't you like about (it, that, me, the dog, or whatever)?

These kinds of questions provide insight but are asked in a way that positions the respondent as a whiner, and no one likes a whiner. Better to ask what was liked, to avoid focusing on the negatives. Does it really matter?


	Questions that can potentially backfire on you
There are questions that can backfire on the person asking them. The rhetorical question, for example, might be answered in an embarrassing way.



Q: You really wanted to lose the Smith deal, didn't you?

A: Yes, I did actually. I really don't like Smith. He has monkey breath.




	Prejudicial
Asking questions that are prejudicial can result in an adversarial confrontation. These types of questions create fear in people concerned about their future. They are harmful to individuals and organizations. Do managers really ask deliberately detrimental or hurtful questions? Unfortunately, yes. I heard the following question asked of a high-level manager by his general manager.



Q: Why is it that all the incompetents ended up on your team?


	Too many questions at once
How many is too many? One question a minute for an hour is certainly too many. Each situation will differ.

	Constrictors
People can be influenced to "clam up" as soon as certain questions are asked. If a sarcastic tone is used at the same time, it can do serious damage to the relationships needed to smoothly operate the business.



Q: How can you possibly suggest that?

Q: Is that all?
I once witnessed an executive vice president do this to a divisional president right in front of the division management team. It was an instant loss of credibility for both people: the VP because he demonstrated insensitivity and a hidden agenda; the divisional leader because she was obviously out of touch with her management, and this meant she was not likely to be there long. This was a shame because she had built a strong team. The business lost out in two ways on this one question. Employees no longer trusted the VP, and the talent and experience of the other executive left the business.


	Ambiguous, misleading, and vague queries
How many times have questions needed to be rephrased? How many times have you seen someone try to answer the question he or she thought was asked, only to be interrupted by the questioner and corrected with the question that was intended to be asked?



Q: Do these long-term trends mean anything?
What the hell does this mean? This is the kind of question that usually requires a bit of narrowing down if the answer is to deliver any value.




	Complex, nested questions
What is it with some people that they feel the need to ask nested questions—two questions in one? Most business interactions are not presidential press conferences where the questioner has only one opportunity to ask a question. Ask one question, and then ask the other.



Q: When and where will the software package be introduced, and why is it not happening in the originally forecast timeframe?

Q: When you stated that the protein was to be purified first, do we need it for targeting drug development, or is the process of manufacturing made more difficult when we are working with specialized solvents, and why wasn't this covered in your report?


	Negative, multiple nested questions
A combination of two kinds of questions is to be avoided. It confuses the respondent at the very least. These kinds of questions are difficult to answer clearly.



Q: It is correct, is it not, that your report shows your product line will not meet its objectives due to a delay of parts inventory because the product has developed problems for which you have no solutions?


	Questions that impute negative attributes to the respondent



Q: Can you give me your honest opinion? (As if they would give you a dishonest opinion.)

Q: Didn't you know that?


	Defensive, qualified questions
Avoid qualifying your question with any type of a defense. It detracts from the question, and the obvious conclusion is that the question is offensive.



Q: Excuse me for asking, but….

Q: I hate to ask this, however….(If you hate to ask it, don't ask.)

Q: This might offend you, but I must ask it anyway….(Find an inoffensive way.)







The rule of thumb is to ask yourself what the business value of the question is, and whether it meets the requirements cited earlier? Is it clear, simple, and so on?










Questioning: Improve Your Skills

24. What Are the Attributes of a Person Who Asks Good Questions?

In his book on cross-examination, Francis Wellman, one of the nineteenth century's most well-recognized attorneys, discussed the attributes of a good cross-examiner. Although observed more than one hundred years ago, these attributes reflect an ideal that we can apply to managers today. They share the status of "professional questioner" along with attorneys.

Wellman's attributes have been adapted specifically for managers of today and for anyone who relies on avenues of inquiry to excel at their job:


	Attention to following up. This attribute is vital for managers.

	Ability to judge character. This attribute enables the manager to choose effective questions that fit the respondents.

	Ability to act with force. The manager must know what to do with the answer and then have the ability and commitment to do it.

	Instinct to discover weaknesses. This attribute is an asset in all processes that require the use of questions.

	Appreciation of motive. Every business setting is accompanied by a set of motives for the business, management, and each participant.

	Good intuition/instincts and business acumen. This attribute is actually a set of attributes that combine to provide insight into what needs to be asked.

	Clear perception. This attribute enables the questioner to maintain focus on what is important.

	Knowledge. To a person skilled in asking questions, this attribute can mean knowing what is not known.

	Ingenuity. Business processes are unscripted interactions that require flexibility of mind and purpose.

	Patience. All minds are not equally facile, so appropriate time must often be allowed for discussions to develop to the point that questions are effective.

	Logical thinking. A thoughtful process is used for finding solutions to problems, which often means asking a series of questions and following through on details that are unexplained.

	Self-control. You must be able to exercise self-control even when others are losing theirs.

	Caution. Finally, caution in this sense is the ability to assess, understand, and respond to the risks of the circumstances.



25. Are You Prepared to Ask?

Whereas some managers prepare for meetings or interactions, many do not. Preparation, although not a requirement for good management, is advisable in most circumstances. Managers attend meetings, read reports, listen to messages, and, for the most part, react. They neither prepare questions nor do they prepare for questioning. Some of them will surely succeed because of their experience and skill.

Higher-level managers can usually use this strategy if they have a strong supporting cast of mid-level talent, so preparation might not always be required of all managers in every setting.

I have seen only two successful approaches to lack of preparation by a senior manager. One approach is followed by a leader of a health-care agency who enters each meeting he attends clearly uninformed about the details of the discussion. He allows the attendees to speak and will ask them to continue discussing the issue at hand until he formulates his questions and takes the lead. His years of experience in this agency provide him with the kinds of precedents he needs to be able to recognize patterns of problems and similarities in issues. He then uses this history to guide his organization through problem solving. This behavior is well known to all members of his staff. However, he keeps them from taking his lack of preparation for granted by occasionally preparing for a meeting at random. Because his staff members are never certain when this will happen, they can ill afford to neglect to prepare themselves with the required data. He is intolerant of poor preparation by others!



A second approach, from an educator, is more a question of the appearance rather than a true lack of preparation. This manager moves from subject to subject with ease, carrying only a small notebook that is never opened. She asks thoughtful questions and is often underestimated in that she does not refer to notes. However, she reads copious quantities of information each evening.

These approaches are not recommended for most managers. Both of these people are experienced managers who are prepared by years of experience on the one hand, and have an incredible appetite for information on the other. So even here, when there may appear to be a lack of preparation for a specific subject, the managers are prepared.

There are, however, certain occasions when reacting is literally all that can be done. These may include surprise employee complaints, unanticipated hostilities in negotiations, sudden changes in leadership, and any type of confrontation that pits a manager against a unique problem or situation. The character I mentioned at the opening of this book, Dr. Doom, was well practiced at informing his management of bad news at the last possible moment, in decision-making meetings. But in most instances, preparation can improve the quality of any interaction.

Here are some recommendations for managers to prepare for asking questions:


	What is the purpose of the paper, meeting, presentation, report, voicemail, e-mail, or communication?

	Why you are participating, reading, or listening—what is your role?

	Questions to prepare:
Why are you specifically involved?
How do others perceive your role?
What results do we expect?
What are the significant issues, as I know them?
What do I hope to learn as a result?

	Are the important questions written down?

	What response is desired?

	What will you do when you get the answer (particularly what you might do with unanticipated answers)?



It is advisable you avoid reading any question if you are operating from notes. It is acceptable to refer to a list; doing so impresses people because they think preparation was done in advance. However, reading the question shows that you might be overly concerned with semantics—that you're more concerned with getting the right words than you are with getting the right question.

26. What's the Purpose of Your Question?

Asking questions, as simple an act as it may seem, can constitute a surprisingly subtle and effective management strategy.
—John Baldoni[15]

John Baldoni, in a monograph he developed for use at Harvard, outlines a number of reasons managers may ask questions. The list of possible reasons for asking a question is limited only by the number of questions that can be asked—meaning there is no limit. It is also more complex than just considering what you, the questioner, might have in mind. The listeners and respondents may read unintended inferences, implications, and management strategies into your questions.

“Why did you ask?" is the bottom line. It could be as complicated as "gut instinct" if you are probing for some hidden problem, or it could be a simple question about exchange rates. All specific questions are asked in the context of some general condition, situation, or event.

The general context of a question can fall into any of these business categories: planning, marketing, manufacturing, sales, service, technical support, human resources, finance, research, development, information, or other business-specific designator such as waste removal.

The business condition at the time of the question is a part of the general context, as is your position in the organization. We cover some additional issues about the role of a manager later.

A second element of the purpose is what it is you intended by the question. When you ask a question, you are addressing seven basic elements of purpose. Your brain covers these issues at nearly the speed of light:


	Data. What do I need to know?

	Specificity. Am I specific enough?

	Time. Why do I need to know this now?

	People. Is this the right person (people) to ask?

	Implication and inferences. What are the possible ramifications of the question?

	Response. What do I do in response to the answer?

	Manner. How am I going to ask?



The mental process that answers these questions to satisfy your needs is fast, efficient, and often unconscious. Few people raise issues without having mentally gone through a similar list. One element is often ignored, and only after a question is blurted out does the manager think twice: inference.

Asking a question communicates a lot of information. Psychological analysis is not our intended purpose here. However, I have seen managers attempt to reel in questions that have gotten away from them. The manager might have wanted to infer something without stating it, and that's all right. Inference by accident is what you need to avoid.

Baldoni cites a number of general reasons for asking questions, such as "getting the lay of the land," planning, diagnosing problems, or making a change in mission. However, he raises two additional reasons that are worth mentioning: using questions to challenge the status quo, and using questions to encourage dissent.

Questions along these lines often go unasked. Decisions are often unchallenged, and elephants enter the room unnoticed. Consider asking questions to encourage dissent, or as a challenge when things are "going well" or when things are "going poorly"—two conditions when critical thinking can add great value.

You must ask them with an awareness of what is being inferred by asking. A manager who asks a plan or strategy be challenged must communicate, as part of the question, the purpose of the challenge. Otherwise, the manager runs the risk of actually undermining the implementation of that strategy.

The basic message is that a manager must always be aware of the purpose of asking. All questions from management, unless experience dictates otherwise, will be treated as if they have a distinct purpose, whether you have one or not.

27. Words: Are Some Words More Important Than Others?

The most critical need for attention to wording is to make sure that the particular issue which the questioner has in mind is the particular issue on which the respondent gives his answers.

—Stanley L. Payne

Stanley Payne was one of the founders of market research as we know it today. Wording, as Stanley Payne suggests, is important. You might think of this as one of those duh! statements. But, how many times have you heard a question asked, and then the questioner says, "Let me explain what I mean"? Why? Why should anyone have to listen to a question and then listen for the interpretation? Some managers make a habit of this.

They might use this "chance to explain" as a rhetorical device, a type of stall so that they can collect their thoughts while maintaining control of the discussion, or they might just be unprepared. The fact is that questions should be made clear enough when they are asked that interpretation is unnecessary. Word choice and use is helpful to consider in advance of interactions.

Some words, readily available for use, can go a long way toward helping managers improve their questions, and thus reduce the need for interpretation. Payne identifies in his market research work a number of good words to use in questions—words that can help lead to improved questioning and improved answers. For example, words and expressions such as the following:

Could…
Would…
Should…
Under what conditions…
And…

These words/expressions introduce an open question. They imply an interest in the information that is to be conveyed rather than in obtaining specific answers. They are good words to use early in any discussion process.



Other authors call for the use of “high-impact words.”[16] These types of words provide an opportunity to give greater emphasis to a particular question than other words. Attorneys, for example, make use of impact words to help them establish meaning or to imply some intent as they build their arguments. Managers can also use them for effect rather than for building a case or impression before an audience. A few of these kinds of words appear in the following examples.

Q: What exactly is woffle dust?

Q: Is it a guess that our patent will be granted?

Q: Are you certain this material was from the same batch?

Implied standards, criteria, and performance measures can be suggested or communicated through a completely different set of words. It is important to consider the use for these kinds of words to give importance to the questions you ask.

Q: Are you properly monitoring the capital accounts?

Versus: Are you monitoring the capital accounts?

Q: Is this work consistent with standard industry practices?

Versus: Are you following standard industry practices?

Q: Are you making the appropriate changes?

Versus: Have you made the changes?

Q: Who supervised, and at what time was it completed?

Versus: Who supervised, and when was it completed?

If there are "smart" words, then you can be sure there are "dumb" ones, too. An article that appeared in the Phoenix Business Journal mentions "dumb words" used by salespeople. The words they cite are commonly used all over the business community, words such as frankly and honestly, which imply that the speaker might not be frank and honest all the time.







Examples of the Kinds Words to Avoid in Questions

Frankly Why would a person be other than frank?

Honestly Are people expected to be honest in your business?

Best/worst Needs definition. What do you mean by best?

Successful Needs definition. What does successful mean?

Good/bad Just what is to be learned from these descriptions?

Risky There is risk in everything, even in doing nothing.





Open questions allow for a lot of latitude, but even then, words that need definition should be avoided. How does anyone know what the "best strategy" is? You know only choices, and even these choices face changing market conditions. There are no constants in business. Qualitative words offer an opportunity for respondents to equivocate.

Manager: I thought you forecast successful distribution. How can you call it successful when all but one of our Ming Dynasty vases arrived broken?

Distribution manager: Yes, it's true that only one arrived unbroken, but the vase was received on time by our most important customer.

Manager: What exactly do you mean by most important?

Distribution manager: The customer is the CEO's mother-in-law.

The words are important. Any time a manager uses undefined terms, or allows the use of nonspecific words in a response, it creates an opportunity for unmet expectations later.

An example of what not to do was found in a corporate training video for a well-known service business in which integrity is fundamental to the business. The trainer on the video actually promoted the use of these expressions for its customer service people: "Trust me…," "I have your best interests…," and "This is the truth….” These expressions are poison. Unsolicited responses from people viewing this training video for the first time generated cynical comments from a small group of potential customers.



Try to avoid asking people to be frank with you or to express their honest opinion. This clearly communicates that you suspect that the opinions they have rendered in the past may have been dishonest.

All business inquiries should be earnest, using simple, straightforward language.

Simple words, used with emphasis or used in combination with other easily understood words, work best.

28. What Are the "Right" Questions?

What are my weaknesses? How can I balance them?
—Rudolph W. Giuliani[17]

If there were ever a list of the "right" questions for managers at all levels to ask of themselves, these would be at the top. These are questions that managers should continually ask. The answers can act as a guide for the manager on what to ask, of whom, and when.

I have already offered up a number of "wrong" questions. But, is the converse true? Are there "right" questions? The simple answer is, yes; technically, anything that is not wrong is right, but there is another way to think about this.

The right question is the one that yields the right answer, including its potential impact on others. We have already seen how asking a person to tell a lie can be a disaster, even if it doesn't have a negative impact on the person to whom it is addressed.

Right questions elicit right answers for a specific business purpose at the appropriate time and place in a manner that fosters the necessary rapport. A number of good resources are available that describe how to find and ask the right questions.[18]

Most of the time, the right question is a product of critical thinking, as suggested by M. Neil Browne and Stuart M. Keeley in their book Asking the Right Questions: A guide to critical thinking.[19] However, "right" questioning is a situational skill. It is often the product of a collective thought process—the results of a series of interactions in a single place or over an extended period of time.



Understanding the situation is the key to understanding the right question or questions. There are always a number of right choices available, too—which might have a number of possible outcomes. It all depends on what you need to accomplish.

These guidelines may help in determining whether the right question has occurred to you or whether you might want to think more critically about the situation confronting the business:


	The question is meaningful.
It can be linked directly to a critical issue, strategy, or objective for the business.

Q: How were we able to achieve a profitable year when, in fact, we were losing money at the beginning of December?



	It has impact.
Both the question and the answer have a potential impact, a benefit to the business.

Q: With our line down, what do you think about contract manufacturing our product with our competitor down the street?



	You have made it clear why you are asking.
Q: I am asking to gain an understanding of how these things happen so that we can avoid repeating them in the future, not to engage in a witch hunt. So tell me, what went wrong and how do you think we can avoid this from happening again?



	The question matches the reality.
It is consistent with the reality of the situation. It is not out of character for the manager, the sense of urgency is appropriate, and it does not create skepticism in the person to whom it is directed.

Q: Mary, we have known each other for years, and I have come to rely on your judgment in these situations. Is there any way we can save the deal?



	Know what to do with the response.
This applies to all questions under all circumstances.

So why not trust your skills, your gut, or your experience? Why not just ask the questions that your gut instincts tell you are the right ones, or the best ones, or the questions you have seen work in similar situations before?





The danger is that our instincts may be wrong. Our instincts, by and large, are based upon our past experiences.
—Paul Schoemaker[20]

All business decisions will affect the future, and as every prospectus says about new opportunities, past performance is not a guarantee of future success. Actually, past success could conceivably cause future failures by blinding a company from asking or answering important questions.

29. Is Everything We Ask Important?

We would all like to think so. Reality is different. The way a question is treated, by our tone, facial expressions, body language, and gestures gives it importance. Yet, few questions are critical. The category a question falls into gives it importance as well as a perceived sense of urgency.

Three general categories of interest generate a business manager's questions:


	Things that affect the business in the short term

	Things that affect the business in the long term

	News



The first category of questions is the one most people respond well to. The second, although important, lacks urgency unless a manager gives it a sense of importance. Anything that does not clearly fall into the first two categories is a news item.

Managers who focus on the news elevate it to a status of importance that it might not deserve. It is a category of interest, and questions about the news should be treated as if they are just that—news. News is nice-to-know stuff, about entertainment, weather, or sports.

Q: Have you heard about the new robotic prostate surgery? Do you think it will affect demographics in the long run?

Q: What do you think about those floods in China? (when your business has no business in China)

Q: Did you know the boss is a Yankees fan?



Continued questioning with a sense of urgency concerning items of interest that lack ties to important business issues may have two effects. First, a manager who does this all the time is sending signals of an adult attention-deficit problem. Second, it might communicate that everything is important, ultimately having a negative impact when it comes time to focus on key concerns. Better to save the sense of urgency for those issues that require a high level of attention.

When asking questions, particularly of employees, consider which category the question represents, and then match the sense of urgency to the question.

30. The Manner of Asking a Question: Style

There is matter in manner.
—Francis Wellman[21]

There is a single unanimous recommendation from all sources on questioning: If you are asking in person, speak clearly. Include voicemail in this recommendation. too. Although you might not be physically present, your electronic residue is, and it represents you.

I've assembled a consensus list of recommendations here for consideration, borrowing heavily from texts designed for attorneys. Courtroom lawyers need to have the sharpest questioning skills; otherwise, their clients will suffer. Managers also need sharp skills; otherwise, their business will suffer.

These are basic and commonsense recommendations. Yet, due to habits or lack of attention, they are not always practiced. Consider, for example, this case of the CEO of a new business.

Whenever she was about to ask a member of her staff a question, any question, she folded her arms—literally, every single time. Her staff automatically braced themselves. She asked good questions, and they were highly skilled. However, the arm-folding habit always made them edgy and defensive. It took almost a year to break her of this habit.

The manner of the question, the way in which it is asked, and the actual communication of the question are all just as important as the substance of the question.







The Manner of Asking


	Speak clearly.

	Display confidence in your question.

	Maintain good posture and pay careful attention to your own body language.

	Avoid overstressing of certain words unless you mean to stress them.

	Avoid superlatives unless you are leading to a conclusion.

	Avoid exaggeration and hyperbole.

	Use humor for a purpose, not just to be humorous.

	Be brief; get straight to the point.

	Know when to stop asking questions.

	Listen carefully to the response. You may need to follow up or probe immediately.







31. What Was That You Said?

According to Stanly Payne, whose wise council guided market researchers for many years, a question changes depending on where the emphasis is placed.
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The same question can have different meanings depending on where the emphasis is placed. I mention that point here so that you are consciously aware of it, and so that as you consider the phrasing of your next question, you can think about adding meaning by using emphasis rather than words.

I chose the "how could you say that?" example in this section deliberately. It was one of the standard habit questions of a manager I once worked with. He always asked the shortest possible questions and packed in as much meaning as possible. It was his way of challenging people even though he was a nonconfrontational manager. The technique worked most of the time.

Consider where the emphasis is placed when you ask a question. Can you add more meaning by using emphasis?

32. Can You Use a Raised Voice?

There are many right ways of asking a question. A military drill instructor may yell questions in the face of a raw recruit.

Drill instructor: Mister, what happened to your shoes? DID YOU SHINE THOSE SHOES WITH A BRICK?
Raw recruit: (responds by sweating profusely, while holding back a smirk because, after all, shining your shoes with a brick is a funny concept.)
Drill instructor: What are you laughing at, Mister?

A business manager should not yell in the face of a new employee—no matter how dull his or her shoes are. That said, sometimes a raised voice might be required. Some people recommend against raising a voice under any circumstances. I am not one of those people.

I believe it is permissible to raise your voice as long as you follow these simple rules.


	Use a raised voice so infrequently that people will comment, “Wow. I never heard a raised voice before.”

	Avoid using the raised voice with groups, because it creates an "us versus them (you)" mentality (unless that is your objective).

	The incident must be of sufficient gravity. Others who are within earshot must perceive you to be entitled to raise your voice.

	Ask the question by speaking (yelling) directly at the person, looking him or her in the eye.

	Do not hold back. If you are going to do it, do it like you mean it.

	Try to use rhetorical questions. You are not really looking for answers when you yell, are you?

	Avoid yelling contests. Deposit your rhetorical question and leave, without slamming the door.

	Do not yell questions out of anger. Yell them out of purpose.

	Maintain your self-control. Do not overdo it. Get it over with quickly.

	Remove yourself quickly and allow the object of your ire to decompress.



Can I give you an example of when this manner of questioning might be used? Yes. What do you do, for example, when a person violates a direct mandate of the company, not once but three times? I can recall yelling only one time at the office, and it was because of this situation.

One of the more senior managers in my organization had thought better of a company decision even after we had a full discussion with our legal department. The decision was to end a business relationship with another company and to do it quickly and directly.

This smaller company had approached us to produce materials for a new type of construction product they intended to manufacture for outdoor use. Although we had technology that did work, and our research laboratories were able to turn out material that promised to be potentially useful, the business did not look economically attractive to us. The decision not to produce the material was made just as it was for many others.

A month later, I discovered the decision had yet to be implemented. This was not the raised-voice time. That happened six months later, after discovering it had still not happened. It wasn't a moment that I felt good about. Although I had been lied to repeatedly, I felt it was a failure of my management that it had occurred. I had assumed, improperly, that the matter had been resolved.

My questions went something like this.

Me: Steve, I never did hear the final response on your interaction with Universal Outdoor Flooring. What happened?
Steve: You haven't heard because I haven't told them.
Me: YOU WHAT?
Steve: They don't know yet.
Me: Are you going to call them now while I wait here in your office? Or do you want to come by my office in ten minutes and report on the call? OR DO YOU WANT TO BE FIRED? RIGHT NOW?

I gave him three alternatives and then walked out of his office, leaving him with alternative number two to do or number three to consider. Steve popped in my door ten minutes later—job done. I asked him to put a letter to legal, copying me, and send it with a return receipt to the other party. I no longer trusted him, and I told him so.

My judgment not to follow up after the first delay was poor, although I had a hard time believing than an experienced upper-level manager with more years in the business than I had would have done this. The underlying condition that caused the raised-voice incident was making assumptions and then not asking questions.

Although I support the possible use of a raised voice, according to the rules stated previously, it also behooves a manager to do whatever is possible to anticipate a situation such as this and prevent it from arising in the first place.

33. What Is Your Personal Style for Asking Questions?

Most managers have a general style when questioning people. It is their default mode. It's a habit. If a manager consistently uses one style, people start to rely on it. This is positive because it presents a consistent face for people to react to. Consistency is valuable in normal business settings. A consistent style, however, may be just as much of a problem for a manager as habit questioning.

It might preclude the ability of the manager to gain new perspectives or react to new circumstances. For example, if a manager always takes a neutral stance, others may be influenced to do the same. This is neither good nor bad—but people have a great tendency to emulate the successful managers that are promoted through the corporate system. Imagine a whole business full of neutral managers. How would they get anything done?

I used to watch a group of managers play a game called “Monkey.” No one offered an opinion or would accept responsibility for any problem that was not directly under his or her control. The problem, or answer to a question asked by the boss that was about a business problem, became the monkey. They would shuffle the monkey around the table so that it would land on anyone's back but their own. One member of the group would actually dance this virtual monkey around the table as if it were a marionette, prompting chuckles among the group—uproarious laughter if it actually landed on someone. Most often, the "monkey" was left forlornly alone, waiting, festering into a great ape of a problem.



This stalwart team was led by a manager whose style was 100 percent neutral. He was never flustered, nor did he ever appear to be swayed one way or another by any argument, no matter how persuasive it might be. He maintained neutrality because he was overly concerned about what the business leaders above his level thought. His management team adopted this style. "Monkey" was their game.

Problems started to pile up over the course of his two-year tenure. Lower-level managers and staff were constantly paraded in before the management team to present solutions, proposals, and projects for consideration. Everyone believed this guy was destined to become a corporate officer, and his style was being adopted by many people (to the detriment of revenue and earnings). The "Monkey" game ran full time until he received an offer from a competitor and left the company. I can only assume that he continued to be the Switzerland of managers.

Neutrality is, of course, only one style of asking questions and practicing management. The list in the following table is a general description of questioning styles as opposed to management styles. Some may be practiced as one in the same. The neutral questioner may indeed be the neutral manager just as much as the intimidator may be a style that works both ways, too. The objective is for each manager to know the style that is most comfortable for him or her and to then consider, when the circumstances are correct, adopting another approach by adopting an alternative style or styles.



Questioning Styles
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Your style of asking is a combination of qualities represented by the labels in the preceding table. Rapport must be established with the respondent if you want the best answers. Each of these types of styles will generate different relationships. Even the intimidator develops a rapport with people. It just takes longer to get it established. One style has a distinctly negative influence and should be practiced with care: the magician.

Hidden agendas kill trust. If questions communicate a hidden purpose, or appear disingenuous in any way, the trust that is a complicit part of asking questions for managers will disappear. Magician questioners pull the proverbial rabbit question out of the hat to surprise their “witness.” Use this with great caution, and if you find it necessary to employ, use it so sparingly that it is truly a surprise. A chief technology officer used to buy a different set of laboratory technicians coffee every morning. He used this opportunity to gather intelligence that he would use at key moments to ask challenging questions of his staff about yesterday's experiment that went awry. No one appreciated his magic act.

Answers will become guarded, and all of your skills as a questioner will be reduced in their effectiveness. If used consistently over time, you will be left with your rank and title as the only means to elicit answers.



To maintain their effectiveness, all styles should be based on these four basic qualities:


	Be genuinely curious.

	Practice your style actively by maintaining interest throughout the interaction.

	Use patience—even a patient interrogator can get a lot of mileage out of her questions.

	Project integrity.



34. Who Is Asking the Question?

What is your role in the organization? What are your responsibilities? The answers to these questions may give your question more or less weight than you intended.

Any question raised by a high-level manager in a business is quite naturally given a great deal of weight. The organizational rationale goes something like this: The manager must think this is important, because the question was asked. This kind of rationale often wastes money, wastes time, and raises more questions than it answers. Consider this example. The discussion takes place between a marketing manager (MM) and her subordinate, an experienced product manager (PM).

A vice president had torn an ad out of a magazine and sent it to the marketing manager with a question written in the corner.

MM: Have you seen this note from the VP?
PM: Yes. He wants to know if we are aware that there is a vacuum cleaner with the same name as our new product.
MM: What are you going to do about it?
PM: I wrote my answer right next to his question. See it up there in the corner of the paper?
MM: Are you crazy? One word?
PM: Look at his question. He wrote next to a picture of a vacuum cleaner that has the same name as our product: "Is this a problem?" My answer was “no.”
MM: You cannot give a one-word answer—just saying no. He needs more than that.
PM: Why? He tore a page out of one of those in-flight magazines and wrote in the corner.
MM: That doesn't matter.
PM: You're right. It doesn't matter. That's why he gets a short response.
MM: We need to give him a comprehensive reply.
PM: Look, no one is going to confuse a tractor with a vacuum cleaner.
MM: But we have to make certain this isn't a problem. Have you?
PM: Yes. We have checked with everyone, received a legal opinion from our attorneys, and even called the vacuum cleaner folks to be certain. There is no problem.
MM: We need to explain this to him.
PM: I'm much too busy. It's not a problem. Don't make it one.
MM: Well, this isn't good enough. I'm going to check with legal and get a review of this right away.

Reassurance was what the VP was looking for. He said so, three weeks, thousands of dollars in additional studies, and many wasted man-years of meetings later. The marketing manager was reacting to the position rather than to the question. Was this an overreaction? Yes.

The simplest response would have been the best route to determining whether this was indeed what the VP was looking for. If more than a simple response was expected, he would have communicated differently.

The question and the rank of the person asking are always intertwined. They simply cannot be separated. So, ask questions that are important, and ask them in a way that communicates the kind of answer you expect.

In this case, a simple question on a torn-out page of a magazine should have been a clear signal that the VP was “just checking.” He had confidence in his organization—that is how he made it to VP. No one gets to that level by himself or herself.

In this case, the one-word answer was all that the VP wanted, and is what he received from the product manager. What he learned from the marketing manager was that she might not be the right person for the position she was in.

Rank has its privileges, not questions. If they are clearly communicated, the answer should be expected to mirror the question.

35. Who Are You as a Manager?

Roles are not just a function of title. They may also be a function of the esteem accorded to you, your length of service, your special skills, or a host of other reasons. To get back to a point made earlier, there are no such things as casual questions in a business. They can be asked in a casual manner, but questions are perceived as a function of many aspects of the situation—the role of the manager being the key.

There is a hierarchy of roles ascribed to people that act as lenses through which their questions are focused on any respondent. Consider how you think about others you interact with, and then look in the following table at this list of roles played by people you interact with in a normal business setting. Any individual may hold a number of these positions.



Multiple Formal Roles of Questioners
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It is important to remember that one of the most important aspects of the manager's job is to avoid taking things for granted. Many new managers can get off on the wrong footing with an organization by asking questions the wrong way because they might be unaware of their own "role set"—that set of roles attributed to them by others. The following approach to asking questions is not to be emulated. This was the approach taken by a newly assigned manager one month into her new assignment.



How do you do things around here?
Why do you do it that way?
Have you considered any other options?

On the surface, this appears to be a natural and innocent approach. The new manager was on an information-gathering mission. She was striving to learn all she could about the business she was now responsible for. The organization detected her separateness in the use of the word you whenever she asked a question.

She was treated with some deference because she held a doctorate degree and her business title was manager. However, she misinterpreted the deference paid to her as acceptance into her positional role of middle manager, her personal relationship roles with her direct reports, and the situational role she found herself in (trying to grow the business).

She persisted in using you when asking questions for the next few months. As a result, her team distanced itself from her. They offered only answers to her questions, and all without insight or explanation. The employees cut her no slack. They expected her to be a part of the team—as one of their leaders, and ask questions showing she was accepting the responsibility. It didn't happen. Her tenure was less than a year. What could she have done differently?

How does this work?
What do I need to know about this now that I'm here?
Who else might be able to help us?
How has this problem been resolved before?
Who has the most experience tackling this problem?

These questions have the same intent. It is equally important to avoid the use of the word we—at least at the beginning of a manager's tenure. In the case just described, things might have gone just as poorly had she asked, "How do we do this or that?" The use of we might be interpreted as sarcastic, or lack the genuineness of we from a longer-term manager. She failed in her new assignment, too. She thought her transfer was a reward, when, in fact, the upper managers were trying to determine whether this person was a senior management candidate. She didn't make the grade.



During the questioning process, a person takes on another role. Depending on the situation, once again, that role is somewhat different from the formal position one may be paid for. Probing, for example, usually shifts a manager into a different role automatically.

Informal questioning roles and their business functions are noted in the following table. Managers can move among these roles depending on what is called for in the situation confronting them. Assuming any one of these roles for just a moment can help establish new lines of questioning and important new perspectives.



Informal Situational Role of Questioner
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Two cautionary notes need to be sounded while we are discussing roles. First, the question should fit the person you are asking. Asking questions of someone who is incapable or not responsible for providing an answer is destructive. If you are looking for the cause of a problem and need details, for example, asking the hands-on employees, the knowledge workers, is appropriate. Asking for insight into strategic direction should be reserved for those people who have strategy development as part of their responsibilities.





The question should also fit the manager. Managers carry a responsibility with their role—from line supervision to senior executive. Impertinent, improper, or inappropriate questions detract from that role.








Signs and Signals

36. Hand Gestures and Other Physical Signals

Body language, hand gestures, and facial expressions are all signals. The signals you send are as important as the words you use.

Pointing, for example, is a key signal to people. Sean Hannity, a television news issues interviewer on Fox News, has what I like to refer to as an “attack finger.”[22] During one interview, the person actually moved away from him every time Hannity pointed during questioning. The gentleman reacted as if he thought the finger was loaded.

Hands play a major role; open palms up, palms down, fist pounding, prayerful hands, folded hands—just be aware that your hand signals are consistent with whatever question is being asked.

This is not a text on how to translate body language—we all signal in some way with our hands every day of our lives. The issue when considering a question is the possibility of sending mixed signals with your hands when conducting an “interrogation.” Here are five ways in which managers misuse hand signals when asking questions:


	Crossing your arms when asking open questions.

	Asking for an open-ended question like "Tell me the whole story" while making brackets out of your hands as if to contain the response within some virtual barrier.

	Hands held as if saying your nightly prayers, while asking about facts. One manager I knew would always hold his hands in that manner during financial discussions. I was never certain if he was praying for the numbers to somehow be "healed" or if he was just giving thanks that they weren't any worse.

	Hand waving.

	Sweeping motions of your hair or hand in the direction of the person you are addressing or flicking lint off of your trousers could be considered a dismissal of whatever that person is saying.



Hand waving has become a kind of physical business slang for "bullshitting"—and from my experience, these terms are interchangeable. Hand waving just sounds polite. The more signaling required during the asking of a question, the more obtuse the question is, and the more likely it is to encourage a confused response. Hand waving does not add meaning, because most managers are amateur hand wavers. If you want to learn from professionals, watch them. I recommend watching presidential press conferences, when the press is shown, to learn a few of the basics and how hand signals are used when asking tough questions.

There was a commercial on television in which a young employee is ignored after he makes a recommendation in a meeting. He is astonished when his words are repeated verbatim by a more senior person who delivers them with an aggressive hand motion—signaling resoluteness. When the guy claims he said it first, everyone is quick to point out that he did not say the same thing. "You didn't say it like this," another person said as he used the same hand motion. Although this pokes fun by using something so blatant that it is an amusement, it does have an element of truth.

I was invited to sit in on a meeting with two executives and a one of the best-known business consultants in the world. Problems had arisen between the two organizations these men managed, and the consultant, who happened to be in town, offered to spend an hour with them to determine whether he could be of any assistance.

He asked each to speak for five minutes before he would say anything. I was to sit quietly, saying nothing in spite of the fact that I had been invited by both to work with them on problem identification. After each had spoken, he announced that he had the answer. He was going to go buy me a cup of coffee while these two guys talked to each other for the next 45 minutes. With that, he stood up and motioned me to follow him out of the room. He closed the door on their protests that he was to help them.

Business consultant: Where can we get some coffee or tea?
Me: Right down the hall. I missed something. What just happened?
Business consultant: Did you see what Bob was doing while John was speaking?
Me: What do you mean, what he was doing?
Business consultant: Did you watch his hands?
Me: Yes, he was brushing something off his trousers.
Business consultant: He was dismissing everything John was saying. While John was speaking, Bob was picking the lint out of his trouser cuffs and brushing it off his pant leg.
Me: Now that you mention it, he did that the entire time John spoke. And John sat with his arms crossed while Bob was talking.
Business consultant: The body always signals what the mind is unwilling to say out loud. They don't need you and they don't need me in that room. They need to talk to each other. Their problem is that they talk past each other and don't hear a word the other says.

We returned 45 minutes later. Bob and John were having a discussion. It might not have been the friendliest conversation, but they were talking to each other. They had to; there was no one else in the room.

The hand signals by each one of these executives disclosed their inner thoughts without the need for a single hostile word. As a matter of fact, the discussions between the two had always been pleasant.

If you have an interest in the study of body language, a few sources are listed in "References" at the back of this book (refer to Martel, Finlayson, or Haydock and Sonsteng). A few basic rules can be applied to help your nonverbal questioning hand-signal language that can help your verbal questioning skills:


	Check your hand and arm positions to see whether they match your words. Open arms and open hands for open questions.

	If you are uncertain whether a hand motion is appropriate or what hand motion is appropriate, keep your hands still.

	Avoid pointing, gesturing, or motioning to one person in a group setting even if there is only one person who can answer your question. If you want to hear from a specific person, use the person's name. It engages the person in the discussion.



37. Eye Contact

There is general agreement among all sources that I have checked that eye contact is an extremely good habit to acquire when asking a question. Maintaining eye contact with your respondent is important (selected target, the person being quizzed, victim, or other) when you ask, as well as when the respondent answers. Do not stare, but look at the respondent. If you are asking a probing question, and it is a contentious discussion, you definitely want to look the other person in the eye.

I once had to confront an employee who we discovered was getting kickbacks from some of our vendors. He tried to engage in a staring contest, as if this would make the data go away (or perhaps to intimidate me into believing whatever story he was prepared to serve up). Instead of asking him the direct, closed questions I had planned and he had obviously prepared for, I changed tactics after asking one question. I asked open-ended questions.

Our discovery of his misappropriation was quite by accident. His mother had suddenly and unexpectedly become deathly ill, and he had run out of town in the middle of the night to be by her side when she passed away. That morning, a substitute secretary signed for an express delivery package. Thinking it was important, she opened it and delivered the contents to me. Inside were invoices and account summaries for his review before submission to the company. It appeared as if he was receiving a "commission" based on volume purchasing by the company from this particular vendor.

Auditing was notified and, as heartless as it may have appeared, we had a meeting his first day back.

Me: Joe, why do these vendors show checks made out to you?
Joe: I have no idea what you are talking about. Show me. (This terse response was accompanied by an extremely hostile stare, complete with clenched teeth.)
Me (now looking at him): Joe, tell me about your relationship with these guys.
(He was speechless. He had brought with him a number of files and papers, but was unprepared for an open question.)
Me (now looking right at him again, right in the eyes): Joe, what were the circumstances that led up to this situation?

He opened up. I listened to a description of billing errors along with an explanation of how he was assisting these vendors outside of the workplace. His discussion was incoherent. He was also looking away the entire time. He did not admit to any unethical or illegal behavior. Joe left the office in the middle of our chat and returned the next morning to resign.



This was an extreme eye-contact situation—uncomfortable for both parties. The point is that even under the most stressful situations, adhering to the basic rules of questioning is likely to produce the desired results.





Rules of Thumb


	Eye contact is not staring. Avoid staring contests.

	Contact at the beginning and particularly at the end of your question is important.

	Look at the person to whom your question is directed. It makes no sense to look elsewhere even if something more interesting is going on.







38. Demeanor, Body Language, and Facial Expressions

A CEO of a small company actually used to take a step backward every time he was about to ask a question. Do you think the people in his company provided him with open answers? Do you think they worried about his reasons for asking?

If you want open, act open. If you want interest, lean forward and act interested. If you want firmness, use hand gestures to show you are firm (not intimidating). In one sense, the answers you get mirror the questions you ask—and the way in which you ask them.

This is not an exposition on body language, nor is it a discourse on appropriate facial expressions. If you have passed through high school, you have reached a point in your socialization where you can tell the difference between an expression of anger and one of amusement. What I want to emphasize here are basic rules for asking that will help you meet with all situations where you will need to ask questions. You can always add to your ability to “act as you want.”







General Body Language Rules


	Maintain open (uncrossed) arms.

	Face your respondent directly when questioning.

	Look a person in the eye when you ask questions.

	Stand or sit erect.

	Keep both feet on the ground.

	No jiggling, shaking, or rocking. Agitation or impatience is communicated as much by body language as by expressions. If you want good answers, do not communicate agitation even if you are agitated.

	Lean slightly forward immediately after asking. This connotes interest in the answer.

	Keep a relaxed face for the best response. Avoid furrowing your brow, pursing your lips, biting your lips, squinting, wincing, frowning, or otherwise communicating discomfort.

	Smile or look friendly. This works in your favor even when you may be probing for serious mistakes or unethical or illegal behavior.

	Breathe normally. Heavy sighs right after you ask might unsettle the person.

	Stay alert.

	Appear prepared for the answer. Always expect the unexpected. Surprises happen infrequently, but they do happen. Prepare to take them in stride.











Questions are asked by your whole body. Answers will account for verbal as well as the nonverbal parts of your interrogation. Be sure to manage your whole interaction so that you are communicating in a consistent manner and not just going through the motions.








Types of Questions

There are four basic types of general questions: direct, indirect, open, and closed. An additional twenty different specific types of questions are variations of these four basic types. They may be asked in such a way as to make them fit under any one of the four basic types.

The kinds of questions that will become part of the normal repertoire of any individual manager will vary, depending on the role and position that a person holds in an organization. The most effective managers I have seen have always been able to meet difficult situations with a new question—one that the management team is not used to hearing. In other words, they always seem to be able to summon a different type of question when it is needed.

In my experience, most of the questions used in business are direct and closed—a reflection that "answers" are the primary preoccupation of management. There is nothing wrong with this as long as consideration is given to asking open questions (for example provocative, hypothetical, and divergent questions) when the appropriate opportunity arises.

For example, examining market opportunities is a time for more open-ended questioning, whereas closed questions are probably useful when evaluating root-cause analysis in a product failure. However, there are no rules. Many different types of questions can be creatively applied to situations to yield new insights, ideas, and action plans.

The purpose of this introductory discussion about questions is to provide a creative approach to considering what and how questions are asked. Even though there are a few basic types, the manager ought not to be limited by thinking that a limit exists.

Think of this list as a starting point for growing more questions.

39. Direct Questions

Most questions should be direct. Why? It is the easiest form of question to understand. A direct question is more likely to yield a direct answer. Managers generally have little patience for respondents who are long-winded, unclear, or indirect when answering a question, so why ask questions that suffer those same flaws?





Direct Questions


	Are easy to understand

	Are clear in meaning, intent, and purpose

	Communicate that a direct answer is desired

	Enable answers

	Show attention and interest

	Represent more focused control

	Are potentially stifling to introverted participants

	Put pressure on respondents



Q: What are the qualities of a direct question?

Q: John, how did that squirrel get into the server?

Q: Mary, do we have a plan for commercializing Rev B?

Q: Yes or no… now that we have heard the proposal, do you believe that a new ad campaign will yield the boost in sales we are looking for?





Asking a person a direct question by his or her name, especially in a meeting or public setting, is a positive practice. Notice during any presidential press conference that the chief executive often tries to do this when he calls on people, even though he is the one answering the questions. When you are in control of a meeting or when you are participating as a member of a management team, you have a share of the control by virtue of your position. By calling on people by name, you are exercising the positive attributes of control.



Calling on a person by name is a form of recognition. If the question is direct (easy to understand, clear in what you are asking, and so forth), the person you call on will feel good about answering. Of course, in some situations, direct questions make people feel uncomfortable, too, but the purpose of the direct question is always to get a direct answer.

40. Indirect Questions

In some situations, a manager wants to avoid sounding too onerous. For example, a problem might have occurred where it is less important to fix blame than it is to fix the problem. Alternatively, in other settings, there might be a need to pursue a relaxed or less-intense approach to getting answers because of the personalities of the people involved. In these cases, the indirect type of question can prove helpful.





Indirect Questions


	Generally used to establish rapport with the respondent(s)

	Allows a soft approach to controlling the discussion

	Indicates that the interest is in the answer, the "what"

	Permits others to "wonder," too

	May lead to new ideas or new lines of inquiry



Q: I wonder what caused the roof to collapse?

Q: Does anyone have an idea about how we can approach the question of gerbil migration?

Q: Do we have a concept for determining the frequency of this situation?

Q: I really have no way of knowing how large the market is for woffle dust. (This is a question in the form of a statement, but it is an indirect question.)

Q: Is there any way for me to resolve my uncertainty about marketing blue toilet seats?

Comment: This sounds a lot like the Milligan situation.





The "I wonder" mode of questioning is a good one to consider. It is indirect in that it doesn't require a specific answer, and it is also open, allowing for the maximum degree of freedom in response. It was good enough to drive a Nobel laureate physicist[23] to discover the behavior of matter, it ought to be good enough to help us in the more mundane aspects of driving a business.

A statement rather than a question appears last on the preceding list. Many statements are just questions in disguise, as is this one. Responses may vary from head nodding in assent or disagreement, to people responding with comments. Either way, a response is what a manager is looking for. If none is offered, a direct question can always be asked. This is as indirect as a manager can get.

These questions all stay on topic but avoid defining the nature of the answer.

41. Open Questions

If you want to maximize the opportunity for any type of response, a direct open question is the method of choice. They are generally received positively and communicate a willingness to listen to whatever is answered in return.

Open questions allow for broad dialogue and free discussion. They are designed to draw out the maximum in response.

Open questions provide the best method for avoiding surprises in business. I have yet to meet a manager who really liked surprises, either good or bad. They all want to learn, in real time if possible, what is happening. The relatively neutral forum created by the use of open questions can allow employees to raise issues that might be circulating just below the surface of managerial awareness:

Q: Where do you believe the next competitive threats will come from?



Q: How can we learn about our customers purchasing preferences more quickly?

Q: "Well, Watson, what do you make of this?"[24]

Open questions are not designed to yield "yes" or "no" answers. They are asked specifically to avoid yes or no, and are usually asked to provide an unrestricted general direction.





Open Questions


	Usually viewed as positive

	Foster an expansive and inclusive participation

	Can cover a lot of ground

	Enable the telling of a whole story so that important details are less likely to be missed

	Challenge control and focus, which are more difficult to maintain particularly when time is tight

	May lead to grandstanding[25] by one of the more outspoken participants



Q: Tell me more.

Q: Please explain.

Q: What are other possible explanations?

Q: Can you describe the situation in more detail?

Q: Tell me the whole story.

Q: How does the process work?

Q: Please describe the campaign.





42. Closed Questions

Closed questions are direct question tools. They are generally used along with other types of questions. An entire discussion of closed questions can get tedious, unless it is a session devoted to examination of facts or conducted to probe specific events. Closed questions are used to ask for specifics: facts, opinions, details, or descriptions.

Q: What time was it when you arrived at the office this morning?

This question is completely closed. Although the respondent might know that you will ask about tardiness, or extol the virtues for arriving early, there is really only one option. You answer the question. The manager may or may not have a follow-up, and it might be a different follow-up question than the respondent is thinking about. That is why it is recommended that closed questions be answered as if under cross-examination.





Closed Questions


	Maintain focus

	Offer few options for digression

	Are used in searches, examinations, detail discussions, fact-finding, anything requiring specificity

	Are used to stop equivocating answers

	Narrow the discussion

	If overused, could result in "getting into the weeds" (too much detail)

	Include a lot of what, who, when, where questions



Q: What equation did you use to project that curve for the filtration rate?

Q: When, on what date, will this be completed?

Q: Who is going to be responsible for the report?

Q: What is your answer? Yes or no?







The following question types discussed in this chapter are just variations of the four basic types of questions (open, closed, direct, indirect).

43. Stupid Questions

There is no such thing as a stupid question. People might do stupid things, or have stupid ideas (which lead them to do doing stupid things). Questions, by their very nature, are expressions of ignorance, not stupidity. Asking expresses an interest in learning. Even when a question is asked as a way of teaching a respondent to think or provide an answer that a teacher, for example, may already know, the question is educating the respondent and providing the instructor with information about that individual.

One often quoted expression that the "stupid question is the one that goes unasked" is popular, but it's not the question that is stupid. So, any time you hear someone express the sentiment that the unasked question is stupid, don't be taken in.

A person can be acting stupid by not asking a question that cures ignorance. All of us are likely to have some personal experience with unasked questions. In the product meeting described in "Introduction: Questioning Is the Skill of Management," although I asked "too many questions," there were many questions I did not ask in this first meeting of a product development team that I had ever attended. The ones I did ask, although good questions, might not have been the wisest choice. They exposed the foibles of a group of senior managers who had been so successful that they had started to take success for granted.

From my current vantage point, I can tell that I was both ignorant and stupid. My questions were direct and closed. Had I considered asking other types of questions, or taking a different approach, the company might have avoided wasting more time and money. That particular meeting would very likely have ended the same way—with no decision. However, the members of the team might have been willing to listen to my questions.

That is all speculation and unimportant except as an object lesson. What is important for all managers to consider is how to avoid reflexive questioning and apply more thought to the situation.

The person might be ignorant of the answer, but the question is always smart.

44. Filtering Questions

A question asked specifically to exclude extraneous information is a filtering question. It is a type of closed question most often employed as a follow-up question or when probing for information.





Filtering Questions


	Are asked to exclude information

	Are used in probes and as general follow-up in less-stressful environments

	Are focused

	Begin to alert everyone to what is important and what is unimportant without having to spend a lot of time in explanation

	May result in challenges if others believe information being excluded is germane to the discussion

	May need an additional follow-up question or comment to provide clarity with what to do with the information excluded



Q: Which of these data points are the most important for us to pay attention to?

Q: How many customer complaints will need management follow-up?

Q: Which machines worked well today?

Q: If we ignore the data on this portion of the grid, what conclusions can be drawn?

Q: Which of these proposed product names should we cross off the list?





45. Double-Direct Questions[26]

The double-direct type of question is an exception to many of the rules noted earlier. It is a type of compound question, which puts words into the mouth of the respondent while leading down the path of inquiry chosen by the questioner. However, if done correctly, it is clear, easy to understand, and should yield good answers.





Double-Direct Questions


	Offer a way to maintain continuity of the discussion

	Can act as leading questions during a probe

	Can also be used to subtly probe for agreement, consensus, or for unmentioned facts, by enticing the respondent to disagree with the premise of the question

	Put words into the mouth of the respondent (which might limit discovery of information or squelch opinion)



Q: When all the genetically altered sharks got hives, what did you do?
The technique in this question is to use information from a previous answer as the basis of the question. However, it could also be that the person only implied that the sharks actually had hives, so the questioner might be putting words into the mouth of the respondent.

Q: Let me see whether I understand your conclusion. All the power went out while the production line was running, including the emergency power, and because of this, you were unable to determine if the fail-safe emergency stop was working?
This might appear more complex than it needs to be, and that might very well be what is wanted. The respondent in this case might already be defensive, so a question that forces a more thoughtful response may slow down the dialogue enough to identify key important issues that emerge.





46. Hypothetical Questions (If, What If, Suppose)

The use of hypothetical questioning is a great technique for expanding beyond the limitations of a discussion. You can use these questions for a number of tasks: test strategies, consider alternatives, disagree without disagreeing, allow a minority opinion, and so on. (However, you must take care not to act on the hypothetical answers.)

Remember this advice when using the hypothetical. If, in one of the early examples, the senior manager had asked for a hypothetical answer on the potential size of the new business opportunity, she probably would have gotten the same magnitude of response. However, given her behavior (she had asked for a lie), it is unlikely that she would have acted any differently. She would probably still have treated the hypothetical answer as a potentially factual one.





Hypothetical Questions


	Expand the discussion

	Can be used to spark creativity

	Create opportunities for change

	Demonstrate openness to new ideas

	Are a way to think through scenarios

	Enable you to test data suggested in discussion without appearing unsupportive



Q: What if it were possible for us to double our market share?

Q: If the product had actually worked, what would our sales have been?

Q: Supposing cows could fly, what impact would that have on our umbrella sales?

Q: What if we were to license this invention to our competitors. What would that really do to our market share?







Considering a change in strategy? Try introducing the idea with a hypothetical question rather than a direct assault on the issue.

47. Provocative Questions

Use provocative questions when you are probing for information that the respondent may or may not part with willingly. Provocative questions do just that: They provoke. They issue a challenge to the respondent. The intended respondent either meets it, attempts to ignore it, or attempts to redirect it. A good provocative question will not be ignored, however.

These questions can be open or closed, but most will be direct. It is difficult to be provocative in an indirect fashion.

Provocative questions are also used to expand the thinking of a group. They can also be used to attack a problem, stimulate a moribund staff, and challenge the current management if you are a member of the corporate board of directors. Questions that provoke are too often thought of in negative terms.

They need not be argumentative or negative in nature. We often think of provoking as a negative attribute. In the case of a manager attempting to shake up an organization, get attention focused on the problem in a hurry, or just to engage everyone in the conversation, a question can be used to provoke or stimulate creative thinking.





Provocative Questions


	Present a challenge to the respondent or group

	Stimulate thoughts or new ideas

	Target specific critical issues in a way that gets attention

	Could encourage an emotional response



Q: We can fund only one of your projects, which one?

Q: Why should we believe the data?

Q: Give me one good reason why we should not sell this business?

Q: How can we double the output at half the cost?

Q: Why do we have thousands of dollars in unauthorized expenditures in your area?

Q: Have you ever had to lay off a large group of people before? (Although managers might not like surprises, questions are often used to deliver them when warranted.)





48. Rhetorical Questions

Rhetorical questions are asked for effect. Answers are not wanted. These are questions that contain the answer—by implication. The problem is that in many instances, this kind of a question can backfire and result in an answer the manager might be unprepared for.





Rhetorical Questions


	May be used for humor

	May be used as an accusation

	Vent anger

	Release frustration or emotion

	Are a deliberating device to share thinking with others without asking for an answer directly or indirectly

	Can offer theater, such as to be sarcastic



Q: Are you always looking for trouble?

Q: Do you think I should grow some hair just to pull it out with an order this low?

Q: Do you want me to fire you? Now?

Q: Why me? Why do these things always happen to me?

Q: What would this organization do without me?

Q: What were they thinking when they signed that deal?

Q: How could they do this?





A rhetorical question can, and often does, backfire when confronted with a wise-ass. "Are you always looking for trouble?" can lead a respondent to answer "yes." The manager in this situation now has to confront an employee who may be looking for a conflict, or this person may be the corporate version of the class clown.

Before asking a rhetorical question, it is always a good idea to consider how a person might react.

49. Reflective Questions

Reflective questions do exactly what the name indicates: They ask the respondent to reflect—to look back on a decision, on an event, a change in direction, or on information. The implication is that there is a lesson to be learned by doing this.





Reflective Questions


	Can return the respondent to a previous point in the discussion, or in time, or in action

	May teach a lesson without being didactic

	Link together information that provides insight into the current situation

	May be used as a way to pause the conversation





A pause elicited from a reflective question may have the effect of relaxing people by moving backward in time, when there might have been no vested interests in the room, such as the following strategy question. It may also have the reverse effect, actually intensifying pressure, such as in the "last time the plant blew up" question.

Q: Why do you think Ajax responded to our last price increase that way?

Q: Would we have been better off holding back?

Q: What happened the last time the plant blew up?

Q: How would we treat the problem now with this new technology?

Q: If we look back in our history, what stands out as the key strategic direction of the company?

These are not complex questions. They are generally open questions asking for "tell me" types of follow-up questions and story responses. The real value in asking reflective questions is to find the key to resolving a current dilemma.





50. Leading Questions

A discussion of leading questions is included under strategies. A leading question, although it can be deployed by itself, is usually part of a strategy—a plan for delivering a specific message or finding a way to get people to focus on the issue of importance.

When used by attorneys or by journalists—Do you still beat your wife?—it is designed to be more of a trick question, to entrap or to generate a response that provides a reporting opportunity.

Leading questions are really not recommended. Although they find their way into business situations in many instances, their use may be viewed negatively.







Leading Questions


	Are used in an attempt to generate the answer you want to hear

	Are often used to obtain agreement, even from recalcitrant people

	Enable a conclusion to be drawn for a group that might not want to come to a conclusion any time soon

	Drive decisions

	Can be used to reduce debate

	May push alternative opinions or notions out of consideration

	May be viewed by the respondent and others present as disingenuous



Q: The president's suit is a wonderful color brown, isn't it?

Q: The average customer waiting time on our hotline is too long. Do you think this is contributing to our loss of business?

Q: So, Mr. Burr, don't you agree that as you faced Hamilton with the sun at your back, his eyes must have been blinded by the bright sun?





51. The Pause as a Question

One of the most effective tools for eliciting more information—the pause—can be used in place of, or as part of, a question. When a comedian delivers a punch line, it is often set up by a pause. Setting up a question can work in much the same way.

It alerts all listeners to something different (and different is often interpreted as important) coming. The pause provides a natural break between a remark and a follow-up. It also serves to reinforce whatever the opening remark was because it requires the listener to make a note of it so that it is remembered in the context of whatever is coming next. If you think this is too subtle, just try using the pause and see what kind of responses you get, either from the pause itself or the question that follows.







Pauses


	Should be used after a statement that asks a question and encourages someone to jump into the conversation

	Can be accompanied by raising the eyebrows, a facial expression that invites comment

	Are occasionally greeted by silence



Q: So, let me see if I understand your recommendation. We provide the financing, and the first thing we expect to see is (pause)

Q: When the software was shipped, it was still in the shrink-wrap, but then it must have (pause)

Q: When we first observed that the pigs were, in fact, eating like pigs (pause) and we expected….





One of my fellow managers had the uncanny ability of raising one eyebrow so that it almost appeared to be a question mark framed against his nearly bald head. He would start a question such as "Is it a question of resource availability (raised eyebrow)…." This act generally precipitated a deluge of information. After his staff got wise to the technique, he then started to use the pause as an exclamation point, and then follow up the rest of the question, raising his eyebrow at the end.

Q: Was it a question of resources availability (pause) or, was the system overwhelmed because of inadequate planning?

Although it appears to be a bit of a theatrical technique, managers are often called on to "play a role," whether large or small, in a meeting.

52. Silent Questions

A pause can act as a question during a statement, but the silent question is deafening in the way it can deliver a message. A research manager in a high-tech company used this method of asking her engineers questions all the time.

When data was presented that she was uncomfortable with, or just plain made no sense, she would lean forward and shrug her shoulders, opening her hands up as if to say "What?" However, she spoke no words. She would then wait for a reply. Although she used this practice quite a bit, it never failed to deliver—as long as she was in her element. The engineers had adapted to her style by responding just as if she had verbally asked.

When she employed this technique when speaking with the marketing organization, she tended to get silent replies. She then switched to the more common form of communicating verbally—asking a question to get a response.

A silent question, although an effective tool in many circumstances, does not provide any hint of what you need for decision making or what thought processes you might be focusing on.





Silent Questions


	Can be used as long as the people you are interacting with allow you to

	Are a good tool for one-on-one discussions where you want additional information without asking too many questions

	Enable you to mask your focus, which could be on something less important

	Enable you to avoid shutting off other avenues of discussion when the group might be swayed by inference



Q: Shoulder shrug, hands open raised slightly

Q: Frown, raised eyebrow accompanied by a quizzical look or look of puzzlement

Q: Open hand motion, as if to signal for more information







The important point here is that the manager is empowered by the other person when using a silent question or gesture as an interrogative. This is an interesting dynamic in that, as in the preceding example, the marketing folks just sat and looked at her and waited her out. It could be that they had seen her in action before, or it could be that they really just wanted her to commit. In any case, it's a technique best used in situations considered friendly.

53. One-Word Questions

One-word questions are not used often enough. People feel compelled to expound on why they are asking or attach a preamble to their question. A one-word question might be a bit theatrical, but the situation may call for it. Shocking news that has you in disbelief might yield a "Really?" or a "What?"

The side benefit of one-word questions is that they are open—as open as can be. They do not limit the kind of response and, therefore, allow the greatest possible latitude in reply. Their use also does not disclose any preconceived notion of the interrogator manager.





One-Word Questions


	Why, when, where, and how are the primary one-word questions.

	It is important to follow the one word with silence; otherwise, it loses the effect.

	The accompanying use of appropriate body language, facial expressions, and hand waving also add to the impact a one-word question can have.



Q: Really?

Q: What?

Q: Why? (a great question when a person renders a decision or offers an emphatic opinion)

Q: When?

Q: Where?

Q: How?







Not every setting is a good one for single-word questions. They can also become habit forming if effectively used by a senior manager. In a mid-sized company, a taciturn former operations manager had risen to take over the company. In doing so, he brought along his habit of asking one-word questions whenever he could. After a while, the questions wore very thin on his staff. Although he added the appropriate number of words, he took refuge in single words whenever he could.

The impact it had was to force people into presentation formats that enabled the questions of their leader, rather than the leader recognizing the kind of queries needed by management. Performance of this company remained mediocre.

54. Clarifying Questions

A clarifying question is another type of a closed question whose purpose is to make information understandable. Some managers use clarifying questions to refine the message they are hearing. Others use them as a way of building a case for a difference of opinion. Senior managers and leaders of companies or organizations often use clarifying questions as a tool to influence people rather than order their organizations to take specific actions.

Think of a clarifying question as a "Robert's Rules of Order" type of query. Legislative bodies use these rules to control the process of interaction common to the houses of lawmakers. A hierarchy of these kinds of questions establishes the concept that one type of query takes precedence over another in a debate or ordered discussion. Although effective, this process is not conducive to management.

One thing that you should be aware of and avoid is the use of clarifying questions to manipulate the comments so that they align with what you want to hear. A division director of an electronics business continually manipulated his staff with questions to "clarify what was meant by…," causing distrust to grow among the talented managers of his group.

He was overly concerned with any message in any presentation that did not perfectly align with what he had already explained or told to senior management. He would ask clarifying question after clarifying question. "Tell me exactly what this means." Or "Could it have meant…?" And then he would go on to describe what he wanted the response to be.







Clarifying Questions


	Are appropriate when the data is unclear
or when certain terms are unclear
or when an opinion is desired and the discussion does not indicate which way an individual might be thinking

	Can be used to identify a bias that might be swaying the information presented



Q: Can you clarify what you mean by perfect stirring?

Q: What do you mean by we?

Q: Exactly what are these commonly accepted accounting practices you keep referring to?

Q: By IRS, you mean (you might wish to use a pause to clarify)…?

Q: What are the critical issues I forgot about?





His personal strategy worked very well. He did become an executive officer in a company—a company that has done very poorly since his arrival. (The performance of the firm might be completely unrelated this individual, but his habit of clarifying everything he hears remains.)

55. Divergent Questions

Divergent questions are used to expand the number of possibilities without changing the subject. These questions usually change the perspective of participants or the direction of the discussion.

Every discussion in a business has a number of different constituencies. Instead of thinking like a business if a discussion is stuck on a particularly knotty issue, some creative managers often find it interesting to ask what other constituencies might have to say about the same issue?



This may include government, beer distributors, public policy groups, military, stockholders, and so on. One manager always used to ask her teams what consumers would think about the product if they knew about it. This was a company that produced materials for industry and was many steps removed from dealing with consumers. The manager was very sensitive to the fact that any misstep by a business they supplied could result in liability for her business, too. So, she used to ask her teams about this possible exposure. This technique changed the perspective of the teams. Although it is impossible to determine whether this line of questioning had a positive impact on the business, it certainly sensitized the organization to consider the external perspective at all levels in the business.





Divergent Questions


	Can be used to move to a new line of related thought, but so different that it affects the assumptions used in the discussion

	Allow you to come at the same subject from a new perspective

	Can be used to delay the outcome of a discussion to allow more time

	Inhibit hasty or premature decision making

	Encourage the development of new ideas, new strategies, new processes, and new products



Q: How do sunspots affect the operation of cell phones during the peak of the 11-year sunspot cycle?

Q: How would Sony market fruitcake?

Q: What if we are surprised to find a previously published paper on this invention in some obscure journal?

Q: What else can we make out of okra?







There are many ways to move off the beaten path with new lines of questioning. What the manager must be aware of ahead of time, before diverging, is the following:


	Do you have the time to diverge?

	Do you have a strategy for converging again once the diverging process takes hold?

	Are you prepared to actually go off in a new direction? Avoid using diverging questions if there is no real interest in the end results of the discussion.

	What is the purpose of diverging? Sometimes it is simply to let people vent or explore. If this is the case, the manager should say so to avoid building expectations beyond the intent of the manager to deliver.



56. Convergent Questions

Convergent questions are used to move toward uniformity, to develop consensus, or to move to a decision. Converging brings all the discussion, ideas, and factors together to close out the issue under review.

These questions can end a discussion that has taken place over a considerable length of time, such as for months, or a discussion that has lasted only a few minutes.





Convergent Questions


	Should be used when a decision is necessary or when consensus is required

	Can close a divergent conversation

	Can call for action

	May stop people from equivocating





These are some simplified examples of convergent questions. The situations that call for the use of convergent questions are, in many cases, more complex. The questions might need to be asked in a series rather than as these questions suggest.

Q: It is time to decide on the advertising—do we want to use the beer-drinking gerbil or the talking sunflower?

Q: Fruitcake distribution is different from electronics, so how are we going to solve our problem using some of the lessons we have learned in this discussion?

Q: Now that we have had a year to develop all the test data, is it now time to invest $20 million in this new process?





It's often necessary to draw a discussion to a close but to avoid doing it in a way that chokes off all debate. The gerbil versus the sunflower example actually closes debate. So, the approach taken to converge might be started by the manager by following two different paths of questioning:


	The manager could ask about the testing criteria as a way off introducing the need to converge, which is often a good strategy to follow. Signaling that you are ending the discussion is often wise. It allows for final points to be made and provides the opposite sides, if there are any, to sum up their arguments.

	After asking the signal question, a follow-up could be used to make a comparison of two sides (gerbil versus sunflower). If the discussion has no sides, asking for a participant in a discussion to identify the key issues is another way to move forward toward convergence.



57. Redirecting Questions

A redirect question refocuses attention on the questioner's issue of choice and away from whatever the respondent is discussing. It is an effective tool to steer conversations around indirect answers and to avoid confrontations.







Redirect Questions


	May end a contentious discussion or steer away from an inflammatory remark

	Redirect to broader issues when the conversation has gotten too detailed (in the weeds)

	Reexamine previously mentioned details, strategies, or other questions

	Revisit questions (if, for example, new information has been revealed that changes or could change the opinions or decisions already made in the discussion)

	Reestablish a line of questioning



Q: I think I understand what you have said by referring to the prolific wildlife in our area, but I still would like to know how the chipmunks obtained entrance to our clean rooms.

Q: I am interested in how to apply your theory to knee implants as opposed to the robots you are discussing.

Q: Can we return to the question of the cost of this process? Although the benefits are clear, how much more will it cost us over our current method?





Redirecting is also a way to disagree with what was said without actually having to disagree. It also reduces the creep of the unrelated subjects into the conversation. In addition, a manager can use a redirect without exposing his or her personal bias for the information just covered. You might want to dismiss it, or return to it later. The redirect opens these options.

58. Negative Questions

Negative questions have a limited purpose; they are positioning questions. They work similarly to a personal-positioning question except they are asked in a way that negatively positions an issue, a set of facts, an action, a plan, or a proposal.







Negative Questions


	May be used to negatively position an issue

	Can be a way to cut off debate by relegating the issue (action, plan, and so on) to a lower-priority status

	May ascertain negative reasons, assumptions, or logic behind actions, recommendations, or even inaction



Q: Why would you want to enter a market that is so far in decline it is almost dead? (a negative pretense)

Q: Why can't we do this?

Q: Wouldn't it be more cost-effective to leave the air-conditioning system on all day long instead of turning it off at lunch?

Q: You cannot possibly be suggesting that we consider acquiring PDQ?

Q: Wasn't this asked earlier? Is there a reason we are unable to find the answer to this question?





The negative question may also be used in a similar manner to the rhetorical question with the answer already in it. The answer being requested in this type of a question is a negative one that is in agreement with the premise of the question. The management purpose of this use of the negative question might be to chastise, point out the deficiency of a system, or to criticize in an indirect manner.

Q: Have we not done the mailing on time again? (or, even better: Is the mailing late again?)

59. Either/Or Questions

Either/or questions can be used in variety of ways. They can help assess opinions, make decisions, poll a group, force a commitment, or narrow the number of choices.

In the following example, John, the vice president of a business, is speaking to his boss, the chief executive officer. Because of an environmental problem with his business's highest-volume and highest-earning product, John needs to find a replacement in a hurry. His research budget has been increased by 50 percent. At his last meeting with his boss, he had narrowed his choices to four. At this meeting, the CEO expects to hear which of the four John is going to recommend.

CEO: John, why do I see a list of six possible replacement products?

John: That's the short list. R&D has indicated that there may be as many as 11 possible replacement candidates.

CEO: John, we had agreed to make a decision today on which one was going to be our leading candidate and one backup, did we not?

John: Yes, but….

CEO: Yes, but I see a list of six.

John: One of these other candidates might be the best alternative for us in the long run.

CEO: John, if you had to choose either the original list of four on the left or the two possibilities on the right, which list would you work on?

John: I would work on the original list.

CEO: For our two candidate products, either you are prepared to make a recommendation or someone else will make the choice. Which is it?

John made his recommendation. In defense of John, he was trying to do what he thought to be in the best interest of the business in the long term—choose the product with the best possible outcome. In defense of the CEO, he was doing what was in the best interest of the business in the short term. After all, without a short term, there is no long term.

60. Loaded Questions

Q: So, Mr. Enron, if the company was going to do as well as you projected, why did you cash in all of your stock?

All questions are loaded to a certain extent. If managers follow the guidelines recommended in this book, some thought is always given to the answer before any question is asked. This anticipation loads the question to a certain extent. A load is a hidden meaning, an implication of something other than what the respondent may intend, or a method of obtaining a response that might be unintended by the respondent. However, the true nature of the loaded question is to find a way to break down an argument, position, plan, statement, or story.





Loaded Questions


	Are used to get a commitment that the respondent might otherwise not provide

	May be used to force a specific direction in the conversation

	Should be used sparingly







Loaded questions differ from trick questions. They are clearly marked as "loaded." The best example of a loaded question is the one the press asks every president who is ever confronted with a potential conflict. It goes something like this:

Q: So, Mr. President, does this mean you are ruling out the use of force?

Any answer is going to get the president into hot water with someone. Yes, no, maybe, perhaps. These kinds of questions in the political arena are designed specifically to develop a headline. There is little value to the actual answer itself, whereas a trick question is designed to deliver a valuable answer.

61. Trick Questions

Employing trick questions or attempting to expose something by trapping respondents during a business discussion is not recommended. Unless a manager is in a particularly contentious discussion or in heated negotiations where there is little risk in damaging anyone's sensitivities, it is unwise to attempt trick questions. If the veracity of the speaker is in question, probing around factual issues is a better path to follow. Trick questions are entrapments.

Examples of a few tricks and traps are included here to acknowledge their existence, but their use is not recommended.





Trick Questions


	Are hard to use without causing distrust among the respondents (and so it's difficult to find the appropriate circumstances to use them)

	Can be used to test the truthfulness of a respondent or assess guilt

	May be used to discover pretense or uncover resources or references that lack credibility

	Gain commitment from an unwilling respondent



Q: When did you stop beating your spouse?[27] (Trap a person into admitting guilt.)

Q: Now that you are no longer in therapy, tell me what possessed you to select "Water Bag" for the new adult incontinence product? (Admittedly, there is a rather personal preamble in this question, but it does compromise a personal detail that the respondent must either deny or find a way of answering without exposing him or herself.)

Q: Mr. Scopes, you are, of course, familiar with Mr. Darwin's theory that explains why mice do not grow to be as large as refrigerators? (a trick question designed to expose pretense)







The "wife beating" question is commonly found in cross-examination textbooks and in jokes about lawyers' behavior in the courtroom. It typifies the kinds of questions used by attorneys when they know they will not be working in a business setting with the person whom they are interrogating. The business environment is not the best place to use this approach.

62. Dual-Answer Closed Questions

Some questions have two possible responses—both are acceptable. Typical of these questions are yes/no, agree/disagree, and male/female questions. Market research surveys use these types of questions to develop information for statistical or qualifying purposes. The answer is important to develop demographic information or to qualify the respondent for further questions in an area of expertise. Any answer within the parameter of the options the questions permits is acceptable to the person asking. These questions are almost always designed to lead to more questions for clarification.





Dual-Answer Closed Questions


	Categorize a person or qualify the person as having expert knowledge

	Establish an opinion

	Obtain an exact answer where the specific details of the answer are unimportant but obtaining an answer is the objective

	Establish a specific position or recommendation

	Reduce equivocating on the part of the respondent

	Set up follow-up questions, such as a why question



Q: Do you believe we should consider moving our production facility for Podunk to Pango-Pango? Why?

Q: Which type of response do you think is better, fax or e-mail? Why?

Q: Do you agree or disagree with a change in strategy to Plan B? Why?

Q: What do you call, heads or tails? (This implies that after winning or losing the call, the respondent then has another question to answer, such as this: If you win the coin toss, do you want to kick or receive the ball?)





63. General Reference Questions to Keep Handy

One basic rule should be followed in all business settings. And, although it seems like common sense, it's worth mentioning before we discuss good questions: Before asking any question, the manager must know what to do with the answer.

Thinking of questions is both a conscious and an unconscious act. Developing good questions takes work. However, some shortcuts exist. Keeping a list of questions around to help you in many different kinds of business settings might prove useful. So, here is a list to keep around in case you need them:

What do you mean by that?
What does that mean?
What difference does it make?
What are our options?
How would you decide?
Why?
Can you explain?
Do you know whether there is a problem?
What should we expect?
Have we ever seen this before? Where? When?
How much more is possible?
What are the limitations?
How do we know?
Why do we see changes?
How did it get that way?
To what extent is this supported by experience?
What do you mean by your assertion?
How long have we done it this way?
How much more does it cost?
What is the incremental difference?
What are the alternatives?
What if we tried to approach this from another angle?
What is likely to happen if we are successful in accomplishing this objective?
What should we expect?
Who is taking responsibility?
What if this doesn't work?
What if it works better than expected?
Why are we doing this?

Add to this list if you like and carry it around tucked away for that moment when you are asked to attend a meeting, it's late, you are not prepared, and you need to play an active role in the discussion.





Vary the types of questions that you use whenever possible, as long as you apply them to the appropriate situation. If you want answers—use direct and closed questions. If discussion is needed, then use open or indirect questions. The type of question used will dictate the type of inquiry you are conducting and affect the quality of the answers you receive.










Use of Skills

64. Do You Have a Plan?

Knowing and using the appropriate questions, at the appropriate times, asking the appropriate people, and obtaining what you need in addition to communicating what you want is an extremely difficult job. The objective is to succeed as often as possible, but not to expect success with every interaction. This is a modest objective that takes practice to achieve.

For some managers, the belief that all interactions have been successful is one of the consequences that I have observed in accomplished leaders. In the earlier example where a senior vice president asked a manager to lie to her, her accomplishments over many years had led her to believe that all her interactions and her questions resulted in successful outcomes. For these people, when a business has been particularly successful, habits set in and all of their interactions are viewed as productive. In my opinion, this behavior seems to be a natural consequence of years of good management. However, this often comes to an abrupt halt.

Unanticipated changes in market conditions, unexpected challenges from unlikely competitors, a new business venture, or a change in management in a critical part of the organization may yield problems. The business in our earlier example suffered severely after the interaction where the vice president asked inappropriate questions. In these cases, boards need to step up to the challenge and begin asking questions—different questions from those of senior management.

Accomplishing the modest objective of improving each interaction takes practice. A strategy or plan is the suggested route to take for most formal settings when you will be in a situation where you will be a questioner, interrogator, examiner, detective, interviewer, or inquisitor. This chapter provides insight and guidance into many of the more common management situations.



Managers need to enter business discussions with more than their "wits about them" (if only all managers did have their wits about them). They need a skill set and then some templates on when to recognize a situation that calls for probing, for example, or how to go about testing a new business idea.

A few basic ground rules might help when questions are in order.

General Questioning Strategy for Most Business Settings


	Identify the specific kind of situation you are in.
Is the setting formal? Are people presenting to you as the primary audience or to others, or is this more of an informal discussion? It is a small step but an important one to consider in all settings where you are functioning as a manager. It is equally important to understand whether you, as a manager in this particular setting, are expected to be there in an "inquisitor" role. If you are just visiting, a polite question to demonstrate that you are paying attention is advisable (however, in-depth probes are not).



	Watch carefully for the need to follow up and probe. This is the most neglected area of questioning by managers at all levels.
People say things in meetings that often go unchallenged when there are clear and obvious follow-up questions to be asked. In some cases, the time or the setting is inappropriate.

In one of the marketing jobs I had, we used to prepare and present quarterly reports to senior management. These reviews were designed to familiarize management with the staff rather than to review any aspect of the presentation. Questions were asked to demonstrate interest and to test the ability of the presenters to think on their feet under pressure. These were not the types of reviews where follow-up questioning was appropriate.

That said, however, I have seen people slip into their discussions a couple of key points that they think need to be made, when they can “get away with it.” If you see that happening, you can follow up the next day or at some later, more appropriate time. Just because it was mentioned to senior management during a business review does not mean that it was approved, condoned, or even heard.

In some cases, managers will be presented with information that makes no sense, like "it only appears that we had a revenue decline, but this was due to currency imbalance" or “although the scrap rate is high, we believe we will have it cut by 50 percent by the end of the next quarter.” These kinds of statements need to be followed up.

In the currency-imbalance case, what the speaker really meant was that there was no imbalance. The forecast was way off the mark, and the young manager was taking advantage of an unfavorable change in rate to explain poor contingency planning in the business. The attempt to create some confusion around business performance was cleared up, after the fact, to the disappointment of the manager.

The scrap-rate comment on the surface looks good, but when questions were asked that peeled away the layers of data that backed up this comment made during a management review, it was discovered that the plant was currently scrapping a full 50 percent of finished product, not scrap produced along the production line. In many plants, a considerable amount of scrap is a relatively normal occurrence as a byproduct of the process, but not in this case. A 50 percent reduction in this particular scrap rate still left this business with an unacceptable level of 25 percent scrap at the finished product level.



	Determine a path to take for your questions. For example, follow up for clarification; if unsatisfied, challenge the respondent and probe for details. If necessary, redirect questions back to the main discussion.
This is an intuitive skill for many managers, whereas many others have absolutely no skills in this area at all. For those people who have had good teachers, or who have an intuitive sense of mapping out questioning strategies, this appears obvious. For others, it takes practice.

Managers occasionally get themselves in a situation where they are led down a path the respondent chooses rather than the path dictated by answers to the questions being asked. I have seen them become exasperated by an inability to get the answers they want, or they take the bait, so to speak, and follow a line of questioning that leads away from the original focus. In either case, a successful obfuscation has occurred—not good for business.

A marketing program piloted by a new manager in one region had resulted in a 10 percent growth in the business in just one quarter. This was a huge increase, almost one whole market share point in that particular market. This explanation was accepted by the VP. It never occurred to him to probe into the reasons for this success. All of it came in one contract. Everyone wanted to be a part of the success, so little probing was done beyond the numbers, and no one wanted to stand in the way of what appeared to be a success. When the program was rolled out to more regions, little growth occurred. Success and failure deserve the same level of attention.

To avoid making inappropriate assumptions, consider mapping out some simple redirecting strategies. It can look like a decision-tree map to make it simple.

Q: That is great news. We moved up a share point, but how many new customers ordered, or was there an increase in ordering from existing customers?

You could have had this question in your mind beforehand, or it merely could have come to you during a product-review discussion. In most cases, data is fairly well known before people get into a room or before the person appears for a meeting or even a phone call. In either case, a brief list of what you will do suffices for detailed directions on how to do it.

A: The increase is due to new business.

Q: Good. So, how many new customers?

This is an acceptance of the response showing respect to the person answering while demanding the same in return. The marketing manager, if he were the person answering, would be putting the best face possible on the data. The probing, which was not done in this example, would have saved a lot of time and money for this particular business.



	If your question provokes anger, do not argue. Instead, explain, ask, and redirect.
We have already discussed using a raised voice to communicate anger. Respondent anger or argumentation should be avoided in most circumstances. In many cases, it is an effective way to deflect critical questions. This is common to HR discussions with employees when a sensitive issue is raised, such as attendance.

Q: WHAT DO YOU MEAN I AM NEVER AT MY DESK WHEN YOU CALL? DO YOU KNOW HOW MANY CALLS I GET EVERY DAY? DO YOU HAVE ANY IDEA HOW MUCH CRAP I HAVE TO PUT UP WITH ON THE PHONE?

The person putting up with crap here is the manager, if she lets this conversation run too long. She must maintain focus on the issue. In this case, the employee was being paid to answer the phone in an environment that provided a lot of personal flexibility. The fact that she was using anger to deflect her supervisor's questions clearly demonstrates the problem. This kind of response is found at all levels of business.

A senior vice president/divisional general manager in a large multinational company, when asked by the CEO to explain a hard-to-believe financial turnaround by one of his business units also responded with anger.

VP: YOU OUGHT TO HAVE PEOPLE IN THESE JOBS YOU TRUST. THE BUSINESS IS DOING WELL. THE MANAGEMENT TEAM HAS DONE A HECKUVA JOB, AND I THINK YOU SHOULD BE CONGRATULATING THEM!

CEO: Thank you, Bert, for a proud defense of your business and your team.

This was a public meeting, and old Bert thought he had gotten away with a masterful performance of deflection, which he had displayed on many occasions. The CEO let others ask the appropriate follow-up questions. Bert later chose an early retirement when an audit, ordered by the CEO, revealed irregularities in a number of financial areas.



	Avoid pursuing unrelated and unimportant details.
An agriculture business had developed a new fishing bait using waste product from one of the manufacturing processes. It had a number of positive environmental attributes. It removed a solid waste problem and turned it into a nonpolluting product that could generate sales from a relatively low investment. It was nontoxic and biodegradable.

After sitting through a two-hour discussion of the technical problems of producing the fishing bait, the business manager simply turned around and said, "So, tell me, do the fish like it?"

If the fish didn't like the bait, solving all the manufacturing problems would not help the product one bit. As it turned out, the fish were not biting.



	Close an inquiry with converging questions.
This strategy allows the lose ends to either be tied together or recognized as such, setting up future discussions. Unless the discussion is going to be continued, it is suggested that some convergence be the objective of discussions that produce much difference of opinion. Convergence does not mean agreement. It just means that the argument is being brought back to a central point.

Q: How many choices do we have for odd lot materials to list for sale?

Q: Because it appears unlikely we can afford to support the sale of all of those products simultaneously, is there some criteria we can agree on that will establish a priority for accepting and then listing product for sale?



	Keep an open mind.
An open mind is all that can be asked of anyone in any management position in business today.

Q: What do you mean by "I don't get it"?

A: You don't. Do you have any idea how we do our jobs in the division? Do you even understand what it takes to compete for promotion and bonuses in this organization? Did you bother to ask any of us before you made your promises to senior management?

And so, the business manager in this case sat through a full three hours of complaining by his staff. She would stop them every once in a while to ask a clarifying question, but other than that, she sat and listened attentively to what was being said.

They were very unhappy with a hands-on manager after having lived through a series of managers who were absentee-leaders. The last two people spent more time on the golf course than they did with the staff. This manager needed to wake up her moribund team and did it by putting forward an aggressive forecast to her management. After the three-hour rant, the team realized that they could do nothing to change any forecast already made. The manager also realized that this team had little motivation for achieving anything other than what they had been doing during the past few years. No one on this staff had received a promotion in level or a substantial bonus for good performance. They were angry, but not with her.

So, after changing the incentives, the business team ended up achieving higher-than-forecast results. They were amply rewarded at year's end. Had the manager decided to push the plan forward, she never would have learned about the reasons for mediocre performance and would have wrongly concluded that the previous managers had just not put enough effort into the job.



	Do not ask too many questions.
One of my good friends had been a corporate planning director while he was being groomed for a more senior position. Unfortunately, he developed a habit of asking too many questions in every review he attended. He felt it was his duty to expose as many soft spots in the business as possible to improve strategic planning. This did not work well for him. Although he became widely recognized for his insight, he was dropped from further promotional consideration because he simply had not learned when to stop.

Earlier in this text, we discussed the downside of asking too many questions. A person might be able to get away with this once or twice, but not as a regular business practice. If continuous questioning is required, it should be moved off line to a private setting. Then, it is important to maintain focus on asking questions until you get the answers needed and nothing more.



	Listen for the complete answer. Do not interrupt (unless for some egregious error or deception).
This is a common courtesy not always followed by managers, particularly arrogant ones. They appear to behave as if interrupting people is an entitlement. Some of them will continuously badger their employees with questions before they have even had a chance to consider answers to the previous questions. This is both bad manners and bad management.



	Stop when you are finished.
The last rule might seem obvious, but how often have you seen a manager continue to drill into a topic when it is no longer necessary? If you are uncertain about knowing whether you have finished, use a pause or a silent question. People often respond with additional information in these situations if they think it will add to the discussion. If further information isn't forthcoming, you might be at the end of that particular line of questioning. You can always return later if another issue arises that needs attention.





Managers also often forget to use a question to redirect respondents back to the major topic of discussion. They tend to "order" a return if they remember. A question is much more effective because it requires the conversation to be focused on an answer of interest to the manager rather than a general topic.



The general direction of a discussion may look like this:

Example: Business Plan for a New Market

Q: (Clarification) Do you have a reference for those market-growth projections?

A: The numbers are from an article I read on the web.

Q: (Follow-up) What is the specific reference?

A: An article from the Podunk Journal dated April 1.

Q: (Start to probe) This isn't good enough. The information is suspect. (Use a negative question to get the point across about how you feel about the reference without the need to have a major discussion.) Isn't that the "journal for little-known and less-cared-about knowledge?"

A: Yes.

Q: (Still probing) Who was the author?

A: Dr. Adam Smith.

Q: (Still probing) Did you try to corroborate this with any other source?

A: No.

Q: (Converge) Can you find another source after this meeting is over?

A: Yes.

Q: (Redirect) If we accept this projection for the moment, how many market segments shown on your last slide does this represent?

The reason the manager is at this meeting is clear—this is a discussion meeting to vet a new market development plan. It is not a decision-making setting. If it were and the data were as suspect as it is in the example, the manager might move to directly challenge, or even provoke, the respondent. Another option, for a cooler-headed manager, instead of provoking is to use hypothetical questions.

Q: I am very concerned that Dr. Smith's work might be a little out of date. What if he were wrong by a factor of two? What affect would that have on your projections?

A challenge would look a little different and accomplish another purpose—a performance review.

Q: Adam Smith has been dead now for a couple of centuries. I think his data is a little out of date. What do you think?



This is generally not a good idea unless a person is being particularly recalcitrant.

Specific strategies are made up on the spot. The generalized model is not. These kinds of models are built by stringing together the types of questions mentioned earlier in the book with the questioning platforms described in this chapter.

The premise is that managers should begin by assuming their own ignorance when asking questions rather than banking on what they know. That is the foundation of a solid strategy for asking questions; it is built on what is not known.

Find a Strategy

A strategy is a plan to reach a specific objective. Most questions that come to mind during normal business discourse are part of the more generalized plan of the business—they are part of the process that helps accomplish the tasks to contribute to the goals of the organization. However, it is vital to have a plan when your questions are part of a probe or investigation or for some other more focused purpose.

Explicit strategies are recommended for these situations:


	Conducting a probe

	Following-up questioning

	Evaluating ideas, plans, products, problems

	Investigating a specific situation

	Controlling a discussion

	Asking hard questions

	Finding fatal flaws



List what you expect to learn and a few specific questions that will lead to the required information.

65. Follow-Ups and Probes

Follow-up questioning is a normal part of conversation, and probing strategies should be considered an extension of that approach.



For mistakes in reasoning, analysis, or by omission, good follow-up questions can bring out the cogent details in the normal course of questioning. It is always a good idea to follow up when observing mistakes instead of merely pointing them out. The objective of using follow-up questioning is not to set the record straight; it is to focus on information important to decision making, financial considerations, accounting, or on how business is conducted.

There is so much in business that is based on conjecture that information about markets is usually a view of a constantly moving target. Businesses need to focus forward to move product, improve sales, fix problems, adopt or adapt new technology, and find new opportunities. The process of ensuring accuracy or making certain that the record setting is correct is usually focused on the financial and accounting aspects of the business. Probing questions when the numbers do not add up or when things do not make sense are always important to businesses.

Many extraneous details are unnecessary to follow up on, even if wrong, provided they have no bearing on decision making or on costs or how you do business. However, the glossing over of vital information or even sidestepping important issues is the kind of thing where follow up is necessary.

Manager: Tell me, Mr. Enron, just how did you grow from a start-up business with no revenue in June to $4 billion by the end of the year?

Mr. Enron: We held bake sales until we were able to get enough windmills operating in the North Sea to sell electricity to South America.

Manager: Speaking of baked goods makes me hungry. What are we having for lunch?

Asking about lunch is not a follow-up question, yet this kind of lack of follow-up occurs often. This particular situation should also move quickly from a follow-up phase to a probe. Both kinds of inquiry strategies are discussed in the next two sections.

66. Follow-Up Questions

Follow-up questions continue the discussion in more detail. They can also be used to follow up on events or conversations of previous days, or to raise questions that are more current.

Previous discussions do matter. It is important to keep in mind that conversations are like e-mail messages, except they don't carry any string with them as they wend their way around people. Follow-up questions can be used in this context, as a way of continuing a discussion, or, more commonly for managers, as a way of gaining a better appreciation of subjects under current discussion.



Listed in the following table are general-purpose follow-up questions flexible enough for most occasions. These questions can either be open or closed depending on what the issue is.

For example, if the name of a reference is requested, a short closed question is all that is usually needed. However, if a lot of uncertainty is expressed about a recommended course of action, a more open "What did you mean by that?" inquiry is helpful. This style of questioning allows the story to continue in more detail without introducing bias or passing judgment.

Indirect questions are not very useful as follow-up questions. Negative questions are also less useful than other types of questions. Negative questions have been kept out of this discussion because they raise more issues than they resolve. Management should normally be looking for closure. That is the peculiar and necessary role of business. Negative questions do not necessarily bring the kind of closure usually being sought in normal situations. Although necessary in many contexts, such as in a cross-examination, their use in business tends to politicize many discussions unnecessarily. It is much better for a manager to speak directly to an issue expressing his or her opinions, beliefs, and thoughts. Doing so maintains momentum.
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General Purpose Follow-Up Questions[28]

This is a quick reference list of the kinds of follow-up questions that can be asked in a variety of situations. They represent avenues of additional inquiry that may be open, or offer a manager, board member, or others a mechanism for engaging in discussion without appearing as if there is any ulterior motive. Most managers I have observed generally have habit follow-up questions in addition to whatever habit questions they might acquire as part of their practice of management. By using a different tool—a different question—a new perspective can be gained. It is also equally important for managers, in particular, to demonstrate a number of alternative approaches to asking questions.

What do you mean by that?
What was the result?
In what way?
How did that come about?
Were the conditions different?
How were the conditions different?
When do you expect this to happen?
How often does this occur?
Which way are you leaning?
Can you cite some examples?
How did the glitch you mentioned yesterday affect the operation today?
Then what happened?
What do you mean by that?
Who else?
How much?
When?
Where?
How did that happen?
Have you any alternative theory that will meet the facts?[29]



What Specific Situations Call for Follow-Up Questions?

A lot of us sit through meetings where, for one reason or another, good follow-up questions are not forthcoming, even when we believe they should be. Consider asking follow-up questions when confronted by any of the situation descriptions outlined here:


	When the assumptions are not clear



Q: What exactly were your assumptions for projecting that this product will capture 20 percent of the market?

Q: Although it appears to be a good idea, what was the basis of this decision?

Q: What do your assumptions have to do with chipmunks?


	When the answer to a previous question is unclear



Q: When you stated that the exchange rate was lower, lower than what?

Q: I am uncertain exactly what you meant. Could you repeat the answer for me?

Q: What did you say again?

Q: Can you explain in more detail?


	When a different question is answered than the one that was asked[30]



This issue is critical. People often respond to questions with an answer to a different question. Among the reasons people do this are they are attempting to change the subject, redirect the discussion, or avoid an embarrassing answer; or they are unprepared for the issue you have raised and are attempting to deflect it.
Managers who have undergone media training are instructed in how to do this. Executives facing the press are often asked questions publicly that they cannot or would not ever answer. The executive might get away with this in front of a reporter or TV camera, due to the limited amount of on-air time. (Because in these situations, the important issue is to ask the questions.) There is a certain amount of expectation that the answers might not be direct because the agenda of the person being interviewed may be to make a completely different point than the one the reporter wants to make. Although the person might get away with this strategy on TV, no manager should ever fall prey to this distraction when asking questions.
This may also be a signal to start probing. The first step in response to the misdirected answer is to pose a follow-up. If the question is avoided again, start probing. There is always a reason for a misdirected answer. These are not casual errors in discourse.
It isn't always necessary to restate the question in an interrogative format to return the conversation to the direction you want. A direct reference to the question just asked either by saying you want to readdress the question or by referencing the subject matter is sufficient.

Q: Okay, I understand what you are saying, but I was asking a different question.

Q: That may be, but I still want to know, why should we buy Greenland?

Q: That's very interesting. However, the question is why did you spend a billion dollars on balloons?

Q: Aside from cockroaches, our interest is in finding the answer to the termite problem.

Note that not all questions sound like interrogatives. The first and last statements above are really questions hiding in comments. They are responses to statements made by others that were evidently not answers to the questions asked.


	To ask for references or for sources of information



There are always varying levels of expertise in any meeting, particularly those on technical subjects. I have heard managers leaving a room mention that some aspects of the subject were unfamiliar to them, and it is in these situations that this question is useful to ask in the open setting.
These kinds of questions seem to occur most often in meetings discussing medical topics. Audiences or meeting participants are very open about their interests in learning more about a particular subject when health is in the balance. Managers, on the other hand, are cast as generalists in many of their assignments, expecting the knowledge that carries the business to be possessed by the staff. The veracity of the data is taken for granted. Also, a general belief pervades most businesses that opinions or assumptions based on inference are normally stated as such. No one likes to be wrong in business because the consequences can be career ending.

So, asking for a reference or a source does not mean that the subject matter is of such extreme interest that there will be follow through—it might mean that the information provided may be worth challenging. Data is often quoted, trends are cited, and government actions referenced in many discussions of importance. Asking for references is not critical in all circumstances, but on occasion, when the facts are surprising or unanticipated given what may have previously been thought, it is always good to ask for the source. In addition, it's also wise to consider asking for those references that support the prevailing wisdom, too.

Q: Could you provide me with additional references?

Q: I would like to learn more; where can I find a couple of good articles?


	To ask for contacts



Q: Who are your contacts in Kandahar?

Q: Which of the people you mentioned provided this information?

Q: Can you name names?

Q: Who are they?

Q: I want to hear more on the subject of musical cereal; who should we contact?

Q: Are there others who believe as you do?


	If there is a need to reference a previous discussion



Q: Can you explain this in the same way you did yesterday?

Q: Since you mentioned camels before as a primary means of locomotion, just where are you planning to do this market research study you are proposing?

Q: How is this different from our previous discussion?


	When you need familiarity with an issue
Do you have enough familiarity with the subject? Ask yourself the "What if I were asked about this in court?" question to determine whether you know enough.



Q: What else do we need to know before we make a decision?

Q: What questions do we not yet have answers for?
Legal When a reference may be made to a law as a reason for doing or not doing something, managers should consider asking about the law. What is it exactly? How does it affect you and your business in this situation?

Q: What is that law (regulation)?

Q: What are the implications?

Q: Is it possible that we need additional legal resources?

Q: How certain are you?
Regulatory The same issue applies here as with a law.

Q: What are the regulations, the agency, and the ramification of following or not following the regulation?

Q: Are there any other regulatory agencies that have jurisdiction here?

Q: How do we manage our compliance?

Q: How is it that our Pango Pango manufacturing plant is regulated by the city council of Podunck?

Economic and financial If you are unaware of what "generally accepted accounting practices" are, the next time the phrase is used, ask. As we have seen in the popular press in articles about many accounting practices of large corporations, this phrase has been used to cover practices that may be generally acceptable—acceptable enough to land managers in jail.

Q: What do you mean by "generally accepted accounting practices"?

Q: What does this apply to?

Q: How will this affect us?

Q: Who is the guy Adam Smith you keep referring to?


	Data is inconclusive



Q: How soon will we have a better idea about the data?

Q: Are there any other tests that should be done?

Q: Should additional market research be considered?

Q: How can we find the data we need?

An equipment manufacturer was about six to nine months late in getting a product to market—well behind its competitors. Business management wanted to offer the equipment for sale early, before the product was actually ready. So, they asked their attorney if they could take contract orders for delivery at a later date. "No" was the answer. Follow-up questions were not asked, and the attorney was not invited to the business team meeting to explain her answer.
Two months later, as the product team was making plans for attending a trade show—a show where the competition was introducing new products and they would have none—the marketing group decided to hold a meeting and invited the attorney. She explained that, although contracts should be avoided, in her opinion, customers could reserve product customized for their specific application in advance.
At the trade show, with only a model mock-up of the product, the company was able to interest enough customers that they ended up leading the market in new product orders when the product was released.

Follow-up questions should be asked whenever all information necessary for effective decision making is lacking clarity or when all participants have not had a chance to express themselves.

67. Probing Strategies

Probing may be defined as aggressive follow-up questioning. However, you are not necessarily just interested in keeping a continuous line of discussion going. Probes are used to look for something other than what the discussion, the paper, or the message has provided. You probe when you encounter potential deceit, defensive behavior, half-truths, challenges, misdirected answers, dead experts, and any number of other conditions likely to occur.

Remember the manager who asked questions with the answers in them, and then argued when his staff tried to tell him he was wrong? I saw him in action off and on for about two years. Not once did I ever see him probe any topic. Even if he disagreed with the information presented to him, he dismissed it as "irrelevant" or just plain wrong. Probe to avoid becoming this myopic.

By the way, his business unit failed and, unfortunately, he was actually promoted to a new position of responsibility where he could ruin another business. He didn't disappoint.

A complex mix of objectives surrounds probes. The reason a business manager is doing a probe in the first place, rather than asking simple follow-up questions, is to move the discussion from a straightforward inquiry to an investigation.





Questions Best Suited for Probes
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Launching a General Probe

This list represents launch questions—the road into your pursuit. They are general enough in nature to fit a wide array of circumstances. Probing generally takes longer than following up. For example, when dead experts are used as resources for a business case, you not only need to find living experts, but the manager also needs to understand why the dead experts were cited in the first place.

A continuous series of follow-up questions constitutes an exercise in probing. It can be relentless. The questioning can change directions, and it can be discontinuous if the manager feels that the respondents may be disingenuous in any way.

Who else can we check with?
Do you know where to get additional information? Specifically where? And what does it say?
Why was this particular expert chosen?
Who else uses this…relies on this expert?
Why?
What do you mean by that?
Is there anything else we should be aware of?
What else? Do you have a list of concerns?
Specifically, what should we be concerned with and why?
Is there anything about this that keeps you up at night? (A habit question of an old boss of mine and a good one, too. He had a number of different versions, but he used it to elicit many issues that had not been mentioned in "regular" discussions.)
How can you be certain?
What can we not rule out? Why?

The purposes of probing are varied. Probes are conducted, for example, to determine the credibility of a speaker, the importance of an issue, factual details that have been ignored, or because of a gut instinct about needing more and different kinds of information—searching for something other than what is being presented or discussed with you. Probes are suggested when the situation calls for it. Here are some of those situations when probing is advisable.

When Do You Need to Launch a Probe?


	Violates the laws of gravity
In an earlier example, the growth of a business from zero dollars in revenue to $4 billion in six months "goes against gravity," as an old colleague of mine liked to say. Common sense tells us that this type of growth is so improbable that it approaches impossibility. If this kind of growth were to occur without an acquisition, you had better get out of the way for an investigation.



Q: Why did you forecast everyone in the world buying one of these?

Q: It was quite windy that day, but how likely is it that the wind caused the coffee to spill inside the building and all over the server?

Q: Dr. Deleon, how do you know you discovered the fountain of youth formula? What evidence do you have? Who else has tested this? What were their results? What do you mean they are now too young to answer?




	Dead or unavailable experts
Dead experts are a dead giveaway that probing for better references is needed. If an expert whose knowledge is critical to whatever business case it at hand is unavailable for a period of time that exceeds your decision-making timeframe, probe for another expert.



Q: Who, other than Adam Smith, can we contact on this theory?

Q: Why is it the only expert in the world on this is in Antarctica when we need her?

Q: Yes, jail is a difficult place to hold a meeting, but another year seems a bit longer than we can afford to wait, doesn't it?

Q: Who did you pay for this information? How much? Did you get bids from other providers? Who and how much?


	When the respondent continues to ignore a follow-up question and answers a different issue



If this happens, move from follow-up to probe. There is always a reason for this strategy by respondents. Your objective when you shift to probing is to avoid being judgmental. Just because the behavior before you may indicate a problem does not necessarily mean that there is one. Maintaining objectivity until you get all the facts you need is important to the questioning process.

A direct inquiry approach is best. It avoids wasting time. A direct approach also pays off in the future. You are less likely to be faced with misdirection answers from others.

One additional point is worth noting here. You can change your style from a facilitative (kindly) management approach to a more control-oriented or prosecutorial manner (a more adversarial managerial style). The person knows exactly what it is he or she has done, and you must indicate that you want answers. Obfuscation is for politicians and diplomats, not for businesses.

Don't take the bait by following this rabbit down the hole. Persons good at this strategy will usually issue an enticement in a misdirected answer; it's likely to be some detail that is well known to be of critical interest to the inquisitor. I have seen managers fall prey to this and realize hours later that they didn't get the answer to the question they had really asked.

I saw a regional sales manager practice this with his VP of sales. The manager had arrived at the home office just in time to attend a meeting where his interest was a lack of proper accounting of about “a hundred thousand dollars.”

VP sales: Could you review those numbers again for me, Al?

Regional manager: They bother you, too? You know another thing that is an even bigger concern to me is the Simpson's. They are the largest customer in the country, and we just learned yesterday that they are considering canceling our agreement. Is there any other incentive package we can offer?

How could the VP not return to his original line of questioning? Easy. The Simpson account was huge, well over 20 percent of U.S. sales. Although he might have been able to see through the ruse, he was unable to resist the possibility of the reality of a problem with this account. It could be that the VP of sales was implicitly going along with this misdirection. Asking tough questions of the people you work with every day is often difficult. This is particularly true when you have known them for many years. There is no way to know.

A routine audit of the books disclosed serious accounting irregularities in the preceding case. A change in regional management cleared up the problems and wizened the VP of sales.

The suggestion for responding to misdirection strategies is to maintain focus and keep your probes direct.

Q: Did you understand my question?

Q: Why are you answering a different question than the one I asked?

Q: What makes this information relevant to what I am asking?

Q: Can you repeat what it is I am asking?

Q: How can I be clearer about what it is I am looking for?

Q: What is it about my question that you don't understand?

Q: Yes, that's a concern for me, too, but how much did you say you spent?

Q: We will cover that if time permits, but let's return to my question. What is your answer?

Q: Why are you having a problem answering the question?




	When the answer is incomplete
This, too, could be an attempt at a subtle strategy for avoiding the question. I have seen this happen in meetings with CEOs, for example, when the respondent knows that the time is limited and tries to avoid completely disclosing details of an issue.



Q: Yes, I'm glad that the mess is cleaned up, but I need to know the whole story. Just how did the chipmunks get into the clean room to begin with?

Q: Your data does show that all the sinks we sell are of the best quality, but I need the whole question answered—what is the quality of all the sinks we manufacture? We scrap how many? How long do you think we can remain in business with that rate? What's being done? What's the plan? Who's responsible for implementing it?

These questions reflect an actual situation. A business manager had successfully dodged his VP and the CEO on this issue for years. Literally half of their product line ended up in the scrap heap, but the margins on the finished product were so high that no one paid a great deal of attention. They sold into the luxury end of a market, and no one ever mentioned the scrap rate. This lasted until competitive pressures forced attention to the problem. The business eventually solved the problem and fixed the product line but sacrificed earnings to overcome years of inattention.

Q: I know everybody here liked the ad campaign, but I wanted to know how it tested with consumers? What are the results from market research studies? You did do market research studies with real customers, didn't you?

By the way, a manager's voice that goes up at the end is likely to get a more open response.


	Conflicting information, discrepancies, factual errors
A CEO whom I watched in action had a very effective method for dealing with conflicting information. He would state the discrepancy. This is an effective approach because not all discrepant information about a subject is coming from the same person. Information often arrives from a number of different sources, and it makes a better-understood query to state the conflict to the person being questioned.



Q: Joe, the message from your team yesterday was that the project would be ready on time. However, today you have just indicated that a delay is likely. Can you explain the difference?

Q: How could we go from 3 possible reasons for the problem to 11?

Q: Either the duck got into the copy machine all by itself as you suggest, or as Wilson explained, someone put it in there. Which is it?


	Red herrings
When an answer is irrelevant, it's time to probe. Once again, avoid taking the bait by pursuing the subject, but acknowledge the lack of relevance.



Q: Yes, branches are falling from the trees due to the drought, but why have our sales have been dropping like those branches?

Q: How did a herring get into the last batch of paint? It's unimportant what color it was.


	Equivocates
Equivocating is the use of words with multiple meanings. This can allow a person to take a position on either side of an issue. Also included in this category of signals that scream "probe now" are behaviors characterized by beating around the bush, waffling, fudging, and stalling. Straight questions, once again, may provide assistance.



Q: We all know that potatoes contain healthful substances and that chicken fat does taste good. Nevertheless, can you explain how much of this healthful food aspect is lost when the potatoes are deep fried in the chicken fat?

Q: Even though the regulation is there for a good reason, and you are correct, we need to document our decision in either case, but we need a specific recommendation on whether we file a new application. What data do you have? What studies need to be done? How quickly can these be done? Who will do them? Is there a reason for your hesitancy?


	Lacking facts, or lack of evidence to support the claims made in answer to your question



Q: Where exactly will this 1,000-store mall be opening?

Q: Why was our data submission to the FDA rejected?

Q: What do we not know about this project that we should known?




	Answers that reflects wishful thinking
When the answers to your questions include a lot of "We hope so," "We wish it would be," and "We are encouraged by signs," consider probing. Do this if for no other reason than to avoid the fate that Ben Franklin ascribed to those who engage in this kind of thinking when he said, “He that lives on hope, dies fasting.”



Q: Could you define what you mean by hope?

Q: What data do you have to support your wish?

Q: How much faith are you putting in "hope" and how much data is available to support that? Who supplied this data? What are their interests in this project?


	Constant use of hyperbole



Q: When you answered that we will get a billion customers overnight, exactly how many customers do you have in your forecast for the end of the year?

Q: Although we appreciate the expression that the new drug will change the way the world thinks about medicine, exactly how will this happen?


	Airtight answers
Probing is also recommended when answers to all questions are closed ended, meaning that there are no potential problems, concerns, or issues to worry about.



Q: Is there anything about the project that keeps you up at night?

Q: What if something were to go wrong? How could we explain it?

Q: I understand that there is no scientific way possible for our fertilizer to smell, but what would have to happen for an odor to be present? How much of the state would we have to evacuate?

Q: Even though you dismiss the possibility, is there a chance that any of us could go to jail? What would have to happen? Give me a list of issues that could precipitate an investigation?

Q: How solid are your projections? Are you willing to bet your bonus?


	The "two false options" gambit



In some rare instances, particularly when a business is looking for someone to blame for a problem, a choice is set up for the manager. The manager is presented with a choice of selecting between two options, both of which are false.

In one particular case, a product complaint had come from a very influential customer, and the service representative, desiring desperately to avoid any possibility of blame, offered his manager two possible explanations for the problem.

“Either manufacturing hooked up the power cables to the phone jack or the customer plugged the unit into a DC line.” There is no way a manager should accept either of these as options without probing around the problem just a little.

Q: What other alternatives are there, and don't tell me that there aren't any?

Q: How many times has either of those occurred?

Q: What conditions would cause us to look at these options?

Q: Pins and bullets both have the capability of puncturing balloons, but what do you really think punctured the balloon at 25,000 feet?


	Begging the question
When the reason in support of the answer is produced within the answer itself—when a conclusion is assumed without proof—it's time to probe a little. Once again, the best approach I have seen is to state what it is the respondent has identified as the answer, and then probe the part of the answer that is unsubstantiated.



Q: Your answer is correct; grass can and does turn brown in August in that part of the world because of drought. What evidence do you have that it was not our fertilizer that caused the problem?

Q: Baldness occurs all the time, but not all at once. What is in our product that could have possibly caused 10,000 people to go bald in 2 days?


	Gut instinct
Follow your gut. It might not lead to any particular problem or issue of concern, but it's worth developing any line of questioning whenever a feeling of uncertainty, suspicion, or inquisitiveness comes along.



Probes are important to think about whenever you think about following up on answers you are dissatisfied with.

68. Does the Manager Need to Control the Conversation?

Attorneys use questions to control testimony. Managers can also use this method of control, but under specific circumstances. The conversation-control strategy requires that a series of questions be prepared, preferably in advance if possible. If not, then at least you need to be a question or two ahead of the conversation as it's taking place. Without a series of related questions, many conversations may get out of hand.

A manager, to control her team of unruly engineers, had a long list of questions she would resort to whenever her meetings got out of control—which happened quite regularly. It seemed that the electrical and software engineers were constantly haranguing the mechanical engineers. This conflict resulted in furniture tossing.

This was a new business start-up operation in an old warehouse that had been converted into a kind of service center. The furniture was plastic lawn stuff, and most of it had been damaged in some way long before the arrival of this social experiment. However real the anger appeared to be, no one was ever hit by a chair. Tables were also overturned, but this was the routine way in which the meeting was brought to a close.

Someone would say: Well fine! If that's the way it's gonna be….

The folding conference table, which looked as if it had been left by a catering service too fearful of returning to retrieve it, would then be pushed over. This signaled the end of the intellectual interchange. The discussion inevitably would turn to lunch as the group left the room.

The table-toppling behavior was tolerated by the manager because of the creative nature of this particular combination of people with specialized talent and problem-solving skills. She would sit at a desk at the head of the room and fire off questions as if the mayhem in front of her wasn't happening, but she knew her team. They really were interested in answering the questions, and this is why all the furniture tossing never caused injury or damage.

Control strategies are useful under these varying conditions:


	To establish order with an unruly group

	To deal with continuity problems and the difficulty of staying on subject

	To drive for decision or consensus—when a group or team is not moving

	To meet time constraints

	To obtain all information if the person or group will become unavailable

	To launch probes

	To examine data before moving on





Questions to Use When Employing Control Strategies
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Always look for a method whenever you are confronted with madness.

69. Strategies for Asking Tough Questions

A tough question is one that makes the respondent uncomfortable. Some managers find it difficult to ask these questions. This isn't good for the business. What happens in these circumstances? The business suffers. A mistake or even a deception may continue unabated.

When asked, these questions are often taken personally—because they are personal. A question is being asked of a person to knowingly cause that person discomfort. All of us recognize this and take it personally. It's a natural response. Therefore, the first order of business for the manager is to remember this: When you have to ask a hard question, try to remember it's “just business.”



I have had to ask tough questions of employees who suffered from addiction, were suspected of stealing, were accused of sexual harassment, and ones who had a host of other serious problems. These are outside the purview of this book. When a legal issue arises, you need the advice of professionals before taking action—if you have a chance. If you are caught by surprise, as I was on one occasion, you might choose to use the strategy outlined for surprises that follows the "tough" question discussion.

Employing a prosecutorial approach to asking might be necessary under a variety of circumstances. A probe may be necessary. Probes take you off the path you are on, whereas these questions help retain the initial focus of the discussion by asking the question needed and then moving on. If you discover a more serious situation is evolving, start your probe.

Good preparation or familiarity with both the respondents and the subject matter is required; otherwise, your strategy could come unraveled.



When to Employ Tough-Question Strategies
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There is a risk of damaging relationships when hard-line questions are levied in a discussion. Their use represents a calculated risk for the manager. This strategy requires that the manager has a good working knowledge of the participants.

Q: Jane, why should I believe that your division has $1 million in earnings when the total revenue of the company is only $1 million?



Questions that target fabrication or questionable data do have a downside. They're relatively transparent unless the manager is extremely skillful. They could communicate lack of confidence in people who might not have realized there were problems with their data.

I have seen managers who trust no one, and their questions always indicate this type of an approach. No one takes the inquiry too personally under those circumstances. That's the only good news from the lack of trust strategy. The manager garners no trust either. The group converts from a working organization to an armed camp. There are also managers who should perform veracity tests when they don't. These folks are continually taken advantage of. The business suffers in either of these extremes.

Try any one or more of these approaches before you start to probe for more details. Answers may pop out, making a probe unnecessary:

Who performed this analysis?
Who else has seen this?
Can you provide me with references for that information?
What were the assumptions, and how were they tested?
What did our attorneys have to say about this?
Whom did you speak with?
Would you recommend that I speak with this person because I have an issue with their data?
Would you stake your next pay raise (or bonus) on that? (This tests a lot more than truthfulness.)
What are the assumptions?
Why do you feel this way?
What are your biases in this case?
What is your personal opinion?





Questions Useful in Tough-Question Situations
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The surprise that happened to me one afternoon, a few weeks into a new job, was a call from one of our large West Coast accounts. The gentleman on the other end of the phone was so angry he was incoherent. However, I was able to learn that his assistant had been on the receiving end of serious harassment from one of my new staff members. I immediately recalled this person from our California office to the East Coast, which gave me time to get the advice of legal staff and to assemble an appropriate set of questions.

Contracts were not canceled as threatened, nor was court action taken. After a series of questions to the manager, he admitted to the problem and was demoted, reassigned, and required to enter a counseling program. The questions were personal. They elicited ugly responses at first, and it was unpleasant for us both.

70. Mounting Challenges

A number of different types of questions can be used to challenge the person or persons you are addressing. Why do you want to challenge people? Doesn't this lead to a confrontation?

Yes, although not always. A challenge can be brought forward without causing a confrontation as long as the line of questioning is viewed as a challenge to the substance of what is being presented rather than to the person presenting it. What if questions work well in this type of situation:

What if our competitor produces our product?
What if we had lost money this last quarter?
What if customers refuse to purchase unless we cut prices in half?
What if we need to reduce the number of employees by half?
What if we lose all telecommunications?
What if we are wrong?
What if our assumptions are based on faulty information?

This is a less-confrontational manner to challenge, instead of asking for proof that the respondent is "right," which I have witnessed on occasion and which turns the session into an inquisition. Asking what if also encourages creative thought. It lets the organization know that the manager is willing to reach outside of the confines of the usual business discussion to listen to new ideas.

What if questions can also be used to shut down discussion and control meetings in a way that discourages rather than encourages debate. A general manager was listening to a presentation from his technology development organization. The research director, after listening to a discussion of their new technology versus that of a competitor, asked, "What if we license their technology and integrate it into our product line?"

“What if cows had wings? We'd all have shit in our eyes," responded the general manager, immediately shutting down discussion. He didn't want to hear any new ideas or concepts that were other than what he wanted to hear. And he definitely didn't want any business assumptions challenged. This had a disastrous effect.

The research director had been hired by the previous GM. It was clear to him from this remark that he was not wanted. After a short stint in the job, the research director went to another company and then hired away the most talented members of the technology organization, much to the detriment of the business.

Use or allow what if challenges as a way of opening up the business to new ideas and showing that people are valued for creativity.

71. Eliciting Dissent

Agreement is not always necessary, nor is it desired in every business setting. People can and should disagree with decisions in a healthy business environment. Managers need to create an atmosphere where responsible dissent is encouraged. Many managers feel they do. However, the problem for a lot of managers is that they are completely unaware of the fact that they may be squelching dissent in spite of their efforts to encourage openness.



One of the nicest, smartest managers I have ever met directed a sales organization for a major industrial supplier of electronic components. His people all said very nice things about him, and by all accounts he was an ideal boss to work for. When he was transferred to run the marketing organization for the same company, he pulled out the old strategic plan, saw some clear holes in it, and developed a draft plan that he circulated for comment. His detailed plan was extremely complete and well thought out. He received no input.

He brought the plan to his VP, who sensed a problem when he asked about responses. He knew his troops well. "No comment" said “big trouble.” He arranged for an out-of-the-office, all-day meeting for the marketing manager and his staff.

Yelling! Two straight hours of yelling at the marketing manager. It was unrelenting. They tore his plan apart, tore his management style apart—tore him a new orifice, as the saying goes. Why? What could he have possibly done to cause this? Nothing.

He had done nothing directly to his organization. He had also done so much that his staff felt there was nothing for them to do. And that's what caused him the problem. This was a guy who led from his head. He was smart, and he dominated his organization through the use of his intelligence. His thinking and his overwhelming command of information made it nearly impossible for anyone to have a thought of any value. The other problem with his style was that he was a “nice guy.”

People didn't want to pick on him, so they just agreed with whatever he said and went on about their business. It never occurred to him that this attitude of his, his obsession for completeness and attention to detail, made dissent nearly impossible. Questions are the cure for this condition. When he received no response, he should have gone around and one by one asked people to share their thoughts. It may or may not have resulted in replies, but at least he would have been recognized as having had the courtesy of asking.

Use of why and how questions may elicit dissent:

Why is it important that we accept the decision?
Our time is short. How can we make sure that everyone who has an idea about this has voiced his or her opinion?
Why is no one willing to disagree?
Why do we not have at least three opinions for our course of action?
How could this be done differently?
How many different ways are there?
How can we do this for less?
Why do we do it this way all the time?
Why do we continue to rely on the same suppliers?
How is it that we continually find ourselves in second place?
How would you do this?
Why agree with the plan? If it were perfect, we would be the market leader.
I have uncertainties about the plan I drafted. How could we improve it? What changes do you think would help us?

These types of questions are also on the soft side. They don't ask "Who disagrees?" or "What's wrong here?" Employees are hesitant to respond with candor to these kinds of questions unless they happen to be in a very high-trust employment situation. Even then, the answers will be diplomatic because high-trust situations tend to breed collegiality and good nature.

Remember the chair-throwing engineers? Those guys would have no problem telling management what's wrong. Nor would they even be polite about it.

So, what happened after a whole two hours of yelling at the marketing manager? The guy just sat there and took it. He was shell-shocked. He had absolutely no idea that he was rolling over everyone with his logic, his command of market information, and his business acumen. Sometime during the second hour, his staff started to feel sorry for him. He was, after all, a nice guy just trying to improve the business. So they stopped.

His boss suggested that he take the elements of the plan, put them up on chart pads, and then ask everyone to pitch in and see what they could come up with as a team. The plan remained essentially the same but now included changes that were important to the staff.

Of course, there is also the opposite problem of intentionally quashing debate. I once worked for a manager who just didn't want to hear any dissent. He basically said this to his team by stopping all debate once he had made a decision on any particular topic. I stumbled upon this in my usual way—I disagreed with him, not realizing his management style.



I was newly assigned to his business at this particular moment, attending my first staff meeting when I blundered into a dispute. I had proposed a new marketing campaign. He didn't think it wise and prevented any discussion:

Manager: I really don't like the idea of doing marketing to this market segment. It has been a market area where we have historically done poorly, and I believe it to be a waste of money.

But I blubbered on.

Me: Well, I can understand why you might feel this way. However, we believe that we can significantly improve our market share in this segment by targeting the advertising directly to the potential customers rather than purchasing agents as we have done in the past.

A look of horror now appeared on everyone's faces. The "throat-slitting" motion was being directed at me by any number of staff members, as was the old "neck-tie hanging" sign. The boss then surprised everyone.

Manager: You know, you may be right. What if we just scaled down the plan? Pick a few customer targets for a pilot study. Do you think that would work?

After we agreed to a small pilot budget of 10 percent of my original budget forecast, the boss turned around to his shocked staff.

Manager: You know, you guys can disagree with me—just not all at once, and not all the time—but you had better do it with a good idea.

Although his last comment contained a little manipulative twist, it worked for a while. Everyone waited to see whether my plan would work, and it did. We increased sales into a market segment that the business had performed poorly in. When I asked for the original budget after the pilot worked, the boss said, “No.” But the rest of the staff was now empowered to push back, from time to time. On the other hand, if my plan hadn't worked, it was very likely that I would have been transferred out of the division. Not only did he have a low threshold for dissent, he also did not tolerate failure.

If you do not seek dissent, it might seek you out anyway.

72. Are You Prepared for Any Answer? What About a Surprise?

CEO: Earl, can we count on you to reduce the cost of your operations by 20 percent?

Earl: If that's what you want, you'll have to do it without me.

CEO: Earl, did you just resign?

Earl: Yes.

The conversation is a short version of a longer story—a true one. No one was prepared for Earl to resign. He was the chief information officer of the corporation. I'm not certain whether Earl was prepared to resign before the discussion had taken place, but I am certain that the CEO was taken by complete surprise. Would you be prepared to deal with this kind of unexpected response?

Most of us are not. Here is a strategy, a plan for handling a surprise by employing a few questions to avoid making statements until you are certain about your response:


	Reset the clock. Ask what questions. Even if the answer was crystal clear, this strategy will reset the clock and allow you to absorb the answer a second time, when it's no longer a surprise.



Q: What did you mean by that?

Q: What did you say?

Q: Will you repeat that?

Had the CEO reset the clock in the preceding example, Earl might not have resigned. However, the CEO was caught so off guard that his next question was almost a reflex reaction. Earl may or may not have had a change of heart. But, backed into a corner by the follow-up resignation question, he might have felt he had no choice.


	Engage in fact finding. Ask how, what, when, where, who, how much questions. The key step when dealing with surprises is to look for facts that you need to respond appropriately. In the preceding example, no one knew what to do after Earl resigned.



The CEO, an action-oriented person, went on by saying, "I'm sorry you feel that way, Earl, but you do understand the seriousness of our situation.” The CEO went on the offensive. Many people use offense to defend against surprises. Resist this temptation, at least at this point, especially if you do not have all the facts of the situation in front of you. If you do have all the necessary facts, it's unlikely this is a true surprise.



Q: How did this happen?

Q: What was involved?

Q: Who else should be contacted?

Q: When did it happen?

Q: Where do we need to focus first?

Q: How much was ruined?

Q: How much damage was done?

Q: Was anyone hurt?

Also, as part of this line of questioning, avoid the you word: When did you decide to do this? How did you know it was ruined? Where were you? And so on. This might put the other person on the defensive. You need answers when surprises crop up, not confrontation.


	Examine reasons. Ask why questions. If you are dealing with a personal matter such as in the resignation just discussed, the line of questioning should probably continue in private. There are personal as well as professional reasons why a person might feel compelled to abruptly alter his or her career path. It may be necessary to insulate that person from view until he or she has a chance to explain.



Our CEO in this example didn't do that; instead, he went on the offense. His reaction may have even hastened Earl's exit that same day. The company was left with organizational problems and lack-of-succession issues. Worse, other people started to follow Earls' lead. Look for reasons.

Q: Why do you think you need to do this now?

Q: Why was that path taken?

Q: Why did this happen?

Q: What were people saying before this occurred?


	Draw conclusions for next steps, if any, and move on. These few steps allow for a full discussion of the surprise, providing the manager with the ability to react quickly if necessary, or more thoughtfully if appropriate.
Could a surprise have been avoided if the CEO had asked Earl a different question? Perhaps. Managers are surprised all the time.



My first surprise in a supervisory capacity came to me in the form of a knife against my throat. It wasn't the first time a knife had been pulled on me while working at the steel mill, but I was very surprised at this move just the same.

Steel mills are tough places to work. The sign at our plant entrance announced the number of man-hours since the last on-the-job fatality. Every job in the mill was potentially personally harmful. Almost every kind of injury imaginable had occurred, from trains running over men working on the tracks to others being burned by molten steel.

Sporadic fighting also occurred, always away from the watchful eyes of supervision. There were shootings, knifings, and beatings with and without tools, plus the general pushing and shoving that might be expected in a schoolyard. The infirmary treated many men who "fell" while working.

I worked in the labor gang—that's what it was called in the mill. Few of the men had completed high school, and many of them had faced difficulties such as jail time. The men who worked in this gang were tough men for the toughest, riskiest jobs at the mill. I was dubbed the "college kid" after having worked there for a few summers between school years. I always let my beard grow to appear older and menacing.

The labor gang was responsible for the heavy lifting in the mill—we emptied boxcars using sledge hammers, cleaned out slag (waste material from the steel-making process), shoveled fly ash off girders to prevent buildings from collapsing, and cleaned out steel carriers with jackhammers. We did generally whatever it was that needed to be done.

On one particular evening as I was arriving for the overnight shift, I was met at the door to the locker room by the assistant superintendent (AS) who ran the mill at night.

AS: College kid?

Me: Yeah.

AS: You are the "pusher" on the overnight. Jimmy is out sick—might not be back for a while.

AS: Here's the list of jobs that need to get done—here's the list of your crew. Get the jobs done before 7.



That was it. This was the extent of my on-the-job training session. A "pusher" was generally a senior worker who worked directly under the foreman as a kind of supervisor whose job it was to push the men, push the work. Pushers were paid an hourly differential for assuming this responsibility.

It was my first night on. I had worked days and evening shifts for a while on the "cold" side of the mill—the place where the metal is rolled out, cut, polished up, and prepared for shipment to customers who turned it into refrigerator cabinets, washers, dryers, cars, and so on. I had been laid off from the mill three weeks earlier, and then, that day, I was called and asked whether I wanted to work overnight—the graveyard shift. So, I reported to the hot side. The money was better than any job I could have even dreamed of doing between semesters.

I called out the names of the crew and passed out the assignments—just like I had seen done on the two other shifts on the cold side. Only one problem: This was not the custom on the overnight shift.

Most of this crew worked two jobs. Jimmy, the current foreman, and all the foremen before him, had adopted a policy of allowing the crew to pick the jobs they wanted and sleep as long as they wanted. The only requirement was that the tasks had to be completed by morning.

I was the only person present in the locker room that night who did not know this. So, I passed out the jobs, turned around, and discovered a very impressive piece of highly polished chromium steel with an extremely sharp edge against my throat.

The mill was known as a place where people did get cut every once in a while. Industrial accidents happened all the time. This was the prelude to an accident.

Everyone else in the room appeared to be preoccupied with important tasks like tying their shoes. My mind immediately went into fact-finding mode.

Quite to my surprise, I heard myself say, "Is there a problem here that I am unaware of?"

“Yeah.”

Great. It worked. Now all I had to do was guess the problem. "So, can you let me in on the problem?"

And so, the voice holding the knife explained how things worked on this shift. How they get their assignments done and then find places to sleep, holding just a few of the tasks undone until right before first shift so that the mill superintendent who arrived at about 6 a.m. every morning could see them working.



“Okay. So where do I sleep?"

Now they all started laughing. Evidently, the night foreman and pushers didn't get to sleep. Their job was to ride the trains around the yard with the night superintendent and prevent the mill super (the big boss), if he happened to show up, from discovering the sleeping crew. There was no way that the superintendent didn't know about the napping. It was a game.

So, just laughter, no cutting that night.

Would I have been cut if I didn't figure a way out? I have no idea. Like I said, the mill was a dangerous place. Although death was remote, I had seen a lot of fights and a lot of blood.

I trust that today's managers in most corporations are not faced with this kind of dilemma. However, there are parallels elsewhere to this kind of event. Employees may refuse to do the work assigned, or may call in sick on a critical workday, or may confront a manager with any number of creative surprises.

Surprises can come at you from any direction. Be prepared by using questions to help you manage an appropriate response.

73. The Use of Leading Questions

Leading questions are a specific type of trick question that suggest the answer, and they were discussed earlier as a type of question generally to be avoided. They do have a use, however, depending on what it is you are attempting to accomplish.

The manager in a previous example tried to convince the product manager that a new product was ready for market in spite of the fact that it wasn't. Normally, leading questions are not considered to be beneficial to a business discussion. They are often asked with the intent of trapping the respondent.

Q: So, tell me Mr. Jones, exactly when did you stop robbing banks?

Or they can be used to mislead a respondent to affect the outcome of market research.

Q: Would you choose the limited service of Bank A or the full service of Bank B, which has more locations, longer hours, and free checking?



Of course, I hope no one would ever ask such a skewed question in a legitimate market research survey, but there are many subtle forms of this kind of approach. The signal to the respondent is the use of qualifying words or expressions that appear in the question. Managers ought to avoid asking these kinds of questions in general discussions and hold them off until a time when their use is acceptable.

Leading questions may be used to move down a path to instruct or to develop a clear recognition of options to follow for the business.

For most business settings, a manager will want to form the question carefully; otherwise, respondents will feel manipulated. Before a leading question is asked, there might be a few preliminary questions containing plausible information. Or as in the case of teachers who ask leading questions all the time, the inquisitor is providing a lesson.

In the following example, the manager was not certain whether the appropriate customer support technical call center costs had been incorporated into the budget forecasts for the business. He also wanted to make certain that the information shared among geographically separated call centers was linked. Finally, it was a way of instructing.

A manager can ask leading questions provided that there is clarity in the objective being sought.

Q: I take it that your budget request is complete?

A: Yes.

Q: Then, should we assume the 24x7 staffing coverage plan is ready to be deployed?

Leading questions are the least attractive kinds of questions to use in management settings, but they continue to be part of the repertoire of most managers. The suggestion to managers is to use them sparingly, and only after careful consideration of the objective of the question.

Too often, leading questions are used to trap a respondent in a particular answer.

74. Looking for Reasons

When you ask the why question, you are generally looking for something behind the words you see or hear. If you were a market researcher, vital information about a choice is communicated in the "Why did you choose the red dog?" question, for example. These questions are best employed when looking for reasons, rationale, or decision-making criteria:



What are your reasons for that?
I'm interested in your reasons for that. Can you explain it in more detail?
Why do you support that?
Why do you feel that way?
Why do you think this is the best course of action?
Why did you say that?
Why is this important?
Why don't our competitors do this?
Why do our competitors do this?

All why questions do not necessarily have to begin with why, nor do they all need to be in the form of an interrogative. The "I am interested in…" approach suggested above is an effective way of eliciting a response. It's still a good idea to add a brief question to go along with this comment, because the respondent may simply say, "Yes, I am interested in that, too," and you are left with the need to ask a question anyway.

These types of questions also encourage follow-up or probing lines of inquiry. Many managers accept whatever reasons are offered in the immediate response. This is an acceptable situation for short discussions, but if the reasoning behind a recommendation really needs to be understood, follow up until all reasons are exposed.

In addition, the use of the question why permits respondents to justify their actions or decisions. In many instances, managers may disagree with their colleagues, and this enables those with whom they disagree to explain themselves. If asked in a nonthreatening way, why is an open question that invites a responsible reply.

75. Are You Asking for an Opinion?

If your purpose is to solicit opinions, ask for them directly. If you are not the kind of manager who often asks for opinions, or you suspect people sandbag you, you might need a strategy to help you elicit them more effectively. This approach borrows from the way a lawyer might cross-examine an expert witness:


	Try to establish some facts first.



Q: So, that 20 percent share of the market puts us in the lead?

Q: The data is based on a test done in Arizona in winter. What about the data from Arizona in the summer?


	Establish the reason you want the opinion.



Remember, your title is a license to ask questions, and it will still play a role in the kind of response given. Titles also place obligations on their holders to ask questions in a thoughtful way.

Q: That's a remarkable achievement in so short a period. How long ago did you take over this product?


	Ask for the opinion.



Q: This experience may be helpful. I would like your opinion. Do you think this same thing can be accomplished with the blue hair dye product?

A major clothing designer/producer sent her team of top managers to visit with one of their key suppliers. They were on a mission to find new materials to be used in a line of breakthrough athletic products. A host of new technologies were sorted through over a three-day time frame. Final selections were made after a series of additional meetings over the next few weeks, and a wrap-up session was held with the clothing company CEO.

After hearing the proposals, she turned to the key leaders of the team and asked for their opinion before making the final decision on new technology.

“I would like your opinion. Which of these do you think we should go with?"

The team all voiced their enthusiasm for a few of the options and then looked to her for the final answer.

“I don't like any of them.” With that, she walked out of the room.

If you don't want opinions, don't ask for them. Otherwise, treat them with respect.

76. How Do You Evaluate New Ideas?

There are, of course, in the world a number of phenomena…that are just the result of general stupidity.

—Richard Feynman



Richard Feynman, one of the preeminent scientists of the twentieth century, recommended a formula for evaluating new ideas. Business, just like science or any other human endeavor, is a product of new ideas tried and tested over time. Some of these ideas are successful, and others are less so.

Some ideas are a reflection of a complete lack of good judgment. Here are some true-story examples:


	Taking your physically-out-of-shape deskbound business team out for a wilderness experience (Result: one death, one costly lawsuit)

	"Making it up in volume"—attempts to increase the sales volume of a product that cannot be produced for less than the price the customers are willing to pay (Result: eventual loss of the whole business)

	Protecting management pay and incentives while demanding cutbacks for employees (Result: resignations of management, death threats from employees, executives' cars ruined in parking lots)

	Acquisitions for synergy without making financial sense (Result: losses for shareholders and eventual divestiture)



Scientists tend to take a disciplined process approach to evaluating ideas. An analogue process would be helpful to the business community. When management relies only on whatever skills it happens to have, the results could be even worse than those noted above. Judgment is necessary but insufficient without a disciplined process for evaluating and reaching a conclusion. Subjecting ideas to a strategy to determine whether an idea is the best for the business given the circumstances of your business should improve ideas and their implementation.

Questioning New Ideas


	Ask questions. What's the idea? (Explain it.)
Probe to show interest. What else do you need to understand?

Avoid trick questions and derisive or sarcastic remarks.



	What do you know?
Questions should be directed at finding what is true and certain.

Ask questions from a number of different and relevant perspectives.



	What are we uncertain about?



Q: What would it take for you to move from uncertain to certain?

Q: What does your experience tell you?

Q: Have you seen this kind of thing before?

Q: What does the experience of the other members of your team tell you?

Q: How does the business handle uncertainty?


	What is probable? (not what is possible)



Q: Is it reasonable?

Q: Is it likely? How likely?

Q: Is there any way to test the idea other than by fully implementing it?

A new idea is like a new product. It needs to be subjected to all the same kinds of scrutiny that you would exercise for a new car or new suit. You might not like it, but you really don't know much about it until you take it for a ride or try it on to see whether it fits.

77. Looking for Trouble?

Trouble occasionally bubbles to the surface in every organization, large or small. Asking questions always invites responses that may or may not have been intended. Management might go looking for trouble, or it may be revealed when unanticipated. In some situations, however, trouble of one kind or another might be just below the surface.

The point of the following inquiries described is that the questioner is intentionally looking for trouble. In these situations, how will you satisfy yourself that the problem solution process is effective for your needs?


	Never accept a complaint as the problem. Ask more questions.
The higher in management you are, the more probing is necessary. Easy answers may reflect the problem you are supposed to see but not the root cause.





Q: How does this show up in other businesses?

Q: Why do you think this is the problem?

Q: Can you stop complaining about the termites and explain to me why we have termites in a steel building with all plastic furniture?


	Do not be satisfied until you see root causes (or probable causes).



Q: How do you define trouble?

Q: What kind of "trouble" do we have?


	Use open questions until all facts, opinions, and options have been delivered.



Q: Tell me more about….

Q: That does appear to be the answer, but can you go back to the first time you noticed…?

Q: Whom else should we speak with?


	Ask clarifying questions for a final focus.



Q: So, that's how you discovered that our salespeople were selling the company automobiles? Tell me more.

Q: Is there anything that has been left out?

Q: Is there anything else you want to explain?

Q: Whom else should we talk to?


	Ask concluding questions.



Q: Are you satisfied?

Q: Do you have any questions?

When you go looking for trouble, expect to find it. So, keep looking until you find all of it that you think there is—or all that you think you can stand.

78. Strategies for the Setting

Do you have a plan for specific types of questioning for certain settings, or do you just allow events to unfold?

The setting where a question is asked can be as formal as a stockholders meeting or as informal as sitting around a campfire. Depending on the setting you find yourself in, there may be different strategies to consider when asking questions.

Questions prepared in advance for staged settings—more formal settings such as meetings where expectations are clear about the kinds of things that are to be discussed—are very useful. For these types of situations, know your questions. It keeps the pace moving and will set a good example.

Staged or formal settings include the following:


	Debriefings

	Reviews

	Staff meetings

	Business meetings





Few managers I know prepare their questions for these settings. By training and experience, managers are well prepared to react by relying on whatever it was that propelled them into their positions. Preparation is left to the people who must present information. On one level, this works. However, this lack of preparation reinforces the role of management as reactive.

My contention, which is unscientifically based on a limited number of observations, is that mediocrity results from this process. I'm including myself in this criticism. Although I did prepare on occasion, I did so infrequently. But, I do know of one manager who prepared for all of her interactions.

She decided up front what issue was most important to concentrate on for a particular interaction and then charged ahead. This strategy worked as a hit-or-miss approach. When the information to be discussed in a meeting matched her preparation, the conversation was fluid and resulted in appropriate actions. However, as business conditions changed or information became available that did not match, the discussion that resulted from the interactions was like watching two ships pass in the night.

This often led to the inappropriate conclusion that she had personnel problems, because of the way in which some people answered questions. She was constantly moving people around to get a better fit—to get people who could understand what it was she wanted.

By the way, this didn't work. She eventually received the answers she looked for in every meeting, and her business unit never performed up to expectations. So, over preparing, thinking through every possible question, also involves thinking through the answers, which ultimately leads a manager astray. Remember, one of the purposes in asking a question is to find an answer—to find information that you don't know.

Most managers possess a basic skill set that allows them to consider what is before them and then manage this situation effectively. Some preparation would be helpful.

Some questions are appropriate for the setting, and some are not. The "Why can't we get/do/act…" and so on may help a manager in an informal setting broach a topic that she knows is a source of concern. If used properly, the question can be disarming and helpful to allow people to unload issues of concern.





Informal Settings

[image: Image]

Although the evidence suggests that there are no casual questions, there are casual settings. Managers would benefit much more by using a less-formal inquiry than by continuing the use of questions found more often in staff meetings. I know one corporate executive who is incapable of asking informal questions in any setting.

When he locks on to an issue, he pursues it without regard to where he is. It's difficult to enjoy a meal in his presence, let alone a cup of coffee. The problem is that he thinks he is having a casual conversation. If you have this problem, try to employ a different set of questions. They might provide the same information, or even more.

Be aware of the setting. Ask different kinds of questions in informal versus formal settings.

79. Are You Prepared for Answers?

You have heard a lot about questions. But what about answers? Responding to questions is a task all of us face at every level of organization, starting with ourselves, family, friends, businesses, boards—questions are everywhere.

When questioning improves, so do answers. It is the question that sets the standard for the reply. Remember the scribbled question in the corner of the magazine article? That was the level of reply being requested. Here are some simple rules to put into effect when answering good questions:


	The answer should reflect the question (formal, informal, and so forth).

	Speak (or write) clearly.

	Project confidence.

	If you don't know, say so—directly and clearly.

	Avoid hyperbole and superlatives, such as greatest and best, and all-inclusive remarks, such as always, everyone, and never.

	Be aware of your facial expressions and body language.

	Think about the answer for at least a few milliseconds.

	Know when to stop talking.

	Avoid being too forceful or aggressive.

	Avoid hostile questions. Don't take the bait.

	Avoid being defensive, even if under personal attack.

	Avoid personal attacks, slights, and belittling, demeaning, or personally harmful responses.

	Stay away from the following types of answers:
Misdirection (that is, answering another question rather than the one you were asked).

Dead experts (quoting dead or unavailable experts unless you also quote available ones).

Equivocating. Don't equivocate!

Guessing. Avoid it. If you are guessing, say so.

Incomplete answers.

Do not violate the laws of gravity.

Do not obfuscate. Leave that for diplomats and politicians.

Do not throw red herrings, or any other colored herring. Do not throw any other foodstuff or any bull for that matter. There is plenty available everywhere else.



	Learn to recognize when you have “made the sale.” Stop talking!



The last recommendation works both ways. It's just as important to know when to stop answering a question as it is to know when to stop asking. So, if you have heard enough, you can stop the respondent.

Remember that the answer is a part of the question.

80. Are You Prepared for Nonanswers?

Nonanswers do occur every once in a while. The manager asks a question, and it is greeted by silence, or another form of complete disregard. The strategy is sometimes the old "buying time because you were not paying attention" type of response. It's a stall.

At a New York press conference early in my career, I was instructed to "stand in the back of the room in case I need to ask you a question" by our then executive vice president. The man was a brilliant scientist, a no-nonsense manager, and a steely-eyed leader.

My job was to provide information to the VP on my subject area of expertise should there be a question he was unable to answer. According to legend, in five years he had never called on anyone. He knew everything. Therefore, when he called on me, I had just enough time to cough out a powdered donut all over my dark blue pinstripe suit and ask rather boldly, "Could you repeat the question, please?"

There were about two hundred people in the room, and I wanted to make sure I was heard from all the way in the back. My philosophy was that if you are going to screw up, do it quickly, do it publicly, and take responsibility immediately. Then, go about your business, wiser for the experience.

My question was not really a question—it was a stall in the form of a question and quite legitimate under the right circumstances. It can buy you time to come up with a better answer than you might have given spontaneously. On other occasions, the question may have been garbled. In my case, I had no idea what the question was, let alone who even asked it. I was eating a powdered donut.

At the close of the conference, the VP approached the group of us gathered in the back of the room. Turning his back to me, he offered a helicopter ride back to the office to everyone he was now facing.

I was happy to ride the train home in silence. This incident did not weigh on my career, but it did weigh on my mind.

Your reaction to a nonanswer can say a lot about your management style and can be very instructive to the nonrespondent if handled appropriately. (I have remained attentive in every meeting, conference, and discussion I have participated in since that time.)

81. Have You Asked About the Fatal Flaw?

Consider this scene. A senior management review of a very successful business unit has just been conducted. Everything is working well. Revenues are rising, profits are up, and costs are down. The relatively new CEO of the company is asking his final questions of the chief technology officer (CTO).

CEO: Is there a fatal flaw in this business, in our technology, or in our product line that worries you?

CTO: There is no fatal flaw.

CEO: Are you certain?

CTO: Yes.

CEO: Why are you certain? Is there nothing that keeps you up at night? No problem you worry about? Is there one thing that if it were to happen would destroy the business, or is there one thing that must happen in order for your business to be the success you have forecast it to be?

CTO: Nothing I can think of. I sleep well.

One month after this business review, a meeting was held between the chief technology officer of this company and the chief technology officer of the single largest customer of the business. This was not really unusual because both companies conducted a fair amount of business together in many markets where they were both buyer and seller of raw materials and finished product.

Other CTO: We have just learned that one of the materials we both use to produce our product line might be a potentially serious environmental concern. Although we have no evidence of a direct health threat or proof of environmental damage, yet, so serious do we view this problem that we have decided to stop production immediately and go out of the business of selling products that contain this material.

Company CTO: Are you serious?

Other CTO: Yes. We just thought it fair to inform you since we purchase large quantities from you. We also supplement our process by producing small quantities, too. We were unable to find a substitute material anywhere in the world and felt certain that you must also be aware of this problem. We're hoping that you have a technical solution to the problem. If not, we will sell out the inventory and stop production.[31]



The flaw that no one saw suddenly became fatal. It was not many things. It was one thing. It was one, unanticipated, unintended, unaccounted-for detail that struck down the business. CEOs do not normally go around looking for fatal flaws in successfully operating businesses because these enterprises generally don't have them. But, new CEOs do (or should). It keeps them up at night until through questioning and experience they learn all the flaws of their business and, if one is found to be fatal, they take the steps necessary to correct it if possible. In the preceding case, the problem could not be corrected.

The fatal flaw question is different from any other. It is designed to expose a hidden problem such as a faulty assumption or inappropriate conclusion. It has a number of side benefits, too: It requires deep thought about the answer, it challenges people, and it requires commitment.

A fatal flaw is one thing—not many problems, it is one. It is the one thing that, if it happens or does not happen, could cause the demise of the product, the business, or plan all by itself. Conversely, it could also be the one thing necessary for the business to succeed. In either case, it is the proverbial "all your eggs in one basket" dilemma.

Here are some real examples of not having asked this question.

Disposable Diapers

A picture appeared in the New York Times some years ago showing an artist's conception of a mountain of toxic diaper waste wrapped in indestructible little packages stacked on a Staten Island landfill. It dwarfed the tallest buildings in the distance. This picture represented the growing environmental concern over the use of nondegradable materials by the disposable diaper industry. In this case, the "joke" was that nondegradable materials were being used to package the most degradable substance personally produced by man.

A concern over the environmental hazards of nondegradable waste was growing, and diapers, adult incontinence pads, and other personal-care products were portrayed as the potential villains.

The environmental movement had heightened everyone's awareness of the issues. Legislatures started to hold hearings, and entrepreneurs envisioned major business opportunities based on degradable materials.

A race started among a dozen leading companies to see who could come up with degradable materials for diapers. The motivating factor was that the entire industry would be forced to adopt them by regulatory or legislative bodies. High-technology materials companies, egged on by the diaper manufacturers with potential promises of purchases in the billions, collectively poured hundreds of millions of dollars into the opportunity. These new materials, however, were costly to produce.



“What if the cost of the diaper would have to increase by 30 percent? Who could argue with the law? The consumers will have to adjust to the higher prices.” That was the unspoken, but very real rationale of many of the companies. Companies were betting millions of dollars on legislatures composed of…elected officials.

Now what politician worth his or her election return is going to legislate higher costs for young families—voters? What politician is going to legislate higher costs for the elderly who use incontinence pads and for all other consumers of bed pads and tampons—more votes? Not one. Yet, this was the only way that the products from most of these competitive companies would be financially attractive.

After spending literally hundreds of millions of dollars in R&D, most of the materials technology companies abandoned their efforts or converted them into other, smaller opportunities.

The diaper companies responded to the needs of the environment as well as their consumers without being required by law. They and their current suppliers did understand the environmental concerns and the competitive pressures from degradable materials. Why were the material manufacturers unable to figure it out?

They neglected to ask the fatal flaw question. Here is the discussion that never took place:

Q: What one thing is required to happen in order for this diaper material business to be a success or could ruin this business if it does not happen?

A: We need an act of Congress to force all manufacturers to adopt biodegradable materials.

Q: The chance of Congress passing legislation forcing companies to raise prices on diapers?

A: Not very high.

Q: Why are we going to spend millions of dollars developing this technology?[32]



The one thing that needed to happen for this to be a financially successful business was that the material had to be cost-effective. However, the cost of the material, even at the best manufacturing company at that time, was higher than the price of the material that diaper manufacturers were currently purchasing. Therefore, the only thing that could make the new materials financially attractive was for biodegradable materials to be required by law.[33]

Build It—And No One Will Come

A major plastic producer developed a new material. It had a number of unique attributes that made it attractive. They had made plenty of material in the laboratory to test the potential uses of the material, and all tests showed that it could be manufactured at a lower cost than many products that it would compete with. The company decided to build a new plant to manufacture the plastic.

They had plenty of experience building large-scale manufacturing facilities and so decided to skip the scale-up pilot plant step. Manufacturers often build smaller versions of large manufacturing plants to make sure the process works in large-scale operations and to learn about any unanticipated problems. This step helps identify problems and may be done a year or two ahead of building a large facility.

Years of experience had taught this company how to get things done right, the first time. However, they were also pressured by cost problems and time constraints. In addition, market pressure was building on their old product lines, and profitability appeared unsustainable. The faster this new manufacturing facility could be built, the better off the business would be.

In this case, all the right questions were asked. A lot of time was spent on the "What could go wrong?" question. Contingency plans were made for each of the possible problems, and the facility was built.

What was the fatal flaw question (that was not asked)?

Q: What one thing could ruin this business?

A: If the technology is not scalable.

That's exactly what happened. The plant that was built was dead on arrival—a total loss for the business. What worked on a small scale in the laboratory, and then in a very small-scale facility, had not worked in a large-scale operation. It never operated, and the entire mess (plant, equipment, and technology) was later sold off. The business failed.



Hair Today—Gone Tomorrow

A popular hair stylist built a small successful business in the Midwest. He leveraged his appeal by opening three additional salons that caught the attention of investors, one of whom was a customer. A plan was developed, and money was poured in to expand the chain into dozens of salons in the region and then take it national. It failed, and much money was lost. Here is the conversation that didn't happen:

Investors: When did you have your last physical exam?

Señor Maurice: I've never had one. It's against my constitution.

You can figure out the rest of the story. He was in poor health, although he looked great. He died shortly after a lot of money was spent on locations, staffing, training, and the development of marketing campaigns of which he was the star. Even entrepreneurs can get caught without thinking through the obvious questions that should be considered. In this case, Maurice was relatively young and healthy and had an infectious zest for life. Most investors believe they have enough savvy to know what to ask and when to ask it. And, most of the time, they are correct. But, they do make mistakes, like most of the rest of us.

The Doctor's Plan Was DOA

While we are on the subject of investors, a final fatal flaw story comes from the experience of a sophisticated East Coast venture capital firm. Once again, no names.

The firm was approached by a physician, Dr. Z, who had a business idea and new technology in the form of pending patents. His concept was well thought out, and the physician himself had made significant personal investments in pursuing patents and furthering the technology to the best of his ability. He had "skin in the game," as many investors like to say. His plan to build a business based on his technology made a great deal of sense.

A decision was made to invest money in developing the business. A research facility had been set up to move the technology forward, people were hired, and a business team was put in place. The plan was dead on arrival—at a very unusual location.



The managing partner of the venture firm happened to be traveling to a meeting on the West Coast, where he ran into an old friend of his sitting at an airport coffee shop with a third party—another physician in the same field as Dr. Z. So, the partner causally asked him whether he knew Dr. Z. He was not prepared for what he heard.

“Yes, I do!" Then, Dr. Y started to discuss Dr. Z's technology in great detail as Dr. Z had described it to him a year or so earlier at one of those small, invitation-only scientific meetings (held before a patent application had been submitted). Because the meeting was a small gathering and proceedings were not published, Dr. Z must not have considered this a public disclosure and forgot to mention it. Not only had Dr. Z discussed the technology, he had also handed out a small write-up with some data to explain it to his colleagues. Dr. Y himself had started to develop additional ideas for which he too was considering for patents.[34] End of story.





The fatal flaw question should be asked of every plan, every new technology, every new service, every product, and every opportunity. This is especially necessary for businesses that invest a large amount of capital in facilities, equipment, and human resources.










Listening

I know that you believe you understand what you think I said, but I'm not sure you realize that what you heard is not what I meant.
—Richard M. Nixon[35]

82. Listening: The "Hearing Phenomenon"

The other half of asking a question is how it is received and perceived, and whether it has had the intended impact. Answers alone are not a full indication that you have communicated effectively. There are two additional factors in this equation: how the question was heard, and then what you do with the answer. We discuss how you heard the answer in a moment. What was heard is the key factor in this section, and managers are sometimes completely unaware of how a question is heard.

They tend to think that just because a question was answered, it was heard correctly—that the respondent listened. But here is a very real discussion I had with an associate (A) in a large accounting firm.

A: My boss grills me every morning when she gets in.

Me: What do you mean she "grills" you?

A: I get in early every day, and when she arrives, she always walks by my desk and asks questions.

Me: Like what?

A: Like, "You are going to be fired today!"

Me: That's not a question.

A: Yeah, but that's what I hear every time she asks me one.



He is a young person who has been with his firm for a couple of years and gets good reviews. Yet he hears this every time his boss questions him, whether intended by the boss or not. I have discovered that this "hearing phenomenon" is not uncommon, particularly in service businesses. Checking into a major name-brand hotel at four in the morning, the desk manager told me she hears "you're second-rate" every time her boss questions her.

In reality, these people are not facing imminent firing; they are listening through an amazing array of filters. People hear all kinds of things from their managers, particularly when asked questions. They hear things such as "You're doing a good job," You're doing a bad job," or “Your shoes are too pointy.” So, listening to the question followed up by listening to the answer is always needed.

By the way, our observations on questions/answers, and particularly listening, extend to e-mail communications—these should be included in your thinking, too. More and more manager-employee interaction is taking place electronically rather than in person. As managers become remote from the place where the work of employees is actually conducted, understanding is becoming even more important to the process of asking a question.

Before going further, let's get some definitions out of the way. There are two basic concepts just described: hearing and listening. In spite of the preceding example of hearing something the manager did not explicitly state (we have no idea whether the accounting manager was harboring the thought of actually firing the employee, nor do we know whether his paranoia was justified), this activity still comes under the category of “listening.” It may be thought of as creative listening, but it is listening just the same.


	Hearing is the physical response of the body (your ears) to sound. Your ear hears the sounds whether you listen to them or not. Hearing may be completely active (as when one is attending a concert) or passive (where the person may or may not focus on content) or, in many other cases, a combination of both. It is also possible to hear without listening; there are a number of excellent counseling books on this subject.

	Listening is a conscious recognition of the sounds you hear. It is active, and it is a skill. The intent of the listener is to understand what is being said, what was meant by it, and then to determine the appropriate response, if any.





The distinction for managers is that hearing (Dad, did you hear anything I said?) requires you to receive the spoken word while listening (Yes, I heard you say you were just about to practice your violin in spite of the beautiful rainbow you were describing that appears so close that you could reach out and touch it) and applying your skill as a manager to the content of what is being spoken.

We hear and listen quite naturally. You don't need this book to instruct you on how to do either of these things. What we can do here is point out some of the pitfalls to avoid and opportunities that a manager can gain by employing a few listening strategies. Some managers, even those who are very good at asking questions, may be notoriously poor examples as listeners.

You can find many good books on listening offered by psychologists, clerics, teachers, psychologists, and musicians. I'm not going to repeat any of their fine advice here. They have three basic messages in common: Listening improves communications; listening improves your enjoyment of many things, such as music; and listening is a way to learn, thus making you better at your chosen profession. A number of interesting scholarly papers have also appeared, with listening being studied as a skill that can be taught[36] as well as a physiologic phenomena that can be examined medically.[37] Studies will continue to improve our understanding of listening as a skill, but what do we do in the meantime?

You should consider four questions with respect to listening as the other half of the questions:


	Are you heard?

	Do people listen?

	Do you listen to yourself?

	How do you know you are understood?



What people hear is not always what you intended to communicate. The only way to be certain of their understanding is to listen to their responses to your questions.

83. What Are You Listening For?

A business manager I knew communicated almost exclusively by voicemail at times when he knew most of his employees were unavailable or were not answering their phones.

Me: Cal, why do you always communicate by voicemail?



Cal: I'm not interested in a quick answer—just the best answer.

Me: Why not just send a message?

Cal: Voices are better for me. I can tell a lot about the person as well as his or her answer. Are they feeling well; do I hear stress in their voice or maybe disgust? I'm responsible for people. Without them, we have no business.

Cal was a professional listener in every sense of the word. He was the best listening manager I have ever come across. His questions would occasionally miss the point, but he was clearly someone who was much more interested in the full substance of the response, not just in the content. He liked to "hear" the response as well as listen to it. That was his philosophy.

The downside of relying too much on hearing and not enough on listening to the content is that we all tend to listen for what we expect to hear.

Cal occasionally missed things because he tended to hear what he was selectively listening for. So, when he heard trouble in the voice of his distribution manager, he generally responded to the symptom as opposed to digging in to find the source of the problem. Perhaps he did not want to know—I never asked him that—or perhaps he did know and was in denial. Whatever the case, without using some questioning tools to augment great listening skills, it's possible to miss important issues.

This is how one of his trusted managers ended up "redirecting product" to generate a huge sum of money to cover the financial shortcomings in his salary. Some probing questions with follow-up strategies might have made the guy squirm enough to come forward with his misdeeds before the audit uncovered the wrongdoing.

One way to think about avoiding the problem of becoming a habit listener is to consider this headline posted as a CNN report in 2001:

Listening for Secret Nukes, Hearing Giant Meteors[38]

Listening stations have been operating for decades all over the world. The listeners are predisposed to hear certain items of interest. They use this approach as a filter for weeding out information of interest from communications that are of no consequence to them. In this case, their attentiveness to listening for the secret explosions of nuclear devices enabled them to hear meteors crashing into the atmosphere long before any reports were made by "more public" agencies.



The sounds of the answer you get to any question you ask may be signals for you that contain information of importance that is not in the content. Once again, in the preceding case, Cal missed the meteor—missing product—because he did not match the content (come on up and spend the weekend on my yacht) with the stress in the manager's voice when they discussed sales shortcomings.

If you are going to listen, you should be hearing everything.

84. Avoiding Listening Errors

As managers with ever-growing responsibilities, busy schedules, and varied commitments, we are all subject to a number of listening errors. Most of these are easily corrected provided that you are aware of them. This is a short list of the most serious kinds of listening shortcomings:


	Interrupting. Interjecting before the respondent has had a chance to fully answer the question.

	Ignoring the answer. Behaving as if you asked a question just to hear yourself talk as opposed to listening to the answer.

	Acting distracted. Packing for a trip while conducting an interview.

	Walking away. Hard to believe, but I have seen managers ask questions and literally wander away during the answer.

	Repeating the question. Losing your train of thought so completely during the answer that you need to ask the same question over again.

	Misinterpreting the response. Thinking that the respondent agrees with what you have been saying just because he or she answered your question.



These six errors can be divided between common sense (ignoring, repeating, and misinterpreting) and common courtesy (interrupting, walking away, and acting distracted). It is common sense to simply pay attention to the answer to a question you have asked. Doing so might require concentration for someone who is easily distracted by the swarm of bees that may be swirling about his or her head, but for most non-bee-threatened managers, all that must be done is to focus.

One of the main reasons I have found managers not paying attention to the answer is that they are considering what to ask or say next. It doesn't matter. If you don't pay attention to what respondents say and how they say it, they will start to ignore you, too.



In an office of a U.S. company with business in China, a manager had placed signs around the office with transliteration of Chinese words so that the staff might be alert to them if used in conversation with people who were still attempting to master English. Her boss arrived at the office one day and asked what she was doing to improve communications between her staff and their Chinese counterparts. She explained the signs to her senior manager. Moments later, during a tour of the office, the senior officer asked her, "What the heck are these signs for?"

This boss might have been having a bad day, her ulcer may have been acting up, or perhaps she was just getting over a nasty head cold—whatever the reason, she did not listen to the answer to her own question. She had merely asked it for effect and then proceeded on with her agenda because she probably had no expectation that the manager was addressing the problem in a creative way. This is bad enough, and likely to result in jokes about the boss, but errors of courtesy are much worse than this shortcoming in my opinion.

A manager who interrupts his or her employees during their response to questions is showing an enormous amount of disrespect to them, and to himself or herself as well. Not only does this devalue the person speaking, it also diminishes the manager in the eyes of all present. Many successful people have developed this habit. I have seen managers as high as CEOs interrupt people in the middle of answering questions during discussions with them. They would likely not tolerate the behavior in return.

Walking away needs little explanation. I have witnessed this only once and understood it to be symptomatic of a brilliant person who had an attention-deficit disorder. Still, it was terribly troubling and inexcusable.

A final bit of insensitive managerial behavior was exhibited by an HR manager interviewing a prospective employee while packing a briefcase. It's no wonder why the employee did not accept the position offered.





You might not remember what it was you asked, but people will remember that you listened.








Conclusions

85. Is Socrates to Blame?

Use of the Socratic method[39] improves critical thinking. Socrates, who lived from 469 to 399 B.C.E., employed many different types of questions as a method of developing within respondents conclusions they would otherwise not have drawn. This "method" has been a staple of the teaching profession ever since.

Raise your hand if you know who Anytus was. If you are also familiar with Meletus and Lycon, you get extra credit. These are the three guys who brought legal proceedings against Socrates. They were responsible for the death of a 71-year-old man because they viewed him as a threat. Why? Because he asked questions! These three guys had all the answers. The last thing they wanted was questions.

Socrates was forced to drink a poison because, among other crimes, he was found guilty of corrupting the youth of Athens. He generally did this by showing them the folly of their elders! His questions and his method of asking (and his manners) were often unsociable—he relished the opportunity to make an ass of people, particularly of people he did not like or whom he felt were inferior (which meant everybody). His questions were often embarrassing and rude, even for the standards of ancient Greece, where even the gods could behave in an undignified and unsociable manner. However, he was, nonetheless, a threat because he asked questions.

Socrates challenged people constantly by peppering them with questions of logic, of critical thought. He probed, asking follow-up after follow-up question until his targets would surrender, not because he forced them to accept his position but because he was able to show them how inane their beliefs were.



These three guys—Anytus, Meletus, and Lycon—thought they had all the answers (and Socrates, all the questions). They thought that life would improve in Athens without all his questioning. Just how successful were these guys? Well, look around. Does Zeus still rule the world? Can you still settle a debt by sacrificing a chicken or a gerbil?

Socrates' questions were intended as tests that no one could really pass. His desire was to demonstrate to those in positions of knowledge, power, or authority that no matter how much they thought they knew, they were ignorant and that it was much better for everyone involved in their enterprise to admit their ignorance right up front.

“Ignorance for failing the tests," as Socrates might say.

The Socratic Manager

The Socratic manager asks questions proceeding from what is known to what is not; it's a forward-moving query. To paraphrase his method: Seek always to establish where you are now in knowledge—your understanding of markets, programs, marketing, sales, operations, and your business in general.

Socratic management is based on what is known as Socratic irony. It starts with a profession of ignorance. Socrates, for instance, might have managers attend a meeting and probe for where a lack of knowledge exists. Then, instead of the usual moment of revealed wisdom that strikes managers in retreat types of meetings, there might be a moment of revealed ignorance. From this profession of ignorance stems his method of questioning.

The mission of Socrates was to rid people of the illusion of knowledge—there was always something that they did not know, even about an area in which they were considered expert.

Many Managers Have Been Given Horses to Manage

A horse is a liability to a person who tries to manage it without having enough knowledge.

—Socrates

The knowledge gained by managing in one situation in one particular business may not be transportable to the next one, particularly if the manager proceeds from the premise that useful knowledge was gained in the last assignment.



Perhaps it would be much better to begin from the premise that you have a horse and that you don't know much about managing horses. Therefore, it would be useful to start by questioning rather than any other course of action. Got a new horse? Start asking questions all over again. Every horse is different (different personality, different breed, and so on).

Socrates always requested frankness whenever he was asking questions. “Do be frank about answering whatever I may ask of you.” Although this is often expected in business, it's not always the case.

The Socratic manager might, for instance, view presentations as inquiries rather than as discussions. Too often, I have watched a senior manager, a leader in the business, page through a copy of a presentation inquiring not one bit into any of the cogent details of the arguments included, but merely looking at the results—the financial forecasts—and asking questions about these outcomes as if they were real.

Management Wisdom

Every man is wise only in respect of that which he knows.

—Socrates

Although Socrates worked to find a basis for ignorance, Taylor[40] worked from a basis of knowledge. In either case, it is necessary to proceed forward by asking questions. To dispel the notion that knowledge makes a person wise, the following conversation was recorded by Plato, between Socrates and Euthydemus.

S: Tell me, do you think a wise man is wise in relation to what he knows, or are some people wise in relation to what they do not know?

E: Obviously, they are wise in relation to what they know. How could anyone be wise in relation to what he does not know?

S: Then, are they wise because of their knowledge?

E: What else could make them wise?

S: And do you think that wisdom is anything other than what makes people wise?

E: No, I do not.

S: So, wisdom is knowledge.



E: So it seems to me.

S: Do you think it is possible for a human being to know everything there is?

E: No, indeed.

S: So, it isn't possible for a human being to be wise in respect of everything?

E: No, certainly not.

S: Then, every wise man is wise only in respect of that which he knows.

E: So it (now) seems to me.

And so it was that Socrates proved to Euthydemus that we are all unwise, all ignorant in that which we do not know in spite of the fact that there are many people who are considered wise. Socrates would have us believe that these people are wise because they ask questions rather than have answers, because one cannot have all the answers.

The same things [knowledge] are assets if one knows how to make use of them, and they are not assets if one doesn't.
—Socrates[41]

Make better use of your assets. Ask questions.

86. Conclusions and Final Recommendations

My premise is that asking questions is a discipline that managers need to learn. Some people are naturals, but even they need to think about improving or adding to the techniques that come easily to them. The rest of us must work at it.

I once attended a corporate meeting of business leaders from a large multinational major company. It was convened to address a serious problem in the company. Everyone was expressing concern about the lack of information. As the meeting wore on, it became clear that a consensus was building around the need to hire a firm to “go find answers for us.”

Bullshit!
What?
Bullshit! We have all the answers we need right in front of us.

This time it was not me irritating everyone in the room, but one of the older directors—a guy "on his way out," so to speak. He was bullet-proof. He could say and do almost anything short of the unethical, immoral, or illegal, and he was still going to retire soon with a full pension.

He went on to explain:

We have all the answers. This company employs tens of thousands of people all over the world. There isn't anything about the business that we do not understand. How can there be? Just get out there and ask for it! You will get all the answers you want—and quick, too.

Just ask. That is the simple conclusion of this book. Just ask!

Of course, you need to know what to ask, how to ask it, of whom and under the right circumstances, and so on. "Just asking" will get “just answers.” What you want are the answers you need to improve the business, solve the problem, or develop a new idea.

To put this simple singular conclusion into effect, I suggest these simple guidelines in summary:


	Enter all situations thinking about what you don't know.

	Consider all others with whom you speak as equals. They might not have your title or responsibility, but they know what you don't, and they are probably expert at it. You need them.

	Be yourself. Don't fake a question or adopt a style because of this text or any other. Be yourself. If a style or type of question doesn't fit you, choose one that does.

	Always thank people for their answers. Do so even if the questioning was contentious or particularly difficult. This will go further in establishing your legitimacy as a manager—as a leader—than your skill as an interrogator.





No footnotes appear on the bottom line of an annual report explaining to the reader that good questions were asked that revealed great answers and improved business performance. People might not even remember who asked the right questions. Over time, however, the business will perform better, with better questions from all levels of management.





All businesses are operated by people. You can interrogate a search engine all day long, but the machine is still not as supple as the human mind. All the answers you need to improve your business are there. Just ask.








Epilogue

Are You Still Here?

So, did I survive my first year of punishment in the corporate world? Yes.

After nearly a year riding airplanes every day, I returned to the home office to demand a better job. My personal record of plane rides was 22 in an 8-day period (lots of short hops and before the days of tight airport security). When I returned home from this exhausting week, I sat sideways on a chair, leaning into the corner of the kitchen…only to wake up there 9 hours later. It was time for a change.

I walked into my manager's office prepared to issue an ultimatum: Another assignment or I was history. My travel time had allowed me to check out market opportunities, so I realized that I did have value elsewhere if the company was no longer interested in me. I didn't even have to raise the issue.

He greeted me warmly, as if I were a returning war hero and offered me a new assignment along with a nice promotion. This made me feel very confident in myself. Oh, was I still very naive.

I assumed that my retention and promotion were due to the great job I was doing—that my management finally realized the attributes I brought to the job. Perhaps I was also forgiven for whatever transgressions I may have been guilty of when I started (transgressions such as telling the truth). Was I ever wrong? You bet.

Unbeknown to me, an important customer, our largest customer in California, had written the CEO extolling my virtues and mentioning that she would not buy any product unless it had my personal approval. When I visited with her to examine a product-quality problem, I had told her to toss out all of her inventory because much of it appeared to have been damaged in some way. Then, I yelled at people in the plant to have new product shipped out immediately.



The reason for my promotion was explained to me on a trip to a business meeting a few months later. It was while traveling with a senior vice president that he explained my real employment situation. The customer letter was the reason for my success. Period. In a way, it was because of my hard work, but hard work that was valued by a customer. My management was another matter. He told me that I had really pissed off my local management and that I was never likely to have their support again.

He could see that I felt a little deflated. However, what I had done, he went on to explain, was to draw a line in the sand, and on one side I put the best interests of the company. I then refused to cross it even at the risk of my employment. This had impressed senior management, and I was placed on a list of people who were considered to be “corporate promotable"—people who senior managers mentored as potential candidates for future leadership positions. This was not a guarantee of future success, but it gave me a positive perspective of the company.

I might have lost the confidence of immediate management on the way out the door, but I walked back in with the confidence of our customers, the most valuable commodity in any business.

My new assignment was to work on a new product. The difference this time was that I was assigned at the beginning of the development cycle and not at the end. This would give me a chance to work through the entire product development process. I was very excited.

The product manager called a meeting for the next morning. When I walked into the room, I was greeted by a familiar voice, one I had not heard in almost a year.

“Are you still here? I thought I told you to leave," snorted the manufacturing superintendent, without even looking up from his coffee.

Without saying a word, I turned and left the room. But I did not leave the company…just the assignment.




Definitions

Definitions are offered to clarify the skill of asking questions. The objective is to remove doubt about the intent of any of these words found in the text. The words used in this short dictionary and in the text constitute a type of jargon around the skill of asking questions, using common words.



abuse of managerial power

Use of a managerial or supervisory position to ask a question that would be generally unacceptable among equals. (Can you lie to me about the forecast?)



avoidance

The practice of ignoring questions in spite of the fact that they might be required by the situation. (Sales are down, but volume is up.)



casual question

A question asked among family, friends, peers, or acquaintances. There is no such thing as a casual business question asked by a manager.



clarifying question

A closed question aimed at defining specific information.



closed question

An interrogative usually of the what, who, where, and when variety that requires a specific answer. It is the type of question most often used in examinations (cross-examinations and probes).



compound or nested question

One question containing two or more points that need to be addressed in the answer.



constrictive question

A question that cuts off discussion or implies that the conversation should be terminated.



context

The environment that provides a questioner and the respondent with a general understanding of the use of the question and the answer.



convergent question

A closed question designed to focus on reducing the scope of a discussion. Convergent questions can be filtering, clarifying, or either/or types of questions, to name a few.





defensive qualifier

A phrase defending the need for the question, or excusing the questioner for asking it, immediately before asking.



direct question

A clear, unambiguous, understandable interrogative focused on a specific respondent and generally of the who, what, when, where, how, and how much variety.



divergent question

Usually asked as an open question, or even a hypothetical question, it is an interrogative asked for the purpose of expanding a discussion beyond the current boundaries.



double-direct question

A compound question containing two items that can be responded to even though the interrogative is about one of them. It is usually asked as a leading question.



dual-answer question

A closed question where a yes or no answer might mean the same thing.



fatal flaw

The one thing that if it were to happen or if it were not to happen is either required for success of the business or would spell doom. A business usually has only one fatal flaw, if it has any.



filtering question

An interrogative asked to specifically exclude information from the answer.



habit question

A favorite question or the question (or questions) asked by a manager so often that most people are aware of what will be asked before hearing the question.



hypothetical question

Asked often in the form of what if or suppose, it is generally an open question used to diverge in a discussion.



indirect question

The who of this interrogative is unclear, as is sometimes the subject being spoken to. These are usually in the form of why, I wonder, and tell me.



jargon

Language that requires translation to be understood by others. It is usually equivocating in some way.



leading question

An interrogative designed to offer a conclusion or answer in the question for a respondent to follow.



loaded question

An interrogative that includes a presumption or offers an assumption that may have negative implications for the respondent.



modern management

A style of management that was founded by Frederick Winslow Taylor. Managers, according to Taylor's definition, are “nonproducers.”





negative question

An interrogative asked with negative wording such as why can't we, or a question that has a negative pretense.



negative nested questions

Negative and positive questions asked together in such a way as to render the answer meaningless in advance.



neglected question

An unasked question, also sometimes known as a pregnant question.



nested question

See compound question.



normalization of a defect

A problem that appears so often that it is considered normal.



objective

A goal that is measurable and can be reached in a finite period of time.



open question

An interrogative that does not limit the response to a single type of answer. It permits the greatest latitude in an answer.



OTE

Overtaken by events. Can also be referred to as "OBE"—overcome by events.



positioning

That part of a question, usually the preamble, which defines the inquisitor.



posturing

That part of a question, usually the preamble, in which the inquisitor tries to appear superior to the respondent.



prejudicial question

A question that contains a biased opinion or remark.



provocative question

A challenge issued to the respondent(s).



question

A word, comment, phrase, facial expression, or physical gesture intended to elicit an expected response. It is an interrogative interaction.



questioners

The individual asking the question, the interrogator. There are many different types of questioners. Here are some of the primary types of questioners: examiner (and cross-examiner), explorer, analyzer, inquisitor, inspector, scrutinizer, checker, interrogator, pollster, researcher, hunter, interpellator, interviewer, tester, indagator, groper, ransacker, grabbler, and questioner.



redirecting question

An interrogative that returns a respondent to a previous question, statement, or issue.



respondents

Respondents may be considered to be examinee, replier, answerer, or relater.





rhetorical question

Although asked in the form of a question, a rhetorical question is intended to be a statement, asked in an interrogative format for effect.



right question

A question that is appropriate for the circumstance and that produces the desired results.



spinning

A form of intellectual flatulence whereby a question is answered in a way that alters reality to suggest that the respondent's characterization should be accepted when, in fact, it resembles a view of the world more closely held by dung beetles in a cow pasture—meaning that the answer that is spun is pure crap.



Socratic management

A business-operating style in which managers work from the premise that they are ignorant.



Socratic method

Asking questions as the way in which a person (a teacher, for example) enables another to draw his or her own conclusions, or to learn what it is the teacher (Socrates) is attempting to communicate. It is a "do not tell, ask" approach.



strategy

A plan for reaching a specific objective.



stupid question

There is no such thing as a stupid question.
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Questioning as a Spectator Sport: Where to Go to Watch and Learn the Game

The popularity of news interview shows and, of course, the ever-present game shows where contestants/celebrities must answer questions to win prizes (usually money) continue unabated on television. We participate by listening passively to all of these formats—interviews, news shows, television court, sports stories, and myriad other conversational offerings—so many that it is difficult to keep up with them all.

Television offers us an opportunity to learn from professional questioners, inquisitors, and interrogators. They can be viewed for their use of strategies, how their questions are composed, and the approaches they take in employing strategies. Because it is TV, you can observe their body language and facial expressions, and match them with the tone of the person asking.

Some of the people who conduct interviews or pose questions on inquiry-based news and investigational story shows can teach us about questions by example. Many are very good—they have to be just to capture enough viewers to entice sponsors to fund their broadcasts. A small number stand out as excellent examples that managers can learn from.

Four criteria are suggested for you to use in the evaluation of professional questioners:


	The use of rules for disciplined approaches to questioning.

	They employ multiple types of questions in each interaction.

	The use of strategies as opposed to a script for asking questions. (They might, in fact, be working from a script, but their questioning appears natural and to be following a clear path.)

	They appear always on the lookout for the "fatal flaw" in the discussion.





My personal list of people whom I believe are the best I have recently seen in this field is noted in the following table. I constructed a short list based on these criteria. That doesn't mean that others are not equally good or even better interrogators than those on my list. Also, note that their presence on the list does not mean that I agree or disagree with their style, intent, or the views they may imply or express. It simply means that, in my opinion, they have mastered the art and the science of questioning.

Every one of the people on this list has a different style, but they all have one skill in common: They are expert in using questions as tools. They are not enamored of one particular kind of question or with one specific approach. Their job is to get answers, expose a story, or to learn something of interest from another person or situation. This is not unlike the job that managers face.

[image: Image]

You will notice the presence of a comedian on this list. Many comedians use questions as the setup for their humor—for their punch lines. Why? Because the question gets the audience to participate by thinking of the answer, allowing the comedian, of course, to deliver an answer that is usually unexpected. In other words, you must answer; otherwise, there is no humor. You might think comedians are just up in front of audiences entertaining with jokes, but many of them are performing questions. In my opinion, Jerry Seinfeld does this better than anyone in the business. But that's my opinion.



Many other professional questioners are equally good for managers to learn from, but they employ a limited number of techniques—some of them only a single approach. They are known by this approach, and it can be instructive for managers to consider when and where their techniques may work. I am not advocating that their styles be adopted but that you look past the form and into the substance of their skills.

[image: Image]

There are many others for whom questioning is an art as well as a science. Many of the local media outlets around the country also have good interviewers who can serve as instructors for anyone wishing to examine their approaches.





No answers, just the questions please, Then all will be revealed. You must behave like Socrates, Just to earn a meal.










Endnotes



1 What if cows had wings? The what if question is the only one on the list that allows a manager to step out of his or her formal role and engage people in a unique way because it suspends the normal rules of managing.

2 Fred Taylor studied shovels, and he studied the men who wielded shovels. He concluded that large men can use larger shovels and smaller men need smaller shovels. That is not management. That is observing and explaining the obvious. The management part of his story came next. He concluded that the smaller man needed a shovel small enough to enable him to shovel fast enough to shovel the same amount of material as a large man with a large shovel. So, the manager's job was to match the man with the right shovel. That is the foundation of modern management. Fred Taylor was hailed by Congress as a genius.

3 The company in this story produced medical products. It has been bought and sold since the time of this story.

4 The product manager was eventually promoted, perhaps more slowly than she would have been if all had gone well. Years later, she eventually left the company to pursue other interests.





5 Here are two websites that you can visit for more information and to listen to Sam Ervin and other Watergate figures: www.satergate.infor/chronolgy/1973.shtml and www.lib.msu.edu/digital/vincent/findaids/Watergate.html.

6 Fred (not his real name) did so well running this customer service operation for a technical service company that he took a job leading customer service for a consumer products company. He later became an executive with a brand name retail chain and still sees "daylight" all 24 hours of the day in his operations. By the way, he did not consider his original assignment as manager of the night and weekend crew as a particularly good career move for him. As a matter of fact, although he was well liked by management, they thought he had “limited potential.” (Ha! Ha!) I happened to run into him at an airport one day and asked him about his success. He mentioned that his worst assignment turned out to be the best one of his career. He also attributed his success to a skill he picked up working in customer service: good listening. You cannot be successful in that line of work without it. He said he just started "listening to the young kids," and if it sounded like a sound business idea, he followed their lead.

7 The actual study by Deloitte Consulting, by Brian Fugere, found that “The three year growth rate of straight talking companies was better than those of companies that obscured their communications with baffling verbal fog.” The quote is from an article in the Telegraph on June 24, 2003, http://www.telegraph.co.uk/core/Content/displayPrintable.jhtml.

8 The pass could be intercepted, the pass could be incomplete (thus wasting a down), and the pass could be completed. To Woody Hayes, a completed pass was almost as good as a gain on the ground, but not quite.

9 The decision could turn out to be wrong. The decision could have no effect and, therefore, look wrong because the manager wasted time on it. And finally, the decision could actually be the right one, but someone else will take credit for it—they always do.





10 One other management lesson can be taken from this example: A business cannot have two number one priority projects at the same time. Management must decide and then must staff the one considered most important with their best people. Sharing personnel across projects confuses the teams by creating personal challenges, as cited in this example. The rationale used by the business was that the second "top priority" project was to enter the market ahead of the one that was identified as most important to the future of the business. Everyone was aware of this. Neither product was particularly successful.

11 This term was noted by the The Wall Street Journal in a front-page article describing the shuttle investigation at NASA. (May 22, 2003)



12 Security and Exchange Commission—the mission posted on their website: “The mission of the U.S. Securities and Exchange Commission is to protect investors, maintain fair, orderly, and efficient markets, and facilitate capital formation.” You can understand how damaging this kind of managerial behavior can be to a company as a prelude to misleading people in an irresponsible and potentially damaging way.

13 Pick any one. Rehab is all about dealing with the reality that a person has been denying by use of a bad habit.

14 Vulcans, although incapable of lying, are indeed capable of deceptive behavior, and Androids can be programmed to lie. So, the only place you should do business with them is a at a Star Trek convention.





15 "Are You Asking the Right Questions?" John Baldoni, Harvard Management Communication Letter, March 2003, Article reprint No. C0303C.

16 The expression high-impact words is from Haydock and Sonsteng, in their book guiding lawyers in developing cross-examination skills, Examining Witnesses: Direct, cross, and expert examination (Advocacy) (NY: West Publishing Co., 1994).

17 Quoted from Leadership, by Rudolph W. Giuliani.

18 One excellent book on critical thinking is Asking the Right Questions: A guide to critical thinking, by M. Neil Browne and Stuart M. Keeley (Saddle River, NJ: Pearson, 2004). It describes a method for improving thought processes.

19 Ibid.

20 Profiting from Uncertainty: Strategies for succeeding no matter what the future brings, by Paul J. H. Schoemaker (NY: Free Press, 2002).

21 Francis Wellman in the Art of Cross-Examination (Touchstone, 1997).



22 Hannity and Colmes was a "liberal versus conservative issue format" show in a kind of yin and yang tradition on Fox News. It may or may not be on the air when you read this. Just think of any television news interviewer raising a finger to constantly paint a point in the air and you have the picture.





23 Richard Feynmann: “I wonder why I wonder why I wonder why I wonder.”

24 Sherlock Holmes to Dr. Watson.

25 I am using grandstanding to mean two things; first, the deliberate capture of management attention by one or more persons who desire to be noticed; and second is the filibuster by one or two persons who want to exert some control over the discussion to serve a different agenda.

26 Double-direct questions are drawn from the legal textbook Examining witnesses: Direct, cross, and expert examination (Advocacy), (NY: West Publishing Co., 2004), by Haydock and Sonsteng.

27 This question is often cited as a leading question, and many leading questions are trick questions. They are designed to yield information that the person might otherwise not provide.





28 For more information on follow-up questions from the perspective of an interviewer, refer to Payne, who discusses some of the questions noted here (as well as others).

29 Sherlock Holmes to Dr. Watson.

30 Avoid taking the bait by following up on this misdirected answer. This is also a signal to probe—see this same situation under the section "Follow-Ups and Probes.”

31 Do you ever wonder why some good products just disappear from the store shelves, never again to be found? This is one case that resulted in such an outcome. The finished product made by the company posed no known threat, but the production caused one of the key ingredients to "escape" into the environment. It was not known to be toxic, but the long-term effects of exposure to the material were unknown. Because production facilities were in the United States, Europe, and China, the potential was great enough to cause one of the two companies to take the unprecedented step of going out of the business of producing that particular product. It was a serious blow to both companies.

32 During the frenzy of degradable development activity, I had the opportunity to meet with a VP of a major European diaper and incontinence product supplier. I asked him how much of a market did he envision once all technical difficulties with degradable materials had been worked out. None. No market opportunity would emerge. So, when I challenged him as to why his company continued to encourage the makers of degradable materials to provide him with sample products (thus implying there was an opportunity), he retorted that there was one need his company wanted to meet: supplying adult incontinence products to government-operated elder-care facilities in the one country in the European Union that required degradable materials. That was the only opportunity in the world where there was both a requirement that degradable materials be sought and that the buyer be willing to absorb some cost increase.

33 The story of how one company turned this fatal business flaw into an opportunity is told in the book Radical Innovations: How mature companies can outsmart upstarts, by Richard Leifer et al. (Harvard Business School Press, 2000). A team of faculty from Rensselaer worked with a number of companies to develop a perspective on how large corporations were handling innovative opportunities. Check out the story of Biomax (hydrobiodegradeable polyester).

34 Although most businesspeople understand this concept, it is not general knowledge that all new inventions need to be formally protected before they are discussed in public with anyone. We can debate whether the invitation-only scientific meeting constituted a public disclosure; Dr. Z obviously did not think so. When an invention is exposed publicly by any means, the inventor has one year to file a patent application in the United States. However, the opportunity to gain patents outside the United States is generally lost. So, the objective in every case is to guard inventions as closely as possible until the appropriate paperwork has been filed. In this example, the physician really believed that the private meeting was, in fact, confidential because all attendees were asked, informally, to keep them as such. Dr. Y did not seem to feel the need to avoid discussing the technology, as scientists focus on advancing knowledge, and this is best accomplished through papers and discussion. It would be up to the lawyers to figure out the appropriate legal standing of the technology—the business decision needed no such effort. All investment in the idea ceased following the coffee conversation. In this case, the fatal-flaw question was asked and answered before the investment. But given the naiveté of the inventor, more probing was required to enable him to remember.





35 Richard Milhous Nixon was the thirty-seventh president of the United States. His quotes are preserved for history on a number of different websites. All presidents end up with a series of less-than-flattering quotes because their every public utterance is captured for posterity. Here is a sampling of some of his other remarks: "If you think the United States has stood still, who built the largest shopping center in the world?" and “Solutions are not the answers.” For amusing quotations from notable personalities, go to www.brainyquote.com. It posts quotations from Democrats as well as Republicans and a variety of other nonpolitical personalities.

36 Kubota Shinya, Norio Mishna, and Shoji Nagata, "A study of the effects of active listening on listening attitudes of middle managers," Journal of Occupational Health: 46, 2004, 60–67.

37 Stephen M. Wilson et al., Listening to speech activates motor areas involved in speech production, Nature Neuroscience 7:7, July 2004.

38 "Listening for Secret Nukes, Hearing Giant Meteors," by Richard Stenger, 5/23/01, www.archives.cnn.com/2001/tech/space/05/23/secrete.meteors/index.html. The human ear cannot detect the low-frequency infrasonic waves emitted by meteors hitting our atmosphere or by nuclear weapons exploded in secret places. Intelligence agencies hear a lot of these kinds of sounds and keep it to themselves unless the "noise" becomes public. I wonder what else they hear?





39 This is a method of inquiry in which questions are used as the primary tool for investigating an idea, advancing a thought, or winning an argument. Plato positions Socrates as the "curious questioner" in his stories about him. Wikipedia is the primary source of this information. There is also a very good book, Trial of Socrates, by I. F. Stone that examines how grating Socrates' method of asking question after question was on his fellow citizens, particularly because he was challenging their morals. And, of course, Plato wrote a number of Dialogues recording the discourses of his mentor.

40 You still remember Frederick Taylor—the guy who built the modern science of management based on shoveling.

41 "…unless he sells them.” Critobulus in The Estate Manager.
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In an increasingly competitive world, it is quality of thinking that gives an edge—an idea that opens new doors, a technique that solves a problem, or an insight that simply helps make sense of it all.
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Praise for The Truth About Negotiations

"All too often, we think of single-issue negotiations that by their nature become zero sum. This book expands our thinking and puts as much effort into creating value and expanding the pie as we dedicate to getting our fair share of value or dividing the pie. A great read for anyone involved in negotiating."

Anthony Santiago, Vice President, Global Sourcing & Supplier Management, Bristol-Myers Squibb

"The 53 Truths provide incredible insight into the art and science of negotiating. This is a must read for sales professionals but is equally beneficial to all those who wish to be better negotiators."

Chris Weber, Vice President, West Region Enterprise, Microsoft Corporation

"A superbly presented summary of practical tools and techniques for negotiating in all types of situations, and creating win-win solutions that result in enduring business relationships. Provides substantiated evidence of what works successfully—and pitfalls to avoid—in the game of negotiation."

Russell D'Souza, International Credit Manager, Hallmark Cards, Inc.


Introduction

You spend more time negotiating than you do driving to work each day. Most of us take our driving seriously: We've studied, practiced, and taken a driving test. We have a license, insurance, a car, and a fancy navigation system; we know the rules of the road, and we hope that people who disobey those rules will get pulled over and ticketed. These investments mean that we don't sit up at night worrying about how we are going to drive ourselves to work. We have the equipment, we know what we are doing, and we get there. We feel ready, prepared.

Going to negotiation every day should be the same way. Yet, if you are like most people, you spend countless hours fretting about upcoming negotiations. "What should I say?" "Should I open first or no?" "What do I do if they don't accept my offer?" and so on.

This book is about how to make sure you are prepared and ready to negotiate on the roughest of terrain, with the most daunting road conditions.

The need to negotiate can happen at any time—sometimes once a day, and sometimes more than once a day. Any time you cannot reach your goals without the cooperation of someone else, you are propelled headlong into negotiation. You may not be engaged in a hostage negotiation, or striking a deal for millions of dollars worth of a product or service for a company, but the importance of arriving at a point where you and the other party both feel you win is as vital to your peace, sanity, and productiveness. For example, if your goal is to eat dinner in peace and your young child is demanding that you fix a toy or play a game, you must negotiate.

If your goal is to sell your house and upgrade to a nicer house with a heftier mortgage, you must negotiate with your penny-pinching spouse, who may not be up for the move. You sometimes are thrown into negotiations when you least expect it—such as when somebody has the nerve to claim what you thought was yours. Imagine that a coworker announces he or she wants to "reconsider" the project responsibilities that you thought you both already agreed to. Or your neighbor claims it is your job to repair a fence that fell down after a freak thunderstorm.

The simple question I ask in this book is: "Are you ready to negotiate at the drop of a hat?" If your answer is anything but "Yes, certainly," then please read on. One false move in negotiations of major importance, such as salary negotiations, house buying, and car buying can have a dramatic negative consequence on your economic welfare for years to come. Given that your quality of life is affected by your ability to bring home the bacon as well as eat it in quiet dignity, knowing how to negotiate in the corporate world and in the kitchen is essential for peace of mind and retirement.

This book does three things: First, it provides a game plan that works in any negotiation situation. I dispel the faulty belief that negotiations in boardrooms or real estate deals are fundamentally different from salary negotiations, school and community negotiation...and, yes, negotiations with spouses and kids. Chances are, if you are great at making real estate deals, then you also will be great at negotiating with a caterer for your local charity's fund-raiser.

Second, this book focuses on the two key tasks of any negotiation: how to create win-win deals by leveraging information carefully collected from the other party, and how to effectively lay claim to part of the win-win goldmine.

Finally, this book talks about how to handle less-than-perfect situations, such as when you make a threat (that you did not really mean), how to establish trust with someone you don't trust, how to walk away at the right time, and negotiating with people you don't really like, and at the other end of the spectrum, who you love very much.

Negotiation may sound daunting, but if you are informed, practiced, and prepared, even you can do it. And that's the truth.


Truth 1
If you have only one hour to prepare...

Negotiation does not just occur in used car lots, boardrooms, or lawyers' offices. You negotiate every day: with your spouse to split up household tasks, with your colleagues regarding who will take a client's call, with your young kids to determine the best time for bed. Any time meeting your goals requires the cooperation of others, you must negotiate.

Sometimes you have significant time to prepare for a negotiation. But other times you get blindsided: You get a call from an old friend with a "hot" business opportunity. Or you receive a disturbing email from a colleague claiming resources you believe to be yours. Or your nanny or assistant threatens to leave unless you give her a raise and a three-week vacation. In all these situations, you may feel there's no time to prepare for negotiation.

But even if you've got only an hour—or just moments—to prepare, there are several crucial steps you have to take.


	Identify your key goals.

	Brainstorm your options.

	Plan your opening move.



Get in touch with your goals

Negotiators are often quick to stake out a position. A position is a demand, such as, "I want a bonus check!" The danger in stating a position is that it can lead the other party to stake out a position, such as, "No way; I'm not paying you a bonus!"



Any time meeting your goals requires the cooperation of others, you must negotiate.

Conversely, negotiators who move past positions to focus on their interests usually achieve their goals. A real goal reflects a negotiator's interests and answers the "why" question. Take the case of two colleagues negotiating who gets the more spacious office in a suite. It would be easy for both colleagues to say, "I want the bigger office." That is a demand. If the colleagues articulate why they desire the bigger office, they are getting closer to stating their goals. For example, one colleague might want the larger office because it would allow her to have team meetings that are currently impossible to schedule in a conference room, and she is under pressure to deliver on a deadline. The other colleague might want the office to impress important clients.



People's demands may be incompatible, but their goals might be compatible or at least complementary.

People's demands may be incompatible, but their goals might be compatible or at least complementary. For example, if the two colleagues articulate their goals, they might create an arrangement in which they share the big office, reserving it for meetings with clients.

Brainstorm your options

Negotiations do not always end in mutual settlement. A colleague may pull rank to acquire the big office; the nanny may quit; the company may not take your offer. So you need to face the thorny question of what you would do in the absence of agreement. In short, what are your alternative courses of action? Most people have tunnel vision when it comes to their alternative courses of action in a negotiation. They are so focused on their demands that they can't see all the different paths through the forest. Identify your options using the four fundamental rules of brainstorming.1


	Suspend your initial judgment and just list all options that come to mind, even outlandish ones.

	Strive for quantity—often, a good idea emerges from several silly-sounding ones.

	Reserve judgment and evaluation until later.

	Mix, match, and combine different options.



Plan your opening move

Your opening offer should clearly articulate your goal and suggest how to reach it. ("I would like the corner office because my client load is highest in the office, and my team is unable to fit in the current space.") You don't need to blurt out your opening offer the moment you meet with the other party. But, at some point, after you exchange pleasantries or perhaps even after the other party places something on the table, it will be your turn to anchor the negotiation. Your opening offer should represent the ideal situation for you. State it clearly, but do not position your offer as a demand. One direct but nondemanding way of doing this is, "In the spirit of getting the discussion started, I've mapped out a set of terms that works for me...." Or "I want to respect your time, so I have prepared a proposal that I would like to get your reaction to...."

Be firm on your interests but flexible on how to achieve them. Don't make take-it-or-leave-it demands. If you are feeling demanding or indignant before the negotiation, rehearse an opening that you might present to someone you care about (such as your spouse or friend)—even if you don't particularly care about the other party. The danger of making insulting, take-it-or-leave-it offers is that most people will opt to leave it.


Truth 2
Negotiation: A natural gift?

I have never met a natural-born negotiator. The best negotiators I've met have been self-made, not manufactured by their parents. People can adapt and improve with conscious effort, and, in fact, that is the only path to becoming a good negotiator.

Nevertheless, a great number of people believe successful negotiation is all in the DNA, and that negotiation, like leadership, is something you're born with.

You don't have to travel far to see that the right kind of experience can dramatically improve your negotiation outcomes. The "magic bullet," when it comes to experiences that enhance negotiation skills, is the I-C-E rule.


	Give immediate feedback (preferably within one hour).

	Make the feedback clear to the point of indisputability.

	Give the negotiator the tools to be more effective.



Negotiation is something you can practice and improve upon. If, immediately after a simulation (within 20 minutes), someone could score you, interpret your score as clearly as possible, and give you a toolbox to ensure you didn't repeat mistakes, you would, with repetition, improve your negotiation skills. People's scores usually improve dramatically, by over 20 percent on average.

As you read this book, I suggest you follow the advice given to the person who asked how to get to Carnegie Hall. "Practice." Test the skills of each Truth, and, if possible, get prompt, clear feedback, and you will find yourself becoming more effective. Try negotiating on a personal level and test yourself. The more time and effort you put into trying out the various points and techniques shared, the more prepared you will be.

Your ability to do well in life's most important negotiations isn't determined by your basic personality or genetic structure. It's most strongly determined by a simple factor: your level of motivation to improve yourself.



The best negotiators I've met have been self-made, not manufactured by their parents.


Truth 3
Rehearsal might get you to Carnegie, but it won't help you negotiate

Most people look for a magic bullet when it comes to negotiation, and well, there is one. Are you ready? Okay, here it is. Prepare. After years of offering this advice, sending people off, and expecting magic to occur that never did, I finally realized the problem: Rehearsing does not equal preparation.

There are two styles of preparation, and only one of them works. Let's call the two styles Pattern X and Pattern Y.

Pattern X Preparation

These activities seem to be useful but aren't.


	Rehearsing your demands

	Pumping yourself up

	Making a personal pledge to yourself or your partner to act tough

	Figuring out how to throw off the other negotiators or make them feel uncomfortable, which includes rearranging furniture (putting their chairs in odd positions)

	Preparing backhanded compliments and outright insults

	Rehearsing phrases that include, "This is my final offer"; "My bottom line"; "This is a deal-breaker"; "Nonnegotiable"; and "Then we don't have a deal"

	Framing your opening offer as a demand



Pattern Y Preparation

These activities are extraordinarily useful, but negotiators often don't engage in them.


	Listing all issues under consideration (e.g., payment, terms and conditions, indemnities, volume, distribution)

	Arranging those issues in order of importance or priority to you (either by using a simple rank-order or allocating 100 points among the issues to reflect what percentage of overall importance each represents)

	For each issue, brainstorming all the alternatives (for example, payment terms might range from 0 percent down to paid-in-full)

	Brainstorming issues the other party might bring up

	Identifying your most desirable set of terms for each of the issues

	Identifying and prioritizing your alternative courses of action to negotiating with this person (for example, liquidating your product)

	Identifying the other party's potential alternative courses of action

	Preparing an opening offer as a way of starting discussions



If negotiators did even a subset of these activities to prepare for a negotiation, they would fare dramatically better than if they didn't. In other words, Pattern Y negotiators have measurably better outcomes than do Pattern X negotiators. Pattern X is more likely to strike out; Pattern Y gets you to yes.



Pattern Y negotiators have measurably better outcomes than do Pattern X negotiators.

The question, then, is how to get people to follow Pattern Y when most of them are used to Pattern X? Clearly, relying on natural instinct won't work. So let me suggest you use a strategy I call guided preparation. If unguided preparation is allowing negotiators to do whatever they want, guided preparation is giving them a step-by-step method to follow. Jeanne Brett at the Kellogg School devised an easy-to-follow model that you can use. It works like this.


	List all the issues to be negotiated in the first column. (Be ready to add issues the other party brings up.)

	For each of the issues listed, in the second column, indicate its relative importance to you (use either a rank order or allocate 100 points among the issues), your most desired terms, and your underlying interests.

	For all issues, in the third column make your best guess about the counterparty's interests, rankings, and most desired terms.



If you have accomplished these three things, you can get some sleep, knowing you have prepared effectively.


Truth 4
The power of making the first offer

Conventional negotiation wisdom strictly cautions negotiators against opening first—to avoid tipping their hands. If everyone does this, you are liable to end up in a comical cat-and-mouse game in which both parties develop elaborate methods to avoid answering any questions as long as possible and eventually walk away without a deal.

I don't know the origin of this bad advice, but I'd like to banish it right now. I researched the scientific literature and explored numerous studies that have investigated negotiators' offer patterns and outcomes. In none of those investigations did it harm negotiators to open first. In fact, it appears to always benefit negotiators to open first. One caveat: In the rare and undesirable situation in which the other party knows more about you than you know about him, it is a disadvantage to open first.

Why does it work to open first?

Your opening offer acts as a powerful psychological anchor in a negotiation. It carries a lot of weight. Your opening represents the most you can (usually) hope to get. Don't underestimate how important opening offers are. Indeed, negotiators' first offers can generally predict the outcome of a negotiation. Adam Galinsky and Tomas Mussweiler found that first offers correlate as much as 85 percent of the time with outcomes.2

Many negotiators live in fear of the winner's curse, believing that the counterparty will gleefully and immediately accept their first offer. Don't come to the silly conclusion that you can make outrageous offers and expect to do well. Unfortunately, offers wildly outside the zone of possible agreement (ZOPA) lose their anchoring power and lead to a chilling effect, where a negotiator grows cold on a deal because he feels that the other party is not bargaining in good faith, or even the boomerang effect, which occurs when a ridiculous offer invites an equally ridiculous counteroffer, often as a matter of spite. For these reasons, your ideal offer should be close to the other party's barely-acceptable terms.



Many negotiators live in fear of the winner's curse, believing that the counterparty will gleefully and immediately accept their first offer.

Strategically speaking, your aspiration point should be slightly worse (for the other party) than your guess about the other party's best alternative to negotiated agreement (BATNA). The logic: No one is going to accept your first offer, so making a concession is inevitable. If you open with an offer that matches the other party's barely acceptable terms, you'll never end up there. It's best, then, to open with a figure slightly worse than the counterparty's barely acceptable terms. If your opening offer is dramatically worse, you create a chilling effect. If it is just a tiny bit worse, you are in the domain of the counterparty's acceptability range. Offers in this range are, by definition, not insulting.



No one is going to accept your first offer, so making a concession is inevitable.


Truth 5
What if you don't make the first offer?

Once you know that scientific evidence supports the negotiator who makes the first offer, you may go so far as to cover your ears when you realize that the other party is about to present you with an opening offer.

But, it's not wise to tune the other party out if she is ready to make you an offer. A better strategy is simply to remind yourself of your own first offer before the other party delivers hers. Preparing your opening offer is your best defense. Under typical conditions, however, most people haven't prepared their opening and are swept out to sea when the other party opens first.

Here are some handy points to think about in advance.


	If you haven't prepared an opening offer, you shouldn't be at the bargaining table. Remember, your opening offer is a behavioral manifestation of your aspiration point. So it's imperative to prepare your opening offer.

	If you state your opening offer like a demand, you should fear either the chilling or the boomerang effect (discussed in Truth 4, "The power of making the first offer.") However, you can make your offer in a nondemanding way. Here's how I do it in my personal negotiations:

In the spirit of recognizing how important your time is, I have prepared a set of terms that would be acceptable to me. I understand, however, that you will most likely have some different ideas. So I offer this set of terms (which I have written on the flip chart over here) as a starting point for what I hope is a more broad-ranging discussion. And, in that spirit, I am eager to hear your ideas.

Suppose that the other party has indeed beaten you to the punch and has made one heck of an opening offer. In that case, I would say,

Thanks for sharing your ideas with me. I've also spent some time preparing a set of terms that would work for me. I will warn you right now that my terms are dramatically different from the ones you've sketched. But, in the spirit of recognizing the value of your time and beginning our discussion, I'd like to share them with you. I am ready to fully discuss all terms.






If you haven't prepared an opening offer, you shouldn't be at the bargaining table.


	Okay, you got flustered. Everyone does occasionally. So, here's an idea: Always, I mean always, write down your opening offer. If you find yourself tongue tied, you can always pull out your notebook or turn your laptop around to share your ideas. Anchors work dramatically better when you write them down. So write down your opening offer on a flip chart or blackboard. That way, you can continue to refer to it during the discussion.





Always write down your opening offer.


Truth 6
Don't be a tough or a nice negotiator

Most people are under the impression that to succeed in negotiation, they've got to be tough or competitive. This makes many people uncomfortable because they want to succeed in negotiation but don't like acting tough. So, many opt to be cooperative, because they want the other party to like and trust them, and frankly it's just more comfortable. The downside: They often perform less well economically.

Some people act cooperative during simulated negotiations because it's more natural for them but then feel like "chumps" when their outcomes are poor. Other people have the opposite problem. They cannot see any wisdom in being cooperative, so they act very competitively during the negotiations and then wonder why no one likes them.

The enduring questions for negotiators then are, "Should I be tough and competitive or nice and cooperative? Do I want to succeed or do I want to build relationships?"

I firmly believe that tough versus nice is a false choice. You don't have to choose between them. To be a skilled negotiator, you do need to be fluent in the languages of both cooperation and competition. Let's examine "creating value" and "claiming value" in more detail.3



To be a skilled negotiator, you do need to be fluent in the languages of both cooperation and competition.


	Creating value—Creating value refers to "win-win" negotiation. It is the process of developing deals that represent mutual gains for all parties involved. To create value, we need to cooperate with the other parties and genuinely work with their interests in mind.
Management guru Mary Parker Follett tells the story of two sisters quarreling over a single orange. Both sisters are strong, tough, and ultra-competitive, to the point that the only agreement they can reach is to split the orange in half. One sister squeezes the juice from her half to make fresh orange juice and discards the peel. The other sister grates her half of the peel for an orange scone recipe and throws out the juice. In the heat of the argument, the sisters overlooked a simple win-win solution: One sister gets the whole peel, the other all the juice. By the time they realize their error, the fruit's remains are gone. By acting purely competitively, the "Orange Sisters," who you will return to in later Truths, turned an easy win-win into a lose-lose. According to negotiation gurus Roger Fisher and Bill Ury, who wrote the book Getting to Yes, the two sisters communicated only their positions, not their interests.

	Claiming value—No one wants to get no part of the orange or just a sliver. It's necessary to make claims in a negotiation. But making claims is different from making demands.
Sometimes people get so carried away creating value that they forget about their own bottom lines. Claiming value, then, refers to how negotiators garner resources for themselves and their companies.
Most people falsely believe that creating value (cooperating) and claiming value (competing) are opposite ends of the same continuum:



[image: image]

I disagree. It's simultaneously possible to be competitive and cooperative. The best state of affairs is to have a negotiator who is cooperative in working with the other party to understand and explore his issues and interests and competitive enough to claim valuable resources for himself.



It's simultaneously possible to competitive and cooperative.


Truth 7
Four sand traps in the golf game of negotiation

My dad has been a golfer for as long as I can remember. He had a golf analogy for almost every aspect of life. The first time he took me golfing, I hit the ball straight into the first hole's sand trap. "Is that good, Dad?" "No, it's not. It's hard to get out of there. You need to stay OUT of the sand traps in the first place."

When I started seeing patterns in the underperformance of otherwise smart people at the negotiation table, it occurred to me to think of these problems as sand traps. Every negotiation table is like a golf course: We may not have played that exact course before, but all courses have sand traps, and it helps to know where they are. If we know where the problem spots are, we're in a better position to reach our goals. If we hit our ball into a marsh on the first hole, we may never recover.

This Truth outlines four sand traps. I've been in every one of them, and I'd sure like to see you avoid them.

Sand trap #1: Leaving money on the table

This is the case of a lose-lose negotiation. Lose-lose negotiation, not surprisingly, is the opposite of win-win. On average, people settle for terms worse for both parties in one out of every five negotiations!4 The problem is that they are unaware of the fact that win-win possibilities existed.

Sand trap #2: Settling for too little

This is also known as the winner's curse. Consider Ron, for example, who was in Kuwait during the Gulf War. During his time of service, Ron was engaged, and he wanted to buy his fiancée a gold necklace before he returned to the States. He spotted the perfect necklace in a Kuwait jewelry store. It was priced at about $600 U.S. dollars. Ron offered the merchant $300. "Sold!" the merchant said immediately, beaming. Ron was proud of his ability to get such a great deal. But the merchant was giddily happy and even offered Ron a free matching set of earrings. Ron's pride turned into regret. He had fallen prey to the winner's curse, which occurs when a negotiator's first proposal is immediately accepted by the other party, signaling that the offer was too generous.

When Ron realized he had fallen prey to the winner's curse, he couldn't easily retract his offer in good faith. The merchant had already packed the necklace and earrings in a charming gift box and embraced Ron, wishing him, "A wonderful married life!"

Sand trap #3: Walking away from the table

This is the "hubris" problem. Negotiators who are so prideful that they walk away from the table dramatically even when they have no other attractive options are essentially bluffing. They lack the good sense to swallow their pride and return to the table.

I have known several negotiators guilty of hubris. They often dig their own graves because once they have made a take-it-or-leave-it offer, they can't tolerate the thought of losing face by returning to the table. You may argue that it's important to display toughness and resolve to the other side. However, earning a reputation for being tough doesn't serve you well at the negotiation table. Indeed, a reputation as a tough negotiator leads to a number of highly undesirable outcomes—for example, counterparties will treat you with greater suspicion and act much tougher than they normally would. In a recent investigation of how bargaining reputation affects how others treat you, Cathy Tinsley of Cornell University found that "tough guys finish last," meaning that people negotiate more aggressively with those who have a reputation for toughness.5

Sand trap #4: Settling for terms that are worse than your current situation

I call this the "agreement bias." I use it to refer to the negotiator who is so desperate to make a deal that she literally forgets she has a better alternative and accepts the offer in the heat of the moment.

For example, if I currently have an offer of $300,000 for my home and your best offer to me is $295,000, it wouldn't be in my interest to make a deal with you, all other things being equal.

Nevertheless, negotiators often get swept away by a negotiation's momentum. Indeed, once we sit down at the table and invest in a relationship, we often feel bad walking away from it. Simply put, negotiators often rationalize accepting inferior terms.

To prevent this, write your walk-away point on a piece of paper so you can refer to it before you accept a proposal. Obviously, the writing should be encrypted so that the note wouldn't mean much more than a grocery shopping list if seen by the other party!



Write your walkaway point on a piece of paper so you can refer to it before you accept a proposal.


Truth 8
Your industry is unique (and other myths)

Contrary to popular thought, the basic structure of negotiation does not differ that much across different industries.

Myth #1: Your industry is unique

No matter what the industry, negotiators have specific issues that are important to them. For example, a home buyer might focus on price, closing date, and financing terms. A publisher might focus on royalty rate, permissions, copyright retention, and number of free author copies. The key thing for both of these negotiators is not the nuances of how closing dates and royalty rates work, but rather the fact that they both care about certain issues and may or may not be willing to make concessions in regard to them. Similarly, both the home buyer and publisher might have a "bottom line" and might be inclined to make threats. The parallels between negotiations in different industries far outnumber any differences.

Here's an analogy. Suppose your child said, "I really want to learn how to play card games, and I need to know 'card math.' Can you teach me?" Later that evening, your child says, "Can you please teach me basketball math to figure out players' stats?" Then at bedtime, "I have to figure out how to do candy math so when I buy candy I can count the change."

You'd probably say, "I have good news: There's no difference between card math, basketball math, and candy math. For that matter, there's no difference between grocery store math, checkbook math, and dessert math. Math is math. There are certain key rules and operators you can use whether you're playing poker, analyzing basketball stats, or buying lollipops. Once you know the rules, you can use them anywhere."



You can use the same principles to negotiate with a loan officer that you can with a colleague or spouse.

Negotiation is negotiation. Scientific principles apply to all of life's negotiations, from the most intimate to the most economic. In other words, you can use the same principles to negotiate with a loan officer that you can with a colleague or spouse.

The fact that all negotiations (whether with nannies or Wall Street financiers) have predictable parallels is good news. Why? It means there's a science to negotiation, and once we crack the code, we can use our skills any time with anyone.

Also, you may start out in consulting, change to banking, and then end up in the government. Because of the parallels among negotiation types, you won't have to reinvent yourself each time—at least as a negotiator.

There are three more myths I want to clear up so that we're on the same page.

Myth #2: Business people care only about money

This is false. Business people seek to maximize their utility. So do professors, students, home buyers, parents, children, spouses, and professional wrestlers. Your utility is not your money. Your utility represents your overall satisfaction with a particular situation. When I negotiate with my child or someone else I care about, I want him to be happy, too. So his happiness is part of my utility, and in my negotiations with him, I am seeking to maximize my utility, which includes my welfare and his. Excellent salespeople know that customers are valuable, so part of their own utility is pleasing the customer.



There's a science to negotiation, and once we crack the code, we can use our skills any time with anyone.

Myth #3: Always maintain a poker face: Never reveal anything

This is false, too. We'll talk a lot more about this later. But for now, just think about how the Orange Sisters mentioned earlier in this section kept poker faces and never signaled their interests. And look what happened to them!

Myth #4: Never make the first offer

Again, this one's false. There isn't a single published scientific investigation that supports this advice in any way. I challenge you to find any scientific evidence that does. Yet many studies support the wisdom of making the first offer.


Truth 9
Identify your BATNA

A few months ago, my husband and I made a grave mistake in mindlessly allowing both of our sons (ages 10 and 11) to sign up for traveling basketball teams. At the time, I did not appreciate the literal meaning of the word "travel," but I found out quickly that for 10 weekends in a row, the entire family would be on the road and sitting in smelly gyms across the greater Midwest! Moreover, because these youth games start at the ungodly hour of 8 a.m., it became necessary to spend the night in a hotel the night before. Thus, our hotel bills started to mount perilously high.

On one occasion, the entire team had to travel to Wisconsin for two nights. Once I realized that all the families on the team were in the same position as we were, I recognized that I was in a potentially powerful negotiation position to negotiate blocks of rooms with hotels.

So, I started my research. I made an Excel list of all the hotels within a 10-mile radius of the gym. At the top of my list was a Holiday Inn that had a kids' water park. (None of the other nearby hotels did, so this was clearly my first choice.) I called the events manager and asked about getting a good rate for this block of rooms. Normally, the room rates were well above $200 a night.

When I found the Holiday Inn with the water park, I already had a fallback option, but not an attractive one. The Comfort Inn was not as nice as the Holiday Inn, but it was cheap. Yet, it had no "kid appeal" (which potentially meant that parents would be forced to do all the entertaining). The Comfort Inn was my best alternative to negotiating an agreement with the Holiday Inn.6 The Comfort Inn, therefore, was my BATNA! Having a BATNA helped me to leverage my power in the negotiation with the Holiday Inn, where we got a very good rate.

* * *

Some time ago, a friend came to me to seek advice. Our conversation went something like this:

Friend: "I'm glad Company X made me an offer, but the offer isn't that great. I want a higher salary, better benefits, a signing bonus, and moving expenses. My friends are all getting those."
Me: "What will you do if they don't improve the offer?"
Friend: "What do you mean?"
Me: "How many other job offers do you have?"
Friend: "Just this one. But it's a good company!"
Me: "Have you ever heard of a BATNA? Your key source of power in a negotiation is your ability to walk away, which depends on your BATNA. It's the power of alternatives."
Friend: "I don't have a BATNA!"
Me: "Calm down. You do have a BATNA. You always have a BATNA. What you're saying is that you don't like your BATNA. It's unattractive to you. But you have one."

What I mean by "You always have a BATNA" is that you will always do something if you fail to reach an agreement with the other party, even if it means becoming jobless, homeless, or bankrupt. Of course, those are extreme cases. In most negotiations, people have a few alternatives that may not be ideal, but they're tolerable.



You always have a BATNA. What you're saying is that you don't like your BATNA. It's unattractive to you. But you have one.

To get back to the friend. His BATNA was to extend his job search in a probabilistic fashion. He chose not to accept company X's offer because he was optimistic that some Company Y would eventually make him a better offer.

Similarly, a home seller may reject a lowball offer from an uncooperative buyer in the hope that the future will bring a better offer.

Finally, to return to hotel negotiation: If my negotiations with the Holiday Inn had not resulted in an offer that was more attractive than what the Comfort Inn offered me, I would have walked away from the table.


Truth 10
It's alive! Constantly improve your BATNA

Think of your BATNA as a beloved plant or pet: You feed it, you water it. BATNAs need care and attention to thrive. If you stop nurturing them, they die.

Your BATNA is in a constant state of flux. It ebbs and flows. Whatever you do, don't be passive about it. For example, a home buyer might have three offers on her house today. Great BATNA, you might think. But three days from now, the inspection may go badly for one buyer, another buyer may not get the company transfer he anticipated and withdraw, and the third may find a more attractive house. So, now the seller's BATNAs have withered. In this situation, I would advise the seller to schedule an open house, place a full-color ad in the city newspaper, and move ahead with a touch-up paint job. Even if a seller has three offers in hand, it's wise to keep playing the field until the deal is signed, sealed, and delivered.

I've seen too many negotiators release their BATNAs before the proverbial cat is in the proverbial bag. A home buyer might fall in love with the second house she sees and refuse to view any others. A job recruiter might cancel all remaining interviews once the first candidate meets the bar. Prematurely releasing your BATNA dramatically reduces your power.



Prematurely releasing your BATNA dramatically reduces your power.

The surest way to improve your outcome and leverage your power better in any negotiation is to increase your BATNA's attractiveness. For example, to start a bidding war, a seller might have several buyers compete for his product or service. Similarly, a new car buyer might pit several sellers against one another, asking each to meet or beat the others' prices.

Having said this, I do not advocate starting bidding wars. It creates ill will when negotiators use their BATNAs in a threatening fashion. What to do instead? First, list your options in order of attractiveness. Suppose you're a job candidate and four companies have made you offers: Company W, Company X, Company Y, and Company Z. So far, you like Company W the most, but the other options are close behind. As tempting as it may be to start a bidding war, I would avoid it. Rather, I advise approaching Company W and saying something like,



It creates ill will when negotiators use their BATNAs in a threatening fashion.

If you give me an offer that has A, B, and C in it, I will accept immediately without asking for anything else. But if you're unable to offer me these terms, I'll need more time to decide. Please understand that I would still be interested in the offer and may decide to accept it.

What I like about this strategy is that the counterparty is reassured that you are not going to start a bidding war and that she can close the deal right now with you.

The best way of improving your BATNA is to fully explore all possible courses of action.

For example, think back to the friend who had the suboptimal job offer from Company X. He might list his alternatives as follows.


	Continue the job search. (I learned that my friend had second-round interviews at two companies, was short-listed at three more, and had other interviews scheduled. Based on this, he figured there was an 80 percent chance he'd have a job offer from another company within three weeks.)

	Work for a professor on a temporary basis. (He had a written invitation from an accounting professor to work on a short-term project that was not high-paying but rewarding and prestigious.)

	Flip burgers. (This may sound like a joke, but everyone should be open to several courses of action.)



The friend ranked his alternatives in order of attractiveness (utility to him). Of all the options, he was most keen about extending his formal job search and decided to focus on his upcoming job interviews.

Skilled negotiators always keep their alternatives open and attempt to improve upon them.


Truth 11
Don't reveal your BATNA

"Why is it so bad to reveal my BATNA?" you may ask. Once you reveal your BATNA, the other party has no incentive to offer you any more than your BATNA. Consider the following scenario:

Home seller: "My house is listed at $250,000. Another buyer has made an offer, but it's only for $175,000, which is too low. I'd like you to offer something in the range of $225,000 to $240,000."

Homebuyer: "Your house is lovely. However, I have my own financial needs to consider. I'll make you a cash offer of $176,000, and we can close at your convenience."

If you sensed something wrong with the home seller's approach, you're right: The seller revealed the BATNA to the other party. What's more, the BATNA was relatively unattractive. Once the homebuyer knows this information, she has absolutely no incentive to offer the seller anything but the bare minimum over the seller's BATNA, as illustrated in this example. Once you reveal your BATNA, the counterparty has you over a barrel.

Rest assured that other parties will seek information about your BATNA in a million different ways. They will prod you, quiz you, and taunt you. It's best to think of yourself as a CIA agent who has taken an oath never to reveal your BATNA, lest it compromise the nation's security.



Once you reveal your BATNA, the counterparty has you over a barrel.

Are there special cases in which it makes sense to reveal your BATNA? I can only think of two.


	The eleventh hour is at hand, and negotiations are at a standstill. You've spent all day negotiating and gotten nowhere. If you don't reach an agreement, you'll miss your flight home. Before you walk out the door, you might consider revealing your BATNA. There's a chance the other party may meet it or beat it.

	You have a fantastic BATNA and would be happy simply to have the counterparty match or trivially improve upon it. But if you choose to reveal your BATNA, understand one thing: You're not going to get an offer significantly more attractive than it from any rational other party.





It's best to think of yourself as a CIA agent who has taken an oath never to reveal your BATNA, lest it compromise the nation's security.

These situations are truly rare. If you're like me, you don't want the other party to simply meet your BATNA—you want him to think it's much more attractive than it really is, so he'll make you a much better offer. So, don't share your BATNA unless you absolutely have to. And, even then, proceed carefully.


Truth 12
Don't lie about your BATNA

Your BATNA is your key source of bargaining power. And I've strictly cautioned you against revealing your BATNA. These may add up to a common temptation: Why not lie about your BATNA to claim a larger slice of the bargaining pie?

For instance, suppose I concoct a plan for getting a hefty raise: I plan to tell my boss that I have an amazing offer from another employer (this is a complete lie) and that to keep me, she must meet or beat it. Now, you try to talk me out of this deceitful plan!

You might try to talk me out of this plan by saying, "You'll surely ruin your reputation if you lie. It's a small world, and your boss will probably find out that you're lying. She'll never trust you again. You'll lose all respect at work." "Isn't it important to have some integrity?" "How would you like it if someone lied to you that way? Wouldn't you want to fire him?"

Okay, I'm beginning to see the light. Trying to bilk my boss sounds like a stinker of an idea from this ethical standpoint.

Are there any more reasons not to carry out my plan?

You might say, "Suppose your boss calls your bluff and says, 'Congratulations on the offer. We're proud of you and will miss you. I'm sure you'll enjoy your new job.'"

Oh dear, you're right again. If I lie about my BATNA, the counterparty might call my bluff, and then I would have one heck of a face-saving act to perform: "Uh, well, boss, I haven't quite decided to take the offer, and come to think of it, my kids really like the schools here...and I don't want to go through the trauma of a move. So never mind."

Okay, you've almost convinced me not to lie. Any additional arguments?

At this point, you say, "Are you aware that lying about a material fact is prosecutable?" You show me the legal code on this and explain that if my boss enters into an agreement based upon a material fact that I have knowingly misrepresented, I can be sued.

In sum, there are three darn good reasons to never lie about your BATNA.



There are three darn good reasons to never lie about your BATNA.


	Ethical/moral—You don't want to behave this way because it implicitly encourages others to behave similarly, which creates a corrupt society. Plus you'll ruin your reputation.

	Strategic face-saving—Just as in poker, someone can call your bluff at any time. In negotiation, there are many more "tells," or signs that someone's lying.

	Legal/contractual—Lying about a material fact (such as claiming that you have another job offer or offer on your house that you do not in fact possess) is a criminal act that may result in prosecution or a lawsuit.




Truth 13
Signal your BATNA

You may have noticed a BATNA-related Catch-22: "I can't tell the truth without being totally duped, and I can't lie without suffering moral-strategic-legal costs. What exactly do you advise?"

To make matters worse, counterparties often ask you about your BATNA directly. "Do you have any offers yet?" Similarly, a homebuyer asks home sellers, "Any action on your home?" And a vendor might bait a procurement director with, "Do you have another source for this product?"

So, what should you do when hit with a "What's-your-BATNA" question?

First, there are two things you shouldn't do.




	Don't ignore the question and hope it will go away. It won't.

	Don't turn the question around by saying, "I'll show you mine if you show me yours."



Rather, signal to the other party that you have a BATNA, without revealing it: "If you're inquiring about whether I have alternative courses of action, the answer is yes. But I'm sure you can understand why I can't discuss those with you at this time."



Signal to the other party that you have a BATNA, without revealing it.

Here's another strategy that I even like better, in the context of an interested company asking a job-seeker how many job offers she has: "I put an 80 percent probability of my having an offer from a Fortune 100 firm in the next two weeks. I have three second-round interviews. I am on the short list at eight companies. And I have two phone interviews this week and five recruiting events coming up."

Reading between the lines, it's clear that this job-seeker does not have another job offer in hand, but she is signaling that her BATNA is being actively watered and fertilized and is blossoming wildly. Of course, I advocate saying these things only if they're true. This again points out the importance of not releasing your alternatives prematurely. Even if you get a tempting job offer, keep interviewing and attending recruiting events!



Even if you get a tempting job offer, keep interviewing and attending recruiting events!

The good thing about signaling is that saying things like, "I put an X percent chance on event Y happening" is not a material fact. It is a subjective probability.

Don't signal your BATNA to threaten the other party. Rather, send signals under the following conditions.




	The counterparty challenges you directly. ("Do you have any other job offers?")

	The counterparty is severely underestimating your alternatives.

	The counterparty is working with false information about you that you want to set straight.

	The counterparty has been lowballing you, and you wish to signal that he needs to increase the value of his proposals quickly.




Truth 14
Research the other party's BATNA

If your feet are the key source of your bargaining power in a negotiation, bear in mind that the other party has feet, too.

It's surprising to me how little research negotiators do on the other party. Negotiators become so self-absorbed with their own BATNAs that they often fail to think strategically about who's on the other side of the table. This is even more perplexing when there is good data available, often publicly, about the other party.



If your feet are the key source of your bargaining power in a negotiation, bear in mind that the other party has feet, too.

In my first job, I was earning a rather low salary. "It's okay—I'm doing what really counts," I would tell myself. Fortunately, a fellow employee hinted to me that I might be underpaid. Salaries are a matter of public information at state or federal jobs. So I went to the library and spent several hours finding out exactly what everyone was paid. Then I did some further analysis of salaries based on gender, years of experience, field of study, and so on. Using the information, I made charts and graphs and plotted myself on them among several comparison points including performance. Then I made an appointment with my boss. I got a raise in less than two weeks.

If you don't research your case, you may falsely assume the other party's BATNA is better than it is, which puts you in a position of weakness. Moreover, if you focus just on your own BATNA, you get anchored by it. Even if you don't uncover relevant data about the other party's BATNA, thinking about the other person's BATNA dramatically improves your outcome.7

Here are the big five DO's and DON'Ts when it comes to BATNAs.




	DON'T reveal your BATNA, except under special conditions.

	DO as much research as possible on the other party's BATNA.

	DON'T engage in bidding wars, but DO make constant attempts to improve your BATNA.

	DON'T lie about your BATNA.

	DO signal to the other party that you have valuable alternative options.




Truth 15
Develop your reservation price

A few years ago, I was selling my house. I tried to practice what I preach in my classes: Develop an attractive BATNA, set a feasible target (aspiration point), and so on. But none of it changed the hard truth that I didn't have an offer on my house!

To make matters worse, I made the grave mistake of telling friends about my lack of success. From that point, they took daily delight in grilling me about the house: "Hey, what's your BATNA?" As the days dragged on and I still didn't have an offer, I'd hear things like, "I can loan you a good book!"

One day I arrived at work with a picture of drunk fraternity guys on my laptop screen. They were surrounded by empty bottles and other party paraphernalia. A murmur rippled through the office. Had I forgotten to change my screen saver after a wild spring break? Was I having a midlife crisis?

"Here's my BATNA," I announced solemnly. Blank looks. I explained that in the event that I didn't get an offer on my house, my next best course of action would be to rent it—to these party animals. I described the men in the picture as undergraduates taking all of their courses pass-fail. My coworkers were concerned: "Wouldn't these 'young men' destroy your house?" This led to a discussion about risk and the benefits of a damage deposit. Then more questions: "Are these guys going to agree to let you have realtors show the house?" That led to a discussion of the wisdom of securing a contractual agreement that would involve a clear understanding of certain hours during which the house could be shown. Then more discussion, about neighbors growing angry with loud music from the house, my name on the police blotter, and the like.



Even though BATNAs, just like the party animals, are messy, subjective, and psychological, we must be able to make them monetary; otherwise, we won't be able to compare alternatives meaningfully.

Finally, someone said, "So what's the least money I could offer you for your house now?" In short, what is the monetary equivalent of my BATNA? In other words, even though BATNAs, just like the party animals, are messy, subjective, and psychological, we must be able to make them monetary; otherwise, we won't be able to compare alternatives meaningfully.

Given that I put a value on subjective-emotional things such as my time, peace of mind, marital harmony, neighborly relations, liquid assets, and absence of conflicts, I came up with a number. A penny less meant that I would rather rent than sell. A penny more meant that I would rather sell than rent. That indifference point is my reservation price. It's what negotiators mean by their "bottom line."

A different person selling the same house with my same BATNA might have a different reservation point because they have a different value system, different risk psychology, and so on.

Thus, the beauty of a reservation point is that it quantifies subjective values.

The lesson: After you identify your BATNA, convert it to a reservation point.



After you identify your BATNA, convert it to a reservation point.

Recall my friend who was looking for a job. Say he determined the least amount of money that company X could offer him such that he would be indifferent to accepting the offer versus declining it and extending his job search. That go-no-go number would be his reservation point.


Truth 16
Beware of ZOPA myopia

Now, let's put together what you've learned so far. If I have a BATNA, so do you. If I have a reservation point, so do you. The $64 million dollar question (inflation), then, is whether there's a positive overlap between my reservation point and yours.

The bargaining zone represents the overlap (or lack thereof) between your reservation point and mine. The zone of possible agreement, or ZOPA, represents the overlap between the most the buyer is willing to pay and the least the seller is willing to accept.

I always think of ZOPAs like a "dance floor." I envision two negotiators dancing, each trying to lead the other to his reservation point. It's possible that there's no space on the dance floor, meaning that the maximum a buyer is willing to pay is less than the minimum a seller will accept. It's also possible that the dance floor is the size of a football field.



The zone of possible agreement, or ZOPA, represents the overlap between the most the buyer is willing to pay and the least the seller is willing to accept.

The most common mistake people make is to assume the bargaining zone is much smaller than it actually is. I call this ZOPA myopia. ZOPA myopia often occurs because people are anchored by their own reservation prices.

Most of the time we never learn the true size of the ZOPA. However, people often feel "buyer's remorse" when their opening offer is accepted happily. Similarly, sellers often feel regret when their asking prices are immediately paid in cash by buyers. To get a sense of the bargaining zone, consider the example of a professional speaker. On behalf of a large association, I asked the speaker what he would charge to appear at the association's annual meeting. The speaker told me he was willing to do the engagement for as little as $10,000, but he desired $15,000. Thus, I knew the speaker's reservation price and his desirable price. I tested the speaker regarding his reservation point: Would he really walk away from this deal if the potential client offered $9,500? He said he would.

To make our analysis come alive, suppose we have the same information on the hiring company. The company hoped to pay the speaker $5,000 for the engagement but was actually willing to pay up to $12,000, given that it wanted to confirm the meeting schedule within the next 48 hours.

The following represents the ZOPA, or the overlap in parties' reservation prices:

[image: image]

In this example, the ZOPA is positive; there is a $2,000 overlap. However, there is a negative overlap in the demands the parties are making, with the speaker requesting $15,000 and the hiring company proposing $5,000. But the real action of negotiation is in what's left unsaid: the parties' reservation prices.

Obviously, the speaker would like to know that the hiring firm would be willing to pay $12,000; and, of course, the hiring firm would like to know the speaker's reservation price. But neither party is going to openly reveal its reservation point.

Of course, no one, save a neutral mediator or third party, would ever have perfect information about the counterparty's reservation price, but the point remains: There is a dance floor, and it often makes sense for two parties to tango their way to a deal, rather than exercising their BATNAs.


Truth 17
Set optimistic but realistic aspirations

While having a BATNA is important, the risk is that you become so focused on your BATNAs and reservation points that you settle for the first deal better than your BATNA or above your reservation point. Instead, you should hold out for a much more attractive deal, one closer to your aspiration point.

Your BATNA tells you when to walk, not when to sign.

If you accept the first proposal that exceeds your BATNA, you have fallen victim to the "underaspiring" negotiator syndrome. The primary symptom: You feel great about getting a deal. You perceive the bargaining zone as small and thus feel lucky just to have reached an agreement. However, when you later realize the actual size of the bargaining zone, your excitement may melt into disappointment.



Your BATNA tells you when to walk, not when to sign.

What you need is an aspiration point. An aspiration point represents the monetary equivalent of your ideal set of terms. Suppose you are selling your house. You might tell me your reservation price is $250,000 (and your house is listed at $275,000). I would ask you if that represents a favorable set of terms. I want you to be optimistic, but realistic. You may say then that $275,000 would be attractive and realistic because that's what houses with similar features and floorplans have sold for in your neighborhood. That's your aspiration point! The person you negotiate with will have, whether she knows it or not, an aspiration point, too. That's why it's important that you know yours.

You need to develop your aspiration point before going into negotiation. It's not enough to hope to do well. Nor is it enough to hope to get well above your BATNA. I'm also not a fan of aspiration "ranges." Ranges are wishy-washy; they have diminished anchoring potential and, not surprisingly, the counterparty tends to hear only the part of your range closest to her aspiration point (the lowest price you're willing to sell for). So, it's essential to develop an actual aspiration point—I call it a target—for the negotiation. Not to have and to know your aspiration point is like going into a negotiation with a defense but no offense.

But you can also go too far with your aspirations. You could develop wildly unrealistic aspiration points. The danger of developing an outlandish target is that it can create the chilling effect in the counterparty and set you up for disappointment.

The chilling effect occurs when an opening offer is so insulting that the counterparty doesn't even care to respond because he doesn't want to acknowledge it. Suppose, for example, that a buyer makes a $100,000 offer on your $275,000 home. You wouldn't even want to give that buyer the courtesy of a response. That's the chilling effect. The polar opposite of the chilling effect is the winner's curse. If you immediately and gleefully accept my first offer, that tells me my offer was too generous. You should not accept the first offer above your reservation price.



Suppose, for example, that a buyer makes a $100,000 offer on your $275,000 home. You wouldn't even want to give that buyer the courtesy of a response. That's the chilling effect.

Here are the aspiration point DOs:


	DO think about the other party's BATNA. You don't know what it is, of course, but you can still think about it. As it turns out, if you were to develop an aspiration point that was exactly equivalent to the other party's BATNA/reservation point, that would be a great opening offer to make.

	DO seek comparison data and focus on points that are most favorable to you (like you would do if you researched the salaries or fees earned by people with similar qualifications and experience to yours).

	DO follow these basic steps.

	Identify your key goals.

	Brainstorm your options.

	Plan your opening move.







Your aspiration should be such that if you proposed your terms and the other party immediately accepted, you would still feel good.

Here are the DON'Ts:


	DON'T use your BATNA as a starting point and then dial it up or down to arrive at a target point. You can't derive your aspiration from a BATNA-based formula.

	DON'T state an outrageous aspiration that you can't back up with data (comparables).

	DON'T withhold your aspiration until the other party has spoken.

	DON'T state a range of aspiration points.




Truth 18
Plan your concessions

Few negotiations end in one round. Rather, there is a back and forth, with parties making offers and counteroffers. This is the dance of negotiation. I advise you to plot your offers and counteroffers with the precision that a football coach would bring to the Super Bowl. In other words, to prepare for an upcoming negotiation, you should know every stat about past negotiations: how many concessions you made, the size of your average concession, how many concessions the other party made, how far apart the two opening offers were, and so on.



Plot your offers and counteroffers with the precision that a football coach would bring to the Super Bowl.

Why? Because people often get carried away by the momentum of the negotiation and fail to think analytically about the pattern of concessions. This leads to one or more of the following mistakes.


	You make concessions too quickly, before you explore interests.

	You make concessions that are too large. (In contrast, making small concessions creates goodwill and signals that you're reasonable, but getting closer to your reservation price.)

	You make concessions while the other party remains intransigent.



To get in the habit of keeping track of the negotiation game, I strongly advise keeping a little notepad in front of you, even make visual sketches, rather than writing in paragraphs. That way, you can say things like,

Look Pat, I want to point out that I've come down $50,000 since we started talking, and by my records you've increased your offer by only $10,000 so far, or only one-fifth of what I've come down. (Such a statement puts pressure on the counterparty to make concessions.)
Francis, I've made concessions on all the issues we're talking about; according to my records, you've only made concessions on one. I ask you now to consider what you could do on some of the other issues.

Sometimes, negotiators make a plan they can't follow through on. For example, I've heard several negotiators plan to make no concessions. This is ill advised: If you refuse to make concessions, the negotiation quickly reaches a stalemate.

Sometimes, negotiators make the opposite mistake: They open with a great first offer, which is inevitably refused by the counterparty. On their next move, they make a too-deep concession, effectively giving up all their bargaining ground.

As a general principle, negotiators should make concessions on issues that are the least important to them. Don't expect the other side to give you credit for making a concession. They usually won't. For this reason, you need to announce your concession. Something like,

I've been listening to you carefully. My current offer on the issue of paid vacation days is seven per year. I know you want that number to be higher. So, I have thought about it and I could live with 10 paid vacation days per year. (Get up and cross out 7 and write 10). Thus, I'm willing to concede on this issue by increasing from 7 to 10 days.

Note that in the preceding statement, the negotiator is doing four things: (1) reminding the counterparty of an opening offer of seven days; (2) drawing attention to the fact of being willing to make a concession on that issue; (3) writing the new number on the board, another way to create quid pro quo pressure; (4) explicitly inviting the other party to respond.

If you don't invite the counterparty to respond, he has much less incentive to make a concession.

I would advise you as the negotiator in this scenario not to make further concessions on any of the issues until the counterparty has made a concession. When making concessions, if the counterparty doesn't write down the numbers proposed, take over the board yourself. I've seen too many negotiations break down because of "miscommunication." Words and proposals fly back and forth, but everyone gets confused when it comes to actually writing the exact terms.



If the counterparty doesn't write down the numbers proposed, take over the board yourself.

Suppose the counterparty does indeed make a concession. At this point, you might want to make another concession—again on an issue that is less important to you. I advise negotiators to reduce the size of their concessions with each successive concession, to signal to the counterparty that they are nearing their reservation point.


Truth 19
Be aware of the "even-split" ploy

The following interchange actually occurred. What, if anything, is wrong with this picture?

Party A: I'll offer you $15M to buy your company.
Party B: Are you kidding? It's worth much more than that, and I have several offers. I would want at least $47M.
Party A: That's a lot more than I'd ever want to spend. The most I could offer would be $18M.
Party B: Well, then we probably won't reach a deal, because the company is worth $47M. But I might agree to $46M.
Party A: Still unacceptable. My highest bid would be $22M. But that would have to be with a closing in the next 30 days.
Party B: I don't think I could accept that offer. I'm not trying to drive a hard bargain, but I think we both realize this company is special. I would agree to $45M.
Party A: My final offer is $25M.
Party B: Okay, I have an idea. Why don't we just split the difference, for an even $35M? That would be fair to both of us.
Party A: That sounds fair, I guess.

Upon first glance, three things jump out about this negotiation.



It's almost inevitable that one negotiator will suggest "splitting the difference."

First, the party's opening offers of $15M and $47M are wildly apart. There is a divide of $32M. That's not atypical.

Second, both parties make concessions in a somewhat quid pro quo fashion. That's advisable, per the previous Truth. However, I would encourage Party A to invite another concession from Party B, because Party A made three concessions, while Party B made two concessions.

However, the real problem for Party A is not the number of concessions she made, but the magnitude of those concessions. Party A made concessions of a depth of $10M (initial offer of $15M, and most recent offer of $25M). In contrast, Party B made concessions one-fifth of that depth, or $2M (initial starting offer of $47M and most recent offer of $45M). Party A will probably never recover from this blunder.

It's almost inevitable that one negotiator will suggest "splitting the difference" to close the gap. The emotional appeal of this ploy is overwhelming for most fair-minded negotiators, to that point that it seems selfish and egotistical to refuse. The problem in the previous negotiation is that Party A made much deeper concessions than Party B. Yet when Party B suggests splitting the difference, it's as if the past never occurred.



In our rush to wrap up negotiations and show good faith, we often make concessions that are too steep and quick.

This is why I strongly caution negotiators to carefully plan their concessions. In our rush to wrap up negotiations and show good faith, we often make concessions that are too steep and quick.


Truth 20
The pregame

Negotiations have a beginning, middle, and end. If we think about the golf analogy, there is a beginning, in which the players (golfers) socialize and maybe even talk about the rules for engagement. There is the game itself (9 or 18 holes). And then there is the postgame, at which time socializing might occur or the golfers might discuss the game.

Obviously, there will be dramatic variations in the "negotiation game" across different cultures. For example, in her book Tough Choices: A Memoir, Carly Fiorina, CEO of Hewlett-Packard from 1999 to 2005, talks about the pregame in her negotiations with Korean company Lucky GoldStar. The pregame consisted of a traditional Korean barbeque at which Carly was given a lovely female escort and several rounds of scotch for several hours. The actual negotiation began the next day. Fiorina said that partaking in the pregame was essential to build a foundation for the actual negotiation. Had she refused to be part of Lucky GoldStar's pregame, the negotiation would not have been successful.

The pregame begins when negotiators meet one another and exchange pleasantries. (Some cultures and companies like Korea's Lucky GoldStar have elaborate rituals.) The game begins when one party starts talking about the issues at hand. The negotiation ends when the deal is signed or when someone walks out. The postgame refers to the conversation and rituals that take place after the deal is signed.



The pregame begins when negotiators meet one another and exchange pleasantries.

I have strongly advised negotiators to make the first offer or make an immediate counteroffer. This advice might imply that you should immediately launch your offer into the negotiation airspace.

I don't suggest that your offer should be the first words out of your mouth. It is important to engage in proper pregame activities. People from other cultures differ with respect to the format of the pregame activities. Spend anywhere from the first 5 to 20 minutes engaging in relationship-focused talk. Some call it schmoozing. Others call it small talk. Still others call it B.S. Whatever it is, it works.



Some call it schmoozing. Others call it small talk. Still others call it B.S. Whatever it is, it works.

What's more, scientific data indicates that negotiators who engage in as little as five minutes of schmoozing are more successful than negotiators who immediately get down to business. Schmoozing is any type of conversation that does not have to do with the negotiation at hand.8 It creates more trust.

At some point, schmoozing needs to end and the game of negotiation needs to be played. The transition from pleasantries to offers can be abrupt, so it is important to signal that you are about to make a conversational sea change. Signal that you are getting ready to refocus the discussion by uttering one of the following statements.


	Shall we get down to business?

	I understand you've got a plane to catch, so I don't want to dilly-dally. I've prepared a set of terms for your consideration.

	I've thought about the business deal, and I'm wondering if this is a good time to turn our focus to that.

	What are your time constraints? I know that I have to be on my way at 5 p.m., so I think we should begin.




Truth 21
The game

Most people don't have trouble initiating small talk because they do it all the time. However, they often have not taken lessons in negotiation, so they don't know where to begin. You may wonder, "Who should begin?" That's a strategic decision on your part.

Some negotiations are heavily scripted, meaning that rules, norms, and codes of conduct exist. For example, house selling in the United States usually occurs with a seller listing her home. The seller's list price is her first offer. The buyer usually will make an offer through an agent, and in most states that is a written offer.

Buying a car is a scripted negotiation. The sticker price is the seller's first offer. The buyer makes a first offer, usually verbally. I would counsel buyers to make first offers in writing. They have more oomph.

Other negotiations are less scripted, and you have more degrees of freedom. When people are unsure of what to do, they often become passive. That is strategically unwise. If you are concerned that there is a process that you should be following but that you are unaware of and you are worried about making a faux pas, I strongly advise doing the following.


	Ask experts who have negotiated in that domain. For example, if your interest is in price negotiation for bulk buying for a store or chain or stores, you might interview the designated person at a store or business serving businesses near you who routinely does that. She can tell you what to expect.

	If you do not have experts in that domain to consult, ask the other party if his company has a certain procedure.

	Announce that you are unsure of how to begin, but you will make your best attempt.



Just because the pleasantries have ended and the negotiators are anxious to get down to the business of negotiating, make sure that you can answer yes to all of the questions that follow. If you can't, don't negotiate yet.


	In a job negotiation, have you been offered the job? Many negotiators begin negotiating before they have a job offer. Don't get roped into negotiations before you have been offered a job. You are at your apex of bargaining power when you have been offered a job but haven't accepted it yet.





Don't get roped into negotiations before you have been offered a job. You are at your apex of bargaining power when you have been offered a job but haven't accepted it yet.


	Does the counterparty have the authority to make a deal, or is that person simply collecting information to convey to a person of real authority? This is the problem that often gets car buyers in trouble: They negotiate with slick-talking sales people who do not have authority or who claim to not have authority. Only negotiate with people who have the authority to make deals without consultation from other superiors.

	Ask the counterparty if she is prepared to negotiate or whether she is merely collecting information. I often get calls from companies that are collecting information about speakers, such as how they work and what their process is. Eventually, they ask me about price, but I don't answer their question. I say that once they are interested in talking details about their engagement and have narrowed the field, I would want to set aside the time to talk to them. One of my favorite sentences is, "I want to give this discussion the attention it deserves and not speak off of the top of my head."





Only negotiate with people who have the authority to make deals without consultation from other superiors.


Truth 22
The postgame

Can you imagine inviting a guest to a dinner party who shows up, walks in the door, sits at the dining room table, eats, and then leaves? That would be absurd. You would expect that the invited guest would socialize with you before as well as after the meal.

Usually, negotiators get the point of socializing before the negotiation. But, often, they truncate the conversation and immediately leave. Negotiation etiquette dictates beginnings, middles, and ends.

Successful postgames should serve two purposes in negotiation:


	Cementing the deal (making it hard or impossible for parties to retract agreed-upon deals)

	Paving the way for future relationships



Howard Raiffa gives one postgame piece of advice in his book The Art and Science of Negotiation: "Don't gloat."9 Negotiators who gloat only cause ill will in the counterparty and often risk that the other party will retract the deal or at least not consummate his end of the bargain.

Gloating can be a disaster, at least in terms of how negotiators feel about the deal. The other party is prone to feel disappointed, unhappy, and less successful. That can lead to payback, now or the next time you negotiate with that party. You are liable to receive harsh or at least less generous treatment in a subsequent negotiation. Send a courtesy note 24 hours postgame via email or snail mail saying that you enjoyed meeting with the other party and are happy that you will be working together on this deal. The other important aspect of the postgame is to cement the deal. If the negotiation terms have not been written down and signed jointly, take the initiative of writing down the terms yourself and circulating them to the parties involved.



If the negotiation terms have not been written down and signed jointly, take the initiative of writing down the terms yourself and circulating them to the parties involved.

In the event that the postgame ended in an impasse (no deal), resist the urge to verbally punish the other party or act out. Remember, you are an ambassador for your company. And you might find yourself at the table again with this counterparty sooner than you think, especially if your best alternative to negotiated agreement (BATNA) suddenly deteriorates. So, as a general principle, assume the world is small, and help everyone "save face" (preserve dignity).

My favorite sentence is this: "I know we did not see eye to eye on this, but I respect your views."


Truth 23
What does "win-win" really mean?

Almost everyone is familiar with the idea of a "win-win negotiation." Seasoned negotiators will tell you that the only good negotiation is one that ends in a win-win. Yet some people think that simply means reaching any agreement. Other people think it's a negotiation that leaves all parties still speaking. Still others think win-win means dividing everything equally down the middle. Although all of these outcomes are desirable, none of them captures the central concept of a win-win negotiation.

Simply put, a win-win negotiation is a negotiated outcome in which parties have reached an agreement that cannot be mutually improved upon. Thus, the term "win-win negotiation" actually reflects an important economic concept: Win-win solutions lie on what economists refer to as the Pareto Optimal Frontier, after the Italian economist Vilfredo Pareto.

Pareto's litmus test was simple: If there is no way to improve upon the agreement from the standpoint of either party, the negotiators have reached the Pareto Optimal Frontier. However, if there is another agreement that both parties would prefer or that one party prefers and the other is indifferent to, the negotiators have suboptimized, failing to reach the Pareto Optimal Frontier. When this happens, I call it a "lose-lose agreement." If it's that simple, why don't negotiators just aim for an agreement on the Pareto Optimal Frontier? One big problem: In most negotiations, neither party is going to express what he truly wants, so there's no clear way of seeing the Frontier's boundaries. How, then, do negotiators have any clue that they are on the Frontier?



Simply put, a win-win negotiation is a negotiated outcome in which parties have reached an agreement that cannot be mutually improved upon.

Unfortunately, they don't always know. But there are multiple clear symptoms of a suboptimal outcome for a given negotiation:


	Your first offer was accepted immediately by the other party.

	You made an offer, the other party counter-offered, and then you agreed to split the difference.

	You and the other party considered less than five potential deals.

	You didn't ask the other party any questions.

	The other party didn't ask you any questions.

	Neither party tried to "tweak" the deal to improve it.

	You revealed nothing to the other party.

	The other party revealed nothing to you.

	You negotiated only one issue (such as price).

	You negotiated more than one issue, but you negotiated each independently of the others.



If your deal is characterized by three or more of these symptoms, there is a very good chance you suboptimized and ended up with a lose-lose deal. Fortunately, you can do several things to make sure you never end up on the "lose-lose frontier" again.

The following Truth presents an in-depth look at the factors that lead to suboptimal agreements, along with several of the strategies you can use to avoid them.


Truth 24
Satisficing versus optimizing

Reaching true win-win agreements is not easy. More often than not, from an objective perspective, you can spot a deal that both parties would like more—often dramatically more—than the one they agreed to. This means that both parties settled for less than they should have.

Consider the case introduced in Truth 6 of two sisters and the single orange. One of the sisters wants to drink all the juice from the orange, while the other wants the whole peel to make scones. Instead of being clear about what they want, they both made the same demand: "I want the orange." They finally split the orange in half. One sister drinks the juice from her half and throws out the peel; the other sister uses the peel from her half and discards the juice. Managers and executives often reach outcomes tantamount to cutting oranges in half. They are oblivious to the existence of another feasible agreement that would have been far more beneficial, just as the sisters would have been much better off by splitting the orange into juice and peel!

That brings us to a key question: Why do people settle so willingly for lose-lose agreements? There are three main reasons:


	Satisficing

	Lack of feedback

	The fixed-pie perception



Satisficing

Nobel Laureate Herb Simon coined the term satisficing for the human tendency to suboptimize—to work just enough to achieve a mediocre goal. Simon contrasted satisificing with a much more productive behavior: optimizing.

First and foremost, negotiators just plain set their sights too low.

One early satisficing experiment10 asked people to multiply 1 × 2 × 3 × 4 × 5 × 6 × 7 × 8. Most people tackled this by multiplying the first few numbers and then making an educated guess at the answer. However, on average, their answers were way too low. A different group was given the same numbers to multiply, but in reverse order: 8 × 7 × 6 × 5 × 4 × 3 × 2 × 1. This group made better guesses, but their answers were still totally wrong. The results indicate that people rely excessively on mental shortcuts and take "cognitive naps" that can result in costly mistakes. In other words, people are lazy.



People rely excessively on mental shortcuts and take "cognitive naps" that can result in costly mistakes.

Another study compared the negotiations of spouses and dating couples to those between strangers.11 It seems reasonable to guess that married and dating couples, presumably interested in nurturing a long-term relationship, would reach the most win-win outcomes. They didn't. Complete strangers had a greater incidence of win-win outcomes than couples! Why? Satisficing. On average, the couples quickly settled for the first set of tolerable terms. In contrast, the strangers were more inclined to think about their ultimate aspirations and explore more routes to achieving these. This optimizing led to more win-win agreements.

Lack of Feedback

A second reason people fail to reach win-win deals is that they simply don't get feedback about their agreements. Thus, most people have no objective idea about the outcome of their negotiation. As a result, their behavior becomes self-reinforcing. This is akin to someone eating highly fatty foods, never exercising, never checking her blood pressure, and proudly concluding, "I'm not dead, so my blood pressure must be healthy." This person is operating without knowledge of her actual health and, more importantly, what she could do to maximize it. I strongly encourage everyone to seek opportunities to put their negotiation skills to the test—by seeking feedback.

The Fixed-Pie Perception

A third reason for lose-lose agreements is related to the "fixed-pie perception," or the nearly universal belief that one's own interests are diametrically opposed to those of the other party.12 It epitomizes the win-lose type of thinking that marks most negotiations. If I believe that you are wholly opposed to whatever I want, we don't have much opportunity to create a win-win deal.

You will encounter an alarmingly high incidence of fixed-pie perceptions, since many people falsely believe that the other party has preferences that are directly opposed to their own on all dimensions, when in fact this isn't true.13 In the instance of the Orange Sisters, it would be akin to the first sister swearing that her sibling also wanted the juice when what the second sister truly wanted was the peel.



Many people falsely believe that the other party has preferences that are directly opposed to their own on all dimensions, when in fact this isn't true.

So, if you go the way of the odds as confirmed by research, chances are you are headed toward a lose-lose negotiation scenario. The next Truths explore how to reach win-win outcomes.


Truth 25
There are really only two kinds of negotiations

There are two basic kinds of negotiations: fixed-sum and variable-sum.

In fixed-sum negotiations, the parties' interests are directly opposed, such that however much one gains, the other loses, and vice versa. Suppose you and I are negotiating over price. I'm the buyer and you're the seller. My reservation point is $80, but I'm obviously not going to tell you that. Your reservation point is $60, but you would rather be hit by lightning than volunteer that.

I start the negotiation by offering low ("I'll pay you $25"), to which you counter high ("Nothing less than $120!"), and each of us continues trying to get a better deal for ourselves. In the end, we are dividing a fixed sum of resources. The zone of possible agreement (ZOPA), no matter how you look at it, is always $20 (the difference between the $80 I'm secretly willing to pay and the $60 you're secretly willing to settle for).
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In variable-sum negotiations, the ZOPA can be expanded. For example, suppose that in the previous example, my reservation point is $80 for a cash deal, but I'm willing to pay $100 if you will accept credit. Your reservation point is $60 for cash but $70 for credit. If we just look at the ZOPA for the cash deal only, it is exactly $20 ($80 – $60 = $20). However, the ZOPA is $10 greater when we consider a credit deal ($100 – $70 = $30).

Single-issue negotiations are by definition fixed-sum negotiations. In the first example, if you and I are negotiating over price, then whatever I gain is your loss. And whatever you gain, I lose. However, if we can identify another negotiable issue that at least one of us cares about, we have created the potential for a win-win deal. We did this in the second example, when we separated the purchase price and the method of payment (cash or credit).

Many negotiations are disguised as single-issue. But negotiators can do two things to prevent these from becoming fixed-sum negotiations.


	Add an issue from outside the current negotiation's scope. ("Is your pet frog for sale, too?")

	Split the issue(s) at stake into multiple issues. ("What if I paid with credit?")



The process of identifying more than one negotiation issue is called unbundling.14 By unbundling single-issue negotiations into multi-issue negotiations, negotiators create more opportunities for win-win trade-offs.

Consider a business scenario that initially looks like a fixed-sum negotiation. A company's sales force learns that the company's merger-and-acquisitions group wants to buy the sales force's best business-to-business customer. To either side, it may look like an either-or situation. But, as they discuss and unbundle the negotiation, they find other factors to add to the negotiation—expanded territories for the sales force, alternative targets for the M&A group, line-item budget and goal adjustments—and with the new issues carved out, they are able to reach a win-win agreement.



By unbundling single-issue negotiations into multi-issue negotiations, negotiators create more opportunities for win-win trade-offs.

Many negotiators fail to unbundle issues because they look at the world myopically. Often this nearsightedness is around one issue: price. In fact, if you asked would-be negotiators about the three things most important to them, many would reply, "Price, price, and price." Price is important, of course, but even concerning price, there is the possibility of unbundling. This includes considering terms such as amount of down payment, interest rate, type of remuneration, or for that matter, volume discounts.

In summary, if there is truly just one issue, the negotiation will be fixed-sum by definition. But even in seemingly single-issue negotiations, identifying additional issues creates the potential to unbundle a fixed-sum negotiation into a variable-sum one. And that means potential for a win-win.


Truth 26
Ask triple-I questions

In a major technology transfer deal between two divisions of a large, diversified company, several million dollars of internal and external sales profits were at stake. Following is an excerpt from one of the negotiations this deal involved. Let's call this negotiator Chris.

Chris: George, time is becoming pressing, so I would like to propose my bottom-line offer, which I do truly believe is fair. As you can see, I have incorporated a number of concessions: (1) We will split development costs—that is, a net payment to you of $600K. (2) We will split all profits 50/50. We will also split all losses on this technology 50/50. I really cannot be fairer than this, and it assumes equal risk into the future. I have really tried to be fair and considerate to your position in this offer. I hope you will find the several concessions acceptable and that you agree this is fair all around.

What is your first impression of this negotiator? Is Chris' focus on "fairness" creating potential for win-win?

Now, contrast that approach with the one that follows, made by a different person negotiating the same issue. Let's call this negotiator Saba.

Saba: Our estimates for profits from external sales of the technology are $12.0 million. We estimate that the internal market is $2 million. I think a fair deal in this case would be for us to pay you your development costs of $1.2 million, split the internal profits 50/50, and then give you 25 percent of the external profits. That would mean a total package for your department of $5.2 million. Please let me know if any of your estimates contradict any of the information above. What do you need to be comfortable? It would be helpful to have some idea of what you estimate that the impact of releasing the product into the market would do to your divisional sales. We don't want to hurt your sales too much, but I do not know what you expect the effect to be.

What is your impression of this negotiator? Did you notice that Saba asks several questions and shares her perceptions, consistently asking the other party for clarification?

The key difference in these negotiators' styles is that Saba asked many more questions than Chris, including those aimed at clarification. In fact, Chris did not ask a single question, but made a threat and several demands. Chris also imposes his view on the counterparty without seeking clarification. In contrast, Saba's combination of explicit and implicit questions (for example, "We don't want to hurt your sales too much, but I do not know what you expect the effect to be") elicited a counterparty response that included several pieces of valuable information. The information Saba uncovered allowed her to craft a response that was good for her own division and that of the counterparty. In contrast, Chris' bulldog approach led to escalating one-upmanship with the counterparty and an eventual stalemate.

Most negotiators don't ask enough questions. Not surprisingly, then, negotiators don't exchange a lot of information. Sharing information typically constitutes less than 10 percent of their total communication.15 The other problem is that when negotiators do ask questions, they ask the wrong kinds of questions. For example, negotiators often ask intrusive questions about the other party's best alternative to a negotiated agreement (BATNA); these queries will not help the negotiators expand the pie. A good rule of thumb: Do not ask the other party a question you would be unwilling to answer yourself.

In general, win-win questions satisfy one or more of the "triple I" principles: interests, incentives, and inquiry.



Win-win questions satisfy one or more of the "triple I" principles: interests, incentives, and inquiry.

First and foremost, win-win questions elicit information about the underlying interests of the other party, rather than about their demands. For example, a landowner negotiating use of his land for pasture to a cattle rancher might ask, "Are water rights or alternative access routes to the pasture important to you?"

Second, win-win questions do not give other parties an incentive to lie or misrepresent themselves. If the cattle rancher asks how many cattle could feed and water on an average acre of the property owner's land, there is no incentive for the landowner to lie about a need for excessive rent.

Third, good win-win questions allow the other party to either confirm or refute. This type of question-asking is an inquiry, as opposed to advocacy. Negotiators, like Saba, who follow an inquiry mode are open to multiple outcomes, and they test hypotheses and predictions about which outcome would be win-win. Thus, inquiry-based negotiators ask questions much like a scientist would. The answers give them data to either refute or support their predictions.


Truth 27
Reveal your interests

Once you have sharpened your question-asking skills, you dramatically improve your chances of learning valuable information from the other party. But there is no guarantee that the other party will provide valuable answers to questions asked. They may not hear you, or more commonly, they may withhold information, fearing exploitation or vulnerability.

Just how big is the impact of revealing information on a negotiators' bottom line? Negotiators who provide information to the other party about their interests improve their outcomes, or profits, by over 10 percent.16

So, why is there so much reluctance among negotiators to reveal information? There are a few reasons. First, conventional negotiation wisdom holds that negotiators should maintain poker faces at all times. It is unfortunate that well-meaning colleagues and mentors have coached so many negotiators to conceal everything. This advice has led to a shrinking of the pie of resources under negotiation. Second, most people constrain their definitions of "information that could be revealed" to best alternative to a negotiated agreement (BATNA)–related information, rather than anything about their broader interests.



Negotiators who provide information to the other party about their interests improve their outcomes, or profits, by over 10 percent.

Negotiators can reveal or "signal" their interests in several ways. Direct disclosure is one method; subtle signaling is another. All of the following statements can significantly expand the pie. Consider adding them to your negotiation vocabulary.


	"Issue X is more important to me than Y, but I care about both."

	"A 10 percent gain on issue X would be more valuable to me than a 10 percent gain on Y."

	"If I were to rank-order the issues' importance, X would be higher than Y."



Also consider adding the following questions to your negotiation vocabulary.


	"Which is more important to you: X or Y?"

	"What would give you more value: increasing X or Y?"

	"If I were to increase payment on X but decrease payment on Y, would that be better for you?"



A major benefit of revealing your interests is that you double that probability that the other party will disclose hers. This mirroring reflects the reciprocity principle. In studies on reciprocity, under normal conditions, the incidence of providing information to the other party is 19 percent. But when negotiators provide information to the other party, it jumps to 40 percent, based on the reciprocity principle. Keep in mind, however, that reciprocity also applies to antagonistic behavior.



A major benefit of revealing your interests is that you double that probability that the other party will disclose hers.


Truth 28
Negotiate issues simultaneously, not sequentially

Many people negotiate in the same way that they would run a business meeting: by strict agenda. They just list all issues under negotiation and then attempt to reach an agreement on each one, in sequence.

Try to answer this before reading further: What disadvantages might this linear approach have?

If you hypothesized that negotiators following a strict agenda are more likely to take a completely positional (demanding) approach, you're right. The key for negotiators is to handle several parts of a deal at the same time. This approach has several advantages. First, it prevents negotiators from being completely positional. Second, it forces them to prioritize their values and preferences across several issues. Third, it may spark the brilliant idea of considering distinct packages or combinations of agreement terms.



The key for negotiators is to handle several parts of a deal at the same time.

Consider a case of two negotiators handling three issues in a sales deal: price, volume, and delivery. Ms. Buyer wants a low price, low volume, and fast delivery. Mr. Seller wants a high price, high volume, and slow delivery. On the surface, their interests seem completely opposed. In other words, it looks like a fixed-sum negotiation.

Now imagine that Ms. Buyer has carefully laid out the priority she gives each issue by splitting 100 points among them: 50 points for price, 35 for delivery, and 15 for volume (see table).

As the seller table reveals, Mr. Seller's values for the three negotiation issues are a little different: Price is still the most important issue (50 points), but volume is second (35 points) and delivery last (15 points).

We also see that Ms. Buyer ideally wants lowest price, lowest volume, and fastest delivery. If that happened, based on the table, she would get 20 + 5 + 15 = 40 points. That represents the buyer's desired objective.
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Let's suppose these parties decide to negotiate each issue separately. Remember that in the real world, they wouldn't know each other's preferences. Here's how the negotiation might go:

Buyer: It has been a real pleasure to learn about your product. But I have to be honest with you: We are price-restricted. We absolutely need your lowest price.
Seller: Well, we have a great-quality, unique product. So we deserve a high price.
Buyer: Then we might not have a deal.
(One hour passes.)
Buyer: We seem to be at two extremes on price. How about we just meet in the middle?
Seller: I guess we can live with that.
Buyer: Okay, then let's talk about volume. We want to minimize our commitment here, so we need only a small lot of your product.
Seller: Unfortunately, we're designed to sell big lots. But you'll definitely love our product, so you're better off with a bigger volume, anyway.
Buyer: I'm not authorized to approve that.
Seller: Well, the price we talked about is based on a high-volume purchase.
(Another hour passes.)
Seller: There is no way I can go with that volume. I might be able to meet you in the middle, though.
Buyer: That would work.
Seller: Let's talk about delivery. We can offer our standard terms.
Buyer: No, we need this ASAP!
Seller: Sorry. Our policy clearly states that our standard delivery is several weeks.
Buyer: That just won't work. I'm being way too generous, but can we meet in the middle again?
Seller: I'll probably lose my job, but in the spirit of closing this deal...okay.

The buyer and seller would each make a total of 19 points on this deal (buyer gets sum of: medium price = 10; medium volume = 3; medium delivery = 6; and seller gets 10+6+3).

Had they negotiated the issues as a package, they might have realized that volume was relatively more important to Mr. Seller, whereas delivery speed was more important for Ms. Buyer.

That could have led to the following conversation:

Buyer: I see several moving parts to this deal: price, volume, and delivery. We care about all these issues, but price is most important. And we need to get to market fast, so we also care a lot about delivery.
Seller: We need a reasonable price, so I definitely can't concede too much on price. But my company cares a lot about volume, so we can give better prices with bigger lots. We might be able to work with you on delivery.
Buyer: Would you be willing to give me the fast delivery I need if I buy a greater volume?


Truth 29
Logrolling (I scratch your back, you scratch mine)

Logrolling is making mutually beneficial trade-offs between the issues on the table.

The term logrolling is derived from political science, where it describes how one party might support another's bill or legislation in return for reciprocal support. In that domain, logrolling has a slightly sleazy connotation. In negotiation, logrolling is smart, not sleazy.

To logroll effectively, negotiators must do the following.


	Identify more than one issue under negotiation. (Otherwise, there is no possibility for trade-offs.)

	Have different preferences concerning the issues.

	Be able to mix-and-match different alternatives for each issue.



If a negotiator is positional or demanding, logrolling will be much more difficult. Logrolling is the art and science of being firm, but flexible. A negotiator needs to be firm about the issues most important to her but flexible on things that are not as important. For example, consider Veronica, a busy executive who was "negotiating" with a childcare provider (babysitter). Hourly wage was hugely important to the babysitter, but for Vicky, having control over the provider's vacations was the most important issue. The solution? Higher pay in exchange for vacations controlled by the employer!

It's hard to imagine why negotiators fail to logroll when it would clearly be in their best interests. The key roadblock is the destructive and pervasive fixed-pie perception. Negotiators may erroneously assume that the other party's interests are directly and completely opposed to their own interests. In this sense, they falsely project their unique preferences onto the other party.



A negotiator needs to be firm about the issues most important to her but flexible on things that are not as important.

It is far more likely that the other party will have preferences and values different from ours. This asymmetry gives negotiations much more potential for win-win outcomes.

Consider the logrolling of a buyer and seller from Truth 28.

Buyer: It seems that there are three issues under consideration: price, volume, and delivery. Do you see it that way? I care about all the issues, but frankly price is most important, delivery is a close second, and I have some flexibility on volume, but only if I can get good terms on the other issues.
Seller: Thanks for sharing that. My company cares about price, so we can't be too flexible there. But I'm interested in your ideas on volume and delivery. We are a volume-based seller. So, I need to be firm on volume, but I can often meet just-in-time delivery needs, provided you can meet our price and volume needs.
Buyer: That gives me an idea. What's more attractive to you: medium volume and medium delivery or high volume and fast delivery? We'd rather go with high volume and fast delivery.
Seller: My company is in complete agreement on that. So should we go with the highest volume and the fastest delivery?
Buyer: That's what I am saying.

Secretly, you and I know that Ms. Buyer and Mr. Seller each net 16 points on this volume-delivery trade-off. Further, agreeing on a medium price would give them each 10 points. That results in 26 points for each party. This is a dramatic improvement over the 19 points they got in the no-tradeoff agreement. One of them might even get a promotion. Beyond that, both of them have gotten closer to their target and, most importantly, there is no alternate deal that is simultaneously better for both parties.


Truth 30
Make multiple offers of equivalent value simultaneously

One negotiation strategy that virtually guarantees that negotiators do not leave money on the table is the multiple offer strategy. How does it work? First, before beginning the negotiation, the negotiator has to unbundle the issues.

For example, consider the story of Evelyn. When seeking a job, she took the advice of a savvy employment counselor, and when her interviews led to a discussion about her salary history, she avoided the topic, saying, "Let's see if we're a good fit for each other before we talk about that issue."

The interview went well, and the decision maker was clearly interested and began the negotiation for what Evelyn's total remuneration package might be.

Obviously, salary was important to Evelyn, but given that she was a single mother, there were several other key factors: work hour flexibility, ability to do private consulting in the office space in the evenings (Evelyn is a therapist), reimbursement for clinician training and testing (to become licensed), and, of course, paid vacation days per year. Thus, Evelyn was able to identify five issues: salary, flextime, consulting privileges, licensing fee reimbursement, and vacation days.

As a second step, Evelyn knew she had to prioritize the issues. That was hard. So she pictured 100 poker chips in her mind and stacked them up in five piles to reflect how important each of the five concerns was in relation to the others. This is how she eventually stacked up the chips:

Salary (50)
Consulting privileges (20), a lucrative way to enhance her income
Flextime (15)
Licensing fee reimbursement (5)
Vacation days (10)

Evelyn was like most people: Salary was very important to her. But, as you see, other issues could make or break her quality of life. In particular, having some flexibility in her schedule and having the ability to use the office for her private consulting practice were important concerns.

After unbundling and considering the priority of the issues, the next step for Evelyn was to create three combinations of relatively equal value to her: packages A, B, and C:

Package A: Salary of $100,000 (what the company was offering), complete flextime, three weeks paid vacation, reimbursement for licensing fees, and unlimited consulting.
Package B: Salary of $130,000, no flextime, three weeks paid vacation, no licensing fee reimbursement, and consulting opportunities under control of employer.
Package C: Salary of $120,000, three days a week of flextime, no licensing reimbursement, consulting opportunities for two days a week, and three weeks paid vacation.



Evelyn was like most people: salary was very important to her. But other issues could make or break her quality of life.

Evelyn looked hard at these until she was certain she felt indifferent about which of the three packages she was offered. She was at the point where she would be willing to roll a dice and have the employer choose any of these; and she would feel equally happy.


Truth 31
Postsettlement settlements

"Who's your favorite negotiator?" people often ask me. Many expect me to say Henry Kissinger or Donald Trump. But instead I say Professor Howard Raiffa of Harvard University. Wait, you might say, aren't professors just armchair theoreticians? Howard Raiffa is a gifted theoretician, to be sure, but he is also an amazing negotiator. So his book, The Art and Science of Negotiation, is chock-full of brilliant approaches to real-life negotiations.

When I first read Raiffa's description of postsettlement settlements, I was struck by its utter simplicity and elegance. Yet I haven't met a single business person who knew about it. Once they learn about it, though, they become like me: addicted.

So what is a postsettlement settlement?

Bob and Susan Sanderson are exercise nuts, but they draw the line when it comes to hauling massive specimens of new exercise equipment to their home and down the stairs to their home gym. So, when they responded to a sale at their local Costco by buying an unbelievably heavy new contraption for their home, they negotiated with Costco to have it delivered to their home. Those were the terms.

The day of the arrival came, and the driver was visibly not happy to have to heft the great and clumsy box from his truck into their house. As a matter of fact, he stated that he would only deliver to the front steps. Not up the steps, just to the steps. Ideally, the Sandersons wanted him to come through the garage and down the stairs into the basement. No doing.

The Sandersons took this as an opportunity to create a postsettlement settlement. They correctly ascertained the delivery driver's interest to be primarily financial and theirs to be primarily physical—meaning Bob did not want to have hernia operation #3. So, the Sandersons suggested that perhaps for an additional $50, the delivery driver might be willing to bring the contraption through the garage and down the stairs to the gym. They also determined that one of his concerns would be to avoid them accusing him of soiling their carpet or damaging their house. They said that they were not worried about the carpet and would take responsibility for any damage if the thing slipped. They also iced the cake by mentioning that they would pay in cash.

Thus, a postsettlement settlement represents a mutual improvement over a given deal that both parties currently find acceptable.



A postsettlement settlement represents a mutual improvement over a given deal that both parties currently find acceptable.

About 75 percent of negotiators, given an opportunity for a postsettlement settlement, are able to mutually improve upon the deal.

Think also about the motivation negotiators have when they go back to negotiate after a deal has been reached. If they think they can bully, badger, or harangue the other party into giving up more of the pie, they would be sadly mistaken. Rather, negotiators must realize that the only way to improve their own outcomes is by improving the other party's outcomes.


Truth 32
Contingent agreements

If logrolling are Chevys and postsettlement settlements are BMWs, then contingent agreements are Ferraris.

Sometimes negotiators vehemently disagree about a current state of affairs or what can plausibly be expected to happen in the future. Sometimes such disagreements can be resolved by consulting experts or conducting research. However, negotiators often cannot resolve such disagreements because no relevant data exists, or negotiators disagree regarding the data's relevance or interpretation. In such situations, negotiators can reach resolutions using contingent contracts.

Contingent contracts are if-then agreements that specify conditions under which specific actions will result in specific outcomes. Smart negotiators use contingent contracts in many, if not most, business negotiations. They do this because contingent contracts open up the possibility of win-win deals—they capitalize on negotiators' differing views of the world.



Contingent contracts are if-then agreements that specify conditions under which specific actions will result in specific outcomes.

Picture this scenario. The state of California is surprised by an earthquake. Okay, it wasn't surprised, but it hadn't planned on one right then. The Nimitz Bridge has collapsed, preventing the crossing of San Francisco Bay. Bridges are out and lanes knocked akimbo across that part of the state, not to mention sewage and drainage pipes being misaligned. The state needs help, and fast. It will get some Federal money, but aside from a maze of makeshift detours, some hundreds of thousands of workers cannot commute to work. So, what does the state do? Like any government bureaucracy, the state shifts into high gear and puts out a call for bids to repair damages. This could take forever. Right?

However, what the state does that is different, and pretty sharp, is that once the lowest bid is landed—and I won't go into how the system we favor means most things we drive on are built by the lowest bidder—it negotiates a delivery. It knew money was important to the contractors and that time was important to the state's getting back to normal.

The contractor knew the reality of how long it takes to build or repair roads on this scale. But it also had an eye on its bottom line. Show me the money!

So the state negotiated a contingency contract for the delivery of the sum of all repairs needed. It set an aggressive deadline: six months. If the contractor delivered all the repairs on time, it would get a multimillion dollar bonus. This put both negotiators on the same side of the table. The state wanted the repairs done now, and the contractor wanted as much money as could be had.

What they eventually landed on was an agreement with the stated bonus, but also penalties if the contractor went over the agreed-upon deadline. The contractor was willing to shoulder the risk of making less money in the face of the opportunity to make much more. And, don't you know, all those repairs were made on time, well within the deadline. The contractor got its bonus, and traffic was back to normal in the state of California.

Think about a negotiation in which your view of the world was misaligned with the other party's. Could you have crafted a contingent agreement?

Think now about a time when you had a different risk attitude than your counterparty did. Perhaps you were risk averse and the counterparty was risk tolerant. Might you have crafted a contingent arrangement based on this mismatch? There was one instance in which my husband and I disagreed about whether I would be able to drive back to our house from an appointment in time for him to drive my car to an important event. (For various reasons, we both wanted to use my car.) Because he was much more risk averse than I was in this case, I told him that if I failed to return by a certain time, I would buy and prepare all the food for the dinner party we were hosting the next week, a task we normally would have shared. He took me up on the proposal (which, by the way, I lost).

Another case in which contingent agreements may be used is when negotiators have different time preferences. Some people want immediate payoffs; the counterparty might be more interested in long-term payoffs.

To be effective, contingent agreements should meet three criteria, at minimum: incentive alignment, enforceability, and measurability. First and foremost, continent contracts should not give negotiators an incentive to work at cross-purposes to each other. Rather, contingent contracts should align objectives, as in the case of the California road repair construction. Second, I strongly encourage negotiators to formalize contingent contracts in writing, with appropriate legal counsel. Finally, but still important, decide in advance how the terms of the agreement will be measured.



To be effective, contingent agreements should meet three criteria, at minimum: incentive alignment, enforceability, and measurability.


Truth 33
Are you an enlightened negotiator?

Imagine you're negotiating with your identical twin, a person with a similar personality to yours. How would the negotiation turn out? Lovefest? Catfight? Standoff? If the answer is anything except a win-win lovefest, we've got a problem, Houston. One of you needs to change.

Suppose you're negotiating with a counterparty whom you trust and admire and wish to have a long-term relationship with. How big do you want the pie to be? This is not a trick question. How do you want to slice that large pie? This is a trickier question. You might say, "Down the middle." Or, "Fairly."

Okay, let's change the question. Suppose you're about to negotiate with someone you don't trust, don't like, don't respect. How big do you want the total pie to be? If you said, "As big as possible," you're right. Now, how do you want to slice this pie? Hopefully, you want to drive the counterparty down to her barely acceptable set of terms to keep all the added value for yourself.

These two extreme cases reveal an important point: Whether we love or hate the other party, trust or distrust her, will ever see her again or not, we always want to extract the maximum potential value of a deal. But we may have different reasons for wanting this. In the first case (when I adore you), I want to divide a large pie between us because I value my own welfare and yours. In the second case, the only reason I want a big pie of resources to divide is that I want to grab every dime for myself, and I know that there will be more for me if I can discover it.



Whether we love or hate the other party, trust or distrust her, will ever see her again or not, we always want to extract the maximum potential value of a deal.

Thus, one of the key revelations related to win-win negotiations is that we should always want to maximize the pie, regardless of circumstance or whether we are altruists or opportunists. Win-win negotiation can be used solely for self-interest, but it is also the best strategy in completely altruistic negotiations.

It would be naïve to believe that the counterparties you encounter in life are not just as smart and motivated as you are. The enlightened negotiator embraces the fact that the counterparty is smart, ambitious, and has complex, multifaceted motivations.



Win-win negotiation can be used solely for self-interest, but it is also the best strategy in completely altruistic negotiations.

One of my earliest experiences with enlightened negotiations came at a large pharmaceutical company engaged in a multiday negotiation training program. "We've invited key clients to this training," the pharmaceutical folks who had developed the program told me. I was aghast—they had invited the "enemy" to hear all their negotiation secrets! They went on to explain that they strongly preferred that the people with whom they negotiate daily be just as expert as they were in the skill of deriving mutual gains through win-win agreements. This was a revelation for me. One of the worst fates that can befall you as a negotiator is to have to reach an agreement with someone who knows a lot less about negotiation than you do. The unenlightened negotiator often hasn't unbundled the negotiation or prioritized—or even considered—his interests; thus, he clings to positions and demands as if they were rafts in a stormy ocean.

The enlightened negotiator, on the other hand, realizes that the best counterparty would in fact be her identical twin—someone who is every bit as knowledgeable, smart, and motivated as she is.


Truth 34
The reciprocity principle

Shortly after the United States entered World War II, the Americans joined the British in launching costly bombing raids over Germany. Part of the intent was to demoralize the Germans and break their will. The U.S. and UK believed that a series of steady bombing raids would demoralize the Germans and cause them to retreat. However, the plan to demoralize did not work. Research reports conducted by the Office of Strategic Services that compared heavily and lightly bombed areas did not find significant differences in civilians' will to resist.

Several other conflicts follow the same psychological pattern, such as Pearl Harbor, South Africa, and North Vietnam. In all of these instances, the aggressor works under the faulty belief that aggression will lead to submission in the target. However, inevitably, aggression invites aggression.

The reciprocity principle is probably the most important but least understood concept in psychology. It characterizes relationships among people, groups, and warring nations. The reciprocity principle is quite simply the tendency for people to treat others the way they are treated.

Salespeople understand the reciprocity effect. Excellent salespeople know that small acts of generosity create powerful psychological obligations that result in big sales. Real estate agents also understand the reciprocity effect (which is why they give you calendars and refrigerator magnets). The reciprocity effect does not know cultural boundaries, as it has been documented in nearly every country in the world. And feelings of indebtedness to others run deep; if one group receives a favor from another group but is unable to return the favor immediately, it carries that debt into the next generation to repay.



The reciprocity principle is quite simply the tendency for people to treat others the way they are treated.

Why, then, do so many well-meaning negotiators behave like bulldogs in negotiation and wonder why the other party chooses to escalate instead of back down? The answer, I think, is simple: We hold a psychological double standard when it comes to using force. We think that if we use force, we can intimidate and weaken the other party. Yet we believe that if someone uses force with us, we will retaliate. Again, the model of the fraternal twin is key here: Assume that the counterparty is every bit as smart and motivated as you are.



Assume that the counterparty is every bit as smart and motivated as you are.

So, when you think about flexing muscle in a negotiation, be warned that doing so will most definitely increase the probability that the counterparty will flex his muscle, too.

If the reciprocity principle characterizes the use of aggression and competition in negotiation, it certainly applies to the cooperative, constructive aspect of negotiation. In other words, if I use a trusting, relationship-building strategy in negotiation, have I increased or decreased the probability that you will respond in a constructive, trusting fashion? Answer: I have increased it.


Truth 35
The reinforcement principle

A group of sneaky students got together before class and decided to test the power of the reinforcement principle. Whenever the instructor walked on the right side of the classroom, they attentively smiled, nodded, and sat forward in their seats. However, when the instructor paced over to the left side of the classroom, the students slumped, averted their eyes, and disengaged. On which side of the classroom did the teacher spend the most time, the right or the left? The obvious answer is that he spent dramatically more time on the right side of the classroom. The students had positively reinforced the speaker's behavior. Yet, the instructor was unaware of why he ended up on the right side of the room by the end of the lecture. Which brings up an important point about reinforcement: It occurs at a level below our threshold of awareness.

Under what conditions would you want to use reinforcement in negotiation? Answer: Anytime you want to increase a certain behavior. In negotiation, people emit various behaviors, some pleasant and constructive—and some offensive and destructive. Ideally, we want to encourage the counterparty to emit behaviors that will help us expand the pie. We can do this if we follow certain principles of behavioral reinforcement.



Under what conditions would you want to use reinforcement in negotiation? Answer: Anytime you want to increase a certain behavior.

As simple as this psychology sounds, it is easy to screw it up. The main things to remember about reinforcement are these.


	Be immediate—We're talking about seconds when it comes to rewarding behavior. So, if you wait several minutes to nod and smile to the counterparty, your have missed your window to reward her behavior.

	Be unambiguous—Your reward should be clear and simple, such as a clear and simple nod, an open smile, eye contact, or a heartfelt compliment.

	Reward behaviors, not underlying states—The reinforcement principle works great when it comes to behaviors. Don't get caught up in trying to reward an attitude, disposition, or intention of the other party. My rule of thumb is to stick to whatever behaviors can be pointed to. For example, don't try to reinforce someone for speaking truthfully. However, reward someone for opening up his binder or sharing a company report.

	Be consistent—If you sometimes reward a given behavior and sometimes fail to acknowledge or even perhaps punish that same behavior, you send a mixed message to the other party. Be consistent in your rewards.



All of the following actions may be considered rewards in most contexts. They build a cooperative foundation and do not require us to give up any of the previous zone of possible agreement (ZOPA):


	Smiling

	Nodding

	Maintaining eye contact (in many cultures, but eye contact in some cultures can be threatening and a sign of dominance, not liking)

	Verbal phrases, such as, "I like that."

	Or, "I appreciate that."

	Or, "That is great."

	Or even, "Tell me more."




Truth 36
The similarity principle

Think about the last cocktail party you attended where you met someone for the first time. Chances are, you spent the first part of your conversation trying to establish a point of similarity. When people meet for the first time, they relentlessly search for a point of similarity. For example, "Do I detect a Texas accent?"; "Have you ever met my friend, Rhonda?"; "Where did you go to school?"

The irrepressible urge to find a point of similarity in others is hardwired in most of us. It is our primitive way of sizing up whether someone is friend or foe, threat or opportunity. Someone who is like us might share some of our gene pool and work with us, not against us.

Negotiators do the same thing. They try to find a point of similarity. And, indeed, the similarity game is often part of the negotiation pregame.



The irrepressible urge to find a point of similarity in others is hardwired in most of us.

Evidence for the similarity principle is overwhelming. In one investigation, people were randomly divided into two groups: dot overestimators and dot underestimators. (Everyone had to guess how many dots were on a page.)17 Then people were informed they were either a dot overestimator or a dot underestimator. (Of course, they were actually told at random if they were a dot overestimator or a dot underestimator.) Next, they engaged in negotiation with someone who was either described as a dot underestimator or a dot overestimator. The results were dramatic: People behaved much more cooperatively with people who were part of the same dot estimator group. This was shocking because who in the heck cares about dots anyway? The point, however, is worth noting: People cooperate more with others who are supposedly similar to them and compete more with others who are different from them. It certainly behooves all of us to find a point of similarity with the counterparty.

In another investigation, marchers in a political demonstration were more likely to sign a petition if the requester was dressed like them.18
 Moreover, they signed the petition without even reading it when the requester was dressed similarly to them!



It certainly behooves all of us to find a point of similarity with the counterparty.

The similarity principle works also for social networks. If you can find a common point of connection that is a similar person, this creates a psychological obligation to like the other person. Suppose, for example, that Mary is negotiating with Ned. They have never met, but Mary learns that Ned knows (and likes) Jose. Mary also likes Jose. This means that Mary and Ned are most likely going to want to get along, to put the entire social network in a state of harmony.


Truth 37
Know when to drop an anchor

In one investigation, people were asked to guess how many African countries were in the United Nations.19 Most people don't know the answer to this question without a Google search, so they guess. In this particular study, people were standing in front of a wheel of fortune. Half of the time, the researcher spun the wheel of fortune and it landed on a high number (such as 100); the other half of the time, the number was much lower (such as 10). How did the random wheel-of-fortune number affect people's judgments about the number of African countries in the United Nations? Even though it is illogical for a random number to have anything to do with making this guess, it strongly affected people's judgments. The people who saw the high number adjusted their guess downward, but not downward enough. (The average guess was 50.) The people who saw the low number adjusted their guess upward, but not upward enough. (The average guess was 15.) The actual number of African countries in the United Nations is 53.20

What is interesting about the wheel-of-fortune study is that everybody knows that wheels of fortune are based on chance. Thus, in some sense, people should have completely discounted the number that was displayed on the wheel of fortune. This brings up another important point about the anchoring effect: Even when the initial anchor is obviously arbitrary or downright silly, it still exerts a powerful impact on people's judgments.

The anchoring effect refers to the fact that people tend to make judgments based upon an initial starting point and then adjust upward or downward, but they fail to make sufficiently large adjustments.



People tend to make judgments based upon an initial starting point and then adjust upward or downward, but they fail to make sufficiently large adjustments.

Another example: People were asked to guess how many physicians were listed in the Manhattan phone book. Certainly, no one knows that information off the top of her head. Some people were first asked whether the number was greater than or less than 100. Other people were first asked whether the number was greater than or less than 1,000,000. Obviously, there are more than 100 doctors in Manhattan, but certainly less than a million. However, these two different anchors caused people to make very different guestimates about the actual number of physicians in Manhattan.

In negotiation, your opening offer acts as an anchor—so does the counterparty's opening offer. If you are a buyer, your low initial bid might be unacceptable to the seller but will act as an anchor, nevertheless.

Anchors can be numbers, but they can also be your supporting arguments and data. Anchors have more staying power when they are supplemented with facts, data, and logic. Thus, it is much more powerful to justify your opening offer with relevant information and facts than to simply state the offer.



Anchors have more staying power when they are supplemented with facts, data, and logic.


Truth 38
The framing effect

Which would you rather have?

A. $10,000 for sure
or
B. A 50-50 chance of winning $20,000 or nothing

This tantalizing proposition is an approach-approach conflict because both options are pretty attractive. (We'd like both of them!) However, we have a little bit of an internal conflict in choosing because as much as we would like to get $20,000, there is a 50 percent chance that we would walk away with nothing. When most people are given the A or B choice, the large majority choose A. (About 85 percent of the students in my MBA and executive courses would rather have $10,000 for sure than a 50-50 chance of winning twice as much money.)

This phenomenon illustrates a basic tenet of human behavior, called risk aversion. When it comes to choosing among attractive courses of action, most people would rather have a bird in the hand than go beating around the bush.

However, let's turn the tables around. Imagine that someone has you at gunpoint in a dark alley, late at night, and offers you the following choice:

C. Lose $10,000
Or
D. Submit to a 50-50 chance of losing $20,000 or nothing?

(To make this seem more real, imagine that this person has the ability to extract this money from you.)



When it comes to choosing among attractive courses of action, most people would rather have a bird in the hand than go beating around the bush.

This is an avoidance-avoidance conflict because neither option is attractive. In fact, both options suck. However, you are being held at gunpoint, and you have to choose. The majority of people in this situation choose the gamble—in other words, they opt to flip the coin and take a risk that they might lose a huge sum of money, but they might not end up losing anything. This behavior illustrates a basic tenet of human behavior, called risk-seeking behavior.

But now, we have a conundrum: How can people be both risk averse and risk seeking?

This is where Nobel prize-winning psychologist Daniel Kahneman of Princeton University comes to the rescue. According to Amos Tversky and Daniel Kahneman, whether people avoid or embrace risk depends upon how the problem or decision is framed.21 When people are asked to make approach-approach decisions (that is, choosing a sure good thing or a gamble that might lead to something much more attractive), most people are risk averse. However, if that same problem is framed as an avoidance-avoidance problem, the tables turn and people are much more likely to gamble!

Indeed, almost any decision in our lives can be framed as a gain or a loss relative to something. Quite frankly, our point of reference for defining gains and losses is pretty arbitrary. A reference point defines what a person considers to be a gain or a loss. Savvy negotiators know how to frame the offers they make to the other party by carefully selecting points of reference.

Max Bazerman, Tom Magliozzi, and Margaret Neale demonstrated the powerful framing effecting negotiation. They told some negotiators that they should try to "cut their losses"; other negotiators were told that they were trying to "maximize their gains."22 However, in both cases, their objective financial situations were completely identical. In other words, the only difference was how the negotiators framed their own financial situation.



Indeed, almost any decision in our lives can be framed as a gain or a loss relative to something.

Bazerman, Magliozzi, and Neale expected that the negotiators who were told to cut their losses would behave a lot like the person confronted in the dark alley: In other words, they would behave in a much more risk-seeking fashion. That is what happened: Negotiators who were put the mindset of cutting their losses made fewer concessions in the negotiation and reached more impasses than did negotiators who were told to maximize their gains. In short, these negotiators took a gamble by refusing all offers in hand and decided on a risky course of action that involved walking away from a sure deal (in hopes of a better deal!).

This effect clearly shows that negotiators who have the mindset of minimizing their losses adopt more risky bargaining strategies, preferring to hold out for a better but more risky settlement. In contrast, negotiators who are told to maximize their gains are more likely to take the bird in the hand.

Obviously, it is in your best interest to put your opponent in a "gain" frame. This will increase the chance that the opponent will take your offer. If the counterparty views your proposal as a loss, he will do something risky, like stalking out of the room.

The framing effect is a powerful, two-edged sword: You can frame others, but you can also be framed! So, before any negotiation, think about your reference points!


Truth 39
Responding to temper tantrums

Several negotiators, such as Donald Trump, are renowned for throwing temper tantrums at the bargaining table. Often this means throwing plateware, stalking out, making threats, and using verbal abuse. Is this behavior effective in eliciting concessions from the counterparty?

Many temper tantrums are not genuine. Rather, they are carefully orchestrated displays of emotion designed to evoke a response in the counterparty. This is the difference between felt emotion and strategic displays of emotion.

In a staged study situation23 to determine whether it is a good or bad idea to display negative emotion at the bargaining table, negotiators were given a "deteriorating best alternative to a negotiated agreement (BATNA)," meaning that their alternative courses of action were disappearing fast, and the only game that was left in town was to work with negotiator X. Negotiator X was coached to adopt one of three emotional styles: very cordial and considerate (Ms. Nice); extremely rude and demanding (Ms. Temper); or neither rude nor nice (Ms. Neutral).



Many temper tantrums are... carefully orchestrated displays of emotion designed to evoke a response in the counterparty.

All the negotiators were then put in a take-it-or-leave-it situation by negotiator X. The question was which of the three emotional styles would be most effective. It turns out that Ms. Temper was the least effective. Perhaps out of spite or perhaps because they were so angry, no one wanted to give business to Ms. Temper, even when their BATNAs were rapidly deteriorating.

In another investigation, a negotiator made a take-it-or-leave-it offer and in some conditions, made a joke (for example, "I will throw in my pet frog"); the other half of the time, the negotiator did not make a joke. In both situations, the contents of the offer were the same. However, acceptance rates were not the same. People liked the negotiator with the sense of humor more than the humorless negotiator.24


Truth 40
What's your sign? (Know your disputing style)

Which of the following phrases have you used or heard used in a negotiation? Be honest. Better yet, ask your colleagues to fill this out for you. Give yourself 1 point if you have ever said this phrase and 2 points if you say something like it often. If that phrase is not in your vocabulary, give yourself a 0.

[image: image]

First add up your Power score (items #2, #3, #8). Then, add up your Rights score (items #1, #5, #7). Finally, add up your Interests score (items #4, #6, #9).

* * *

Jeanne Brett spent several years in coal mines watching extremely contentious negotiations between labor and management unfold. She did the same thing at airline negotiations with union reps and management. In her book Getting Disputes Resolved (with coauthors Steve Goldberg and William Ury), she discovered that nearly everything that people said could be chunked into one of three major buckets: interests, rights, or power. Accordingly, Brett and Goldberg developed their theory of disputing styles called the Interests, Rights, and Power Model.25


	Power—Power moves are any statements that attempt to force another person to do something he would otherwise not do. Parents do this with children, and people of different status levels do this a lot. For example, "If you don't do X, I will terminate you." Power moves also include one-upsmanship or hurling insults. Threats to withdraw your business are power moves. For example, one sister might say "If you don't give the orange to me, I am going to tell mom that you drove her car without asking."

	Rights—Rights moves are those that reference standards, norms, customs, rules, guidelines, legal rights, or precedents. Statements such as, "This is not the way we do things" or excessive focus on bureaucracy are examples of rights-based moves. The rights-based negotiator attempts to invoke precedents. The rights-based sister might say, "I sent you an email dated February 22, 2007 in which I claimed that orange."

	Interests—Interest-based negotiators attempt to get past the demands that the parties might have and focus on the underlying goals and interests. The interests-based sister might say, "What are your most pressing interests regarding the orange? For me personally, I need to get my scone business going, so having that zest is imperative."



If your P score was highest, you tend to use power moves in your negotiations. If your R score was highest, you use rights-based moves. If your I score was highest, congratulations—you use interest-based negotiation.

Once you know the I-R-P model, it is impossible not to spontaneously categorize people. For example, the other day, I witnessed a blue car make a sharp left-hand turn to grab a coveted parking spot. The blue car pulled quickly in front of a white car that was poised to turn right into the same coveted space. The driver of the white car immediately shot the finger (power move). The driver of the blue car explained that he indeed had his blinker on before the other car did and therefore was entitled to the space (rights-based move).

The same thing happens in airports. Think about the last time you were at the ticket counter and an angry customer demanded a ticket change. The gate agent refuses. The angry customer demands to see her boss (power move). The ticket agent recites rules printed on the back of the ticket (rights move). The even angrier customer says, "Hey, I can read. I went to school" (power move). The ticket agent then says, "Sir, you will have to leave; I have to serve other customers" (rights move). Finally, the superior emerges and says, "What is the problem here? Let's take a look at what we can do" (interests-based move).



Negotiations need to be trilingual. You need to be able to use interest, rights, and power at the appropriate time.

The point here is not that you need to always use interest phrases and extinguish rights and power move ones from your vocabulary. Negotiations need to be trilingual. You need to be able to use interest, rights, and power at the appropriate time.


Truth 41
Using power responsibly

Beer ads advise that people should drink responsibly. The same advice is true in negotiation: Use power responsibly. Power is the use of force or coercion—psychological, behavioral, or physical.




	You use psychological power when you threaten to "never trust someone again."

	You use behavioral power when you threaten to "take all the money out of the joint checking account."

	You use physical power when you hit the other party in the gut.



First and foremost, I don't advocate using physical power under any circumstance, except possibly self-defense. However, there are times in life when you might be justified in using psychological or behavioral power.

The main motive for using power is to move the party off an unreasonable position or stance. For example, if you have exhausted your time to spend negotiating a deal, you might decide to get up, start packing your briefcase and say, "This is my final offer." That would be a power move, and you would use it after you had exhausted all other strategies in the time that you had to negotiate.



The main motive for using power is to move the party off an unreasonable position or stance.

The second thing to keep in mind is that when you use power, you have statistically doubled the probability that the other party will use power with you. So, you need to be serious about using power. And, you need to know how to get Genie back in the bottle.

The final thing to keep in mind is that people often feel embarrassed succumbing to the other party because they want to preserve their dignity. To compensate, you need to engage in a variety of face-saving behaviors.


Truth 42
Saving face

According to negotiation expert Morton Deutsch, saving face is a negotiator's most sacred possession. Face is the value we put on our public image, reputation, and status in negotiations.

Part of using power responsibly is creating a way that both parties can come back to the negotiation table without fear of social censure or loss of self-esteem.



Face is the value we put on our public image, reputation, and status in negotiations.

Negotiators often get so caught up in who's right and who's wrong determinations that they make it virtually impossible for people to return to the table with their dignity in hand.

Moreover, people in the United States often do not appreciate how important face-saving concerns are for members of different cultures. For example, if I have just embarrassed you in front of your boss, I have put you in an awkward position.

Saving face works in two ways: helping others protect and maintain their dignity, and managing your own esteem needs.

All of us care about how other people see us, and we have our own need for self-respect. However, the following situations will heighten people's need to save face:


	When negotiations are conducted in a public setting

	When people are accountable to a group or a superior

	When people negotiate in teams (as opposed to negotiating as individuals)

	When there are status differences between negotiators

	When negotiators have naturally thin skin



You can measure negotiators' face-saving needs by using a scale, called the Face Threat Sensitivity (FTS) scale. (If you want to see how thin your own skin is according to the FTS scale items: 1. I don't respond well to direct criticism, 2. My feelings get hurt easily, 3. I am pretty thin-skinned, see the article "Face threat sensitivity in negotiation: Roadblock to agreement and joint gain."26) People with high FTS have a lower threshold for detecting and responding to threats to their face (dignity). In other words, it does not take much to get them hot and bothered. Conversely, people with a low FTS have thicker skin; they don't see situations as making them look foolish, and they are not easily threatened.

In buyer-seller negotiations, fewer win-win agreements are reached when the seller has thin skin (high FTS). Moreover, in employment negotiations, job candidates with high FTS (thin skin) are less likely to make win-win deals.

Here are some of my favorite face-saving strategies to use if you sense that the other party has thin skin (and therefore, a need to save face).



In buyer-seller negotiations, fewer win-win agreements are reached when the seller has thin skin.




	Apologize for something. ("I don't like some of the things that came out of my mouth in our discussion today. I hope you can forgive me.")

	Compliment the person. ("I think your ideas about the pricing program are particularly ingenious and refreshing.")

	Say you care about the relationship. ("I know we are focusing on the business at hand, but I want to stop for one minute and do a relationship check and reiterate how important the relationship with you is to our company.")

	Talk about how you have learned important things as a result of this process.

	Ask for feedback about how things are going on the relationship ledger. ("Look, Steve, I am new in my role here, and I would love some of your feedback at this point in the process.")

	Point out the concessions you made. ("I am conceding to you on point X.")

	Focus on the future, not the past. (People are often preoccupied with justifying their past behavior.) One my favorite lines from Ury, Brett, and Goldberg is, "We are not going to agree about the past, but we might agree about the future."

	If the other party says, "This is my final offer," don't respond with, "I don't believe you!" Instead, respond by saying, "I hear you, and I would like to respond to some particular points."




Truth 43
How to negotiate with someone you hate

So, you've got to negotiate with this person. Now what?

You will almost certainly have to negotiate with some people who have pathological personalities. You need to figure out a way to deal with the mental cases you have to negotiate with. Medicating the other person is not an option, so what can you do?

There are three important things to keep in mind when it comes to dealing with difficult people at the negotiation table.




	Replace "D"(dispositional) statements with "B" (behavioral) statements.

	Label your feelings, not people.

	Change your behaviors, not your feelings.



Let's take each of these points in turn, because if you become consumed by feelings of hate and repulsion for the other party, you are not going to be able to negotiate effectively.

Replace D statements with B statements

Consider the following statements, actually made by negotiators.

"Jack is impossible to deal with."
"Larry is always a jerk when we sit down for budget meeting."
"My supplier, Elizabeth, is psychotic in sales negotiations."

These are all examples of type D statements because they focus on the counterparty's dispositions. Type D statements (or "Dispositional" statements) are characterized by the belief that a given person behaves the way she does because of her personality or disposition. Dead giveaways for a type D statement are the words, "always" (for example, "Elizabeth always does such and such"; "Jack is always this way.") Type D statements locate the root of the cause of a person's behavior to that person's fundamental disposition rather than as a reaction to a situation he might be in. Type D statements are character assassinations.



If you become consumed by feelings of hate and repulsion for the other party, you are not going to be able to negotiate effectively.

What is the solution? Replace type D (disposition) statements with type B (behavior) statements. All of the following are type B statements:

"I hate the fact that Jack is consistently late to meetings."
"I don't like the way Larry treats the junior people on the team."
"I resent it when Elizabeth changes her mind after committing to a deal."

Parents often fall into the trap of making type D statements with their kids: "You are annoying"; "You are driving me crazy"; or the worst, "You are bad." The parent should rephrase these statements:

"The way you are playing that music is annoying me."
"Being asked the same question by you for the past 30 minutes makes me feel short-tempered."
"Breaking DVD disks is very bad."

Label your feelings, not people

When you make statements like, "You are acting crazy," "She is aggressive," or "She is making me lose my temper," you are relinquishing all responsibility to the other party for your behavior.

Take more ownership for your negative relationships by taking more responsibility for your own feelings. Even if you can't change your feelings, you can take more responsibility. Consider the table that follows. On the left side are common statements people make in the heat of argument. On the right side are reformulations in which negotiators take more personal responsibility.
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Change your behavior, not your feelings

You most likely have a few "complex relationships" in your negotiation life—relationships that are necessary for you to engage in to conduct business, but relationships that cause you anxiety for a variety of reasons. You may have tried unsuccessfully to change your feelings about the counterparty—perhaps engaged in endless amounts of self-talk, personal pledges to try to change your feelings about a person. Yet, nothing works. You still harbor resentment toward this person.

It is perfectly okay to have venomous feelings for another person. Don't try to change those feelings at least right now. Instead, commit to changing your behavior. Be proactive. Think of three acts of cooperation you are going to commit to with the "complex relationship" in the next 10 days. Here are some steps you can take to get rolling:


	Stop by this person's office and bring her a latte.

	Send this person's subordinate a nice email complimenting her on a job well done.

	If appropriate, give this person's superior a compliment about her.

	Invite this person to lunch without business intent.

	Send this person a book or DVD that you know would be welcome.



You can even take responsibility one step further: The next time you are interacting with Ms. Complex Relationship, raise the issue of how you would like to improve your working relationship. Ask if she might share the same goal. Most often, the other person sees you as the complex relationship. Suggest some ideas. Ask for feedback. Shake hands.


Truth 44
How to negotiate with someone you love

Negotiating with someone you love, deeply respect, or have had a long-term relationship with is not always the walk in the park you might think it should be. Husbands and wives and dating couples are more likely to satisfice (compromise badly) and reach lose-lose outcomes!

When we think about negotiations with people that we love, there is a past, a present, and a future. When there is a lot at stake, emotions can run high. So it is best if you have a working approach.

Most of the negotiations we do in our personal lives with people that we love arise when we experience conflict. Conflict occurs when people perceive themselves to have incompatible interests involving scarce resources (who gets the family car for the evening), goals (where to go on a family vacation), or procedures (how to discipline children).

Many of the business negotiations we've discussed in this book have focused on purely transactional (buyer-seller) relationships. The parties in those situations sought one another out because they saw an opportunity to make a trade. For example, a seller and buyer might see a mutual opportunity. Opportunity moves people to negotiate. However, people in long-term relationships are not brought together by business opportunity; instead, they step on each other's toes and need to resolve conflict.

When it comes to conflict in personal relationships, your own view of what is going on in the relationship may not be at all what your partner thinks. Sometimes, conflict may not exist, but people feel that it does; other times, people are not aware that they have a conflict. Consider this table:
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Note that when conflict actually exists and people perceive it, that is real conflict. When there is no actual conflict but people believe there is, that is a case of false conflict. Conversely, when conflict exists but people fail to perceive it, that is latent conflict.

Harmony speaks for itself!

Once you determine if conflict is real, you need to decide what your reaction is going to be to it. According to psychologist Carol Rusbult, there are four possible reactions: exit, loyalty, neglect, and voice.27



When conflict actually exists and people perceive it, that is real conflict. When there is no actual conflict but people believe there is, that is a case of false conflict. When conflict exists but people fail to perceive it, that is latent conflict.

Exit occurs when one person leaves the relationship to seek greener pastures. When you exit a relationship, you actively exercise your best alternative to a negotiated agreement (BATNA).

Loyalty means you stay with your partner and just tolerate him. It means that you accept his terms and capitulate. You might simply accept the first thing he suggests and never assert your own aspirations. People are often afraid that they will hurt or insult the other party, so they capitulate to the other party. We are often uncomfortable negotiating with people we love. This, of course, is the ultimate form of satisficing. People satisfice in personal relationships because they put a greater value or utility on resolving conflict than they do on the actual outcomes involved. When people do this over time, they may rationalize, or they may become resentful.

Neglect is a passive strategy for dealing with conflict. It occurs when parties are in a standoff or impasse. Neither is engaging in a real discussion, and neither is seeking greener pastures. Unfortunately, this holding pattern will certainly cause the relationship to deteriorate.

Voice occurs when people proactively decide to try to talk about the conflict and make things better. Voice is an active strategy. It quite literally means that both parties articulate their concerns and views on the conflict. When it comes to voice, don't underestimate the power of letting people vent and express themselves. Here are some of my favorite lines for initiating a proactive discussion.


	I need to talk to you about something that is bothering me. I want to try to work things out before I start feeling resentful.

	I feel uncomfortable talking about our finances (car, travel schedules, household chores), but I am unhappy with our current situation and suspect you feel the same.

	Given that there has been a recent change in our finances (travel schedules, work commitments, and so on), this has led to some unanticipated and undesirable effects on me. I have some ideas to talk to you about how to make it better.




Truth 45
Building the winning negotiation team

Are you more effective negotiating in a team or as an individual?

Teams more often promote the win-win process because they ask relevant questions and formulate more accurate judgments about the counterparty's interests.28 Conversely, one-on-one negotiators ask remarkably fewer questions and are more likely to harbor the fixed-pie assumption than the enlightened assumption that parties' interest may be more complementary than conflicting.

In the business world, negotiators often have some choice about who is on a team, so you should be thoughtful about whom you select. The most common team mistakes are these.


	Making the team too big. (Yes, teams can be too big.)

	Making the team too homogeneous. (Everyone is a carbon copy of everyone else.)

	The team acting as individual silos (each with her own pet agenda items rather than collaborating to present a united front).

	Lack of discipline in terms of the process that will be followed or the roles that people will take.



Here's advice on how to optimally build and prepare a team.29


	First and foremost, select people who are triathletes in terms of having negotiation expertise, technical expertise, and interpersonal skills. (It would scare the daylights out of me to have a team member who did not know what a BATNA was!) It is imperative to have team members with depth of expertise in the subject matter at hand. And interpersonal skills are important, as one loose cannon can bring down the whole ship.

	Be lean. Only recruit enough members to cover these three areas of skill. Teams should be ideally be 3–6 people—never double-digits.

	Prepare together as a team using common-language worksheets. If everybody on the team has his own name for the issues and his own lingo for the alternatives, it will be impossible to have discussions.

	Assign meaningful roles. There should be a lead spokesperson. Someone should take charge of building and running dynamic spreadsheets on which offers and counteroffers can be quickly calculated.





Select people who are triathletes in terms of having negotiation expertise, technical expertise, and interpersonal skills.


	The team should be in agreement about key values, such as their BATNA, their reservation point, their aspiration point, and so on.

	The team should decide what information should be revealed and what information shouldn't.




Truth 46
What if they arrive with a team?

If the counterparty has a team and you are negotiating solo, you should be wary about claiming and how the pie will be sliced. When a team negotiates against a lone negotiator, the lone negotiator claims about one-third less than what the team is able to claim.

By all means, you should bring a team to the table if you know in advance that the counterparty will be appearing in the form of a team.

Most negotiators are instinctively aware of the team advantage. One young manager about to embark on a business trip grabbed a professional-looking middle-aged gentleman at the last minute and told him, "Just sit in a chair and look smart." The distinguished gentleman was what the young manager called "his gray-haired equity."

If you don't have time to troll for distinguished looking middle-aged people to accompany you on business trips, I encourage you to do the next-best thing: Create a team in your own mind. I call this the phantom team member. Married people do this spontaneously when they make reference to having to get the approval of the other spouse, even when they don't really plan to consult the spouse. Even single people tell salespeople that they "have to talk to my wife" (when in fact, they are not married). I have a friend who wears a fake wedding ring when she buys a car.



When a team negotiates against a lone negotiator, the lone negotiator claims about one-third less than what the team is able to claim.

It is ironic but true that when we claim not to have full authority in a bargaining situation, we gain power. This phenomenon has not been lost on psychologists, who call this factor the my hands are tied strategy. When we tell the counterparty that our hands are tied, we buy ourselves more time to reflect and create pressure in the counterparty to offer us better terms. This is precisely why car dealers say that they cannot offer a price reduction without consulting their manager or owner.

You will realize that you negotiate more effectively when you negotiate on behalf of someone else. Again, this is traceable to the accountability pressure factor, which is the tendency for people to be more assertive when they believe that someone else is watching.

If you've got the time and energy, offer to negotiate on behalf of someone else. For example, perhaps a friend is trying to return a used or opened item to a department store. Or a colleague is attempting to get an upgrade at a hotel.


Truth 47
Of men, women, and pie-slicing

What is the difference between men and women when they negotiate?"

You may consider this, as I do, a loaded question. So, let's look at a few research-based facts.


	When men and women negotiate against one another, such as in a buyer-seller arrangement, men get a larger slice of the pie, but that does not have to be the case.

	The key reason for the difference in how much men versus women are able to claim is traceable to their initial aspirations—their opening offers to be exact. Women, quite frankly, do not aspire to earn as much as men do, even when they are playing identical roles. Professor Linda Babcock noticed this and published a groundbreaking book called Women Don't Ask, which provides compelling evidence for the disparities we see at the negotiation table.



In my own research on this thorny subject with Laura Kray and Adam Galinsky, we wondered whether the typical stereotype of women being docile, nice, and nurturing might actually be hurting them. Indeed, we found that when women (and men) were reminded of the archetypal female stereotype of being accepting, nurturing, kind, and submissive, women claimed much less of the bargaining pie.



When men and women negotiate against one another, such as in a buyer-seller arrangement, men get a larger slice of the pie, but that does not have to be the case.

We obviously needed to try to turn around this situation. We found that two scenarios—mindsets—can really help women at the table. Let's call mindset number #1 the backfire effect. In one of our scientific tests, we decided to be up-front and center about the typical female stereotype. Rather than be politically correct and not say it or speak it, we clearly referenced the female stereotype as one in which females are accepting, giving, empathic, and so on. (We were banking on the fact that the high-powered females in our management and executive courses would think that this was a bunch of baloney.) They apparently did. They ended up claiming more of the pie than men did, and they claimed more of the pie than when we made absolutely no mention of the classic female stereotype. Thus, in some sense, if there is a gorilla in the room, it helps women to say that there is a gorilla in the room.

Several years ago, Professor Howard Raiffa compiled a list of 38 characteristics of successful negotiators in his book The Art and Science of Negotiation. As it turns out, some of those 38 characteristics are male-sounding (assertive, dominant), some are traditional female-sounding (empathic, good at nonverbal skills), and some have no gender connotations (punctual). When a mixed group of negotiators was given a redacted version of Professor Raiffa's list featuring the female-sounding "effective negotiator characteristics," the women in the group did much better than when they were given the male-redacted list or a neutral list. Everybody did the same negotiation. Despite the fact that everyone had the same objective financial situation and the same reservation price, the mindset we had created exerted a profound influence on how well the females in the group did. Let's call this the right brain mindset, which is the part of the brain that is skilled in language, nonverbal behavior, and so on.



In some sense, if there is a gorilla in the room, it helps women to say that there is a gorilla in the room.

The point is not that men are taking advantage of women or treating them tougher than they would treat a male. But, rather, as Louis Pasteur once said, "Chance favors the prepared mind." Females who prepare their own mindsets should fare better in negotiation than those who don't.


Truth 48
Know why the fish swim

Cultural differences can dramatically affect negotiations. For example, when people from the U.S. and people from China were shown a picture of a group of swimming goldfish and asked to make a one-sentence summation of what was going on, the stories they told were diametrically different. Americans told stories of leadership and taking the helm. Stories about CEOs and their direct reports were not uncommon. People from China told stories about community members attempting to catch and protect a teammate and stories about how it is important to work in the community.

The U.S. stories were about leadership and individual effort. The Chinese stories were about community and team effort. These different stories illustrate one of the most profound differences among cultures: individualism versus collectivism.

Individualists see the world as their oyster. They see themselves as independent entities acting upon the world. They don't accept circumstances. They fight for what they want.

Collectivists see the world as a big tapestry, in which they represent one thread that makes a whole pattern. Collectivists take others into account when making decisions. They are willing to make adjustments so that the community can be best served.

Individualists and collectivists also give themselves away with their pronouns. Individualists use many more "I," "me," and "mine" pronouns; collectivists use many more "we,' "us," and "our" pronouns.



Individualists and collectivists also give themselves away with their pronouns. Individualists use many more "I," "me," and "mine" pronouns; collectivists use many more "we,' "us," and "our" pronouns.

Cultural differences can also lead a negotiator into the barbed-wired fence of tradition.

One young woman from the U.S., Elisa, shared a depressing story about a cross-cultural negotiation in her company. She was 26 years of age and an engineer responsible for product development. Her team, which happened to consist of three men, counted on her as their "knowledge leader."

Her trip to Asia was a complete failure, however. It was not because she failed to prepare. From the first moment of making contact with the counterparty, she was treated as a secretary. She was expected to take notes, make tea, and pick up supplies. The counterparty directed all conversation to the men on her team and did not acknowledge her. She was not invited to several key meetings—even though she was the lead negotiator.

My student had walked unsuspectingly into a hierarchical culture. Hierarchical cultures are traditional cultures that recognize males, tenure, seniority, and rank. Hierarchical cultures are based largely on who has status in society. Elisa lacked gray hair, and she had the wrong chromosomes. It did not matter that her team saw her as the lead negotiator; the counterparty did not acknowledge her. The senior people in hierarchical cultures are to be respected, and it is their job to take care of those who are dependent upon them.

Elisa, of course, had been a member of egalitarian status systems all her life. In egalitarian cultures, the merit of one's ideas determines one's status in an organization. In egalitarian status systems, there are status layers, but they are permeable through hard work and smarts.



The next time you negotiate with someone from a different culture, take the time to find out how that person views the world.

According to negotiation expert Jeanne Brett, author of Negotiating Globally, the next time you negotiate with someone from a different culture, take the time to find out how that person views the world. Don't assume your view of the fish swimming is his story.


Truth 49
It does not make sense to always get to the point...

A recent study found that illustrated children's books in Asia and the U.S. have dramatically different kinds of facial expression on the characters. The facial expressions on the protagonists in U.S. children's books have wide, direct smiles and eyes that gaze at you. In contrast, the protagonists in Asian books have smiles that don't show a lot of teeth, and eye gaze is not penetratingly direct.

A common (but faulty) stereotype is that members of Asian cultures do not show emotions. However, the stereotype is false. The problem many people have is that we don't know how to read their emotions.

Some cultures, like in the U.S., are very direct in their emotional expression and communication. Other cultures, like in Japan, are more discreet.



A common (but faulty) stereotype is that members of Asian cultures do not show emotions. However, the stereotype is false. The problem many people have is that we don't know how to read their emotions.

U.S. negotiators get down to business, say what they mean, present rational arguments, maintain eye contact, and challenge others outright. In contrast, members of indirect communication cultures (such as in Japan and Korea) put a greater value on helping others save face and thus, they will not directly challenge others when they disagree. This is why "yes" in some cultures does not mean agreement; it simply means, "I hear you." Moreover, members of indirect cultures may find it rude or inappropriate to ask direct questions about interests. Rather, people signal their interests indirectly, often by simply making offers.

The danger people make when they are tooling up to understand a person from a different culture is that they believe that there is little or no variation in the cultural group. This is why Professor Jeanne Brett, who wrote Negotiating Globally, distinguishes cultural prototypes from cultural stereotypes. Stereotypes are the simplistic belief that all members from a given culture behave and think the same way. In contrast, cultural prototypes recognize central tendencies as well as variation in cultures.



The danger people make when they are tooling up to understand a person from a different culture is that they believe that there is little or no variation in the cultural group.

If you have gotten to the point of analyzing the counterparty on the three dimensions of culture, you are well on your way toward successful cross-cultural negotiation. The question will be, how much do you want to change? We need to wrestle with two considerations: (1) How much do I want to build and maintain a relationship with this other culture and (2) How much do I want to maintain my own cultural identity?30 If I want to preserve my own culture but also bridge to another culture, then I need to integrate. If I care more about my own cultural values than yours, then I will separate. In some cases, I might be willing to put aside my own cultural values and embrace yours, which means I assimilate.


Truth 50
Negotiating on the phone

Would you rather negotiate face to face or on the phone?

The face-to-face proponents say that you get more information from several data feeds when you are face to face. These students like the fact that they have access to a person's nonverbal as well as verbal behaviors.

Those who prefer the phone like the fact that they can use the phone as a buffer—to better compose their ideas and buy time.

Who is right? Actually, both are! If you are in a position of power, you are better off negotiating face to face because the other party is not able to counter-argue as effectively as you can. This can give you an edge when it comes to effective claiming. However, if you have less power relative to the other party, the phone provides a buffer by allowing you to better marshal your arguments and compose yourself.

When it comes to win-win agreements, there is a tendency for face-to-face negotiators to reach the most integrative outcomes, followed by telephone negotiators, and last, writing-only negotiators.31

Face-to-face interaction is the richest form of interaction because you have four channels of information feed:


	Kinetic cues—Kinetics means "touch," and in social interaction, touch is a way of establishing rapport. In negotiation, people establish rapport by shaking hands, high-fiving, pulling two chairs closer together, and so on.





If you are in a position of power, you are better off negotiating face to face because the other party is not able to counter-argue as effectively as you can.


	Visual cues—Visual cues include anything you can see about the other party, such as whether she maintains eye contact, how she uses her hands, whether her body language is dominating or submissive, emotional expressions on her face, and so on.

	Linguistic cues—Linguistic cues refer to the actual content that negotiators use in their communication, such as the size of their offer.

	Paralinguistic cues—Paralinguistic cues refer to how a person uses language. For example, we can often detect sarcasm by the way a person emphasizes certain words.



When you negotiate on the phone, you lose the kinetic information feed and the visual information feed. This means you rely on linguistic cues and paralinguistic cues only. For this reason, people often have a harder time establishing rapport with the other person. Rapport is the feeling that you have when you are "in sync" or "on the same wavelength" with another person. Nonverbal behaviors, such as how you gesture and maintain eye contact and nod your head, are key to building rapport with someone. Have you ever had a phone call in which you and the other person were interrupting each other? This is a failure to synchronize.

When you communicate face to face with someone, you engage in a complex dance of sorts, in which you adjust your speech and bodies to ease social interaction. This social dance paves the way for more win-win agreements. In one investigation, some negotiators stood face to face, whereas others had to stand side by side (and therefore, could not easily establish conversational rhythm based on bodily cues). The face-to-face negotiators reached deals more quickly and successfully averted a strike!32



Rapport is the feeling that you have when you are "in sync" or "on the same wavelength" with another person.

If you find yourself on the phone, rather than face to face, think about how to develop rapport with the counterparty. Here are some strategies that may pave the way toward smoother interaction:


	Engage in small talk or schmooze for the first five minutes, before getting down to action.

	Arrange for a short, face-to-face meeting before the phone call. (Having met someone face to face even one time can provide a foundation for rapport down the road.)

	Don't multitask when you are on the phone. (Shut off your email, and don't call this person when you are simultaneously checking into your hotel.) If you are dividing your attention, you are unable to focus on the interaction, and you send a signal to the other party that she is not worth your time.

	One of the most problematic things about phone calls is turn-taking. Signal that you are finishing speaking your turn by saying something like, "Well now that I have laid that out, I'm interested in your thoughts."

	End the phone call on the personal. People tend to remember beginnings and ends, so close on a bright note.




Truth 51
Your reputation

Think about your past 10 negotiations. How many were one-shot negotiations, in which you did not expect to see this person or his company ever again? How many were repeated-game negotiations, in which you would probably see this person or his company in the future?

Chances are, less than 10 percent of your negotiations are truly one shot. This being the case means that you need to think about and protect your reputation in most negotiations.

Think of your reputation as your social capital at the negotiation table. Your reputation is composed of three different things: (1) the personal brand or image you project; (2) people's firsthand dealing with you; and (3) secondhand information about you (gossip).



Chances are, less than 10 percent of your negotiations are truly one shot. You need to think about and protect your reputation in most negotiations.

In one investigation of the reputations earned by students in a negotiation class,33 the students rated one another on the basis of firsthand experience. Four different kinds of reputations surfaced:


	Lair-manipulator—This is someone who is willing to do anything to gain advantage.

	Tough-but-honest—This negotiator is known to be very tough, makes few concessions, but does not lie.

	Nice and reasonable—This negotiator is willing to make concessions.

	Cream puff—This negotiator will make concessions and be conciliatory regardless of what the other party does.



Before reading further, what would be the reputation you would want to have in your own negotiation community? As it turns out, people treat you differently, depending upon your reputation. If you have a reputation of being manipulative, people act more competitively with you.

How we see ourselves is not necessarily how others see us. Take the case of deceptive behavior: Most negotiators believe that they are deceived on average 40 percent of the time. (Sometimes the rate is about 50 percent.) However, these same people admit to using deception in about 25 percent of their negotiations. Do these two statistics add up?



Most negotiators believe that they are deceived on average 40 percent of the time. (Sometimes the rate is about 50 percent.) However, these same people admit to using deception in about 25 percent of their negotiations.

No, they don't add up. Why? I think there is one key reason: the double-standard effect. Quite simply, we evaluate others much more harshly than we look at ourselves. I am quick to believe that you misled me, but I rationalize my own behavior. It really does not matter how you look at yourself. You must consider your own reputation.

Be aware of the effects that result from the way you interact with the other parties during negotiation. The self-aggrandizing effect and gender effect may seem obvious ones to avoid. But recall that the way you make statements has effects as well. When you point to the disposition of the other party, such statements give rise to two biases about other people: the halo effect and the forked-tail effect. The halo effect is the tendency to believe that if a person is smart, she is also kind. The halo effect is the tendency to believe that if a person is physically attractive, she is also witty. In short, a halo effect occurs when people generalize wildly on the basis of only one piece of good information. You can probably guess what the forked-tail bias is: If you are clumsy, I also am inclined to think you are unintelligent, and so on.

The way you approach and respect others, then, has a great deal to do with how they do the same to you, and that, in a nutshell, is your reputation.


Truth 52
Building trust

Trust in a negotiation is like lubricant in a car engine: Things go a lot more smoothly. Three types of trust operate in our relationships:


	Deterrence-based trust

	Knowledge-based trust

	Identification-based trust



Deterrence-based trust is based on the principle of carrots and sticks. If I want you to perform work for me, I might give you an incentive to complete a contracting job by offering you a bonus for finishing before schedule. (I offer you a carrot.) I might also have a penalty clause. (If you fail to finish the job by a certain date, I reduce the payment.) Deterrence-based trusts are often based on contracts and monitoring. For example, if I hire you to work for me as a child-care provider, and I install a hidden video camera to monitor your behavior, this is a form of deterrence-based trust.

Deterrence-based trust is fairly expensive to use. (Think about the costs of the video camera and attorney's fees!) The other problem is that if you get wind that I am monitoring you, you might be upset. For example, the presence of signs reading, "Do not write on these walls under any circumstances" actually increases incidences of vandalism as compared to signs that say, "Please do not write on these walls" or having no sign at all!34



Knowledge-based agreements are not binding in a court of law, but they often have a binding effect on the people who make these agreements.

For these reasons, many people in the business world use a different form of trust, known as knowledge-based trust. Knowledge-based trust is what is commonly referred to as a "gentleman's agreement" or "handshake understanding." Knowledge-based trust is trust that develops between people who have worked with each other long enough to feel that they know the other persona and understand them and can predict their behavior. To be sure, knowledge-based agreements are not binding in a court of law, but they often have a binding effect on the people who make these agreements.

Most people prefer to work with people who are referred to them by a friend or colleague. Suppliers who regularly negotiate with certain customers are working on the basis of knowledge-based trust. Interestingly, the diamond market in New York is based on knowledge-based trust. Knowledge-based trust is based on the fact that you and I are in a community in which we both have reputations and we both want to maintain our reputation.

If knowledge-based trust is based upon my knowledge of you, identification based trust is based on the fact that we have aligned incentives. In identification-based trust systems, we have mutual empathy for each other. Identification-based trust means that other people have your value system—shared interests, values, and reactions to jointly experienced stimuli. For example, "You and I have the same high work ethic that comes from growing up where we did and putting ourselves through college." You should do your homework to find such commonalities and be sure to emphasize them. It is far easier to trust someone who you feel is on the same page as you in life.



Identification based trust is based on the fact that we have aligned incentives. In identification-based trust systems, we have mutual empathy for each other.


Truth 53
Repairing broken trust

Sometimes trust is broken in a relationship. How do you repair broken trust? Unfortunately, there is no sure-fire solution. Consider one of the following strategies.

Let them vent

People want to be heard. Letting people vent and blow off their steam does not mean you agree with them. It just means you are listening. So, let the person who feels wronged tell his side of the story. You don't have to agree; you just have to listen. Check to make sure you understand by summarizing what the other is saying. Ask the counterparty if you've got his side of the story straight.



You don't have to agree; you just have to listen.

Apologize

If you did something you regret, say so. If you failed to do something you wished you'd done, say so. Make sure the other person hears your apology loud and clear. One of the best ways to apologize is to do something symbolic. Send a colleague a bouquet of flowers or a hand-written note (as opposed to dashing off an email) or give her a bottle of her favorite wine with a note saying, "I'm sorry about what happened."

The problem is, many people think they don't have anything to apologize for. In other words, they don't feel they did anything wrong. In that case, apologize that there was a misunderstanding. I like all of the following sentences.

"I'm sorry that there has been so much confusion and anxiety around the issue of the new senior hire."
"I'm sorry you did not get the email that was sent out."
"I'm sorry that this situation has caused you so much stress."

Focus on the future

Saying you are sorry is often an uncomfortable act. Resist the urge to revisit the past in excruciating detail. Instead, focus on the future. What can you do to make sure that this misunderstanding does not happen again?

Do a relationship checkup

Don't wait for misunderstanding to occur before you talk about how things are going. Do a relationship checkup before problems occur. Pop your head into this person's office and simply ask, "How are things going concerning [the product development/the budget allocations/the hiring of new staff]? Is there anything that I should be working on to make sure that I am following through with our discussion about this? It is important to me that we work smoothly and I don't disappoint you."



Don't wait for misunderstanding to occur before you talk about how things are going.

Go overboard

Ironically, it is often when trust is breached that you get a once-in-a-lifetime opportunity to do something so wonderful for this person that he will never forget it. Let's say something happens that was not your fault but which shakes the trust of your professional relationship. Materials you sent arrived late and were ripped and smudged, unusable. You quickly send replacement materials, but don't stop there. You include a personalized gift for everyone involved. Sure, it can cost, but the other party's trust is often restored, and your obvious over-the-top effort to make things right might even lead to more business that would not have occurred otherwise.
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Praise for the First Edition of Presenting to Win

“I’ve taken the training. If you pay attention to what Jerry Weissman tells you (and it’s hard not to), you’ll be a measurably better public speaker. And that leads directly to success.”

Stewart Alsop, (former) Fortune columnist, and Venture Partner, New Enterprise Associates

“Building a great company takes many years. Ruining its prospects can take less than an hour. Presenting to Win will let you tell the story right.”

Alex Balkanski, General Partner, Benchmark Capital

“Read this book and get a master’s degree in effective communications in one afternoon. The executive teams that we have invested with have used Weissman’s communication techniques to dramatically improve team productivity and shareholder value.”

David F. Bellet, Retired Chairman, Crown Advisors International, Ltd.

“Clear, concise, and high-impact communications are necessary for every business executive in today’s high-speed world. Jerry Weissman provides leaders with simple tools they can draw on quickly in order to maximize the return on all of their communications efforts.”

Sue Bostrom, Executive Vice President, Chief Marketing Officer, Global Policy and Government Affairs, Cisco Systems, Inc.

“Jerry Weissman is an expert in helping leading technology executives improve the clarity and substance of their communication. Jerry does an excellent job of giving sound recommendations that will lead to better communications and leadership.”

James W. Breyer, General Partner, Accel Partners

“Jerry transformed my presentation skills by helping me think of the WIIFY and Aha! factor, and this helped me take my company public in 1998. Today, through this book, you can acquire the same skills on ‘how to present to win’ for a fraction of what it cost us to learn from Jerry. It is a must for professional success.”

K. B. Chandrasekhar, Founder, Exodus Communications, and CEO, Jamcracker, Inc

“Jerry Weissman’s approach is light years ahead of the rest of the world. My guess is that Presenting to Win will become a classic within its genre. Great job!”

Thomas M. Claflin II, Chairman, Claflin Capital Management, a Boston-based venture capital firm

“Inspiring leaders must possess great communication skills. They are one of the essential ingredients used to mobilize followers and move nations and markets. This book tells readers how to develop those skills.”

Bill Davidow, Founding Partner, Mohr, Davidow Ventures, and author of Marketing High Technology, Total Customer Service, and The Virtual Corporation

“During one of the most important periods of my career, Jerry used the concepts in Presenting to Win to prepare me and my team for the EarthLink IPO road show. He helped us hone our message so that it could be crisply communicated to our audience, and in the process, we gained a better understanding of our own strategy than ever before. Jerry teaches you how to tell a story, which is more critical to success than most people think.”

Sky Dayton, Founder, EarthLink and Boingo Wireless, and CEO of Helio

“Jerry’s classic is the definitive encapsulation of a true ‘maestro’ playing his ‘A’ game. His techniques were an absolutely critical success factor in Luminous raising $80mm in one of the toughest market environments I’ve ever seen. There isn’t a successful entrepreneur I know who won’t benefit from leveraging his persuasive, maximum-impact presentation principles.”

Dixon R. Doll, Founder and Managing General Partner, Doll Capital Management

“Young entrepreneurs with deep domain knowledge are frequently unable to organize and present their vision, or their company’s story, in an orderly, crisp, and compelling fashion. Jerry Weissman has armed a succession of evolving executives with those critical skills. This seminal book cogently describes how he does it. Presenting to Win is an essential read for any CEO who intends to raise capital, wishes to elevate the visibility of his/her company in the financial community, or aspires to more credible communication with the company’s employees.”

Irwin Federman, General Partner, U.S. Venture Partners

“Practical and sound advice on how to communicate effectively. Critical for effective managers. This advice is powerful whether you are selling a project or a company.”

Allan Ferguson, Retired Senior Partner, 3i Group PLC

“For many years, I have witnessed Jerry’s magic as he helped our portfolio companies to formulate and communicate their unique selling propositions in a style that optimized the appeal to investors. It was not until I read his book that I started to see how valuable it would be to apply his methods personally in presentations that I make regularly to my partners and to our investors. I would think that everyone who does business presentations could benefit from this easy-to-read, easy-to-apply book.”

Flip Gianos, General Partner, Interwest Partners

“It was a pleasure to read Presenting to Win. Jerry has been a master for so many of our CEOs from Alpha Partner days to current AVI. His book should provide excellent background and conditioning to any executive in need of clear and persuasive communication skills. It carries the reader from ‘point A’ to ‘point B’ in a coherent and thoughtful manner. I should hope that any reader will feel capable and compelled to adopt the methodology in their next presentation to win!”

Brian J. Grossi, General Partner, AVI Capital, L.P.

“The perfect presentation has the potential to impact the most important events in your company’s life: financings, mergers, partnerships. Despite this, most executives and entrepreneurs continually fall short when it comes to delivering a crisp, clear message in a compelling and concrete fashion. Luckily for them, the master, Jerry Weissman, has decided to share his secrets in Presenting to Win.”

Bill Gurley, General Partner, Benchmark Capital

“Compelling, no-nonsense script to clear, winning communication! A must-have.”

Grant Heidrich, Partner Emeritus, Mayfield Fund

“Learn from the master on how to craft and deliver an effective, winning presentation. I have made over a thousand presentations over the past decade and have found Jerry’s methodology and tips, which he outlines in his book, of tremendous value.”

Jos Henkens, (former) Managing Director, Advanced Technology Ventures

“Jerry Weissman’s presentation coaching is world class. A person contemplating a presentation without utilizing his expertise is like a soldier going to battle without weapons.”

Jay C. Hoag, Founding General Partner, Technology Crossover Ventures

“Perception is often as, if not more, important than reality. Great presentation is more important than great substance in creating that perception. I don’t know anybody who has more experience than Jerry in creating great perceptions.”

Vinod Khosla, Affiliated Partner, Kleiner Perkins Caufield & Byers, and Founder, Khosla Ventures

“Jerry’s help has been of enormous value to many of my companies over the years (at Venrock). Jerry has a unique ability to guide management teams to clearly identify and convey their key messages in a manner best suited to obtain the desired impact on their target audience. The transformation can be magical at times, and we have found that not only does the management team appreciate his advice, but the target audience also, as they are able to understand the key issues faster and more clearly than otherwise possible.”

Patrick Latterell, Founder and General Partner, Latterell Venture Partners

“I read Jerry’s book with great interest. The content is both interesting and informative, and the writing is easy to understand and read. Jerry is a pro’s pro. If there were a MBA in Power Presentations, Jerry’s book would be the bible!”

Mel Lavitt, (former) Vice Chairman, C.E. Unterberg Towbin

“An absolute necessity in your arsenal to gain an edge in the capital-raising battle.”

Andrew J. Malik, Chairman, Needham & Company, LLC

“Jerry Weissman has had an enormous impact on the companies that I’ve managed: First Tuesday and now Ariadne Capital. Through his sessions and techniques, he’s helped me to bring everyone onto the same page with a clear statement of what we’re trying to achieve and to get credit for what we’re doing by telling a better story. His latest book is testament to the fact that ‘Form is Content.’”

Julie Meyer, CEO, Ariadne Capital, European venture capital group

“Jerry’s book Presenting to Win is, like his consulting practice, totally on-point and practical. Jerry has worked with many of the companies I took public as an investment banker or invested in as a venture capitalist. He made a huge difference in each and every situation. The best evidence is that even the most polished CEOs in the valley made dramatically more effective presentations with his expert guidance. Since Jerry can’t work with everyone individually, it is terrific to have his approach and thoughts available in Presenting to Win.”

J. Sanford Miller, General Partner, Institutional Venture Partners, and Director, Vonage Holdings Corporation

“Jerry’s methods in Presenting to Win helped us raise our own first venture fund with twice the commitments we needed in half the time. Those same methods then helped many of our portfolio companies not just in their presentations, but had a significant impact in the marketing of their products.”

Andy Rachleff, Partner, Benchmark Capital

“Presenting to Win should be required reading for any business executive who will be presenting to any group of internal or external constituents. Having been a technology investment banker for nearly 15 years, I’ve seen thousands of road show and company presentations, and many of them failed to incorporate the tips and techniques outlined in Presenting to Win. I’ve sent dozens of clients to Jerry over the years, and they have always emerged with crisper, clearer, and more effective presentations.”

Michael J. Richter, (former) Managing Director, Investment Banking CIBC World Markets

“Weissman’s organization of a CEO’s thoughts and presentation usually created 15-25% more value to the company from institutional investors.”

Sanford Robertson, Founder and Partner, Francisco Partners

“Jerry Weissman always knew how to get the best out of a presentation. This book is the next best thing to hiring him as an advisor, and a lot less expensive.”

Dick Spalding, venture capitalist, entrepreneur, and former client

“Jerry helps you focus on the substance of your presentation rather than just its form. He forces you to think clearly and succinctly. As a result, not only does your audience understand your business better, you do too.”

Christopher Spray, Senior Partner, Atlas Venture

“Jerry’s concepts on visual presentation techniques are simple and yet extremely powerful. They make the difference in getting the message across in a constrained time limit. A must-read for all high-tech managers.”

Anthony Sun, Managing General Partner, Venrock Associates

“After you spend years building your startup, there’s a fleeting moment in time where perception meets reality in the creation of the market value around it. There’s not a person in the Valley that has coaxed more multiple points out of the market at that point than Jerry. His coaching on how to really efficiently organize and explain ANY subject matter is proven, and shows in his book.”

Bill Tai, General Partner, Charles River Ventures

“Many people don’t know who Jerry Weissman is or why he’s known as ‘The Wizard of Aaahs.’ However, for those of us who’ve had a chance to work with him or be coached by him, he is revered as ‘the professor of effective presentations.’ Presenting to Win identifies the simple rules of a master and communicates those rules in a refreshing way. Jerry shares personal experiences with industry icons that help the reader see the practical side of the process. You’ll quickly conclude that you’d really like to have Jerry on your team for your next big presentation!”

T. Peter Thomas, Cofounder and Managing Director, ATA Ventures

“Value simply cannot be realized unless it is communicated. Untold wealth has died on the vine because it was not effectively presented to key constituents in the value chain. In this respect, Mr. Weissman and his methods are responsible for the realization of tremendous value in the American economy over the past 15 years. Nobody teaches the art and science of business presentations better than Mr. Weissman. He is more than the best in his class . . . he created the class. I have recommended him to dozens of companies. With his help, they have dramatically improved the effectiveness of their internal and external presentations. In Presenting to Win, he makes his powerful techniques accessible to every person who cares about truly realizing value in their business presentations.”

David M. Traversi, Managing Director, 2020 Growth Partners, LLC

“There are those rare people who can stand up in front of an audience and deliver an impromptu, high-impact message. For the rest of us, there is Jerry Weissman, who helps us create a high-impact presentation. His methodology lets you go beyond the jargon of any profession and develop a presentation that will be meaningful to your audience. Miraculously, your confidence will soar. He helped me and many others in business . . . and I am glad to see that he wrote a book. Beyond the logic of preparing presentations using his methods, the book is full of little nuggets that I will want to refer to over and over again. And so will you.”

Les Vadasz, (former) Executive Vice President, Intel Corporation

“We pay big bucks to get Jerry to coach our company CEOs on how to tell their story, and it’s worth every penny. Now everyone can learn about Jerry’s secret sauce for the price of a few lattés.”

Barry Weinman, General Partner, Associated Venture Investors, and Cofounder of Allegis Capital

“This is a practical guide to creating persuasive presentations, a skill required of most contemporary business professionals. Jerry makes it easy to learn how to craft the message and deliver the punch that gets the audience to agree with the premise: getting to Point B. More powerful than features to benefits, understanding the audience’s WIIFY (what’s in it for you) is a vital part of winning presentations. Should be read and used as a reference guide for those who seek success as a result of doing their homework and building a presentation that works. Jerry has trained a number of the AVI portfolio company CEOs and CFOs prior to their IPO road shows. His methodology works extremely well.”

Peter L. Wolken, General Partner, AVI Management Partners, Special Limited Partner, Diamondhead Ventures
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In the five years since the publication of the first edition of Presenting to Win, I am proud to say that it has made a significant impact upon readers, selling more than 100,000 copies in 12 languages. By the same token, I am surprised to say that it has not had as great an impact upon the presentation trade. Despite the many gratifying emails, letters, and telephone calls from around the globe praising the book, and despite the continuing stream of clients that take the Power Presentations program upon which the book is based, I’ve discovered that most presenters, after reading the book or taking the program, nonetheless default to a practice counter to the main theory in its pages.

Simply put, that theory is stated in the subtitle: The Art of Telling Your Story. True to its promise, the book offers techniques about that classic art, but it does so for only two-thirds of its total pages. The other third is about graphic design in presentations, yet that aspect is not even mentioned on the cover. The imbalance is intentional.

The reason for this emphasis on the story, which includes sharp audience focus, clear structural flow, strong narrative linkages, persuasive added value, and even specific positive verbiage, is that the story is much more important than the graphics. No audience will react affirmatively to a presentation based on graphics alone. No decisions are made, no products sold, no partnerships forged, no projects approved, and no ships of state are launched based on a slide show. Witness the powerful speeches that move hearts and minds: State of the Union addresses, inaugurals, nominations, eulogies, sermons, commencements, keynotes, and even locker room pep talks. None of them uses slides.

Therefore, what presenters say and how they say it are of far greater importance than what they show. That is why the lion’s share of this book is devoted to helping you tell your story, and why I have even written about the delivery of your story . . . your body language, your eye contact, and your voice . . . in a distinctly separate new book: The Power Presenter: Technique, Style, and Strategy from America’s Top Speaking Coach.

Does this mean that I am recommending that you abandon all slides ye who enter the podium area? Not at all. Microsoft PowerPoint has become the medium of choice from grade school rooms to corporate boardrooms, and far be it from me to advise a sea change as radical as complete rejection. Graphics play several valuable roles: as illustration of key information, as reinforcement of messages, and as prompts for the presenter, so please leverage this powerful tool.

All I ask . . . no, urge . . . you to do is to use PowerPoint properly, by applying the repertory of techniques provided in the other third of this book. The most essential of which is the overarching principle of relegating your graphics to a supporting role, making you, the presenter, the primary focus.

This seemingly simple plea for a shift of emphasis unfortunately has found very few converts. Presentations are still universally defined by and equated with the slides. This is standard operating procedure with every type of presentation, from IPO road shows to private financing, from product launches to industry conferences, from board meetings to sales pitches, and in every sector of business, from information technology to life sciences, from finance to manufacturing, from pharmaceuticals to real estate, and from media to consumer products. In my 20 years as a coach, I have worked in each of these situations, and have seen this focus on the slides repeated ad nauseam.

Why, then, this misguided imbalance? A brief peek back into history will explain.

Presentations originated as a form of communication back in the dark ages in the middle of the 20th century, when small peer groups within companies gathered around a flip chart perched on a rickety easel to exchange ideas. In that setting, the flip chart became the center of attention as a large surface that all the participants could see and share; but it also served to document the ideas that could later be copied and distributed to others who did not attend the session. The flip chart was such a distinct improvement over the impermanence of a blackboard (and its later cousin, the whiteboard) that it quickly became the display medium of choice in business. In its earliest incarnation then, the sheets of the flip chart served two purposes: as a display during the meeting and as a record that could be duplicated and disseminated after the meeting. This duality can be described as the Presentation-as-Document Syndrome.

This first step in the young life of presentations landed squarely on the wrong foot. By combining the two functions, it formalized an essentially imprudent assumption: that both functions served both purposes when, in fact, they served neither; neither fish nor fowl. A display is not a document. A display is for show (during the presentation), and a document is for tell (after the presentation).

This original sin then proceeded to morph and mutate into its current state of worst practices, driven by successive generations of technological advances.

In the 1960s the medium of choice in the presentation trade had only evolved as far as the primitive overhead projector. That clunky machine, used to display transparent Mylar sheets, known as “foils,” stepped up from its humble origins in bowling alleys to take its place front and center in the conference rooms, board suites, and hotel meeting facilities of corporate America.

At root, however, the overhead projector was still just another manifestation of the Presentation-as-Document Syndrome. The document function of the foils became the connection to and the salvation of dispersed participants. Anyone who could not attend the live meeting took up what was to become the hue and cry of business: “Send me a copy of your foils.”

In the 1980s, the medium of choice advanced to 35mm slides, and the display took on a more professional look. Nevertheless, this new medium was still hampered by the duality factor, which by then had added new aspects to the document function, now implemented by paper prints of the slides. Documents were no longer merely handouts or “leave-behinds.” Their usage widened to include “send-aheads,” (before the presentation) speaker notes (crib sheets), validating evidence (exceedingly detailed data), or a manual (of biblical proportions) for consistency of messaging across the company’s scattered legions.

Having taken on the status of a business mantra, “Send me a copy of your foils” simply shifted to “Send me a copy of your slides.” (Except in some companies, such as Intel Corporation, where even today, although all presentations are done on computers, the employees persist in calling their slides “foils.”) Presenters, forced to straddle the functionality fence, generated slides that doubled as documents, heavily weighted toward text and numeric charts. The net effect was a glut of dense eye charts that assaulted the audience’s sensory intake. Visual aids became visual hindrances.

In the late 1980s, the PC overtook the carousel projector as the medium of choice for the display function, and the floppy diskette became the medium of distribution for the document function. By this time, however, the term “slides” had stuck. Before or after the meeting, it was still “Send me a copy of your slides.” The medium had evolved, but the message stayed the same.

In 1990, Microsoft entered the arena with its release of the Windows version of PowerPoint, an aptly named software application that enabled presenters to make their business points with new and powerful graphics capabilities. Still, despite the continuing evolution of distribution technology from diskettes to CDs to Internet transmission, the business mantra persisted: “Send me a copy of your slides.” Pressured by the exigencies of business, beleaguered presenters continued to oblige the request by using the same presentation for both display and distribution, both show and tell.

In the meantime, PowerPoint succeeded wildly. Within three years of its launch, it became the market leader, a position it enjoys to this day. Each succeeding generation added more and more features and functions, in the process expanding its installed base around the globe, and beyond business into the not-for-profit world, the government, the military, and even into schools.

Throughout it all, the vestigial legacy of the flip chart endured. The Presentation-as-Document Syndrome continued, and still continues to perpetuate its fowl/fish (pun intended) effect on victimized audiences, where neither version serves its intended purpose, and each version is severely compromised by the dual functionality.

If you need a document, create a document and use word processing software. If you need a presentation, create a presentation and use presentation software. Microsoft Office provides Word for documents and PowerPoint for presentations. While both products are bundled in the same suite, they are distinctly separate entities, and never the twain shall meet. Use the right tool for the right job.

Follow the correctly balanced role model you see on all television news broadcasts. The newscasters tell the story, while the professional graphics that flit by over their shoulders are simply headlines.

You are the storyteller, not your slides.




Preface










What’s Past Is Prologue







My first experience with the power of the spoken word came on December 8, 1941, when, as a child, I joined my father and mother at the family Philco radio to hear President Franklin Delano Roosevelt, in the wake of the attack on Pearl Harbor, deliver his stirring Day of Infamy speech. I’ll never forget how he concluded, his rich voice reverberating: “With confidence in our armed forces, with the unbounded determination of our people, we will gain the inevitable triumph. So help us God.” In that exhilarating moment, Roosevelt’s potent words pierced through our dismay, lifted our spirits, and restored our confidence in our nation and in our future.

Later, I learned more about the ability of words to move people’s minds in my graduate classes in the Speech and Drama Department at Stanford University, where I studied the works of the great Greek orators. Still later, in my work as a news and public affairs producer for CBS Television in New York, I witnessed the momentous impact of the words of great national leaders, from John F. Kennedy to Martin Luther King, Jr.

But I never fully realized the universal significance of communication until I left the broadcast medium and entered the world of business. The medium of choice in business is the presentation, and I soon discovered the force it can exert: A poor presentation can kill a deal, while a powerful one can make it soar. Early in my business career, I was privileged to work on the Initial Public Offering presentation, known as an IPO road show, for Cisco Systems, and saw, on its first day of trading after the road show, Cisco’s valuation increase by over 40 million dollars.

The big Aha! for me was the realization that every communication is an IPO. Everyone communicates every day. You do. I do. Every time we do, we can either fail or succeed. My job is to help you succeed in your everyday communications, just as I helped the Cisco IPO, and as I’ve helped hundreds of corporations like Microsoft and Intel, and thousands of clients who are executives or managers or salespeople just like you. My job is to help you persuade every audience, every time.

The very same principles that propelled Cisco’s success reach all the way back to the classical concepts of Aristotle. Those same basics underlie Abraham Lincoln’s towering rhetoric that healed a nation torn asunder by civil war. They underlie Sir Winston Churchill’s inspiring orations and Franklin Roosevelt’s assuring fireside chats that rallied their nations to the victorious defense of the free world. And they underlie Martin Luther King’s rousing speeches that spearheaded the civil rights movement.

They also underlie your sales pitch, your presentation to a potential new customer, your bid for financing, your requisition for more resources, your petition for a promotion, your appeal for a raise, your call to action, and your own quest for the big Aha!

They are the principles that will empower you to present to win.






Introduction










The Wizard of Aaahs







Once upon a time, I was living and working at the opposite end of California from Silicon Valley, in Hollywood. I had spent the first half of my professional life in the world of show business, as a television producer for CBS, as a freelance screenwriter, and as a paperback novelist. I helped create news documentaries, feature films, dramas, and musicals. I had the opportunity to work with some of the most creative minds in the industry, from the legendary Mike Wallace on down. If you know anything about show business, you know that it’s filled with peaks and valleys, and I had more than my share of valleys. But I met many interesting people and learned a lot, particularly about the art of telling a story in a clear, convincing manner.

Then, in 1987, I had a conversation with an old friend, Ben Rosen, one of the top venture capitalists in the high-technology world who was then Chairman of the Board of Compaq Computer Corporation. It was a conversation that changed my life.

Ben and I had met at Stanford University, where he was studying for his Master’s degree in electrical engineering and I for mine in speech and drama. The engineer and the artist met only because we happened to be competing for the affections of the same girl. Our interest in the girl quickly faded, but our friendship did not. Ben followed my subsequent career in television and was well aware of my interest in the art of communication. As Compaq’s Chairman, he was also aware of an issue facing the great computer company: Its CEO, a talented executive named Rod Canion, had never developed a comfortable and effective style for public presentations.

Ben called to offer me a challenge: “Rod has worked on his weakness as a presenter,” he explained. “He’s even been coached by some of the experts in the field. But it hasn’t quite taken hold. Would you be interested in flying out to Houston to teach Rod what you know about communication?”

I was intrigued, but a little reluctant. After all, I didn’t know much about the world of business. But Ben closed the deal with an unusual offer: “Compaq has just come out with a line of hot new laptop computers. I’ve seen that clunker you’re still using.” (I’d just laboriously drafted my second novel on Compaq’s huge old “luggable” computer and had been coveting the sleek, new, expensive Compaq machines.) “Suppose we swap you one of our new laptops for your services?” he asked. I agreed on the spot.

I met with Canion at his Houston office, and Ben sat in on our session, watching as I taught Rod the basics of communicating a story with clarity and effectiveness. An hour into the program, we took a break, and Ben buttonholed me at the vending machine in the lounge. He was fascinated by what he’d seen. “Jerry,” Ben said, with a snap of his fingers, “There’s an enormous business opportunity here! I spend all day listening to presentations by CEOs who want me to invest in their businesses. You wouldn’t believe how complex and dry most of them are. You ought to move up to Silicon Valley and teach these people some of your storytelling skills. God knows they need your help!”

Naturally I was flattered. But I thought of myself as a television professional, not as a business consultant. “I don’t know anything about Silicon Valley or the computer business!” I protested.

Ben pressed me. “That doesn’t matter,” he insisted. “I’ll be able to introduce you to clients; I can show you how to run the business; I’ll help in many ways.”

Still I demurred, “It’s not a good idea to do business with friends.” Ben shook his head and dropped the matter, for the moment.

Like all successful people, Ben is successful because he is persistent, and he persisted with me. He talked about the idea, on and off, for six more months, but I was still hesitant. Finally, at Ben’s insistence, I agreed to make a pilot trip to Silicon Valley to meet some of his associates. One of them was Andrea Cunningham, a woman who had parlayed her experience as public relations counsel to Steve Jobs at Apple Computer into her own successful national public relations agency, Citigate Cunningham, Inc.

When I got to Andy’s office, she was in a fretful state over a presentation she was scheduled to make at a major technology conference. I took a quick look at a very rough outline she had prepared and suggested a simple reordering of her concepts into a more logical sequence. Then I skimmed through the high points of the new outline for her. Andy’s frown gave way to a smile, and she said, “You’re going to do very well here!”

My reluctance gradually melted away. I agreed to Ben’s business proposition, and Power Presentations was born.





The Mission-Critical Presentation









In the first year of my startup, Ben, true to his word, introduced me to many influential people; primary among them were his venture capital colleagues, or VCs, as they are known in the trade. One of them was one of the most powerful men in Silicon Valley, Don Valentine. A founding partner of Sequoia Capital, one of the premier venture capital firms, Don had been one of the original investors in Apple Computer, Atari, Oracle, and Electronic Arts. Don granted me a courtesy interview, listened patiently as I described my services to him, and then said, “We have a company that’s about to go public, and we think it’ll do fairly well. It has a very esoteric technology that will be difficult to explain to investors. We’re planning on pricing the offering in the $13.50 to $15.50 range, but if the IPO road show presentation is any good, we can probably increase that share price by a couple of bucks. I’m going to introduce you to the CEO and ask him to have you help him with his presentation.”

The company was Cisco Systems. The CEO was John Morgridge. I helped John develop the presentation that explained the company’s complex networking technology. The message got through to the investors. On the day Cisco went public, its stock opened at $18 a share and closed its first day of trading at $22 a share (a then-unheard-of price jump). Cisco quickly became the darling of the investment community and the media. In an interview with the San Francisco Chronicle, Don Valentine, speaking in his role as Chairman of Cisco’s board, “attributed ‘at least $2 to $3’ of the increase to Weissman’s coaching. John Morgridge, president of Cisco, is somewhat less generous. He gives Weissman ‘at least an eighth of a point’—12 1/2 cents per share.”

That was more than 500 IPO road shows ago. Among those others, I coached the IPO road shows of corporate luminaries such as Intuit and Yahoo!. During that same time, I also helped another 500 firms, both public and prepublic, to grow their businesses.

Following the IPO, Cisco continued to call on me for their nuts-and-bolts presentations, ranging from prezos (as they are called inside Cisco) in their briefing centers given to small groups of potential new customers, to prezos in their annual NetWorkers conferences given to massive assemblages of end users. Cisco’s then-Vice President of Corporate Marketing, Cate Muther, required that every product manager take my program. At the time, she said, “Jerry’s methods of presentation are now part of our culture; they help prepare our managers for industry leadership.” Today Cisco and many other high-technology companies continue to enlist my help in coaching their senior executives to communicate persuasively. The business press has called me everything from the man who “knows how to talk to money” (Fast Company) to “The Wizard of Aaahs” (Forbes).

The IPO road show is probably the most mission-critical presentation any businessperson will ever make. Succeeding in an IPO road show is the ultimate example of winning over the toughest crowd. The investors are both demanding and knowledgeable, the stakes are high, and a swing of one dollar in the share price of an offering translates into millions of dollars. But if you extend the logic a bit further, every crowd you encounter in business can be your toughest crowd, and every presentation you ever give is mission-critical. Every presentation is a stepping-stone on the path to ultimate success. If any one presentation fails, there may be no tomorrow. You never get a second chance to make a first impression.





You never get a second chance to make a first impression.




Therefore, in my work with my clients, I treat every presentation as if it were as mission-critical as an IPO road show. I use this approach whether I am working to develop a private financing pitch, a product launch, a keynote speech, a panel appearance, an analysts’ call, a shareholders’ meeting, or a budget approval presentation. You can extend my array with your own presentation situations, be they external or internal, be they for an important contract, a major alliance, or a big sale.

Every business presentation has one common goal: the all-important art of persuasion . . . an art with literally dozens of applications for which everyone in business must be prepared. Persuasion is the classic challenge of sounding the clarion call to action, of getting your target audience to the experience known as Aha!





Persuasion is the classic challenge of sounding the clarion call to action, of getting your target audience to the experience known as Aha!




In a cartoon, Aha! would be represented by the image of a light bulb clicking on above your audience’s heads. It’s that satisfying moment of understanding and agreement that occurs when an idea from one person’s mind has been successfully communicated into another’s. This process is a mystery as old as language itself and almost as profound as love; the ability of humans, using only words and symbols, to understand one another and find common ground in an idea, a plan, a dream.

Maybe you’ve enjoyed moments like this in your past experiences as a presenter, speaker, salesperson, or communicator . . . moments when you saw the light bulb go on, as eyes made contact, smiles spread, and heads nodded. Aha! is the moment when you know your audience is ready to march to your beat.

I’ve written this book to share the persuasive techniques and tools that I provide to my clients. You can use them in your business on a daily basis. The presentation principles my clients have used to attract their billions of investor dollars can work for you, too.



The Art of Telling Your Story







Don Valentine of Sequoia Capital, the legendary venture capitalist who introduced me to Cisco, sits through thousands of presentations every year, most of them made by shrewd entrepreneurs in search of funding for their new business concepts. Don is continually shocked by the failure of most of these presentations to communicate effectively and persuasively.

He once summed it up to me this way: “Jerry, the problem is that nobody knows how to tell a story. And what’s worse, nobody knows that they don’t know how to tell a story!”





The overwhelming majority of business presentations merely serve to convey data, not to persuade.




This problem is multiplied and compounded 30 million times a day, a figure which, according to recent estimates, is how many PowerPoint presentations are made every business day. Presentation audiences, from the Midas-like Don Valentines to overbooked executives sitting through run-of-the-mill staff meetings, are constantly and relentlessly besieged with torrents of excessive words and slides.

Why? Why wouldn’t every presenter, seeking that clarion call to action, be, as the U.S. Army urges, all that he or she can be? The reason is that the overwhelming majority of business presentations merely serve to convey data, not to persuade.

When I moved from the world of television to the world of business, I saw immediately that the problem in those massive transmissions of information down one-way streets to passive audiences was not at all communication . . . with the emphasis on the co- . . . they were one-way streets that ground to a halt at a dead end.

In the television medium, ideas and images are also broadcast in one direction over the air, cable, or satellite, but there is a return loop, a feedback, an interaction that comes barreling back at the broadcaster in the form of ratings, critics, sponsors, letters, telephone calls, emails, and sometimes even regulatory legislation.

In the Medium that Marshall McLuhan analyzed in his classic book, The Medium is the Massage (yes, that’s correct, he called it “Massage”), when the message is not clear, and when the audience’s satisfaction is not manifest, the foregone conclusion is sudden death: The television series is canceled.

In business, when the point is not crystal clear, and when the benefit to the audience is not vividly evident, the investment is declined, the sale is not made, the approval is not granted; the presentation fails.

In the Power Presentations programs and in this book, you’ll find the media sensibility applied to the business community . . . a set of prescriptive techniques and services that will enable presenters like you to achieve their clarion call to action with their audiences, to get them to Aha!



A New Approach to Presentations







The techniques you’ll be learning in these pages are a blend of new and old concepts from a broad array of disciplines.

When creating television public affairs programs, I had to wade through hours of archival and new film footage and reels of videotape, rifle through massive reports, sort through stacks of interviews, and boil it all down to a clear 28-minute-and-40-second program that would capture . . . and hold . . . the audience’s attention. I’ve netted these story-development methods into a simple set of techniques and forms for businesspeople like you. Most professional writers use these same techniques to tap into natural creative processes that every human being possesses.

In television, I worked in multimillion-dollar control rooms equipped with electronic character generators, vast color palettes, chroma key insertion, and computer-driven on-screen animation. Most of these capabilities are now readily available in Microsoft’s PowerPoint software, installed in over 250 million computers. Unfortunately, as anyone who has seen a recent business presentation can attest, most presenters apply these powerful functions with all the subtlety of an MTV video. Instead, they should be following Ludwig Mies van der Rohe’s surgically appropriate advice: Less Is More. You’ll find a simple set of guidelines to help you apply Mies’ principle to create visual support for your presentations, to help you design your numeric and text charts so that, rather than overwhelm, confuse, and distract your audience, they enhance and clarify your persuasive message.

In television, I directed both film and video cameras and then spliced and arranged their output into a compelling story. In doing so, I employed the professional practices of cinematography and editing to tell a story and create an impact on the audience. I’ve translated these sophisticated methodologies into a simple set of continuity techniques . . . that you can readily implement with PowerPoint . . . to help you tell your story.

I’ve also drawn many of my communication and persuasion techniques from classical sources, such as the writings of Aristotle. (Please don’t let the word “classical” intimidate you. A wise person once defined a classic simply as something that endures because it works. You’ll rediscover the truth of that definition in these pages.) In ancient times, rhetoric was considered the greatest of the liberal arts; what the philosophers of old called rhetoric is, in fact, what we refer to today as great storytelling. As you read, you’ll come to see the relevance of Aristotle’s concepts to all the types of stories you need to tell in business . . . storytelling that will persuade your audience to respond to your call to action.

Other methods are based on established knowledge, as well as recent discoveries about the human mind. These scientific findings that detail how all brains and eyes absorb information relate directly to how every audience reacts to any data input.

This combination of traditional and advanced techniques for communication and persuasion will provide what I’m confident you’ll find to be a unique and effective system that will help you present to win.

You’ll notice that I give frequent and significant emphasis to the word “story,” which is intentional. In this book, as in my programs and seminars, the focus is first and foremost on helping you define the elements of your story and the story of your business. The traditional presentation skills . . . body language, gestures, voice production, eye contact, and answering questions from the audience . . . are also important. They are so important that I’ve covered those subjects in detail in two separate books: The Power Presenter, which shows you how to develop your delivery skills, and In the Line of Fire, which shows you how to handle tough questions. But in this book, the main focus is on defining your story.

Many clients, when first meeting me, say, “Oh, I don’t need any help with my story. Just show me what to do with my hands while I speak. And just show me how to keep myself from saying ‘Ummm.’” I tell them that I will address those factors, but only after we’ve organized their story. There are two very good reasons for this.

First, there are no quick fixes; it takes a considerable amount of time and effort to develop a natural delivery style, unique and yet comfortable to each and every person. (You will, however, find a checklist for the physical presentation environment in Appendix A, “Tools of the Trade.”)

Second, and more important, getting your story straight is the critical factor in making your presentation powerful. In fact, when your story is right, it serves as a foundation for your delivery skills. The reverse is never true. You may be the most polished speaker on Earth, but if your story isn’t sharply focused, your message will fail.





When your story is right, it serves as a foundation for your delivery skills. The reverse is never true.




Let me share an illustrative anecdote:

In 1991, I got a phone call from the public relations people at Microsoft, regular clients of mine. “We have a young executive here named Jeff Raikes,” they explained. “He’s scheduled to make a presentation about a new product of ours, and we wonder if you could help him prepare. It’s called Windows for Pen Computers, the newest member of the Windows family of products.”

“Fine,” I replied, “Let’s book a three-day program for Jeff.”

There was a slight pause on the other end of the line. “Well, we’re very pressed for time. Jeff has only one day. But it’s really important that his delivery skills get polished. He’s very smart and knows his stuff, but he just isn’t comfortable. Can you make a difference in one day’s time?”

“I’ll try,” I said.

What happened next is revealing. As requested, I spent one day with Jeff. But we had no time to work on Jeff’s voice or body language. Instead, we used our time to develop a cohesive focus of Windows for Pen Computing: about what this remarkable new software product was designed to do, about the markets Microsoft hoped to serve with it, the history behind its development, the benefits it offered computer users. In short, we created the story Jeff had to tell.

I helped Jeff make some decisions about his story: which elements were most relevant and compelling to his audience; which technical details were necessary; and, equally important, which ones were superfluous. Then I helped Jeff organize his presentation so that the key ideas would flow naturally from beginning to end. By the end of the day, we’d worked through the entire story. Jeff was not only in command of the material, but also comfortable about delivering it.

The results? Jeff’s presentation went over phenomenally well. Afterward, the public relations people at Microsoft, who knew I’d coached Jeff, praised me for the job I’d done on his delivery skills, though in fact we’d never discussed those at all. Simply getting the story right helped to transform a hesitant and uncertain speaker into a dynamic and confident one. Jeff Raikes went on to rise through the ranks to become the president of Microsoft’s Business Division and one of the company’s most prominent and effective spokesmen. After 27 years, Jeff left to head the Bill and Melinda Gates Foundation, Bill Gates’ charitable organization. One of Jeff’s last projects at Microsoft was the Tablet PC, the evolved 21st-century version of the technology that began as Windows for Pen Computing.

The lesson: All the vocal dynamics and animated body language in the world can’t improve a confusing story, while a clear and concise story can give a presenter the clarity of mind to present with poise.





A clear and concise story can give a presenter the clarity of mind to present with poise.








The Psychological Sell







I’ve described the classic art of persuasion as getting your audience to Aha! To be truly effective, however, one Aha! is not enough. The Power Presentation is a continuous series of end-to-end Aha!s.

Making presentations is very much like massage therapy. The good massage therapist never takes his or her hands off your body. In the same way, the good presenter never lets go of the audience’s minds. The good presenter grabs their minds at the beginning of the presentation; navigates them through all the various parts, themes, and ideas, never letting go; and then deposits them at the call to action.





The good presenter grabs their minds at the beginning of the presentation; navigates them through all the various parts, themes, and ideas, never letting go; and then deposits them at the call to action.




Notice the verbs in this analogy describing the work of a skilled presenter: grab, navigate, and deposit. All three can be reduced to a least-common-denominator verb: manage. People are the deciding factor in business decisions, and management is the number-one factor in investment decisions. The good presenter is one who effectively manages the minds of the audience. Therefore, the subliminal perception of the effective presentation is Effective Management.

Of course, no one is ever going to conclude explicitly that a good presenter is an effective manager, a skilled executive, an excellent director, or a superb CEO. That’s a bit of a stretch. But the converse proves the point. Unconsciously, the audience makes assumptions. If they are subjected to a presentation whose point is unclear, they will be resistant to responding to the call to action.

Influential investors from Warren Buffett to Peter Lynch subscribe to the commonly held principle of investing only in businesses they understand.

When your story is not clear, when it’s fragmented or overly complex, the audience has to work hard to make sense of it. Eventually, this hard work begins to produce first resistance, then irritation, and then loss of confidence.

A book by Steve Krug about Web design has little to do with developing your story, but its title states our point succinctly: Don’t Make Me Think.

The effective presenter makes it easy for the audience to grasp ideas without having to work. The effective presentation story leads the audience to an irrefutable conclusion. The journey gives the audience a psychological comfort level that makes it easy for them to say “yes” to whatever the presenter is proposing. Presenting, therefore, is essentially selling.

Of course, one can never minimize the importance of having solid factual evidence that validates your business premise. A well-honed presentation is no substitute for a well-conceived business plan, just as a commanding speaking style is no substitute for personal integrity. You must have the steak as well as the sizzle. Yet when two companies or two individuals of equal strength are competing, the winner is likely to be the one who tells the story more persuasively.

In the end, the most subtle impact of a clear and compelling presentation is perhaps the most powerful effect of all: The person who is able to tell an effective business story is perceived as being in command, and deserves the confidence of others. When you are in command of your story, you are in command of the room. Your audience will follow where you lead, and so will money, influence, power, and success.





The person who is able to tell an effective business story is perceived as being in command, and deserves the confidence of others.




This is the core message and value of this book to you, no matter what role or level in business you currently occupy. Perhaps one day you’ll go public with a company of your own, and then I hope the techniques you’ll learn here will help you make millions of dollars. Before that happens, however, you’ll have to get past many mission-critical hurdles, because every business decision turns on your ability to tell your story. So please use the same persuasive techniques you’ll find in these pages in those scores of other stepping-stones along the way.

To help you master them, you’ll see how Cisco persuaded investors to provide billions in capital to support a technology so esoteric that, even today, few people really understand it. You’ll see how Yahoo! capitalized on the emerging fascination with the Internet by transforming an irreverent brand image into a meaningful investment presentation. You’ll also see how Luminous Networks, a telecommunications startup company, was able to raise $80 million in private capital during one of the steepest market declines in history. I helped create Power Presentations for each of these companies. I hope to do the same for you.

This book is about presentations, yes. But it’s about much more than that. It’s about psychology, about storytelling, about getting every audience to respond to your call to action. It’s about presenting to win.




Chapter One. You and Your Audience

















Company Examples


	Network Appliance

	Luminous Networks












The Problem with Presentations







Few human activities are done as often as presentations, and as poorly. One recent estimate has it that 30 million presentations using Microsoft PowerPoint slides are made every day. I’m sure that you’ve attended more than a few. How many of them were truly memorable, effective, and persuasive? Probably only a handful.

The vast majority of presentations fall prey to what is known as the Five Cardinal Sins:



	No clear point. The audience leaves the presentation wondering what it was all about. How many times have you sat all the way through a presentation and, at the end, said to yourself, “What was the point?”

	No audience benefit. The presentation fails to show how the audience can benefit from the information presented. How many times have you sat through a presentation and repeatedly said to yourself, “So what?”

	No clear flow. The sequence of ideas is so confusing that it leaves the audience behind, unable to follow. How many times have you sat through a presentation and, at some point, said to yourself, “Wait a minute! How did the presenter get there?”

	Too detailed. So many facts are presented, including facts that are overly technical or irrelevant, that the main point is obscured. How many times have you sat in on a presentation and, at some point, said to yourself, “What does that mean?”

	Too long. The audience loses focus and gets bored before the presentation ends. How many times in your entire professional career have you ever heard a presentation that was too short?




When presenters commit any of these sins, they are wasting the time, energy, and attention of their audience. What’s more, they are thwarting their own objectives.

Each of these Five Sins is quite separate and distinct from the others. Here’s an analogy to illustrate:

Suppose you and I were chatting, and I said, “Let me tell you about what I had for dinner last night.” My presentation would have a point, wouldn’t it? You’d know what I intended to do, and I wouldn’t be committing Sin #1.

But why on Earth should you care about what I had for dinner last night? Unless you had said, “Jerry, I’m bored with all the restaurants in the area. Can you recommend a new place?” Then, by telling you about the excellent meal I had at a hot new bistro last night, I would be providing a benefit to you, and I’d avoid Sin #2.

Now, if I told you about my fine meal by starting with the dessert, then I went back to the salad, then jumped forward to the cheese course, then back to the main course, my story would have no flow. If instead I went from soup to nuts, it would have a clear and orderly path, and I’d eliminate Sin #3.

If I described the courses I ate by using the phylum, class, order, genus, and species of every animal and vegetable product in the dinner, it would be far too technical and too detailed. If instead I confined my description to colorful adjectives and simple nouns, I would avoid Sin #4.

Finally, if I took five hours to tell you about a meal that took me only two hours to consume, my presentation would be too long. If instead I did it in five minutes, I’d escape Sin #5.

This analogy may be extreme, but the Five Cardinal Sins are all too real. And although each of the five is unique and independent of the others, they can all be summarized in a least common denominator, a Data Dump: an excessive, meaningless, shapeless outpouring of data without purpose or plan. The inevitable reaction of audiences to a Data Dump is not persuasion, but rather the dreadful effect known as MEGO: Mine Eyes Glaze Over.





The inevitable reaction of audiences to a Data Dump is not persuasion, but rather the dreadful effect known as MEGO: Mine Eyes Glaze Over.



Why? Why would any presenter in his or her right mind do that to any audience? Would you do that if you were trying to attract potential clients? Would you do that if you were trying to clinch a sale, raise investment capital, or convince analysts that your company is solid? Hardly.

The objectives of all the preceding presentations are varied, but they all have one factor in common. In every case, you are trying to persuade your audience to do your bidding, to respond to your call to action, whether that means endorsing a proposal, signing a contract, writing a check, or working harder and smarter. The Five Cardinal Sins stand in the way of achieving that goal.



The Power Presentation







Most people in business, including the most successful ones, are too busy living their stories to focus on telling them. They spend 12 or 14 hours every day working on competitive strategies, product launches, financial analyses, marketing plans, mergers and acquisitions, sales pitches . . . the plethora of vital business details that fill your days, too. They live, eat, sleep, breathe, dream, and inhale their businesses. They see every single one of the trees, but not the forest. They rarely have the opportunity, or feel the need, to take several long steps back from the details to visualize the whole and then describe it compellingly.

For most businesspeople, when a situation arises in which they must sell their business story, their intense involvement in the minutia often proves to be a hindrance. They mistakenly think that for the audience to understand anything, they have to be told everything. That’s like being asked the time and responding with complete instructions for building a clock.

The remedy is painfully apparent: Focus. Separate the wheat from the chaff. Give the audience only what they need to know.



Persuasion: Getting from Point A to Point B









As social animals, we humans find ourselves called upon to persuade other humans almost every day. Persuasion is one of the crucial skills of life. The persuasive situations you may face will be remarkably varied, each posing its own unique challenges and opportunities.

Yet all presentation situations have one element in common. Whether it’s a formal presentation, speech, sales pitch, seminar, jury summation, or pep talk, every communication has as its goal to take the audience from where they are at the start of your presentation, which is Point A, and move them to your objective, which is Point B. This dynamic shift is persuasion.





Every communication has as its goal to take the audience from where they are at the start of your presentation, which is Point A, and move them to your objective, which is Point B.




Recognizing this truth is the best starting point to learn the art of persuasion. Your presentation may be entertaining, eloquent, or impressive, but that’s not your main purpose in offering it. Your main and only purpose is to move people to Point B. That’s the point! When your point is not clear, you have committed one of the Five Cardinal Sins; when your point, Point B, is readily apparent, you have made your clarion call to action.

Let’s take a closer look at what’s involved in the challenge of moving an audience from Point A to Point B. In psychological terms, Point A is the inert place where your audience starts: uninformed, knowing little about you and your business; dubious, skeptical about your business and ready to question your claims; or, in the worst-case scenario, resistant, firmly committed to a position contrary to what you’re asking them to do.

What you are asking them to do is Point B. The precise nature of your Point B depends on the particular situation you face. To reach Point B, you need to move the uninformed audience to understand, the dubious audience to believe, and the resistant audience to act in a particular way. In fact, understand, believe, and act are not three separate goals, but three stages in reaching a single, cumulative, ultimate goal. After all, the audience will not act as you want them to if they don’t first understand your story and believe the message it conveys.

When I coach the executives of a company to prepare for their IPO road show, the audience for whom they’re preparing will be composed of prospective investors. Point B is the moment at which those investors are willing to sell some of their holdings in Intel or Microsoft and invest those valuable assets in shares of the fledging company.

Dan Warmenhoven, the CEO of Network Appliance at the time the company went public, began his IPO road show with this opening statement: “What’s in a name? What’s an appliance? A toaster is an appliance. It does one thing and one thing well: It toasts bread. Managing data on networks is complicated. Until now, data has been managed by devices that do many things, not all of them well. Our company makes a product called a file server. A file server does one thing and does it well: It manages data on networks.”

If Dan had stopped there, his investor audience would have understood what his company did. But I coached Dan to go beyond that description to add: “When you think of the explosive growth of data in networks, you can see that our file servers are positioned to be a vital part of that growth, and Network Appliance is positioned to grow as a company. We invite you to join us in that growth.”

That last sentence is the call to action. Notice that Dan did not ask the investor audience to buy his stock. That would have been presumptuous and unnecessary; after all, their very job titles included the word “invest.” But the additional sentences gave Dan the opportunity to lead his audience from Point A to Point B. A synonym for “lead” is “manage.” The subliminal perception, then, is Effective Management.


Start with the Objective in Sight







Point B, then, is the endgame of every presentation: its goal. The only sure way to create a successful presentation is to begin with the goal in mind.

This is an age-old concept. Aristotle called it teleology: the study of matters with their end or purpose in mind. Today’s business gurus market the same idea. In Stephen R. Covey’s The Seven Habits of Highly Effective People, he stresses the importance of starting with the objective in sight. Aristotle in modern terms.

Few executives study Aristotle these days, but Covey has been read by millions, to say nothing of the countless others who’ve heard about his ideas from friends and colleagues. Nonetheless, this crucial concept of starting with the goal in mind hasn’t penetrated our thinking about presentations. Think of the many times when, after sitting through an entire presentation, you asked yourself, “What was the point?” One of the Five Cardinal Sins. The missing point is Point B: the call to action.

Unfortunately, and inexplicably, Point B is missing from all too many presentations.

If you’re a sales professional, how can your customer reach the point of making a purchase unless you ask for the sale? If you’re a corporate manager, how can the members of your team agree to support your new business initiative unless you tell them unmistakably what you need them to do, and explicitly ask for their help? If you’re an ambitious young worker, how can your manager give you the raise or promotion you desire unless you ask for it?

Obvious? Maybe. But it’s surprisingly common for businesspeople to forget to focus on Point B when they communicate. If you start your persuasive process with a clear focus on Point B, you’ll have a far better chance of ending there, accompanied by your audience. Ask for the order! Call your audience to action! Get to the point! Get to your Point B!





Audience Advocacy







For the presenter to succeed in achieving the clarion call to action, the audience must be brought into equal focus with the presenter’s objectives. To establish that balance, let me introduce the term Audience Advocacy. Mastering Audience Advocacy means learning to view yourself, your company, your story, and your presentation through the eyes of your audience.





Mastering Audience Advocacy means learning to view yourself, your company, your story, and your presentation through the eyes of your audience.




In programs with my clients, I role-play potential investors, prospective customers, or would-be partners. In developing my own program material, I take the point of view of my clients. You must do the same in whatever presentation you are developing. Take your audience’s point of view. This is a shift in thinking that requires both knowledge and practice.

Let’s refer again to Aristotle, that pioneer in the art of persuasion. In his master work, the Rhetoric, Aristotle identified the key elements of persuasion, the most important of which he called, in the Greek of his day, pathos. Pathos refers to the persuader’s ability to connect with the feelings, desires, wishes, fears, and passions of the audience. The English words we use today reveal connections with the ancient Greek root of pathos. Think of “empathy” and “sympathy,” for example. Aristotle wrote: “ . . . persuasion may come through the hearers when the speech stirs their emotions. Our judgments when we are pleased and friendly are not the same as when we are pained and hostile.”[1]

The question is: How can you communicate so that your audience will be pleased, friendly, and ready to act on your Point B? My experience, and that of thousands of my clients, suggests that the best method is Audience Advocacy. Everything you say and do in your presentation must serve the needs of your audience.

It’s a simple concept, yet profoundly important. If Audience Advocacy guides your every decision in preparing your presentation, you’ll be effective and persuasive.


Shift the Focus from Features to Benefits







One way to understand the concept of Audience Advocacy more fully is via one of the classic rules of advertising and sales, still emphasized in those professions today because it is so fundamental . . . the distinction between Features and Benefits. This distinction is vitally important whenever you’re called upon to sell your story. In fact, when you shift the focus of any presentation from Features to Benefits, you heighten the chances of winning converts to your cause.

A Feature is a fact or quality about you or your company, the products you sell, or the idea you’re advocating. By contrast, a Benefit is how that fact or quality will help your audience. When you seek to persuade, it’s never enough to present the Features of what you’re selling; every Feature must always be translated into a Benefit. Whereas a Feature may be irrelevant to the needs or interests of your audience, a Benefit, by definition, is always relevant. Without Benefits, you have no Audience Advocacy. For people to act on anything, they must have a reason to act, and the reason must be theirs, not yours.





For people to act on anything, they must have a reason to act, and it must be their reason, not yours.




The same principle applies to any persuasive challenge you face. Features are of interest only to the persuader; Benefits are of interest to the audience. Go with Benefits every time.



Understand the Needs of Your Audience









You can create an effective presentation only if you know your audience: what they’re interested in, what they care about, the problems they face, the biases they hold, the dreams they cherish. This means doing your homework. If you’re in sales, for example, it’s imperative that you take the time to get to know your customers: how and why they could use your product, their financial constraints, their competitive issues, and how your product can help them achieve their personal or professional goals. And while you need to understand them as representatives of the marketplace or of a client company, you also need to understand them as human beings. What are their biggest headaches, fears, worries, aspirations, needs, loves, and hates? How can what you have to offer serve them?

At times, your interests and those of your audience are bound to diverge, which creates the potential for conflict and frustration. You may dearly desire that raise, that lucrative sales contract, or that crucial loan or investment needed to keep your business afloat. Inevitably, your audience members will have their own motivations and issues that differ from yours. The art of persuasion must be balanced by Audience Advocacy: convincing your audience that what you want will serve their interests, too.

Alex Naqvi was the CEO of Luminous Networks, a private Silicon Valley company that has since been acquired by Adtran. Luminous’ technology provided optical Ethernet solutions that enabled the giant telecommunications carriers to deliver, on a single platform, a combination of Internet traffic, interactive and broadcast video, and voice services. Although a veteran in the industry, Alex usually found the telecoms, as they are known in the trade, a crowd that is an especially tough sell. But Alex learned to recognize, understand, and respond to the interests and feelings of those audiences. Alex explained:


Our new technology makes it possible for telecoms to deliver better Internet service more economically than ever before. We thought that using Luminous Networks would be a no-brainer for any telecom manager.

Unfortunately, we weren’t considering the point of view of our audience. I’m thinking of one potential customer in particular: a big, important telecom with a long history in the industry. Many of the managers we were hoping to sell our services to had been with the firm for 20 years. They were conservative and maybe a little afraid of the new and the unknown . . . both of which Luminous represented.

In our early days, we didn’t understand how to reach out to an audience like that. We went in with a rather cocky attitude, talking about how our technology was “a radical paradigm shift for the new century.” We described its advantages in a way that implied that anyone who didn’t get it was probably kind of dumb.

Looking back, it’s easy to see our mistake. We were alienating the very people we needed to win over. No wonder they didn’t want to buy from us.

In time, we learned to soften our presentations. We started describing our technology not as a radical shift, but as a natural evolution from the current technology. We learned to send the message: “You’re not dumb. The technology you now have in place was perfectly appropriate for its day. But now the world has changed, and Luminous is ready with the next-generation technology you and your customers need.” As you can imagine, our sales results are a lot better with this approach!

It’s funny: As engineers, we tend to look at the challenge of selling our story as a lifeless, logical proposition. We forget the human factor. The message must be honed to address those human motivations. We forget that it’s living people we are selling to!








Getting Aha!s







Let’s review what we’ve discussed so far.

When stories are complicated, when continuity is absent, when the audience is overwhelmed, and when the presenter doesn’t establish a clear bond with the audience, presentations fail. The MEGO syndrome sets in. As a result, no business gets done: The investment isn’t made, the deal isn’t consummated, the sale doesn’t happen.

Your goal, of course, is just the opposite: to get your audience figuratively or literally to ask, “Where do I sign?” That is the essence of persuasion.

Persuasion is the art of moving your audience from Point A, a place of ignorance, indifference, or even hostility, toward your goal . . . navigating them through an unbroken series of Aha!s . . . to Point B, a place where they will act as your investors, customers, partners, or advocates, ready to march to your drum.

You can move your audiences along this path only when you follow the principles of Audience Advocacy: to place their needs at the heart of your presentation. The central expression of Audience Advocacy is presenting Benefits rather than Features.

Few communicators achieve the sheer exhilaration of end-to-end Aha!s. But most communicators can come a lot closer than they usually do . . . as you will when you apply the Power Presentations techniques in this book.





[1] Aristotle. Rhetoric. Translated by W. Rhys Roberts (New York: Random House, 1954).







Chapter Two. The Power of the WIIFY

















Company Examples
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	Netflix
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What’s In It For You?







The key building block for Audience Advocacy, and a way to focus on benefits rather than features, is to constantly ask the key question: What’s in it for you? It’s based on the more common axiom “What’s in it for me?,” but we’ve shifted the ultimate word to “you” deliberately, to shift the focus from you to your audience. This shift emphasizes the ultimate need for all communicators to be focused outward, on the needs of their audience (“you”), rather than on their own needs (“me”). This is the essence of Audience Advocacy.

In referring to this key question, let’s use the acronym WIIFY (pronounced “whiffy”). By constantly seeking the WIIFY in any persuasive situation, you can ensure that your presentation stays focused on what matters most: getting your audience to move from Point A to Point B, because you’ve given them a very good reason to make that move.

The WIIFY is the benefit to the specific audience in your persuasive situation. Usually there will be one overarching, grand WIIFY that unites the entire presentation and is at the heart of your persuasive case.

For example, when an entrepreneurial CEO and his or her management team launch an IPO road show for potential investors, the WIIFY is, “If you invest in our company, you’ll enjoy an excellent return on your money!”

On the other hand, when a corporate headhunter makes a job offer to a sought-after young recruit, the WIIFY is, “If you join our firm, you’ll be starting an incredible career with great pay, fascinating challenges, and the prospect of some day becoming the company president!”

When a partner in a marketing consulting firm makes a new business proposal to the Chief Operating Officer (COO) of a Fortune 500 company, the WIIFY might be, “If you retain us, the expertise we’ll provide will improve your promotional plans, which can increase your market share and boost your profits!”



WIIFY Triggers







In addition to these grand WIIFYs, there will usually be many smaller WIIFYs . . . more-specific, but still significant, audience benefits that give meaning to each element in your presentation. In fact, every element in your persuasive presentation must be clearly linked to a WIIFY.

There are six key phrases that can trigger a WIIFY. They are designed to remind presenters about the necessity of linking every element of their presentation to a clear audience benefit, or, a WIIFY. When I coach my clients’ presentations, if I hear an idea, fact, story, or detail without a clear audience benefit, I interrupt to call out one of these WIIFY triggers:



	“This is important to you because . . . .” (The presenter fills in the blank with a WIIFY.)

	“What does this mean to you?” (The presenter explains with a WIIFY.)

	“Why am I telling you this?” (The presenter explains.)

	“Who cares?” (“You should care, because . . . .”)

	“So what?” (“Here’s what . . . .”)

	“And . . . ?” (“Here’s the WIIFY . . . .”)




Get to know these WIIFY triggers. Use them on yourself the next time you’re preparing a presentation, as reminders to link every element to a WIIFY. (You might want to copy this list from Appendix B, “Presentation Checklists,” and tack it on the wall for continual inspiration.) When you work on a presentation as part of a team, use these triggers on your colleagues, and encourage them to return the favor. By the tenth time you pull a WIIFY trigger, you may catch a nasty look or two, but the quality of the resulting presentation will make it all worthwhile.

Here’s an example of how important it is to constantly translate your ideas into WIIFY terms. Jim Bixby was the CEO of Brooktree, a company that made and sold custom-designed integrated circuits used by electronics manufacturers. (The company was later acquired by Conexant Systems, Inc.) In preparation for Brooktree’s IPO, Jim rehearsed his road show with me. I role-played a money manager at Fidelity, considering whether our mutual fund might invest in Brooktree. During the product portion of Jim’s presentation, he held up a large, thick manual and said, “This is our product catalog. No other company in the industry has as many products in its catalog as we do in ours.”

Jim set down the catalog and was about to move on to the next topic when I raised my hand and fired off a WIIFY trigger. “Time out!” I said. “You say you have the biggest product catalog. Why should I care about the size of your catalog?”

With barely a pause, Jim raised the catalog again and replied, “With this depth of product, we protect our revenue stream against cyclical variations.”

The lights went on. This was an immensely important factor in the company’s financial strength, yet one that could easily have passed unnoticed, simply because Jim had forgotten to ask himself, “What’s the WIIFY?” Always find and state your WIIFY!





Always find and state your WIIFY!




In any presentation, before you make any statement about yourself, your company, your story, or the products or services you offer, stop and ask yourself: “What’s the WIIFY? What benefit does this offer my listener?” If there is none, it’s a detail that may be of interest to you and your colleagues (a feature), but one that has no significance to your audience. But if there is a benefit, be sure you explain it, clearly, explicitly, and with emphasis, just as Jim did when I pulled the WIIFY trigger on him.

At this point, you may want to protest, “Wait a minute. My audiences aren’t stupid. They can figure out the benefits of whatever I mention. They might even feel insulted if I spell it all out for them!”

This is not necessarily true. Remember the Five Cardinal Sins. One is lack of a clear benefit. An essential truth about Audience Advocacy is that most businesspeople today are overloaded with information, with commitments, with responsibilities. When you make your presentation, you may have your audience’s undivided attention . . . but not necessarily. Even if it takes them just a few seconds to connect the dots between the feature you describe and the implied benefit, by the time they catch up, you will have moved on to your next point, and they probably won’t have time to absorb the benefit . . . or the next point. You’ll have lost your audience, perhaps permanently.

By stating the WIIFY, you seize an opportunity. Although your audience members are eminently capable of realizing the WIIFY on their own, when you state it for them, you lead them toward a conclusion . . . your Point B. In doing this, you manage their minds, you persuade them, and you instill confidence in your story, your presentation, and yourself. Plus, you accomplish something else. The audience may have just gotten to the Aha! themselves, a moment before you stated the WIIFY. By articulating it, you win their agreement. They react with nods, thinking to themselves, “Of course! I’ve never heard it put so succinctly and clearly!” Effective Management.

This is a variation on the Features/Benefits distinction. When presenting to potential investors, a CEO may explain the best features of a leading product: “We’ve built a better mousetrap.” But it’s not the quality of the mousetrap in itself that the investors care about; it’s the size of the market. The effective CEO presenter will then promptly move on to state the benefit to investors: “. . . and the world is beating a path to our doorstep.” There is a huge market for mousetraps. When the WIIFY is right, everybody wins.

In fact, the power of the WIIFY even applies in our personal lives. Consider this example:

Debbie runs a small but growing catering business. In the past, she has managed to keep most of her weekends largely free of work, which her husband, Rich, thoroughly appreciates. Now, however, she’s received the proverbial “offer she can’t refuse”: a request to cater a series of receptions at the local art museum that will keep her busy on weekends throughout the fall and winter. It will be quite lucrative as well as prestigious, but Debbie has to convince Rich to support her in this endeavor. Over dinner one evening, Debbie paints an eloquent word picture of how catering the receptions will put her company on the map, but she doesn’t tell Rich how he’ll benefit.

To win Rich’s support, Debbie should say something like this: “This contract could boost my profits from the catering business next year by over 50 percent. It’ll be enough to let me hire an assistant manager who can run the business for three weeks next summer . . . while we take that European tour we’ve always dreamed about.”

In this example, Debbie had to do more than simply reframe the idea to make the WIIFY clear. She also had to adjust her plans so that Rich will receive a definite personal benefit. One of the advantages of crafting a well-conceived WIIFY is that if you haven’t previously shaped your proposition to be a true win/win deal with benefits for everybody, then presenting the WIIFY will impel you to do just that. Improving your presentation can also help to improve the underlying substance.

The Duchess of Windsor famously once said: “You can never be too thin or too rich.” I amend her adage with “. . . or offer too many WIIFYs.”
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The Danger of the Incorrect “You”







One seemingly obvious aspect of the WIIFY principle that proves to be a stumbling block for many businesspeople is the danger of the incorrect “you.” Let me demonstrate:

One of my clients (let’s call him Mark) was the CEO of a company that manufactured dental instruments, wonderful tools of exceptional quality and precision to perform root canal procedures. Mark’s prior experience had been as a top salesman for another dental instrument company. Now, as CEO, Mark was preparing to take his new company public. I coached him through a rehearsal of his IPO road show by role-playing, as I usually do, a high-powered fund manager at Fidelity.

Mark eloquently presented his company’s strengths, focusing in particular on the high quality of their products. As an example, he described the special features of the new dental instrument his company had developed. Mark held up the actual instrument, looked at me, and said, “With this instrument, you can do better root canal procedures, more quickly and with less pain.”

I stopped him. “That’s fine,” I said. “But I’m an investor, remember? I don’t do root canals!”

“Hmm,” said Mark. He smiled, thought for a moment, then held up the instrument again, and said, “So you can see that the tens of thousands of endodontists across this country and thousands more around the world who want to do better root canals need instruments like this one, and they’ll have to buy them from us!”

Now that’s the correct you!

You can see Mark’s problem: In trying to formulate the WIIFY, he’d lost sight of his audience, the “you” of the question “What’s in it for you?” Instead, he devised a WIIFY that referred to the ultimate end user of his product, the endodontists, to whom he’d previously been selling. To hone his appeal to the investors who were now his audience, it was necessary for Mark to carefully focus on their concerns, which related to the size of the market for his instruments.

Can you get away with the incorrect you? Will your audience be able to translate the benefit to another party into terms that are meaningful to them? Of course they can. But if they do, they will have to make a split-second interpolation to adjust to the correct you. During that interval, they may stop listening to you and start thinking.

Don’t make them think!

Consider those words as a guideline for Audience Advocacy. Make it easy for your audience to follow, and your audience will follow your lead.





Make it easy for your audience to follow, and your audience will follow your lead.




What if the audience did make the leap themselves, translating the WIIFY into terms that are meaningful to them? In Mark’s case, he would still be missing a golden opportunity to manage his audience’s mind to Point B.

This problem of the incorrect you is a surprisingly common one. Many of us in business have to sell ourselves and our stories to multiple constituencies, each with different biases, goals, preferences, interests, and needs. It’s easy to lose sight of today’s audience and address another audience’s WIIFY.

Here’s another example of the problem of the incorrect you:

Reed Hastings is the CEO of Netflix, an online DVD subscription company that went public in the spring of 2002. I had worked with Reed back in 1996, when he headed another company called Pure/Atria Software. At that time, I taught Reed, as I do all my clients, the subtle but important difference of addressing the correct you. Nonetheless, when Reed emailed me the draft of his road show for Netflix, one of the first slides in the presentation described his core business as shown in Figure 2.1.





[image: Image]

Figure 2.1. Netflix business description slide, first draft.






When Reed arrived for our coaching session, I assumed my usual role as a potential investor in Netflix’s stock offering. I said, “Reed, this presentation makes me really eager to sign up and become a loyal subscriber of Netflix . . . but you didn’t come here today to get me to subscribe. I can sign up on the Internet. Treat me as an investor.”

Reed smiled and said, “What do you suggest?”

On the computer, I revised Reed’s slide to read as it does in Figure 2.2.
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Figure 2.2. Netflix business description slide, second draft.






Suddenly, the entire frame of reference changed from the attractiveness of Netflix’s consumer offering to how large the market opportunity was . . . a much more important consideration for Reed’s investor audience.

Reed smiled broadly and said, “How about tens of millions of movie lovers?”

“Great!” I concurred. “How about ‘tens of millions in the U.S. alone’?”

Reed accepted the revision, polished his presentation, and then left to begin his IPO road show. One month later, when Netflix went public, they offered 5.5 million shares for sale. They received orders for 50 million shares . . . oversubscribed by nearly 10 times.

On their own, the members of the investor audience could have readily deduced that “Rent All the DVDs You Want” really referred to the many millions of potential Netflix customers, but then the audience would have been doing the math for themselves. By providing the logic for them, Reed led them to a conclusion and, in doing so, built their confidence. Reed seized his opportunity.

Never take the “you” in the WIIFY for granted. It’s always necessary to give deliberate thought to who your audience is and what they want. If your WIIFY is designed for the wrong ears, it can fall flat.

Also note this: The problem of the incorrect you is a major reason to resist the temptation to create a generic presentation about yourself, your company, or your products. The generic presentation, or “the company pitch,” as it is frequently called, assumes that the same presentation can be used with few or no changes for a variety of audiences. However, the same story that excites and inspires your own employees may bore your customers and actually alienate and anger your suppliers, or vice versa. The same story that persuades technical customers to buy your product may confound your potential investors.

A perfect case in point comes from Alex Naqvi, the former CEO of Luminous Networks, whom we met in the previous chapter. Luminous, which had started in business in 1998, planned eventually to go public, but given the challenging market conditions in 2001, Alex and his team decided to take their show on the private, rather than the public, road to seek additional financing.


Before we presented to the investors, we also did due diligence on them and their professional backgrounds. If they were from the technology industry or had worked for one of the carriers, I would tell the story differently; I’d use technology buzzwords that I knew they would understand. But if the investors had formerly been investment bankers, I’d explain our business differently. The key is that everyone in the audience should be able to relate to what I’m talking about.

We did a total of about 60 presentations. It was a very tough environment, a poor financial market. But in the end, the presentation helped us raise the money we needed . . . 80 million dollars. When I tell people about it, they don’t believe that we were able to achieve that given the tough climate we were operating in.




Although the title of this chapter is “The Power of the WIIFY,” it could also be considered “The Power of ‘You.’” “You” generates innumerable potent benefits, all of them targeted at persuading your audience. “You” is so powerful that I have developed a simple rule I apply to everything I write: books, articles, letters, and emails. Before dispatching any document, I do one final review to see if I can insert additional instances of “you.” In this chapter alone, “you” has occurred 76 times thus far, not counting its variations of “your,” “yours,” and “yourself.”

For example, if I met someone at a business function, I might send that person a follow-up email:


It was good that we met at the conference. I look forward to future meetings.




With the “you” rule applied, it would read as follows:


It was good to have met you at the conference. I look forward to meeting you again in the future.




Try the “you” rule yourself. It will personalize the tone and heighten the impact of any book, article, letter, or email you write.






Chapter Three. Getting Creative: The Expansive Art of Brainstorming

















Company Example


	Adobe Systems












The Data Dump







As you’ve seen, a critical component of crafting a winning presentation is that, first and foremost, you must get your story right. Although a strong speaking voice, appropriate gestures, and skilled answers to challenging questions are important factors, none of them will yield a really powerful presentation unless your story is clear and leads your audience directly where you want them to go: your Point B.

Creating your presentation begins with the development of your story. Here is one of the first places where traditional methods of creating a presentation can go wrong.

Remember the MEGO syndrome? It strikes when Mine Eyes Glaze Over during a presentation that overflows with too many facts, all poured out without purpose, structure, or logic. When that happens, the presentation degenerates into a Data Dump: a shapeless outpouring of everything the presenter knows about the topic.

All too many businesspeople labor under the mistaken assumption that, for their audience to understand anything, they have to be told everything. As a result, they give extensive presentations that amount to nothing more than Data Dumps: “Let’s show them the statistics about the growth of the market. Then we’ve got the results of the last two customer satisfaction surveys. Throw in some excerpts from the press coverage we got after our product launch. Give them the highlights of our executive team’s resumes. And don’t forget the financial figures . . . the more, the better.” This is known as the Frankenstein approach: assembling disparate body parts.

The audiences to these Data Dumps are hapless victims. But sometimes the victims rebel. “And your point is?” and “So what?” are the all-too-common anguished interruptions of audiences besieged and overwhelmed by torrents of excessive words and slides. Those interruptions, however, are made more out of self-protection than rudeness. The fault, dear Brutus, is not in our stars, but in ourselves.

Hopefully, you’ll never inflict a Data Dump on any of your audiences. But performing one is vital to the success of any presentation. The secret: The Data Dump must be part of your preparation, not the presentation. Do it backstage, not in the show itself. (The Greek word “obscene” originally described any theatrical action, such as a murder, that was kept offstage, out of the scene, because it was improper to display such behavior in public. In this sense, you can regard a Data Dump as literally obscene.)





The secret: The Data Dump must be part of your preparation, not the presentation.




What you need instead is a proven system to incorporate a thorough Data Dump into the development of your story. Brainstorming is that system. It’s a process that encourages free association, creativity, randomness, and openness while helping you consider all the information that may (or may not) belong in your presentation. Later on in the process, you can sort, select, eliminate, add, and organize these raw materials into a form that flows logically and compellingly from Point A to Point B. At the start, the key is not to apply logic to the materials, but simply to get them all out on the table, where they can be examined, evaluated, and sorted. Do the distillation before the organization: Focus before Flow.





Do the distillation before the organization: Focus before Flow.




To understand this approach, it’s important to consider the different processes and skills that go into the creative effort of developing a presentation. These are concepts drawn from my shared experiences with professional creative people in the media.


Left Brain Versus Right Brain









Scientists have long been fascinated by how different mental functions are centered in different areas of the human brain. Most of the higher brain activities occur in the cerebrum, which is divided into left and right hemispheres. According to most scientists, the left and right halves of the brain are responsible for different forms of reasoning. The left side controls logical functions and is associated with structure, form, sequence, ranking, and order. It tends to operate in a linear, first-one-thing-and-then-the-next fashion. The right side controls creative functions and is associated with concepts. It is essentially nonlinear in its operations. The right brain bounces around among concepts, following connections that are impossible to explain logically.

Building a presentation is a creative process. That means starting with the right brain.

Here’s the problem: Most presenters, when developing their stories, tend to apply a left-brain approach to what is really a right-brain process. They try to jump immediately to a logical, structured, linear end product when their right brain is still caroming in nonlinear mode.

Why? Because businesspeople are results-oriented rather than process-oriented. I’m sure that you, like most businesspeople, are quite process-oriented when it comes to critical matters such as long-term strategy, product design, or problem-solving, but these are all subjects for off-site meetings. Backstage!

When it comes to results-oriented tasks, such as developing a presentation to a very important audience (front and center stage), you are eager to get there in the shortest distance between two points. You think that a time-consuming process might delay the result. But if you choose a left-brain process while your right brain is free-associating, you’ll wind up traversing that seemingly short distance between points over and over and over again. You’ll end up spinning your wheels and spilling out a Data Dump.

The solution is timing. It’s not a matter of more time; it’s about the proper use of time. Get the sequence right: Let the right brain complete its stream-of-consciousness cycle before applying the left brain’s structure. Focus before Flow.





Let the right brain complete its stream-of-consciousness cycle before applying the left brain’s structure.




A vivid illustration of the distinct difference between right and left brain functioning is spoken language. Speech reflects how the right brain operates in its spontaneity, in its grammatical and syntactical messiness, and in its frequent logical leaps.

Let’s illustrate with an excerpt from the live presidential debate between then-Governor George W. Bush of Texas and Vice President Al Gore. The debate, in a town hall format, took place on October 17, 2000, and PBS anchor Jim Lehrer was the moderator. Each candidate was given a chance to respond to questions posed by ordinary citizens. Here is Governor Bush’s response to the following question: “How will your tax proposals affect me as a middle-class 34-year-old single person with no dependents?”


You’re going to get tax relief under my plan. You’re not going to be targeted in or targeted out. Everybody who pays taxes is going to get tax relief. If you take care of an elderly in your home, you’re going to get the personal exemption increased.

I think also what you need to think about is not the immediate, but what about Medicare? You get a plan that will include prescription drugs, a plan that will give you options. Now, I hope people understand that Medicare today is—is—is important, but it doesn’t keep up with the new medicines. If you’re a Medicare person, on Medicare, you don’t get the new procedures. You’re stuck in a time warp, in many ways. So it will be a modern Medicare system that trusts you to make a variety of options for you.

You’re going to live in a peaceful world. It’ll be a world of peace, because we’re going to have clearer—clear-sighted foreign policy based upon a strong military, and a mission that stands by our friends—a mission that doesn’t try to be all things to all people. A judicious use of the military which will help keep the peace.

You’ll be in a world, hopefully, that’s more educated, so it’s less likely you’ll be harmed in your neighborhood. See, an educated child is one much more likely to be hopeful and optimistic. You’ll be in a world in which—fits into my philosophy, you know, the harder work—the harder you work, the more you can keep. It’s the American way.

Government shouldn’t be a heavy hand. That’s what the federal government does to you. Should be a helping hand. And tax relief in the proposals I just described should be a good helping hand.[1]




Remember (if you still can) that the original question had to do with how a 34-year-old single person with no dependents would be affected by the candidates’ competing tax plans.

The response given by Governor Bush (soon to be President Bush) veered and rambled all over the place. He never specifically addressed the question of how a 34-year-old single person would be affected by his tax plan . . . except at the very beginning of his ramble with a broad, general assertion: “You’re going to get tax relief under my plan,” which didn’t explain how much relief or what kind.

Governor Bush began by talking about offering an increased tax exemption to those who care for “an elderly,” forgetting or ignoring the fact that the person who asked the original question specified that she had no dependents.

Next, he skipped to Medicare (a subject of less-than-immediate interest to a 34-year-old). Then he skipped further off the path on to the topics of world peace, military policy, education, and, finally, work ethic.

Six subjects later, in his last sentence, probably recalling that the original question dealt with taxes, Governor Bush belatedly referred again to “tax relief in the proposals I just described,” skimming over the fact that he never did describe any tax proposals.

This is not meant to pick on George W. Bush. Some of our most effective political leaders have been known to speak in a rambling fashion (Dwight D. Eisenhower, for one). And, speaking crisply and logically is no guarantee of statesmanship or political wisdom. Depending on your own political views and personal tastes, you might find Bush’s speaking style infuriating, comic, or refreshingly human.

The essential point is a more general one. An excerpt of spoken language, when transcribed and printed, will never read like well-crafted prose. As a personal example, I recently recorded myself during a program with my clients, delivering the same material I’ve delivered for two decades. When I read the transcription, I was surprised to see how irregular my word patterns were. The reason: Spoken language is governed by the right brain. Rather than focusing on the rules of logic, grammar, syntax, and consistency, the mind flows freely, wherever the concepts lead.

By contrast, the production of written language tends to be governed by the left brain. When most people sit down to write a letter, memo, or report, their minds are front-loaded with those left-brain functions: logic, grammar, spelling, and punctuation. Rather than bouncing freely from one idea to the next, considering names, references, and concepts that may or may not be clearly developed, they move methodically through a sequence of points, meticulously self-correcting their syntax and logic as they go.

The result is a document that is technically correct. It doesn’t contain fractured sentences like George W. Bush’s “You’ll be in a world in which—fits into my philosophy, you know, the harder work—the harder you work, the more you can keep,” or repetitions like his “Now, I hope people understand that Medicare today is—is—is important.”

If the writer’s thinking is being ruled by the left brain, the natural flow of concepts is often impeded. As a result, the ensuing document almost inevitably omits ideas that are necessary or, worse, includes ideas that are unnecessary, overly detailed, or irrelevant.

You’ve probably written documents this way yourself: sitting down cold at your keyboard and banging out an email, memo, or letter, “editing” it for style and content on-the-fly. If so, you may have had the experience of reading the document afterward and discovering that you’d completely forgotten to mention an important fact or idea, or you may have stuck in a completely irrelevant detail. This is a natural by-product of left-brain dominance.

Developing a presentation by starting with left-brain considerations such as logic, sequence, grammar, and word choice (or, for that matter, the color, style, and design of slides) is ineffective. Crafting a presentation is a creative task, and it must start with the resources that are available only on the right side of your brain. Use the right tool for the right job.





Crafting a presentation is a creative task, and it must start with the resources that are available only on the right side of your brain.




Therefore, begin your story development process by doing what your brain is going to do anyway: follow the stream of consciousness, and capture the results during Brainstorming.





Managing the Brainstorm: The Framework Form







When you start to Brainstorm about your very important presentation to your very important client, do you want to start by thinking about what you’ll wear? I doubt it. Do you want to start by thinking about the rest of your schedule on the day of your important presentation? I don’t think so. Attire and calendar are related to the presentation, but only peripherally. You needn’t include them in your Brainstorm.

Before you begin the Brainstorming process, you must first tighten your focus past the peripherals. To do this, begin with a tool called the Framework Form.

Think of your presentation as a blank canvas within a frame. This is where you will do your Brainstorming. To tighten the focus, you need to set the outer limits, the parameters, of your presentation. They include the following elements.


Point B







Since most presentations lack a clear point (the first of the Five Cardinal Sins), why not start with it? In other words, start with the objective in sight, and work toward it. Here again, this rule incorporates the wisdom of Aristotle and Stephen R. Covey.



Audience







Now that you appreciate the importance of Audience Advocacy, you must analyze what your intended audience knows and what they need to know to understand, believe, or act on what you are asking. Use the following three metrics to analyze your audience:



	Identity. Who will be in the audience? What are their roles?

	Knowledge level. Remember that one of the Five Cardinal Sins is being too technical. You cannot be an effective audience advocate unless you know your audience and are prepared to communicate with them in language they understand. Therefore, it’s important to spend time during your preparation process analyzing your audience and anticipating what they know and what they don’t know.
As a tool for assessing your audience’s knowledge level, I’ve developed a simple, nonscientific chart, called the comprehension graph. It measures knowledge along the vertical axis, from zero (no background knowledge about the presentation topic) to the maximum (knowledge that usually only the presenter would have). The horizontal axis measures the number of people in the audience.

To use this graph, mark points along it that represent what fraction of your audience will be located at each knowledge level along the vertical axis. For example, for a presentation about a new high-tech product to an audience that includes a large number of relatively unsophisticated listeners, along with a handful of engineers and other knowledgeable experts, the graph might look like Figure 3.1.
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Figure 3.1. The comprehension graph.






The specific shape of the line you draw should be in your mind constantly as you prepare and present your material. If only a few members of your audience share your level of technical or industry knowledge (as is often the case), you can’t fly too high for too long. You need to put significant effort into translating your technical information, using language, examples, and analogies that everyone can understand.

When technical terms are unavoidable, you can raise the audience’s knowledge level through the use of parenthetical expansion. Simply stop your forward progress and explain your complex concepts and terminology by parenthetically adding, “By that I mean . . . ” and then going on to offer a clear and simple definition.



	The WIIFY. This is undoubtedly the most important factor in analyzing your audience. Remember that another of the Five Cardinal Sins is no clear benefit to the audience. Ask yourself: What does your audience want? How does the subject of your presentation offer it to them? How can you make the benefits to your audience crystal clear?







External Factors









External factors are conditions that are “out there,” in the world, independent of you and your audience. They can impact your message and how it may be received. Some external factors are positive, and some are negative. For instance, when making a pitch for investment dollars for your company, a rapidly expanding market for your product would be a positive external factor, while the emergence of powerful new competitors would be a negative external factor. You must consider all the external factors as you prepare your presentation. In some cases, you may need to change the content of your presentation or alter its structure to respond to unusually powerful factors. Be sure that you include counterpoints to the negative factors.



Setting







Throughout the preparation process, keep in mind the physical setting for your presentation. These factors, too, may affect the content of your presentation. You can analyze the setting by asking and then answering these classic journalistic questions:



	Who? Will you be the only presenter? If not, how many others will be presenting before and after you? How will you distribute the parts of the story among the presenters?

	When? When will you be making the presentation? How much time will you be allotted? Will you have time for audience interaction? Will there be a question-and-answer period?

	Where? Will you be meeting in your company’s offices, on your audience’s turf, or in some neutral setting? How will the room be arranged? Will it be an intimate or massive setting? In a larger setting, where only you will have a microphone, it’s likely you’ll give the entire presentation uninterrupted. In a smaller setting, interruptions are inevitable. If so, allow time for discussion.

	What? What kind of audiovisual aids will you be using? Will you be doing a demonstration to show your product in action? If so, will there be room and visibility to perform the demo? When will you do the demo: before, during, or after the presentation?




You must determine all these factors and define them in your Framework Form before you start your Brainstorming. Use the Framework Form shown in Figure 3.2 to assemble and capture all the preceding information as you develop it.
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Figure 3.2. The Power Presentations Framework Form. (You can download a copy of this form by visiting our website, www.powerltd.com.)






Define all these factors as clearly and as specifically as possible. There is no such thing as a one-size-fits-all presentation. Build a presentation tailored to one audience, on one occasion, presented by one set of presenters, conveying one story, with one purpose. A presentation that is not custom-built will inevitably be less effective and less likely to persuade. Why bother presenting at all if you are not prepared to invest the time needed to make your presentation all that it can be?

Does this mean that you need to start every presentation from scratch? Not necessarily. After you’ve done the process once, the second time will be much shorter, and shorter still for each succeeding iteration. In the 20 years I’ve been in business, the process has never taken me more than an hour and a half the first time with a client, regardless of the subject, from the most complex biotech company to the simplest retail story. It usually takes 15 minutes the second time, and less each time thereafter.

Eventually, you’ll be able to click and drag parts of one presentation into another. The key is to develop each presentation by starting with the basic concepts of the Framework Form. This initializing process will help ensure that each presentation you make is effectively focused on each persuasive situation you face.

Resist any temptation to skip or short-circuit the Framework Form process. Don’t take it for granted that everyone in your group knows and understands the mundane who-what-when-where-why details of your presentation. Lay out these facts in advance; they will have a positive impact on what should and should not appear in your presentation, and in what form.

Now that you’ve set the context and focus, you’re ready to begin developing potential concepts. Now your right brain, rather than thinking about attire or schedule, can focus on more relevant ideas. You’ll want to capture those ideas as they emerge, and that’s where we turn to Brainstorming.





Brainstorming: Doing the Data Dump Productively







Here’s how to do productive Brainstorming:



	Set up a large whiteboard or an easel with a big pad of paper and lots of pushpins to mount the sheets. I prefer a whiteboard because it allows me to erase and rewrite free-flowing ideas at will. It also results in a neater and easier-to-read set of Brainstorming notes. Have on hand a supply of markers in several colors. Use different colors to indicate different groups or levels of ideas.
There are several high-tech products on the market that can capture written scrawls electronically from a whiteboard to a computer and then to a printer. (I use eBeam, www.e-beam.com.) These tools are very cool, but not essential. You can always ask someone to hand-copy the notes during or after the Brainstorming.



	Gather your Brainstorming team. It should include all those who will participate in the presentation, as well as any others who have ideas or information to contribute.

	You, as the presenter, or someone from your group (with reasonably neat handwriting) should handle the markers and capture the Brainstorming ideas on the whiteboard. This person is your scribe. In my programs with my clients, I act as both scribe and facilitator. As a facilitator, I assume a neutral point of view and simply take down all ideas as they come up, without judgment. There are no bad ideas in Brainstorming. Let them all flow. That is the essence of right-brain thinking. I also ask that each person in the group feed his or her ideas through me so as not to lose any ideas in side discussions, crosstalk, or digressions. I post all the ideas on the whiteboard for all to see and share.




There are no bad ideas in Brainstorming.




Have your scribe assume a similar role. Your scribe should not have a bias for or against any idea that emerges. Consider your scribe as Switzerland: neutral in all events.



	Launch the Brainstorming session by having someone, anyone, call out an idea about something that might go into the presentation. One person might say “Management.” You or your scribe should write the word “Management” on the whiteboard and then draw a circle around it to turn that concept into a self-contained nugget.

	As each concept comes up, the entire group should help to explode the concept. For example, once “Management” appears on the whiteboard, pop out whatever ideas come to mind that are related to management. For example, there are the various members of your company’s top management team: the CEO, the chairman, the CFO, the executive vice president. You or your scribe should jot these down as they come up, circle them, and link the circles to form a cluster of related ideas. Call the major idea in a cluster the “parent” and the subordinate ideas connected to it the “children.”

	Continue to do the same for other concepts that people in the group suggest. Certain concepts come up in almost every business presentation: “Our Products,” “Our Customers,” “Market Trends,” and “The Competition.” Depending on the specific purpose of your presentation and the issues your company is currently facing, some concepts will be unique to your presentation. As you work, you’ll gradually fill the whiteboard with related concepts that might look something like Figure 3.3.
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Figure 3.3. A typical Brainstorming whiteboard.








	As you work, be flexible! Don’t be afraid to bounce from concept to concept as necessary. While the group is exploding the concept of “Marketing Plan,” someone might interject, “Oops! We forgot to list Jim, the marketing vice president, as a member of the management team.” No problem; squeeze Jim in on the whiteboard. If necessary, use the eraser.
Someone else might say, “There’s a market statistic I’d like to include, but I’m not sure the latest data is available.” No problem; note the idea wherever it belongs with a question mark in the circle. The placeholder will remind you that further research is needed.






As the Brainstorming proceeds, you’ll find that ideas pop up all over the place. The ideas will shift, connect, disconnect, and duplicate as they seek relationships with other ideas. This is your right brain at work. As ideas continue to come up, they will move around. Let it happen. Relationships will emerge, change, and develop. Capture all the activity on the whiteboard.


The Spirit of the Brainstorm







While your team is Brainstorming, the right brain must rule. Remember that most businesspeople are left-brain-oriented, conditioned by education and experience to apply logic, reason, and rules to every activity. Learn to stifle this tendency during your Brainstorming. Avoid wordsmithing ideas. If you get bogged down in debating the proper words, you’ll impede the free flow of fresh concepts. It’s hard to avoid wordsmithing at first, but you’ll find it surprisingly liberating.

Remember: There are no bad ideas in Brainstorming. Avoid censoring any ideas. The person whose idea is rejected is likely to feel rebuffed and may become reluctant to offer other ideas. When anyone mentions a new idea, jot it somewhere on the whiteboard, even if it strikes others as trivial or irrelevant. Even a seemingly needless idea can be useful, since it may stimulate someone else to bring up a related fact that may turn out to be important. Get it all down. Don’t worry about recording too much information; not everything on the whiteboard will end up in your presentation. Consider all ideas during Brainstorming as candidates, not finalists. The right time to do the Data Dump is during your preparation . . . and not during your presentation!





Consider all ideas during Brainstorming as candidates, not finalists.




Avoid thinking about structure, sequence, or hierarchy. If you find yourself wanting to say, “That idea should go up front” or “That idea should close the presentation” while other ideas are popping up, it would be like trying to rub your stomach and pat your head at the same time. Structuring front-loads your mind with sequence, order, and linear thinking, the hallmarks of your left brain. Instead, let the concepts tumble out in nonlinear fashion, just the way the synapses of your brain fire naturally. Think about structure later. Remember: Focus before Flow.

Give yourself enough time to do a thorough Data Dump. Don’t put down your markers the first time there’s a long pause in the conversation. Chances are the group is just taking a mental breather. Most Brainstorming sessions feature two or three “false finishes,” each followed by an explosion of new ideas, before the group has really exhausted its store of information and ideas.

When you are truly done, your whiteboard will be filled with lots of circles. At that point, the entire group will be able to see all the elements of your story, all the candidate ideas, laid out for easy examination and organization.

If any of this sounds familiar, it should: It is the kind of out-of-the-box thinking that many businesspeople use in strategic planning, product development, or problem-solving sessions. Well, these are the very same minds and the very same subject matter that go into a presentation. Why not use the same process?

One of the benefits of Brainstorming is that it provides a panoramic view. It’s like spreading out all the parts of a kid’s bicycle before you start trying to follow the all-too-complicated assembly directions; or the way a chef lays out all the ingredients for a complicated dish before the cooking begins in what’s called a mise en place. Spreading out the raw materials of your presentation gives you ready access to and control of all your ideas.

Contrast this approach with a left-brain, linear process. The typical left-brain method is to start by designing Slide 1: “Okay, we’ll open with our company mission statement”; then Slide 2: “Now let’s talk about the management team”; then Slide 3: “Now the statistics about the marketplace”; and so on. The problem with this approach is that, as you focus on the slides one by one, each slide effectively covers and hides the slide before. As a result, you’re looking at only one concept at a time. You never see the whole story at once; therefore, you never see all the components organized into a few key high-level units.

Instead, the Brainstorming approach follows the right brain’s natural functions. It allows your ideas to pour out in a random, nonlinear fashion, ensuring that every relevant concept (as well as every irrelevant one) gets a place on the radar screen. Later, you’ll enlist the help of the left brain in bringing order to the raw materials you’ve generated.



Roman Columns: The Technique of Clustering







Brainstorming generates a host of ideas of varying importance, loosely related to one another. The first step in getting from this relative chaos to an organized, clearly focused presentation is a technique known as Clustering.

Actually, we’ve already used Clustering to a degree. In the previous group Brainstorming example, every time the group exploded a concept into a series of related concepts, forming a group of linked circles on the whiteboard, they created a cluster. These clusters reflected the natural relationships among the ideas as they poured out during Brainstorming: parents and children.

Clustering is a necessary technique for organizing any complex material for presentation to an audience. It’s also an ancient concept, dating back to the classic rhetoricians of Greece and Rome.

There’s a story, probably apocryphal, about a Roman orator whose memory was legendary. (It may have been Cicero, although the documentation is sparse.) The orator often spoke in the Roman Forum extemporaneously for hours, without referring to a single note. His secret was a memory technique that is still used today. We can imagine him explaining it to a curious admirer in a dialogue like this: “You asked me how I can speak coherently at length, without written notes. Did you notice today how I walked around the Forum as I spoke?”

“Indeed I did. I assumed you did so in order to reach out to those in every corner of the audience.”

“In part,” replied the orator. “But there was a more important reason. As I walked from point to point around the edges of the Forum, I paused for a time at six different marble columns. Those columns are my memory aids. Each one symbolizes and reminds me of one group of ideas. Thus, rather than memorizing dozens of particular details, I have to recall only the six key ideas. Each of those key ideas evokes the details related to it.”

Did Cicero really use this technique 2,000 years ago? No one knows for sure. But today I urge my clients to use the same technique to distill the ideas in their presentations. Clustering lets you reduce the 40 or 50 ideas that fill your whiteboard to five or six Roman Columns, the key ideas that organize all the rest. Each column has a group of subordinate ideas. Now instead of trying to organize many ideas at the detail level, you can organize them at the 35,000-foot level.

When you look at your whiteboard filled with ideas, you will find key clusters emerging from the chaos. Examine the whiteboard, and use a new marker color to highlight the most significant ideas. The idea is to make the parents stand out visually from the mass of data, as shown in Figure 3.4.
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Figure 3.4. Parents and children.






As your group works on identifying clusters, you may find yourselves identifying links and connections that didn’t occur to you before. That’s fine; just draw lines on the board as needed, or erase and redraw the circles and lines as necessary. You may find yourself shifting concepts around: “Say, doesn’t that point about the changing demographics of our market belong with ‘Key Trends’ rather than with ‘Sales Potential’?” “How about connecting ‘Cost Savings’ to ‘Customer Benefits’ instead of to ‘Unique Product Features’?” No problem; move the children and link them to the most appropriate parent.

If some ideas seem to have no connection to any of your Roman columns, now is the time to ask whether those ideas are truly relevant and necessary. Perhaps they don’t deserve to survive the transition to the finished presentation. And if you think of new ideas that should be inserted, go ahead and add them. That’s all part of the process.

As you can see, the technique of Clustering begins the process of organizing and introducing logic into the presentation. After having deliberately held back your left brain, you can now let it begin to get into the act.



Splat and Polish







You may be tempted to short-circuit the process by skipping the Brainstorming stage. “Why not start with clusters of key ideas?” you might say. “I could probably sit down right now and list the five main points we need to emphasize. That would save us all a lot of time.” That’s your logical left brain speaking. It wants to avoid the messy, uncontrolled process of free association. But the human mind doesn’t work that way.

Start by unloading a “Splat!” of ideas in whatever order they came out, free-form . . . a total Data Dump. Organize them later, and later still polish them into words and sentences and paragraphs and, ultimately, into slides. This process is called Splat and Polish.

In my many years in the media, I’ve learned that most professional writers . . . novelists, journalists, playwrights, technical writers, and historians . . . follow this same process. Not one of them will write a single page of text until they’ve done their research, brooded over their topic, and assembled a mass of notes about it. They may note their ideas on Post-its, on dog-eared index cards, in spiral-bound notebooks, or simply in stacks of loose pages. Those notes, of course, are their Data Dump.

Results-oriented businesspeople, unfortunately, don’t use the same process when creating a presentation or, for that matter, when writing a report, a speech, or a memo. That’s the way businesspeople are accustomed to thinking: Get to the endpoint as quickly as possible. Find the shortest distance between two points. They figure that the quickest way to get a presentation done is to just start writing. Logical, yes? Yes, and wrong.

Here’s a story that illustrates the pitfalls that the Splat and Polish approach can help you avoid:

Judy Tarabini (now McNulty) was a vice president in the technology unit of the Hill and Knowlton Public Relations Agency when Ben Rosen, continuing his promise to help me grow my business, introduced me to the firm. After I delivered my program successfully to one of Judy’s clients, she began to call on me regularly for her other clients.

In 1993, Judy joined the corporate communications department of Adobe Systems. It wasn’t long before she called on me to work with Adobe. This time she had a high-level, mission-critical presentation: Adobe was about to introduce its Acrobat product, and they were planning to have their entire senior management team, about 15 strong, fan out into the market to make launch presentations. Judy was so positive about my program, she convinced Adobe’s entire senior management team, including the founding chairman and CEO, John Warnock, and his cofounding partner and president, Chuck Geschke, to participate in a story development session with me.

As always, we started with a blank slate. I stepped up to the immaculate whiteboard in the amply appointed executive conference room at Adobe’s then-brand-new corporate headquarters in Mountain View. (They have since moved to even newer and more advanced facilities in San Jose.)

I started drawing out the executives. We began with Point B, we continued on to the WIIFY, then we moved on to the Brainstorming. As those very bright and very high-powered people spouted their thoughts, I raced to capture them on the whiteboard. We got lots of clusters: the Acrobat rollout schedule, the distribution plan, the Acrobat partners, the product benefits, the market, and many more. Before long, the whiteboard was filled to the edges with clusters of ideas.

Then there was a pause. I looked around the room and said, “Please take a moment and look at all the clusters on the whiteboard. Tell me whether we need to alter any of the ideas, whether we need to consider shifting associations, or whether we’ve omitted anything.”

A thoughtful silence ensued. Then suddenly, reverberating in the silence, there was a sharp thwack! Chuck Geschke had slapped his palm against his forehead, as in the “I should’ve had a V8!” television commercials. Then he broke into a sheepish grin and said, “We’ve left out what Acrobat does!”

Does that sound odd? Sure it does. But it happens a lot. You’re so close to your business that it’s easy to take key ideas for granted, or to overlook or forget about concepts that are second nature to you but unfamiliar to your audience. That’s one huge reason why you should never try to end-run the Brainstorming process and rush past story development. Take the time to make certain that everything (and that means everything) that may be relevant has had a chance to surface. Realizing what you omitted five minutes before the start of your presentation will be too late!





Focus Before Flow







Notice that so far I’ve held off any discussion about selecting the sequence of ideas for your presentation, which is the left-brain process. First, get the heart of your story straight; then and only then can you think about the most effective sequence of concepts for presenting that story persuasively. In developing your presentation, keep the proper order of the creative process in mind: Focus before Flow.

Now, having set the context with the Framework Form, having poured out all the concepts that might be relevant to your presentation by Brainstorming (an efficient Data Dump), and having condensed those concepts and ideas by Clustering, you’re ready to develop the flow of ideas that will guide your presentation. That’s the topic of the next chapter.





[1] www.c-span.org/campaign2000/transcript/debate_101700.asp







Chapter Four. Finding Your Flow

Company Examples


	Intel

	Cisco Systems

	BioSurface Technology

	Tanox

	Cyrix

	Compaq Computer

	ONI Systems

	Epimmune



In the first three chapters, you worked your way through the first three steps in creating an effective presentation. You developed the Framework Form, including your Point B, and you determined your audience’s WIIFY and their knowledge level. You brainstormed potential ideas to include in the presentation and distilled those ideas into clusters, also known as Roman Columns. You achieved right-brain focus.

Now you’re ready to shift to your left brain and put your clusters into a sequence, to develop a logical flow. It’s time to decide which Roman column goes first, which goes in the middle, and which goes last. In other words, you need a clear path that links all of your Roman columns, a blueprint for determining the best order for the elements of your presentation. You need flow.

The best way to express the critical importance of flow to your audience is to start with the simple example of written text. One distinctive aspect of written text is that the reader, who is the audience to the writer, has random access to the writer’s content. If the reader, while browsing through a book, report, or magazine, encounters a word or reference that is unclear but looks familiar, the reader can simply place a finger in the current page and then riffle back through the prior pages to find the original definition or reference. The reader can navigate through the writer’s ideas independently.

Your presentation audience does not have that capability. They have only linear access to your content, one slide at a time. It’s like looking at a forest at the level of the trees, only one tree at a time.

You may be doing an excellent job of presenting one tree. Your audience may be suitably impressed, thinking, “That’s a superb tree: deep roots, thick bark, rich foliage!” But if, when you move on to the next tree, you don’t make it crystal clear how it relates to the first tree, your audience is forced to try to divine the relationship on their own. They no longer have access to the first tree, which forces them to work harder to remember it and draw the necessary connections.

At that point, your audience has three choices:



	They can fall prey to the MEGO syndrome.

	They can interrupt you to ask for an explanation.

	They can start thinking in an effort to understand the missing link, and stop listening.




None of these options is acceptable. Don’t make them think!

Your job, therefore, is to become the navigator for your audience, to make the relationships among all the parts of your story clear for them. Make it easy for them to follow, to bring them up from the level of the trees and give them a view of the entire forest.

Doing this requires a road map, a plan, a formula. Like a chef who follows a recipe to use the right ingredients in the right order, you need to encompass all the Roman columns within an overarching template.

There are proven techniques for organizing ideas in a logical sequence to create a lucid and persuasive presentation. These techniques are called Flow Structures, and there are 16 different options for various types of presentations.











The 16 Flow Structures











	Modular. A sequence of similar parts, units, or components in which the order of the units is interchangeable.

	Chronological. Organizes clusters of ideas along a timeline, reflecting events in the order in which they occurred or might occur.

	Physical. Organizes clusters of ideas according to their physical or geographic location.

	Spatial. Organizes ideas conceptually, according to a physical metaphor or analogy, providing a spatial arrangement of your topics.

	Problem/Solution. Organizes the presentation around a problem and the solution offered by you or your company.

	Issues/Actions. Organizes the presentation around one or more issues and the actions you propose to address them.

	Opportunity/Leverage. Organizes the presentation around a business opportunity and the leverage you or your company will implement to take advantage of it.

	Form/Function. Organizes the presentation around a single central business concept, method, or technology, with multiple applications or functions emanating from that fundamental core.

	Features/Benefits. Organizes the presentation around a series of your product or service features and the concrete benefits provided by those features.

	Case Study. A narrative recounting of how you or your company solved a particular problem or met the needs of a particular client and, in the telling, covers all the aspects of your business and its environment.

	Argument/Fallacy. Raises arguments against your own case and then rebuts them by pointing out the fallacies (or inaccuracies) that underlie them.

	Compare/Contrast. Organizes the presentation around a series of comparisons that illustrate the differences between your company and other companies.

	Matrix. Uses a two-by-two or larger diagram to organize a complex set of concepts into an easy-to-digest, easy-to-follow, and easy-to-remember form.

	Parallel Tracks. Drills down into a series of related ideas, with an identical set of subsets for each idea.

	Rhetorical Questions. Poses, and then answers, questions that are likely to be foremost in the minds of your audience.

	Numerical. Enumerates a series of loosely connected ideas, facts, or arguments.




You can use these Flow Structures to group your clusters in a logical progression, making it easy for your audience to follow your presentation and easy for you to construct your presentation. To do that, let’s look more closely at each of the 16 Flow Structures, with brief examples of each. The chances are excellent that one or more of these Flow Structures can serve you well in organizing virtually any presentation.


1. Modular







A presentation organized in modular form is a sequence of similar parts, units, or components in which the order of the units is interchangeable. Think of the Modular Flow Structure as a plug-and-play approach: The presenter makes an arbitrary decision about the sequence of units and then presents them to the audience, one by one. This is the most loosely organized of the 16 Flow Structures, which can make it challenging for your audience to follow.

Sometimes a presenter has no other choice than to use the Modular option. Financial presentations fall into this category . . . even a financial module within a larger presentation. In an IPO road show, the CEO usually uses one of the other, more accessible Flow Structures to organize the main components of the presentation in a meaningful order. But the CFO, who presents the annual results, quarterly results, balance sheet, income statement, and other financial data, can do them in almost any sequence. It hardly matters whether the annual results precede or follow the quarterly results. The CFO can simply order the items in whatever sequence feels right and discuss each one in order.

There are other instances in which the Modular option is appropriate. For example, it can be employed for a product introduction presentation that consists mainly of new product features.

The Modular Flow Structure provides a couple of advantages. If need be, you can easily rearrange the items at will. Or, if you’re faced with time constraints, you can even omit one or two items. Convenient, yes, but challenging for your audience to follow and for you to deliver. Because there’s no compelling logic to the clusters, everyone (that includes you and your audience) is under great pressure to try to track them. Therefore, use the Modular option sparingly and briefly; and if you do, add continuity with the Linkages you’ll find in Chapter 10, “Bringing Your Story to Life.”



2. Chronological







Far more accessible than the Modular option is the Chronological Flow Structure, which organizes your clusters of ideas along a timeline. This option, reflecting events in the order in which they occurred or might occur, is ideally suited for any presentation where telling a story that deals with change is the most important objective.

You might have to make a presentation whose main purpose is to explain to the audience how a particular state of affairs came to be. For example, suppose you are the human resources director of a large company (let’s call it “Goliath Software, Inc.”) that has just purchased a smaller competitor (“David Software Co.”). The announcement of the acquisition came as a surprise to nearly all the employees of both companies, and now many of them have questions and concerns: Why has this happened? How are the employees of these two companies, long-time rivals, supposed to begin working together? What do they have in common? What does the future hold?

Senior management has called a meeting to be held in the auditorium of David Software, the acquired firm, and you’ve been asked to make a presentation to “bring the new team up to speed.” Point B, of course, is to help the David Software employees understand the acquisition and begin to feel as though they are a part of the new, expanded Goliath family of companies.

One effective way to organize your presentation could be the Chronological Flow Structure. Present a timeline showing where Goliath Software started, where it is today, how and why the acquisition occurred, and how the two companies will move forward together in the future. By making your audience conversant with Goliath’s history and by showing them that the acquisition is a natural outgrowth of the convergence between the two firms, you are likely to assuage the concerns of the David Software team and to begin building strong connections with their new employer.



3. Physical









If the Chronological Flow Structure organizes your presentation according to the logic of time, the Physical option follows the logic of place. A presentation using a Physical Flow Structure takes its cues from geography, organizing clusters of ideas according to their physical location.

Suppose your company is a distribution operation whose points of presence around the world represent its major competitive advantage. And suppose you are asked to make a presentation to an audience of potential customers who operate international businesses and are looking for a distribution partner that can serve their needs globally. You might organize your presentation according to the Physical Flow Structure.

You might introduce your clusters by saying, “Worldwide Distribution, Inc. has warehouses and shipping centers at 11 strategic locations on five continents, from the U.S. to Australia, from Brazil to France, from China to North Africa. To help you see why Worldwide is better positioned to serve you and your customers than any other distribution company, let me walk you through how each of those centers operates and connects within our global distribution network.” This is an intuitive, easy-to-follow structure for the presentation.



4. Spatial







In contrast to the Physical option, which follows a literal geographic arrangement, the Spatial Flow Structure organizes your ideas conceptually, according to a physical metaphor or analogy, providing a spatial view of your topics: for example, from the top down, from the bottom up, from the center out, or from the outside in.

I often give presentations at industry or financial conferences, where I’m asked to discuss what it takes to create an effective presentation. For this purpose, I use a Spatial Flow Structure: from the bottom up, depicting this graphically as a pyramid, as shown in Figure 4.1.





[image: Image]

Figure 4.1. Spatial Flow Structure: from the bottom up.






The forest view is that every presentation has five primary components:



	Story development

	Graphics design

	Delivery skills

	Tools of the presentation trade

	Question-and-answer techniques




Point B of this presentation is that a really effective presenter masters all five components. Of these five, the most fundamental is the story. Starting with the story at the foundation, I then go on to describe all the other components, working my way up the pyramid to the peak, the question-and-answer skills. Along the way, I provide techniques to optimize each component, illustrating with examples and anecdotes.

The techniques and illustrations vary from one conference to another, but the Spatial Flow Structure remains the same. It creates an image that audiences find easy to understand, remember, and transmit to others: “What did Jerry say about the effective presentation?” “He said it’s like a pyramid, with the story at the bottom and question-and-answer skills at the top.”

The Spatial Flow Structure can be used the other way as well: from the top down. Here’s an example:

At Intel Corporation, Randy Steck and Dr. Robert Colwell were the leaders of a crack engineering team working in an atmosphere of the utmost secrecy to develop Intel’s next-generation integrated circuit, the P6. (The San Francisco Chronicle wrote, “ . . . you’d think the P6 was a tactical bomber rather than a computer chip.” The episode recalled the title of the popular business book authored by Andy Grove, Intel’s former Chairman of the Board: Only the Paranoid Survive.) When Randy and Bob were ready to unveil the chip, they brought me in to help them and their team, including then-General Manager Dadi Perlmutter (now Executive Vice President and General Manager of Intel’s Mobility Group) and then-Marketing Director Lew Paceley, to develop the launch presentation, which was to take place at the International Solid State Circuit Conference (ISSCC), a highly technical enclave of their peers.

The design team sequestered me in a hotel a short distance away from Intel’s ultra-high-tech facility in Hillsboro, Oregon, where I led Bob, Randy, Lew, and Dadi through the steps you read about in the previous chapters, including the Framework Form, Brainstorming, and Clustering, until we distilled all their ideas into the following clusters, or Roman Columns:






	Design Rationale for the P6

	P6 Product Specifications

	Potential End-User Products

	System Architecture and Supporting Chips






The Design Rationale described the technology at its highest level (the concept behind the design). The Product Specifications described the result of the design. The Potential End-User Products described the applications of the P6. The System Architecture described how all the components worked together. Each layer drilled down a little deeper, from the top down, creating a Spatial Flow Structure.

After the presentation at the ISSCC, Bob Colwell wrote to me with a postmortem:


I really felt sorry for the other presenters, who were incredibly nervous, and did exactly as you predicted: classic data dumps on the audience . . . Because I knew the presentation cold, I wasn’t at all nervous when I actually took the stage, despite having the audience so big (~1800 people) . . . The Q&A period was interesting. I didn’t get any of the hardball questions I was worried about . . . I wonder if maybe potential hostile questioners were holding back, for fear of “losing” the argument to somebody who appeared to have done his homework and seemed thoroughly in control of the proceedings.




The Spatial option has other uses. For example, the market for a product can be presented in terms of concentric circles, like those on a target. The heart of the market, is in the center circle (the bull’s-eye) and represents those customers who are most certain to be interested in the product. The outer circles represent other markets that are larger, more diffuse, and increasingly hard to reach. The center-out Spatial Flow Structure organizes these ideas in a way that’s easy for an audience to grasp, follow, and recall.

The simplest variant of the Spatial Flow Structure is the physical metaphor of constructing a house. The foundation describes the platform product or service. The supporting beams of the superstructure represent the organizations and partners. The wires and pipes of the internal infrastructure depict the technology. The glass, brick, and mortar of the external interface stand for the marketing and branding. Many different companies in many different industries have tracked their entire business model with this recognizable format.



5. Problem/Solution







The Problem/Solution Flow Structure is attractive because it has a built-in WIIFY. When you use this option, you organize your presentation around a problem and the solution offered by you or your company. In this option, the benefit your company has to offer through its product or service follows naturally.

Many companies in the life sciences (pharmaceuticals, genetic research, medical devices, health care) use this Flow Structure when doing a road show to raise private or public capital. To attract investors, they describe a particular medical problem and how they can solve it with their unique product or service. In their field, Problem/Solution is synonymous with illness/cure.

In the field of education, Problem/Solution is synonymous with learning. The essence of learning is to replace a lack of knowledge with skills. As a coach, I am also an educator, and so I use Problem/Solution in my programs, and in this book. Think back to the very first chapter. It began with “The Problem with Presentations.” Everything since then has been my set of solutions for you. In fact, the entire Power Presentations program uses the Problem/Solution approach to address each component in Figure 4.1.

If you consider using Problem/Solution for your presentation, be careful about getting the emphasis right. Many people in business spend too much time on the problem and not enough time on the solution, leaving their audiences feeling as if they have slogged through a tragic Russian novel.

This matter of time and weight can best be illustrated with an analogy. In a Western film, the problem part (the Indian attack, the bad guys in the black hats, the tornado, the wildfire) lasts for a long time, virtually the full running length of the movie. That’s because these problems produce suspense for the audience and empathy for the endangered protagonists. Those emotions are what keep the audience glued to their seats, and buying lots of popcorn. The solution, by comparison, takes a very short time: The U.S. Cavalry arrives and rescues the hero and heroine. The End.

However, if you decide to use Problem/Solution for your business presentation, shift the weight. Touch on the problem very briefly, then bring in the Cavalry troops of your solution and let them parade majestically, in splendid full-dress regalia, complete with a rousing marching band. After all, that’s the part of your presentation you want your audience to remember most.



6. Issues/Actions







While virulent cancer and invasive surgery . . . along with man-eating sharks . . . are clearly problems, remember this caveat about using the Problem/Solution option in areas of business other than life sciences: Businesspeople don’t like to be reminded of their problems. Every business today, from the smallest home office to the largest global enterprise, is under security attacks from hackers, spammers, viruses, and identity theft. These organizations are painfully aware of the negative impact on their costs, time, productivity, and confidentiality; they don’t need salt rubbed in their wounds. So rather than remind your audience about their problems, describe their issues and tell them what actions you and your company propose to address them. This is more than euphemism; it shifts from a negative focus to one that is concerned and active. Audience Advocacy in action.

The Issues/Actions Flow Structure is frequently used for presentations by companies that are in a turnaround mode. They identify the issues they are facing and the actions they are planning to take to overcome them, producing a list of clusters that might look like this:




Outline: Turnaround Plan for Stumble & Falter, Inc.

Issue: Out-of-Control Expenses

Action: Immediate Cost-Cutting Measures and Hiring Freeze

Issue: Unprofitable Product Lines

Action: Sale of Three Business Units

Issue: Flat Revenue Growth

Action: Accelerated Development of Two Promising New Products









7. Opportunity/Leverage







A close cousin of the Problem/Solution and Issues/Actions Flow Structures is the Opportunity/Leverage Flow Structure. With this option, you begin by describing an attractive business opportunity: a huge new market, a change in technology, an economic shift, or some other driving force. Then in the leverage section, you describe the superior products, distribution methods, partnerships, or competitive strategy your company has developed to take advantage of that opportunity. Again, this is more than euphemism or mere semantic difference. This structure directs the focus to your audience’s interests and how you can meet them. It is the embodiment of Audience Advocacy.

The Opportunity/Leverage option is the Flow Structure of choice for most IPO road shows because it appeals to the investor audience’s essential interest in growth. You’ll recall that I helped Cisco develop their road show presentation when they went public. At the time, Cisco’s technology was an esoteric novelty. (Even today, as the established leader in computer networking equipment, Cisco’s complex technology is still difficult for laypeople to understand.) The potential investor audiences for Cisco’s initial offering did not yet fully understand how computer networks operated or why they would be so important in the future. Therefore, the Cisco road show team decided to start their presentation by demonstrating the enormous potential of networking before trying to explain the technology that did the networking. Thus, they chose the Opportunity/Leverage Flow Structure.

In their outline, the Cisco team began by describing the shift in computing from mainframes to PCs. This shift was neither a problem nor an issue; it was purely an opportunity. They then moved on to delineate the rapid growth of local-area networks and wide-area networks (LANs and WANs) and the recent improvements in technology that brought significant increases in speed, bandwidth, and power. They ended this cluster with a look at the anticipated shift in business from enterprise-centered to remote-based computing. All of those trends, taken together, represented the opportunity.

Next, they talked about how their new device, called a router, could internetwork all networks. They explained how Cisco manufactured the router, how they serviced it, how they sold it through channels and strategic relationships, and where they intended to go with the router in the future. All of these facts, taken together, represented Cisco’s leverage of the opportunity.

Notice how this Flow Structure simplified and organized the presentation. Instead of having a dozen items for the presenter to explain and the audience to track, there were just two: Opportunity and Leverage. The forest view.



8. Form/Function







The preceding three Flow Structures (Problem/Solution, Issues/Actions, and Opportunity/Leverage) are close cousins. The Form/Function Flow Structure is distinctly different. It moves your company’s business offering (its solution, action, or leverage) into the starring role, front and center. Use it when you’re presenting a single central business concept, method, or technology that has many applications or functions emanating from that central core. Think: one core technology and multiple applications; a main theme and several variations; a hub and its radiating spokes; a foundation idea and its dissemination by way of multiple franchises.

A salesperson might use the Form/Function option when presenting any product or service that has multiple applications. For instance, the first salespeople who brought 3M’s Post-it Notes to market might have used this Flow Structure to introduce the novel lightly sticking glue (the Form) and then gone on to describe its myriad uses (the Functions).

The Form/Function approach is often used by biotech companies because it not only brings the franchise science to the forefront, it organizes complex subject matter efficiently.

As an example, BioSurface Technology went public on the strength of a novel tissue engineering technology they had developed. (BioSurface was later purchased by Genzyme.) The BioSurface approach was based on the fact that the human body tends to accept autologous (self) cells or tissue as grafts because it recognizes such tissue as its own. Conversely, the human body tends to reject allogeneic (non-self) cells or tissue because it recognizes such tissue as foreign and therefore rejects the graft. Patients with major burns don’t have enough of their own skin to be used as grafts. BioSurface discovered a way to take a postage-stamp-sized piece of a patient’s skin and, in three weeks, grow it into enough autologous skin to cover the entire body surface.

In the BioSurface road show, CEO Dave Castaldi began by describing his company’s innovative core science: how they extracted a patient’s own cells, preserved them, cultured them, grew them, and then transplanted them back into a patient’s own body, without rejection. This core tissue engineering technology represented their Form.

To demonstrate how it functioned, Dave then described how BioSurface was able to apply this science to a patient’s own skin for permanent skin replacement, then to allogeneic skin from an unrelated donor for acceleration of wound healing, then to cartilaginous tissue, and finally to ocular tissue. One Form, multiple Functions. Of course, each Function represented a potential source of revenue and profits for BioSurface, and a business opportunity for potential investors.

From the sublime to the ridiculous:

Imagine that you’re the CEO of Mom’s Barbecued Chicken, seeking investment money to expand your business. In this case, Mom’s barbecue recipe is the secret sauce, or the Form. The Functions would include all the ways the secret sauce could be developed as a business: by rolling out 600 franchised outlets, operating them with economies of scale, provisioning them with just-in-time deliveries, promoting them with co-op ads, and then by selling the secret sauce in 16-ounce jars in supermarkets and in plastic single-serving containers to airlines.

From the ridiculous back to the sublime:

Make it once; sell it many times; a classic business model represented by Gillette’s razors and blades, Kodak’s cameras and film, Hewlett-Packard’s photocopiers and replacement toner cartridges. The cost is in the development of the core product; the profit is in the disposables: a high-profit-margin business.



9. Features/Benefits







This is the traditional product launch approach. In a presentation organized according to the Features/Benefits Flow Structure, you would discuss a series of features of your product or service, and for each one you would explain the concrete benefits provided to your customer. Once again, notice that the WIIFY is strongly woven into the very fabric of the presentation.

In the book business, each season’s list of new book titles is presented by the publisher’s sales representatives to buyers from the bookstore chains, like Barnes & Noble, as well as to buyers from individual, independent bookstores. For each title, the representative is expected to explain the book’s specific features and the benefits it will provide to readers. A new atlas, for example, might boast features like larger type and brighter colors on its maps; the benefits to the readers are that the maps will be easier to read and use. The latest book in a series of thrillers might have as a feature “the most deadly and sinister conspiracy ever faced by Detective Cliveden”; the benefit is that the new book is a real page-turner. Fans of the series will spend several sleepless nights in delightful agony reading it.

If the sales rep presents book’s features and benefits convincingly, the WIIFY and Point B will follow naturally. The rep can say to the bookstore buyer, “As you can see, these features and benefits are sure to make this new book one that dozens of your customers will be eager to buy” (the WIIFY). “That means you’ll want to buy a lot of copies to stack in the front window of your store!” (Point B).



10. Case Study







A case study is essentially a story, a narrative recounting of how you or your company solved a particular problem, or how you or your company met the needs of a particular customer. In the telling, the case study covers all the aspects of your business and its environment. The Case Study Flow Structure provides a central spine that connects multiple diverse components.

We humans find stories, especially stories about people with whom we can identify, inherently interesting. Thus, a case study is an excellent way of capturing and keeping an audience’s attention. It’s an easy and practical way to make a product or service that is technically complex or apparently uninteresting become more vivid, personal, and understandable.

The human-interest angle is particularly applicable in medical business presentations. Let’s say your Case Study is about a patient named John Smith. You can describe the illness John has contracted, how many other John Smiths there are in the world, how much money is spent on all those John Smiths, and how long they’ve suffered without a cure. Then you can talk about how your company’s drug cured John Smith, the patents you have on the drug, its regulatory status, its clinical status, the cost of manufacturing it, its average selling price, and its potential profit margin. Finally, you can describe how John Smith was rehabilitated and reimbursed, thus explaining how your drug will sell in the managed-care environment. The story of John Smith provides a way to organize and humanize all the details of your company’s entire story.

One of my IPO clients was a company that digitizes television commercials and then transmits and retransmits them from the advertising agency to the broadcaster and from the broadcaster back to the agency for audit. For the road show, we took one Dodge automobile commercial and followed it through the whole process, demonstrating all of the company’s services and products as a superior alternative to conventional shipping methods. The Dodge case study served as the spine for the entire presentation, making the company’s capabilities . . . and its potential as a business . . . tangible and convincing.



11. Argument/Fallacy







There may be times when you must make a presentation in the face of a highly skeptical or even downright hostile audience. At such times, consider using the Argument/Fallacy Flow Structure, in which you raise arguments against your own case and then rebut them on the spot by pointing out the fallacies (or inaccuracies) that underlie them. The idea is to preempt any objections in the minds of your audience, thereby creating a level playing field for a positive presentation of your company’s real strengths.

This is a risky Flow Structure to use. It tends to sound either defensive or contentious, and it sets a negative tone. Reserve the use of this option for situations in which the negative ideas about you and your company are widespread and therefore unavoidable.

One company used this Flow Structure to its distinct advantage. The chairman of the board was scheduled to appear at a major investment conference to represent his company. He decided to title his presentation “Seven Reasons Why NOT to Invest in Us.” He drew the seven reasons from negative analysts’ reports, and one by one he rebutted them. When he was finished, the inescapable conclusion was that his company’s stock was indeed a good buy.



12. Compare/Contrast







The point of the Compare/Contrast Flow Structure is to compare or contrast you or your company with others. How is your offering unlike that of any other company in your sector? How do you stack up against the competition? What is your competitive advantage? A presentation built according to this Flow Structure might focus on a series of comparisons, showing exactly what makes your company special along each parameter.

Like the Argument/Fallacy Flow Structure, choose this option with caution. By bringing another company into even partial focus, you run the risk of sounding defensive or, worse yet, having your audience remember the other company rather than your own. Moreover, when you attempt to throw a positive light on your own company by casting a negative light on another company, you may inadvertently offend someone in your audience who may have a direct connection with, or own shares in, the company you are criticizing.

For these reasons, save the Argument/Fallacy and Compare/Contrast Flow Structures for customer and industry presentations where you know your audience well, and there’s less of a chance that you’ll generate negative feelings that don’t already exist.



13. Matrix







You’re familiar with matrices: those two-by-two, three-by-three, or four-by-four boxes that can be used to organize items according to combinations of ideas or qualities. Business audiences love matrices. Perhaps it’s because a matrix imparts a quasi-scientific feeling, or maybe it’s because, like many of the other Flow Structures, a Matrix Flow Structure organizes a complex set of concepts into an easy-to-understand, easy-to-follow, and easy-to-remember form.

The Matrix is a close cousin of the Spatial Flow Structure in that it organizes concepts in a visual format. The difference between the two is that the Spatial Structure implies dynamic relationships or movement (top-down, bottom-up), while the Matrix implies stationary or stable relationships.

Figure 4.2 is an example. It shows how the market for personal financial services might be divided into four categories, based on divisions along two dimensions.



[image: Image]

Figure 4.2. A two-by-two matrix.






The two-by-two box creates a form you and the audience can follow through the whole presentation. You can analyze each of the four sectors in some detail, explaining why your company has chosen to focus on Sector 2 as the most promising sector in developing its business.



14. Parallel Tracks









The Parallel Tracks Flow Structure is a compound form of the Matrix option. It drills down into each sector of a Matrix with identical subsets of information, or it drills down into each of a series of related ideas with an identical number of subordinate ideas.

Let me give you an example from the world of biotechnology, one of the most technically difficult of all subjects. Presenters need to work extra hard to find ways to simplify and organize their information. The Parallel Tracks option is an effective way of doing so.

Tanox, Inc., before its acquisition by Genentech in 2007, was a public biotechnology company that developed proprietary drugs to treat diseases that affect the human immune system, including asthma, allergies, AIDS, and others. For allergic diseases, Tanox’s initial focus was to develop products that treat asthma, seasonal allergic rhinitis (ragweed and pollen), and severe peanut allergy. The founder and CEO, Dr. Nancy Chang, a Ph.D. in biological chemistry, often had to present complicated scientific processes to an audience of investors, giving them sufficient detail to convey the business potential of Tanox’s science.

Nancy used the Parallel Tracks Flow Structure to arrange and clarify a complex story. First, she talked about how, in allergic patients, their bodies produce specific Immunoglobulin E, known as IgE, to the specific allergens that the patients are allergic to, and how IgE can trigger histamine release and cause all the disease symptoms of asthma and allergy. In Tanox’s world, this is called the allergic disease mechanism. Then Nancy described Xolair, Tanox’s proprietary drug that treats allergic diseases. She described how Xolair can potentially remove IgE from patients’ bodies, thereby preventing the initiation of allergic disease and the resulting symptoms. In Tanox’s world, this is called the drug’s mechanism of action. Finally, she talked about the number of allergic patients who could potentially be treated by Xolair . . . in other words, the market.

Next, Nancy moved on to severe peanut allergy, AIDS, and others. One by one, she went through each disease with the same points: the disease mechanism, the Tanox drug product and its mechanism of action, and the size of the market. By the time she finished describing Tanox’s product pipeline, her audience could almost sing along: disease mechanism, product, mechanism of action, and market. Thus, the Parallel Tracks Flow Structure makes a set of complex and technical facts easy for a lay audience to digest.



15. Rhetorical Questions







This Flow Structure may be the ultimate form of Audience Advocacy. It takes the audience’s point of view, immediately involving them by saying, “You might be wondering . . . ” and then answers the question for them. Of course, it’s best if the questions are ones that your audience members are likely to have in their minds rather than ones that you strain to devise. The use of the Rhetorical Questions option is not effective if the questions are forced.

An entire presentation could be built around the Rhetorical Questions Flow Structure. Each of your idea clusters could be linked to a particular rhetorical question, to which you would then provide the answer.

Here’s an example:

Cyrix, a company that designed, developed, and marketed semiconductors, went public in 1993. (Cyrix was later acquired by National Semiconductor and then by Via Technologies.) For the IPO road show, Cyrix CEO and co-founder Jerry Rogers decided to use the Rhetorical Questions Flow Structure.

In Jerry’s opening statement, he said: “Cyrix competes against the established giants Intel and AMD (Advanced Micro Devices), as well as two other large, well-funded companies. So as a tiny start-up trying to establish itself, I have to respond to some challenging questions from potential new customers about the IBM-compatible microprocessors that Cyrix designs. Three questions keep recurring: ‘Will Cyrix microprocessors run all software applications?’ ‘How will Cyrix compete with Intel?’ and ‘Does Cyrix have the financial stability to succeed?’”

Jerry continued, “Cyrix has already begun shipments of the first commercially available 486 microprocessors not produced by Intel. But those same three questions about compatibility, competition, and finances remain important to potential investors like you. In my presentation today, I’ll provide you the answers to those questions to demonstrate that Cyrix is indeed a sound investment.”

Jerry showed the three questions on a slide. Then he spent a few moments and a few slides providing an answer to each question. His final slide showed three declarative sentences, answers to the three questions.

In the course of answering the three questions, Jerry covered diverse topics such as chip architecture, manufacturing strategy, average selling prices, intellectual property rights, the prospect of litigation, and the competitive landscape. But he tied together all these topics into three Roman Columns, and then he tied together the Roman Columns in the Rhetorical Questions Flow Structure.



16. Numerical







Finally, there’s that old standby, the Numerical Flow Structure. “There are five reasons why our company represents an attractive investment opportunity.” Then you list the five, counting down as you go. Like the Modular option, this is a very simple, rather loose Flow Structure. Use the numerical format only if none of the other options works for your presentation.

Back in 1983, Compaq Computer Corporation chose the numerical option for their IPO presentation. At the start of their two-week road show, the team offered 10 reasons why an investor might want to buy shares of Compaq. But they soon found that all those reasons tended to be a drag on their investor audiences, with their occupationally short attention spans. The team quickly folded their 10 reasons into five and continued their road show to more attentive audiences.

The popularity of David Letterman’s nightly “Top 10 List” brought the higher number back into favor. It also brought better luck for Hugh Martin, the then-CEO of ONI Systems, a provider of optical telecommunications equipment (now owned by Ciena Corporation), when he presented at the Robertson, Stephens, and Company Technology Investment Conference.

I attended the ONI presentation and took a seat at the back of the room, as I always do at such conferences, so that I can watch the audience as well as the presenter. Most of the time, because few presenters provide flow (one of the Five Cardinal Sins), the MEGO syndrome quickly sets in. The backs of the audience’s heads start to shift about. First they glance down at their mobile devices, then they lean over to whisper to their neighbor, then look back to a copy of The Wall Street Journal, and often, before long, they jump up and leave the room to attend a different presentation.

Hugh Martin avoided that fate. He began his presentation by saying, “I’m a fan of David Letterman, and so, in the same spirit, I’m going to structure my presentation along the lines of the ‘Top 10 Questions’ I get from institutional investors.” As Hugh stepped through the 10 questions, and his responses to each of them, none of those occupationally hyperactive heads shifted, and no one left the room.

After the conference, Hugh gave me the following postmortem:


Robertson got enough positive feedback on that presentation that they are considering implementing the “Top 10” as a format. It really works, because every investor wants to know what every other investor is asking. It also works for me, the presenter, because I don’t have to worry about flow. There is a natural break between each “Top 10” question, which means I don’t have to tee up the next slide in advance. Once I’ve introduced the question, it’s easy to keep flow through the answer. Overall continuity is there because everyone knows you’re simply counting down from 10 to 1. It’s a wonderful format because it works for the audience, and, truth be told, I can look really polished with little practice.








Which Flow Structure Should You Choose?







Is one Flow Structure better than another? Not really. Some structures work especially well in particular situations. Opportunity/Leverage generally works well for investment presentations, and Form/Function generally works well for industry peer groups. But is there a right or wrong way to organize any particular presentation? No. In fact, the 16 Flow Structures overlap to some degree. The key is: Choose one or two Flow Structures for the entire presentation. Where presenters get into trouble is when they choose all 16 . . . and sometimes all 16 on each slide. Think of the 16 as choices on a restaurant menu. You select only one or two dishes from the menu. Select only one or two Flow Structures for your presentation.





Choose one or two Flow Structures for the entire presentation.




When you do make your choice, you’ll elevate your audience from the trees to the forest. They’ll be able to follow your presentation easily, and by navigating them through the parts, you’ll be sending them the subliminal message of Effective Management.

If you fail to choose, your presentation will drift, your audience will become confused and drift too, and you’ll never get them to Point B. It’s less important which Flow Structure you choose than that you make a choice.





It’s less important which Flow Structure you choose than that you make a choice.




Here’s an example from the world of politics of how critically important it is to choose and follow a Flow Structure. It’s the outline of the State of the Union Address[1] delivered by President Bill Clinton in 1995 after he lost his Congressional majority in the midterm elections:


1995 State of the Union Address


Change

Status

New Covenant

Accomplishments

New Proposals

Balanced Budget

Welfare Reform

Crime

National Service

Illegal Aliens

Tax Cut

Minimum Wage

Health Care

Foreign Relations

Responsibility




Can you tell which Flow Structure President Clinton was using? Don’t worry; no one else could, either. There was none. In trying to be all things to all people, Clinton’s choppy address prompted David S. Broder of the Washington Post, one of the nation’s senior political commentators, to write, “It was a speech about everything, and therefore about nothing.”[2]

That is not exactly the kind of review you want to receive for one of your presentations. Broder and most others in the audience suffered from full-blown MEGO syndrome. To make matters worse, at 82 minutes, the speech set a record as the longest State of the Union Address.

Apparently, President Clinton (or his speechwriting team) learned a lesson. The next year, this was the outline for his speech:[3]


1996 State of the Union Address


Strengthen Families

Education Goals

Economic Security

Fight Crime

Clean Environment

Lead Peace

Challenge Washington




President Clinton titled this speech “Seven Challenges,” so the Flow Structure was that old warhorse, Numerical. Like all State of the Union Addresses, this was a complicated and lengthy speech, but the simplicity of the Flow Structure made it easy to follow. The audience . . . in this case, the nation . . . always knew where they were and where they were going.

Now let’s flash forward to 2007 and look at the outline of the State of the Union Address[4] delivered by President George W. Bush after he lost his Congressional majority in the midterm elections:




2007 State of the Union Address


Bipartisanship

Balance Federal Budget

End Earmarks

Fix Medicare/Medicaid

Save Social Security

Reauthorize “No Child”

Affordable Health Care

Immigration Reform

Diversify Energy Supply

Impartial Justice System

Protection from Danger

New Iraq Strategy

Increase Military

Fight HIV/AIDS

Honor Brave Americans




History repeated itself. Like President Clinton, President Bush was trying to be all things to all people. Note the first subject on the laundry list. His effort prompted a comment from another David, David Frum, Bush’s own former speechwriter, who called the speech “. . . even more of a hodgepodge than usual.”[5]

And, like President Clinton, President Bush (or his speechwriting team) learned a lesson. The very next year, this was the outline for his 2008 State of the Union Address:[6]




2008 State of the Union Address


Economy

Education

Trade

Science

Immigration

Iraq/Terrorism




The Flow Structure for this speech was Issues/Actions, the same as Bush had used for most of his other State of the Union Addresses.



Guidelines for Selecting a Flow Structure







When you are selecting a Flow Structure for your presentation, consider these factors:



	The presenter’s individual style. Choose a Flow Structure that feels right. A little experimentation and practice will help you decide which option works best for you. The fact that one of your colleagues had success with a particular Flow Structure doesn’t mean that you will, too. Of course, this mercifully puts to rest the very notion of the one-size-fits-all corporate pitch.

	The audience’s primary interest. As you’ve seen, different Flow Structures emphasize different aspects of the story. Choose a Flow Structure that focuses on the interests or concerns of your audience. Remember that Opportunity/Leverage works well for investor presentations and Form/Function for industry peer groups.
A biotechnology company used the Opportunity/Leverage Flow Structure for their IPO road show by starting with the opportunity (the market for their target disease) and then moving on to how their technology addressed or leveraged that market. Shortly after the company went public, they were invited to appear at an industry conference. For this presentation, they moved their Form (that is, their technology, or their secret sauce) to the top, and moved their Function (that is, the market for their technology) to the later position.



	Innate story factors. Some stories lend themselves naturally to a particular Flow Structure. Take advantage of that. For example, a company or industry going through a transition is a prime candidate for the Chronological option.

	The established agenda. If you are participating in a conference, seminar, or other gathering in which your presentation is expected to conform to a set format or respond to a particular challenge or question, use a Flow Structure that meets those requirements.

	Esthetic sense. Go with your instinct. If you have a strong sense that one Flow Structure just “looks good” or “sounds good” or “works well” when applied to your story, use it! Don’t try to cram your story into a Flow Structure that feels awkward. If you are comfortable making your presentation, you will transmit your comfort to your audience, and they will empathize with you.




As you can see, selecting a Flow Structure is more of an art than a science. You should also feel free to mix and match Flow Structures. It’s quite possible to combine two or three Flow Structures in a single presentation. Try different Flow Structures, but don’t limit yourself. Remember, it’s less important which Flow Structure you choose than that you make a choice.



The Value of Flow Structures







Dr. Emile Loria was the CEO of a French biotechnology company called BioVector Therapeutics, whose science was drug delivery through inhalants. Emile worked diligently with me, over many sessions, to develop the BioVector IPO road show. However, as often happens, the company was acquired instead of going public. Emile then became the CEO of an already-public U.S. biotechnology company called Epimmune, whose science was based on a naturally occurring substance called epitopes. Epimmune had harnessed epitopes to create vaccines to help the body’s immune system fight cancer and infectious diseases.

Emile called to ask me to review the Epimmune presentation that he was scheduled to deliver at a biotechnology conference. He emailed me a copy of his presentation. I downloaded it and looked at his overview slide, shown in Figure 4.3.





[image: Image]

Figure 4.3. Epimmune overview slide.






I called Emile and asked him which Flow Structure this represented. Although we had worked together many times, Emile hesitated. But then, after a moment, he said, “Aha! Form/Function!”

“Okay. Then why did you start with resources?” I asked.

After a moment, Emile exclaimed, “Of course! I should start with the Epimmune platform, our core science, our Form, and then move on to how it Functions with the products we derive from the platform, our strategy to develop the platform. And I should save the resources until the end to demonstrate how we will implement the strategy!”

“Aha!” I concurred.

I spent less than two more minutes shuffling Emile’s slides into the correct order (see Figure 4.4), and then I tweaked a couple other slides (very little tweaking was needed for this diligent student). Then I emailed the presentation back to Emile.
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Figure 4.4. Revised Epimmune overview slide.






It took less than five minutes for us to validate the clarity of Emile’s presentation. The forest view.

The Flow Structure approach provides an easy shorthand check of the logic and integrity of your ideas for both you and your audience. Your audience will be able to understand and follow any presentation. Even more important, they’ll readily remember your ideas.



The Four Critical Questions









Let’s review everything you’ve learned so far: Start with the Framework Form, do your Brainstorming and Clustering, and sequence them into a logical path with a specific Flow Structure.

All of these steps can be further distilled into the Four Critical Questions:



1. What is your Point B?


2. Who is your audience, and what is their WIIFY?


3. What are your Roman Columns?


4. Why have you put the Roman Columns in a particular order? In other words, which Flow Structure have you chosen?


Every time one of my clients asks me to review a presentation, before I look at a single slide or hear a single word, I ask these four questions. Apply the same advice: Pose and answer each of these questions to every presentation you ever give from this moment on.

Your audiences will be grateful, and you will reap the rewards.





[1] http://www.cnn.com/ALLPOLITICS/1996/resources/sotu/full.texts/1995.html


[2] http://www.washingtonpost.com/wp-srv/politics/special/states/docs/sou96.htm


[3] http://www.whitehouse.gov/news/releases/2001/09/20010920-8.html


[4] http://www.whitehouse.gov/stateoftheunion/2007/index.html


[5] “Even More of a Hodgepodge Than Usual,” by David Frum, The Wall Street Journal, January 25, 2007


[6] http://www.whitehouse.gov/stateoftheunion/2008/index.html







Chapter Five. Capturing Your Audience Immediately

















Company Examples


	Intuit Software

	DigitalThink

	Mercer Management

	Cisco Systems

	Yahoo!

	Macromedia

	Argus Insurance

	TheraTech

	Microsoft

	Network Appliance

	Cyrix

	ONI Systems

	Laurel Elementary School



Picture your audience at the start of your presentation. Imagine a group of potential customers who’ve come to hear you give a presentation about your company’s newest product, drifting into a meeting room one by one, sipping their coffee, checking their Blackberrys or I-Phones. Or a banker in a wood-paneled office, sitting behind a tall stack of documents, who must decide whether or not to lend your start-up money for expansion. Or, as with my IPO clients, a roomful of institutional investors in an elegant hotel banquet room, wondering how the NASDAQ is doing at that very moment in time.

Where are their minds? Chances are, not on you, not at the start of your presentation. Chances are they are thinking about an urgent message on their handhelds, the prior loan applicant, the mercurial NASDAQ, their next appointment, the report that’s overdue, or the fight they just had with their significant other.

If you were to launch into your presentation at full speed, describing your product, service, or technology, you would vault ahead of your audience, and they would be forced to catch up. Don’t make them think!

You can capture your audience immediately with an Opening Gambit, a short statement to seize their attention (and simultaneously, to help you launch into your presentation in a comfortable, conversational manner).

In this chapter, you’ll learn seven proven options you can use to craft your next Opening Gambit, with examples for each option.











Seven Classic Opening Gambits









	Question. A question directed at the members of the audience.

	Factoid. A striking statistic or little-known fact.

	Retrospective/Prospective. A look backward or forward.

	Anecdote. A short human-interest story.

	Quotation. An endorsement about your business from a respected source.

	Aphorism. A familiar saying.

	Analogy. A comparison between two seemingly unrelated items that helps illuminate a complex, arcane, or obscure topic.





1. The Question







One excellent way to open a presentation is with a question directed at the audience. A well-chosen, relevant question evokes an immediate response, involves the audience, breaks down barriers, and gets the audience thinking about how your message applies to them.

Scott Cook, the founding CEO of Intuit Software, used an Opening Gambit Question to powerful effect. Prior to Intuit’s public offering, Scott appeared at the Robertson, Stephens and Company Technology Investment Conference in San Francisco. Here’s how he began his presentation:

“Good morning, ladies and gentlemen. Let me begin today’s presentation with a question. How many of you balance your checkbooks? May I see a show of hands?” Naturally, almost everybody’s hand went up.

“Okay. Now, how many of you like doing it?” Everybody’s hand went down. There were chuckles in the room, and everyone was listening to Scott Cook.

Scott continued, “You’re not alone. Millions of people around the world hate balancing their checkbooks. We at Intuit have developed a simple, easy-to-use, inexpensive new personal finance tool called Quicken that makes balancing checkbooks easy.”

It would have been deadly for Scott to launch into his presentation with a detailed description of Quicken; had he done so, it’s likely that his investment audience would quickly have fallen into the MEGO state. Instead, his Opening Gambit Question captured their interest and got them involved immediately.

But be careful with the call-for-a-show-of-hands question. It can be considered invasive. Many audiences have been there, done that, and won’t appreciate being drawn out that directly. Besides, what if you don’t get the show of hands you expect? Yikes! What do you do next? Your question backfires. It worked for Scott Cook because he was a skilled presenter even before starting Intuit, having been a management consultant at Bain and Company.

An effective variation that avoids these dangers of a direct question is to pose a meaningful and relevant rhetorical question to your audience, and then to promptly provide them with an answer. Scott Cook might have said, “If I were to ask how many of you balance your checkbooks, most of you would probably say ‘Yes.’”

Mike Pope, who started as the CFO of DigitalThink, Inc., a public company (since acquired by Convergys) that provides custom e-learning courseware, succeeded to the role of CEO. One of Mike’s first jobs was to announce a new strategic focus for the company to the employees in an all-hands meeting. He was well aware that the new strategy, which involved belt-tightening, would have an impact on some of the employees’ jobs. He chose an approach that emphasized the greater good for the company.

Here’s how Mike began his presentation: “If I were to ask Fred here to define DigitalThink’s strategic focus, he’d give me one answer. If I were to ask Lisa the same question, I’d get another answer. In fact, I’d probably get as many answers as there are people in the company. You’d all be right. That’s because we’re trying to be all things to all people. That won’t work anymore. I’m here today to define our new strategic focus so that we can all be on the same sheet of music . . . and be successful as a company.”

Mike then proceeded to lay out the new strategy. When he concluded his presentation, the audience erupted in spontaneous applause and continued to buzz with positive feedback afterward. By offering them a plan that could produce better results (a WIIFY for them), Mike had prepared them to accept the company’s new conditions.

The rhetorical question can be an excellent icebreaker, as long as it’s both provocative and relevant to your audience.



2. The Factoid







An Opening Gambit Factoid is a simple, striking statistic or factual statement: a market growth figure, or a detail about an economic, demographic, or social trend with which your audience may not be familiar. This factoid must be closely related to the main themes of your presentation, and to your Point B. The more unusual, striking, and surprising your factoid, the better.

Adrian Slywotzky is a leading management writer and a managing director of Mercer Management Consulting (now merged with and rebranded Oliver Wyman). Adrian often speaks to groups of big-company executives to explain his views about the sources of business growth of the next decade and the strategies business leaders must use to tap those sources. To capture their attention, Adrian begins his presentations with a slide entitled “The Growth Crisis.” It lists several of America’s biggest, most famous, and most admired companies, from a broad range of industries.

Against this backdrop, Adrian says: “Every investor is looking for companies that can offer consistent double-digit growth in sales and profits. Of all the many great companies listed here, none can offer that kind of growth. Not one! It’s startling, but true. Our research shows that once you subtract growth from company acquisitions and other special circumstances, none of these leading firms has been able to grow at double-digit rates over the past decade.”

By the time Adrian has finished communicating this factoid to his audience (which is made up of executives at companies very much like those listed on the slide), many of them are feeling anxious, but all are ready to listen closely to Adrian’s suggested solutions to the predicament.



3. The Retrospective/Prospective View









Think of this approach as “That was then; this is now.” A retrospective (backward) or prospective (forward) look allows you to grab your audience’s attention by moving them in one direction or another, away from their present, immediate concerns: that urgent message on the Blackberry or I-Phone, the mercurial NASDAQ, or that fight with their significant other.

For example, you could refer to the way things used to be done, the way they are done now, and the way you project their being done in the future. The contrast can highlight the value of your company’s product or service offerings, thereby framing an effective lead-in to your presentation’s main themes and your Point B.

A technology company can quickly capture the evolving power of its solution by showing the speed and capabilities of its products five years ago (a lifetime in the high-tech world), the vastly improved speed and capabilities of today, and the still-greater speed and capabilities of the new line of products that will be going on sale in six months’ time.

The Retrospective/Prospective approach can also be used to land a job. I have been privileged to work with Microsoft for most of my 20 years as a coach, and I am often at the company campus in Redmond, Washington. Shortly after the publication of the first edition of this book, a young man came up to me in the corridor carrying a copy and said, “I used a Retrospective/Prospective Opening Gambit to get my job here.” I smiled and said, “Tell me about it.”

The young man said, “I was in a conference room, being interviewed by several people. Then I stepped up to the front of the room and said, ‘Remember when “Yahoo!” was something you said when you were happy? Remember when a web was something spiders spun? And remember when a net was used to catch fish? Well, that was then, and this is now. Now Yahoo! is a major Internet company, the web connects people and computers, and Microsoft’s .NET Framework connects those people and computers!’”

The interviewers were so impressed with the young man’s story, and that he knew about Microsoft’s technology platform for programming applications, they hired him promptly.



4. The Anecdote







By an Opening Gambit Anecdote, I do not mean a joke. I like a good joke as much as anyone, but my professional advice to you, and to every single person I coach, is never to tell a joke in a presentation. No one can predict its success or failure. Even if it does get a laugh, in most cases, it will distract from rather than enhance your persuasive message.

An anecdote is a very short story, usually one with a human-interest angle. Its effectiveness as an Opening Gambit lies in our natural tendency to be interested in and care about other people. An anecdote creates immediate identity and empathy with your audience. An anecdote is a simple and effective way to make an abstract or potentially boring subject come to life.

Ronald Reagan, “The Great Communicator,” never spoke for more than a couple of minutes without using an anecdote to personalize his subject. He was always ready with a brief tale about the brave soldier, the benevolent nurse, or the dignified grandfather as a way of illustrating his themes. Invariably, the tale would coax an empathic nod or a smile of recognition from his audience.

Newspapers and magazines regularly use anecdotes to capture their readers’ attention. Just look in today’s paper. You’re sure to find at least one example of an Anecdote in the opening paragraph. Every professional writer knows how well it works.

Here, from very different settings, are examples of how the anecdote can be used to launch a powerful business presentation:

In the spring of 1996, I worked with Tim Koogle, then the CEO of Yahoo!, the Internet search engine company, as he and his team, including CFO Gary Valenzeula and founder Jerry Yang, planned their IPO road show. Tim and Gary would be the presenters, while the irrepressible Jerry would come along to answer questions. After considering several possible Opening Gambits, Tim decided to begin his presentation with a personal and true-to-life anecdote keyed to a concern he knew he shared with every member of his audience. His anecdote went something like this:


Hello, ladies and gentlemen. As you can imagine, going public is a very busy time: There are SEC documents to file, meetings with lawyers and auditors, a road show presentation to prepare, and, of course, a company to run. Imagine how I felt last week when I suddenly realized it was April and I hadn’t prepared my tax returns. I had a host of questions about my return, and I hadn’t even had a chance to sit down with my accountant.

Fortunately, I work for Yahoo!. So I logged on, clicked on the Yahoo! home page, clicked on the menu item called Finance, then clicked on the menu item called Taxes . . . and the answers to all my questions were right there.

When you consider that Yahoo! provides this kind of powerful Internet search service for a vast array of subjects, from finance to travel to entertainment to sports to health, and then consider the growing legions of users of the Internet, you’ll see that the advertising revenues Yahoo! can derive from those legions of users represent a very attractive business opportunity. We invite you to join us.




The Yahoo! IPO story has an interesting extra twist that sheds light on some other presentation principles. A key element of the Yahoo! business model was to promote its brand with a youthful, irreverent, and upbeat image, expressed by its name, its advertising, and even by the cartoonish-like letters of its bright yellow and purple logo. In planning the IPO road show, the Yahoo! team and their advisors pondered ways to capture that brash image without alienating staid investors. At one point, they even considered wearing satin team jackets in the company colors for the road show, and distributing bright yellow kazoos emblazoned with the company logo. These plans were abandoned in favor of a short video intended to set the tone at the very beginning of the presentation. Shot in MTV fashion, replete with fast cuts and odd camera angles, the clip featured exuberant youngsters running, jumping, and performing antics while shouting, “Do you Yahoo!?”

By all standards, the video was very well done. And as a television veteran, you might assume that I’d have welcomed the idea of starting a presentation with a video clip. But as I always do when a video is considered, I recommended that it be relegated to second position, after Tim Koogle’s Opening Gambit Anecdote. After all, I reasoned, the primary investment consideration was management, not slick videos. In fact, Tim had been recruited to run the upstart company because he had gravitas. He had served as the president of Intermec Corporation, a division of Litton Industries, and prior to that, had spent eight years at Motorola. Tim’s history of success in these respected, “grown-up” businesses would go a long way toward getting the investment community to take the Yahoo! kids seriously. Why not make management the star?

The investment bankers underwriting Yahoo!’s IPO overruled my recommendation. It was probably one of the few times in history that the advice of a media person was rejected by an investment banker as being too conservative. The video ran first. In the end, it didn’t matter much. Yahoo! was so hot that its bandwagon rolled merrily along, with legions of eager riders clamoring to get onboard.

Three years earlier, however, in a similar situation, my counsel was heeded by another company, Macromedia, which made software authoring tools for multimedia. Macromedia has since been acquired by Adobe Systems, but at the time, they engaged me to coach their IPO road show team. I didn’t get around to starting my program with them until after they had used in-house resources to develop an animated film to open their road show. The film clip was quite impressive. It showed a sparkling, animated, golden M dancing onto the screen, performing spins and leaps to effervescent soundtrack music. Nevertheless, as always, I recommended that the film be relegated to second position, after the CEO’s Opening Gambit.

Then I helped Macromedia CEO Bud Colligan develop the following anecdote:


Good afternoon, ladies and gentlemen. Welcome to the Macromedia public offering. Last year, I was king of the hill at Apple Computer. I had a great job that provided me with boundless resources, deep staff, and abundant budgets. Why, you might ask, would I make the leap to this risky startup? The reason is that my job at Apple was to evaluate and develop new technologies. A lot of fascinating new programs and devices came across my desk, but the one that really caught my eye was multimedia.

Now I’m sure that you’ve all heard a lot about multimedia lately. The word seems to be on everybody’s lips. But if you were to ask someone to explain the term, most people would have trouble doing so. So rather than try to define multimedia, let me show you multimedia.




Bud then ran the film clip. Thanks to Bud’s setup with the Opening Gambit Anecdote, the film was much more than a charming bit of fluff. It was also an impressive demonstration of the kind of creativity that Macromedia could make available to millions of customers, and therefore highly relevant to the Macromedia Point B.

Now let’s consider an example from a completely different business setting. Argus Insurance is a Yakima, Washington-based company that sells worksite insurance benefit plans to company employees. These are customized plans that allow each employee to pick the kinds of coverage he or she most needs and wants to pay for, above and beyond the insurance provided by their employer.

Traditionally, Argus agents had simply visited companies, gathered employees in a room, and showed them a generic videotape about their service. The Argus agents then handed out pamphlets and waited to take orders, which were too often few and far between.

When I worked with a group from Argus, I introduced them to the concept of the Opening Gambit. With just a little help, Carol Case, an Argus Insurance agent, came up with the following Opening Gambit based on a real-life scenario:


Last year, one of Argus’ customers had a fire in their home. They think an electrical short might have caused it, but no one really knows. Anyway, the home burned down, destroying almost everything they owned. Talk about a disaster! Not only did they lose their home, they were financially crippled as well.

Our insured, like many people, now realizes he could be just one step away from disaster. Luckily, we at Argus Insurance had a solution. Argus reviewed his previous insurance plan and found gaps in the coverage. We then provided quotes for comprehensive, low-cost insurance that provided coverage not provided by his previous policy.




Any human being can identify with this scenario. Carol is signing up many more Argus customers now than in the past, thanks largely to the power of a compelling Opening Gambit.



5. The Quotation







Another option is the Opening Gambit Quotation. That doesn’t mean a quotation from William Shakespeare, Winston Churchill, John F. Kennedy, or even Tom Peters . . . unless one of them said something about your company. But if you can provide an endorsement or positive comment about yourself, your products, or your services from The Wall Street Journal or the industry press, the quotation provides relevant value. An endorsing quotation can capture your audience’s interest and give you credibility at the outset of your presentation.

Please resist the temptation to go to your local bookstore or library and get one of those Ten Million Quotations for All Occasions books. Most often, all those quotations turn out to be inappropriate for any occasion.





Please resist the temptation to get one of those Ten Million Quotations for All Occasions books. Most often, all those quotations turn out to be inappropriate for any occasion.




When DigitalThink went public in 1999, Mike Pope was the CFO. At the time, the Internet was bubbling into high froth, and a host of other companies in the e-learning space were going public, too. Three years later, upon Mike’s succession to CEO, he participated in the Power Presentations program. During the program, Mike smiled knowingly when I introduced the Opening Gambit Quotation option.

Why the smile? Mike explained: “The year we went public, almost every e-learning IPO road show used a quotation from John Chambers [the CEO of Cisco and a kingpin of the Internet]. Chambers said, ‘The next killer application for the Internet is going to be education. Education over the Internet is going to be so big it is going to make email usage look like a rounding error.’” The quote was a relevant, validating, and compelling start for any company in that space.



6. The Aphorism







An aphorism, or a familiar saying, can make for an excellent Opening Gambit. But be sure to select one that relates naturally and credibly to your main theme, and to your Point B.

Here is an example of an Opening Gambit Aphorism: A biotechnology company, being formed by the merger of three smaller companies with related sciences in cancer research, launched their presentation with the following: “The whole is greater than the sum of its parts.” The original axiom from Euclid, the founder of geometry, is “The whole is equal to the sum of its parts,” but the biotech presenters gave the familiar saying a little twist. In doing so, they instantly identified the synergies that the new company would enjoy by combining competencies and resources.

Here are a few other examples:



	A company that made graphic display screens used “Seeing is believing” to immediately express the clarity and fidelity of their unique products.

	A company with a speech recognition technology used “Easier said than done.”

	A company that played in a niche market between two giant competitors used “Hit ’em where they ain’t.” This aphorism, attributed to oldtime baseball great Wee Willie Keeler, is a pithy way of saying, “You don’t have to be the biggest or the strongest to win in a competition; you can succeed simply by focusing on an area that others are ignoring.”




In each case, the Opening Gambit Aphorism triggered the audience’s attention at the outset, allowing the presenter to move them into the heart of the presentation. Grab and navigate.



7. The Analogy









The final option, the Opening Gambit Analogy, is one of the most popular and most effective. An analogy is a comparison between two seemingly unrelated items. In the Introduction to this book, I drew an analogy between a massage therapist and an effective presenter. I hope that got your attention.

A well-crafted analogy is an excellent way of explaining anything that is arcane, obscure, or complicated. If your business deals with products, services, or systems that are technologically complex or that require specialized knowledge to understand, look for a simple analogy that can allow audiences to grasp the essence of the story.

The simpler and clearer the analogy, the better. If you were trying to sell investors on a company that had developed improved software for data network management, you might explain your business by using a twist on a familiar comparison: “Think of us as the people who repair the potholes on the information superhighway. We plan to collect a toll from every driver who travels on our turnpike!”

Although the roadway analogy is a common choice for networking stories, I found an unusual variation of it for the IPO road show of a biotechnology company. TheraTech (now Watson Laboratories, Inc. of Utah) had a technology that enabled controlled-release drug delivery through transdermal patches. During the road show preparations, Charles Ebert, TheraTech’s Vice President of Research and Development and a Ph.D. in pharmaceutics, began to discuss the essentials of his core science. As Charles knowledgeably and thoroughly described TheraTech’s matrix systems and permeation enhancers, I asked him to pause and explain those terms. Charles said, “Think of the matrix as a truck, think of the drug as its cargo, think of the skin as a border crossing where the truck has to stop, and think of the permeation enhancer as the motor that lifts the barrier and allows the truck to pass through.”

Science is complex; by comparison, business is relatively simple. Often, it’s difficult to combine the two. While the science behind the sequencing of the human genome is complex, its business potential can be explained through an analogy: “Because our company’s researchers were the first to locate and map the genes that cause several major diseases, we’ll be in a position to require royalty payments from the big pharmaceutical firms working to eliminate those diseases. It’s like owning the copyright on a hit song and collecting a royalty every time it gets played.”

Vince Mendillo was the Director of Worldwide Marketing for Microsoft’s Mobile Devices when he made the opening presentation at the Mobility Developers Conference in London. Microsoft organized the conference for independent software vendors, or ISVs, in Europe. ISVs write the applications that drive thousands of mobile devices as well as countless other software products.

Vince began his presentation with an Opening Gambit Analogy, made even more effective by leading up to it with this gracious greeting:


Good morning! And since I am in Europe, I should add: Bonjour, Buenos dias, and, as an Italian-American, Buon giorno!

I’m also a history buff, and I’ve studied the history of the homeland of my ancestors. For centuries, Italy was divided into many autocratic and warring states. But in 1870, as a result of the valiant efforts of Giuseppe Garibaldi, a guerrilla fighter who became a great general, Italy became a unified nation.

The mobile world today is very much like the Italy of yesterday, divided among autocratic warring factions. Now the battle is over technology, platforms, and systems. You ISVs are suffering from the results of that factionalism. We at Microsoft hear you and understand your confusion. In response, we’ve developed an ecosystem of partners that includes Intel, Texas Instruments, and major carriers, all involved with Microsoft to create an open platform that will enable its members to participate in the deployment of 100 million Microsoft mobile devices. We welcome you here today, and invite you to become part of this ecosystem.




Vince’s Opening Gambit Analogy was gracious, analogous, and unmistakably attention-getting.





Compound Opening Gambits







You can actually combine some of the preceding options for your Opening Gambit. Remember from Chapter 1, “You and Your Audience,” how Dan Warmenhoven, the CEO of Network Appliance, began his IPO road show? He started with the line “What’s in a name?” (an aphorism: Juliet’s immortal query to her Romeo). Then he asked, “What’s an appliance?” (a rhetorical question, followed by the answer): “A toaster is an appliance.” Then Dan used the toaster as an analogy: “A toaster does one thing and one thing well: It toasts bread.”

With this triple Opening Gambit, Dan surely had his audience’s attention, so he moved on to link the analogy to the rest of his presentation: “Managing data on networks is complicated. It is currently managed by devices that do many things, not all of them well. Our company, Network Appliance, makes a product called a file server. A file server does one thing and does it well: It manages data on networks.” Now Dan was ready to move on to his Point B: “When you think of the explosive growth of data in networks, you can see that our file servers are positioned to be a vital part of that growth, and Network Appliance is positioned to grow as a company. We invite you to join us in that growth.”



Linking to Point B







To make the opening of your presentation as effective as possible, you need to do more than capture the interest of your audience. The optimal Opening Gambit goes further by linking to your Point B.

In every one of the preceding examples, the presenters continued beyond the Opening Gambit, and then hopped, skipped, and jumped along a path that concluded with Point B. To do the same, you’ll need two additional steppingstones: the Unique Selling Proposition (USP) and the Proof of Concept.


USP







The USP is a succinct summary of your business, the basic premise that describes what you or your company does, makes, or offers. Think of the USP as the “elevator” version of your presentation: how you’d pitch yourself if you stepped into an elevator and suddenly saw that hot prospect you’d been trying to buttonhole. But please, make it a four-story elevator ride, not a 70-story trip!

The USP should be one or, at most, two sentences long. One of the most common complaints about presentations is “I listened to them for 30 minutes, and I still don’t know what they do!” The USP is what they do.

Remember Dan Warmenhoven’s opening: “Our company, Network Appliance, makes a product called a file server. A file server does one thing and does it well: It manages data on networks.” A very clear, concise USP.



Proof of Concept







Proof of Concept is a single telling point that validates your USP. It gives your business instant credibility. The Proof of Concept is optional. Sometimes you can start with the Opening Gambit, link through the USP, and then go directly to Point B without the extra beat.

It is a valuable beat nonetheless, and when you do choose to include the Proof of Concept, you have a number of options. For example, you can use a significant sales achievement: “We sold 85,000 copies of this software the first day it was available”; a prestigious award: “Business Week picked our product as one of the top 10 of the year”; or an impressive endorsement: “When an IBM vice president tried our product, he told me he’d give anything if only IBM could have invented it.”

Think of your Opening Gambit, your USP, your Proof of Concept, and your Point B as a string of connected dynamic inflection points. Once you’ve segued smoothly through each of them at the start of your presentation, the heart of your argument will be primed for your discussion. You will have grabbed your audience’s attention, and they will be very clear about what you want them to do.

Let’s go back to Scott Cook, the founding CEO of Intuit Software, and the presentation he made at the Robertson, Stephens and Company Technology Investment Conference prior to his public offering. Scott began with two questions: “How many of you balance your checkbooks?” and “How many of you like doing it?”

As the chuckling subsided and all the hands dropped, Scott continued, “You’re not alone. Millions of people around the world hate balancing their checkbooks. We at Intuit have developed a simple, easy-to-use, inexpensive new personal finance tool called Quicken that makes balancing checkbooks easy.” (Intuit’s USP.) Now Scott started to roll: “We’re confident that those millions of people who hate balancing their checkbooks will buy many units of Quicken . . . ” Scott had built up such a head of steam that he skipped past his Proof of Concept, and, without passing Go, went directly to his Point B: “ . . . making Intuit a company you want to watch.”

At that moment in the history of the company, Scott’s sole purpose was to raise awareness among potential investors and investment managers of the upcoming Intuit IPO. Unlike the CEOs of other private companies presenting at the conference, all of whom were seeking financing, Scott was there only to tee up his road show: “ . . . a company you want to watch.” Scott was not there to raise capital. (In fact, at that very conference, Scott declined a handsome investment offer because he had all the working capital he needed from his primary investors, the Kleiner Perkins Caufield & Byers venture firm.)

As a footnote, Scott is never shy about asking for the order. Of the more than 500 CEOs I’ve coached for IPO road shows, I’ve had to prompt almost all of them to make their call to action. (Remember, one of the Five Cardinal Sins is “no clear point.”) Most CEOs are reluctant to use the “i” word (“invest”). Far be it from me to suggest that they do. Instead, I recommend words like “invite,” “join,” “participate,” and “share.” Only Scott Cook, among those 500, concluded his IPO road show by boldly asking, “Why should you invest in Intuit?” and then providing them with the answers.

Remember from Chapter 4, “Finding Your Flow,” how CEO Jerry Rogers began the Cyrix IPO road show: “Cyrix competes against the established giants Intel and AMD, as well as two other large, well-funded companies.” (Jerry’s Opening Gambit was a factoid . . . in this case, a most striking statement.) “So as a tiny start-up trying to establish itself, I have to respond to some challenging questions from potential new customers about the IBM-compatible microprocessors that Cyrix designs.” (Cyrix’s USP.) “Three questions keep recurring: ‘Will Cyrix microprocessors run all software applications?’ ‘How will Cyrix compete with Intel?’ and ‘Does Cyrix have the financial stability to succeed?’”

Jerry continued, “Cyrix has already begun shipments of the first commercially available 486 microprocessors not produced by Intel.” (Cyrix’s Proof of Concept.) “But those same three questions about compatibility, competition, and finances remain important to potential investors like you. In my presentation today, I’ll provide you with the answers to those questions to demonstrate that Cyrix is indeed a sound investment.” (Cyrix’s Point B.)

Jerry’s answers and his call to action proved to be effective: When Cyrix launched as a public company, their shares were priced at $13, and the first trade was over $19, a significant achievement in 1993.

Now let’s move from CEO Jerry Rogers to Carol Case, the salesperson from Argus Insurance you met earlier in this chapter. Carol began her pitches to her prospective buyers with the scenario about the fire. After the scenario, Carol continued: “Our customer is like many customers who purchase a basic policy not customized to their individual needs. He now realizes that means being just one step away from disaster. Luckily, we at Argus Insurance have a solution. Argus can provide you with a customized, value-added package of insurance that provides for your individual needs to protect you against serious financial loss.” (Argus’ USP.) Carol was already teeing up her Point B, but for good measure, she added her Proof of Concept: “Maybe that’s why Argus is one of the fastest-growing insurance brokers in the state.” Now, she was ready for an even stronger Point B: “I know that you’ll want to take advantage of the opportunity and sign up for this important coverage today.”

When you power-launch your presentation with your Opening Gambit, your USP, your Proof of Concept, and your Point B, your audience will have no doubt about where they’re going. Now it’s time for you to tell them how you intend to navigate them there.





Tell ’em What You’re Gonna Tell ’em









The prior dynamic inflection points will prime your audience, but do you want to now dive directly into the body of your presentation? Do you want to start drilling deeply into the first of the clusters you selected? Not quite yet. I suggest that first you take a moment to give your audience a preview of the outline of your major ideas.

The technique for helping your audience become oriented and track the flow of your ideas is the classic Tell ’em what you’re gonna tell ’em. You can also think of it as the forest view.

In most business presentations, this preview is expressed in the Overview or Agenda slide. In an IPO road show, it’s in the Investment Highlights slide. In either case, it summarizes the chief attractions of a company’s offering. Why not map it to the sequence of the Roman Columns? Why not make it track the entire presentation? In that way, you and your audience can see all the major Roman Columns and the Flow Structure that unifies them. This is a view of both the trees and the forest. Think of it as a final quality check.

But telling your audience what you’re gonna tell ’em has much more to offer than an agenda. You can also extend your narrative string with two more dynamic inflection points: link forward from Point B and forecast the running time of your presentation.


Link Forward from Point B







In the Argus Insurance sales pitch, after Carol Case asked for the order with “I know that you’ll want to take advantage of the opportunity and sign up for this important coverage today,” she continued on to her Overview slide with “ . . . so that you can consider signing with Argus . . . ”, and then she ran through the bullets of her Overview slide.

Contrast Carol’s forward link with the far more common approach of no link at all: “Now I’d like to talk about my agenda . . . ”

In the opening of the Intuit IPO road show presentation, after Scott Cook’s call to action with “Why should you invest in Intuit?”, he made a forward link to his Investment Opportunity slide (shown in Figure 5.1) with “These are the reasons to consider Intuit for your portfolio.” Then he ran through the bullets, briefly, adding value to each point.
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Figure 5.1. The Intuit IPO road show Investment Opportunity slide.






In doing so, Scott avoided the all-too-common practice of reading the bullets verbatim; a practice that invariably annoys any audience, because they think to themselves: “I’m not a child! I can read it myself!”

When Scott was done with the bullets, he added, “Please consider this the outline for the next 20 minutes of our presentation. Let’s start at the top with the market opportunity,” adding yet another forward link, this time into the heart of his presentation.



Forecast the Time







Instead of plunging your audience headlong into a dark tunnel, establish the endpoint at the beginning of your presentation; show them the light at the end while they are still at the entrance. By stating how long your presentation will take, you demonstrate that you respect the value of your audience’s time and intend to use it productively. Another aspect of Audience Advocacy.

By providing your audience with a road map and a forecast of the time, you are giving them a plan and a schedule. These four italicized nouns have a least-common-denominator noun: management. Once again, you’re sending the subliminal message of Effective Management.

Of course, just because you’ve told ’em what you’re gonna tell ’em, no one will think of you as an excellent manager. That’s a stretch. But the converse proves the point: If you plunge your audience headlong into that dark tunnel without providing a road map or endpoint, they’ll feel out of control. If instead you show them the light, they’ll sit back, lock into your message, and subconsciously say to themselves, “These people know what they’re doing. They have a plan. They’re well prepared. Let’s listen to what they have to say.”

Telling ’em what you’re gonna tell ’em also provides additional benefits to you, the presenter. When you click on your Overview slide and run through it for your audience, you can mentally check the components of your presentation and remind yourself of the overall flow of ideas. This will make it easier for you to move confidently from point to point as you step through the body of your presentation. Remember how well that worked for Hugh Martin of ONI Systems and his “Top 10 Questions from Institutional Investors”?

Furthermore, it’s quite likely that someday, someone will come up to you five minutes before your presentation and say, “Gee, I’m sorry, but we’re running awfully late. We planned to give you half an hour, but we can only spare eight minutes.”

Panic time? No; simply move to your Overview slide and walk your audience through your key points in the allotted time. After all, since the Overview slide is a miniature view of your entire presentation, you can use it to support an ultra-brief condensation of all your ideas.

That old chestnut Tell ’em what you’re gonna tell ’em has a host of benefits: road map, linkage, forecast, prompt, and short form.

You can now proceed to fulfill your forecast by telling ’em what you promised. That is, move through each of your clusters in greater detail, putting flesh on the sturdy bones of your structure.

Of course, when you’re done with all the clusters, you then tell ’em what you told ’em. In most presentations, this is in the Summary slide; in an IPO road show, it’s in the Investment Highlights slide. In both cases, it’s a mirror of its predecessor from the beginning of the presentation. This mirroring, this linking of the preview and the summary, serves to bookend the presentation. This also creates a thematic resolution that neatly ties together the entire presentation. Express that resolution with a final restatement of your Point B. The last words your audience should hear is your call to action.





The last words your audience should hear is your call to action.




An important footnote about your summary: Make it brief! In a book, when only a few pages are left and the reader knows that the end is in sight, the writer quickens the pace of the narrative. So it is with a presentation. When you get to your Summary slide, discuss it succinctly.

You have now effectively grabbed your audience at the beginning, navigated them through all the parts, and deposited them at Point B. Moreover, your whole story has now fulfilled Aristotle’s classical requirements for any story: a strong beginning, a solid middle, and a decisive end.

In the Power Presentations programs, we provide a Story Form (see Figure 5.2) that captures all the preceding points. It’s a useful tool for tracking a basic format that will work for any persuasive presentation.
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Figure 5.2. The Power Presentations Story Form. (You can download a copy of this form by visiting our website, www.powerltd.com.)











90 Seconds to Launch







The Opening Gambit, the USP, a forward link to Point B, another forward link to Tell ’em, and one more forward link into the Overview are the first important steps of any presentation. This continuous string creates a dynamic thrust that propels and energizes the balance of your time in front of your audience.

It’s important that you hit these points, and in that order, within the first 90 seconds of your presentation . . . at the maximum. Always remember the importance of the start of your presentation. If you lose your audience within that first 90 seconds, chances are they will be lost forever. Remember, you never get a second chance to make a first impression.





You never get a second chance to make a first impression.




But if you capture your audience’s attention, define your Point B, and establish your credibility in those same 90 seconds, the audience is yours, and they will follow you wherever you want them to go.



Winning Over the Toughest Crowd







Jim Flautt was the Vice President of Marketing at DigitalThink. He participated in the same Power Presentations program in which Mike Pope, the newly ascended CEO, developed a presentation to announce the company’s new strategic focus.

The day after the program, Jim attended a presentation at the alumni association of his graduate business school. He decided to watch from the back of the room, as I do, to observe not only the presenter, but the audience reactions as well. The guest speaker was a respected industry leader and a frequent presenter, but his presentation was, from the outset, an unabated torrent of excessive words and slides. Jim could see that the audience quickly lost interest: MEGO. As he watched the shifting heads and squirming bodies in front of him, Jim smiled knowingly. He understood exactly what had gone wrong.

The next day, Jim, who happens to be an Annapolis graduate and a former naval officer aboard the USS Albany, was scheduled to speak about submarines to his son’s first-grade class at Laurel Elementary School. Jim realized that a roomful of seven-year-olds, who represent the ultimate in short attention spans, would be as challenging as any business audience. So he set about to make use of what he’d learned about making business presentations to prepare for the first-graders.

In the style of Intuit’s Scott Cook, Jim began with a call-for-a-show-of-hands Opening Gambit, a format quite familiar to his young audience. Jim had three questions: “How many of you know what a submarine is?” All the first-graders raised their hands. “How many of you have ever seen a submarine?” Half the first-graders raised their hands. “How many of you have ever seen a submarine fly?” Now all the first-graders smiled, giggled, and gasped. Jim had their attention.

Jim continued on to his Point B: “Well, I’m here today to tell you all about submarines.” Then, to link forward from his Point B, Jim told ’em what he was gonna tell ’em: “ . . . what goes on in a submarine, how to drive a submarine, how to repair a submarine, and some cool things that a submarine does. When I’m done with all of that, about 15 minutes from now . . . ” (Jim’s forecast for time) “ . . . I’ll show you a submarine that flies!” Just for good measure, Jim added a big WIIFY.

This got more smiles, giggles, gasps, and now, delighted cheers from the children. Jim had them and he kept them, with simple slide photographs, in rapt attention for about 15 minutes, until the very end. Then, true to his promise, Jim clicked on his computer and ran a video clip of a U.S. Navy submarine going through an emergency surfacing exercise, leaping out of the roiling ocean looking, for all the world, like a dolphin performing a stunt.

Jim did it all: he grabbed, navigated, and deposited. If it can work with wired seven-year-olds, it can work with occupationally-short-attention-span investors looking to make a return on their investment, with a concerned customer looking to find a product that performs a vital function better than the current solution, or with a stressed manager looking for a strategy to compete more effectively. It can work for you.






Chapter Six. Communicating Visually

















Company Example


	Microsoft












The Proper Role of Graphics







Think about a time when you were in the audience at a presentation and the graphics didn’t work. What was the problem? These are the most common answers my business clients give:



	“The graphics were cluttered.”

	“There was too much on the slide.”

	“The slide looked like an eye chart.”

	“The slide was a Data Dump.”




Now flip the lens and take the point of view of an Audience Advocate. What’s the effect on you? Odds are that it’s another case of the dreaded MEGO syndrome: the same cause and effect as when a story is unloaded on you as a Data Dump.

The main reason this happens is that presenters fail to distinguish between a document and a presentation. They treat a presentation as a document. This is the Presentation-as-Document Syndrome, in which the presenter uses the graphics as both a display and as a record, as both show and tell. As you read in the Foreword, this is the vestigial legacy of the ancient origins of presentations, the flip chart.

Business documents include:



	Annual reports, filled with dense text and highly detailed tables, charts, and graphs

	Strategic plans, filled with dense text and highly detailed tables, charts, and graphs

	Market analyses, filled with dense text and highly detailed tables, charts, and graphs

	Meeting notes, filled with dense text and highly detailed tables, charts, and graphs




See the pattern? All these types of documents are necessary and important in their place, but business documents are not presentations.

So the true problem with presentation graphics is that, all too often, presenters take a flood of data, those dense text and highly detailed tables, charts, and graphs, and simply reproduce them, with little or no modification, for their presentation graphics.

This Presentation-as-Document Syndrome represents one of the most common problems that plagues presentations. Presenters have become so accustomed to relying on graphics, especially Microsoft PowerPoint slides, that they often think of the presentation as a mere accompaniment to those aids. In fact, many people act as if the presentation is completely dispensable. They’ll say, “I can’t attend your presentation next week. But it doesn’t matter. Just send me your slides!” Or they sometimes say, “Send me your slides in advance.” The PowerPoint slides then are treated as handouts.

What’s more, presenters frequently provide the handouts to their audience before the presentation. The audience then reads the handout, sees the slide, and hears the presenter read what is on the slide. This is known as “triple delivery,” an assault on the audience’s senses that leads to that lethal MEGO. Using slides as handouts is but one manifestation of the Presentation-as-Document Syndrome. There are three others.



	Use the slides as notes to help the presenter remember what to say.

	Cram a plethora of details on the slides, as if to demonstrate legitimacy.

	Fill the slides with enough information so that anyone else in the company using the same slides will maintain the uniformity of the message.




But the name of my company is not:



	Power Handouts

	Power Notes

	Power Details

	Power Uniformity




It is Power Presentations.

A presentation is a pure play. It must serve only one purpose. Remember the words of Dan Warmenhoven, the CEO of Network Appliance, in the Opening Gambit of his IPO road show: “Do one thing and one thing well.” If a presentation tries to serve two or more purposes, it dilutes both purposes. The presentation itself is neither fish nor fowl.

A presentation is a presentation and only a presentation . . . never a document. After all, Microsoft provides Word for documents and PowerPoint for presentations. And never the twain shall meet.





A presentation is a presentation and only a presentation . . . never a document.




If you do need a document of your presentation, Microsoft PowerPoint provides the Notes Page view, as represented in Figure 6.1. The top of the Notes Page contains only what your audience sees projected on the screen. The bottom provides the additional material for the handouts.
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Figure 6.1. The Notes Page view in Microsoft PowerPoint.






Be sure to distribute the handouts only after the presentation. If you distribute them before or during the presentation, your audience members will flip through them as you speak, and they won’t listen to what you have to say.

If you’re asked to provide a copy of your presentation for a conference so that the slides can be printed in book form, use PowerPoint’s Notes Page view. That way, you’ll maintain the integrity of your slides as purely presentation material.

If you’re asked to provide a copy of the presentation in advance, as so often happens, especially in the venture capital and financial sector, politely offer to provide a business plan or executive summary . . . as a document. And create that document with Microsoft Word, not PowerPoint.



Presenter Focus







An extension of the Presentation-as-Document Syndrome is what happens to the audience when the screen lights up with a slide filled with dense text and highly detailed tables, charts, and graphs. The focus of the audience immediately, and involuntarily, goes to the graphics, and they start to read. When they start reading, they stop listening. The graphics then become the center of attention, and the presenter becomes subordinate to the slide show, serving, at best, as a voice-over narrator and, at worst, as a ventriloquist.

This problem is compounded as the presenter becomes a reader, too. The reading often fails to rise above the level of a verbatim recitation. Reciting the slides verbatim is patronizing to the audience. They think to themselves: “I’m not a child! I can read it myself!” The results are a failure to connect, a failure to communicate, and, most likely, a failure to persuade.

An even worse variant is when the presenter rambles, talking about subjects that have nothing to do with the slide. This disparity jams the audience’s eyes and ears, producing confusion and annoyance. It’s like crossing a DVD player’s video and audio cables, producing a scrambled image and static.

How, then, should you approach effective slide design? View graphics the way my clients at Microsoft view them. The Executive Presentations Team is the specialized unit at Microsoft charged with producing the slides and graphics necessary to support the senior executives at major presentation events for the company. It was formerly headed by Jon Bromberg, an alumnus of the New York theater world. After 11 years with Microsoft, Jon has now retired, but during his tenure he was the director of events, in charge of a huge operation with state-of-the-art production and graphics capabilities.

Despite all those technical bells and whistles, the Executive Presentations Team refers to PowerPoint, Microsoft’s own product, as speaker support. The slides or other graphics are there to support the presenter, not the other way around.





The slides or other graphics are there to support the presenter, not the other way around.




This is the very same model that we see every evening on the television news broadcasts. We see the anchor: Charles Gibson, Brian Williams, or Anderson Cooper, giving us information they interpret for us. Yes, they use graphics, but their graphics play a supporting role. The images often consist of little more than a simple picture and a word or two to headline the story that the anchor is presenting: a photograph of the Capitol building and the words “Tax Proposal,” or a picture of a medicine bottle and the words “Prescription Drugs.” Gibson, Williams, or Cooper is always center stage.

It so happens that my cousin, Joel Goldberg, has worked for more than 25 years as a graphic artist at ABC News. Using elaborate electronic tools, Joel often spends an hour getting the appearance of a single image or word exactly right, with highlights, tints, dimension, shadowing, and other tricks of his trade. That image or word may appear on the screen behind Charles Gibson for just a few seconds before vanishing forever. While I’m sure that Joel is paid well for his talents, it is Charles Gibson who pulls down a much larger salary for the gravitas he brings to the news.

This Presenter Focus/Graphics Support relationship is the only effective model for a presentation. The presentation cannot serve as a document unless it is complete in itself, in which case the audience wouldn’t need the presenter. They could sit in silence and read the slides to themselves. On the other hand, if the graphics constitute a partial document, they cannot stand alone, and they serve only to distract attention from the presenter.

Instead, when the presenter interprets for the audience and the graphics provide support, the presenter can lead the audience to a conclusion. When this happens, the presenter manages the audience’s minds, creating the subliminal takeaway: Effective Management.

The audience also takes away a visual reinforcement of the presenter’s message. As an ancient Chinese proverb tells us:


I hear and I forget;

I see and I remember;

I do and I understand.





Less Is More







To make all these things happen, we need a guiding principle. That principle is Less Is More. These words have been attributed to one of the foremost architects and designers of the 20th century, Ludwig Mies van der Rohe (1886–1969), the father of the minimalist school. Mies directed the influential Bauhaus School of Design in Germany in the 1930s and then came to the United States, where he designed such sleek, classic structures as the bronze-and-glass Seagram Building in New York City.

Mies’ famous Less Is More dictum became the guiding principle for many of the greatest designers of the past hundred years. Less Is More should be your guiding principle when you are creating your presentation graphics.

It is mine. It is mine after years of working in television, with access to the vast capabilities of professional graphic artists like my cousin Joel, who operate in multimillion-dollar electronic control rooms known as “paint boxes.” It is mine after 20 years of working with evolving generations of computer-based graphics programs, culminating in the latest version of Microsoft’s PowerPoint, whose capabilities approach those of the professional paint boxes. These powerful tools notwithstanding, when designing graphics, I rely on the wisdom of Less Is More, and its corollary, When in doubt, leave it out.

An important benefit of a slide designed with this minimalist approach is that it serves as an instant prompt for the presenter: a visual mnemonic.



Perception Psychology







In addition to Presenter Focus and Less Is More, the two essential concepts for powerful graphics design, there is a third vital element in the equation: the audience and how they take in what they see. This is Perception Psychology.

Let’s begin by analyzing how the human eye moves.

You’re familiar with the illuminated initial letter that appears in fine manuscripts or in handsomely printed books. It always appears in the upper-left corner of the page, where a new book or a new chapter begins. Magazines and newspapers also often use an enlarged initial letter to start articles. That’s because in Western culture, countries like the U.S., France, Spain, Italy, and Germany, languages are always printed from left to right and top to bottom. As a result, a Western reader’s eyes are conditioned to move to the upper-left corner to start a new passage.

This movement is not innate; it is culturally determined and learned. In the Middle East, books begin at the back and are read from right to left. Therefore, the eyes of those readers are conditioned to begin at the upper-right corner of a page.

Think of this tendency for our eyes to jump to the upper-left corner of a page as the conditioned carriage return, since the movement recalls the repeated movement of the carriage on an old-fashioned typewriter.

When people read print in a book, magazine, or newspaper, their eyes make the conditioned carriage return with every new page. In a presentation, this movement occurs with every new slide.

There is one major difference, however. When your eyes shuttle across a page in a book or magazine, they move only five to eight inches at a time. In a presentation, when they have to leap across a large screen in a conference room or auditorium, they move anywhere from two feet to 20 feet, depending on the size of the screen.

Therefore, every time you click to a new graphic on the screen, your audience’s eyes are driven by two powerful and contradictory forces: First, because of a lifetime of conditioning, they jump to the upper-left corner. Then their eyes suddenly become aware that there is more information on the screen, and so now their eyes must make another move to take in the rest of the information. This next move is more powerful than the first. Their eyes sweep to the right in a completely involuntary action. This is the reflexive cross sweep, illustrated in Figure 6.2.
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Figure 6.2. The reflexive cross sweep.






Unlike the learned move of the conditioned carriage return, the left-to-right movement of the reflexive cross sweep is involuntary. Sometimes the move is down and to the right, and sometimes it is up and to the right. Most painters organize their pictures based on eye movement down and to the right. That is why, more often than not, artists sign their canvases in the lower-right corner.

Businesspeople also intuitively follow the reflexive move to the right. But they are also accustomed to taking the high road, following the desired growth pattern of revenue and profits symbolized by the hockey stick (see Figure 6.3).
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Figure 6.3. The hockey stick movement, up and to the right.






Whether up and to the right (as in business) or down and to the right (as in art), this involuntary left-to-right movement is deeply embedded in our nature.

No one has ever fully explained why these reflexive movements occur. In his 1954 book, Art and Visual Perception: A Psychology of the Creative Eye, Rudolf Arnheim, a Gestalt psychologist and a scholar of art and cinema, offered several theories, ranging from the plausible to the fanciful. The plausible: Because the majority of humans are right-handed, there is a natural tendency toward greater awareness of objects on the right side of the visual field. The fanciful: Early homo sapiens were so impressed by the movement of the sun from left to right that they favored this form of movement

All these theories notwithstanding, the innate predisposition of the human eye to move from left to right is irresistible. You can feel it yourself as you scan this very page or any of the illustrations in this book.

Television and cinema directors incorporate this preference in how they direct their subjects and cameras. Next time you watch a well-directed movie or television drama, notice how the characters move across the screen. Most often, the sympathetic characters, the heroes and heroines with whom the audience identifies, move from the left side of the screen toward the right, flowing with the natural movement of the eye. By contrast, the unsympathetic characters, the villains whom the audience dislikes, move from right to left, fighting the eye’s natural flow.

Even when the characters are stationary, the movement of the camera can convey the same feelings: A pan right is smooth; a pan left drags. Very subtly, these differences fuel the audience’s emotional reaction to the drama, helping them to think and feel the way the actors, director, and writer intended.

Director Sam Mendes used these techniques to powerful effect in the Tom Hanks/Paul Newman film, The Road to Perdition. In the opening scene, we see a city street in the Depression era crowded with pedestrians, most of them moving from left to right. Then a young boy on a bicycle enters, pedaling from right to left, against the grain. The boy is Tom Hanks’ son, whose difficulties form the central part of the story. From the outset, these powerful cinematic dynamics set the foreboding tone for the rest of the film.

In the theatre, directors incorporate the same approach with actors on the stage: protagonists move toward the right, and antagonists move toward the left.

It all goes back to how we first learned to absorb information as children: reading text. By understanding Perception Psychology and applying it properly, you can control the effect of your graphics on your audience. And in presentations, you want that effect to be positive.





By understanding Perception Psychology and applying it properly, you can control the effect of your graphics on your audience.




In a presentation, when a new image flashes on the screen, your audience’s eyes will make two instant moves: one to the left to start the slide (the conditioned carriage return), and one to the right to take in all the information (the reflexive cross sweep). The move to the right will either up or down.

However, if, in the design of your graphics, you’ve put excess data on the screen, your audience cannot take in the entire image in two moves. They’re forced to make another move, and perhaps more than one. This third move, along with any subsequent moves they must make, will be hard work, backwards and against the grain. This third trip, back and to the left, is a forced carriage return. You can see all three moves in Figure 6.4.
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Figure 6.4. Three moves caused by excessive graphic information.






This again leads us to one of the most important practical applications of the Less Is More dictum: Don’t make me think! That refrain asks you not to make your audience work to understand your ideas. The same refrain applies to the work your audience must do to absorb your graphics. Therefore, design all your slides to Minimize the Eye Sweeps of your audience. For every graphic, keep the number of times their eyes must go back and forth across the screen to an absolute minimum. Make it easy for your audience, and they will make it easy for you. Think of the alternative!





Design all your slides to Minimize the Eye Sweeps of your audience.




Thus, the overarching principles of powerful and effective graphics are


Presenter Focus

Less Is More

Minimize Eye Sweeps


Keep these principles uppermost in your mind and apply them to all your graphic design elements.



Graphic Design Elements







All the bells and whistles in all the graphics programs available for business presentations boil down to just four basic design elements:
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• Pictorial. Photographs, sketches, maps, icons, logos, screen shots, or clip art.

[image: Image]

• Relational. Tables, matrices, hierarchies, and organizational charts. (Think of a relational chart as an image that captures a set of relationships, connections, or links in visual form.)

[image: Image]

• Text. Text comes in two flavors: bullets and sentences.
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• Numeric. Numbers expressed in bar charts, pie charts, area charts, line charts, histograms, and other, more specialized types of graphs.


When you choose either a pictorial or a relational graphic, you achieve Less Is More by default. A picture is worth a thousand words. And a table or chart, by definition, organizes multiple diverse elements, turning more into less. So both pictorial and relational graphics promptly fulfill Mies van der Rohe’s principle.

However, much business information can’t be captured in a picture or a table. As a result, most presentations bulk up with text and numeric graphics. This is where the trouble begins. In the first place, presenters end up using more, not less, on the screen, thereby losing effectiveness. What’s worse, they fall prey to the Presentation-as-Document Syndrome.

A presentation is a presentation and only a presentation. The primary role of graphics is to support the presenter and to give the presenter the opportunity to add value above and beyond what is projected on the screen.

Graphics also help the audience remember your content. Remember the Chinese proverb: “I see and I remember.”

In the next chapter, you’ll learn how to create effective text graphics; and in the one after that, you’ll learn how to create effective numeric graphics. The emphasis in both of these chapters will be on how to achieve Less Is More, thereby conveying your visual information in a clear, crisp, and powerful form.






Chapter Seven. Making the Text Talk


















Bullets Versus Sentences







In the previous chapter, you saw that all text slides come in only two options: bullets and sentences. Each of these options is quite different, with separate forms and functions. Keep them distinct.

A bullet is meant to express a core idea, so craft it in the form of a headline. Look at any newspaper, and you’ll see that a headline is not a complete sentence. Basic English grammar dictates that a sentence must contain a subject and a verb, but most headlines are not complete sentences. Generally, headlines omit the parts of speech that form complete sentences: articles (the, an, a), conjunctions (and, but, or), and prepositions (of, for, by, through).

Why are headlines written in this shorthand style? There are several good reasons. When fewer words have to be squeezed into an available space, the size of the letters can be increased, enhancing legibility. Furthermore, by providing the gist of the story in a few words, readers can scan a page full of stories in a few seconds and pick out the ones of interest.

Legibility and speed are equally important in presentation slides. When you create a text slide containing bullets, you are, in effect, presenting headlines only. Where does the body text appear? Not on any slide. As the presenter, it is your job to put flesh on the bones of the headline bullets. The presenter provides the body text. The presenter is the focus of the presentation.





The presenter is the focus of the presentation.




This approach can make for a very crisp, clear presentation. You can summarize most of the concepts of your story (distilled in the Brainstorming process and organized into clusters) in two-to-five-word headline-style bullets. Some typical concepts from any company story might include






	Breakthrough New Product Line

	Experienced Management Team

	Exploding Market

	Targeted Strategy






How long would you be able to speak about any of these concepts as they apply to your business? Probably for several minutes each, if not longer. Therefore, the optimal presentation is composed of a presenter providing spoken body text for headline-style bullets on the slides.

What about sentences? When should you use them in your graphics?

The only time you need a sentence is when you need to demonstrate verbatim accuracy. Use a sentence only when you’re citing the specific words in a quotation, like this:


“PQR Technologies is the most exciting new business concept I’ve seen this year.”

--Tom Hudson High-Tech Monthly




While you can use full sentences for your endorsing quotations, you would do well to keep them to a minimum, and rely primarily on bullets as headlines for your text slides.

An important underlying reason for avoiding sentences on slides goes back to the basic principle of Audience Advocacy. Sentences are longer than bullets, and they usually extend over several lines. Therefore, reading them on the slide generally requires additional eye sweeps, making your audience work harder to absorb your message. Make it easy for the audience to take in your graphics. Minimize Eye Sweeps.



Wordwrap









When a bullet is too long to fit on a single line, the text automatically continues on to a second line. This is called wordwrap, and it looks like Figure 7.1.
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Figure 7.1. Wordwrap forces two eye sweeps.






A full sentence almost always causes wordwrap, which requires an extra eye sweep . . . and more work for the audience. Shift the sentence-style bullet to a headline-style bullet by omitting articles, conjunctions, prepositions, and other unnecessary words. Minimize Eye Sweeps by restricting the bullet to a single line.



Crafting the Effective Bullet Slide







You’ll recall that I use the Problem/Solution Flow Structure in my programs and in this book. Most of the previous chapters have begun by asking you to think about presentation problems. In the same spirit, let’s look at the particularly problematic bullet slide shown in Figure 7.2.
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Figure 7.2. How not to design a bullet slide.






Does this look familiar? When I show this slide during my program, the groans and laughter from the participants make it clear that slides like this are all too common. This is a true Data Dump slide, one that is in desperate need of surgery.

First, consider the two-line title. It requires an extra eye sweep. In this book, your eyes traverse a page that is only a few inches wide. In your presentations, the eyes of your audience have to travel several feet across a large projection screen. The more you make their eyes travel, the harder they have to work. Be an Audience Advocate! Replace the two-line title with a one-liner that states a single concept.

Next, notice that the subtitle, which adds new information, makes the audience do extra work not only to interpret the new information, but also to determine its relationship to the main title. Instead, replace it with a subtitle that relates easily and obviously back to the main title. Better still, eliminate the subtitle altogether. Less Is More.

Next, consider the first bullet. It has all the parts of speech that make a bullet into a sentence. This gives the audience more work to do by adding extra eye sweeps. Simplify the bullet into a newspaper-style headline. Do the same with all the other bullets and with the sub-bullets as well.

Now for a subtle, but important, point: The default in most graphics and word processing programs is to indicate a sub-bullet with a dash. This means that several sub-bullets will create a ladder of dashes. What does a dash mean to a financial person? It is a minus sign, which means a negative.

You don’t want your audience to go there. Avoid the subtle, subconscious, negative message sent by the dash. You could change the default symbol to a dot, which is an improvement, but it still clutters the slide. Get rid of the Morse-code effect of dots or dashes completely by indenting the sub-bullets. The space creates the offset; the space makes less out of more.

Finally, do we really need all those sub-bullets? The answer is usually “No.” Sub-bullets often add a layer of complexity and an extra burden for the audience without any offsetting benefit. Remember, you, the presenter, provide the body text. You’ll have ample opportunity during your presentation to amplify the details that support the headline bullets.

Now we have a clean graphic, as you can see in Figure 7.3.
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Figure 7.3. The Less Is More bullet slide.






To summarize:



	The Less Is More bullet slide contains one concept, expressed in a one-line title.

	The subtitle is best omitted.

	Bullets contain key words only, such as nouns, verbs, and modifiers. Avoid using articles, conjunctions, and prepositions. (Especially avoid using prepositions; not only do they add an extra word, they juxtapose and separate important words. Instead of writing a bullet such as “Strengths of Our Company,” rewrite it as “Our Company Strengths.”)




To make your bullet slide clean and crisp, try to follow the four-by-four formula: four lines down, four words across. Or, if the subject warrants, you can go up to six-by-four: six lines down, but still only four words across. A final benefit: With only one set of bullet symbols, visible at first glance, both you and your audience get a quick snapshot of the total idea.



Minimize Eye Sweeps with Parallelism









When all your bullets are parallel or similar in meaning (for example, a list of products, product features, or product benefits), the relationships will immediately be clear to your audience. However, whenever you create such a parallel list, pay particular attention to the grammatical form of the bullets. If you write each one in a different part of speech, you’ll be forcing your audience to do extra work to grasp the logic. They’ll have to reset their minds at the start of each bullet, as you do when you read the list shown in Figure 7.4.
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Figure 7.4. Bullets in nonparallel form.






Don’t make me think! Each of these bullets represents a different grammatical form. The first bullet is a complete sentence with a passive verb, the second bullet is a noun modified by a preceding adjective, the third bullet is an adjective modified by a preceding adverb, and so on. Grammatical terminology notwithstanding, you can feel the inconsistency.

This problem is akin to the “floating decimal” dilemma in accounting, in which a series of figures is printed with irregular decimal places. This makes the numbers very difficult to read, anathema to any bookkeeper or accountant. In bullet slides, nonparallel construction of bullets is anathema to your audience.

To solve this problem, write any set of bullets in a list in parallel (grammatically the same) form, so that the similarity and relationships of the underlying concepts are obvious, as shown in Figure 7.5.
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Figure 7.5. The same concepts as in Figure 7.4, but in grammatically parallel form.






In Figure 7.5, each of the bullets is in the same grammatical form: adjective plus noun. This parallelism in both meaning and form makes it easy for your audience to see the relationships. With this organization, you can display all four bullets at once. Your audience can absorb them quickly and then turn their attention back to you to listen as you add value.



Using the Build







Sometimes parallelism is not possible, so the relationships among the bullets are not readily apparent. And sometimes a single concept requires more than four bullets . . . perhaps as many as five or six or even eight bullets to fully explain one main concept. But showing a set of diverse bullets all at once is too much input for your audience’s eyes and minds. It overwhelms their reception.

The effective solution for such cases is to build the list one bullet at a time. The build is easy to do with the Custom Animation feature in Microsoft PowerPoint or any other presentation graphics program. Reveal the first line, and explain and discuss it. Then click to reveal the next line, and explain and discuss it, until you reveal all the bullets.

When building your bullets, keep in mind Perception Psychology: Audiences find left-to-right movement natural and easy. Make it easy for your audience. Build your bullets by bringing them in from left to right. In Microsoft PowerPoint, you can accomplish this by selecting Custom Animation, then Entrance, then Wipe, and then From Left. (Please see Chapter 12, “Animating Your Graphics,” for a fuller discussion of animation techniques.)





Build your bullets by bringing them in from left to right.




As you build, provide continuity in your narration by linking one bullet to another as you click through. By controlling the revelation of your bullets, you keep your audience in synchronization with your flow. They cannot get ahead of you. Best of all, you can add value beyond each bullet by discussing, interpreting, and providing supporting evidence.





You can add value beyond each bullet by discussing, interpreting, and providing supporting evidence.







Bullet Levels







Some presenters are not satisfied with one level of bullets, so they use sub-bullets, thinking this will enable them to elaborate on their ideas. Sometimes two levels don’t seem to be enough, so they use sub-sub-bullets. Occasionally, presenters completely surrender to temptation, and they go deeper, and deeper, and deeper, and deeper . . . all the way down into the right-brain basement (see Figure 7.6). The trouble is that most audiences can’t follow the presenter’s thought patterns that far down.
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Figure 7.6. Multiple levels of sub-bullets. How deep can you go?






Do your audience a favor: Restrict yourself to only one sub-bullet level. A single level of sub-bullets (or no sub-bullets at all) keeps slides clear, crisp, and easy to read. It avoids forcing the audience into mental contortions as they struggle to track the presenter’s internal logic. Additionally, avoid the Morse-code effect by eliminating symbols for sub-bullets. Use only an indent to create an offset. Less Is More.





Avoid the Morse-code effect by using no symbols for sub-bullets. Use only an indent to create an offset.




If you do use sub-bullets, put the same number of sub-bullets under each bullet, as shown in Figure 7.7. If the first bullet has two sub-bullets, then every other bullet should have two sub-bullets. The resulting symmetry creates a balanced image, as well as the message that your ideas are logical. The visual organization creates the subliminal message of Effective Management.
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Figure 7.7. Only one level of sub-bullets.









Verbal Style







Now for some stylistic techniques that apply to all text slides, whether they contain bullets or sentences. These are seemingly minor points that your audience may never consciously notice, but have a definite subconscious impact on them and on how they perceive your slide, your message, and therefore you. Follow these simple and straightforward style guidelines whenever you create text slides.


Use Possessives/Plurals Correctly and Sparingly . . . if at All









This is a grammatical and stylistic point that surprisingly few people understand. The use of an apostrophe plus “s” (’s) to mark the plural form is simply bad English. An apostrophe plus “s” should be used only for contractions (words from which one or more letters have been dropped, such as I’ll, can’t, you’d, and he’s) and possessives (such as IBM’s new chairman, the company’s headquarters).

Nonetheless, many people mistakenly use an apostrophe plus “s” in plurals, especially when pluralizing acronyms or numbers, as shown in Figure 7.8.
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Figure 7.8. Using an apostrophe plus “s” for plurals is wrong.






This approach can compound the grammatical mistake by leading to momentary confusion and more work for your audience. Consider the following sentence:




DVD’s produce sharper images than VHS’s because a DVD’s resolution of 500 lines is greater than a VHS’s resolution of 240 lines.




The first DVD and VHS references are plural, so they don’t need an apostrophe. The second references are possessive, so their apostrophes are correct. The incorrect apostrophes will confuse the reader.

Using acronyms is risky, because they may be unfamiliar to part of your audience. If you do use an acronym, the correct way to turn it into a plural form is with a lowercase “s” and no apostrophe. The same applies to a number or to any other word that needs to be expressed as a plural, as shown in Figure 7.9.
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Figure 7.9. The correct way to make plurals: lowercase “s” and no apostrophe.










If you do use an acronym, the correct way to turn it into a plural form is with a lowercase “s” and no apostrophe.




Actually, you can and should avoid using an apostrophe plus “s” at all in your presentations. Although an apostrophe plus “s” is grammatically correct for possessives, you can exercise literary license in the interest of Less Is More. Eliminating an apostrophe plus “s” eliminates extra characters and makes the text easier to read and comprehend. Consider the difference between “IBM’s New Chairman” and “New IBM Chairman.”





Keep Your Font Choices Simple







Most graphics programs, including Microsoft’s PowerPoint, provide dozens of different type styles, known as fonts. Some cost-conscious presenters seem to think, “We’ve paid for all these fonts, so we should use all of them.” The result is a slide that looks like a ransom note, as shown in Figure 7.10.
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Figure 7.10. The ransom note slide.






For all your text slides, resist the temptation to get too creative with font choices. Use two or, at most, three different type styles for a single presentation. The result will be a unified look and feel that conveys a clear, consistent message.





Use two or, at most, three different type styles for a single presentation.




One easy way to add creative styling and remain simple is to use one font style for titles and another for bullets. Another is to use two sizes of the same font, a larger one for titles and a smaller one for bullets. You can add further styling by choosing one color for titles and another for bullets, or you can make one of your choices an italic version of the same font. Less Is More is particularly applicable when it comes to typographic choices.





Proportional Spacing







Let’s say you’ve followed the four-by-four rule for your bullet slide, and it looks like Figure 7.11.
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Figure 7.11. Four by four . . . but are there more bullets?






See the problem? All the bullets are bunched up in the top half of the slide, leaving the bottom half empty. This imbalanced design has the secondary negative effect of setting up an anticipation that will not be resolved. Are there more bullets? You can easily remedy this problem with proportional spacing: Distribute the bullets evenly over the entire slide, as shown in Figure 7.12.
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Figure 7.12. Proportional spacing.











Visual Style









Many business presentations are supported by a collection of slides that are only text . . . no pictorial, relational, or numeric slides at all. Not only does this border on the Presentation-as-Document Syndrome, it looks bland and boring. Twenty all-text slides in a row can produce the MEGO effect.

Furthermore, reading an all-text slide feels like hard work, even when the slide is designed according to the previous principles. Figure 7.13 is an example.
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Figure 7.13. An all-text slide, multiplied by 20, equals MEGO.






There’s nothing wrong with this slide, but it’s certainly not interesting or even visually appealing.

You can add styling to an all-text slide like this without adding or subtracting a single letter. The secret is to use the simple design tools that are included in Microsoft PowerPoint. Figure 7.14 shows an example.
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Figure 7.14. The same text as Figure 7.13, but with styling.






By embedding text in boxes, and giving the boxes lines and shadows, you create a much more attractive and interesting version of the slide. It also makes the information easier to read. Grouping related items visually reduces the interpretive work your audience must do to follow the flow of your ideas.

Microsoft PowerPoint provides a wealth of design options for adding styling to your text slides with a vast array of shapes, colors, elements, and formats. The Office 2007 version of PowerPoint has a new feature called SmartArt graphics in which many different style effects can be applied simultaneously with a single mouse click.

You can also create emphasis by using a manual technique called reverse out, which sets off a headline from the rest of your text by reversing the background and font colors, as shown in Figure 7.15.
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Figure 7.15. The reverse-out effect.






You can also enhance the design of the background by adding stripes, borders, edges, and cornices. There are so many interesting design options that it would be easy to get carried away. For example, one option is gradient shading, as shown in Figure 7.16.
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Figure 7.16. Gradient shading.






This looks cool at first. But then you realize that it’s difficult to read the last bullet. Not to worry; there’s always another bell or whistle in the graphics toolbox. You can add a double gradient, as shown in Figure 7.17.
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Figure 7.17. Double gradient shading.






But now you realize that you can’t read the first bullet!

The point here is the same as with font choices: Remember the Less Is More principle. Many presenters get carried away with the plethora of fancy graphic toys available to them. Choose one or two graphics effects that will enhance the clarity and attractiveness of your slide design, and use only these throughout your presentation. Select a limited color palette, two or three colors at most, to complement the colors in your company logo, and use them consistently. For example, if you use a gold border and a royal blue headline on your first slide, then every slide should contain a gold border and a royal blue headline.





Choose one or two graphics effects that will enhance the clarity and attractiveness of your slide design, and use only these throughout your presentation.




Finally, optimize all your text slides by observing the following simple guidelines.





Text Guidelines









	Create a consistent look and feel, and maintain it throughout.

	Be consistent in your choice of font, as well as in your choice of case.

	Keep font size to a minimum of 24 or 28 points.

	Avoid abbreviations at all costs.

	Add shadows and bolding to make all text more legible.

	Use sharp contrast: light text on a dark background, or vice versa.

	Insert your company logo, but don’t make it look like a neon sign; treat it instead as a watermark, with a subtle, embossed effect.

	Avoid the clutter caused by recurring slogans, datelines, copyrights, and the ubiquitous “Company Confidential” warning in the periphery of every single slide.

	Use blank space. You don’t have to fill every nook and cranny of every slide with information. Costly newspaper advertisements often use valuable white space to set off text. Look at them, see the difference, and follow their example.




You’ll notice that I haven’t mentioned the differences between serif and sans serif fonts, or text justification right, left, or center. These typographic fine points are matters of individual taste, and as the Latin proverb tells us, De gustibus non est disputandum (There’s no arguing taste).

Follow the preceding guidelines, and your text graphics will be simple, consistent, and logical, reinforcing the subliminal message of Effective Management.

In the next chapter, you’ll see how the same basic principles that create winning text graphics also apply to numeric graphics.








Chapter Eight. Making the Numbers Sing


















The Power of Numeric Graphics







Numbers play a key role in any business presentation. Revenues, units shipped, profits, and market share are the hits, runs, and errors of the business scorecard, and everyone in business understands their importance.

However, not everyone in business feels equally at home when it comes to numbers. There are the green-eyeshade types who immediately recognize key trends and who can quickly pick out the most important item in a column of figures. Then there are the rest of us, who need a little time and a lot of context to fully grasp the meaning of a profit-and-loss statement or balance sheet.

In any presentation, you want both the number-fluent and the number-challenged audience members to understand and agree with you. Skillfully designed numeric graphics can help achieve that. They translate digits and decimals into visual images that make abstract relationships concrete and much easier to recognize.

Unfortunately, many of the numeric graphics used in presentations serve to obscure rather than clarify the facts. All too often, the graphics are sheer Data Dumps, loaded with needless information, poorly organized, and visually cluttered. Such numeric slides take a long time to explain and even longer for the audience to understand. Often, the audience members decide that such slides aren’t worth the effort, and they give up. This is how many important presentations get derailed.

This needn’t happen with your presentations. The same basic principles you learned in Chapter 6, “Communicating Visually,” Presenter Focus, Less Is More, and Minimize Eye Sweeps, apply to numeric graphics. Let them be your guidelines to creating clear and effective images that will drive your story home and reinforce your key ideas.



Bar Charts









Let’s begin with the Problem/Solution approach by looking at an all-too-typical numeric slide, the bar chart shown in Figure 8.1. You’ve probably encountered this type of graphic in many presentations. This example depicts six years of steady sales growth in the history of an up-and-coming company, information that should play an exciting role in telling the company’s story.
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Figure 8.1. How not to design a bar chart.






There’s plenty of information here. In fact, the problem is that there’s too much information for a presentation. If this chart were in a document, such as a business plan or annual report, the reader, as the audience to the absent writer, would need all this data to understand the chart and identify the figures. The reader would also have close-up access to the document. But in a presentation, the audience is forced to make multiple involuntary eye sweeps across the distant enlarged image to see all the data, while simultaneously their ears are listening to the presenter and their minds are processing all the data. All this ratcheting around and thinking is excessive sensory activity that disconnects the audience from the presenter. The slide becomes the focus of the presentation.

Sound familiar? These same underlying problems have a negative impact on the graphics, just as they do on the story, drastically reducing the potential to capture your audience.

Here’s how to communicate the same information successfully: First, notice how much print clutters the slide. The title and subtitle essentially repeat the same information. There are two labels, one at the left side of the slide (“IN MILLIONS OF DOLLARS”) that is standing on its end, and one sprawled along the bottom of the slide (“FISCAL YEAR ENDING DECEMBER 31”). Each label takes up a great deal of space while providing information that is either very simple or not very important. There are more than 30 numbers on the slide: nine along the left scale, 18 superimposed on the six bars, and the six dates along the bottom edge of the graph. The CAGR (Compound Annual Growth Rate) sticks out to the right like an outrigger. The source credit to The Wall Street Journal is in a font size so tiny it rings of the fine print in a shady contract. The six bars depicting revenues are each subdivided into three different colored sections. And all of this data is backed by grid lines that resemble bargain-basement, bamboo-slat Venetian blinds.

Clearly the person who designed this slide has never heard of Less Is More.

Notice how much work your eyes (and your mind) must do to absorb all this information. It’s not only a matter of wading through all the words and numbers to decipher which ones are important and which aren’t; it’s also a matter of attempting to draw connections among the disjointed parts of the graph. In short, this slide is a visual mess. How can we improve it?

We can start by simplifying and cleaning up the unnecessary verbiage. Since the title and subtitle are redundant, we can eliminate the subtitle. The graph itself clearly contains six bars, which are labeled by year, so it isn’t necessary for the subtitle to spell out the number of years covered.

Rather than devoting so much space to the labels “IN MILLIONS OF DOLLARS” and “FISCAL YEAR ENDING DECEMBER 31,” we can use simple abbreviations. Nor do we need to spell out full dates. In this context, if a bar is labeled “’04,” everyone in the audience will understand that it represents 2004 rather than 1004 or 3004. Give The Wall Street Journal its due by making the font size legible. Finally, does your audience really need to know the exact dollar figure for each product sold? Probably not; it depends on the point of the slide. If the purpose is to demonstrate total revenue growth, then the audience can see the relative amounts of each product by the colors. Remove the numbers in the bars.

This is a distinct improvement. We’ve substantially reduced the amount of work the audience must do to understand the graph. But there’s still more to be done. To identify the different colored parts of the bars, the audience members must shift their eyes up and down repeatedly to the legend at the bottom, like a bouncing yo-yo.

Only when the audience discovers the legend at the bottom of the slide, which matches the colors to Product X, Product Y, and Product Z, does the explanation become clear. You can feel the movement here on the page, where the distance is only several inches. Imagine the feeling when you traverse a space of several feet on a projection screen. Minimize Eye Sweeps.

Furthermore, anyone in the audience who wants to figure out the value of a particular bar must move his or her eyes back and forth, left and right, several times between the scale and the bar, like a fast and furious ping-pong match. A futile match, too, because, at a distance, the human eye can’t find the exact tick mark. Would any businessperson respond favorably to a proposal with inexact figures that could be viewed a few million dollars in either direction? Hardly.

We can make some simple adjustments to clear up these problems . . . again, by applying the Minimize Eye Sweeps rule.

Look at Figure 8.2.
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Figure 8.2. The same bar chart, simplified and clarified.






By removing the scale from the left and placing the revenue totals directly above the bars, we see the growth trend in one sweep of the eyes. By removing the legend at the bottom of the graph (along with the usual trifling little squares) and simply labeling the three different colored bar segments in matching colored text boxes along the right margin, the eyes identify products X, Y, and Z at the end of the eye sweep. Simpler still would be to eliminate the stacks and create separate charts for each product.

Notice the three-dimensional effect on the bars. Some people like this effect; others hate it. As with typography in the previous chapter, these are matters of individual taste, and the same Latin proverb applies: De gustibus non est disputandum. There’s no arguing taste.

The simplified version of the slide will have much more impact in your presentation. The important story it tells about your company’s impressive sales growth will hit home much more forcefully. Any numeric slide can be dramatically improved by eliminating unnecessary words, numbers, scales, and legends.





Any numeric slide can be dramatically improved by eliminating unnecessary words, numbers, scales, and legends.







Pie Charts







Figure 8.3 shows a typical pie chart (also called a circle chart). This kind of chart is useful for showing a total amount divided into subordinate parts; in this case, the chart shows how a company’s sales are divided geographically. At a glance, it’s easy to see the relative share of the whole that each part, or each wedge of pie, represents.
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Figure 8.3. A typical pie chart.






Unfortunately, the chart is needlessly cluttered and confusing to read. Stacking the name of the sales region, the sales figure, and the percentage (such as “Europe,” “$11M,” and “22%”) forces the viewer to pause and sort out what each element means.

Now look at the version shown in Figure 8.4.
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Figure 8.4. A simplified pie chart.






The geographic labels remain outside the pie, but the percentages are now inside the wedges. This arrangement is clearer because text usually takes up more space than numbers. If any wedge is too small to contain its number, use a callout; that is, place the number just outside the wedge, with a narrow line to indicate where it belongs.

Notice that by separating the labels from the numbers, both are much easier to read. Notice, too, that we have omitted the dollar figures shown in the first version of the graph. In a pie chart, the relative size of each wedge is the most important information.





In a pie chart, the relative size of each wedge is the most important information.




Finally, note that we’ve shifted the date to the bottom of the pie. That’s where the timeline appears in most business charts.

Follow these general guidelines when you create a pie chart, and it will be easy for your audience to read and understand.



Typography in Numeric Graphics









The label on the left side of Figure 8.5 is “stacked.” Type set this way is very hard to read. Think about it: The stacked label, containing eight letters, causes your eyes to make seven carriage returns. Ouch!
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Figure 8.5. The label on the left is “stacked.”






This problem is easy to solve, as shown in Figure 8.6.
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Figure 8.6. The more legible horizontal label.






Use a horizontal label like the one shown in Figure 8.6, which makes the chart much clearer and easier to read.

A close cousin of the stacked vertical label is the vertical label on end, shown in Figure 8.7.
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Figure 8.7. The vertical label on end.






This practice is a carryover from documents. In a document, the reader can rotate the document to read the word “REVENUES.” In a projected presentation slide, however, the audience members are forced to rotate their heads. This often seems like an adult variation of Simon Says: “Left ears on left shoulders, place!”

The solution is the same as for the problem of the stacked label (please refer back to Figure 8.6 for the solution). Make the label legible by aligning it on the horizontal axis. Now you’re minimizing not only your audience’s eye sweeps, but their head movements as well.



The Hockey Stick







Another example of conditioned eye movement is the way audiences perceive and react to information. Through long experience with graphs and charts, businesspeople are accustomed to responding favorably to what is known as the hockey stick, which expresses positive results that move up and to the right. A trend sloping in the downward direction implies negative results and is therefore a counterintuitive movement.

If you were creating a graph to compare your company’s results (sales, profits, product performance, or customers) against those of your competition, would you show it using bars like those in Figure 8.8?
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Figure 8.8. The reverse hockey stick, going down.






I hope not. The results are heading downhill. Instead, arrange the bars as shown in Figure 8.9, up and to the right. The hockey stick now expresses rising action. Furthermore, the bars end with your company name. By placing your company name at the final, climactic point, not only do you tacitly take a superior position, but your company name becomes the last word your audience will see and remember.
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Figure 8.9. The natural hockey stick, up and to the right.






Unfortunately, many presenters, as well as many professional graphic artists, design their bar charts counter to these cultural implications. They are under the mistaken assumption that the most important figure should come first. While this reasoning seems logical, it is contradictory to the more powerful psychological forces. Figure 8.10 is a reproduction of an actual newspaper advertisement, doctored slightly to protect the guilty (we’ve used the fictitious bank name “Comet”).
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Figure 8.10. A violation of the hockey stick rule.






Comet wanted to brag about its leading market share over all its competitors in corporate debt underwriting. Although Comet was proud of its achievement, its advertising designers set up the bars with movement downward rather than upward, counterintuitive to positive results.

Figure 8.11 shows how Comet’s ad should have been depicted.
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Figure 8.11. Follow the rising action.









Subtle? Yes, But . . .







The stylistic points presented in this chapter may strike you as picky. “Oh, come on,” you might say. “The members of my audience aren’t graphic artists or designers. Will anyone really notice if I arrange the bars in the graph in reverse order or stack the letters in the vertical label?”

Maybe not . . . maybe not consciously. But our cultural conditioning to react to visual cues is very deep and powerful . . . so much so that, even when your audiences don’t consciously recognize such design flaws, they respond to them with a sense of unease, uncertainty, or dislike. They may not realize what’s bothering them; at most, they might think, “Those slides look a little odd” or “There’s something here that’s not quite right.”

Is this a serious problem? It can be. Remember, it is likely that that your efforts to persuade your audience will be competing against powerful opposing forces, ranging from your direct competitors to the subtler forces of indifference, apathy, and inattention. It’s easy for anyone to doubt your expertise, to question your motives, to be distracted, or simply to lose interest. You can’t afford to overlook any factor that might influence your audience, no matter how subtle it may appear.

Persuading your audience to respond to your call to action is almost always an uphill battle. Why make it harder, even 10 percent harder, by designing graphics that work against your message? Make your graphics work for you.






Chapter Nine. Using Graphics to Help Your Story Flow

















Company Examples


	Modex Therapeutics

	Intel












The 35,000-Foot Overview







In the past two chapters, we focused on designing slides that convey information clearly and effectively. You’ve drilled deep into many details about everything from font styles to graph labels. Now it’s time to take a step back and return to one of the earlier concepts in this book: specifically, to flow.

Every communications medium has its own techniques for helping its audience remain oriented and follow the flow. Think about text, where the reader is the audience to the writer. In a book, a magazine, a newspaper, or a printed report, the designers and editors provide the reader with many tools to help track the writer’s flow: the table of contents, the index, and the running heads along the top or bottom of the page. Even more important, the reader has the luxury of random access to the writer’s material. The reader can navigate through the text independently by visiting and revisiting the table of contents or the index, and by flipping backward and forward as often as needed to follow the overall flow. Think of Russian novels, where all those multiple names and nicknames of the characters are listed up front. Think of plays where the Dramatis Personae, or cast of characters, precedes the first scene. Through long practice, readers are accustomed to steering through the structure of written texts on their own.

Presentations are different. In a presentation, the audience can access the presenter’s material only in a linear fashion: one slide at a time, one spoken sentence at a time, and all this under the presenter’s control. Once a slide disappears from the screen, it’s gone forever. The audience doesn’t have the opportunity to flip back and forth at will to clarify the presentation’s flow.

Just as in the telling of the presentation story, the audience receives the visual content at the level of the trees. And, just as in the telling of the story, the presenter’s job is to rise up from the trees and give the audience a view of the entire forest. As always, the presenter’s job is to navigate the audience’s minds, but the presenter can also navigate the audience’s eyes.

The Flow Structures in Chapter 4 and Telling ’em what you’re gonna tell ’em in Chapter 5 can help your audience follow your flow, but both of these are purely verbal techniques. Graphics can help express flow, too. You can design your slides to convey the connections among your ideas. You can use a set of simple visual tools to create continuity and to help your audience track the overall logic of your presentation.

Before introducing these tools, however, it’s important to step back and check the flow of your presentation, to examine it as a whole, by taking a 35,000-foot overview. One valuable tool to do this is the Storyboard Form, illustrated in Figure 9.1.
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Figure 9.1. The Power Presentations Storyboard Form.






Television and film directors use storyboards to plan their end products, whether it is a 60-second commercial or a multimillion-dollar special-effects epic. They map out the camera angles of each scene and then envision how the individual scenes will combine into a whole sequence. We provide our Power Presentations clients with a paper version of the storyboard as part of our programs. (You can download a copy of this form by visiting our website, www.powerltd.com.) The Microsoft PowerPoint version of this aspect is called Slide Sorter view. Both options provide a panoramic view of your story.

This view lets you see all the slides for a given presentation at a glance, a perspective that minimizes your focus on details and offers a broader outlook of the landscape. It’s an efficient planning tool that helps you check the progression of your story. Note that there is also a small rectangular box beneath each slide image where you can enter notes on your narrative, further clarifying your flow.

Figure 9.2 illustrates how the panoramic view works. Look at your slides in the Storyboard Form. See them in groups, reflecting the Flow Structure you chose for your presentation. In this example, the presentation includes four parts: an Introduction, an Opportunity section, a Leverage section, and the Conclusion. Each section is supported by a group of slides, and within each section, every slide should fit logically into place.
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Figure 9.2. The panoramic view.






When you scan slides in this view, it should become evident when some slides don’t fit where you’ve placed them. You may want to shift them to a different part of the sequence; or they may be extraneous, in which case, you might want to eliminate them altogether. The connection between any one part of the presentation and the next should also be clear. If it isn’t, you might want to rethink your sequence. You could add, delete, or shuffle slides so that the logic is evident; or you might even try a different Flow Structure.

The ultimate technique for checking your flow is to read only the titles of your slides, as shown in Figure 9.3. If you can trace the logic of your entire presentation by reading these few words, bypassing the bullets, graphs, or other content, you’ve created clarity. A presentation that achieves this inner logic makes it easy for your audience to follow and easy for you to deliver. In Microsoft PowerPoint, you can use either the Slide Sorter or the Outline view to read only the titles.
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Figure 9.3. The ultimate flow check.










The ultimate technique for checking your flow is to read only the titles of your slides.







Graphic Continuity Techniques







Once your verbal logic is clear, you can turn to graphics to help communicate your flow. Well-designed graphics not only convey information clearly and attractively, they also help establish the connections among ideas. Again, the panoramic view offers an excellent perspective on the flow of your presentation. If the continuity of your graphics is not apparent, it might look like Figure 9.4.
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Figure 9.4. No two slides alike.






Try to scan this storyboard from slide to slide. Because no two slides look alike, the presentation begins anew with each slide, forcing you to adjust repeatedly to new content, new form, and a new look. Now think of your audience. Without the luxury of the panoramic view, they will see only one new slide at a time, and they will be forced to work even harder to adjust to each new content, new form, and new look. By the end of the presentation, they will be exhausted and, most likely, confused. Don’t make them think!

There are five proven graphics techniques that you can use to help express the flow of your presentation in your slides. Let’s look at each of these techniques, along with illustrative examples drawn from actual business presentations.


1. Bumper Slides







The first continuity technique, and the simplest, is the Bumper slide. This technique is drawn from the field of publishing. Look at any lengthy nonfiction book. You’re likely to find that it is divided into chapters and parts. Most often, each part is separated from the next part by a full page containing only the part number and a title.

The purpose: closure of the outbound section, and a lead into the inbound section. The advantage: The reader’s mind is cleared of the last subject and primed for the next. In a presentation, the Bumper slide signals a transition to a new section. Think of the Bumper slide as the sorbet that is served between courses of a fine meal to cleanse the palate.

Figure 9.5 shows the simplest and most effective form of the Bumper slide. It contains a single line of text (remember: Minimize Eye Sweeps by avoiding wordwrap). That one line previews the contents of the next section of the presentation. For example, you might have Bumper slides reading “Market Opportunity,” “Unique Technology,” “Industry Leadership,” and “Business Results,” each of which would serve to introduce a set of ensuing slides covering each of these topics.
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Figure 9.5. A Bumper slide with centered text.






To differentiate the Bumper slide from all the other slides, center the text both horizontally (left to right) and vertically (top to bottom).

A simple image or symbol could also serve as a Bumper slide. It could be your company logo, an image relevant to the theme of your presentation, or an icon that suggests the content of the subsequent portion of the presentation.

You can also use your agenda as a Bumper slide (see Figure 9.6) and, with it, track the overall outline of your presentation. For this approach, each Bumper slide displays the complete agenda with the upcoming item highlighted . . . as opposed to dimmed, which causes your audience to squint.
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Figure 9.6. The agenda as a Bumper slide.






The Bumper slide tells your audience exactly where they are in the presentation, as well as where they’ve been and where they’re going. Think of this as a progressive agenda. A caution: Use this approach only with longer presentations . . . say, 30 minutes or more. In shorter presentations, if you reprise your agenda after just one or two slides, your audience will feel patronized. They might say to themselves, “I got it! You don’t have to remind me!”

In longer and more complicated presentations, your audience will appreciate these milestones. Here’s an example from the world of biotechnology:

In 1999, Dr. Jacques Essinger, the CEO of Modex Therapeutics, a Swiss biotech company focused on cell therapy, engaged me to help him and his team develop their IPO road show. The company went public the following year on Switzerland’s equivalent of the NASDAQ, the Nouveau Marche (SWXNM), and it performed very well. In 2002, Modex merged with IsoTis and now operates under the name IsoTis Orthobiologics, listed on the Zurich, Amsterdam, and Toronto stock exchanges.

In mid-2001, the biotech sector in general, and growth companies like Modex in particular, fell out of favor with investors, and Modex’s share price dropped. Jacques formulated a new strategy to acquire additional related technologies that could produce more revenues. When the acquisitions were done, Jacques called on me to help him prepare a new presentation to announce the new strategy to the Swiss financial community.

Since the focus of this chapter is graphic continuity, I’ll discuss only the heart of Jacques’ presentation, where he wanted to describe his newly expanded core business to his potential new investors, none of whom was a biotech scientist.

Jacques had a very crisp and strong opening sequence at the front end, and two brief sections on strategy and finance at the back end, but the core of his presentation is an exemplary illustration of the use of Bumper slides. He started by identifying Modex’s original and continuing focus on skin with a simple circle, as shown in Figure 9.7.
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Figure 9.7. Modex Therapeutics’ business focus slide.






Then, using the Microsoft PowerPoint animation feature, he sprouted three smaller circles from the main circle, as shown in Figure 9.8. The movement of the smaller circles expressed the broadening of Modex’s original business model from skin to related indications. This graphic expansion thematically represented opening a pipeline to potential new revenue sources. This Bumper slide also established the agenda for the material to follow.



[image: Image]

Figure 9.8. Modex Therapeutics’ expanded business focus slide.






In his narration, Jacques described how he planned to cover each of the skin indications in the same order. If this sounds familiar, it is a composite of the Form/Function and Parallel Tracks Flow Structures, expressed graphically.

Then, using highlighting (see Figure 9.9), Jacques moved into the first indication, Chronic Wound.
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Figure 9.9. Modex Therapeutics’ Chronic Wound focus slide.






Jacques then drilled down into the Chronic Wound topic for a total of 18 slides, most of them as simply constructed as the Bumper slide. For instance, he used a pyramid to describe the various layers of the market. The pyramid appeared in a five-slide sequence, and again later within the segment as a three-slide sequence. Two of the slides were pictures, two were bar charts, and two were boxes with minimal text, laid out to indicate related information. Only four of the 18 slides in this entire sequence were text. This was certainly not a Presentation-as-Document.

Now Jacques was ready to shift to Radio Induced Dermatitis, and he did this by returning to his Bumper slide and shifting the highlighting to the new circle, as shown in Figure 9.10.
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Figure 9.10. Modex Therapeutics’ Radio Induced Dermatitis focus slide.






He covered the Radio Induced Dermatitis topic in a five-slide sequence. Then he came back to his Bumper slide and shifted the highlighting to the last indication, Lentigo Senilis, as shown in Figure 9.11.
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Figure 9.11. Modex Therapeutics’ Lentigo Senilis focus slide.






Note that there are a sufficient number of slides between Bumper slides to warrant their repetitive use without appearing patronizing.

Jacques covered Lentigo Senilis in another five-slide sequence, two of which were pictures and three of which were text. By then he was done with his core business and was ready to move into the home stretch of the presentation.

While Modex’s story is a complex one with many supporting details, Jacques’ use of consistent graphics, linked and united by Bumper slides, made the story clear and easy to follow.



2. Indexing/Color Coding







Indexing/Color Coding is the second Graphic Continuity technique that helps you navigate through longer presentations. While Bumper slides appear intermittently, Indexing uses a recurring object that is highlighted with different colors or shades coded to map the different sections of your presentation. This approach helps your audience track your flow with a minimum of effort on their part . . . as well as yours.

This technique is often used in extensive technical presentations that have multiple sections, each of which is covered in deep, granular detail. The best way to portray this technique is with the simple example of a four-part strategy, depicted in Figures 9.12 through 9.15.
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Figure 9.12. Indexing/Color Coding a four-part business strategy.
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Figure 9.13. Highlighting the first strategy element.
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Figure 9.14. Highlighting the second strategy element.
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Figure 9.15. Strategy recap.






This company’s four-part business strategy is represented by a pie icon divided into four different-colored wedges, as shown in Figure 9.12. If you were the presenter, you would show this slide near the start of your presentation to describe and discuss your overall strategy. When focusing on the first strategy element (Strategy A), you would shift the pie icon to the upper-right corner and highlight one wedge, using its signature color, as shown in Figure 9.13. You would then add details about this part of the strategy in the bullets. As a result, the pie becomes clearly identifiable as an index.

The next slide (see Figure 9.14) moves on to the second part of the strategy. The highlight in the index shifts to the second pie wedge and its signature color. The explanatory bullets change, providing you with discussion points on which to elaborate.

You can already anticipate the progression of the next two slides. The highlight will shift to each of the next two wedges in turn, coming around the horn to complete the circuit. Using the Indexing/Color Coding scheme makes it easy for your audience to stay with your flow. It also creates the subtle, subliminal psychological dynamic of raising expectations and meeting them. Your audience knows that the third and fourth pie wedges will soon appear on the screen, and when the color shifts, exactly as they expected, they feel a sense of resolution and satisfaction.

Now let’s jump ahead to the end of the circuit, where, in Figure 9.15, all four parts of the strategy are reprised in the large pie, with all the colors at their full original value. With this slide, you could summarize the strategy and then, by extending the pie with a ring, go on to describe future strategic directions, thus adding value.

This sequence of slides serves as a series of guideposts, visually supporting your narrative as you navigate through all the stages of your presentation and lead your audience to your conclusion.



3. Icons







The third Graphic Continuity technique is Icons. These are symbols that express relationships among the ideas of your presentation. Icons indicate these connections in a shorthand form that your audience can grasp quickly and intuitively. Since Icons are pictorial, they meet the Less Is More criterion by default. Icons also provide relief from the Presentation-as-Document Syndrome, with its extended series of text-only slides. Well-chosen Icons make an excellent presentation tool.

Here are some classic Icons and how you might use them to help illustrate the content of your presentation:

In Chinese cosmology, yin and yang (see Figure 9.16) are the dual, contrasting forces whose combination gives rise to everything that exists in the universe. For Western audiences, the yin/yang Icon simply means “two-part harmony.” You might use a version of this Icon in a presentation whose theme is the integration of two forces: for example, when explaining the benefits of a merger between two companies or when presenting your firm’s two product lines and the complementary benefits they offer.
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Figure 9.16. The yin/yang Icon.






Many people subscribe to what is commonly known as the “rule of threes,” in the theory that three is an easy number to remember. If your story contains three key elements, you can pick one of a variety of triplex Icons to express them: the triangle, the trident, the three-legged stool, three interlocking arrows, or the three-ring Icon, as shown in Figure 9.17.
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Figure 9.17. The three-ring Icon.






This image represents harmony among three items. You might use a version of this Icon when describing how three forces, groups, or units work together or combine in some way. For example, you could use it when presenting the story of a company that serves three distinct but overlapping markets or customer groups, such as businesses, government, and schools, or when describing a company’s three-pronged competitive strategy. If you chose this Icon, be sure to set two rings at the bottom, creating a stable image.

If your story contains four key elements, try the Icon shown in Figure 9.18, which suggests four-part harmony. You might use this in a presentation to describe four complementary products, four departments that work together (Sales, Marketing, Information Technology, and Customer Service), four elements in a strategic plan, or four markets in which a company operates (North America, South America, Asia, and Europe).





[image: Image]

Figure 9.18. A four-part harmony Icon.






The pyramidal Icon shown in Figure 9.19 suggests a set of hierarchical relationships. It could represent layers of management in an organization; an array of products, ranging from those that are low-priced and mass-marketed (the bottom layer of the pyramid) to those that are high-priced and sold through specialty outlets (the top of the pyramid); or a sequence of concepts that build on a broad foundation and then on one another, culminating in the most advanced concept.
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Figure 9.19. A hierarchical relationship Icon.






In Chapter 4, “Finding Your Flow,” you saw how a pyramid expressed a Spatial Flow Structure (please refer to Figure 4.1). In my own presentations and workshop programs, I describe the components of an effective presentation by starting with a solid story at the foundation of the pyramid, and then build up through each tier: graphics, delivery skills, presentation tools, and on to the top with Q&A skills. Think of the dozens of other Icons you’ve encountered, each with its own visual statement that can help illustrate your story.

Some companies, like Cisco, devote considerable effort to creating Icons. Given its complex technology, Cisco endeavors to make comprehension easier for its audiences by expressing that technology in images rather than text. A picture is worth a thousand words.

When Cisco launches a new product family, it carefully creates a specific graphic image to represent that family. The company expends even more effort to develop conceptual graphic images that represent industry-wide functions and processes. These conceptual Icons are so important that Cisco has established a set of specific guidelines for their creation.

Gary Stewart has been a technical illustrator for Cisco since 1991. He has overseen the creation of Icons that represent such universal networking technology elements as the router, the ATM switch, the network cloud, the firewall, the bridge, and the communication server, all shown in Figure 9.20.
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Figure 9.20. Cisco Systems’ lexicon of Icons.






Over the years, Cisco has accumulated a full lexicon of Icons that they use in their presentations and literature. Cisco also makes these Icons available on a public domain site (www.cisco.com and search for “icons”). As a result, the symbols have become industry nomenclature as well as an enormous branding initiative for Cisco.

If there’s an Icon that captures and expresses the relationships among your ideas, consider using it throughout your presentation as a visual symbol for your audience.



4. Anchor Objects







The fourth Graphic Continuity technique is called Anchor Objects, in which a recurring image appears in a succession of slides to express a continuing relationship. Where Index/Color Coding creates continuity with a recurring icon, such as a pie or a pyramid, the Anchor Object option creates continuity with a recurring image that is an integral part of the illustration. This image or object can be a photograph, a sketch, a map, an icon, a screen shot, a logo, or clip art.

Here, you begin a series of slides in which the first in the series contains the Anchor Object. In the next slide, this object remains in place and is joined by another object, establishing a relationship between the two objects. In the next slide in the series, the two objects remain anchored in place while still another object appears to join them. This visual succession expresses relationships among the objects and provides your audience with continuity.

Figure 9.21 shows how this works.



[image: Image]

Figure 9.21. Anchor Object progression.






As you bring in new objects to join the Anchor, you can also create emphasis by highlighting with different colors or shading, or by adding borders. Another way to create emphasis is by enlarging any one object as a callout, or by adding depth with foreground or background elements. This next example illustrates this.

In Chapter 4, you read about Dr. Robert Colwell, one of the leaders of the engineering team that developed Intel’s next-generation integrated circuit, the P6. For the launch presentation at a technical symposium, Bob used a schematic diagram of the new chip, in basic black and white, as the Anchor Object to track the flow of his presentation.

In the slides shown in Figures 9.22 through 9.26, each slide is a visual variation on the one before. Building on the schematic diagram, Bob highlighted some of the objects by reversing the black and white, thus shifting the audience’s focus from one element of the chip’s design to another. As Bob navigated through his presentation, he also used enlarged callouts in the foreground.
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Figure 9.22. Intel uses the bus diagram of a new chip design as an Anchor Object.
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Figure 9.23. Part of the Anchor Object is highlighted for emphasis.
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Figure 9.24. Part of the Anchor Object is enlarged for emphasis.
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Figure 9.25. The highlighting is shifted.
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Figure 9.26. Another part of the Anchor Object is enlarged for emphasis.






This simple graphical design provided a clear road map for a highly technical narrative. By the end of Bob Colwell’s presentation, not only did the audience of his peers have a clear understanding of all the key features of the new Intel chip design, they had gained a healthy respect for Bob and also for Intel.





This simple graphical design provided a clear road map for a highly technical narrative.




Remember Bob’s postmortem: “I didn’t get any of the hardball questions I was worried about . . . I wonder if maybe potential hostile questioners were holding back, for fear of ‘losing’ the argument to somebody who appeared to have done his homework and seemed thoroughly in control of the proceedings.” Bob’s graphics certainly contributed to that perception.



5. Anticipation Space









The final Graphic Continuity technique is called Anticipation Space, and it is drawn from the cinema. Here’s how it works:

Imagine that you’re watching a film. In one particular scene, one of the characters is seen in close-up, his face virtually filling the screen. After a moment, the camera widens out slowly, leaving the man in the left corner of the screen. While the man remains visible, we can now see the background. The setting is a cafe, and the man is sitting alone at a table. What do you anticipate?

When I ask my clients this question, they invariably respond, “Someone or something will enter the scene.” And when I ask why, they say, “To fill the empty space on the right side.”

Of course, they’re correct. Years of watching movies and television have conditioned us to recognize that when an empty space appears on the screen, that space will be filled. In our imagined movie scene, the man’s lover would appear and take the seat across the table from him.

The same sense of audience anticipation can be created using simple graphics in a business presentation. Look at Figure 9.27.
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Figure 9.27. Anticipation Space.






What do you anticipate when you look at this slide? Of course, you expect the empty space on the right side of the slide to be filled. More specifically, you expect four items to appear, to correspond to the four items on the left side. Four is the only possible number. Three items would disappoint you; five would confuse you.

The only possible slide to follow Figure 9.27 is the one shown in Figure 9.28. This slide answers our questions, satisfies our expectations, and fulfills our anticipation. The subliminal message: Our company promises, and it delivers.
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Figure 9.28. Anticipation fulfilled.






Anticipation Space is a simple but visually powerful technique, and another instance of subliminally managing your audience’s minds.

Here’s how one company used Anticipation Space to illustrate an Issues/Actions/Matrix/Parallel Tracks Flow Structure: The company had faltered and was attempting a turnaround. It brought in a new management team that decided to reposition the entire business model. They called on me to help them develop a presentation to describe the turnaround strategy to their employees, investors, and other concerned stakeholders.

The new team identified five factors they had to address to reposition the company. For their first slide (see Figure 9.29), they designed a matrix that listed the five factors on one side, leaving corresponding blank spaces on the other side for the actions they planned to take, setting up the anticipation.
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Figure 9.29. Anticipation Space with the Matrix/Parallel Tracks Flow Structure.






In the next slide (see Figure 9.30), they filled the empty spaces with an action item for each factor. Thus, the anticipation was resolved.
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Figure 9.30. The same matrix, with the Anticipation Space filled in.






Using the same format, they continued on to another slide to discuss their corporate identity. They listed the factors they had to address on the left and then filled in the spaces on the right with actions they intended to take. On a third slide, following the same Parallel Track, they used the same format again to discuss their product positioning. Again, they listed the factors on the left and filled the spaces on the right with the actions they intended to take.

Those three slides, flanked by an Opening Title slide and a Closing Title slide, served as the basis for their entire presentation, as shown in Figure 9.31.
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Figure 9.31. The entire presentation.






Simple? Yes, especially when you consider that the new team had arrived for their session with me with 48 all-text slides! The revised five-slide presentation served as a simple and vivid snapshot of their plan to execute their turnaround strategy.

To recap, the five Graphic Continuity techniques are:



	Bumper slides are the graphic dividers inserted between major sections of this presentation to serve as clean, quick, and simple transitions.

	Indexing/Color Coding uses a recurring object as an index, highlighted in different colors to map the different sections of a longer presentation.

	Icons express relationships among ideas with recognizable symbolic representations.

	Anchor Objects create continuity with a recurring image that is an integral part of the illustration.

	Anticipation Space uses empty areas that are subsequently filled, setting up and then fulfilling subliminal expectations.




These five simple Graphic Continuity techniques can have a major impact on the clarity and coherence of your presentations. Artfully used, they can make even a long, complicated story easy for your audience to absorb and remember.





Presenter Focus Revisited







Let me pose a question. Throughout this entire chapter, and in the previous three chapters on graphics, I haven’t mentioned Point B or the WIIFY once; while, throughout the earlier part of this book, I repeatedly stressed their importance. Where in the Storyboard, or on which slide, do you think you should put your Point B and your audience’s WIIFY?

The answer is nowhere. Point B and the WIIFY don’t appear on any slide. They are stated by you, the presenter. You tell your story; your slides do not.

I asked this as a trick question to reinforce the concept of Presenter Focus. The slides are not the presentation; they are simply presenter support. It is you, the presenter, who must grab your audience at Point A, navigate them through all the parts, and deposit them at Point B.

Imagine a company CEO, in a presentation to an audience of potential investors, showing the slide in Figure 9.32.
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Figure 9.32. Where’s the WIIFY?






After discussing the various product benefits listed in the slide, the CEO could summarize by saying, “You can see that our product provides a rich set of benefits to our customers,” and then move on to the next slide. That, however, would be an opportunity missed.

Instead, the CEO should add: “This rich set of customer benefits produces repeat business for our company. Repeat business translates into recurring revenues. Recurring revenues translate into shareholder value, and an excellent investment opportunity.”

That statement contains both the WIIFY and Point B, neither of which appears on the slide. By coming from the presenter, the presenter leads the audience to a conclusion. That conclusion is Aha!



Graphics and the 35,000-Foot View







Let’s recap what you’ve learned about presentation graphics in the past four chapters:

The overarching principles that govern all graphics are Presenter Focus, Less Is More, and Minimize Eye Sweeps. All of these principles are particularly important in creating text and numeric slides.

Mix and match text and numeric slides with the other two major graphic options, pictorial and relational slides, to avoid the dreaded Presentation-as-Document Syndrome. Use all these elements to craft the slides that will express your story in a Storyboard Form.

The Storyboard is the 35,000-foot panoramic view of the entire presentation. Microsoft PowerPoint’s Slide Sorter view provides this panoramic aspect. The Storyboard enables you to check that the graphics convey the sequence clearly. If the transitions from slide to slide or section to section aren’t clear, consider reorganizing your slides, or crafting strong verbal transitions to make the logic apparent in your narration.

Finally, use the Graphic Continuity techniques, Icons, Indexing/Color Coding, Anchor Objects, and Anticipation Space, to help navigate your audience through your presentation. Use Bumper slides to help the flow by creating clear transitions between topics.

These tools can ensure that everyone in your audience understands exactly where he or she is at all times, as well as how any given slide fits into the overall flow of the presentation.

Figure 9.33 shows the Storyboard Flow Form. It combines the Story Form (from Chapter 5, Figure 5.2) with a Storyboard, relating all the preceding techniques in one integrated view. By combining a well-constructed story that has a clear beginning, middle, and end with the slide layout, you can see how to express your entire presentation. This is the ultimate forest view.
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Figure 9.33. The Storyboard Flow Form.










By combining a well-constructed story that has a clear beginning, middle, and end with the slide layout, you can see how to express your entire presentation.




The form provides a useful guide for putting together all your essential elements. Notice that I’ve left the slides blank. They contain only high-level concepts and dynamic inflection points so that you can focus on the flow. Here’s how it works:



	The Opening Title slide is the background for the Opening Gambit, which links to:

	The Unique Selling Proposition (USP) slide, which links to:

	The Proof of Concept slide, where the linkages culminate in a spoken Point B.

	This is followed by the all-important (and often overlooked) forward link to the Overview slide, which serves as a preview of the entire presentation. This is followed by another forward link to a statement that the Overview serves as a road map, or an agenda, which is then followed by a forecast of the time. Then, we return to the top of the road map to begin the presentation.




The narration then navigates through all the slides in the full body of the presentation. In the example in the figure, the Opportunity/Leverage Flow Structure organizes all the slides. Upon concluding the body, move to:



	The Summary slide, which recapitulates the entire presentation and concludes in a spoken Point B.

	The Company Logo slide leaves the audience with the brand image of your company, reinforcing your Point B (I see and I remember).




Here’s how Carol Case, the salesperson from Argus Insurance, applied the Storyboard Flow Form to combine her narrative with her slides:



	Over her Title slide, Carol delivered her Opening Gambit anecdote about the Argus customer whose home burned down. Then she continued with her link: “Our customer is like many customers who purchase a basic policy not customized to their individual needs. He now realizes that means being just one step away from disaster. Luckily, we at Argus Insurance have a solution.”

	Clicking to her USP slide, Carol continued: “Argus can provide you with a customized, value-added package of insurance that provides for your individual needs to protect you against serious financial loss.” She linked to her Proof of Concept over the same slide: “Maybe that’s why Argus is one of the fastest-growing insurance brokers in the state.” Continuing with the same slide, she delivered her spoken Point B: “I know that you’ll want to take advantage of the opportunity and sign up for this important coverage today.”

	Clicking to her Overview slide, Carol then linked forward from Point B: “So that you can consider signing with Argus . . .” Then she ran through the bullets of her Overview slide and concluded by saying: “Please consider this a road map for the next 15 minutes of my presentation. Let’s begin at the top.” Please notice that Carol did not refer to her Overview as a road map until the end of the slide, thus making the Overview an extension of her Point B as well as adding further continuity.




The Storyboard Flow Form provides the 35,000-foot overview of your presentation, which in turn enables you to convey a clear sense of continuity and flow to your audience. When you feel in command of your material, you communicate a sense of confidence to your audience and heighten the power of your presentation.






Chapter Ten. Bringing Your Story to Life

















Company Example


	Central Point Software



The past few chapters have focused on the visual side of your presentation. Now it’s time to take a big step back and think again about your presentation as a whole, particularly about its verbal side.

Let’s return to the Story Form, which you first saw in Chapter 5 (refer to Figure 5.2). This single form contains the basic building blocks of any presentation story: the Opening Gambit, Point B, the Outline, and the Flow Structures.

The form lays out the overall flow of your presentation story, but because it is at a high level of abstraction, the forest view, it shows only the most salient points. Your presentation comes to life only when you add granularity: the specific verbiage you will use to tell your story.

How do you go from the bare bones presented in the Story Form to a complete presentation? The answer is through a process of preparation and practice called Verbalization.











Verbalization: The Special Technique







Verbalization means turning your outline into a full-fledged presentation by practicing it beforehand. Speak the actual words you will use in your presentation aloud, accompanied by your slides. Do it just the way you will do it when you are in front of your intended audience. A truly effective presentation is practically impossible without this special technique.

Yet many businesspeople are reluctant to Verbalize. Some claim that they can’t verbalize until the presentation is “baked.” Others feel self-conscious or uncomfortable about “performing” in front of others. Still others view Verbalization as too elementary. Whatever the reason, they try to short-circuit the process, often saying, “Oh, don’t worry. I’ll rehearse my presentation before I have to deliver it, and it’ll be just fine.”

Unfortunately, this is how most businesspeople rehearse their presentations: As the slides flip by on the screen, the presenter glances at each one and says something like, “Okay, with this slide I’ll say something about our sales revenues . . . and then with this slide I’ll say something about our path to profitability . . . and then with this next slide I’ll show a picture of our lab and talk a little about R&D.”

Sound familiar? As a form of rehearsal, it is completely unproductive. Talking about your presentation is not an effective method of practicing your presentation, any more than talking about tennis would be a good method of improving your backhand. This is known as disembodiment because it distances the presenter from the presentation.

A close cousin of disembodiment, and an even more common practice, is mumbling. We’ve all seen it done. The presenter either clicks through the slides on the computer or flips through the pages of a hard copy of the slides while muttering unintelligible words.

Neither of these methods is Verbalization.

The only way to prepare a Power Presentation is to speak it aloud, just as you will on the day of your actual presentation. By talking your way through your entire presentation in advance, by articulating your key points and making the logical connections, by doing a real-time Verbalization, you’ll crystallize the ideas in your mind.





The only way to prepare a Power Presentation is to speak it aloud, just as you will on the day of your actual presentation.




Here’s a personal perspective: I present nearly every business day of my life, so I don’t have to Verbalize material that I’ve delivered in one form or another thousands of times before. When I have to present new material, however, I Verbalize it extensively in advance. An example is the pyramid presentation in Chapter 4 (refer to Figure 4.1). You’ll recall that I often give this presentation at conferences, where I describe the essential components of any presentation by starting with the story as the foundation at the base of the pyramid.

Even though I’ve given variations of this presentation countless times, I still Verbalize each new iteration a dozen times or more in advance. When I have to deliver completely new material, I double that number of repetitions.

Another perspective is the example of the CEO of a start-up technology company. The man, who began his professional career as a scientist, had developed his esoteric technology in his garage and then bootstrapped his company without ever having to make presentations. But when his technology took off and his company was about to go public, he knew that he would have to stand and deliver the IPO road show. He retained my services, and we went through all the steps you’ve learned in this book, except for Verbalization.

On the morning of the day he was to deliver his road show to the investment banking team that would be selling his offering, he panicked. I printed his slides on paper, spread them out on a conference room table, and asked him to talk through them. But he stammered as he did, and his panic intensified. I asked him to start again. As he worked his way through the slides the second time, he stammered less and less. I asked him to do it again and again.

By the fifth run-through, his stammering had disappeared; by the sixth, he was beginning to develop continuity; by lunchtime, when the bankers arrived, he was able to deliver a positively fluid presentation. The solid foundation of the well-developed story and graphics combined with Verbalization gave the apprehensive presenter the comfort level he needed.





The solid foundation of the well-developed story and graphics combined with Verbalization gave the apprehensive presenter the comfort level he needed.




In the Power Presentations programs, I step my clients through the process of developing a compelling start to their presentations with the brisk 90-second sequence that you read about in Chapters 5 and 9: the Opening Gambit, the USP, a forward link to Point B, another forward link to Tell ’em, and one more forward link into the Overview. Invariably, the first time they try this new sequence, they struggle and stumble. I ask them to do it again. The second time, they struggle less, and still less each succeeding time they Verbalize. Try it yourself, and you’ll see how readily this powerful method works.

Each time you Verbalize your presentation, and each time you deliver it before a live audience, you should expect the words of your narrative to vary slightly. The logic of your well-honed outline, and your improved comfort level, will guarantee that every time you deliver your presentation, you’ll express your key ideas clearly and persuasively. That’s the power of Verbalization.



Spaced Learning









Educators distinguish between distributed learning and massed learning. Distributed learning, occurring over time, is the more efficient method, because it allows for absorption and understanding. Distributed learning is a synonym for Spaced Learning; massed learning is a synonym for cramming.

Every schoolboy and schoolgirl in America has heard the story about how Abraham Lincoln wrote the Gettysburg Address on the back of an envelope. The implication is that he dashed off the classic speech with little or no advance preparation.

This tale has several variations. In his Pulitzer Prize-winning book, Lincoln at Gettysburg, Garry Wills describes other lesser-known versions of the same story that have Lincoln “considering [the speech] on the way to a photographer’s shop in Washington, writing it on a piece of cardboard . . . as the train took him on the 80-mile trip . . . penciling it . . . on the night before the dedication, writing it . . . on the morning of the day he had to deliver it, or even composing it in his head as Everett [the prior speaker at the Gettysburg ceremony] spoke.”[1]

Maybe the appeal of these stories comes from the fact that so many businesspeople prepare their own presentations in this fashion. Charles M. Boesenberg, now a member of the Board of Directors of Callidus Software and Interwoven, was the president of MIPS, a semiconductor design company, and a participant in the road show for its public offering in 1989. Later, when Chuck became the CEO of Central Point Software, he retained my services for that company’s IPO road show. I introduced Chuck to the same story techniques you’ve been learning here: the Framework Form, Brainstorming, Clustering, and Flow Structures.

Halfway through the first day of the program, Chuck broke into a big grin and said, “At MIPS, we did all of this in the taxi on the way to the airport to begin our road show!”

Chuck is not alone. Whenever I ask my clients if they ever whip together their own presentations at the last minute, I usually get a round of sheepish grins. Their variations on the theme include:



	“Oh, I didn’t have time to do my presentation, but I’ll wing it!”

	“I’m running late in a meeting. Can you deliver my pitch for me?”

	“I won’t have time to work on this, so have Marketing put something together.”




Finally, there’s the approach that, unfortunately, far too many businesspeople use: “Let’s see . . . I can use three of Tom’s slides, six of Dick’s, and four of Harry’s.” Remember that the name for this method is “Frankenstein body parts.”

If any of those approaches sounds familiar, it might make you feel better to believe that Abraham Lincoln produced his masterful Gettysburg Address in much the same way. However, just the opposite is true. Garry Wills puts to rest what he calls that “silly but persistent myth” by detailing the complex history of Lincoln’s creation of the Gettysburg Address. Wills describes its antecedents in classical rhetoric, a subject that was popular in the 19th-century; Lincoln’s own immersion in literature and the Bible; a lifetime of study and practice; and his admiration for the oratory of Daniel Webster. Wills adds about Lincoln, “He was a slow writer, who liked to sort out his points and tighten his logic and phrasing. This is the process vouched for in every other case of Lincoln’s memorable public statements.”

Just for good measure, Wills also tells us that Lincoln combined Verbalization with Spaced Learning: “This surely is the secret of Lincoln’s eloquence: he not only read aloud, to think his way into sounds, but wrote as a way of ordering his thoughts.”

Wills then puts the improvisation myth about the Gettysburg speech completely to rest. He cites several specific pieces of historic evidence indicating that Lincoln organized his information and ideas in Washington at least two days before the speech and continued to work on the text at multiple points along the way to the Gettysburg site. Then, on that memorable day of November 19, 1863, Lincoln rose “with a sheet or two” to deliver it. All of this for a speech that was just 272 words long!

From the sublime oratory of Abraham Lincoln to the mundane hobby of puzzles: Veteran crossword fans know that when they become stuck with a puzzle, they put it aside briefly. When they return to it a while later, they are unstuck. Presenters who recognize the value of Spaced Learning report that when they revisit their presentation or speech after a brief interval away from it, they can quickly see half a dozen ways to improve it. This is the result of seeing the presentation from a new viewpoint, or perhaps the result of letting the unconscious mind process the material while the conscious mind is otherwise engaged. Moreover, the result of this fresh perspective creates a greater command of the presentation and makes the presenter feel . . . as well as appear . . . more confident.

With all of these advantages to Spaced Learning, why do so many presenters relegate preparing their presentations to the last minute? Most businesspeople, like you, are constantly overloaded, pressured, and rushed. However, if you accept the view that every presentation is a mission-critical event, then those excuses are not valid.

We’re all familiar with Andy Warhol’s comment that everyone will be world-famous for 15 minutes. I’d extend Warhol’s observation to say that every presenter has 15 or 30 or 60 minutes . . . whatever time is allotted or assigned . . . to get the audience to Aha! Wouldn’t you want every single one of those minutes to be all that it can be? Wouldn’t you want to employ every single tool and technique at your disposal to grab your audience’s minds at the beginning, navigate them through all the parts, never letting go, until you deposit them at Point B?

You can do it all through the power of Spaced Learning.

I practice what I preach. Most of the material in this book has evolved over the course of the 20 years since I started Power Presentations, except for the section you’ve just read. I decided to write it after I read the Wills book. It took me 37 drafts written over three days, not counting the additional drafts I did with input from my editorial consultant and publisher.

If you’ve benefited from reading this chapter, you can thank Spaced Learning. You too can use the same tool to your own advantage.



Internal Linkages







You’ll be building your presentations using the key elements contained in the Story Form. Consider these elements as building blocks, and that these blocks need mortar to hold them together. The glue is a set of narrative tools called linkages: meaningful verbal transitions from one slide to the next and from one part of the presentation to the next.

The importance of linkages is best illustrated by returning to the investment banking conferences that I first described in Chapter 4. I attend these conferences because they let me observe many presentations in one place, in a short time. At each conference, I get to see dozens of executives, each of them experienced, poised, and confident speakers, make their management presentations. Yet the lion’s share of them proceeds through each presentation in the same manner: they click to a slide on the screen and say, “Now I’d like to talk about . . . ” and then they talk about that slide. Then the presenter clicks to the next slide and says, “Now I’d like to talk about . . . ” and talks about that slide. A click to the next slide, and the presenter says, “Now I’d like to talk about . . . ” and so on, throughout the presentation.

This trite phrase is not only a useless cliche, it also destroys any continuity or flow. In effect, it makes each slide start the presentation anew. This is the equivalent of rebooting, and it presents a major problem for the audience. With no context for the diverse ideas and no connection among them, the audience is stranded at the level of the trees, seeing only one tree at a time, with no idea of how one tree relates to another. The missing connections are the verbal glue that the presenter must provide.

These connections take two main forms: Internal Linkages, which are statements that tie together the various parts of your presentation, and External Linkages, which are statements that tie the various parts of your presentation to your audience. We’ll cover the Internal Linkages, of which there are 12, in this chapter and save the External Linkages for the next chapter:



	Reference the Flow Structure. Make repeated references to your primary Flow Structure as you track through your presentation.

	Logical Transition. Close your outbound subject; lead in to your inbound subject.

	Cross-Reference. Make forward and backward references to other subjects in your presentation.

	Rhetorical Question. Pose a relevant question, and then provide the answer.

	Recurring Theme. Establish an example or data point early in your presentation, and then make several references to it throughout your presentation.

	Bookends. Establish an example or data point early in your presentation, and never mention it again until the end.

	Mantra. Use a catchphrase or slogan repeatedly.

	Internal Summary. Pause at major transitions and recapitulate.

	Enumeration. Present related concepts as a group, and count down through each of them.

	Do the Math. Put numeric information in perspective.

	Reinforce Point B. Restate your call to action at several points throughout your presentation.

	Say Your Company Name. State your company, product, or service name often.




Use these Internal Linkages liberally throughout your presentation, and make it easy for your audience to follow your flow. Let’s look more closely at each of the 12 Internal Linkages, with brief examples of each.


1. Reference the Flow Structure







While all the other Internal Linkages are options that you can mix and match and use as needed, the first, Reference the Flow Structure, is not merely an option, but a necessity. It provides yet another way for you to bring your audience up from the level of the trees and give them a continuing view of the forest.

Here’s how it works: If you’ve chosen Problem/Solution as the Flow Structure for your presentation, keep referring back to the problem your business is addressing. Throughout your presentation, use sentences such as, “So you can see how our unique solution addresses the problem that affects millions of people.”

Similarly, if you’ve chosen the Opportunity/Leverage Flow Structure, keep referring back to the large opportunity and how your company’s products or services are deploying to leverage it.

Or, if you’ve chosen a Numerical Flow Structure, such as “10 Reasons to Buy Our Product,” then track the countdown (or count up, if you follow David Letterman) for the audience. Let them know where you are at pivotal points in your presentation: “Here’s the first reason . . . Now reason number two . . . Finally, here’s the tenth and best reason of all . . . ”



2. Logical Transition







The Logical Transition is the simplest and most straightforward type of Internal Linkage. It simply means clearly stating the logical connection between one idea and the next.

For example, suppose you are one of a team of presenters offering a detailed account of your company’s business and future plans. If you completed your portion of the presentation by saying, “Well, that about wraps up what I have to say. Now I’d like my colleague Nancy to come up and say what she has to say,” you wouldn’t be making a connection between your material and Nancy’s. There would be no logical transition. It would be like a relay racer dropping the baton on the track, forcing the next runner on the team to bend over to pick it up. With this awkward transition, you would let your audience slip from your navigational grasp and allow them to drift. If instead you said, “Now that you’ve seen the business opportunity and how we’re going after it, I’m sure you’d like to know how we’re positioned financially to pursue that opportunity. Let me turn the floor over to our CFO, Nancy, who will tell you.” That would be a clear linkage. You would be providing closure of the outbound (your part of the presentation) and a natural lead in to the inbound (Nancy’s part of the presentation). You would be passing the baton directly, and retaining your grip on the audience’s attention.

Think of the Logical Transition as verbal kin to the visual Bumper slide you read about in Chapter 9, “Using Graphics to Help Your Story Flow.” Both transitions provide the closure/lead function, clearing your audience’s minds between sections of your presentation in the same way that sorbet cleanses a diner’s palate between courses of a fine meal.



3. Cross-Reference







The Cross-Reference is another effective form of linkage. Let’s say you introduce a technical concept early in the presentation, but you don’t want to drill down with a detailed explanation at that point. Simply make a forward reference by saying that you’ll cover the concept in greater detail later. Moreover, when you get to that concept, make a backward reference by saying, “Now let’s turn to the subject I introduced earlier.”

Forward and backward references are very powerful tools, if you use them properly. The forward reference, however, can backfire. How many times have you heard a presenter make a forward reference and then fail to deliver? If the audience remembers the reference and realizes that it never materialized, they feel disappointed. Even if they don’t consciously remember, they will most likely have a vague feeling that “something was left out.” Both alternatives alienate the audience. If you do make a forward reference, remember to complete the circuit by delivering the discussion point you promised.

By contrast, the backward reference is an almost fail-safe tool. When you link back to an idea you presented earlier in your presentation, you get to reinforce that idea. It also indicates that your material is well organized and coherent. The subliminal message: Effective Management.

When you are part of a team presentation, you can also cross-reference people. Say one another’s names a couple of times during the presentation, preferably first names: “As Frank explained, our R&D division has several of the world’s top experts in the field.” Such statements send the message that you work well together.



4. Rhetorical Question









For a short, pivotal transition, you can use the Rhetorical Question. Pose a question that grows out of your outbound point or one that leads logically to your inbound point, and then provide the answer.

For example, after describing what your company has done over the past year, you can transition to your future plans with the Rhetorical Question “Where do we go from here?” After explaining how your company intends to take advantage of a major new market opportunity, you can transition to your operating plan by asking, “How will we implement that?” You can transition from your company’s business results to a comparison against other companies in the field by asking, “How do we stack up against the competition?” In each case, go on to provide the answer.

Limit your use of the Rhetorical Question; too many of them can sound contrived. The wording can also sound contrived. “Have we set up customer call centers staffed by college-educated personnel to handle complex service issues?” rings artificial. Couch your questions in terms your audience might use, such as “How do we handle complex service issues?”





Limit your use of the Rhetorical Question; too many of them can sound contrived.







5. Recurring Theme







A Recurring Theme is a subject that weaves its way throughout your presentation. Let’s say you used a customer anecdote about a woman named Louise King as your Opening Gambit. You can then reference Louise King, and the millions of satisfied customers like her, several times throughout your presentation. When you describe the efficiency of your manufacturing processes, you can say, “Because of the low unit cost of our product, we can sell it at a price that people like Louise King can afford.” Or, when you explain the marketing campaign that successfully launched your product, you can say, “Louise King saw one of our full-page ads in USA Today and called the 800 number listed there.”



6. Bookends







An alternative use of the Recurring Theme option is to reference the theme at the beginning of your presentation, and then never mention it again until the end. This form of linkage is called Bookends. You could cite customer Louise King in your Opening Gambit, and then at the very end say, “Remember Louise King?” The resulting bookend effect provides resolution, and therefore, subliminal satisfaction to your audience.



7. Mantra







A Mantra is a running phrase or slogan that you repeat several times during your presentation. This technique goes all the way back to the Greek orators, who called it anaphora.

Many modern-day orators have used the Mantra to great effect. Sir Winston Churchill rallied the beleaguered British people during World War II with a stirring speech in which he repeated the phrase “we shall” 11 times in one paragraph: “ . . . we shall go on to the end, we shall fight in France, we shall fight on the seas and oceans, we shall fight with growing confidence and growing strength in the air, we shall defend our Island, whatever the cost may be . . . ”

Martin Luther King, Jr., used the phrase “I have a dream” 16 times in his historic civil rights speech.

John F. Kennedy’s memorable Inaugural Address is famous for his use of the word “ask” five times in three sentences: “And so, my fellow Americans: ask not what your country can do for you; ask what you can do for your country. My fellow citizens of the world: ask not what America will do for you, but what together we can do for the freedom of man. Finally, whether you are citizens of America or citizens of the world, ask of us here the same high standards of strength and sacrifice which we ask of you.”

What is not as famous is that, within that same 14-minute speech, Kennedy used the word “let” 16 times.

Corporations spend enormous amounts of time and money on specialized marketing consultants to develop corporate slogans or taglines. Think of Microsoft’s “Your potential, our passion.” or The Human Network’s “Are you ready?” or Intel’s “Intel inside” or Burger King’s “Have it your way.”

Your Mantra needn’t be just your company’s slogan. You can create one that is specific to your presentation. If you were presenting your company’s turnaround strategy, and the changes your company has made, you could say repeatedly, “That was then; this is now.” If you were trying to persuade new customers to start a trial with your product or service, you could refer to the Chinese proverb that the journey of a thousand miles begins with a single step, and then ask your audience, several times, to take that first step.

The Mantra could just turn out to be the best-remembered phrase or sentence from your presentation, so choose it carefully. If you develop a Mantra, make it pithy, concise, and appealing. Most important, be sure that your Mantra supports your key persuasive theme: your Point B.



8. Internal Summary







The Internal Summary is a way of clearing your audience’s minds, and cleansing their palates, by pausing at a pivotal point or two in your presentation and saying, “Let’s review what we’ve covered so far . . . ”

Your headlong forward progress is quite well known to you, but brand-new to your audience. They need a moment to digest what you’ve said and shown. When they don’t get that moment, the result can be the dreaded MEGO, or worse, they can interrupt you and throw your presentation off onto a tangent.

No matter how intelligent your audience, they cannot take in your ideas at the rate at which you pour them out. In football, the wide receivers know exactly where they are going, and the defensive backs do not, which gives the receivers a distinct advantage. In football, however, each team gets a chance to switch roles. In presentations, the presenter and audience roles remain fixed, so it is essential that you give your audience the advantage by letting them know exactly where you are and where you are going at all times.

Once you’ve finished your brief Internal Summary, you can resume your forward progress by leading into the next section of your presentation. Think of this linkage technique as a miniature application of the Tell ’em what you’re gonna tell ’em concept.



9. Enumeration







Let’s say you have four new products in your product line to present. Rather than stepping through the four one at a time, tell your audience that there are four in all. Give them the forest view, rather than one tree at a time.

Introduce them as a group: “We’re announcing today a new line of four products, each targeted to a different market segment.” Then discuss each one in detail as necessary: “Product A is ideal for the beginner because it offers . . . ” After discussing all four, briefly recap the whole product line: “I hope you will see that these four products can serve anyone who needs . . . ”

Use Enumeration sparingly, however. Don’t give your audience six subthemes under each main topic, and eight subheads under each of the six subthemes. Your audience can’t follow your left-brain thinking that far down. They can’t keep track of that many levels of detail, nor should you expect them to. When you enumerate, stay with one list, and count your way through it concisely.



10. Do the Math







When you discuss numeric information in your presentation, provide your audience with perspective by comparing, contrasting, or interpreting the numbers for them. For instance, “The debate ran 45 minutes, which means that each candidate had about 22 minutes. In tracking the calls to action, one candidate stated his Point B 21 times and the other 27 times, an average of one Point B per minute.”



11. Reinforce Point B







As you saw in Story Form, it’s important to reinforce your Point B at the beginning and end of your presentation. Experience shows that the two parts of any presentation that audiences remember best are the beginning and the end. Therefore, be sure to highlight your Point B, your call to action, in those key places.

However, in any other than the briefest presentation, you can reinforce your Point B several times. It’s the best way to ensure that your audience grasps Point B, remembers it, and understands how each of part of your presentation supports it.



12. Say Your Company Name







When making a business presentation, it’s almost unavoidable to refer to your company, so mentioning it is a natural form of linkage. However, be sure to make that reference by name: “Acme Widgets,” rather than “our company,” or “the company,” or “we.” This reinforces your company’s name in your audience’s minds . . . an important consideration since so many presentations occur in industry-wide events, such as conferences or trade shows, where you are competing for mindshare against many other companies.

It is also basic brand identity. Businesses today spend a great deal of time, effort, and money to develop their corporate image in logos, colors, and slogans. They spend even more time, effort, and money disseminating that image on everything from coffee mugs to T-shirts to baseball caps. It is much more time- and cost-efficient to have the company spokesmen and women promote the brand live and in person.





Internal Linkages in Action









How many linkages should you use in your presentation? The best answer is, “Enough.” Use as many linkages as you need to create a presentation that is a tightly unified whole. The end result will be a presentation in which each element relates to the next, and all the elements lead to a single conclusion: Point B.

Pick and choose from among the Internal Linkage options that you find appropriate for your presentation and your speaking style. Plan the linkages as you develop your presentation, practice them every time you Verbalize, and then deliver them whenever you present.





Plan the linkages as you develop your presentation, practice them every time you Verbalize, and then deliver them when you present.







Verbiage







The ultimate phase of bringing your presentation story to life is the words you use to tell your story, or Verbiage.

You’ll remember from Chapter 4 that the Flow Structure of the Power Presentations program and of this book is Problem/Solution. That is, in each of the essential aspects of a presentation, I show you how not to do it, and then how to do it right. To maintain that consistency in addressing verbiage, next you’ll find a collection of some of the most commonly used phrases in presentations (you’re likely to recognize them, too), each of which will create a problem for you or any presenter. Each problem phrase is followed by a solution, the correct way to state the same idea. The first example is perhaps the most common of all:

[image: image] “Now I’d like to . . . ”

Sound familiar? You’ve probably heard this phrase almost as often as I have. It’s virtually boilerplate not only in business presentations, but also in political speeches, college lectures, church sermons, award acceptances, wedding toasts . . . the list is endless.

What’s wrong with this phrase? It’s presenter-focused. It implies that the presenter is making an exclusive decision without any regard for the audience: “I don’t care what you’d like to do; this is what I’d like to do.”

It’s also vague and indefinite. If you’d like to do it, why not just go ahead and do it? How many times have you been on an airplane and, upon landing, heard the flight attendant say, “I’d like to be the first to welcome you to San Francisco.”? How about simply, “Welcome to San Francisco”?

The fix: Make the phrase audience-focused, inclusive, and very definite. Drop the word “like” and simply say:

[image: image] “I’m going to talk about . . . ”

Or become even more inclusive by inviting the audience to join you: Shift to the first-person plural using one of these options:

[image: image] “Let’s look at . . . ”

[image: image] “Let’s . . . ”

What does the following phrase imply?

[image: image] “Like I said . . . ”

This phrase is a form of backward reference, an attempt to link to a point earlier in the presentation. Unfortunately, the specific language suggests that your audience didn’t understand your pearls of wisdom the first time you said them, and so you are now going to have to repeat yourself to bring them up to your speed, all of which is condescending to your audience.

The phrase is also poor English. “Like” is the wrong word; it should be “As.”

Now this doesn’t mean you should avoid backward references. Use them extensively (have you noticed how often you’ve seen them in this book?). Backward references are powerful tools for continuity and reinforcement.

If you do use them, however, do so with the proper connecting word: “As I said,” not “Like I said.” But that still leaves the phrase presenter-focused. Better to give your audience credit for having understood and remembered what you said by using one of the following options:

[image: image] “As you recall . . . ”

[image: image] “We discussed earlier . . . ”

[image: image] “You saw . . . ”

[image: image] “You’ll remember . . . ”

What’s the problem with the following phrase?

[image: image] “I’ll tell you very quickly . . . ”

This phrase implies that you’re apologizing for your own material, that what you have to say isn’t very important, and so you will hurry through it. By apologizing, you’re saying that you didn’t care enough about your audience to have prepared your presentation carefully.

There are many variations of the apology, as the following phrases demonstrate:

[image: image] “I’m running out of time . . . ”

[image: image] “If you could read this slide . . . ”

[image: image] “This is a busy slide . . . ”

[image: image] “This isn’t my slide . . . ”

[image: image] “Disregard this . . . ”

[image: image] “Before I begin . . . ”

I’ll bet you’ve heard every one of these at least once in your career.

Never apologize, and always prepare properly. Omit any topic that does not deserve your audience’s time and attention. Present with pride any topic that is important enough to include in your presentation.

What’s wrong with this next phrase?

[image: image] “Acme listens to its customer and meets his requirements.”

The problem with this phrase is that it’s gender-specific. Are all of your customers males? Most likely not, unless your company makes a product like aftershave lotion. The issue here isn’t political correctness, but rather accuracy. Make your statement universal by going plural:

[image: image] “Acme listens to its customers and meets their requirements.”

In the English language, the plural pronoun “their” has no gender marking, so you can use it to refer to men, women, or both.

Here are three other problematic phrases:

[image: image] “We believe . . . ”

[image: image] “We think . . . ”

[image: image] “We feel . . . ”

Each of these phrases introduces an element of uncertainty. You believe something to be true, but is it really? You introduce doubt, even if only subliminally, in the minds of your audience. Your job instead is to convey certainty. The way to get from doubt to certainty is to switch from the conditional to the declarative mood. Recast the entire sentence to eliminate the offending phrase.

Rather than saying:

[image: image] “With this large opportunity and our superior technology, I think you’ll see that Acme is positioned for growth.”

say:

[image: image] “With this large opportunity and our superior technology, you’ll see that Acme is positioned for growth.”

The simple removal of the “I think” phrase strengthens the impact of the entire sentence.

This is not to say that, when the outcome is uncertain, you should make forward-looking statements or forecasts. That’s risky business. In such cases, use the conditional mood, but instead of using the weak words “think,” “believe,” and “feel,” shift to any of these much stronger options:

[image: image] “We’re confident . . . ”

[image: image] “We’re convinced . . . ”

[image: image] “We’re optimistic . . . ”

[image: image] “We expect . . . ”

What’s wrong with the following sentence?

[image: image] “Acme does not view the competition as significant.”

There are several problems here. For one thing, the statement is arrogant. It suggests that Acme’s management isn’t taking the issue of competition seriously. For another, it’s stupid. Any competition is significant.

On a purely verbal level, however, the sentence is also negative, because of the dreaded “not” word. Most human beings, businesspeople in particular, react negatively to negativity. Recast the sentence to remove the arrogance, the stupidity, and the dreaded “not” word:

[image: image] “Acme has strong competitive advantages.”

Here’s another form of negativity:

[image: image] “What we’re not is . . . ”

Far too many presentations begin with a description of the company’s business by telling what they are not; instead, tell what they are.

For the final problematic phrase, let’s flash back to January 1987. President Ronald Reagan had not expressed his position on a very sensitive subject roiling in the media: the involvement of his administration in the Iran-Contra scandal. Reagan finally agreed to tell all in a press conference. The headlines in the next day’s newspapers carried his key statement:

[image: image] “Mistakes were made.”

But Reagan didn’t say who made the mistakes.

Now, let’s flash forward 10 years. In January 1997, President Bill Clinton had not expressed his position on a very sensitive subject roiling in the media: the involvement of his administration in improper, possibly illegal, fund-raising activities. Clinton finally agreed to tell all in a press conference. The headlines in the next day’s newspapers carried his key statement:

[image: image] “Mistakes were made.”

History repeats itself. Both Reagan and Clinton couched their statements using passive voice. This grammatical construction tells what was done, but it doesn’t say who did it. The result is that the speaker sounds as if he or she is trying to avoid responsibility through fudging and obfuscation.

This is accepted practice in politics, where Reagan and Clinton (and generations of politicians before and after them) were striving to protect their associates, their constituencies, and themselves. This is not at all acceptable in business, where accountability is paramount. Passive-voice sentences remove the doer of the action, and with it, remove management . . . and the presenter . . . from any responsibility or culpability for the action, whether bad or good.

All the previous examples are not meant to be merely a lesson in syntax, but a lesson in psychology. The difference between passive voice and active voice is subtle in grammar, but profound in impact. Avoid the former; use the latter. Put the doer back into the sentence; put management back into the equation.

Instead of saying:

[image: image] “Mistakes were made.”

[image: image] “Progress is being made.”

[image: image] “The error rate is being reduced.”

say:

[image: image] “We made a mistake.”

[image: image] “We’re making progress.”

[image: image] “We have reduced our error rate.”

When you put the doer back into the action, you put management back into the equation. The subliminal perception is Effective Management.





[1] Wills, Garry. Lincoln at Gettysburg: The Words That Remade America (New York: Simon & Schuster, 1992).












Summary







After you’ve developed your lucid story and expressive graphics, Verbalize your presentation in advance. Do multiple Verbalizations spaced out over time. As you do, think about and practice the specific language you’ll use to convey your ideas. Select and plan clear Internal Linkages. Monitor your Verbiage to develop a positive, respectful, and confident vocabulary.

Just as there are particular styles of slide design that can hinder or enhance your presentations, there are particular words, phrases, and sentences that can offend your audience, or help win them over. By studying your verbal options in advance and by diligently practicing your best choices, you can make your words sing, help your story flow, and bring your presentation to life.








Chapter Eleven. Customizing Your Presentation

















Company Examples


	Elevation Partners

	Cisco Systems












The Power of Customization







On my very first day as an undergraduate at New York University, I attended the orientation session for incoming freshmen in a state of suspended animation. I had left behind the camaraderie and the cinder-block walls of a New York City public high school, and now, alone and apart from my close friends of four years, I entered the marble halls of NYU’s Gould Memorial Chapel. I was a solitary speck in a sea of strangers, all of us intimidated by our imposing surroundings and further humbled by our requisite freshmen headdress: bright violet beanies.

My awe was heightened when a procession of austere deans and professors, clad in black academic gowns, entered and took their seats on the stage, looking down at us lowly frosh. As each of these august sages stood in turn to address us, their stentorian tones and crisp articulation echoed off the domed ceiling of the chapel. I was struck by how different they sounded from my high school teachers, whose hardcore New York accents were marked by a strident twang and staccato pace. I was still in the same city, but I might as well have been at Oxford or Cambridge.

Finally, the most impressive and most articulate dean of the group rose to speak. “Gentlemen,” he began (for there were no women at NYU at that time), “by now you realize that your life here at the university is going to be vastly different from high school. However, there is one high school practice that we have carried forward. We take attendance.”

At that, he reached under his gown, into his coat pocket, and pulled out a set of what looked like business cards. “These are your attendance records,” he said. Then, as if holding up a bridge hand, he fanned out the cards in one hand and, with his other, reached forward and plucked one of the cards. Reading from it, he said, “Suppose you’re Jerry Weissman . . . ”

Imagine my reaction. I couldn’t have been more stunned if I’d heard the voice of God intoning my name from the dome.

I wasn’t the only one to react. Several other freshmen sitting nearby, whom I’d just met, turned to look at me, and their stirring rippled through the audience like a wave.

I later learned that the dean’s selection of my card was completely accidental and arbitrary, but that he always picked an actual card from among the members of each new audience. I also learned that that same dean happened to be the chairman of the Speech Department.

In time, Professor Ormond J. Drake proceeded to become my mentor. Later still, he became my supervisor when I served as an instructor in his department, my sponsor when he gave me a consulting assignment at a Wall Street brokerage house, and my colleague when I produced and directed an episode of his talk-show series for CBS Television. But to this day, what I remember most about Professor Drake is the startling Aha! he gave me when he spoke my name in the middle of the welcoming speech he’d given to generations of entering freshmen.

That’s the power of Customization.



The Illusion of the First Time







Many business presentations contain information that must be conveyed repeatedly, to multiple audiences. For example, a salesperson may have to present a new product to many different groups of customers, or a human resources manager may have to explain the new company benefits plan to dozens of small groups of employees. In the world of IPO road shows, company officers must make their presentations to many, many groups of investors. Typically, they give 60 to 80 pitches over a period of two to three weeks, often six to eight presentations in any given day.

Under these circumstances, it’s difficult to keep your presentation fresh and vital. In part, this is a matter of energy and focus. When you have to make the same points for the third, or tenth, or fiftieth time, it’s hard to feel the same sense of enthusiasm, spontaneity, and excitement as the first time. It’s all too easy to become bored with your presentation and let your attention flag. When you go into autopilot, however, your presentation comes across as “canned,” and the result is an audience that is uninvolved, unmoved, and unconvinced.

The challenge for the presenter is to find ways to overcome this downside, to achieve “the illusion of the first time.” This phrase comes from the glossary of stage actors, who often have to perform the same role in the same play hundreds of times (if they’re fortunate enough to have a role in a hit production) while conveying to each new audience the sense that every speech and every action is completely spontaneous.

Contrast the theatrical approach to that of the world of journalism. In journalism, an article that can run any time in any edition of a publication is called an “evergreen.” This relegates the content of the article to mere filler. Never, ever make your presentation an evergreen. As Shakespeare had Hamlet say, “Suit the action to the word, the word to the action.” Create the illusion of the first time, every time.





Create the illusion of the first time, every time.




The key to creating that illusion is to make a deliberate effort to focus your energy every time you present. If the thought of repeating the same material over and over again makes your spirit wane, remember the example of baseball immortal Joe DiMaggio. A reporter once said to the Yankee Clipper, “Joe, you always seem to play ball with the same intensity. You run out every grounder and race after every fly ball, even in the dog days of August when the Yankees have a big lead in the pennant race and there’s nothing on the line. How do you do it?”

DiMaggio replied, “I always remind myself that there might be someone in the stands who never saw me play before.”

In the same way, treat each and every iteration of every presentation of yours as if no one in your audience has ever seen you present before. Make your 80th iteration as fresh as the first . . . and with Verbalization, the first as polished as the 80th.

The equivalent of running out every grounder and racing after every fly ball is to generate your enthusiasm and pump up your energy every time. However, energy alone is not enough. To create the illusion of the first time you must modify your presentation for each new audience. Fortunately, as a business presenter, you enjoy a freedom that stage actors don’t have: You can reshape your script and give every performance a new dose of freshness and spontaneity. Does this mean that you have to change your recurring presentation each time? Not at all. You can customize the core material with the following techniques; all but one of which involve only your narrative. Customize with your words. Use these very same techniques to customize a one-time-only presentation, as well as every presentation you ever give to every audience.



External Linkages







While the Internal Linkages in the previous chapter bond the components of your presentation, it’s equally important to bond your presentation (and you, as the presenter) to each specific audience. You can achieve that with External Linkages: words, phrases, stories, and other materials that you insert throughout your presentation to make it fresh. There are seven External Linkages:



	Direct Reference. Mention specifically, by name, one or more members of your audience.

	Mutual Reference. Make reference to a person, company, or organization related to both you and your audience.

	Ask Questions. Address a question directly to one or more members of your audience.

	Contemporize. Make reference to what is happening today.

	Localize. Make reference to the venue of your presentation.

	Data. Make reference to current information that links to and supports your message.

	Customized Opening Graphic. Start your presentation with a slide that includes your audience, the location, and the date.




Let’s consider each External Linkage, along with illustrative examples.


1. Direct Reference







A Direct Reference is a specific mention, by name, of one or more members of your audience. This is the technique that Professor Ormond Drake used during my orientation at NYU, and its effectiveness is attested to by the fact that I still recall the moment, decades later.

There are several ways to incorporate Direct References. One is to refer to audience members to illustrate your key points: “Our services can help reduce the amount of time you spend traveling on business. Take Steve, here, as an example. Steve told me that he’s been on the road 12 days this month. With our services, Steve can . . . ”

Another way is to tell a story related to the audience or to specific audience members: “As some of you may know, I’ve worked with your firm before. Last year, Sharon and I developed a joint plan for launching a new program . . . ”

“During the break, I was speaking with Howard, and he told me that your company is about to move to new headquarters. You’ll be interested to know that our product can help streamline the process . . . ”

Be careful to make all Direct References positive and noncontroversial. Only quote statements or tell stories that reveal the audience member in a positive light. And, of course, never violate a confidence.



2. Mutual Reference







A Mutual Reference is a reference to a person, company, or organization that is in some way linked to both you and your audience. Think of a Mutual Reference as a tasteful, appropriate form of name-dropping. For example, in pitching your services to Company A, you might want to describe the work you did for Company B, which has a close business alliance with Company A; or the work you did for Company C, whose CEO sits on the board of Company A; or the work you did for Company D, which is Company A’s largest and most respected industry rival.

Before using a Mutual Reference, however, check into the politics of the three-way relationship. Avoid stumbling into a personal or business feud that you didn’t know existed. Be certain that your audience will view every connection as an affirmation.



3. Ask Questions







While a question is effective as an Opening Gambit, you can also use the same technique at any point in almost any presentation. By addressing a question directly to one or more members of your audience, you create an effective External Linkage.

There are several ways to use questions. One is the Scott Cook approach of polling the audience. This is a quick way of gauging their interest in or receptivity to a particular concept in your presentation: “How many of your companies plan to increase spending on information technology during the next year? May I have a show of hands? Quite a few, I see. Our new software system can help you get the most out of any new technology you do purchase. Here’s how it works . . . ”

If you do use this technique, however, be prepared for all contingencies: all of the above, some of the above, and none of the above. Be prepared with a follow-up to each contingency.

Another question technique is to invite audience members to share ideas, reactions, or stories, which you can use as a springboard for further discussion: “Think back to the last time you had a negative experience with airplane travel. What was the problem? Any volunteers? Okay, Reggie, tell us about it . . . ”

Yet another technique is to use questions to point the audience toward a predetermined conclusion: “What sort of features would your company need in a new communications system? Where on the list would you rank reliability? . . . And why is that? . . . What happens when your system is down? . . . To address that concern, let’s look at some independent data on the reliability of our latest system . . . ”

Asking questions is an excellent way of engaging your audience. Getting people to think about issues and discuss them aloud turns your presentation from a one-way transmission into a two-way interaction, increasing your audience’s interest and involvement.





Getting people to think about issues and discuss them turns your presentation from a one-way transmission into a two-way interaction.




However, questions do inject a note of unpredictability. It’s possible that an audience member’s response to one of your questions may raise an irrelevant issue or jump ahead to an idea you will cover later in the presentation. Avoid such detours by politely defining the parameters of your topic.

Preplan the questions you will use, and phrase them carefully. Don’t make them heavy-handed and obvious. Based on your knowledge of the audience, word the questions to maximize your chance of eliciting the kinds of answers you want.



4. Contemporize









This technique involves making a reference to the most current of events, what is happening today. When you Contemporize, you make it very clear that you have specifically tailored your presentation to your present audience. You send the message that all your information is up-to-the-minute and highly relevant.

Contemporizing is favored by many entertainers, especially stand-up comedians. No monologue by Jay Leno or David Letterman is complete without an assortment of one-liners playing off the day’s headlines.

But the technique is equally effective in business presentations. Did the stock market take a sudden nosedive or make a remarkable rally yesterday? Consider linking the news to an explanation of how your company offers its customers increased financial security. Did a local sports team win a major event last night? Consider referencing the event and drawing an analogy to the competitive environment in which your company is operating. In each case, be sure you make the current information link clearly to your main idea.

You can also Contemporize right up to the minute. Refer often to prior speakers, to statements they made, to earlier questions from the audience, or to moments that occurred from the time you entered the presentation environment: the conference room, the auditorium, the office, or even the building. Weave these references throughout your presentation at every opportunity. This technique is the zenith of contemporizing in its immediacy and potency. It is also the easiest to do. All it takes is concentration and memory, and it keeps you fresh every time.



5. Localize







Localizing involves referencing the venue of your presentation. As with contemporizing, it’s a favorite among entertainers. Many rock concerts begin with a localized greeting like, “Hello, Philadelphia!,” which never fails to draw an appreciative roar in response.

You can Localize your presentation by finding facts about the venue that relate to your message. For example, you can talk about a particular client or customer of yours located in the same city, and then go on to illustrate the benefits your company provided to that client.

You can cite an interesting fact about the city or state that supports your message: “Last year, over 500 patients in this city’s hospitals died from drug interactions. Many of those deaths could have been prevented with our automated drug dispensing system.”

Or you can refer to a noteworthy local person, landmark, or incident, drawing a connection to your offering:

“It’s good to be here in St. Louis, where one of America’s favorite treats was invented over a hundred years ago. An ice cream vendor at the St. Louis World’s Fair ran out of paper cups on a sweltering afternoon. Desperate for a way to keep serving his customers, he got together with the waffle vendor next door . . . and the ice cream cone was born. Today, we’re presenting a new product that embodies the same kind of entrepreneurial creativity . . . ”



6. Data







You can also create an External Linkage by citing current Data that links to and supports your message. The more up-to-the-minute and closely linked the Data is to your specific audience, the better. If the Data you mention is news to your audience, they will be impressed by the depth and currency of your information. If your audience members are already aware of the Data, they will be quietly pleased that you are as knowledgeable as they are. Either way, you create a positive link.

To add a touch of emphasis, use the source of your Data as a prop: “Have you seen today’s The Wall Street Journal?” (Hold it up.) “There’s a striking graph on the front page that shows just how serious our industry’s infrastructure problems have become.” (Quote the most relevant number.) “This is exactly the issue our new system has been designed to address.”



7. Customized Opening Graphic







The final and simplest type of External Linkage is the Customized Opening Graphic. Begin the visual portion of your presentation with a slide that shows the audience, the location, and the date of your presentation. At the start of every Power Presentations program, I use such a slide. In fact, I also include the logo of the company I am coaching.

A Customized Opening Graphic may seem like a small item, but it has a powerful effect on both the presenter and the audience. For the presenter, it forces a final double-check to avoid the embarrassment of the wrong slide. It’s also an up-front prompt that gives an impetus to the style and content of the rest of the presentation.

For the audience, it sends the message that you’ve prepared this presentation especially for them . . . that it is not a generic recitation, but rather a custom-made work, tailored to their needs and interests. Thus, the slide launches the presentation with a clear stroke of Audience Advocacy, promising in effect that you are there to serve them.

Roger McNamee, a managing director and cofounder of Elevation Partners, is one of the most influential investors in the technology sector, and one of the best presenters I know. He is always in great demand to offer his unique views at major industry conferences. Roger carefully crafts each speech in advance and is keenly aware of the importance of Customization. Here’s how he puts it:


Speaking engagements are great branding opportunities, but only if you do a good job. You can do enormous harm to yourself by not understanding the opportunity. It’s a crime to give the “windup doll” speech, one that should be punishable by more than just not being invited back.

If you don’t feel some level of affinity for the community you are addressing, don’t do it. If you do, you will only lessen the value of your brand. A speech is like a shark. It can’t sit still; it either is building or destroying your brand.

Personal brands have a life of their own, dependent on the perceptions of others. It’s like cartoon characters who run off the edge of a cliff: They keep running in space until they realize there is nothing supporting them, at which point they plummet. A brand is the same: It’s at the moment when everyone comes to believe that there is nothing supporting you that your brand collapses. Public perception is everything.

It’s death if you give a speech or a presentation that sounds like a prerecorded announcement. Odds are that you don’t understand the critical success factors in your business well enough if you don’t understand this truth.




Roger heeds his own advice by starting each speech from scratch, but his words are applicable to every iteration of every presentation.





Gathering Material for Customization







To customize your presentation, arm yourself with useful information and materials. Begin this process during your preparation period, days or even weeks before the presentation, and continue right up until the moment you approach the front of the room. Here are some steps you can take:


Prior to Presentation Day











	Research your audience. Learn all you can about who will be attending: their knowledge level, key interests and concerns, and personal or professional biases.

	Learn the names of some key audience members. Know the names of several key influencers in the audience. Learn the names of the highest-ranking company officer, the most respected technical expert, and the manager with the most authority to make decisions.

	Get current on industry news and trends. During the run-up to your presentation, diligently search out news and media stories and Internet items related to the company and the industry to which you’ll be presenting.







On the Day of the Presentation









	Customize your Opening Graphic. Produce an initial slide that names the audience, venue, and date of your presentation, and tee it up to launch your program. Microsoft PowerPoint has a specific function that changes the date automatically. (On the toolbar, click Insert, and then click Date and Time, and then click Update automatically.)

	Search for ways to Contemporize your presentation. When you awaken on the day of your presentation, watch the morning business channels on television, read the daily newspapers, and log onto the Internet; browse all these sources to find items relevant to your presentation and your audience.
The New York Times runs a daily feature called “This Date in Baseball” with memorable milestone events. Since competitive sports are an excellent metaphor for business, you could choose one of the events to analogize and illustrate your situation.

On a broader scale, a website (www.scopesys.com/today/) lists significant events on any given date in history. On the day you present, find an event that parallels your story, and incorporate it to add dimension to your presentation.



	Prior to your presentation, mingle with your audience. Go into your audience and chat with several individuals (this is known as “schmoozing”). Choose strangers as well as people you know. Ask them questions. Listen to their conversations. Gather valuable information as well as names and facts you can incorporate into your presentation.




Don Listwin, now the founder of The Canary Foundation, a nonprofit organization promoting early detection of cancer, was for many years the Executive Vice President of Cisco Systems. I first met Don when he was a junior product manager at Cisco. You’ll recall from the Introduction that after Cisco’s IPO, Cate Muther, then the Vice President of Corporate Marketing, required that all her product managers take my program. Don was in the first wave, and he was a most diligent student. Before long, his advanced presentation skills earned him a plum assignment: He was chosen to announce the launch of a major new Cisco product alongside then-CEO John Morgridge.

This was a highly mission-critical task. Since its inception, Cisco had been engaged in a fierce competitive battle with Wellfleet for leadership of the router market. In 1992, Cisco produced a new integrated router that would strike directly at the heart of Wellfleet’s strength, hardware, and exploit the vulnerable underbelly of Wellfleet’s weakness, software, which happened to be Cisco’s special strength.

Don crafted his presentation for the media using all the techniques in the Power Presentations program, and then spent the weekend before the scheduled Tuesday launch Verbalizing in front of a mirror 40 times. On Monday, Don did a trial run in front of an internal Cisco audience, and went into autopilot. His presentation had become dry and robotic.

He called me and said, “Jerry, I’ve gone stale! What do I do?”

I reminded Don about the Customization techniques, and he seized upon Direct References and Questions. The next day, just before his presentation, Don went into the audience and chatted with several people, asking them what they were hoping to hear from Cisco. Then he stepped up to the stage and began his presentation. Right after his Opening Gambit, Don looked at one of the people with whom he’d chatted and addressed him by name. The man smiled, and Don felt the spark of recognition radiate through the crowd. In turn, Don felt in control of himself and his audience. (Later, Don likened this effect to what happens when a student is called on by a professor, although I had never told him the story of Professor Drake.)

Then Don raised one of the questions someone had asked him during his schmooze, “Will Cisco continue to upgrade the performance of this new router?” Don promptly answered it by describing how Cisco planned to migrate the new product forward. Once again, Don could feel the energy from the audience, and it energized him in turn. He rolled forward with a full head of steam.

Less than a year later, Cisco’s new router product was the clear market leader, and a year after that, Wellfleet disappeared in a merger.

Several years later, I was delivering my program to a group of new product managers at Cisco. When I got to Customization, I referenced Don’s example. One of the men in the group exclaimed, “Oh yes! I was with Wellfleet at the time, and I was in the audience for that prezo.” He shook his head ruefully. “After I heard Don speak, I knew that the game was over.”

Don still practices these techniques to this day to keep his presentations fresh and to connect with his audiences.





External Linkages in Action







Customizing your presentation is an art, and, as with any art, it takes practice to perfect. Try your hand at Customization the next time you present, and practice it every time you make a presentation in the future. The time you invest in making each presentation unique will pay handsome dividends in the form of greater audience involvement, and many more priceless Aha!s.

The same techniques that make your presentation more timely, relevant, and compelling to your audience can also make preparing and delivering it more creative, spontaneous, and stimulating for you. The entire process serves as a feedback loop to invigorate you with the same kind of hustle Joe DiMaggio exhibited.

I practice what I preach. I’ve been delivering the same core material to my clients for 20 years. If I were to deliver it the same way every time, I’d be on full autopilot by now. Instead, I simply open the air vents of my mind, take in data about my audience, and then circulate it back out to them. It makes them feel involved, and it makes me feel energized.

While many of the External Linkages require considerable but worthwhile prior effort, the most effective Customization requires no preparation at all. It all takes place “live and in person,” and is the ultimate form of Audience Advocacy: Concentrate on your audience during the presentation. This means weaving in many Direct References to members of your audience and making many Contemporizing references to moments that have occurred since your presentation began. All it takes is concentration: Be in the moment. When you are in the moment, you will feel a connection with your audience, just as Don Listwin did.





Concentrate on your audience during the presentation. Be in the moment.




Of all the many presentation methods I’ve given my clients over the years, the Customization techniques are implemented the least. Yet they provide potentially the biggest bang for the buck. They provide the most powerful ways to differentiate your presentations from the routine, impersonal, one-size-fits-all, plug-and-play presentations we see all too often. Learn these techniques, and implement them the most.

Professor Drake’s lesson inspired me and has stayed with me all this time. Let it become the big bang for your buck.






Chapter Twelve. Animating Your Graphics

















Company Example


	Microsoft PowerPoint




How Versus Why and Wherefore







What comes to mind when you see the word “animation”? Maybe a vintage Bugs Bunny short or a more recent full-length feature, such as DreamWorks’ Shrek or Pixar’s Ratatouille or WALL-E. In the context of business presentations, animation refers to motion added to computer graphics. This movement can involve either an entire slide or the visual elements within a slide. In animation, these elements move onto or off the screen; or shift within the screen; or grow, shrink, change, or vanish.

We’ve all seen varying degrees of electronic animation in business, from the sophisticated sequences that appear on websites to the equally sophisticated presentations at industry conferences and trade shows, many of them worthy of Disney or Pixar. Often, even conventional prepackaged corporate pitches have screen effects that rival the production values of the big-tent special events.

Most of these examples of animation are created by professional graphic artists and technicians using complex software, such as Adobe Director or Flash. Professional artists also use Adobe Photoshop to render objects and images in vivid, opulent detail for animation as well as for conventional presentations.

For the rest of us, the vast universe of consumers, there is Microsoft PowerPoint, which is installed on hundreds of millions of computers that churn out 30 million presentations per day.

This ubiquitous software, launched in 1987, has been growing its market share with each successive release, and now it is standard operating procedure for business presentations. How often have you been asked to send someone a copy of your PowerPoint slides? How often have you sat next to someone on an airplane clicking through his or her slide show? PowerPoint has also reached beyond business into our daily lives. Even elementary schoolchildren use it expertly.

Yet, as a presentations coach, one of the most frequent complaints my business clients make is, “I’m not a graphic artist!” As a result, they default to the Presentation-as-Document Syndrome. But, as you discovered in Chapters 6 through 9, by simply going beyond text to pictorial, numeric, or relational images and applying the principles of Less Is More and Minimize Eye Sweeps to those images, you can create graphics that are both interesting and effective.

Creating animation for those graphics, however, can be daunting. We’ve all been in the audiences of far too many presentations that unleash all the bells and whistles of the animation in PowerPoint with a frenetic, pyrotechnic display that challenges a Fourth of July celebration. This phenomenon is like putting a 14-year-old boy behind the wheel of a Ferrari Testarossa.

This situation reached epidemic proportions in the military. Pentagon officers were launching so many PowerPoint-powered animated tanks and whirling pie charts in their slide shows that the chairman of the Joint Chiefs of Staff was driven to issue a directive demanding simplicity in Defense Department presentations.

It would seem that military personnel, as well as businesspeople . . . basically conservative segments of the population by nature . . . should be aware that flashy animation projects a negative image. And yet, business presentations that look like MTV videos are as common as car crashes in Hollywood movies . . . and just as irritating.

The reason that businesspeople perpetrate this graphic assault on their audience’s visual senses is because these presenters have learned the how-to of animation, but not the why and wherefore of its application. The computer sections of bookstores abound with worthy PowerPoint books. The Web, television, newspapers, and magazines abound with equally worthy courses and courseware that provide excellent instruction about how to operate and navigate the software. None of them, however, tells you why, where, and when to use animation, and particularly, not what effect animation should or could achieve. You’ll find those answers in this chapter.







Presenters have learned the how-to of animation, but not the why and wherefore of its application.




Why use animation at all? As a conservative businessperson, you might think that animation is irrelevant, frivolous, or unnecessary. “I’m not up there to entertain people,” you might say. “When I’m making a presentation, people just want the facts, plain and simple. Fancy gimmicks will just take away from my message.”

You may be right. Any visual aid can indeed become a visual hindrance when it’s misused, resulting in distraction, annoyance, or confusion in your audience. So it is with animation. But any sword can cut both ways.

The word “animation” comes from the Latin root anima, which means “spirit” or “life,” just as the word “animated” describes a lively or energetic person. Animating the graphics in your presentation can add a sense of spirit and life to what might otherwise be a flat visual display.

Even more important, well-designed and appropriately applied animation can actually enhance your message. Just as you can create text, pictorial, numeric, and relational slides to express your important concepts, you can also strengthen that expression by adding animation to bring graphic objects on or off the screen meaningfully. The right animation can make your presentation more visually appealing, transforming it from the merely good to the truly captivating . . . and therefore persuasive.





The right animation can make your presentation more visually appealing, transforming it from the merely good to the truly captivating . . . and therefore persuasive.




The answers to the wherefore of animation can be found in intrinsic human perception and in cinema, the same sources that provided the fundamentals for the design of presentation graphics that you saw in the earlier chapters. The core principles of cinematography and editing are even more relevant in animation. What follows is an extrapolation of those well-known, innate, and well-established professional principles into a simple set of guidelines that you can apply to animate your PowerPoint presentations. We begin with the human factor.



Perception Psychology









The operative rule for designing animation effects goes back to Ludwig Mies Van der Rohe’s Less Is More principle. Simplicity is the watchword for the graphics in any presentation, and that applies to animation as well. Moreover, whenever motion is involved, we must also keep in mind the cultural, psychological, and neurological factors that influence how people perceive and process visual cues.

In Chapter 6, “Communicating Visually,” you read that psychologist and art historian Rudolf Arnheim, in his book Art and Visual Perception: A Psychology of the Creative Eye, described the tendency of the human eye to move across a visual field from left to right. This innate effect is further heightened in Western cultures. Text in Western languages (including English) is printed from left to right. These predispositions have a profound impact on how all human beings . . . including presentation audiences . . . perceive visual stimuli. Whenever our eyes move from left to right, the information we absorb feels “natural,” “normal,” “smooth,” “easy,” and “positive.” Many of the visual arts follow this same path:



	On the stage, protagonists usually move to the right (sympathetic movement), and villains move to the left (asympathetic).

	In the cinema, a pan right is positive and fluid; a pan left is negative and drags.

	In heraldry (the design of coats of arms), a crest that has a diagonal bar slanting down to the right is known as a Bar Dexter (from the Latin dexter, meaning right) and is said to represent legitimate members of a family. A crest that has a diagonal bar slanting down to the left is known as a Bar Sinister (from the Latin sinister, meaning left) and is said to represent a bastard. Although heraldic scholars debate the validity of these meanings, by looking at Figure 12.1, you can readily see that the Bar Dexter flows easily, whereas the Bar Sinister drags backwards.


[image: Image]

Figure 12.1. Bar Dexter versus Bar Sinister.








	Even language echoes our innate preference for the right side: dexterous means skillful or capable, whereas sinister means evil or malevolent.




For these reasons, if you want your presentation audience to feel positive about your ideas, your animation should follow the natural, reflexive eye movement: left to right. Of course, if you want to send a negative message . . . say, about your competition . . . you should reverse direction, and move your objects right to left. But do it deliberately; don’t send mixed signals by delivering a positive message about you or your business by making a negative move. As you will see in this chapter, motion can induce a variety of other psychological perceptions. Because the greater part of any presentation is about you or your company, send positive messages; make the default direction of your animation left to right.





Send positive messages; make the default direction of your animation left to right.




In addition to these innate emotional factors, your audience’s eyes are also driven by their highly light-sensitive optic nerves. When motion occurs on the presentation screen, the audience looks at the moving image involuntarily. If that movement is counter to the message you are trying to convey, you will confuse the audience for an instant. Such instants can build into a giant MEGO at best, or complete resistance to your ideas at worst. If the movement supports your message, your audience will stay with you . . . and be more receptive to your ideas.



Cinematic Techniques









In cinema, directors and editors use the camera and a montage of camera shots to express the emotional qualities of a story. The movement of subjects in front of the camera and the movement of the camera itself, along with the juxtaposition of the shots, can create either positive or negative feelings. In a romantic movie, when long-separated lovers finally come together in an embrace, the scene is likely to be filmed in long, smooth, flowing shots, conveying sensuality and abandon. In a cops-and-robbers drama, a car chase is usually captured in sharp angles and edited with short, rapid cuts, creating tension. In a western, when a wagon train of settlers moves across the screen, the camera slowly draws back from a close-up until the entire panorama of the prairie is visible, expressing the vast challenge of their journey. And in a suspenseful murder mystery, when the detective, searching for clues in a dark, empty house, suddenly hears a click, the camera quickly cuts to a close-up of a door handle, heightening the tension.

Presentation animation doesn’t offer the range and power of options available to a film director, but all of the techniques you’ve just learned can be distilled into one a simple overarching principle: Use motion to help tell your story by expressing the action in your message; use motion to mirror or evoke the feeling you want to create in your audience. To reprise Shakespeare: “Suit the action to the word, the word to the action.”





Use motion to help tell your story by expressing the action in your message. Use motion to mirror or evoke the feeling you want to create in your audience.




The tools to implement this cinematic approach exist in abundance in PowerPoint.



Microsoft PowerPoint 2003 and 2007







PowerPoint didn’t start out as fully developed as other applications in the Microsoft Office suite, but as the various generations of the program have evolved over the years, Microsoft has continually added new and improved capabilities. The latest version, PowerPoint 2007, features a complete overhaul of the program’s interface, adopting Microsoft’s new “ribbon” interface in place of the traditional pull-down menus.

However, most of the features found on PowerPoint 2007 ribbons can also be found on the pull-down menus of previous versions. This means that just about everything you can do with PowerPoint 2007, you can also do with previous versions, such as the still widely used PowerPoint 2003.

Whichever version of PowerPoint you’re using, there are two primary forms of animation: Slide Transition and Custom Animation. Slide Transition creates the effect of movement from slide to slide (interslide); Custom Animation creates the effect of movement of text and graphic objects within a slide (intraslide).

Custom Animation has four major categories of transitions: Entrance (moving an item onto the slide), Exit (moving an item off the slide), Emphasis (making an item more prominent on the slide), and Motion Paths (moving an item across the slide). When you choose a transition type, you also choose the type of transition effect you want, such as Blinds, Box, or Fly In. For each effect, PowerPoint offers multiple directional choices (Up, Down, Left, Right, In, Out) as well as multiple speeds (Very Fast, Fast, Medium, Slow, Very Slow).

Similar options exist for PowerPoint’s Slide Transition effects. You can choose from 58 different effects grouped into five categories: Fades and Dissolves, Wipes, Push and Cover, Stripes and Bars, and Random. You also get three speed options for each effect: Slow, Medium, or Fast. You can apply the same effect to all the slides in your presentation, or vary the transition effects from slide to slide.

Additionally, 19 predefined sound effects are available to accompany the graphic animation; you can even add your own sound files as audio effects. But because the focus of this chapter is visual animation, all I’ll say about sound is to invoke again Ludwig Mies van der Rohe’s surgically appropriate advice: Less Is More.

This broad array of graphic options constitutes a rich repertory of tools you can employ to animate your presentation. Take the time to surf through the menus and see how the effects play out. Your first reaction to many of them will be, “Wow! Cool!” Your second reaction may be, “But when would I ever use that?” The more extreme a particular effect appears, the more specialized the circumstances in which it might be appropriate. In the next section, we’ll discuss the whys and wherefores of some of the most frequently used effects . . . as well as some of the extreme ones. Learning to use these new tools is like learning to use the features of a new digital camera or mobile phone: It takes time, learning, and practice. Experiment with them. The results will be worth your while. Once you gain mastery, you’ll be able to take any presentation from the static to the dynamic.



Animation Options







Now let’s see how you can implement Perception Psychology and cinematic techniques in your presentation with PowerPoint. The best place to begin is to restate the overarching idea drawn from the cinema: Use motion to help tell your story by expressing the action in your message. Use animation to make a point, disclose content, connect ideas, or create conflict. Gratuitous animation distracts your audience. To keep this discussion at the macro level, we will focus on only a few of the many options and the actions they describe. The options happen to be the ones I use most frequently in my programs and seminars. I practice what I preach.





Use motion to help tell your story by expressing the action in your message.




Please note that most of these choices exist in both Slide Transition and Custom Animation. Also note that when you animate individual text elements or objects on a slide, many of the choices are available for both item Entrance and Exit. These variations provide enormous flexibility to create dynamic animation.

To begin, open a PowerPoint presentation and select a text box or graphic. In PowerPoint 2003, you go to the top toolbar and click Slide Show. When the pull-down menu appears, click Side Transition to see the Slide Transition animations, or click Custom Animation to open the full animation menu.

In PowerPoint 2007, select the Animations ribbon, shown in Figure 12.2. This ribbon displays the 58 Slide Transition animations; to apply a transition effect to the current slide, simply click the transition you want. You can then pull down the Transition Speed list to select the speed of the transition. And, if you want to apply this transition to all the slides in your presentation, click the Apply to All option.



[image: Image]

Figure 12.2. Select various animation effects on PowerPoint 2007’s Animations ribbon.






Now let’s examine the animation effects you can apply to individual objects or blocks of text on a slide. Begin by selecting the object or text block you want to animate, and then either select Slide Show, Custom Animation (PowerPoint 2003) or click the Custom Animation button on the Animations ribbon (PowerPoint 2007). With either version of the program, this displays the Custom Animation pane on the right side of the PowerPoint window. From here, click the Add Effect button, and then select the type of effect you want to add. For example, if you click the Add Effect button, click Entrance, and then click Wipe, you’ll see four Wipe choices: From Bottom, From Left, From Right, and From Top. Select Wipe From Left. This is the ideal animation choice, because it flows with the natural, reflexive, left-to-right movement that our eyes find so pleasing. Consider this choice your default for all text.





This is the ideal animation choice, because it flows with the natural, reflexive, left-to-right movement that our eyes find so pleasing. Consider this choice your default for all text.





Wipe From Left/Wipe Right







The Wipe From Left choice in Custom Animation produces the same effect as the Wipe Right choice in Slide Transition . . . both wipe to the right. For the purposes of this discussion, let’s refer to both as Wipe Right. For many presenters, Wipe Right is the only animation choice they’ll ever need. This option is available for both slide transitions and text/object animations. Unless you want to send a different visual message, as described in the following section, make Wipe Right your default choice for every click in every presentation.

This Wipe Right option can be further reinforced by always using the title of the Slide Master as an Anchor Object. To display the Slide Master (see Figure 12.3), which controls the default formatting of all new slides in a presentation, select View, Master, Slide Master (PowerPoint 2003), or select the View ribbon and click Slide Master (PowerPoint 2007). With the Slide Master displayed, left-justify the Master Title text, and then create the title of every slide using this default. Be sure to always use the same size of font for each title, and, of course, keep each title to a single line (Minimize Eye Sweeps). With this configuration, when you run your slide show, the title of each new slide will replace the title of the outgoing slide in precisely the same place. The Anchor Object animated.
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Figure 12.3. The Slide Master.






Remember the Conditioned Carriage Return from Chapter 6? Your audience is culturally accustomed to start each new slide at the upper-left corner just as they do in a book. The Wipe Right animation of the title will create the familiar . . . and positive . . . impression of turning pages in a book.



Wipe Left/Wipe From Right







The Wipe Left option, the opposite of the Wipe Right effect, is also available as both a Slide Transition and a Custom Animation (where it is called Wipe From Right). It produces the effect of movement against the grain. Use this effect only if you want to send a negative message to your audience. The entrance of any graphic object from the right, particularly text, forces your audience’s eyes to drag backwards. I use the Wipe Left in the slides in my programs to indicate what not to do. The subtle sense of discomfort my clients feel in watching the counter movement of images reinforces the point of my message.

You can use the Wipe Left in your presentations to indicate the negative factors in your story: the shortcomings of competing products, past problems your company has conquered, or market forces that pose major obstacles for your industry.



Fly and Peek









The Fly and Peek Custom Animation effects are seemingly close cousins of the Wipe, but beware: Although they bring text and objects onto the screen, as the Wipe does, the Fly and Peek versions blur the text or the object as it moves across the screen, making the image unreadable. Of course, if you want to suggest a feeling of speed or haste, use Fly or Peek. The blurring is more pronounced with text than with pictures, so even if you want to express haste, convert your text and data into pictorial images . . . a good rule to follow for all slides. If you want your audience to take in your images comfortably or read your text easily, stay with the Wipe.



No Transition, Cut, Blinds, Checkerboard, Comb, Random Bars, and Newsflash







This group of Slide Transitions, like the Fly and Peek Custom Animation effects, also tends to jar the audience. The No Transition and Cut options pop new information onto the screen abruptly. These are PowerPoint versions of what is known in the cinema as the crash cut. Filmmakers use this device to create sudden juxtapositions. Use the No Transition or Cut option in your presentation if you want to express sharp contrast between two slides, such as the difference between the sleek new design of your logo and the busy and cluttered logo of your chief competitor.

The Blinds, Checkerboard, Comb, Random Bars, and Newsflash options are all very dramatic and call attention to themselves. Used arbitrarily, they could distract from your presentation, but to everything there is a season, and a time to every purpose under the sun. The Blinds, Comb, and Random Bars do make effective transitions between bar charts, and the Checkerboard does create an effective segue between tables. You’ll recognize the Newsflash effect from vintage Hollywood movies, as when the front page of a newspaper comes spiraling onto the screen. Although theatrical, you can use it in a presentation to introduce a page from a publication highlighting a favorable quotation endorsing your business, product, or service.

Use any of these flamboyant options with care. Be aware of the potential downside: Any animation that provokes an audience response of “Huh?” or “What was that?” or “I don’t get it!” only detracts from your message. When in doubt, default to the Wipe Right.



Cover, Push, Strips, and Uncover









The Cover, Push, Strips, and Uncover Slide Transitions are effective variations of the Wipe in that they all introduce new images with significant but less extreme visual movement. However, keep in mind the basic rule that the direction of the motion should express the action in your message. For instance, if you bring in a new slide using the Cover Down option, it has the finality of a curtain descending . . . hardly the kind of message you want to send about your business. The Uncover Down effect, however, evokes the sense of unveiling a work of art.





Keep in mind the basic rule that the direction of the motion should express the action.







Dissolve and Fade







The Dissolve and Fade options provide smooth, as well as tried-and-true, choices for transitions. They are familiar to everyone from their antecedents in cinema, where they are used to indicate the passage of time. In films, an outbound image gradually fades out as the inbound image gradually emerges. The images overlap in the Dissolve and dip to black for an instant in the Fade. You’ve seen these effects countless times to indicate the shift of night into day, of one season into the next, and of youth into old age.

In PowerPoint, the Dissolve and Fade are available as Slide Transitions and Custom Animation (as both Entrance and Exit effects). Consider using a Dissolve in a presentation to indicate a segue between related concepts. For example, an image of a product could dissolve into an image of the new, upgraded version of the same product. In contrast, an image of a metastasized cell could shrink or disappear, thanks to the power of a new drug. Beware of Fades, however. When images Fade In or Out, they create a sense of detachment or separation. Business presentations, however, are not detached; they deal with closely related subjects in real time. (Think about that: today’s business presentations observe the classic Aristotelian unities!) Therefore, use the Fade very, very sparingly. Moreover, Fades and Dissolves, at any speed, appear slower than the preferable Wipe and tend to drag the pace of a presentation. Choose animations that express continuity and connectivity. Remember: Grab, Navigate . . . never let go . . . and Deposit at Point B!



Wipe Up/Wipe From Bottom and Wipe Down/Wipe From Top









Here again, PowerPoint uses different nomenclature in Slide Transition and Custom Animation for the same effect. And here again, for the purposes of discussion, we will refer to all of them as Wipe Up or Down. In these choices, the motion has a direct relationship to the action. Use Wipe Up to indicate rising revenues, increasing market share, or growing profits. Use Wipe Down to indicate declining expenses, a falling error rate, or reduced employee turnover.



Circle, Box, and Split







The Circle, Box, and Split options express either compression or expansion, depending on whether their movement is In or Out. Choose the Custom Animation that relates to the innate shape of the compressing or expanding object. Here are a few ideas:



	The Circle Out effect can express a pie chart or globe that grows, or a hub expanding out to its spoke structure. The Circle In effect can express the shrinking or condensing of a pie chart or globe. The direction of your animation depends on the message you want to deliver.

	The Box effect can express a grid or table that narrows or widens.

	A Split In can represent a multiplicity of diverse objects coalescing into a single whole.

	A Split Out can represent a central theme with multiple variations, such as a central server with many clients or a central office with multiple branches. You can also use the Split Out to create the effect of opening a curtain.







Wheel and Wedge







The Wheel and Wedge Slide Transitions are effective ways of replacing one image with another. Reminiscent of the iris effect from silent films, the Wheel and Wedge use a circular motion opening out or closing in to create a transition.

One particularly effective use of the Wheel option is to highlight a single word, number, or object on a slide in the same manner as you would draw a highlighting circle around a section of a document. You use PowerPoint to animate the circle by using the Wheel effect as follows:

In PowerPoint 2003, open the Drawing toolbar and create your circle or oval. Then, with the new object selected, continue along the Drawing toolbar to Fill Color, and select No Fill. Next, move to Line Color and select a bright or contrasting color. Then move to Line Style and select 6 point.

In PowerPoint 2007, the process is slightly different. Select the Insert ribbon, click the Shapes button, and create a circle or oval. Double-click the circle or oval to display the Format ribbon, and then pull down the Shape Fill list and select No Fill. Next, pull down the Shape Outline list and select a bright or contrasting color; still in this pull-down list, click Weight and select 6 point.

With this formatting completed, position the circle or oval over the word or number in your graphic you want to highlight, as shown in Figure 12.4. Now you are ready to animate your highlighting option.



[image: Image]

Figure 12.4. An oval highlighting one word, positioned for Wheel animation.






With the circle or oval selected, in PowerPoint 2003 select Slide Show, Custom Animation. In PowerPoint 2007, select the Animations ribbon and then click Custom Animation to display the Custom Animation pane. Then, in both versions, click Add Effect, click Entrance, click More Effects, under Basic click Wheel, and then click OK. In the Spokes window, select 1, and in the Speed window, select Very Fast. Check the action in Slide Show mode.

You can use a similar approach to animate a U-turn Arrow. An often-needed tactic in business is a change of direction. In PowerPoint 2003, select the U-turn Arrow from AutoShapes in the Drawing toolbar. In PowerPoint 2007, you can express this action in a diagram or flowchart by selecting the Insert ribbon, clicking Shapes, and then selecting the U-turn Arrow object (in the Block Arrows section). You can then introduce the figure using the Wedge animation in the same manner as the Wheel example.



Emphasis







Another way to call attention to a word, number, or object on a slide is to use the Custom Animation Emphasis effects to Change Font, Change Font Style, Change Font Size, Grow/Shrink, or Spin the word or object you want to accent. (Other emphasis effects are also available by clicking More Effects.) This feature provides multiple ways to implement such highlighting. There are so many effects and colors available with this feature, it is best to browse through all of them to see which works best for you.

One of the most powerful tools on the Emphasis menu is the Grow/Shrink option. With this choice, you can enlarge or reduce any object, such as an oval or a rectangle with text inside. This will allow you to call out the object and discuss it in detail.

To do this in PowerPoint 2003, select Slide Show, Custom Animation. In PowerPoint 2007, select your object, select the Animations ribbon, and click Custom Animation to display the Custom Animation pane. Then click Add Effect, click Emphasis, and click Grow/Shrink. In the Size box, select a number greater than 100 percent, and press Enter. The object will grow. To shrink the enlarged object back to its original size, select your object again, click Add Effect, click Emphasis, click Grow/Shrink, and enter a number smaller than 100 percent in the Size box.

This technique is an advanced extension of the Anchor Objects you saw in Chapter 9, “Using Graphics to Help Your Story Flow.” All the objects remain in constant view of your audience as you work your way through the entire slide, enlarging specific objects one at a time. The audience never loses sight of the big picture as you navigate them through your presentation, discussing and adding value as you go.



Motion Paths







Motion Paths is the most sophisticated of PowerPoint’s animation techniques. It is the one feature that comes closest to the animation capabilities available in professional television control rooms and in computer-generated animation cinema studios. With Motion Paths, you can move objects from one part of the screen to another without having to lose the object or exit the slide. This enables the motion to make all kinds of expressive statements: escalating revenue potential, declining costs, shifting strategic directions, realigning alliances, or rotating positions. To achieve these, select an object and display the Custom Animation pane. Then click Add Effect and click Motion Paths. Choose Up, Down, Left, Right, Diagonal Down Right, or Diagonal Up Right. You can also choose to draw a custom path.

Sophistication comes with a price: complexity. When you incorporate the Motion Path option in your presentation, you will soon discover that moving an object up, down, sideways, or diagonally is relatively easy. You will also discover that once you try this powerful effect, you will want to extend its variations. That’s when you will want to move beyond the basic preset Motion Paths options to Draw Custom Path with a Line, a Curve, or a Freeform. Here is where the Motion Paths effect becomes more complex. But stay the course; try, experiment, and learn. You will soon find that your efforts will produce dynamic animation that expresses your message.





Animation and the Presenter







Although the focus of this book is on the story and graphics rather than delivery skills, it is important, before concluding, to touch briefly on the presenter’s narrative and body language as they relate to slide show animation. This is a skill called Graphics Synchronization and is covered in great detail in The Power Presenter. For now, please keep in mind that the highly sensitive optic nerves in your audience’s eyes cause them to react involuntarily to light and motion. The instant your animation starts, all their attention suddenly shifts to the screen and away from you.

Human brains have difficulty processing multiple inputs, especially if those inputs are separate sights and sounds. Your audience is so focused on the animation, they do not listen to what you are saying, nor do they see what you are doing. Moreover, anything you do or say creates extra sensory data that conflicts with the enlarged activity on the presentation screen. Therefore, whenever you introduce animation on your screen, stop talking, stop moving, and allow the animation to complete its full course of action.







Whenever you introduce animation on your screen, stop talking, stop moving, and allow the animation to complete its full course of action.




“Action” is the operative word here. Action is the endgame. The action in animation is there to express your message. Your message is your call to action. The end result of all your action should be to elicit the best response from your audience. Remember Newton’s Third Law of Motion: “To every Action there is always opposed an equal Reaction.” If your animation action is disturbing, your audience will be distracted. If the dynamic action of your animation is synchronized with all the other elements of your presentation . . . your story, your graphic design, as well as your voice and body language . . . you can achieve the ultimate dynamic: persuading your audience to move from Point A to your Point B.






Chapter Thirteen. The Virtual Presentation

















Company Examples


	Microsoft Office Live Meeting

	Cisco Systems WebEx




Anytime, Anyplace, Anyone







A new phenomenon has entered the world of business communications: Web conferencing, or online meetings. Think of it as the virtual presentation. This new medium combines the Internet and related electronic technologies to enable you to present and exchange information and ideas with distant audiences without your physical, personal presence. In fact, you can address a group of dozens or even hundreds of audience members in different locations spread around the country or even the world. By virtue of advanced software systems developed by several companies that specialize in hosting virtual presentations, these far-flung audiences can view your slides and other graphic materials, hear your voice, and even interact with you . . . live and in real time.

The virtual presentation has many advantages. Because participants can log in from any location via the World Wide Web . . . from the convenience of their own offices . . . it is possible to involve an extensive universe of attendees, some of whom would otherwise be unavailable. Those who do attend online save thousands of dollars in travel costs (airfare, lodging, meals, ground transportation, and other local expenses). They also dramatically reduce their time commitment and completely eliminate the stress of travel. The presenter also realizes significant cost savings in rental fees for hotel or conference center facilities, projection and amplification equipment, and other presentation paraphernalia.

Of course, there are costs associated with the virtual presentation, depending on rates and other variables charged by the Web conferencing provider, but they will be far less than those of mounting a live presentation.

Current trends in business are helping to boost the adoption of virtual presentations. More and more companies, through expansion or partnering, are operating globally. Their diverse and dispersed entities have an ever-increasing need to share information . . . in meetings, seminars, workshops, briefings, demonstrations, or training . . . and to do it collaboratively. Moreover, when economic times are difficult, companies look for opportunities to trim costs. An obvious place to start is with travel expenditures for meetings and conferences. Business travel has been further reduced by heightened security concerns in the wake of the terrorist attacks of September 11, 2001 and by rising fuel costs. Finally, the virtual presentation is an attraction in its own right. Many companies like to use cutting-edge technology and new applications with the aim of fostering an image of themselves as innovative, forward-looking business players.

For all these reasons, the virtual presentation has become increasingly popular. However, learning to deliver a virtual presentation effectively takes time and effort. When the presenter and the audience are communicating over the Internet from separate locales, new factors come into play that can impact the outcome. This chapter provides a set of guidelines to help you realize the full potential of this exciting new business medium.



How the Virtual Presentation Works







Most businesspeople are familiar with teleconferencing, where multiple individuals in various locations speak together on a shared telephone line, but these exchanges lack the visual element. There is videoconferencing, provided by Polycom, Cisco Systems’ TelePresence, and Hewlett Packard’s Halo, but the cost of transmission and specialized equipment limits the broad use of this form of communication. The virtual presentation leverages the ubiquity of computers and the large installed base of Microsoft PowerPoint for its universal system. Think of the virtual presentation as teleconferencing on steroids, with visual aids . . . as well as interactivity . . . and all of it enabled by the power of the Internet, at a reasonable and economical cost.







Think of the virtual presentation as teleconferencing on steroids, with visual aids and interactivity.




A virtual presentation can combine a number of technologies:



	A standard Web browser, used to access the Internet address (URL) of the Web conferencing provider, such as Microsoft Live Meeting or Cisco’s WebEx, and host the interactive presentation

	Streaming audio and video for Web-based video presentations

	Conventional telephony or Voice over Internet Protocol (VoIP) to provide the sound for audio-only presentations

	PowerPoint slides (or any similar electronic documents), shared over the Internet with all participants




Today, many virtual conferences are delivered exclusively over the Web, using Internet streaming audio and video instead of the older telephony-based audio. Increased bandwidth enables more robust conferences with live audio and video . . . in some cases, two-way audio/video for more interactive presentations. Just about any business or individual with a fast Internet connection can either attend virtual presentations as an audience member or offer them to a wide selection of target audiences. (Some technical issues related to bandwidth availability and firewall protection may affect how your company can use a virtual presentation service, but the Web conferencing provider can help you deal with your individual constraints and requirements. Suffice to say, the faster your Internet connection, the smoother the presentation will be.)

For less-formal virtual conferences and presentations, you can avoid the expense of a third-party provider such as Microsoft or Cisco. Instead, you can use instant-messaging programs such as AOL Instant Messenger or Yahoo! Messenger to conduct small text-based or videoconferences, sharing files between users as required. In addition, Web-based presentation programs, such as Google Presentations, let multiple users view the same presentation onscreen from any location in real time. These types of presentations don’t have all the interactive bells and whistles of Live Meeting or WebEx, but they are considerably lower priced and easier to arrange.

If you’re using a third-party conference service, you arrange all the details with the provider. You start by scheduling your virtual presentation with the provider, and then you invite your potential attendees via phone or email. The provider gives each participant who registers the URL for the online session, a conference call number (if telephony audio is used), and a password or code to enter the session. As the date for your webcast approaches, you may need to upload or email your PowerPoint slides to the Web conferencing provider for uploading to its website. You may also be able to give the presentation “live” from your desktop during the conference itself.

At the appointed time, you and your audience log in to the provider’s site via the Internet and, if necessary, dial in to the call center via the telephone. You, the presenter, speak to your audience over the telephone, the VoIP line, or via streaming Internet audio or video. Simultaneously, you display your presentation on your computer, and your audience views it on their computers.

Audience members can react to your presentation through their computers, and you can see their responses on your computer screen. The presenter’s screen, also called the console, has many more options than the audience’s screens. The console options allow you to navigate through your graphics, respond to your audience’s feedback, or solicit their opinions and reactions . . . in short, to effectively manage your presentation.

Your virtual audience participants can type their questions into their computers. You can respond live on the conference call, or share the question with the entire audience, or have an assistant type a direct answer to the participant who raised the question.

The virtual presentation platform offers a variety of companion features:



	Annotation. The presenter can highlight a particular word, number, or object on any slide using an electronic marker controlled by the mouse. This annotation feature is very much like the “telestrator” that television sports broadcasters use to draw a circle or underline on the instant replay video of a critical moment in a game. Just as the broadcaster goes on to analyze and add color to the play, you can proceed to add value to your presentation.

	Virtual whiteboard. The presenter can write notes or sketch diagrams that appear on the audience’s computer screens, just as they would on a conference room whiteboard.

	Application sharing. The presenter and the audience can access software demonstrations by sharing the presenter’s computer desktop. Whatever occurs on the presenter’s host computer occurs on the audience’s computers, just as if the software application were running on their own computers.

	Instant polling. The presenter can create multiple-choice questions and poll the audience about their opinions or demographics. The Web provider tabulates the results instantly, and the presenter can either share them with the audience or save them for later market analysis and research.

	Audience attendance and reaction display. The presenter’s console has an image that provides a stylized view of the virtual audience in the virtual auditorium: a group of lighted figures arranged in rows. As the audience members key their responses into their computers, the figures change color to represent their various reactions. Red indicates “You’re moving through this topic too quickly” or “I don’t understand!” Green indicates “I got it!” or “Aha!”

	One- and two-way videoconferencing. Using a simple webcam, the presenter can appear via streaming audio/video on the participants’ computer screens. Some providers offer multipoint video, where remote participants can also appear via webcam, for enhanced face-to-face interaction.

	Live chat. Audience members can submit questions via instant messaging, or chat among themselves in an ad hoc Web-based chat room.




The companies that provide virtual presentations maintain the host software required to perform these potent features. They also manage the websites, facilitate the interactions, and provide technical and administrative support to their clients.

Currently, virtual presentation technology is used primarily for three kinds of meetings:



	Small groups of 5 to 10 people, often for sales pitches, but also for ensemble brainstorming, problem-solving, or project management

	Medium-sized assemblages involving 20 to 30 people, often for training or marketing

	Large forums with audiences of 300 to 1,000 for major product releases, company-wide announcements, investor relations meetings, or press briefings




Quite naturally, companies in the high-tech sector have been the most enthusiastic adopters of virtual presentation technology. But many other businesses are now getting into the virtual act, including global financial firms, manufacturing companies, and service businesses.

This powerful technology is also being used for some highly specialized meetings. For example, virtual collaboration tools make it possible for a team of product designers to meet in a virtual space and work together on the same set of blueprints, even when one of the designers is in New York, a second in Los Angeles, and a third in Milan. In this chapter, we’ll focus only on the one-to-many presentation, the virtual version of the mission-critical presentation any businessperson might have to deliver to any audience of any size gathered in cyberspace.



Preparing for Your Virtual Presentation







In most ways, preparing for a virtual presentation is just like preparing for an in-person, live presentation. All the principles you’ve learned throughout this book apply to the virtual presentation:



	Define your Point B and your audience’s WIIFY.

	Distill your ideas into a few central themes or Roman Columns.

	Organize the Roman Columns into a logical flow.

	Illustrate your concepts with graphics that follow basic design and continuity principles you read about in Chapters 6–9.

	Practice your presentation using Verbalization.

	Deliver your presentation using Customization to make it fresh, specific, and alive.








All the principles you’ve learned throughout this book apply to the virtual presentation.




All these techniques are as important in the virtual presentation as they are in a live presentation. However, you must consider some important added elements when preparing for an online presentation . . . especially the first few times you approach the virtual podium:

Attend virtual presentations by others. The best way to become accustomed to the “feel” of the virtual presentation is to attend other online meetings. Log in to several virtual meetings given by others in your industry, or attend open Web meetings sponsored by Web conferencing providers. See what you like and don’t like about the virtual presentations you attend: Which verbal, visual, and other techniques do the presenters use that you find effective, clear, and compelling? Which techniques fall flat? Take notes and develop your own virtual presentation style.

Listen to commercial or public radio. Listen with increased perceptivity. Since radio programming is essentially broadcasting without visual images, it serves as a metaphor for your virtual presentation, which is essentially broadcasting without visual connections. Listen to how radio professionals create visual imagery using descriptive language to paint imaginative verbal pictures. A short radio documentary on National Public Radio or even a report from the field on a news station can stimulate ideas for your own online narration.

Check your graphics. Design your virtual presentation slides using the techniques in Chapters 6, 7, and 8 and, in particular, Chapter 9, with its recommendations to use graphics to help express the continuity of your story. Without your immediate physical presence, your virtual audience will need additional guidance to navigate the flow.

After you’ve crafted and refined your slides, upload or send them to the Web conferencing provider following its protocols. Be sure to check how your graphics work on the screen. Make certain that your slides appear in the sequence you intend; learn how to move from one slide to the next and how to navigate around slides. If any one of your slides appears distracting when it is displayed on your screen over the Web, modify it until it works.

Verbalize for flow and timing. Remember from Chapter 10 that Verbalization crystallizes the flow of your presentation. While your graphics can help express continuity, your narration can help even further. Since you will be webcasting to an unseen audience whose immediate reactions and intake you won’t be able to gauge, it is vital that you present your ideas in a clear, logical progression. Verbalization will help you know your material cold and deliver it with precision.

Verbalization also enables you to determine the running time of your presentation. In much the same way a newspaper publishes a TV schedule, the Web conferencing provider will post the duration of your virtual session. You don’t want your audience exiting your virtual presentation for another program.

Get ready well in advance of showtime. On the day of your presentation, clear your schedule for at least an hour prior to the scheduled start. Review your presentation materials, your slides, your flow, and your key messages. Gather any reference or backup materials you might need, such as market research data, press commentary, or links to related websites.

As zero hour approaches, make a stop in the restroom. On your way back to your office, bring a bottle or two of drinking water to have available to moisten your mouth and throat. (Use the sport-top bottles to avoid accidental spills on your computer or notes.)

Make sure that outside noises won’t interfere with your presentation. Tell the contractors doing construction in the adjacent office to take a long coffee break. Lock your office door to avoid interruptions. Then, log on to both the phone and Web conference lines about 15 minutes in advance. That way, you’ll feel relaxed and comfortable when your audience begins to “arrive.”



Connecting with Your Invisible Audience







In many ways, the virtual presentation is easier and more efficient than the traditional live presentation. However, there is one main disadvantage: the lack of immediate visual connection to your audience. Even if your presentation includes a live video link to the remote conference room, you can’t greet your audience personally as they arrive; you can’t shake their hands; you can’t make eye contact or exchange smiles. While these small, human links may seem like minor niceties, they go a long way toward creating a sense of warmth and connectivity that paves the way for persuasion.

Fortunately, there are ways to compensate for the missing human elements in the virtual presentation. Here are some techniques you can use:

Use polling to get to know your audience. This is especially important when you’re presenting to a large audience, and you should do it early in the presentation. Soon after you begin, ask three or four multiple-choice questions designed to sketch a quick portrait of your audience. If you are presenting a new business product or service to an array of potential customers from many different companies around the country, you might say:


Let’s take a moment to find out a little about you. Please answer this polling question about your job description: If you’re in sales or marketing, pick choice A; in human resources, pick choice B; in planning, pick choice C; and in any other department, pick choice D. [Pause while the audience makes its selections, and wait until the tally appears on your screen.] Okay, I see that most of you are in sales and marketing . . . just a few in the other areas. That will help me tailor today’s presentation for your benefit. Now, please tell me about the size of your company. Choose A if your annual revenues are under $10 million, B if they range between $10 million and $50 million . . .




These polls provide benefits both to you, the presenter, and to your audience. They help you understand your audience and adjust your presentation accordingly. They also help each member of your audience see how he or she fits in with the others in the virtual conference room or auditorium. (When you attend a meeting, you glance around the room to see who else is present, don’t you? The polling feature lets your invisible audience members do the same . . . virtually.) By sharing the poll results with the dispersed attendees, you create a sense of community among all of them. Continue to poll throughout your virtual presentation. By checking the pulse of your audience periodically, you sustain the vital lifeline of persuasion . . . the “co” in communication.





By checking the pulse of your audience periodically, you sustain the vital lifeline of persuasion . . . the “co” in communication.




Invite questions and comments. Pause periodically during your presentation to give your audience a chance to absorb your ideas. This is especially useful after you’ve covered a particularly complex or important subject. Invite your audience to share any questions or comments they might have. Choose the best questions to answer “on the air.” Based on your experience with the topics of your presentation, you should have an idea which questions recur most often and therefore represent widespread interest. Focus on these topics, and reserve the more narrowly based questions for “off the air” responses after the Web session.

Have an assistant on hand to help monitor and manage the program. Rather than trying to handle the entire online presentation on your own, have a knowledgeable assistant join you (off-camera, of course). You’ll find that he or she can help you in many ways. The assistant can field questions as they come in from the audience, select which ones you respond to directly and which ones to defer, or even answer some on his or her own. The assistant can also write you a quick note to remind you of a point you may have omitted.



Creating a Winning Virtual Presentation







All of the preceding advice will help you optimize the tools and techniques necessary to make any virtual presentation. Here are some additional techniques to raise the bar and help your virtual presentation win:

Use the enrollment report to customize your virtual presentation. The Web conferencing provider will give you a log containing the name and company of each participant who registers for your meeting. This data, along with the polling and inbound questions, serve as an excellent source for the Customization techniques you learned in Chapter 11:



	Direct References to your participants by name.

	Mutual References to well-known associates of the participants or to other participants in the online session.

	Back References to moments or subjects that occur after your session begins.




While you’re at it, incorporate the Customization techniques that require advance development and preparation:



	Contemporize by referring to what is happening on the day of your online presentation. Keep in mind that your virtual presentation may be attended live across multiple time zones, so replace any references to “this morning” or “this afternoon” with “today.” Also keep in mind that your virtual presentation will be archived for viewing at a later date. However, since the archived version is, in effect, date-stamped, your future audiences will understand and accept the time context.

	Localize by referring to related aspects of any of the attendees’ venues, such as well-known events, places, or businesses.

	Data. Provide current statistics or facts that support your message.

	Opening Graphic. Start your virtual presentation with a slide that includes your audience, the subject, and the date.




I repeat these techniques with the same caveat as when I introduced them in Chapter 11: Of the many presentation methods I’ve provided to my clients over the past 20 years, the Customization techniques are implemented the least. Yet they provide potentially the biggest bang for your buck. As important as Customization is in an in-person presentation, it becomes even more important in the virtual presentation because of the separation between you and your audience. Although you can’t see all the individuals in your audience, they are just as interested in making a personal connection with you as any live audience is . . . perhaps even more so. It is your job to create the illusion of the first time, to create the sense that you and the audience are together in the same “space.” All it takes is concentration. Being “live and in person” is the ultimate form of Audience Advocacy. Learn the Customization techniques and implement them.







Being “live and in person” is the ultimate form of Audience Advocacy.




Visualize your audience. With the enrollment log, polling, and inbound questions providing a snapshot of your audience, you can consciously imagine them listening to you and watching your slides click by on their screens. You can even visualize yourself in a traditional conference room or auditorium, with your audience seated before you. Imagine them absorbing your words, nodding with understanding as you explain your concepts, and smiling appreciatively at your WIIFYs. Visualizing your audience will trigger the adrenaline flow you need to present with energy and focus. It will help you avoid the feeling of isolation that might otherwise arise from being alone in your office, speaking “into the air.”

Be prepared to adjust your content on-the-fly. The only constant in life is change. As so often happens in live presentations, the audience you anticipate may not be the audience that shows up. The people who register for your virtual presentation may drop out, or they may play musical chairs. For such circumstances, prepare extra material, and then use the polling comments to guide you in adjusting your content. If you have three alternative examples to illustrate a key idea, you can select the one that works best for the audience that does attend and omit the other examples. Spend more time on the topics that are important to the particular mix of audience members assembled; move swiftly through topics of lesser interest to them, or drop those topics completely.

One of the advantages of the virtual presentation is that you can navigate through and around your presentation at will. One of the windows in the presenter’s console (which your audience cannot see) lists all your slides. You can move backward or forward or skip around to clarify a point in response to an audience question.

Focus on your voice. The main element missing from the virtual presentation is your personal presence. If you’re giving an audio-only presentation, the audience cannot see you; they can’t observe your gestures, respond to your facial expressions, or react when you look at individual members of the audience. Adjust your speaking style to make up for this missing element. Use your voice to convey absent visual impressions. Modulate your voice to emphasize your ideas. Raise and lower your pitch for variety, and when you have an especially important point to make, hit it hard. Control the rate at which you speak, pause to emphasize key ideas, and use a varied cadence to avoid the hypnotic metronome effect that many people often fall into when they speak on the telephone. (You can find a fuller discussion of vocal volume, inflection, and cadence in The Power Presenter.)

To optimize your vocal instrument, stand while you present. This will expand your chest and provide more air to flow through your lungs. Sitting (or worse, slouching) has the opposite effect of constricting your lungs and your air supply. Will Flash, the Broadcast Host of Microsoft Office Live Meeting, presents multiple times daily. Will has replaced his conventional office desk with an elevated one so that he can stand during his virtual presentation and access his computer at eye level.

The average businessperson speaks in a more monotonous, flat tone than he or she realizes. Heighten your vocal shadings and variations when you are “on the air.” Don’t become exaggerated or unnatural, but if you expand your vocal range by 10 to 20 percent, it will help convey your ideas across cyberspace. To develop facility with your vocal techniques, use a voice recorder during your Verbalization practice to hear how you sound objectively.

Use a headset microphone. For the best sound quality and the most comfortable presentation in a telephone-based conference, use a plug-in telephone headset rather than a conventional handset phone or its speakerphone feature. A conventional handset is a nuisance to hold and handle. A speakerphone distorts the sound, and, if you move your head a foot or two, you may drop out of range. A lightweight headset frees your hands to operate your computer mouse and handle your notes. It also allows you to stand and increase your lung capacity and, in that way, your vocal quality.

Even better, consider investing in a professional headset microphone or a lavaliere, also known as a lapel microphone. Like a telephone headset, a headset microphone puts the microphone directly in front of your mouth for better audio quality and frees you to move. A professional microphone, however, does this with better audio quality than a conventional consumer telephone headset. A lapel microphone provides much the same benefit, as it clips onto your lapel, the front of your blouse, your shirt, or your necktie.

Plan for video success. The typical videoconference uses a simple computer webcam, which has both good and bad aspects. The good is the price ($100 or less), the convenience, and the ease of connection and use; the bad is the overall video quality. Most webcams have relatively low resolution, resulting in inferior images compared to standard television. Therefore, dress in plain, muted colors (no distracting patterns), and position yourself against a contrasting single-color wall or backdrop. Equally important, because action captured by webcam can appear choppy on the receiving end, keep your movements to a minimum. Keep in mind, too, that your participants will see you in a small window on their computer screens, so confine your gestures to a narrow area.

When presenting, look at and speak directly to the camera. Think of the camera as a single audience member; and direct all your comments to that one person. Use the slides on your computer screen as a teleprompter so that you won’t have to move your eyes too far from the lens. Try to avoid frequent glancing down at your notes, which is more distracting in video presentations than in live ones.



The Future of the Virtual Presentation







Like all new technologies, the online meeting is gaining acceptance gradually. As more people become experienced in attending and running such events, as more companies become Web-enabled, as the Internet infrastructure takes root, and as more industries replace in-person gatherings with online communication, the virtual presentation will inevitably become more pervasive. It is only a matter of when, not if.

Some may decry the advent of virtual exchanges as reducing the human element in business. Not likely. There is no substitute for personal contact when significant relationships or partnerships are at stake. There will always be a need for face-to-face meetings. People enjoy the sheer energy of socialization, with its mix of meeting and greeting, information sharing, working the room, industry gossip, and schmoozing. No matter how highly networked businesses become, the traditional sales meeting, the industry convention, the executive conference, and the in-person PowerPoint presentation will always have a place in our culture.

Nevertheless, it is clear that the virtual presentation is increasingly becoming the medium of choice for many of our everyday business communication exchanges. Master the techniques involved, and you’ll become a master of this powerful new art.















Chapter Fourteen. Pitching in the Majors

















Company Example


	Microsoft






End with the Beginning in Mind







In Chapter 10, “Bringing Your Story to Life,” you read abut the Bookends linkage: start your presentation with an anecdote or data point, and never mention that item again until your conclusion. The two references then serve as symmetrical brackets for your presentation. Once again, I’ll practice what I preach: In the Introduction, I recounted my experience with Jeff Raikes at Microsoft; and so, in the style of a Puccini opera or Broadway musical, let’s reprise that anecdote.

I spent an entire session working with Jeff to focus and organize his story, and never once addressed his vocal inflection or gestures. But that focus paid off. Jeff’s delivery of his presentation rang with conviction, because getting his story right gave him the confidence to express himself with assurance. The lesson: A well-prepared story enhances a presenter’s delivery skills.





A well-prepared story enhances a presenter’s delivery skills.







It All Starts with Your Story









Jeff Raikes’ case in point applies to every presenter. Persuading your audience is, above all, a matter of being prepared with a logical, compelling, relevant, and well-articulated story. You need to know where you want to lead your audience, your Point B, and how you will get them there. To do that, you need to focus on the most essential elements of your story, arrange them in a lucid flow, and convey them with frequent emphasis on the specific benefits, the WIIFYs, your audience will enjoy if they heed your call to action. Finally, you need to support your presentation with Less Is More graphics that express your ideas clearly. Your audience is then free to concentrate on you and your discussion . . . Presenter Focus.

If you prepare your presentation with all these elements at their optimum, a remarkable thing happens: Your speaking skills improve significantly. Knowing that you are fully in command of your story inevitably enhances your self-confidence and poise, resulting in a far more polished and convincing presentation. That’s the discipline by which most persuasive battles are won.

Are the specifics of the presenter’s voice and body language important? Absolutely! Think of the diligently crafted story and graphics as a highly sophisticated communications satellite, and the presenter as a powerful Atlas rocket. NASA spends millions of dollars and thousands of hours building such satellites. If the rocket, the delivery system, is defective, the satellite doesn’t go into orbit. The same is true of the presentation. If the messenger is defective, the message goes awry. The well-designed substance needs an effective delivery style to lift the payload into orbit.

However, if I were to ask you to work on your delivery style before your story and graphics were “baked,” it would be like asking you to swim with your feet tied together. For this reason, I have deliberately focused on the clarity of your content in this book and have separated your delivery skills into a separate book, The Power Presenter.

There are several other reasons for this partitioning. In the first place, businesspeople are not performers, nor are they receptive to being treated as performers. If you focused on your delivery skills upfront, you’d feel pressured to perform. If instead you focus on your story first, you can approach those skills in a natural and conversational manner.

This raises another subtle but important point: When most normal businesspeople stand to speak, they experience a sudden rush of performance anxiety. A study cited in The Book of Lists, by David Wallechinsky, ranks speaking before a group as the highest anxiety-provoking event, topping fear of heights, insects, flying, and even death. The human body’s instinctive reaction to anxiety is increased adrenaline flow, which makes any possible natural behavior almost impossible. Fight or flight follows. But clarity of mind diminishes performance anxiety.





Clarity of mind diminishes performance anxiety.




Another reason for excluding delivery skills from this book has to do with how the presenter relates to the graphics. Because most slides are all too often guilty of the Data Dump sin, they create a negative effect on the delivery skills: The presenter is forced to turn to the screen and read the slides verbatim, thus evoking resentment from the audience. They think, “I can read it myself!”

The solution is to coordinate the delivery skills, the slide design, and the narrative. This is a unique skill, called Graphics Synchronization that you can find in the pages of The Power Presenter, but even there, the essential starting point is effective graphic design. If you design your slides using the Less Is More principle, you will be free to concentrate on addressing the audience directly and adding narrative value . . . further support for Presenter Focus.



Practice, Practice, Practice







Your sense of self-confidence and your ability to persuade will be even further enhanced if you devote sufficient time to polishing and practicing your presentation after you’ve done your basic preparation. This means Verbalization, one of the essential keys to making your presentation truly effective. Simply put, the more time you allot to Verbalization, and to its vital counterpart, Spaced Learning (the opposite of cramming), the better your presentation will be.

Spaced Learning will help you take command of your presentation and make you more confident when you deliver it. You will be less rushed and more poised. Spaced Learning will also help you give your presentation greater polish. Each time you practice Verbalization, you will find new ways to clarify your story. Finally, Spaced Learning will give you the time to make your presentation more succinct: to trim deadwood, eliminate interesting but irrelevant detail, and hone your fine points. The result will be a finely sharpened message.

Here’s a checklist for your practice:



	Verbalize your presentation repeatedly. You can do this alone or into an audio . . . not video . . . tape recorder. Video recorders make you self-conscious about your appearance; audio-only recordings allow you to concentrate on your narrative. You can also Verbalize in front of a trial audience of colleagues or friends. In all cases, Verbalize with your slides.

	Time your presentation to be certain that it works effectively within the allotted time period.

	Each time you Verbalize, use Internal Linkages to connect your ideas and External Linkages to connect with your audience.

	Pay careful attention to your Verbiage. Speak positively and always as an Audience Advocate.




Make good presentation practices habitual so that you employ them almost without thinking. Verbalization and Spaced Learning are enormously powerful tools that enhance the effectiveness of every other technique you’ve learned in these pages. Practice them!



Every Audience, Every Time







You’ve seen many of the concepts in this book illustrated with examples from my work with companies preparing for their IPO road shows. Presenting an IPO road show is the ultimate in mission-critical assignments: It’s like piloting a space shuttle flight, conducting the New York Philharmonic, competing in the Olympic finals, or pitching the seventh game of the World Series. I hope you’ve found these IPO stories to be clear illustrations of the Power Presentations techniques.

More importantly, I hope you’ve recognized that these very same techniques can and should be used in every presentation or speech. Their fundamentals have existed since Aristotle. They have been used by Abraham Lincoln, Winston Churchill, John F. Kennedy, and Martin Luther King, Jr. You can use them too.

You may have a long and successful business career and never have the opportunity to present in an IPO road show. You may work in a field that isn’t usually considered part of the business world: in a government agency, a community organization, or a not-for-profit group that provides many important and valuable services to our society. You may even work on a strictly unpaid, volunteer basis, perhaps as an officer of the Rotary club, the school board, or a charitable foundation.

No matter what kind of presentations you make, no matter where you make them, and no matter who your audiences are, you want to make your presentations as powerful and as persuasive as possible. The challenge is as urgent as convincing your company’s executive team to support your new business idea, as close to home as winning your neighbor’s support in a local election, or as personal as capturing the delighted interest of a classroom of first-graders on Open School day. In every case, your results are on the line.

If a presentation is worth doing at all, it’s worth doing well. Be all that you can be. Invest the time and energy to make every presentation a Power Presentation.

You may never get to pitch in the seventh game of the World Series, but every time you set out to persuade, you’re pitching in the majors. Go for the win!






Appendix A. Tools of the Trade


















The Presentation Environment







In the theater, the finest play by the finest playwright, from William Shakespeare to Arthur Miller, can be affected . . . for good or for bad . . . by the staging. So it is with a presentation. You could create an effective Power Presentation with a lucid story and vivid graphics that uses every technique you learned in this book, only to have it all diminished by the presentation environment.

As the presenter, you bear the ultimate responsibility for your presentation. To ensure that you and your graphics have the maximum impact on your audience, it is your job to optimize the environment. Here’s a checklist:



	Familiarization. Arrive early and walk the entire presentation environment, not just the stage. Go to each part of the room and check the sight lines. Check, double-check, and triple-check everything.

	Equipment. Have a backup for each piece of technical equipment: computer, video, product demonstration, and projector. Remember Murphy’s Law: “Anything that can go wrong, will.” Also remember its corollary, Sullivan’s Law: “Murphy was an optimist.”

	Amplification. Check the sound system and test the microphone. Most presenters need amplification with an audience of 50 or more. If you are soft-spoken, use a microphone with an audience of 25 or more.

	Projection screen. Present with the screen to your left as you face the audience. In the discussion of Perception Psychology in Chapter 6, “Communicating Visually,” you learned that audiences in Western culture find it natural to move from left to right. With this arrangement, every time you click to a new slide, the audience travels from you to the screen and across the image easily and comfortably.

	Lighting. Keep the illumination low enough to create contrast on the screen, but never so dark that you lose eye contact with the members of your audience.

	Pointers. Lasers, retractable metal rods, lighted arrows, and saber-like wooden lances . . . all weapons . . . must be checked at the door. They are more hindrances than aids.

	Timing. Ask someone you know to sit in the audience during your presentation and send you countdown signals so that you finish in your allotted time.

	Liquids. Drink water to moisten your mouth. Avoid milk and milk products as they coat the throat with a film. Avoid carbonated beverages.

	Attire. “When in Rome, do as the Romans do.” Wear clothing appropriate to the event: suits for business occasions, and casual dress for informal occasions. Men: Button your suit jackets. Women: Leave your clanging or glittering jewelry at home.




Unfortunately, the world is not perfect. The best hotel banquet salons, the most modern executive briefing centers, and even the slickest conference rooms equipped with the newest, most expensive, highest-end equipment need to be fine-tuned. In the presentation world, the optimal is sometimes unattainable. If so, live with it.

If you overcome adversity, your audience will empathize with you, appreciate your effort, and value you more.

If the good Lord gives you a lemon, make lemonade!






Appendix B. Presentation Checklists


















The Four Critical Questions









	What is your Point B?

	Who is your audience, and what is their WIIFY?

	What are your Roman Columns?

	Why have you put the Roman Columns in a particular order? In other words, which Flow Structure have you chosen?







WIIFY Triggers









	“This is important to you because . . . ” (The presenter fills in the blank.)

	“What does this mean to you?” (The presenter explains.)

	“Why am I telling you this?” (The presenter explains.)

	“Who cares?” (“You should care, because . . . ”)

	“So what?” (“Here’s what . . . ”)

	“And . . . ?” (“Here’s the WIIFY . . . ”)







Seven Classic Opening Gambits









	Question. A question directed at the members of the audience.

	Factoid. A striking statistic or little-known fact.

	Retrospective/prospective. A look backward or forward.

	Anecdote. A short human-interest story.

	Quotation. An endorsement about your business from a respected source.

	Aphorism. A familiar saying.

	Analogy. A comparison between two seemingly unrelated items that helps illuminate a complex, arcane, or obscure topic.







Sixteen Flow Structures









	Modular. A sequence of similar parts, units, or components in which the order of the units is interchangeable.

	Chronological. Organizes clusters of ideas along a timeline, reflecting events in the order in which they occurred or might occur.

	Physical. Organizes clusters of ideas according to their physical or geographic location.

	Spatial. Organizes ideas conceptually, according to a physical metaphor or analogy, providing a spatial arrangement of your topics.

	Problem/solution. Organizes the presentation around a problem and the solution offered by you or your company.

	Issues/actions. Organizes the presentation around one or more issues and the actions you propose to address them.

	Opportunity/leverage. Organizes the presentation around a business opportunity and the leverage you or your company will implement to take advantage of it.

	Form/function. Organizes the presentation around a single central business concept, method, or technology, with multiple applications or functions emanating from that central core.

	Features/benefits. Organizes the presentation around a series of your product or service features and the concrete benefits provided by those features.

	Case study. A narrative recounting of how you or your company solved a particular problem or met the needs of a particular client and, in the telling, covers all the aspects of your business and its environment.

	Argument/fallacy. Raises arguments against your own case, and then rebuts them by pointing out the fallacies (or false beliefs) that underlie them.

	Compare/contrast. Organizes the presentation around a series of comparisons that illustrate the differences between your company and other companies.

	Matrix. Uses a two-by-two or larger diagram to organize a complex set of concepts into an easy-to-digest, easy-to-follow, and easy-to-remember form.

	Parallel tracks. Drills down into a series of related ideas, with an identical set of subsets for each idea.

	Rhetorical questions. Asks, and then answers, questions that are likely to be foremost in the minds of your audience.

	Numeric. Enumerates a series of loosely connected ideas, facts, or arguments.







Twelve Internal Linkages









	Reference the Flow Structure. Make repeated references to your primary Flow Structure as you track through your presentation.

	Logical transition. Close your outbound subject; lead in to your inbound subject.

	Cross-reference. Make forward and backward references to other subjects in your presentation.

	Rhetorical question. Pose a relevant question, and then provide the answer.

	Recurring theme. Establish an example or data point early in your presentation, and then make several references to it throughout your presentation.

	Bookends. Establish an example or data point early in your presentation, and never mention it again until the end.

	Mantra. Use a catchphrase or slogan repeatedly.

	Internal summary. Pause at major transitions and recapitulate.

	Enumeration. Present related concepts as a group, and count down through each of them.

	Do the math. Put numeric information in perspective.

	Reinforce Point B. Restate your call to action at several points throughout your presentation.

	Say your company name. State your company, product, or service name often.







Seven External Linkages









	Direct reference. Mention specifically, by name, one or more members of your audience.

	Mutual reference. Make reference to a person, company, or organization related to both you and your audience.

	Ask questions. Address a question directly to one or more members of your audience.

	Contemporize. Make reference to what is happening today.

	Localize. Make reference to the venue of your presentation.

	Data. Make reference to current information that links to and supports your message.

	Customized opening graphic. Start your presentation with a slide that includes your audience, the location, and the date.







Five Graphic Continuity Techniques









	Bumper slides. Graphic dividers inserted between major sections of the presentation to serve as clean, quick, and simple transitions.

	Indexing/color coding. Uses a recurring object as an index, highlighted in different colors to map the different sections of a longer presentation.

	Icons. Express relationships among ideas using recognizable symbolic representations.

	Anchor objects. Create continuity with a recurring image that is an integral part of the illustration.

	Anticipation space. Uses empty areas that are subsequently filled, setting up and then fulfilling subliminal expectations.










Acknowledgments

















First and foremost, as on the first page of the Introduction, and on every other page, and in a straight line stretching all the way back to the Stanford-versus-UCLA football game in 1956 (Stanford 13, UCLA 14, unfortunately), where I first met him, is Benji (as those of us who love him call him) Rosen. What I said on the first page is well worth repeating: The conversation I had with Benji 31 years (almost to the day) after that football game changed my life. For that, I am eternally grateful.

I wouldn’t have met Benji, however, nor would I have met all the other wonderful people in this book (in fact, I might have been a dentist in Great Neck, New York), if I hadn’t walked into the freshman speech class at New York University, taught by one of Professor Ormond Drake’s brightest young Turks, Harry Miles Muheim. From the moment I met him, Harry’s eloquence, intellect, charm, and wit made me a starstruck acolyte. Whatever Harry said, did, or referenced became my gospel. Within weeks of the first class, my intended dental career receded into the dusty rafters of the little theatre group that Harry suggested I join. That experience became the seed for a career that led all the way to the CBS Broadcast Center in Manhattan, with a major stop at the Stanford University Graduate School of Speech and Drama, of which Harry was an alumnus. But Harry was far more than a mentor; he remained my role model and friend throughout the many stages of my career. Thank you, Mu.

Special thanks to Tim Moore, my publisher at Financial Times/Prentice Hall, and to Karl Weber (and to Linda Chester, who introduced me to Karl), who helped me convert the spoken words and PowerPoint slides of my Power Presentations program into text. Tim and Karl brought a combination of creative synergy and professional acumen I have not experienced in all my years and all my careers. Karl contributed his considerable business and publishing expertise while sharing the insights and resonance of a fellow ink-stained wretch. Tim contributed his wisdom and most welcome wit, as well as a stellar team of publishing professionals, including Russ Hall, Gail Cocker-Bogusz, and especially Donna Cullen-Dolce. For the revised version, Gayle Johnson, Gloria Schurick, and Lori Lyons continued the team’s professionalism.

My connection to Tim extends back along the lines that weave through Cisco Systems, beginning with Don Valentine at the IPO, and continuing through hundreds of Cisco people, culminating with Sue Bostrom and Jim LeValley. Most prominent in that lengthy chain are Chuck Elliot, Corinne Marsolier, Philippe Brawerman, and Brent Bilger. The company that internetworks all networks knows how to grab, navigate, and deposit.

I am grateful to all the fine young women who have helped me run the business side of Power Presentations and, in so doing, freed me to develop the creative concepts that led to this book: Jennifer Haydon, Nancy Price, Susan Hill, Heather Scott, Jennifer Turcotte, and Nichole Nears. Jennifer, the penultimate, has been the ultimate researcher, finding facts and people with the diligence of a Scotland Yard detective. Nichole, the latest in the illustrious line, not only managed the many drafts of the electronic manuscript, she also single-handedly regenerated every graphic element that took me a decade and a half to create in PowerPoint.

Thanks too to Jim Welch, the nth power behind the Power; to Bill Davidow, a man with the uncanny dexterity to see the forest and the trees simultaneously; to Don Valentine, whose own ability to tell a story and facility with Less Is More makes him as quotable as Hamlet; to Melvin Van Peebles, the only man I know who can brainstorm in midair; to Christopher Spray, who helped me seek out my own Point B; to Quentin Hardy, who provided the seed; to B. J. Coffman, for the spark; to Cousin Joel Goldberg, who put the vision in television; to Warren Kaplan, in his nature; to Shelley Floyd, always there; to Roberta Baron and Denise Burrows, both P-I-T-Apostrophe; and to Frank Perlroth, for the joie de vivre.

In The King and I, Anna, a teacher, sings of being taught by her students. I have been taught by my students, the thousands of businessmen and women whose daily, real-life, mission-critical communication challenges enabled me to take the esoteric concepts and practices of professional media and translate them into everyday terms. In particular, my gratitude goes to the people who granted me permission to discuss my work with them in this book: Andrea Cunningham, Don Valentine, Cate Muther, Jeff Raikes, Dan Warmenhoven, Alex Naqvi, Jim Bixby, Reed Hastings, Judy Tarabini McNulty, Chuck Geschke, Randy Steck, Dr. Robert Colwell, Dadi Perlmutter, Dave Castaldi, Dr. Nancy Chang, Jerry Rogers, Hugh Martin, Dr. Emile Loria, Scott Cook, Mike Pope, Adrian Slywotzky, James Richardson, Tim Koogle, Gary Valenzeula, Bud Colligan, Carol Case, Dr. Charles Ebert, Vince Mendillo, Jim Flautt, Jon Bromberg, Gary Stewart, Dr. Jacques Essinger, Chuck Boesenberg, Roger McNamee, Don Listwin, Will Flash, and Richard Bretschneider.

And to Lucie, the Anchor Object in my life, Sabor a Mi.




About the Author

















Jerry Weissman, the world’s #1 corporate presentations coach, founded and leads Power Presentations, Ltd. in Foster City, California. His private clients include executives at hundreds of the world’s top companies, including Yahoo!, Intel, Cisco Systems, Intuit, Dolby Laboratories, and Microsoft.

Weissman coached Cisco executives before their immensely successful IPO road show. Afterward, the firm’s chairman attributed at least two to three dollars of Cisco’s offering price to Weissman’s work. Since then, he has prepared executives for more than 500 IPO road shows, helping them raise hundreds of billions of dollars. His techniques have helped another 500 firms develop and deliver their mission-critical business presentations.

Weissman is the author of the global bestseller Presenting to Win: The Art of Telling Your Story (Financial Times Prentice Hall, 2003); In the Line of Fire (Pearson Prentice Hall, 2005) and its companion DVD, In the Line of Fire: An Interactive Guide to Handling Tough Questions (www.powerltd.com); and The Power Presenter: Technique, Style, and Strategy from America’s Top Speaking Coach.



Index

A

ABC News, 95

active voice, importance of, 181

Adobe Systems, 37–38

Aha! moment, xxi, xxvi–xxvii

Analogy Opening Gambit, 70, 79–80, 238

analyzing audience, 27–28

Anchor Objects (continuity technique), 150–153, 240

Anecdote Opening Gambit, 70, 73–77, 237

animation. See also PowerPoint, animation options

build feature of bullets, 109–110

cinematic techniques, 202

defined, 197

overdone animation, 198

presenter’s movement and, 212

psychological factors, 200–201

reasons to use, 199

annotation (virtual presentations), 218

Anticipation Space (continuity technique), 154–157, 240

Aphorism Opening Gambit, 70, 78, 238

apologetic phrases, avoiding, 178

application sharing (virtual presentations), 218

Argument/Fallacy Flow Structure, 43, 55, 238

Argus Insurance, 76–77, 83–84, 161

Aristotle, xxi, xxix, 5–6

Arnheim, Rudolf, 99, 200

Art and Visual Perception: A Psychology of the Creative Eye (Arnheim), 99, 200

Ask Questions (external linkage), 186–188, 240

assistance during virtual presentations, 223

attending virtual presentations, 220

attention of audience, capturing

in 90 seconds, 87–88

submarine example, 88–89

audience

analyzing, 27–28

attention, capturing, 87–89

linkages to. See external linkages

Audience Advocacy in presentations, 6–7. See also WIIFY

features versus benefits, 7

understanding audience needs, 8–9

audience interest, selecting Flow Structure, 64

audience participation (virtual presentations), 222–223

audience reaction display (virtual presentations), 219

audience visualization (virtual presentations), 225

audience-focused phrases, 177

B

Back References (external linkage), 171, 177, 224

bar charts, 122–125

Bar Dexter, 200

Bar Sinister, 200

benefits versus features, 7. See also WIIFY

BioSurface Technology, 52

BioVector Therapeutics, 65

Bixby, Jim, 13

Blinds option (PowerPoint), 207

Boesenberg, Charles M., 166

The Book of Lists (Wallechinsky), 231

Bookends (internal linkage), 169, 172, 239

Box option (PowerPoint), 209

brainstorming, 22. See also Data Dumps

Clustering in, 35–36

Framework Form for, 26–31

importance of, 36–38

linear thinking versus, 34

methods for, 31–35

brand identity, 175, 191

Broder, David S., 62

Bromberg, Jon, 94

Brooktree, 13

build feature of bullets, 109–110

bullets

build feature, 109–110

parallelism, 108–109

sentences versus, 103–104

sub-bullets, 110–111

tips for constructing, 105–107

Bumper slides (continuity technique), 137–143, 240

Bush, George W., 24–25, 62–64

C

call to action, 4–6, 86

Canion, Rod, xxiii

Case Study Flow Structure, 43, 54–55, 238

Case, Carol, 77, 83–84, 161

Castaldi, Dave, 53

Central Point Software, 166

Chambers, John, 78

Chang, Nancy, 57–58

chat rooms (virtual presentations), 219

Checkerboard option (PowerPoint), 207

checklists for presentations, 237–240

Chronological Flow Structure, 43, 45, 238

Churchill, Winston, 173

Cicero, 35

cinematic techniques in animation, 202

circle charts, 125–126

Circle option (PowerPoint), 209

Cisco Systems, xxi, xxv–xxvi, xxxiii, 51–52, 149–150, 193–194

Citigate Cunningham, Inc., xxiv

Clinton, Bill, 61–62, 180

Clustering, 35–36

Colligan, Bud, 76

colors

Indexing/Color Coding (continuity technique), 143–146, 240

in visual styling, 118

Colwell, Robert, 47–48, 151–153

Comb option (PowerPoint), 207

communication, importance of, xxi

company name, referencing, 175

Compaq Computer Corporation, xxiii, 59

Compare/Contrast Flow Structure, 43, 55–56, 239

compound Opening Gambits, 80–81

comprehension graph, 27–28

conditional mood

converting to declarative mood, 179

when to use, 179

conditioned carriage return (eye movement), 97

Contemporize (external linkage), 186, 189, 224, 240

continuity. See flow

Cook, Scott, 70–71, 82, 84–85

Cooper, Anderson, 95

Cover option (PowerPoint), 208

Covey, Stephen R., 5

creativity versus logic, 23, 34

critical questions, list of, 237

Cross-Reference (internal linkage), 169, 171, 239

Cunningham, Andrea, xxiv

Custom Animation feature (PowerPoint), 109, 203

Customized Opening Graphic (external linkage), 186, 190–191, 224, 240

customizing presentations. See also external linkages

Cisco Systems example, 193–194

illusion of the first time, 184–186

importance of, 194–195

NYU orientation example, 183–184

researching material for, 191–192

virtual presentations, 224

Cut option (PowerPoint), 207

Cyrix, 58–59, 83

D

Data (external linkage), 186, 190, 224, 240

Data Dumps. See also brainstorming

avoiding in presentations, 21–22

defined, 2

in presentation preparation, 22

declarative mood, converting conditional mood to, 179

delivery skills, importance of story-telling over, xxix–xxxi, 229–231

detailed presentations versus focused presentations, 3

DigitalThink, 71, 77, 88

DiMaggio, Joe, 185

Direct Reference (external linkage), 186–187, 224, 240

disembodiment, 164

Dissolve option (PowerPoint), 208

distributed learning, 166

Do the Math (internal linkage), 169, 175, 239

documents versus presentations, 91–94

Don’t Make Me Think (Krug), xxxii

double gradient shading (visual styling technique), 118

Drake, Ormond, J., 184

E

Ebert, Charles, 79

Elevation Partners, 191

elevator presentation, 81

Emphasis options (PowerPoint), 211

enrollment report (virtual presentations), 224

Enumeration (internal linkage), 169, 174–175, 239

environment, presentations, 235–236

Epimmune, 65–66

Essinger, Jacques, 139–143

established agenda, selecting Flow Structures, 65

esthetic sense, selecting Flow Structures, 65

Euclid, 78

evergreen, defined, 185

external factors, considering in presentation preparation, 29

external linkages

Ask Questions, 187–188, 240

Contemporize, 186, 189, 224, 240

Customized Opening Graphic, 186, 190–191, 224, 240

Data, 186, 190, 224, 240

Direct Reference, 186–187, 224, 240

list of, 186, 240

Localize, 186, 189–190, 224, 240

Mutual Reference, 186–187, 224, 240

eye movement, 201

hockey stick effect, 128–131

minimizing eye sweeps, 96, 98–101. See also numeric graphics; text graphics

F

Factoid Opening Gambit, 70, 72, 237

Fade option (PowerPoint), 208

features versus benefits, 7

Features/Benefits Flow Structure, 43, 53–54, 238

Five Cardinal Sins of presentations, 1–3

Flash, Will, 226

Flautt, Jim, 88–89

flow. See also graphics, flow and

disrupting, 169

importance of, 41–42

Flow Structures, 42

Argument/Fallacy, 43, 55, 238

Case Study, 43, 54–55, 238

Chronological, 43, 45, 238

Compare/Contrast, 43, 55–56, 239

Features/Benefits, 43, 53–54, 238

Form/Function, 43, 52–53, 238

Issues/Actions, 43, 50, 238

list of, 43–44, 238–239

Matrix, 43, 56, 239

Modular, 44–45, 238

Numerical, 44, 59–60, 239

Opportunity/Leverage, 43, 51–52, 238

Parallel Tracks, 44, 57–58, 239

Physical, 43, 46, 238

Problem/Solution, 43, 49–50, 238

referencing, 170

Rhetorical Questions, 44, 58–59, 239

selecting, 60–65, 237

Spatial, 43, 46–49, 238

value of, 65–66

Fly option (PowerPoint), 207

focus on presenter, 158–159

focused presentations versus detailed presentations, 3

fonts, 113–114

forced carriage return (eye movement), 100

forecasting presentation time, 85–87

Form/Function Flow Structure, 43, 52–53, 238

forward references, 171

Four Critical Questions, 67

four-part harmony icon, 147

Framework Form for brainstorming, 26–31

Frum, David, 63

future of virtual presentations, 227

G–H

gender-specific phrases, avoiding, 178

generic presentations, avoiding, 18

Geschke, Chuck, 37–38

Gettysburg Address, 166–167

Gibson, Charles, 95

goals of presentations, communicating, 4–6

Goldberg, Joel, 95

gradient shading (visual styling technique), 117

graphics. See also animation; numeric graphics; text graphics

Customized Opening Graphic (external linkage), 190–191

flow and, 133–137

Anchor Objects, 150–153, 240

Anticipation Space, 154–157, 240

Bumper slides, 137–143, 240

Icons, 146–150, 240

Indexing/Color Coding, 143–146, 240

Less is More, 96

Perception Psychology and, 96, 98–101

Point B and WIIFY, role of, 158–159

as presenter support, 94–96

role of, 91–94

Storyboard Flow Form, 160–162

subtlety in, 131–132

types of, 101

virtual presentation preparation, 221

Graphics Synchronization, 231

Grow/Shrink option (PowerPoint), 211

handouts, distributing, 94

Hastings, Reed, 16–18

headset microphones, 226

hierarchy icon, 148

Hill and Knowlton Public Relations Agency, 37

hockey stick effect in numeric graphics, 128–131

I

Icons (continuity technique), 146–150, 240

illusion of the first time (customizing presentations), 184–186

In the Line of Fire (Weissman), xxix

Indexing/Color Coding (continuity technique), 143–146, 240

information flow. See flow

instant polling. See polling (virtual presentations)

Intel Corporation, 47–48, 151–153

internal linkages, 168–170

Bookends, 169, 172, 239

Cross-Reference, 169, 171, 239

Do the Math, 169, 175, 239

Enumeration, 169, 174–175, 239

Internal Summary, 169, 174, 239

list of, 169–170, 239–240

Logical Transition, 169–171, 239

Mantra, 169, 173–174, 239

Recurring Theme, 169, 172, 239

Reference the Flow Structure, 169–170, 239

Reinforce Point B, 169, 175, 240

Rhetorical Question, 169, 172, 239

Say Your Company Name, 169, 175, 240

selecting, 176

Internal Summary (internal linkage), 169, 174, 239

Intuit Software, 70–71, 82, 84–85

IPO road shows, xxv–xxvii

Issues/Actions Flow Structure, 43, 50, 238

J–K

jokes, avoiding, 73

Keeler, Wee Willie, 78

Kennedy, John F., 173

King, Martin Luther, xxii, 173

knowledge level of audience, assessing, 27–28

Koogle, Tim, 74–75

Krug, Steve, xxxii

L

learning

Spaced Learning, 166–168, 231–232

types of, 166

left brain tasks versus right brain tasks, 23–26

Less Is More principle, 96, 105–107, 200, 203

Lincoln at Gettysburg (Wills), 166

Lincoln, Abraham, xxi, 166–167

linear access, 42, 134

linear thinking versus brainstorming, 34

linkages. See external linkages; internal linkages

linking

forward from Point B, 84–85

Opening Gambits to Point B, 81–83

Listwin, Don, 193–194

live chat (virtual presentations), 219

Localize (external linkage), 186, 189–190, 224, 240

logic versus creativity, 23, 34

Logical Transition (internal linkage), 169–171, 239

Loria, Emile, 65–66

Luminous Networks, xxxiii, 8, 18

M

Macromedia, 76

Mantra (internal linkage), 169, 173–174, 239

Martin, Hugh, 59–60

massed learning, 166

Matrix Flow Structure, 43, 56, 239

McLuhan, Marshall, xxviii

McNamee, Roger, 191

McNulty, Judy, 37

The Medium is the Massage (McLuhan), xxviii

MEGO (Mine Eyes Glaze Over), 3, 21

Mendes, Sam, 99

Mendillo, Vince, 80

Mercer Management Consulting, 72

Microsoft, xxx–xxxi, 73, 80, 94, 229

Microsoft PowerPoint. See PowerPoint

Mies van der Rohe, Ludwig, xxix, 96, 200, 203

Minimize Eye Sweeps principle, 96, 98–101, 198. See also numeric graphics; text graphics

MIPS, 166

mission-critical presentations, xxv–xxvii

Modex Therapeutics, 139–143

Modular Flow Structure, 43–45, 238

Morgridge, John, xxv, 193

Motion Paths options (PowerPoint), 211–212

mumbling, 164

Muther, Cate, xxv, 193

Mutual Reference (external linkage), 186–187, 224, 240

N

Naqvi, Alex, 8, 18

needs of audience, understanding, 8–9

negative phrases, avoiding, 180

Netflix, 16–18

Network Appliance, 5, 80, 93

Newsflash option (PowerPoint), 207

90 seconds to capture audience attention, 87–88

No Transition option (PowerPoint), 207

Notes Page view (PowerPoint), 93

numeric graphics, 101, 121

bar charts, 122–125

hockey stick effect, 128–131

pie charts, 125–126

typography in, 127–128

Numerical Flow Structure, 44, 59–60, 239

NYU orientation example (customizing presentations), 183–184

O

ONI Systems, 59–60

online meetings. See virtual presentations

Opening Gambits, 70

Analogy, 79–80

Anecdote, 73–77

Aphorism, 78

combining, 80–81

Factoid, 72

linking to Point B, 81–83

list of, 70, 237

Question, 70–72

Quotation, 77–78

Retrospective/Prospective, 73

Opportunity/Leverage Flow Structure, 43, 51–52, 238

P

Paceley, Lew, 48

Parallel Tracks Flow Structure, 44, 57–58, 239

parallelism in bullets, 108–109

parenthetical expansion, 28

passive voice, avoiding, 180–181

pathos, 6

Peek option (PowerPoint), 207

perception, animation and, 200–201

Perception Psychology, 96, 98–101

Perlmutter, Dadi, 48

persuasion. See also WIIFY

importance of, xxvi–xxvii

in presentations, 4–6

phrases in presentations, examples of, 176–181

Physical Flow Structure, 43, 46, 238

physical setting for presentations

assessing, 29

checklist for, 235–236

pictorial graphics, 101

pie charts, 125–126

plurals, usage of, 112–113

Point B

avoiding in graphics, 158–159

defining, 237

linking forward from, 84–85

linking Opening Gambits to, 81–83

reinforcing, 175

polling (virtual presentations), 219, 222–223

Pope, Mike, 71, 77

possessives, usage of, 112–113

Post-it-Notes, 52

Power Presentations, xxiv

The Power Presenter (Weissman), xxix, 230–231

PowerPoint, 197

animation options, 202, 204–205

Circle/Box/Split options, 209

Cover/Push/Strips/Uncover options, 208

Dissolve/Fade options, 208

Emphasis options, 211

Fly/Peek options, 207

Motion Paths options, 211–212

No Transition/Cut options, 207

Wheel/Wedge options, 209–211

Wipe Down/Wipe From Top options, 209

Wipe From Left/Wipe Right options, 205–206

Wipe Left/Wipe From Right options, 206

Wipe Up/Wipe From Bottom options, 209

Custom Animation feature, 109

Notes Page view, 93

Slide Sorter view, 134

slides. See graphics

SmartArt graphics, 117

practicing presentations. See Verbalization

preparation for presentations, 22

brainstorming, 31–38

Clustering, 35–36

Framework Form for brainstorming, 26–31

left brain versus right brain tasks, 23–26

virtual presentations, 220–222

Presentation-as-Document Syndrome, 91–94, 198

presentations. See also virtual presentations

animation. See animation

Audience Advocacy in, 6–9. See also WIIFY

capturing audience attention, 87–89

checklists, 237–240

common goal of, xxvi–xxvii

customizing. See customizing presentations; external linkages

detailed versus focused presentations, 3

documents versus, 91–94

environment, 235–236

Five Cardinal Sins of, 1–3

Flow Structures. See Flow Structures

forecasting time, 85–87

Four Critical Questions, 67

generic presentations, avoiding, 18

mission-critical presentations, xxv–xxvii

persuasion in, 4–6

physical setting, checklist for, 235–236

preparation for. See preparation for presentations

previewing information in, 84–87

psychological factors in, xxxi–xxxiii

rehearsing. See Verbalization

story-telling in, xxvii–xxxi, 229–231

presenter, focus on, 94–96, 158–159

presenter’s actions, animation and, 212

presenter’s style, selecting Flow Structure, 64

presenter-focused phrases, 176

previewing presentation information, 84–87

Problem/Solution Flow Structure, 43, 49–50, 238

Proof of Concept, 81–83

proportional spacing in text graphics, 114–115

psychological factors in presentations, xxxi–xxxiii, 200–201

public perception, brand identity and, 191

public speaking, fear of, 231

Push option (PowerPoint), 208

pyramid icon, 148

Q–R

Question Opening Gambit, 70–72, 237

questions

Ask Questions (external linkage), 187–188

critical questions, list of, 237

during virtual presentations, 223

Four Critical Questions, 67

Quotation Opening Gambit, 70, 77–78, 238

radio for virtual presentation preparation, 221

Raikes, Jeff, xxx–xxxi, 229

random access, 42, 133

Random Bars option (PowerPoint), 207

Reagan, Ronald, 74, 180

Recurring Theme (internal linkage), 169, 172, 239

Reference the Flow Structure (internal linkage), 169–170, 239

references

backward references, 171, 177, 224

types of, 171

reflexive cross sweep (eye movement), 97

rehearsing presentations. See Verbalization

Reinforce Point B (internal linkage), 169, 175, 240

relational graphics, 101

Retrospective/Prospective Opening Gambit, 70, 73, 237

reverse out (visual styling technique), 117

rhetoric, xxix

Rhetoric (Aristotle), 6

Rhetorical Question (internal linkage), 169, 172, 239

Rhetorical Questions Flow Structure, 44, 58–59, 239

right brain tasks versus left brain tasks, 23–26

The Road to Perdition (film), 99

Rogers, Jerry, 58, 83

Roman Columns, defining, 237. See also Clustering

Roosevelt, Franklin D., xxi

Rosen, Ben, xxiii–xxiv

“rule of threes,” icons for, 147

S

sales, presentations as, xxxi–xxxiii

Say Your Company Name (internal linkage), 169, 175, 240

selecting

Flow Structures, 60–65, 237

internal linkages, 176

sentences versus bullets, 103–104

Sequoia Capital, xxv, xxvii

The Seven Habits of Highly Effective People (Covey), 5

Slide Sorter view (PowerPoint), 134

Slide Transition (PowerPoint), 203

slides. See graphics

slogans. See Mantra (internal linkage)

Slywotzky, Adrian, 72

SmartArt graphics (PowerPoint), 117

Spaced Learning, 166–168, 231–232

Spatial Flow Structure, 43, 46–49, 238

speaker. See presenter

Splat and Polish, 36–38

Split option (PowerPoint), 209

spoken language versus written language, 25–26

stacked vertical labels, avoiding, 127

Steck, Randy, 47

Stewart, Gary, 149

story factors, selecting Flow Structures, 65

Story Form, 163

story-telling, importance of, xxvii–xxxi, 229–231

Storyboard Flow Form, 160–162

Storyboard Form, 134–135

Strips option (PowerPoint), 208

sub-bullets, 107, 110–111

submarine example (capturing audience attention), 88–89

subtlety in graphics, 131–132

summaries, brief nature of, 86

T

Tanox, Inc., 57–58

Tarabini, Judy, 37

teleconferencing, 216

teleology, 5

telephone headsets, 226

Tell ’em What You’re Gonna Tell ’em, 84–87

text graphics, 101

build feature (with bullets), 109–110

bullets versus sentences, 103–104

bullets, tips for constructing, 105–107

fonts, 113–114

guidelines for, 119

parallelism, 108–109

possessives and plurals, usage of, 112–113

proportional spacing, 114–115

sub-bullets, 110–111

visual styling in, 116–119

wordwrap, 105

TheraTech, 79

3M, 52

time of presentation, forecasting, 85–87

transitions. See animation; external linkages; internal linkages

triggers for WIIFY (What’s in it for you?), 12–15, 237

type styles, 113–114

typography in numeric graphics, 127–128

U–V

uncertain phrases, avoiding, 179

Uncover option (PowerPoint), 208

Unique Selling Proposition (USP), 81

Valentine, Don, xxv, xxvii

Valenzeula, Gary, 74

verbal linkages. See external linkages; internal linkages

Verbalization, 163–165, 221, 231–232

Verbiage, 176–181

vertical labels on end, avoiding, 128

videoconferencing (virtual presentations), 216, 219

virtual presentations

advantages of, 215–216

attending, 220

audience participation, 222–223

future of, 227

operational overview, 216–220

preparation for, 220–222

tips and techniques, 223–227

virtual whiteboard (virtual presentations), 218

visual styling in text graphics, 116–119

visualizing the audience (virtual presentations), 225

voice during virtual presentations, 225–226

W–Z

Wallechinsky, David, 231

Warhol, Andy, 168

Warmenhoven, Dan, 5, 80, 93

Warnock, John, 37

Web conferencing. See virtual presentations

Wedge option (PowerPoint), 209–211

Weissman, Jerry, 183–184

Wellfleet, 193–194

What’s in it for you?. See WIIFY

Wheel option (PowerPoint), 209–211

WIIFY (What’s in it for you?), 11–12

avoiding in graphics, 158–159

defining, 237

incorrect “you,” 15–19

triggers for, 12–15, 237

Williams, Brian, 95

Wills, Garry, 166

Wipe Down option (PowerPoint), 209

Wipe From Bottom option (PowerPoint), 209

Wipe From Left option (PowerPoint), 205–206

Wipe From Right option (PowerPoint), 206

Wipe From Top option (PowerPoint), 209

Wipe Left option (PowerPoint), 206

Wipe Right option (PowerPoint), 205–206

Wipe Up option (PowerPoint), 209

wordwrap, 105

written language versus spoken language, 25–26

Yahoo!, xxxiii, 74–75

Yang, Jerry, 74

yin/yang icons, 146

“you,” power of, 19


















[image: Image]

In an increasingly competitive world, it is quality of thinking that gives an edge—an idea that opens new doors, a technique that solves a problem, or an insight that simply helps make sense of it all.

We work with leading authors in the various arenas of business and finance to bring cutting-edge thinking and best-learning practices to a global market.

It is our goal to create world-class print publications and electronic products that give readers knowledge and understanding that can then be applied, whether studying or at work.

To find out more about our business products, you can visit us at www.ftpress.com.



How to Keep Score in Business

Accounting and Financial Analysis for the Non-Accountant

Second Edition

Robert Follett


Vice President, Publisher: Tim Moore
Associate Publisher and Director of Marketing: Amy Neidlinger
Executive Editor: Jeanne Glasser
Editorial Assistant: Pamela Boland
Senior Marketing Manager: Julie Phifer
Assistant Marketing Manager: Megan Graue
Cover Designer: Chuti Prasertsith
Managing Editor: Kristy Hart
Project Editor: Anne Goebel
Copy Editor: Gayle Johnson
Proofreader: Linda Seifert
Indexer: Lisa Stumpf
Compositor: Nonie Ratcliff
Manufacturing Buyer: Dan Uhrig

© 2012 by Robert J. R. Follett
Publishing as FT Press
Upper Saddle River, New Jersey 07458

This book is sold with the understanding that neither the author nor the publisher is engaged in rendering legal, accounting, or other professional services or advice by publishing this book. Each individual situation is unique. Thus, if legal or financial advice or other expert assistance is required in a specific situation, the services of a competent professional should be sought to ensure that the situation has been evaluated carefully and appropriately. The author and the publisher disclaim any liability, loss, or risk resulting directly or indirectly from the use or application of any of the contents of this book.

FT Press offers excellent discounts on this book when ordered in quantity for bulk purchases or special sales. For more information, please contact U.S. Corporate and Government Sales, 1-800-382-3419, corpsales@pearsontechgroup.com. For sales outside the U.S., please contact International Sales at

international@pearson.com.

Company and product names mentioned herein are the trademarks or registered trademarks of their respective owners.

All rights reserved. No part of this book may be reproduced, in any form or by any means, without permission in writing from the publisher.

Printed in the United States of America

First Printing January 2012

ISBN-10: 0-13-284925-9
ISBN-13: 978-0-13-284925-8

Pearson Education LTD.
Pearson Education Australia PTY, Limited.
Pearson Education Singapore, Pte. Ltd.
Pearson Education Asia, Ltd.
Pearson Education Canada, Ltd.
Pearson Educatión de Mexico, S.A. de C.V.
Pearson Education—Japan
Pearson Education Malaysia, Pte. Ltd.

Library of Congress Cataloging-in-Publication Data:

Follett, Robert J. R.
 How to keep score in business : accounting and financial analysis for the
non-accountant / Robert
Follett. -- 2nd ed.
    p. cm.
 Includes index.
 ISBN-13: 978-0-13-284925-8 (pbk. : alk. paper)
 ISBN-10: 0-13-284925-9 (pbk. : alk. paper)
 1. Financial statements. 2. Accounting. I. Title.
  HF5681.B2F59 2012
  657--dc23                  2011031215


Acknowledgments

The author acknowledges all the accountants, CPAs, and financial analysts who helped make this book possible. There are those who embarrassed the author by highlighting his ignorance. They stimulated the research and thought that led to this book. There are also those who served as helpful mentors, kindly critics, and reviewers of the book’s contents. Of course, I am responsible for the entire contents, and any errors are mine alone. But the book would not have happened without the help of accounting and finance professionals too numerous to name.


About the Author

Robert Follett never had a course in accounting or finance. But as he moved into corporate management, he had to learn about these subjects in order to be successful. He learned the hard way.

Keeping score using accounting and financial analysis is an important skill that many who move up from nonmanagement positions don’t have. Follett wanted to help others avoid the dumb mistakes he made. That’s why How to Keep Score in Business came to life.

Before the book was written, Follett undertook much study and then presented seminars, workshops, and short courses for new managers. These helped him hone the book’s contents.

Follett began his career as a very junior editor in a publishing company. He rose through both editorial and sales positions to become president. Then he became chairman of a large, multidivision company. His business career spans over 60 years—years in which knowing the basics of accounting and financial analysis has been critical.

Follett is the author of seven other books. He teaches university classes, mainly for young people with no knowledge of accounting or finance who will need this knowledge as their careers develop. He works with various charitable organizations and continues his involvement in business.


1. Introduction

The purpose of this book is to teach you the fundamentals of keeping score in business. You will learn the basic workings of the accounting system. When you are through, you will be able to read, understand, discuss, and use a balance sheet, an income statement, and other statements found in financial reports. You will know something about various tools for analyzing financial reports and investment opportunities. You will have a basic vocabulary of the important terms used in accounting. You will be able to talk with more confidence to accountants, auditors, financial analysts, budget directors, controllers, treasurers, bankers, brokers, and lots of other people who use accounting jargon.

This book will not make you an accountant. But it will help you talk with accountants. This book will not teach you to keep the books for a company. But it will help you understand the financial reports produced by bookkeepers and accountants.

This is a book for non-accountants. It was written by a non-accountant. This book aims to make you successful in business despite your lack of formal accounting education or experience.

To get the most out of this book, you need three things. You need to keep paper and pencil beside you as you read. You need a calculator (or a good head for computation). Any cheap, simple calculator that can add, subtract, multiply, and divide will do. If you don’t have one, I strongly recommend that you get one. Finally, you will need some time to get the most out of this book.

This is not a long book. But it will repay close attention. Some of the concepts are confusing. Some of the computations are a bit complex. There is nothing here that a good high school student cannot understand and handle. But it will take time. The time you spend will be repaid with a basic understanding of business accounting.

The title of this book is How to Keep Score in Business. In business, the score is kept in dollars. The system of accounting provides the rules for keeping score. Some people don’t understand keeping score in football. They get mixed up about touchdowns, safeties, field goals, and points after. And when there is talk of the number of sacks, percentage completions, and yards per carry, they go blank.

A lot of people don’t understand keeping score in business. They get mixed up about profits, assets, cash flow, and return on investment. Discounted cash flow, current ratio, and book value per share leave them blank. This book fills in some of the blanks.

Knowing how to keep score in business is essential to moving up in management. That’s why seminars on accounting and finance for nonfinancial managers are among the most popular. That’s why courses on this topic are offered at hundreds of colleges and continuing-education centers. That’s why hundreds of books have been published on this topic.

However, most of the seminars, courses, and books suffer from one major problem.

They are put together by accountants.

Most accountants know too much to explain the business scorekeeping system to the non-accountant.

I am not an accountant. I started my business career in sales. Then I had a lot to do with product development. I was the president of a large company. I became chairman of an even larger company. Along the way I had to learn about financial accounting the hard way. I have worked with accountants, auditors, bankers, treasurers, and controllers. These experts often flimflammed me with accounting lingo I didn’t understand. I was made to look like a fool because somebody with an accounting degree exposed my ignorance. I’ve made almost every dumb mistake that a manager with no financial or accounting background can make.

But over many years in business I finally learned something about the accounting system. Now I can keep score along with the best. I don’t know everything. But I know enough to be a good manager who can use financial information.

If you study this book carefully, I’ll give you many years of hard knocks and dumb mistakes distilled into a relatively few pages. When you’re finished studying this book, you will be well on your way to mastering an indispensable management skill. You will know the basic system for keeping score in business. You will understand the major elements of financial accounting.

Here is how the rest of the book is organized:

In the remainder of this chapter you will learn why this book is about keeping score. You will see that accounting scores are not the same as spendable dollars. This key concept will underlie much of the rest of the book.

Chapter 2 is a glossary of key financial terms. Here you will find definitions of the key words and phrases most often used by accountants. These are practical definitions that will help you develop the essential vocabulary you need for communication. You will want to refer to this glossary often—as you use the rest of the book and later, when you deal with accountants and financial reports.

Chapter 3 introduces you to the balance sheet. This is a statement of a company’s financial position at one point in time. It is a basic financial report. In this chapter you will invest in the Acme Widget Company.

Chapter 4 tells more about the balance sheet. It gives you insight into what is shown and what is not shown. You will learn some useful methods of analyzing balance sheet information. Some valuable information never appears on any financial report. This will be discussed in this chapter.

Chapter 5 completes the presentation on the balance sheet. When you are finished with this chapter, you will have completed the most difficult part of the book—difficult because it introduces you to many new concepts and ideas. These will make it much easier for you to handle the chapters that follow. Then you will be better able to handle real-life experiences with financial reports.

We turn to the income statement in Chapter 6. This financial report summarizes a company’s operations over a period of time. The last line of the income statement is the famous “bottom line.” You will learn what income statements show and what they hide. Various ways of analyzing income statements are introduced. A brief section shows the reconciliation between the income statement and the balance sheet—how they connect.

Chapter 7 discusses return on investment. Several methods of computing return on investment are presented. Return on investment is an excellent way to evaluate company performance or analyze possible investments or acquisitions. You will learn how to use this tool.

The statement of changes in financial position is presented and analyzed in Chapter 8. Using this statement will help you see how funds flow into, through, and out of a company. It reveals some of the things that are not too clear on the balance sheet or income statement.

Chapter 9 teaches you one method of making a cash flow budget. This is an especially valuable management tool. With it you can plan ahead and avoid the embarrassment of running out of cash, even when sales are good. (It can happen.)

Chapter 10 introduces a variety of other analysis ratios and tools. Some are valuable to managers, others to lenders, and still others to investors. I will caution you about the limitations of these ratios and tools. No substitute has yet been devised for common sense.

What will you have learned when you finish this book? Chapter 11 is the summary chapter. It briefly recaps all the major ideas presented in the preceding ten chapters.

This book has no pinup pictures. But it does have a lot of figures. You will find many of them in the tables and illustrations and in the Appendixes. Appendix A summarizes the most important details of Acme Widget Company. Appendix B is a table of present values. You will learn how to use this valuable analysis tool in Chapter 7. You will want to use it frequently thereafter. The book ends with an index, where you can quickly look up things as you work with financial reports and accountants.

Have fun! Number crunching and massaging of figures can be an enjoyable pastime, even if you have no formal training. This book should give you enough information so that you can crunch and massage with anyone.

The First Lesson: Scores Are Not Real Dollars

Basically, accounting is simple. Lots of people are accountants who aren’t as smart as you are. Of course, the Internal Revenue Service, the Financial Accounting Standards Board, the Securities and Exchange Commission, and other organizations have made a basically simple system more complicated. To be a good manager you need to know only the basics. Let’s begin with the most basic of basics—the bottom line.

When people talk about the bottom line, they usually mean the last line of an income statement, which is labeled “Net Profit After Taxes” or “Net Income.” This is the amount of money a business has to spend, right?

Wrong! Dead wrong.

The bottom line, net profit after taxes, is just a score. The business may have many more actual dollars to spend than the bottom-line figure shows. Or it may have a lot fewer dollars to spend. The bottom line is a score. Don’t confuse the score with real money. For a long time I did. This led to a lot of dumb mistakes.

Learn this lesson, and learn it well. The numbers you see on financial reports are scores in the game of business. They usually do not represent real, spendable dollars. In the remainder of this book you will be shown why this is so. You will also see how to figure out how many real spendable dollars a business has or is likely to have in the future.

Let’s carry this further. You get a sales report. It shows the number of dollars of sales. Can the money from these sales be spent? No! In most businesses, sales figures are scores. The actual money will be unavailable until later, when the customers pay their bills.

You get a purchasing report. It shows how many dollars worth of goods have been purchased and put into stock. Does that mean those dollars are spent and gone? No! In most businesses this is a score. The actual dollars are not paid to the suppliers of the goods until sometime later.

And so it goes with most financial reports. These reports show scores. Scores are not the same thing as real, spendable dollars.

The Accrual Method

It is time to turn to a diabolical accounting invention—the accrual method.

Individuals keep track of cash. In fact, the IRS directs individuals to keep track of their cash expenditures and cash revenues for tax purposes. This means you don’t have any revenue until you have cash in hand (or could have it). Just because someone owes you the money doesn’t mean you have any revenue.

The same thing goes for your personal expenditures. If you want to take a deduction for a medical expense on your tax return, you actually have to pay the bill with a check or currency. Just because you visited the doctor and he sent you a bill is not enough to get you a tax deduction. Cash has to change hands.

None of this is true in business. In business, we use the accrual method of accounting, not the cash method.

If you used the accrual method, you would record your revenue whenever it was first owed to you, not when it was paid. You would record your expenditure when you got the doctor’s bill, not when you paid it.

The business world offers similar examples of the accrual method. A sales transaction is recorded when the company makes up an invoice for the sale. The dollars are recorded on the financial reports at that time, even though the customer may actually pay days or weeks or months later—or never.

The same thing happens in reverse when a company buys something. As soon as the company gets the invoice for the goods or services it is buying, the cost is recorded in the company’s financial records. The dollars involved in the purchase will show on financial reports, even though the company may not pay those dollars for 30 or 300 days.

These are examples of the workings of the accrual system. Transactions enter the financial records as soon as they take place, not when the cash involved with the transaction changes hands. It is quite possible for a company to report big profits and be broke—unable to come up with enough cash to buy a cup of coffee. Conversely, a company may show a loss on its financial reports even though it put cash in the bank.

The accrual method of business accounting guarantees that financial reports show scores, not real, spendable dollars.

But Scores Are Important

Before we leave this topic, let me offer a word of caution. Don’t think that scores are unimportant because they don’t represent real dollars. Jobs are lost, promotions are won, raises are given, companies bought and sold on the basis of financial scores. You want to have good scores in business, even if they don’t reflect the true cash status. Good scores produce winners in business just as good scores produce winners in sports.

In the rest of this book, you will learn some ways to improve the scores.


2. Glossary of Key Financial Accounting Terms

The biggest problem most people have with an unfamiliar area is the vocabulary. They feel uneasy because they don’t know the jargon. Professionals overwhelm the amateurs with confusing words and phrases.

This chapter gives practical definitions of 142 terms used in financial accounting. If you have some grasp of these words and phrases, you will be able to deal with financial accounting and accountants.

In some respects this is the most important chapter. That’s why it is near the beginning of the book, rather than in the back where glossaries are usually found. Being able to cope with these terms will make the rest of the book much easier. It will also make your dealings with financial people and their reports much easier.

Read through this chapter quickly. Then go through it again more carefully. As you go on to later chapters, come back to this glossary whenever you need to refresh your understanding. Use the glossary when you need to interpret memos, bulletins, articles, or presentations by accountants, financial analysts, bankers, and so on. If you have a good grasp of the jargon, you will be amazed at how well you can hold your own in discussions. Knowing the accounting vocabulary is a major factor in management success.

Glossary

80/20 rule

A general rule of thumb in business that says that 20 percent of the items produce 80 percent of the action. Twenty percent of the product line generates 80 percent of the sales, 20 percent of the sales force produces 80 percent of the orders, 20 percent of the customers produce 80 percent of the complaints, and so on. Of course, this rule is inaccurate, but it does reflect the often-proven truth that nothing is evenly distributed; there is concentration. In evaluating any business situation be sure you find out which small group produces the major share of the transactions you are concerned with. Looking at things with the 80/20 rule in mind will sharpen your perceptions greatly.

account

A record of financial transactions. Usually refers to a specific category or type of transaction, such as a travel expense account or purchase account.

accountant

A person who is usually trained to understand and maintain financial records. (See bookkeeper, CPA.)

accounting

A system for keeping score in business using dollars. Sometimes how people refer to an accounting department where the score is kept.

accounting period

The period of time over which profits are calculated. Normal accounting periods are months, quarters, and years (either calendar or fiscal).

accounts payable

Amounts owed by a company for the goods or services it has purchased from outside suppliers. (See liability—current.)

accounts receivable

Amounts owed to a company by its customers. (See assets—current.)

accrual basis, system, or method

An accounting system that records revenues and expenses at the time the transaction occurs, not at the time cash changes hands. If you buy a coat and charge it, the store records or accrues the sale when you walk out with the coat, not when you pay your bill. Cash basis accounting is used by individuals. Accrual basis accounting is used by most businesses.

accruals, accrued expenses

A current liability that is an expense incurred but not yet paid for. Salaries are a good example. Employees earn or accrue salaries each hour they work. When they are paid, the accrued expense of their earned salaries is eliminated.

aging

A process in which accounts receivable are sorted by age. A debt that is only a few days old is a lot better than one that has not been paid for a year. Aging often sorts accounts receivable into current (less than 30 days after the sale was made), 30 to 60 days old, 60 to 120 days old, and so on. Aging permits collection efforts to focus on accounts that are long overdue. Aging also helps determine the amounts that should be put into allowances or reserves for bad debts or doubtful accounts. In valuing a company, the accounts receivable should be aged. A preponderance of old accounts may indicate that the accounts receivable asset is worth much less than is shown on the books.

amortize

To charge a regular portion of an expenditure over a fixed period of time. For example, if something cost $100 and is to be amortized over ten years, the financial reports will show an expense of $10 per year for ten years. If the cost were not amortized, the entire $100 would show up as an expense in the year the expenditure was made. (See depreciation, expenditure, expense.)

appreciation

An increase in value. If a machine cost $1,000 last year and is now worth $1,200, it has appreciated in value by $200. The opposite of depreciation.

asset

Something of value owned by a business. An asset may be cash; or a physical property, such as a building; or an object, such as a stock certificate; or it may be a right, such as the right to use a patented process.

Current assets can be expected to turn into cash within a year or less. Current assets include cash, marketable securities, accounts receivable, and inventory.

Fixed assets cannot be quickly turned into cash without interfering with business operations. Fixed assets include land, buildings, machinery, equipment, furniture, and long-term investments.

Intangible assets are things such as patents, copyrights, trademarks, licenses, franchises, and other kinds of rights or things of value to a company that are not physical objects. These assets may be the important ones a company owns. Often they are not shown on financial reports.

audit

A careful review of financial records to verify their accuracy.

auditor

A person who performs an audit.

average collection period

The average number of days required to collect accounts receivable. Average collection period = accounts receivable ÷ sales × 365. Average collection periods differ from industry to industry. When a company’s average collection period gets longer, this indicates a problem. Customers may be getting into financial difficulty. Collection efforts may be lagging. Product quality or service may have declined to the point that customers have many complaints that must be resolved before they will pay. Or perhaps more liberal credit terms have to be given to induce customers to buy a sagging product line. The average collection period over the past several years should always be computed when analyzing a company.

bad debt

An amount owed to a company that will not be paid. An account becomes a bad debt when the company recognizes that the debt won’t be paid. Sometimes bad debts are written off when recognized. Other times a reserve is set up to provide for possible bad debts. This is usually called reserve or allowance for bad debts, or reserve or allowance for doubtful accounts. The write-off of a bad debt is an expense. Any addition to the reserve or allowance is also an expense. When there is a reserve or allowance, recognition of an actual bad debt will not result in an expense, because it has already been allowed for in expenses. Unrecognized bad debts for which no allowance or reserve has been set up are an important factor to consider in evaluating a company’s value.

balance sheet

A statement of a company’s financial position at a single, specific time (often at the close of business on the last day of the year). The balance sheet normally lists all assets on the left side or the top of the sheet. All liabilities and capital are listed on the right side or bottom of the sheet. The total of all the numbers on the left side or top must equal or balance the total of all the numbers on the right side or bottom. A balance sheet balances according to this equation: assets = liabilities + capital.

bond

A written record of a debt payable more than a year in the future. It shows the amount of the debt, due date, interest, and other conditions.

book

A record of financial transactions.

bookkeeper

The person who keeps the books or maintains the records of financial transactions. A bookkeeper needs less education or training than an accountant. Bookkeepers record transactions according to rules established by accountants.

book value

Total assets minus total liabilities. (See also equity, net worth.) Book value also means the value of an asset as recorded in the company’s books or financial reports. Book value is often different from the true value. True value may be more or less than book value. The book value of a share of stock is the company’s total book value divided by the total number of shares of stock outstanding.

breakeven point

The amount of revenue from sales that exactly equals the amount of expense. Sales above the breakeven point produce a profit. Sales below the breakeven point produce a loss.

budget

A plan for financial performance. Usually shows projected or planned revenues and expenses.

business

A type of commercial or industrial activity such as the steel business or grocery business. Or, as often used in this book, any enterprise engaged in making, buying, or selling goods or services. Can be an individual enterprise, a partnership, a corporation, an LLC, or another form of organization. Also a company or firm.

capital

Money invested in a business by its owners. (See equity.) On the right side of the balance sheet. Capital also refers to the buildings, machinery, and other fixed assets used by a business. Thus, a capital investment is an investment in a factory, machine, or other item with a long-term use. A capital budget is the financial plan for the acquisition of capital assets such as factories or machines.

capitalize

To record an expenditure on the balance sheet as an asset to be amortized over the future. The opposite is to expense. For example, research expenditures can be capitalized or expensed. If they are expensed, they are charged against income when the expenditure occurs. If they are capitalized, the expenditure is charged against income over a period of time usually related to the life of the development or products created by the research.

cash

Money available to spend now. Usually money in the company checking account.

cash flow

The amount of actual cash generated by business operations within a period of time. Cash flow differs from profits shown because the accrual method of accounting is used and because noncash expenses are deducted from profits.

chart of accounts

A listing of all the accounts or categories into which business transactions will be classified and recorded. Each account on the chart usually has a number. Transactions are coded by this number and can then be recorded, stored, and collected by data processing equipment.

company

A business enterprise. Company most often refers to the legal entity. Business may be used as a synonym for company but may also have other meanings.

contingent liability

A liability not recorded on a company’s financial statements but that might become due. If a company is being sued, it has a contingent liability that will become a real liability if the company loses the suit. When evaluating a company, look for contingent liabilities.

corporation

An organization chartered by a state. The owners of a corporation are liable to the corporation’s creditors only to the extent of the owners’ investment in the corporation. If you buy a share of stock for $25 and the corporation fails, you cannot lose more than the $25. This limitation of liability has made the corporation the dominant form of business organization. Limited liability has made it possible to sell stock to raise money for new ventures.

cost accounting

A system of accounting concerned with assigning a fair share of costs to each unit produced. Cost accounting is used primarily in manufacturing companies. When costs are assigned to units, it is possible to arrive at unit selling prices and profits per unit. Many factors affect cost accounting. Most are beyond the scope of this book. Cost accounting is made complex by costs such as the cost of factory electricity, machine depreciation, and plant supervision, which are difficult to assign to specific units. Many cost accounting systems use the concept of standard cost—the cost that is expected for a unit. Actual costs are compared with standard costs to determine a variance. The variance is analyzed to see if it is caused by changing costs, changing selling prices, more or fewer units against which fixed costs are allocated, and so on. Analyzing the variance from standard cost helps suggest management changes. Get a book on cost accounting if your job requires knowledge of this specialized field.

cost of sales, cost of goods sold

The expense or cost of all items sold during an accounting period. Each sale made has a cost of that sale or a cost of the goods sold. In businesses that sell a few items, the cost of each item can be charged as an expense or cost of sales when that item is sold. In businesses with a great many items flowing through, the cost of sales or cost of goods sold is often computed by this formula: cost of sales = beginning inventory + purchases – ending inventory. Cost of sales is a concept that is both difficult and important. It is discussed in great detail in this book. Cost of sales is affected not only by the cost of the items sold, but also by inventory obsolescence, inventory shrinkage, and FIFO or LIFO. (See these entries in the Glossary.)

CPA

Certified Public Accountant. An accountant who has passed a professional test and is certified as qualified to do accounting and auditing.

credit

An accounting entry on the right side of a balance sheet. Usually an increase in liabilities or capital or a reduction in assets. The opposite is debit. Each credit has a balancing debit. Accountants talk about debits and credits. Others seldom use these terms. Of course, credit has several other meanings in business, such as “You must pay cash; your credit is no good.” and “We have credited your account with the refund.”

debit

An accounting entry on the left side of a balance sheet. Usually an increase in assets or a reduction in liabilities or capital. The opposite is credit. Each debit has a balancing credit.

debt

Something that is owed. (See liability.)

deferred charge

See prepaid expense.

deferred income

A liability that comes about when a company is paid in advance for goods or services and is liable to provide the goods or services later. For example, when a magazine subscription is paid in advance, the magazine publisher has income, but it is also liable to provide the subscriber magazines for the life of the subscription. The amount in deferred income is reduced as the magazines (or other goods or services) are delivered. The worth of a business is reduced by the amount of goods or services it is obligated to provide in the future.

depreciation

A method of converting an expenditure into an expense. It is an expense that is supposed to reflect the loss in value of a fixed asset. For example, if a machine will completely wear out after ten years of use, the cost of the machine is charged as an expense over the ten-year life rather than all at once when the machine is purchased. Straight-line depreciation would charge an equal amount each year. A machine costing $1,000 depreciated over ten years by the straight-line method would have $100 charged to expense each year for ten years. Accelerated depreciation charges more to expense in the early years and less in later years. Under one accelerated depreciation formula the first-year charge for the $1,000 machine might be $181.82, the fifth-year charge $109.09, and the tenth-year charge $18.18. The choice of depreciation periods and methods is regulated by accounting standards and the IRS.

discounted cash flow

A system for evaluating investment opportunities. The system discounts or reduces the value of future cash flow because cash received in the future is not as valuable as cash available now. (See present value.)

dividend

A payment made to stockholders by a corporation. Usually cash. A dividend is a portion of the profits paid to the owners. It is a return on their investment. Dividends are paid with after-tax dollars. They are not a deductible business expense (as loan interest is, for example).

division

A portion of a company, usually operating more or less as a separate entity. Legally, a division is part of the parent company. A subsidiary is a separate legal entity owned by the parent company.

double entry

A system of accounting supposedly devised by an Italian monk in late medieval times. The system requires that every accounting transaction be recorded twice—as a debit and as a credit.

earnings

Net profit after taxes. (See profit.)

Earnings per share are the company’s total earnings for the accounting period divided by the average number of shares of stock outstanding.

ebitda

Income or earnings before interest, taxes, depreciation, and amortization. Often used as a measure of division, subsidiary, or company performance or value.

equity

The owners’ share of a business. Can be computed by subtracting liabilities from assets. (See also capital, net worth.)

expenditure

Made when something is acquired for a business—an asset is purchased, salaries are paid, and so on. An expenditure affects the balance sheet. It does not necessarily show up on the income statement or affect the profits at the time the expenditure is made. However, all expenditures eventually show up as expenses, which do affect the income statement and profits. Most expenditures involve the exchange of cash for something. Expenses need not involve cash. (See expense.)

expense

(noun) An expenditure chargeable against revenue during an accounting period. An expense results in the reduction of an asset. Not all expenditures are expenses. For example, suppose a company buys a truck. It trades one asset—cash—to acquire another asset. An expenditure has been made, but no expense is recorded. As the truck is used and depreciates, an expense is incurred. This concept of expense is one reason why financial reports do not show numbers that represent spendable cash. (See expenditure.) The distinction between expenditure and expense is important in understanding accounting. Expenditures occur when money (or something else of value) changes hands. Expenses occur whenever the expenditure is recorded so as to affect a company’s profits. This is often at a different time than the expenditure. The expense of salaries is recorded before the expenditure of money for salaries is made. The expense of a machine purchase is recorded after the expenditure of money for the machine is made.

(verb) To charge an expenditure against income when the expenditure is incurred. The opposite is to capitalize. Expenditures in areas such as research may be expensed or capitalized. (See capitalize.)

FASB

Financial Accounting Standards Board. Creates and maintains standards for accounting. These standards become part of GAAP. (See GAAP.)

FIFO, LIFO

Stand for “first in, first out” and “last in, first out”—two methods of determining the cost of sales. Think of the inventory as a stack of goods. Each time new inventory is purchased, it goes on top of the stack. The oldest inventory is on the bottom of the stack. When a sale is made, an item can be taken from the top or bottom of the stack. Taking from the bottom is FIFO. Taking from the top is LIFO. If the item sold is the last one put into the inventory stack, its cost is the latest cost. If the item sold is at the bottom of the stack, its cost is the oldest cost. This is very important in times of rapid inflation or deflation. In inflation, the last item in the stack costs much more than the first item. Under FIFO the cost is lower than under LIFO. A lower cost means higher profit—and more taxes to be paid. In a period of deflation, just the opposite occurs. Unfortunately, the IRS does not permit companies to switch between FIFO and LIFO.

fiscal year

An annual accounting period that does not begin on January 1 and end on December 31. The federal fiscal year runs from October 1 through September 30. Many other fiscal years run from July 1 through June 30. A company can choose its fiscal year.

fixed asset

See asset.

fixed cost

A cost or expense that does not change as sales volume changes (in the short run). Fixed costs normally include such items as rent, depreciation, interest, and any salaries unaffected by ups and downs in sales. Of course, fixed costs are fixed only for the short run. (Leases can be canceled and executives fired.) Extreme shifts in sales volume cause many fixed costs to become unfixed. Fixed costs are a factor in determining breakeven. (See variable cost.)

GAAP

Generally Accepted Accounting Principles. These establish consistent ways of accounting for various transactions. GAAP has a great many rules. These have been agreed on by accountants and CPAs and set by FASB.

general and administrative expenses (G&A)

Expenses not attributable to specific business areas such as manufacturing, purchasing, or sales. The president’s salary, franchise taxes, executive office rent, and the company switchboard are examples of expenses normally included in G&A.

goodwill

In accounting usage, goodwill is the difference between what a company pays when it buys the assets of another company and the book value of those assets. For example, suppose Company A buys Company B for $1,000,000. Company B has assets with a book value of $800,000. Company A adds these assets to its books. It must also account for the extra $200,000 it paid. Company A does this by entering in its assets the item “Goodwill—$200,000.” Of course, real goodwill exists—a company’s good reputation, the favor of its customers, and so on. But in accounting, goodwill represents the amount paid in excess of the book value of the assets acquired. Goodwill can be amortized on a straight-line basis over 15 years. Companies search hard for ways to minimize the amount of goodwill they purchase.

income

See profit.

income tax

A tax levied by federal, state, or local governments on a company’s profits or income. The tax is usually a percentage of the profits before taxes. What is left after income taxes is net profits after taxes.

inflation

An increase in prices or reduction in the value of money that has a major effect on companies and their financial reports. Because assets are shown at original cost, they do not reflect inflated value or the inflated cost of replacing them. Inflation of selling prices can result in increased dollar sales with reduced unit sales, and possibly reduced market share. Sales must go up faster than inflation if a company is to move ahead. Inflation distorts all financial reports. It also results in extra taxes being paid on the inflated income, which drains cash needed to pay for the higher costs. Inflation corrodes all business. Its effects can be insidious.

interest

A charge made or rent paid for the use of money. The interest rate normally is expressed as a percentage of the loan to be paid for one year’s use of the money. Interest paid by a company is considered a non-operating expense. Interest is nonoperating income when a company earns it, unless the company’s principal business is lending money.

inventory

The supply or stock of goods and products that a company has for sale. A manufacturer normally has three kinds of inventory: raw materials waiting to be converted into goods, work in process, and finished goods ready for sale. Inventory is a current asset.

inventory obsolescence

That amount of inventory that is no longer salable. Inventory obsolescence comes about from having more inventory on hand than can be sold. The inventory may be obsolete—old-fashioned or out of style. Or competition may have killed sales. Or too many products may have been manufactured or purchased. The true value of a company’s inventory is seldom exactly what is shown on the balance sheet. Often unrecognized inventory obsolescence exists.

inventory shrinkage

A reduction in the amount of inventory that is not easily explainable. The most common cause of shrinkage is probably theft. Other causes include loss, damage by water, insects, and fire.

inventory turnover

A ratio that indicates the amount of inventory a company needs to support a given level of sales. The formula is inventory turnover = cost of sales ÷ average inventory. Retail businesses have a high inventory turnover—five, ten, or more times a year. This means that they can produce a lot of sales with a small investment in inventory. The turnover number by itself is not too significant. Comparisons with the turnover of similar companies or with the turnover in previous years are more meaningful. If turnover goes down when sales stay up, this may signal that some parts of inventory are becoming obsolete. (Typically, a small portion of any inventory generates a large portion of the sales. A few items turn over rapidly, and others languish. (See 80/20 rule.)

invested capital

The total of a company’s long-term debt and equity. (See return on investment.)

journal

A chronological record of business transactions. Journal entries are usually transferred to the ledger.

leasehold improvement

Amounts spent for permanent improvements to rented facilities, such as new walls and lighting. These are fixed assets depreciated over the life of the lease.

ledger

A record of business transactions kept by account.

liability

An amount owed by a company to someone else.

Current liabilities are due within one year or less. Current liabilities usually include accounts payable, accruals such as salaries earned by employees but not yet paid to them, loans due to be paid in a year or less, taxes owed and not yet paid, and so on.

Long-term liabilities normally include mortgages, bonds, and long-term loans. The portion of a long-term liability due within a year is usually included in current liabilities (such as the payments due this year on a mortgage).

liquid

Having lots of cash or assets easily converted to cash. Lenders are usually concerned about a company’s liquidity.

long term, long run

These phrases always mean longer than one year. Sometimes they mean far enough in the future so that current conditions can be significantly changed (a new product developed, a new plant constructed, and so on).

loss

The opposite of profit. An excess of expenses over revenues. A loss does not necessarily represent a reduction in cash during the accounting period. But eventually, a loss will be reflected in a reduction in cash.

marginal cost, marginal revenue

Marginal cost is the additional, extra cost incurred by adding one more item. For example, if a plant makes 1,000 widgets a day, what will be the additional cost to make widget number 1,001? This is the marginal cost. Marginal revenue is the additional revenue coming in from selling one more item. According to economic theory, maximum profit comes at the point where marginal revenue exactly equals marginal cost. In practice, this is hard to hit. These concepts are used to consider whether to increase volume.

market

(noun) A group of customers to whom you sell or try to sell products or services.

(verb) To determine customer needs or wants, create products or services to fill those needs or wants, sell to customers, and then distribute the resulting orders. Marketing is a total function, from identification to satisfaction of a customer need or want.

market share

A company’s sales as a percentage of the total industry sales to a market. If the total widget sales are 10 million a year, and Acme Widget sells 1 million a year, its market share is 10 percent. A high market share is an opportunity to achieve high profits (unless the high market share comes from excessive price cutting or excessive selling expense). Companies’ financial reports would be more useful if they showed market share for principal areas of business.

mortgage

A long-term liability or debt that is secured by specific property. Buildings and machines are often mortgaged. Most other debt is guaranteed by the borrower’s general reputation and credit, not by pledging specific assets.

net worth

Total assets minus total liabilities. Net worth is the owner’s equity, capital, or stock plus retained earnings. Several terms mean the same thing. Net worth is not necessarily a company’s true value.

obsolescence

A reduction in the value of an asset caused by technological change, competition, altered business conditions, style changes, and so on. Machines can become obsolete long before they wear out (buggy whip machines, for example). Inventory becomes obsolete too, as newer models appear or customer tastes change. Obsolescence is recognized by a write-off or write-down of the asset’s value. This write-off or write-down (reduction in value) is an expense of the business when it is made. Obsolescence can be a significant expense in high-fashion or high-technology businesses. A major problem in evaluating a business is determining how much obsolescence has not been recognized. Assets often are not as valuable as they appear on the books. Obsolescence is a major reason.

opportunity cost

A useful concept in evaluating alternatives. For instance, if you choose alternative A, you cannot choose B, C, or D. What is the cost or the loss in potential profits of not choosing B, C, or D? This cost or loss of potential profits is the opportunity cost of alternative A. For example, suppose you decide to buy an automobile instead of taking a European vacation. The opportunity cost of buying an automobile is the loss of the vacation’s benefits. Too often, we look at the costs of similar items. We compare one automobile to another. Shall we buy a Ford or a Chevy? We ignore the other things we could buy or do if we didn’t buy the automobile. We ignore the opportunity cost.

overhead

A cost that does not vary with the level of production or sales. Usually this is a cost not involved in production or sales. Rent usually is considered overhead. The chief executive’s salary typically is overhead, too. Overhead costs are difficult to allocate or apportion to any specific unit of sales or production. Fixed costs include overhead but may also include costs involved with production or sales that do not vary with volume. (See G&A.)

partnership

A business in which two or more partners (persons, other partnerships, or corporations) pool their resources and share the profits. The partners are liable for partnership debts to the full extent of their assets. (Owners of corporations are liable only to the extent of their equity.) A limited partnership is a special form in which some partners’ liability is limited to the amount of their contribution to the partnership, while all the assets of the general partner(s) are subject to claims by creditors. A limited liability company (LLC) is yet another business form that offers limited liability for owners but is taxed like a partnership.

post

To enter business transactions into a journal, ledger, or other financial record.

prepaid expense, deferred charge

An asset already paid for that is being used up or will expire. Insurance paid for in advance is a common example. The insurance protection is an asset. It is paid for in advance, lasts for a period of time, and expires on a fixed date. Travel advances are another common example of prepaid expenses.

present value

A concept that compares the value of money available in the future with the value of money in hand today. The present value of money is compared to the future value. For example, $100 in hand today is worth more than $100 to be available in five years. This is because the $100 in hand today can be invested and earn money. If it is invested at 5 percent, the $100 will grow to $127.63 in five years. To put it another way, $78.35 invested at 5 percent for five years will grow to $100. Thus, the present value of $100 received five years in the future is $78.35. The concept of present value is used to analyze investment opportunities that have a future payoff. All the investment and all the return can be computed at present value to see if the percentage rate of return on the investment is acceptable. Present value is discussed in more detail in Chapter 7.

price-earnings (p/e) ratio

The market price of a share of stock divided by the company’s earnings (profit) per share. A company whose stock is selling at $48 a share and whose current earnings for the year are $6 per share has a price-earnings ratio of 8. In periods of great speculation, p/e ratios of hot companies may go as high as 50, 100, 200, or more. $6 per share earnings would have a market price of $300, $600, $1,200, or more. In a depressed economy or for dull companies in static industries, the p/e may be 3 or 4. In periods of speculation, companies try many tricks to boost the p/e ratios so that their highly valued stock can be used in acquisitions or sold at a high price. Price-earnings ratio is a poor method of evaluating a company’s real worth.

productivity

The amount of output per unit of labor, capital, and so on. Increasing productivity is a critical function of management. How can each sales representative sell more? How can each machine produce more? How can each file clerk file more? How can each dollar invested in a company produce more profit? Measures of productivity are valuable additions to financial reports.

profit

The amount left over when expenses are subtracted from revenues.

Gross profit is the profit left when cost of sales is subtracted from sales. Gross profit is before any operating expenses are subtracted.

Operating profit is the profit from the primary operations of a business. It is sales or revenues minus cost of sales and minus operating expenses. Operating profit is before nonoperating income and expense and before income taxes.

Net profit before taxes is the operating profit minus nonoperating expenses and plus nonoperating income.

Net profit after taxes is the bottom line. It is the final profit after everything has been subtracted. It is also called income, net income, or earnings. Net profit after taxes is not the same as cash flow and does not represent spendable dollars.

retained earnings

Profits not distributed to stockholders as dividends. Retained earnings are the accumulation of a company’s profits less any dividends paid out. Retained earnings usually are not cash. They are normally invested in the company’s various assets.

return

A basic component in measuring business performance. Return is defined in different ways but most often is net profit after taxes.

return on investment (ROI)

A measure of the effectiveness and efficiency with which managers use the resources available to them in the business.

return on assets used (ROAU): Usually the operating profit divided by the assets used to produce the profit. This method of computing ROI typically is used for divisions of a company that have no control over liabilities or use of cash. Those are handled by the parent corporation or headquarters.

return on equity (ROE): Usually net profit after taxes divided by the owner’s equity, translated into a percentage. A recent survey showed average return on equity (year-end) to be about 12 percent. (But all ROI figures vary by industry.)

return on invested capital (ROIC): Usually net profit after taxes plus interest paid on long-term debt divided by owner’s equity plus long-term debt. The investment in this formula is both equity and long-term debt. The return is both profit and interest that is a return on the long-term debt investment. A recent survey showed average return on invested capital to be about 9 percent.

ROI measures are extremely useful in evaluating company performance. But ROI can be used only to compare consistent entities—similar companies in the same industry, or the same company over a period of time. Different companies may have different historic ROIs. Different industries usually have different ROIs. The minimum acceptable ROI must be greater than that which can be realized on a safer investment. If an investor can earn a return of 5 percent from very safe bonds or securities, he will certainly expect a manager to produce better than 5 percent if the investment is made in a business venture with more risk.

revenue

The amounts received by or due a company for the goods or services it provides to customers. Receipts are the cash amounts received. Revenues include receipts as well as amounts still owed to the company for the sales of goods or services. (See sales.)

risk

The possibility of loss; inherent in all business activities. Related to return. Low risk is satisfied with low return. High risk requires high return. Risk is difficult to measure, but all business decisions need to take into account the amount of risk involved.

rounding off

Many accountants present financial reports that show numbers to the penny. This is unnecessary and often confuses analysis. As a manager, I have found that financial reports and budgets rounded off to the nearest thousand dollars are satisfactory. The company’s size usually determines where to round off.

sales

The amounts received or due a company for goods or services sold to customers. (See revenue.)

Gross sales are the total sales before any returns or adjustments.

Net sales are gross sales minus any returns or adjustments made during the accounting period. Sales usually do not include sales taxes or transportation. Unless it is a business that sells for cash, sales don’t represent cash. Cash comes in later, when the customer pays the bill. A company cannot live without sales.

short run, short term

A period of time too short to allow significant changes in operations. Usually defined as a year or less.

stock

A certificate that indicates ownership of a portion of a corporation. A share of stock.

Preferred stock promises its owners a dividend that usually is fixed in amount or percentage. Preferred stockholders have preference. They get paid first if there are any profits.

Common stock has no preference and no fixed rate of return. It is the most common kind of stock.

Treasury stock is originally issued to stockholders but is returned to the corporation by purchase or as a gift.

Authorized but unissued stock. The number of shares of stock a company can have usually is set by its charter or by official corporate action. If a corporation is authorized to have one million shares, and it sells 750,000, it has 250,000 authorized but unissued shares. These may be sold later or used to acquire another company.

stock or goods

Refers to the inventory (stock on hand) available for sale. The stockroom is where inventory is kept. Overstocked means that too much inventory is on hand.

subsidiary

A company owned or controlled by another company. A subsidiary is a separate legal entity. A division is not.

sunk costs

Money already spent and gone. It cannot be recovered no matter what course of action is followed. In comparing alternative courses of action, it is usually wise to forget about sunk costs. Bad decisions are made when managers pretend they can somehow recoup sunk costs.

surplus

See retained earnings.

tax

An amount paid to a government body.

Income tax is a portion or percentage of the net profit before taxes.

Franchise tax is a tax paid on the right to do business. It may be a flat sum or be related to something like the amount of original capital. It is not related to profits.

Property tax is a tax levied on the value of a company’s property or assets.

Sales tax is a tax collected by business as a percentage of the sales price and then sent to the taxing government. The business acts as the tax collector.

The kinds of taxes are many and are limited only by the ingenuity of government bodies. Taxes have a major impact on business results. As a general principle, don’t make any decision for tax reasons that would not be a good decision without tax considerations.

trial balance

At the close of an accounting period, the transactions posted in the ledger are added up—those that affect assets and those that affect liabilities and capital. A test or trial balance sheet is prepared, with assets on one side and liabilities and capital on the other. The two sides should balance. If they don’t, the accountants must search through the transactions to find the reason why. They must make the balance sheet balance.

variable cost

A cost that changes as sales or production change. If a business is producing nothing and selling nothing, the variable cost should be zero. Fixed costs will continue regardless of production or sales levels.

working capital

Current assets minus current liabilities. In most businesses the major components of working capital are cash, accounts receivable, and inventory minus accounts payable. As a business grows, it has more accounts receivable and needs more inventory. Thus, its need for working capital increases. Increases in working capital can come from retained earnings, borrowing, or selling more stock.

write-down

The partial reduction in an asset’s value, recognizing obsolescence or other losses in the asset’s value. (See obsolescence.)

write-off

The complete reduction in an asset’s value, recognizing that the asset no longer has any value.


3. The Balance Sheet

The first financial report we cover in this book is the balance sheet. The balance sheet shows a business’s financial position at a specific time. It is a snapshot of a business, not a record of its performance over a period of time. The balance sheet pinpoints financial status at the close of business at the end of an accounting period.

The Balance Sheet Balances

The balance sheet has two sides. The numbers on each side must add up to the same total. The balance sheet balances.

On one side of the balance sheet are assets (things of value the company owns). On the other side are liabilities (debts the company owes) and capital (the owners’ share of the company). The balance sheet is described by this equation:

assets = liabilities + capital

Every entry into or out of one part of the balance sheet must be balanced by a corresponding entry in another part of the balance sheet. This is so that the bottom totals will remain in balance. This is basic double-entry bookkeeping.

Words alone are not enough to convey the full meaning of all this. So we will construct a balance sheet of our own. Before we do, Figures 3.1 and 3.2 illustrate typical corporate balance sheets. If you have looked at any company financial reports, you have probably seen examples of balance sheets. Look at the following figures. Do they follow the equation (assets = liabilities + capital)? Do they balance?
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Figure 3.1 Company A Balance Sheet
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Figure 3.2 Company B Balance Sheet: Consolidated Balance Sheet as of December 31 (All Figures in Thousands)

Does this balance sheet balance? Assets = liabilities = capital.

Acme Widget Company

To construct our own balance sheet, we need a company. Let’s start one. We will call it Acme Widget Company. We will buy a widget-making machine, purchase raw materials, and produce a lot of widgets. We will sell the widgets to widget users and make a lot of money, which we will share generously with the tax collector.

You and I will each put up $40,000. In exchange for this money, we will get shares of stock in the Acme Widget Company. Figure 3.3 shows how this is recorded on the Acme Widget balance sheet.
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Figure 3.3 Acme Widget Company Balance Sheet 1

On the asset side we record the $80,000 we put into the Acme Widget bank account as cash. On the liabilities and capital side we record the value of the stock certificates we were issued.

We need more money to get Acme Widget started. So we visit our friendly bank and borrow $60,000 for Acme Widget on a six-month loan. Figure 3.4 shows how our balance sheet looks after we get the loan.
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Figure 3.4 Acme Widget Company Balance Sheet 2

In Figure 3.4, as in Figure 3.3, you can see that the transaction is recorded on both sides of the balance sheet and that the bottom totals are the same. They balance.

Now we will buy a $48,000 widget-making machine. We will also buy $20,000 worth of raw materials to make widgets on the machine. We have acquired the machine and the raw materials, but we have not yet paid for them. These bills will be due in 30 days.

We have also leased factory space. We paid a month’s rent in advance—$1,000.

These transactions are recorded on the balance sheet, as shown in Figure 3.5.
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Figure 3.5 Acme Widget Company Balance Sheet 3

Let’s look at each item in Figure 3.5. Our cash is still all there, except for the $1,000 we paid in advance rent. We have acquired an inventory of raw materials—$20,000 worth. The rent is a prepaid expense (see the Glossary in Chapter 2) and is recorded at $1,000. The widget machine is a fixed asset. (Again, see the Glossary. As we use these various accounting terms, it is a good idea to go back to the Glossary to be sure you have an idea of what they mean.) We paid $48,000 for the machine, so that is its value as an asset at this time.

Now look at the liabilities. Accounts payable of $68,000 represents the $48,000 we owe to the widget machine supplier plus the $20,000 we owe to the raw materials supplier.

The note payable is the amount we borrowed from the bank.

Capital still shows our stock ownership of $80,000—our initial investment in Acme Widget.

Total assets are equal to total liabilities and capital. The balance sheet continues to balance as we enter items in two places. For example, we put the value of the widget machine on the asset side and the amount we owed on it on the liability side. In the case of the rent payment, we added it to the assets as a prepaid expense but also subtracted it from our cash asset.

Each transaction during the course of the Acme Widget operations will be similarly recorded in two places so that the balance sheet always stays in balance. These transactions are usually not recorded directly on the balance sheet. They go into journals (chronological records of transactions) and into ledgers (records of transactions by area or account, such as cash or accounts payable). At the end of an accounting period, the information recorded in the journals and ledgers is transferred to a balance sheet for the end of that period.

Accountants and other people use worksheets in preparing financial reports. It is time for you to learn how to prepare your own worksheet. Then you will go from that to preparing a balance sheet.

Acme Widget’s Year-End Balance Sheet

Acme Widget’s operations during the year will affect a number of accounts. The balance sheet needs a number of headings to reflect the transactions. The following are the headings or accounts you will use on your worksheet:

Assets

• Cash. Cash available in the bank, or elsewhere, to spend.

• Accounts receivable. Amounts owed to Acme by its customers.

• Inventory

• Raw materials. The stock of raw materials waiting to be made into widgets.

• Finished goods. The stock of completed widgets ready to sell.

• Prepaid expenses. A payment made in advance—in this case, rent.

• Fixed assets. Machinery, equipment, buildings, and so on used over a long period of time in the business—in this case, the widget machine.

• Depreciation. The portion of the original cost of the fixed assets used up or expensed since purchase.

Liabilities

• Accounts payable. Amounts owed by Acme to its suppliers.

• Notes payable. Amounts owed by Acme to the bank or other lenders; due within a year or less.

• Accruals. Salaries and taxes owed by Acme but not yet paid.

Capital

• Common stock. The amount put in by investors to buy Acme’s common stock.

• Retained earnings. Acme’s net profits after taxes, less any dividends paid to stockholders. In terms of the worksheet, you will see that items that do not affect other assets or liabilities do affect retained earnings by increasing or decreasing profits.

If you need further help on these terms, see the Glossary.

During its first year, Acme Widget has the following transactions:

1. Investors purchase $80,000 of common stock.

We saw this on the balance sheet in Figure 3.3. On a worksheet it might look like this:

$80,000 stock sale to investors: + $80,000 cash / + $80,000 common stock.

This worksheet entry shows that this transaction adds $80,000 to cash assets. It balances this by adding $80,000 to common stock capital. The slash separates the two balancing entries.

Take a piece of paper. 8 1/2×11 will be fine. Put a label at the top. It should show that this is the worksheet for the Acme Widget balance sheet at the end of the first year.

After you have labeled your worksheet, put in entry 1, just shown. When you have finished, go on to entry 2, shown next. There will be 18 transactions for Acme Widget’s first year of operation. For the early ones, I will give you the entry I would put on the worksheet. For the later transactions you will make your own entries.

After you have completed your worksheet, you will proceed to make up a balance sheet for Acme Widget Company. This kind of hands-on experience will be much more useful than just reading about balance sheets. So get your worksheet paper ready.

2. Acme borrows $60,000 from the bank on a six-month note or loan (see Figure 3.4). The worksheet might look like this:

Borrow $60,000: + $60,000 cash / + $60,000 notes payable

3. Acme buys a $48,000 widget machine. Owes the machine supplier.

+ $48,000 fixed assets / + $48,000 accounts payable

4. Acme buys $20,000 of raw materials. Owes the supplier.

+ $20,000 inventory – raw materials / + $20,000 accounts payable

5. Acme rents space. Pays $1,000 for one month’s rent in advance.

– $1,000 cash / + $1,000 prepaid expenses

In this transaction the entries affect only the asset side of the balance sheet. Therefore, the worksheet must show a plus (+) and a minus (–) to maintain balance. (Transactions 3, 4, and 5 are shown in Figure 3.5.)

6. The bank’s note is repaid at the end of the six months. The worksheet might look like this:

Repay bank loan.

– $60,000 cash / – $60,000 notes payable (We’ll ignore the interest on the loan.)

7. The machine is paid for.

– $48,000 cash / – $48,000 accounts payable

8. The raw materials are paid for.

– $20,000 cash / – $20,000 accounts payable

9. Raw materials for 40,000 more widgets are purchased. The raw materials cost $4.00 for each widget that can be made from them. When the year ends, we have not paid the supplier for the last order for raw materials for 10,000 widgets. The worksheet might look like this:

Purchase $160,000 raw materials; pay for $120,000.

+ $160,000 inventory—raw materials / – $120,000 cash / + $40,000 accounts payable

This series of transactions requires more than one entry to arrive at a balance. This will often be true. Be sure that each part of a worksheet transaction balances by itself.

10. Enough raw materials for 41,000 widgets are manufactured into finished widgets ($164,000 worth).

+ $164,000 inventory—finished goods / – $164,000 inventory—raw materials

11. Acme sells 36,500 widgets at $8.00 each. During the year, customers pay for 28,000 widgets. At year-end Acme is still owed for 8,500 widgets.

There are really several transactions here. Let’s look at each one. The first is a transaction affecting inventory:

36,500 widgets sold: – $146,000 inventory—finished goods / ...

How do we balance this one? When we take the widgets out of inventory and ship them to customers, we have reduced the inventory asset by $146,000. Have we increased any other asset by a like amount? No, we have not. This transaction does not balance by increasing an asset.

Have we reduced any liability by $146,000 to balance the reduction in the asset? No. Nothing like that has occurred.

Let’s look at capital. Shipping 36,500 widgets doesn’t affect common stock. But the shipment does affect retained earnings. When we ship 36,500 widgets, inventory is reduced by $146,000. Retained earnings are reduced by the same amount. The balance sheet continues to balance.

The shipment is a result of sales. The sales are for $292,000. The amount of $292,000 goes into accounts receivable, because the customers owe us this amount for the shipment. We have increased the accounts receivable asset by $292,000. What balances this entry?

Did any other asset go down by this amount? No. Do we owe someone more money (did we add to our liabilities) as a result of this sale? No.

So again we look to capital—specifically, to retained earnings: sales of $292,000: + $292,000 accounts receivable / + $292,000 retained earnings

The next transaction occurs when customers pay for 28,000 of the 36,500 widgets. This results in + $224,000 cash / – $224,000 accounts receivable.

Note that we ended up with a profit shown in retained earnings of $146,000, even though we collected no cash. When the cash was collected, it did not affect profits or retained earnings. Profits and retained earnings are not the same as cash.

12. We must depreciate the widget machine. We have determined that the expenditure for its purchase can be expensed (written off) over ten years. At the end of ten years its value on our books will be zero. Its original cost of $48,000 will be reduced to zero whether or not the machine is still useful. We decide to depreciate the widget machine on a straight-line basis over ten years. This means that the depreciation will be the same for each month of the ten years. The monthly depreciation will be the original cost, $48,000, divided by the number of months of useful life, 120. So the monthly depreciation is $400, and $4,800 for the year. This is entered into the worksheet as follows:

– $4,800 depreciation of fixed assets / – $4,800 retained earnings

Again, we have an entry that is balanced by an effect on profits and retained earnings. We have paid out the cash already. When the cash was paid to buy the machine did not directly affect retained earnings. This was an expenditure, but it was not yet an expense. It is expenses that affect profits and retained earnings. Depreciation is an expense, but the purchase of the fixed asset is not. It is an expenditure.

Depreciation is one of the more difficult accounting concepts. It is a means of charging the cost of a fixed asset such as a machine or a building to expense as the machine or building is being used. The expense is charged over the useful life of the asset. The IRS and experience set guidelines for what the useful life is. We know that a building usually lasts longer than a car. Buildings are usually depreciated over 20 to 40 years, and cars over three or four years. (Of course, buildings can have useful lives of hundreds of years. Cars can last for ten or 20 years. But extreme cases are not the basis for depreciation.)

Depreciation can be straight-line—the same amount of depreciation expense each period. Or it can be accelerated, with a greater depreciation expense in the early years of the asset’s life, and less later. In any case, depreciation cannot add up to more than the original cost. Some people view depreciation as a means of accumulating the money to buy a replacement for the machine, building, or whatever is being depreciated. This is not the purpose. Depreciation serves to change an expenditure, which does not affect profits and retained earnings, into an expense, which does. It is a means of getting the cost of a fixed asset off the balance sheet over a period of time as the asset is used.

Sales increase profits. Depreciation reduces profits and thereby reduces retained earnings on the balance sheet. Let’s go on.

13. Acme rents space for $1,000 per month. Each month’s rent is paid in advance. Transaction 5 recorded the payment of the first month’s rent. This rent was recorded as a prepaid expense. It was used up when Acme occupied the space for the month. Put this on your worksheet.

14. During the year, Acme pays rent each month. It makes 12 payments in addition to the one just discussed. Put these 12 rent payments on your worksheet. These payments affect three items on the balance sheet.

15. As owner-managers of Acme, you and I deserve a salary. Let’s pay ourselves $4,000 a month each. We will get our salaries five days after the close of the month in which they are earned. Put this on your worksheet. It affects three items. (To keep it simple, we’ll ignore all the payroll taxes.)

16. Acme has postage, telephone, and other office expenses. They total $200 a month and are paid during the month. Put this on your worksheet.

17. Acme spends $8,000 to print an advertising circular promoting its widgets. An additional $2,000 is spent to mail the circular to prospective widget customers.

18. Acme owes $3,120 in income taxes on its profits from first-year operations. It won’t have to pay these taxes until several months after year-end. When you put this on your worksheet, you have finished all the transactions. (We consider only federal income taxes, ignoring all other state and local taxes.)

A “Trial Balance”

You should now have all 18 transactions recorded on your worksheet. Using these transactions, we will construct a balance sheet showing the financial position of Acme Widget Company at the end of its first year of operations.

It is difficult to go from the worksheet to the balance sheet. An intermediate step is a great help. Take another piece of paper. Also have a calculator. It will speed your computations.

You can use any format that is convenient for you. I find the one shown in Figure 3.6 to be good for me. I go through my worksheet that shows all the entries for transactions 1 through 18. My trial balance worksheet has all the headings used in the worksheet, such as Cash, Accounts Receivable, and so on. Each entry on the worksheet is then put on the trial balance worksheet under its appropriate heading, with a plus or minus sign. For example, the first transaction would be recorded as +$80,000 under Cash and then +$80,000 under Common Stock. Be sure to allow enough room for all the entries you will make under each heading.
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Figure 3.6 Acme Widget Company Trial Balance Worksheet

Make your own trial balance worksheet and fill it in.

Mine shows total assets of $148,800. Total liabilities are $51,120. Total capital is $97,680. (Total liabilities + total capital = $148,800.) What does yours show?

This is a trial balance, so go back and check it if it doesn’t balance. (Don’t forget: assets = liabilities + capital.)

When you have things in balance—or when you are completely and hopelessly stumped—you can check out the worksheet I have prepared for myself. You can also see the trial balance worksheet I did. These are shown in Appendix A. If we don’t agree, check carefully to see where you are making a mistake. Perhaps you didn’t subtract depreciation from fixed assets. Or perhaps your calculator needs new batteries.

Constructing the Balance Sheet

With the trial balance worksheet it is easy to construct a balance sheet. Do one on a sheet of paper as shown in Figure 3.7. Use the format shown in Figure 3.3. Add up all the entries under each heading. (Remember, some are plus and some are minus.) The total for each heading will then go on to the balance sheet under that heading.
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Figure 3.7 Acme Widget Company Balance Sheet for the First Year of Operations

When you have finished constructing your balance sheet, you can compare it with one that I did. Mine is in Appendix A.

Acme Widget Company doesn’t have much cash according to my figures. Is Acme in big trouble? Or is it doing well for a new company? How much would you be willing to pay for Acme at this point?

We will analyze the balance sheet in the next chapter. Try to answer the questions asked in this chapter now. This will help you see what kind of analysis might be needed.

Summary

The balance sheet is a statement of a company’s financial position at a moment in time. It shows the assets—all the things of value a company owns—on the left side (or on the top). It shows the liabilities—what a company owes—on the right side (or on the bottom). Also on the right side (or bottom) of the balance sheet is shown capital—the amount invested and the amount earned (or lost) by the company’s owners. The total of the assets equals the total of the liabilities and capital. The formula is assets = liabilities + capital.

Principal assets we have covered are cash, accounts receivable, inventory, prepaid expenses, and fixed assets (less depreciation).

Principal liabilities we have covered are accounts payable, notes payable, and accruals. Principal capital items covered are common stock and retained earnings.

A balance sheet shows scores. The cash item is probably real. Normally it can be spent. Other items may or may not be what the numbers show. The accounts receivable may be owed by deadbeats who will never pay. The inventory may be out-of-date and unsalable. The machinery or other fixed assets may be obsolete or falling apart long before their so-called useful life is up.

On the other hand, assets purchased in prior years may be much more valuable today due to inflation. Any balance sheet is an estimate. The estimate can be more or less accurate, depending on many factors.

Whether the estimate is good or bad, the balance sheet must balance. Assets must equal liabilities plus capital. That’s how the rules are set up for keeping this score.


4. More Balance Sheet

This chapter continues the discussion of the balance sheet. We will introduce some new concepts and factors. But before we plunge back into the balance sheet itself, we need to cover a few other items.

Cost Versus Value

Items shown on the balance sheet are shown at original cost, unless they have been written down. This means that items go onto the balance sheet at their original cost. If something is purchased at an inflated cost, it goes on the balance sheet at that cost, even if it is actually worth much less.

If an asset is purchased at a great bargain and its value is really much greater than the cost, it still goes onto the balance sheet at its cost.

Assets may be reduced in value—written down—when the company wants to recognize a loss in value. A loss in value may arise when a customer goes bankrupt and can’t pay its bills. This customer’s account receivable is not worth its original value.

Inventory may be reduced in value when it goes out of style or is replaced by a new model or can’t be sold because of tough competition.

A fixed asset can be reduced in value, too. Perhaps it can no longer do the job. A buggy whip machine may operate perfectly to turn out buggy whips. But if there is no longer any demand for that product, the value of a machine making that product may well be greatly reduced. It may be worth nothing but scrap value.

A complete loss of value results in a write-off. A reduction in value results in a write-down. Well-run and honest companies take their write-offs and write-downs as soon as the asset loses value. But some companies try to appear worth more than they really are. They do not take any write-downs or write-offs. Their assets may be shown at values far above their actual worth.

In analyzing any operation, you must look at the asset side of the balance sheet. Consider whether the amounts shown are the true values. Perhaps they are overstated, and write-downs or write-offs should be applied.

As a general rule, any company in serious financial difficulty is overstating the value of its assets. Accounts receivable may be worth 60 percent to 75 percent of what is shown. Inventory may be worth only 10 cents for every dollar shown.

Of course, analysis can show hidden values. For example, a company balance sheet may show its factory and the adjacent land at the original cost of $150,000, less depreciation of the building. Meanwhile, the surrounding area has expanded rapidly. Raw land is selling for $15 per square foot. If the factory were torn down and the land sold, the company could get $1,650,000 for the property. Such a company’s balance sheet would be greatly understating the true worth of its assets.

A balance sheet is not exact. It can reveal, and it can hide. It is one of the primary means of keeping score in business, but the scores shown on the balance sheet must be analyzed.

Intangible Assets

Intangible assets are not physical objects or tangible things such as cash or accounts receivable. Patents and copyrights are good examples of intangible assets. Other examples are licenses, franchises, contracts, and other agreements that give a company valuable rights.

These kinds of assets lack the solid material substance of buildings or machines or goods in the warehouse. But they are certainly real. For many companies, intangible assets are the most valuable assets. The patent that gives a chemical company a monopoly on a valuable chemical may be that company’s most valuable asset. Similarly, the copyrights that a publishing company controls give it the rights to best-selling books, which can be the basis of the company’s success.

A franchise for an exclusive territory, a license for a process or product, a marketing or distribution agreement, a long-term service contract—these are all valuable intangible assets.

However, often these valuable assets do not appear on the balance sheet. There are sound tax reasons for not putting them on the balance sheet. Often there are other reasons as well. Almost every company has some important intangible assets that are not on the balance sheet.

The employees’ know-how and energy is an extremely important asset that is never shown on balance sheets. Of course, it is difficult to put a value on employee capability, but don’t ignore it. Just because it is not listed on the balance sheet does not mean that it has no value.

The same is true of other intangible assets. One of my big mistakes was to value a potential acquisition in terms of assets shown on its balance sheet. The company’s computer programs and database had cost hundreds of thousands of dollars to develop. They were one of the company’s major assets. But they were not shown on the balance sheet. My offer to purchase the company did not allow enough for this intangible but valuable asset that was not recorded. Another company made a better offer and made the acquisition.

When looking at the balance sheet of any company, always ask what assets vital to the company’s success are not shown on the balance sheet.

It is often wise to prepare a supplement to the balance sheet on which you list the important assets that the accountants have not shown on the balance sheet.

Sometimes the balance sheet shows intangible assets. If it does, be cautious. Putting a value on intangible assets is often very difficult. Who really knows what a patent or franchise is worth? This difficulty in valuation is one reason that accountants often resist including intangible assets on balance sheets. A majority of companies prefer not to show most intangible assets. When a company does show significant intangible assets, my suspicious mind asks whether management is trying to pump up the company’s value with hot air.

There are two sides to the intangible asset coin. If a company lists them, they may be inflated. If they are not listed, the company value may be understated.

Goodwill

A special kind of intangible asset is found on many balance sheets—goodwill. This term does not mean the same thing to accountants that it means to the layperson. This goodwill arises from acquisitions.

If Acme Widget were to acquire another company’s assets, it would usually pay a price different from the value of those assets shown on the books of the selling company. Acme would pay more or less than the book value. You have seen that the values shown on the balance sheet are not necessarily the “true” values. They are unlikely to be the values on which a buyer and seller would agree.

If Acme paid more for the assets of another company than the book value of those assets, there is a problem. How does Acme account for the payment in excess of the book value? To keep the balance sheet in balance, the payment made must be balanced by the assets acquired. Since the payment is greater than the stated value of the assets, another kind of asset is invented to absorb the extra amount. This is goodwill.

Accountants invented goodwill to represent the excess of purchase price over book value. In some cases it really is goodwill—a company’s reputation and its customers’ goodwill. Such goodwill makes the other assets more valuable. This kind of goodwill is an intangible but valuable asset.

In other cases, goodwill represents inflation that has not been recognized on the balance sheet. Or it may be the premium paid to buy out a competitor. Goodwill can arise from a number of circumstances. It represents an excess of cost paid over the book value of acquired assets.

Most executives prefer not to have goodwill on their balance sheets. It does not represent anything concrete, and it is an expenditure that cannot be recovered through use. After much wrangling, the tax code was changed to allow goodwill to be amortized. A portion of the goodwill can be charged as an expense over time. Currently goodwill can be amortized on a straight-line basis (the same amount each year) over 15 years.

With many acquisitions, much scrambling occurs to find ways to reduce or eliminate goodwill. The IRS has plugged most palatable ways. So goodwill is often found on companies’ balance sheets.

When evaluating a company’s worth, it is usually safe to discount or even ignore the goodwill asset. However, the company may well have important hidden assets. Its reputation and its customers’ goodwill may be among these. But this is usually different from the goodwill shown on the balance sheet. Goodwill represents another reason to be cautious in interpreting and analyzing balance sheets.

Reserves and Allowances

Most balance sheets show reserves or allowances. These are reductions in the value of assets because of expected problems.

For example, most large companies find that a certain percentage of their customers do not pay their bills. The company may not know how many dollars of uncollected accounts there will be in any given year. But an estimate can be made. From this estimate a reserve for doubtful accounts or an allowance for bad debts can be set up. This reserve or allowance is subtracted from the value of the accounts receivable.

Similarly, large inventories usually have some items that cannot be sold at full price. Perhaps they are out of style or obsolete or were damaged in the warehouse. The company may not know exactly how much the value of the total inventory should be reduced to allow for this. But an estimate can be made. A reserve or allowance for inventory obsolescence can be set up. This reserve or allowance reduces the inventory’s value.

These are the two principal reserves or allowances. But any assets can have a reserve or allowance for possible loss in value. Even cash can lose value. Changes in foreign currency exchange rates can cause changes in the value of cash.

Setting up a reserve or allowance reduces an asset’s value. The balance sheet must balance. So a corresponding entry must be made somewhere else. Where?

Setting up a reserve or allowance reduces an asset. It also reduces the owner’s equity. Retained earnings are reduced to balance the reduction in the asset. Setting up a reserve or allowance creates no debt or obligation to pay someone. It doesn’t increase the value of any other asset. So it must reduce retained earnings.

Any business of any size that shows no reserves or allowances may be overvaluing its assets. The amount of reserves or allowances can be subject to bad estimates or just plain fudging. During recessions, many companies find that they do not have enough reserves for bad debts. Rosy predictions of profits can be jolted when reserves have to be adjusted to reflect the actual situation.

The Going Concern Assumption

Almost every financial report you see is based on the assumption that the business will continue indefinitely. The going concern assumption is important. It may be false. If a business is about to go under, its assets will be worth a great deal less than if the business is to continue. A company going out of business finds it difficult to sell its inventory. Sales efforts let down. Production quality controls slip. Certain items are unavailable because depleted inventory won’t be replenished. Customers often won’t buy an incomplete line. Odd inventory items are salable only at deep discounts or on liberal credit terms.

Shaky customers seldom bother to pay a company they won’t be doing business with in the future. Bad debts shoot up.

For these and other reasons, the assets of a company going out of business usually are worth much less than if the company were to continue in business. Almost all financial reports assume that a company plans to stay in business—that it is a going concern.

Estimates Are Everywhere

A great many numbers on financial reports are estimates. They are not exact amounts, even if the numbers show exact pennies. Reserves and allowances are estimates. Intangible assets shown on the balance sheet are surely estimated as to value.

Timing causes estimates to be made. Often the numbers for the last month are estimated because management wants a 12-month report before the final results of the last month can be calculated. So estimates for the 12th month are added to the actual figures for the preceding 11 months.

Many numbers on financial reports are estimates. Some are very close to actual. Some are not so close. Some estimates are made to be as close to the actual as possible. Some estimates are made to conceal the likely truth. There are rosy estimates and gloomy estimates. Each has its purposes.

Always be aware that at least part of any financial report is made up of estimates, not real, actual, “true” figures. Where estimates speed up useful management reports, they can be good. Where they are used to obscure the true situation, they can be bad.

Purpose and Perspective

Accounting serves different purposes. Financial reports are viewed from different perspectives. The balance sheet for the same time for the same company may have different versions.

Reports prepared for tax authorities may be different from reports prepared for shareholders. Reports for tax purposes may seek to minimize profits so as to minimize taxes. Reports for shareholders may try to maximize profits to make the company’s stock appear more valuable.

Accountants can treat the same transaction in different ways to arrive at different results. For example, depreciation might be straight-line or accelerated. Footnotes usually tell of the existence of different financial reports or different methods of computing profits and asset values. Whenever they appear, always read the footnotes to financial reports.

This is important enough to repeat. Always read the footnotes to financial reports.

If there are two different financial reports for the same company for the same period, which one is the true report?

By now your answer should be, “Neither one; it depends.”

There is no such thing as a “true” financial report. Each report is true—insofar as the estimates and assumptions are true, and insofar as it is true to the purpose for which it is intended.

Whether or not a financial report is true for you depends on your perspective. Are you looking at the report as one of the company’s managers? As a tax agent? As a potential acquirer? As an investor in the company’s stock? As someone considering employment with the company? Each perspective calls for a financial report that may differ from others if a picture most useful to that perspective is to be shown.

If I were to choose one financial report as “true,” it is the one that is most conservative and cautious in valuing assets. This is often the report prepared for tax purposes. When looking at a potential acquisition, I always try to examine the tax returns. These numbers can be weighed against numbers shown in other reports.

Purpose and perspective affect the numbers shown on financial reports.

We began this chapter discussing original cost versus value. We went from there to intangible assets with a special look at goodwill. Then reserves and allowances were discussed. The going business assumption was presented. Then we saw that balance sheets and other financial reports contain many estimates and can vary depending on purpose and perspective. The thrust of all these points has been to undermine the idea that there is such a thing as a “true” financial report that completely and accurately reflects the company’s status.

Before we get back to the actual balance sheet, we need to present some other concepts.

Current Versus Noncurrent Balance Sheet Items

Most balance sheets are divided into current and noncurrent sections. Current assets include all assets that can be expected to turn into cash within a short period of time—usually a year. Included in current assets are cash, marketable securities, accounts receivable, inventories, and prepaid expenses or deferred charges likely to be used up in a year or less.

Current liabilities normally are those that will be paid off in a short time—a year or less. Included in current liabilities are accounts payable, notes payable within a year, accrued expenses and taxes, and that portion of long-term debt due within the next 12 months—the current installments due.

Noncurrent assets are those not likely to be converted to cash quickly. Fixed assets are the major noncurrent assets. Goodwill and other intangible assets also are noncurrent.

Noncurrent or long-term liabilities include all long-term debt such as bonds, term loans, and mortgages. However, the installments due on this debt within the next 12 months are considered a current liability.

Capital is noncurrent.

Working Capital

Working capital is one of the more commonly used scores. Working capital equals current assets minus current liabilities. Theoretically, working capital is the capital in the business that is working on a day-by-day basis to produce profits.

Look at the first-year balance sheet for Acme Widget. Use your own or the one in Appendix A. Identify and total the current assets. Then identify and total the current liabilities. Calculate Acme’s working capital by subtracting the current liabilities from the current assets.

As a business grows, it needs more working capital. As sales expand, customers owe the business more money. Accounts receivable grow. Inventory usually must grow too to accommodate a growth in sales. The growth of accounts receivable and inventory expands current assets. Where does the money come from for this?

The company is likely to owe its suppliers more as it buys more inventory. So the suppliers help finance some of the growth of assets. The company may accrue larger payrolls and other expenses. Current liabilities grow. Often short-term loans are taken out to help meet the need for expanded working capital.

Current liabilities can almost never grow as fast as current assets grow when a company is expanding sales. So the growth in working capital needed to support sales growth must be financed from some other source. Remember that the balance sheet must balance. If current assets go up faster than current liabilities, long-term liabilities or capital must increase.

Profits are the major source to finance increases in current assets. The company takes its after-tax profits and plows them back into the business rather than paying out the profits as dividends.

Other sources of financing for working capital increases are long-term loans or the sale of additional stock.

Sometimes none of these sources are available. Money may be tight, and banks or other lenders reluctant to lend. The stock market may be depressed, and no stock can be sold. Profits may be inadequate to finance working capital needs. When these situations occur, a company can literally expand into bankruptcy.

This is an important concept. Learn it well. You can go broke when your sales are growing by leaps and bounds. I have acquired several companies that suffered this fate. I have seen many others liquidated or swallowed up.

How can a growing company go broke? Easy.

As sales grow and grow, more and more of the company’s funds are tied up in accounts receivable and inventory. Cash to buy new inventory begins to run dry. Suppliers refuse to ship until accounts payable are paid. They refuse to extend further credit. Banks, insurance companies, and other lenders refuse to give the company any more loans. No new money can be raised from stockholders. Profits are insufficient to handle the growth of working capital needs.

The more sales the company makes, the more trouble it gets into. It must buy inventory to fill the new orders and then wait until customers get around to paying. If money is tight all over, customers start slowing down their payments. Eventually, the company actually runs out of cash. It cannot come up with the money to pay suppliers, employees, tax collectors, and so forth.

Sometimes the outcome is delayed by the company’s borrowing money at very high interest rates. But the high interest usually eats up the profits that might be used to expand working capital.

A famous promoter once said he would rather be alive at high interest rates than dead at low rates. He borrowed at high interest rates. He went bankrupt anyway.

What can a company do when it is successful in sales and going broke at the same time? Simple. Stop expanding working capital faster than it can be financed.

Collect accounts receivable faster with a tougher collection effort. Cut off credit to slow-paying customers. Demand cash with orders. Shift the sales and advertising efforts to customers who will pay quickly.

Look for ways to move inventory in and out more quickly. Companies are often organized so that there is a long lag from the time they buy inventory until they sell finished goods. Inventory is money. The longer it takes inventory to flow through the business, the longer money is tied up and unavailable. The ideal goal is to sell inventory so fast that you collect from your customers before you have to pay your suppliers. Most companies can’t do things this fast. But every company can find ways to speed inventory turnover. “Just-in-time” inventory acquisition is a way to achieve this.

The first way to control working capital is to control the key assets. Accounts receivable must be held in check. Inventory must move rapidly. It often happens that controlling assets slows down sales growth. So be it. Selling more and more to get deeper and deeper into the hole is dumb.

After assets are controlled, you can look to liabilities. If the problem is temporary, perhaps a short-term loan can help. But don’t kid yourself. Usually working capital problems are long-term.

Talk to your suppliers. Can you temporarily slow down payments to get a breather? Perhaps a different supplier will give you easier credit terms.

Don’t fool with accruals. Delaying payments due to employees or governments is sure trouble. Desperate managers are tempted to use the dollars that are supposed to be withheld for payroll taxes or income taxes. Desperate managers like this often go to jail.

Working capital problems are rarely, if ever, solved by fiddling with liabilities. Holding down on current assets is the primary solution.

Many smaller companies are headed by sales wizards. They really know how to generate sales. But they often get into trouble. Sales wizards usually think that more sales will cure any problem. But working capital problems seldom succumb to more sales. More sales can make the problem worse. And the sales wizard ends up having to sell his company to a larger, richer company that can balance sales with profits and working capital requirements. The sales wizard can’t understand what happened to his company. It was going so great.

I hope this is clear. A company that is successful in sales can go broke. Sales must be turned into profits. Sales must be supported by adequate working capital, which normally is built up by profits. If sales grow faster than profits or working capital, a seemingly successful company can go sour.

Average Collection Period

In discussing working capital problems, we touched on the problems of collecting accounts receivable. Now let’s look at a useful way to measure trends in collections.

The average collection period is the number of days required, on average, to collect amounts owed to the company by its customers. A company that collects cash when it makes a sale has an advantage over a company that has to wait six months to get paid. A company that took 20 days, on average, to collect its accounts last year and that takes 30 days this year has a problem. If its customers normally owe it $1 million, the extra ten days for collection means that the company is denied the use of $1 million in cash for ten days.

The average collection period is expressed in days. It is computed as follows:
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If Acme Widget had average accounts receivable of $80,000 and annual sales of $400,000, the equation would look like this.
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What if the next year Acme Widget had sales of $480,000 and average accounts receivable of $100,000? What would the average collection period be? Is this better or worse than the previous year?

A lengthening of the average collection period can indicate that a company is getting into working capital troubles.

Each industry and company has its own typical average collection period—normally a range within which the average days fall. A grocery store that sells only for cash has zero days average collection period. Businesses that sell large items to governments face much red tape in getting paid. The average collection period for such businesses may extend into many months—even years.

The trend is what is important to a company. An average collection period that is getting longer must be watched. The average collection period can be shortened by collecting accounts more aggressively, by tightening up on credit terms, or by shifting sales efforts away from slower-paying customers.

A trend toward a longer average collection period may indicate a slackening collection effort. Goods may be sold to less creditworthy customers. The trend may also indicate that a fading product line, or a weak sales effort, or tough new competition makes it much more difficult to get sales without giving extended credit as an inducement.

The average collection period is a valuable signal. It is well worth watching in your own business or in one you are considering.

Inventory Turnover

Inventory turnover is another signal that may warn of trouble ahead. We have said that inventory is money sitting in the factory, in the warehouse, or on shop shelves. Inventory sitting idle costs money. It costs the interest on the money used to purchase it. It costs the profits that might be made from selling it and using the money elsewhere.

Idle inventory costs money for storage, rent, heat, power, security, and so forth. Various management consulting groups have determined that inventory sitting around idle costs from 20 to 25 percent of its original value each year. This is the combined cost of interest on money, space, and other storage charges, and the inventory’s inevitable deterioration or obsolescence.

Inventory should move in and out quickly. How quickly depends on the industry and the company. A store specializing in fresh produce or baked goods needs to move its inventory in and out in a day. A company making complex heavy machinery may get raw materials or parts many months before the completed machinery is finally shipped to the customer.

Inventory turnover is a measure of how many times (theoretically) a company’s inventory is replenished during a year. The formula for calculating inventory turnover is as follows:
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(See the Glossary in Chapter 2 for a definition of cost of sales. This topic is discussed in greater detail in later chapters.)

One of the problems in calculating inventory turnover (or average collection period) is getting the average. If you have monthly reports for a year, add the numbers for each month, and divide by 12. If you have quarterly reports, total the numbers and divide by 4. Often the only thing available is an annual report. Take the number at the beginning of the year (or at the end of the previous year—it’s the same thing) and add it to the number at the end of the year. Then divide this sum by 2.

If only one year-end number is available, use that. But be cautious. An average compiled from 12 monthly numbers is more useful than an average compiled from beginning and ending. The latter average cannot take into account possible huge variations during the year. (Of course, average collection period and inventory turnover can be calculated for shorter periods than a year. This may be appropriate for certain kinds of businesses.)

The important thing about inventory turnover, as with average collection period, is the trend. Trends can often be spotted from sparse data. Then further investigation can dig into the trend’s meaning.

If Acme Widget had a cost of sales during the year of $146,000, and an average inventory of $29,200, what would its inventory turnover be?

Suppose that during the next year, cost of sales went up to $300,000, and average inventory was $50,000. Would the second-year inventory turnover indicate a better or poorer use of the money invested in inventory?

One more thing needs to be said about inventory turnover. For most companies, a few items produce the majority of sales. (See 80/20 rule in the Glossary.) This means that the inventory of a few items is probably turning over very rapidly. The inventory of a large number of items may be moving very slowly. Often the slow-moving inventory sits so long it becomes obsolete. If there are enough sales and a fast enough turnover from the hot items, the overall inventory turnover figure may look reasonable. Serious problems of slow-moving or even dead inventory can be obscured.

Inventory turnover is a useful trend indicator. But it cannot tell the whole story. To really analyze a business, you need to get behind inventory turnover to see what is happening to individual items. Nevertheless, the inventory turnover figure can be a help in signaling possible trouble ahead.

This section of the chapter has introduced current and noncurrent balance sheet items. The concept of working capital was presented with the warning that working capital problems can sink companies with rapid sales growth.

We have just finished introducing two signals or trend indicators—average collection period and inventory turnover.

While we have been exploring these side paths, Acme Widget Company has been going forward. The company has now completed its second year of operations. It is time to prepare another balance sheet and then perform some analysis.


5. Still More Balance Sheet

You will be the Acme Widget amateur accountant. You will prepare the balance sheet for the second year. You will follow the same procedures as for the first-year balance sheet.

I will give you the pertinent transactions that occurred during Acme operations in the second year. You will prepare a worksheet that records these transactions, showing each one’s effect on the balance sheet, being certain to keep each transaction in balance.

From your worksheet you will prepare a trial balance worksheet. This will put each of the numbers under the appropriate balance sheet heading. Then you can add and subtract to see if the assets balance the liabilities and capital. When you have things in balance, you can prepare a balance sheet.

So get out enough paper for your worksheets and balance sheet. Get out your calculator to do the arithmetic.

Figure 5.1 shows the format for the Acme Widget balance sheet you will prepare. It lists all the items or entries you will be concerned with. You will also notice that this is a comparative balance sheet. The numbers at the end of year one are shown alongside the numbers for the end of year two. This allows you to compare the financial position at these two times.
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Figure 5.1 Acme Widget Balance Sheet (Second Year of Operations)

The Worksheet for Transactions

Look at the worksheet prepared at the end of year one. This will refresh your memory on how a worksheet is put together. The transactions at the end of year two often are more complicated. You should break some of the transactions into separate parts to keep them straight. Remember that each entry into the worksheet must balance. A change on one side of the balance sheet must be balanced by a corresponding change on the opposite side or by an offsetting change on the same side.

Sometimes, two or more changes are needed to balance one change. You will get the hang of it as we go along.

Acme Widget Year Two Balance Sheet

1. Acme sells 78,000 widgets in year two, generating sales of $624,000. There are no cash sales, so all the sales are put into Accounts Receivable. The balancing entry goes into Retained Earnings.

2. Customers pay off the $68,000 owed at the end of year one. They pay 80% of the amount they owe for orders in year two. The payments go into Cash, with the balancing entry a reduction in Accounts Payable.

3. Acme begins the year with only 4,500 finished widgets in inventory and raw material inventory for 4,000 more. So many purchases have been made. Acme decides it wants to end year two with enough finished widgets for a month’s sales and enough raw materials for another month of sales. (This kind of planning is often important so that the company does not run out of stock.) Sales during the year are 78,000 widgets. A month’s supply at the year two sales pace is 6,500 widgets. Acme needs to have available 84,500 finished widgets, less the 4,500 on hand as the year began. That means it must produce 80,000 finished widgets during the year. Acme needs to have the raw materials to produce the 80,000 widgets and have enough raw materials on hand at year-end to produce 6,500 more finished widgets. It has raw materials for 4,000 widgets on hand when the year begins. That means it needs to buy raw materials for 82,500 widgets. At $4.00 per widget, it will spend $330,000 during the year on raw materials. $330,000 of raw materials will go into Inventory—Raw Materials. The balancing entry will be Accounts Payable, because Acme will not pay cash. During the year, Acme will pay for 90% of the purchases. $297,000 will be withdrawn from Cash, and Accounts Payable will be reduced by that amount. The raw materials are converted into 80,000 finished widgets, reducing the raw materials inventory by $320,000 and increasing the finished goods inventory by $320,000. Sales of 78,000 widgets reduces the finished goods inventory by $312,000. The balancing entry is in Retained Earnings. (This is a complicated but common computation.) Remember that Acme must pay off the accounts payble owed at the end of year one.

4. Acme hires a machine operator at the beginning of year two, paying the operator $2,800 per month. Each month’s paycheck comes during the first week of the succeeding month. So Acme will actually pay out 11 months’ salary during year two. The final month’s salary is accrued and will be paid in the first month of year three.

5. The owner/managers of Acme continue to receive a total of $8,000 a month. The first payment is for the 12th month of year one. Then payments are made in the following ten months for the preceding month. Finally, the 12th month’s salary is accrued as a liability. It will be paid in the first month of year three.

6. Acme pays rent of $1,000 a month, in advance, on the building. When Acme starts year two, it has already paid the first month’s rent. That appeared at the end of year one as a Prepaid Expense. But then the owner offers to sell Acme the building for $120,000. At the end of the sixth month they conclude the deal. Acme has paid $5,000 in rent (the first month was already paid for, and Acme paid for five more months). Acme makes a down payment of $40,000 and gets a mortgage for the remaining $80,000. The mortgage calls for interest payments at an annual rate of 8%. For the last six months of year two, Acme pays interest only, $3,200. To come up with the down payment, the owners each invest $20,000 more, purchasing additional stock in the company. Six months of rent is $6,000. But $1,000 was paid in year one. As that month passes, Prepaid Expenses are reduced by $1,000, and Retained Earnings are also reduced by $1,000. $5,000 comes out of Cash and reduces Retained Earnings. The six months of interest is $3,200. The interest payments also come out of Cash and reduce Retained earnings. The investment of $40,000 to buy stock increases Capital and Cash. The down payment reduces Cash and increases Fixed Assets. The mortgage increases Long-Term Debt and increases Fixed Assets. The building will be depreciated over 25 years at $4,800 per year. That will be depreciation of $2,400 for the six months that the building is owned in year two. $2,400 is added to Depreciation, a negative amount, because $2,400 also reduces Retained Earnings.

7. Acme purchases used furniture as the year begins for $3,640 in cash. The balancing entry is in fixed assets. This purchase will be depreciated over seven years, $520 a year in depreciation. Only the year’s depreciation affects Retained Earnings.

8. Depreciation continues on the widget machine at $4,800 a year.

9. At year-end, Acme evaluates its Accounts Receivable and its Inventory. Management determines that some customers are unlikely to pay. A reserve for doubtful accounts is set up—$6,000. Rats gnaw away at raw materials, causing $800 of loss. Then some finished inventory has become obsolete. $4,000 of inventory is written down to zero. These entries all affect Retained Earnings.

10. Acme continues to have office expenses of $200 a month. This is cash paid out during the month.

11. Acme’s advertising expenses during the year are $13,000, paid out in cash.

12. Acme decides to purchase a license to use a new production technique that will improve operations. The license costs $6,000 in cash. It is an intangible asset.

13. At year-end, Acme decides that it has extra cash. It buys a CD for $4,000. Then it pays out a dividend to the owners, $12,000, which reduces Retained Earnings.

14. Then there are taxes. Acme pays the taxes for year one during year two. Its operations in year two create a tax liability of $47,355. This will not be paid until year three. It is an accrual in year two, and it is balanced by a reduction in Retained Earnings.

This completes the transactions that need to be entered into your worksheet for Acme Widget’s second year. Go over your entries again. Does each one balance?

When you are satisfied, you can check your worksheet against mine. But I recommend that you wait until you prepare your trial balance worksheet. Find out if you can make it balance. Then check. My worksheets can be found in Appendix A.

Trial Balance Worksheet

Look at the trial balance worksheet prepared at the end of Acme’s first year. It provides the format. Of course, you should have some additional headings. Look at Figure 5.1 to see what headings are needed for your trial balance worksheet.

When you have the trial balance worksheet laid out, put in the numbers shown at the end of year one. For example, you don’t start year two’s Cash with nothing. There was $2,600 in the bank account at the end of year one. Any additions and subtractions to cash in year two will be added to or subtracted from the $2,600 you begin with.

The same is true of other items. Begin with the amount in that item at the end of year one. Then enter the amounts from year two, showing them as plus or minus. Then add and subtract to get a total for each item. Then add them up to see if they balance. If they do, you are ready to prepare the comparative balance sheet.

When you have finished your trial balance worksheet, it will either balance or not. If assets equal liabilities plus capital on the first try, you are doing exceptional work. Perhaps you should be an accountant.

If you are like most people, it won’t balance. You should go back over the transaction worksheet and the trial balance worksheet to see what you may have missed. It may be helpful to compute the difference between assets and liabilities plus capital. That difference may be a number that indicates exactly what you left out.

Keep at it until you have the trial balance in balance—or until you are stumped. Then check your work against mine in Appendix A.

The Balance Sheet

Now let’s finish the job by preparing the comparative balance sheet or statement of Acme’s financial position. If you own this book, you could go back to Figure 5.1 and write in the numbers in the appropriate spaces. If this isn’t your book, please don’t spoil it for the next reader. It is easier to prepare a balance sheet on a separate piece of paper.

When you have finished, you can check your balance sheet against mine, in Appendix A. When you are satisfied that you have a complete and accurate balance sheet, we will do some analysis. After all, that’s what all these numbers are really for—to help you make better judgments. Analysis of the financial reports is the basis for judgments.

We will use the Acme Widget balance sheet for year two to do several kinds of analysis and to make some judgments about the company. So go to it and finish the balance sheet work.

Analyzing the Balance Sheet

You are an owner of Acme Widget. Suppose that a large conglomerate has offered to buy Acme for cash. How much cash would you want to receive to sell Acme?

Your total capital (common stock plus retained earnings) is $217,605. This is the company’s net worth, according to the balance sheet. Would you sell the company for this amount? What about adding working capital to that? That is $132,485. But long-term debt should be subtracted. That’s $80,000. Capital, retained earnings, and working capital, less long-term debt, add up to $270,090. Is that what the company is worth? If not, how much would you be willing to sell it for?

In considering this question, you will want to think about what hidden assets, if any, Acme has that make it more valuable than the books show. What other factors might influence your decision on Acme’s value? For one thing, there is your own personal involvement in the company. That would certainly change if you sold out.

Does Acme have a valuable market niche? An especially efficient process? A loyal customer base? You can think of other considerations that would affect your analysis of Acme’s worth. The balance sheet does not tell the whole story.

Let’s put the shoe on the other foot. You represent the large conglomerate. Your board of directors has instructed you to make a cash offer to acquire Acme Widget. You have the balance sheet in front of you. Now you must determine what would be a fair offer for the company.

You will want to not only identify hidden assets, but also consider possible hidden liabilities. Perhaps some of the assets are overvalued. It is clear that you will probably end up with a different value when you are a buyer than when you are a seller. Remember that perspective influences valuation. The scores that show on financial reports do not represent an exact and “true” value.

Let’s make some calculations. First, working capital (current assets minus current liabilities). What was Acme’s working capital at the end of year one? What is it at the end of year two?

The working capital has increased substantially. This is a natural enough result of the large increase in sales—from $292,000 in year one to $624,000 in year two. Has the increase in working capital been proportional to the increase in sales? Calculate the percentage growth in sales and then the percentage growth in working capital. This will show the answer.

Another approach is to calculate what percentage of sales the first year-end working capital was. Then calculate what percentage of second-year sales the second year-end working capital was. You will find that the working capital at the end of the second year was a higher percentage of sales. Is this important? It might be. If working capital as a percentage of sales continues to increase, the company could get into serious working capital problems if sales keep leaping upward.

Now let’s compute the average collection period for Acme Widget. Use the beginning and ending accounts receivable for each year to calculate the average accounts receivable.

In which direction is the average collection period going? Is it getting shorter or longer? The company set up a reserve for doubtful accounts. What concerns would you want to express to the management from these signals?

Additional aspects of the balance sheet can be analyzed. Is the inventory worth what is shown? What possible problems might make the inventory less valuable?

The fixed assets have been depreciated. Is the depreciation shown a true indicator of these assets’ loss of value? How might the value of these fixed assets differ from what the balance sheet shows?

The owners of Acme put $120,000 in cash into the business. They have retained earnings of $97,605 after the end of two years of operation. How much cash do they have? Is there any relationship between retained earnings and cash?

We will return to the balance sheet later as we tie it into the analysis arising from other kinds of financial reports.

Balance Sheet Summary

It is time to wind up this discussion of the balance sheet with a summary of all we have learned. It is quite a lot.

A balance sheet is a statement of the company’s financial position at a specific point in time.

The balance sheet is divided into three sections—assets, liabilities, and capital. Normally, assets are shown on the left side or at the top. Liabilities and capital are shown on the right side or on the lower part of the balance sheet.

The total of the assets must equal or balance the total of the liabilities and capital. If assets increase, either liabilities or capital must increase correspondingly. The balance sheet formula is assets = liabilities + capital.

Current assets are those that are likely to be converted into cash within one year. The assets are listed in the order that reflects their likelihood of conversion into cash.

Principal current assets are as follows:

• Cash. Money on hand or in the bank checking account.

• Marketable securities. Short-term investments, easily converted into cash, usually used to earn interest on cash not immediately needed.

• Accounts receivable. Amounts owed to the company by its customers.

• Reserve or allowance for doubtful accounts or bad debts. An amount set aside from accounts receivable to allow for estimated nonpayment by customers.

• Inventory. A company’s store of raw materials, goods being manufactured, and finished goods ready for sale.

• Reserve for inventory loss, write-downs, and write-offs. Amounts by which the inventory value is reduced that represent estimated losses in that value due to deterioration, damage, obsolescence, or other causes.

• Prepaid expenses or deferred charges. Amounts paid in advance for goods or services that will come to the company in the future.

Noncurrent assets include the following:

• Fixed assets. Buildings, land, improvements to property, machinery, furniture, fixtures, vehicles, and equipment used in the business that have a useful life of more than a year—usually several years.

• Depreciation. Depreciation converts an expenditure for a fixed asset into an expense over time. It is a reduction in the value of fixed assets. The actual amount of depreciation is controlled by IRS guidelines and is not necessarily related to the asset’s actual loss in value.

• Intangible assets. These may appear under various names. Included are items such as research and development expenditures, patents, copyrights, franchises, and licenses. Intangible assets often are not shown on the balance sheet, even though they may be important items of value.

• Goodwill. The excess of the cost of assets acquired over their book value.

Assets are put on a company’s books and are entered on the balance sheet at their original cost. This may or may not reflect the assets’ true value.

Liabilities are amounts the company owes to other companies or individuals.

Liabilities are listed on the balance sheet in the approximate order in which they are likely to come due. Current liabilities come due within one year or less.

Principal current liabilities are as follows:

• Notes payable. Amounts owed to banks or other lenders due in a year or less. Short-term borrowings.

• Current portion of long-term debt. The portion of the long-term debt that is due to be paid within a year or less—usually included in current liabilities.

• Accounts payable. Amounts owed to outside suppliers of goods or services.

• Accruals. Payroll, taxes, and other amounts that have been accrued or built up but that are not due to be paid until after the end of the accounting period.

Noncurrent liabilities include long-term debt, bonds, mortgages, and other debts owed to outside lenders and due over a period of several years.

Capital represents the owner’s interest in a company. Capital is usually divided into two main categories:

• Stock. Common stock and sometimes preferred stock, shares of which have been issued in exchange for an investment.

• Retained earnings. The owner’s share of the company’s success or failure. Retained earnings are what is left over to balance the balance sheet when all other items are set down. Retained earnings represent all the net profits the company made after taxes, less any dividends paid. The owner’s interest in a company is also called the equity or net worth. Net worth is total assets minus total liabilities—the capital. Net worth divided by the number of shares of common stock outstanding gives book value per share.

Working capital is current assets minus current liabilities. It represents the amount of day-to-day investment a company needs to finance its ongoing operations.

When the need for working capital expands faster than funds can be obtained from profits, loans, or selling stock, a company can go broke—even though its sales are growing. Companies with rapidly expanding sales can go into bankruptcy. Controlling the growth of current assets, especially accounts receivable and inventory, is necessary to avoid this.
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This is a trend indicator. It reflects the number of days needed to collect accounts receivable. If the number of days is increasing, a company can get into serious cash trouble.
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This is also a trend indicator. It reflects the velocity with which the inventory investment is being recycled. A slow turnover requires a larger investment than a fast turnover.

Now let’s look at some of the other important ideas introduced:

• Going concern. Financial reports are based on the assumption that the company will keep on operating in the future with no dramatic shifts or changes. If this assumption is incorrect, the numbers on financial reports are likely to be much less meaningful or relevant.

• Estimates. Financial reports are based on many estimates. Some numbers are exact, but a significant portion are estimates. If the estimates are shaky, the financial reports are shaky.

• No “true” financial reports. There is no one “true” and accurate financial report for all purposes and perspectives. The same company for the same period can show different profits, different asset values, and different net worth, depending on how the financial reports are prepared. Estimates affect this. Equally important, the purpose for which the financial report is prepared affects the numbers.

• Hidden assets and liabilities. Some important things are not shown. Financial reports can never show all the important facts about a company. There are always hidden assets. There are hidden liabilities. Factors such as the quality of the staff, market share, potential new technology, competition, impending government regulations, and so forth are not shown on balance sheets but can have a profound impact on a company’s status.

We are now finished with the balance sheet—and much else. You have completed the most difficult part of this book. Congratulations!

What follows builds on the foundation of the balance sheet. With what you now know, other financial reports will be much easier to understand. You have learned the first and most important lessons on how to keep score in business.

And by now you well understand that financial reports are better at reflecting scores than they are at showing real spendable dollars.


6. The Income Statement

The income statement summarizes the results of a company’s operations over a period of time. It is also called the profit-and-loss statement, the operating statement, statement of earnings, and other names. It is the financial report that shows the bottom line—net profit after taxes.

The balance sheet shows the company’s financial position at one point in time—say, at the close of business on December 31. The income statement summarizes the financial results of operations over a period of time—say, from January 1 through December 31. The income statement can show the result of operations for a day, a week, a month, a quarter, a year, or any period of time.

The income statement is the financial report most often used by managers in business. When financial plans and budgets are prepared, the income statement format is usually the principal one used. In many management positions, the balance sheet is almost never referred to. All the financial information comes from the income statement.

If this is so, you may wonder why we spent so much time introducing the balance sheet. Why did we start with it rather than with the income statement?

As we discuss the income statement, you will see that it flows from the balance sheet. The understanding you developed in your study of the balance sheet will make it far easier to understand what is shown—and what is not shown—on the income statement. Like the balance sheet, the income statement is a scorekeeping device. The numbers shown are not necessarily true, nor do they necessarily represent real dollars. Your work with the balance sheet will make it easier for you to understand this.

This chapter dissects the income statement into its component parts. We will start simply and progress toward the more complex. Several Acme Widget income statements will be constructed. Then we will do some analysis.

First, look at some typical corporate income statements. You can go on the Web and access the income statements of any public company you choose. Or look at the income statement from your own company. Get a general impression of them. After you have finished this chapter, you will want to come back to real-life income statements and study and analyze them more carefully.

As you look at income statements, you will notice that they begin with sales. They all end with net profit after taxes, or income. In between the sales and the net profit are all the expenses incurred by the company during the period covered by the income statement.

The Basic Income Statement

Basically, an income statement has four main sections—sales, expenses, taxes, and profits. Sales minus expenses minus taxes equals profits.

Let’s illustrate this (and some other important ideas) by preparing an income statement for Acme Widget’s first month of operation. The following transactions occurred:

1. Cash was put into the business in exchange for stock. This has no effect on the income statement.

2. $60,000 was borrowed from the bank. This has no effect on the income statement.

3. A widget machine was purchased for $48,000. This has no effect on the income statement.

4. An initial order of raw materials was purchased. The supplier was not paid. This transaction had no effect on the income statement.

We better pause for a moment. All these activities occurred, involving large sums of money. Yet none of them shows up on the income statement. They all affect the balance sheet. This is because expenses are different from expenditures. (See the Glossary in Chapter 2.)

An expenditure usually occurs when money changes hands—when actual cash is paid out. But an expense occurs when an expenditure is recorded so as to affect a company’s profits. This often happens at a different time than the expenditure.

Acme made expenditures for the widget machine and the raw materials when these things were paid for. But the expense occurred when the machine was depreciated or the raw materials were converted into finished widgets and sold.

This very important difference between an expenditure and an expense will become clearer as we go along. Let’s continue with the Acme transactions in the first month of operations:

5. Space is rented, and $1,000 is paid in advance for the first month’s rent. Then, on the last day of the month, another $1,000 is paid for the next month’s rent. Only the first $1,000 paid for the month of operations covered by this income statement will appear as an expense on the income statement. (The other $1,000 is “stored” in the balance sheet as a prepaid expense. It will become an expense against income after another month of operations.)

6. Salaries are paid to the owner-managers. The first month’s total salary is $8,000. It won’t be paid until several days into the second month. Even though it is not paid—no expenditure has been made—it is recorded as an expense of the first month’s operation.

7. During the first month, 1,200 widgets are manufactured, and 1,000 are sold for $8.00 each. The customer has not yet paid for them when the month ends. The income statement will show sales of $8,000. It will show an expense for the widgets sold of $4,000 (each widget costs $4.00 in raw materials). The expense recorded on the income statement will not be $4,800 (1,200 widgets manufactured times $4.00 each). The extra $800 worth of widgets we manufactured but did not sell is stored on the balance sheet in inventory. It will be an expense when the widgets are sold. The only expense for this month is the cost of the widgets we actually sold during the month.

These are enough transactions to allow us to construct an income statement.

Sales are $8,000. Expenses are $4,000 for the widgets we sold, $1,000 for rent, and $8,000 for salaries. Total expenses are $13,000. Because they exceed the amount of sales, we have no profit and therefore owe no taxes. Our bottom line shows a loss of $5,000. In the simple income statement format, it would look like Figure 6.1.
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Figure 6.1 A Simple Income Statement Format

One thing should be very clear from this exercise. Many important transactions are shown only partially or not at all on the income statement. It sounds simple to say that the income statement shows sales, expenses, taxes, and profits, but the actual construction of an income statement is not so simple.

The income statement shows the sales made to customers during the period covered by the income statement. It shows the expenses incurred during the period—expenses that are associated with those sales or with operations during the period. It does not show money received for sales made in previous periods. It does not show expenditures made during the period that are not related to sales or operations for the period. It does show as expenses items that actually will be paid for later.

The time frame within which the income statement operates is a very important concept. Every income statement—whether for a day, a month, or a year—has a specific beginning and ending. The income statement for that period shows the sales that were made during that period whether or not customers paid for those sales. More important and more difficult to grasp, it shows only those expenses that are associated with the sales made during the period or that are associated with activities going on during the period. When expenditures are made—before or after the specific period—is not reflected on the income statement.

Let’s go on. Most income statements have more than the four categories we have discussed. A more common income statement format looks like Figure 6.2.
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Figure 6.2 A More Common Income Statement Format

The sales figure does not necessarily represent cash received by the company. The sales are what have been billed to customers (except in cash sales businesses). In most companies, all or part of the sales are in accounts receivable for some period of time.

The sales shown may not be real in another way. Customers may return their purchases in the next accounting period. These returns will reduce sales in that period. (Some companies set up reserves for returns, but this is uncommon.) To the extent that the sales figure will be reduced by future returns, it is overstated.

Sales may have been made to customers who won’t pay. Are these real sales? They are reported like real sales, but perhaps they are something else. Sales figures are not always what they seem.

Expenses are not always what they seem, either. We have already discussed the difference between the timing of expenditures and the recording of expenses. Depreciation is a particularly important example of an expense involving no direct cash outlay. (The cash has already been spent.) Other examples are setting up reserves or allowances, writing down assets, and similar transactions. As you remember from the balance sheet, these transactions decrease assets and correspondingly decrease retained earnings (or profits) even though no money changes hands when this kind of transaction is recorded.

Profits are also not cash. Items such as depreciation and write-downs reduce profits but not current cash. Items that are accrued, such as salaries and taxes, reduce profits, but cash normally is not paid until later. The income statement may show good sales and good profits. But if the customers have not paid for the sales, the profits are not cash.

Acme Widget’s First-Year Income Statement

Let’s construct an income statement for Acme Widget’s first year of operations. The data we need to do this has already been compiled. You will find it in your balance sheet worksheet for year one. (Or use my worksheet in Appendix A.)

First, let’s determine what the sales are for this period. Look through the worksheet until you find the transaction that shows this. My worksheet shows this as transaction number 11—sell $292,000 worth of widgets. So the first year’s sales are $292,000.

Now we must come up with the cost of sales. This is the cost of the items that were sold during the period. The worksheet shows that we manufactured 41,000 widgets during the year. We purchased enough raw materials for 45,000 widgets. Neither of these items tells us what the cost of sales is.

What is important is that we sold 36,500 widgets. Therefore, the cost of sales will be the cost of the 36,500 widgets that were sold during the first year.

What is the cost of the 36,500 widgets we sold? Well, the raw materials in those widgets cost $4.00 each. At least part of the cost of sales would be the $146,000 of raw materials in the widgets we sold.

What about the cost of the widget machine? The expense for the first year is not the $48,000 we paid for the machine. It is the $4,800 in depreciation. The depreciation expense is the cost of using the machine during this period—that is, the amount of the expenditure on the machine that can be charged as an expense during this period. The depreciation expense of $4,800 might be considered in the cost of sales.

But not the whole amount. The machine was used to manufacture 41,000 widgets, and we sold only 36,500. 36,500 is about 89 percent of 41,000. The cost of sales for this period should include only about 89 percent of the depreciation charge of $4,800. This is about $4,272. What happens to the other $528?

It would be stored in the cost of finished goods in inventory. The cost of the finished goods in inventory would be increased by the $528. When those goods were sold, that cost would become a cost of sales for that period.

To simplify things, we did not do things this way on the balance sheet exercises. We will treat depreciation as an operating expense on this initial income statement exercise.

There is no end to the complications involved with cost of sales. Obviously the widget machine occupied space that was rented. So a portion of the rent should be charged to the cost of manufacturing the widgets. This cost would also go into inventory. The cost would move into cost of sales when the widgets were sold.

Someone had to operate the widget machine. The operator’s salary should also be included as a cost of making the widgets. And so on. Accountants have developed various ways of determining when to stop assigning expenses to the cost of sales. These tend to be arbitrary. Find out the system that is used in the company you are concerned with.

There is even a special branch of accounting that focuses closely on the allocation of costs to units of production. It is called cost accounting. We will not cover cost accounting in this book. If you are in a manufacturing business of any size, you will probably get involved in cost accounting. Get one of the many books on this topic, or consult with your own cost accounting people.

For our purposes, we will be especially arbitrary and assign only the cost of the raw materials to the cost of sales of the widgets we sold.

The first-year cost of sales will then be $146,000.

The gross profit can be calculated easily. It is sales minus cost of sales. In Acme’s first year, it is $292,000 minus $146,000. This equals a gross profit of $146,000.

Now let’s get the operating expenses for the first year. Because we did not put depreciation into the cost of sales, we will treat it as an operating expense during this period.

Go through your worksheet and identify the other transactions that need to be recorded as expenses for this period of operations. I come up with rent, salaries, office expenses, advertising, and depreciation. The total of operating expenses is $125,200 according to my calculations. What do you come up with?

Did all these expenses involve cash outlays during the period? Of the $125,200 in expenses, how much actual cash was spent during the year?

Now let’s calculate the operating profit. This is gross profit minus operating expenses. $146,000 minus $125,200 equals an operating profit of $20,800.

Our effective tax rate on this low income was set at 15 percent, and we came up with $3,120 owed in income taxes. Of course, we won’t pay these taxes until several months after the end of the year.

The net profit after taxes is the operating profit minus income taxes. $20,800 minus $3,120 equals net profit after taxes of $17,680.

We can check back to see if that figure is correct. Look at the first-year balance sheet. What are the retained earnings? We have said that retained earnings are the net profit after taxes minus any dividends paid. We paid no dividends. So the retained earnings for the first year should be the same as the net profit after taxes for the first year. Are they?

Figure 6.3 puts the Acme Widget first-year income statement into a proper format.
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Figure 6.3 Acme Widget Company Income Statement for Year One

More on Cost of Sales

Cost of sales is complicated. Some companies don’t even have it on their income statement—not because it’s too complicated, but because what they sell has no identifiable unit cost.

Some companies sell personal service—the time and expertise of their staff. These include accounting firms, law firms, consulting companies, research labs, and medical clinics. Such companies have no real cost of sales. The income statement would show sales and operating expenses.

Other kinds of companies also have little or no cost of sales. In an indoor tennis club, the product being sold is time on the courts. The construction cost of the courts is depreciated. There are expenditures for lighting, heat, maintenance, and so on. But these costs normally are not considered costs of sales. Most indoor tennis clubs show a cost of sales for only their food and beverage operations and pro shops. The sale of court time has no cost of sales. Golf clubs, ski areas, campgrounds, and many other kinds of recreational facilities whose main “product” is time at the facility normally do not show any cost of sales for the sale of time.

Many kinds of companies buy finished goods to sell. Wholesale and retail companies normally purchase finished products. It is relatively easy for them to calculate the cost of sales. It is the cost of the finished products that have been sold during the period. (Is the cost of transporting the finished product from the manufacturer to the company a cost of sales? It is often treated as such. But some companies call this transportation cost an operating expense.)

In companies that manufacture their own products to sell, computing the cost of sales is more difficult. The raw materials, the depreciation of the machinery, the salaries of the workers who run the machines and handle the products through production, the cost of the space occupied in production, and so forth are allocated to each unit produced. Then, when the unit is sold, the costs attached to that unit go out of inventory and into cost of sales.

The flow chart shown in Figure 6.4 may help make this process somewhat less murky.
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Figure 6.4 The computation of cost of sales

You can see that the income statement is affected at only one point on this flow chart.

In many companies it is impractical to keep track of each individual unit of inventory that is flowing through. Cost of sales is computed from this formula:

Beginning inventory plus

Purchases equals

Total inventory available minus

Ending inventory equals

Cost of sales

Let’s apply this formula to Acme Widget. The beginning inventory was zero. Purchases during the year were $180,000 of raw materials. (Again, we are simplifying by considering only raw materials.) Thus, total inventory available was $180,000. The ending inventory (see the year one balance sheet) was $34,000. Subtract that from the total inventory available. Does the resulting figure give you the cost of sales that is shown on the year one income statement?

This is a very useful formula. Let’s put it into algebraic form and then see what else we can do with it:

B + P – E = C

where

B = beginning inventory

P = purchases

E = ending inventory

C = cost of sales

This formula can then be solved for any unknown. If you know any three of the numbers, you can easily calculate the fourth.

Suppose you want to know how many dollars worth of purchases were made during the period. Your balance sheet shows the beginning inventory and the ending inventory. The income statement shows the cost of sales. You know three of the numbers in the formula. Now you can easily figure out the dollar amount of purchases.

Suppose your boss tells you to not let the ending inventory be any more than the beginning inventory. How much can you spend on purchases? Well, you already know two of the figures. Beginning inventory and ending inventory will be the same. It is obvious from the formula that your purchases must be exactly the same as your cost of sales.

What do you do if you want to reduce your ending inventory? Look at the formula. I find it useful to change it around so that B + P – E = C becomes B + P – C = E. Then I can focus on the quantity that concerns me—in this case, ending inventory. To reduce ending inventory, you must reduce purchases or increase cost of sales or both. The cost of sales can be increased only by increasing sales. To reduce inventory, sell more, purchase less, or do both. The formula will help you see these relationships and plan what must be done to accomplish the desired results.

This formula is a useful tool in planning, budgeting, and analysis.

Nonoperating Income and Expense

Most income statements add another entry. Sometimes it is two entries—nonoperating income and nonoperating expense.

Not all income or expense comes as a result of the company’s regular operations. Such nonoperating income or expense is entered below the operating profit and prior to income taxes on the income statement.

What are some examples of these nonoperating items? If a company has excess space, it may rent out some of it. If the company is not in the regular business of renting space, the rental income would be nonoperating income.

Anytime a company pays interest on borrowed money, this is a nonoperating expense. If a company earns interest by investing cash it doesn’t need for working capital in marketable securities, the interest earned is nonoperating income.

Significant entries in either the nonoperating income or expense area need to be investigated and analyzed. They may indicate problems.

Sometimes income statements show an entry below the operating profit labeled Extraordinary Item or something similar. Dive for the footnotes as soon as you see such an entry. The footnotes should explain what it is.

An extraordinary gain often results from a company selling off assets—disposing of a division or selling land or buildings or other fixed assets. If the extraordinary item is a loss, it is often the result of closing down a losing operation and recognizing all the bad receivables, bad inventory, and other overvalued assets that must be written down or written off. When companies plan to lay off workers, they will have severance pay and other obligations. These payments will likely occur in the future, but they are put on the books at the time of the decision.

Acme Widget’s Second-Year Income Statement

Now it is time to construct the income statement for the second year of Acme’s operations. This will be a comparative income statement. We will compare year one with year two. We will also calculate the percentages of sales for the various items to assist in analysis. Use the format shown in Figure 6.5.
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Figure 6.5 Acme Widget Company Comparative Income Statement for Year Two

Go back to the balance sheet worksheet for year two. Use your own or the one in Appendix A. This worksheet shows all the transactions that affect the income statement.

It also shows a number of transactions that affect only the balance sheet. As the first step in preparing the income statement, prepare an income statement worksheet.

Your income statement worksheet should contain each of the headings that will appear on the income statement. Now go through the balance sheet worksheet. Look at each entry. Decide whether it affects the income statement or only the balance sheet.

If the entry affects the income statement, put the entry that you will make under the appropriate heading on your worksheet. When you have finished, you can add up the entries under each heading. Then transfer the totals to the income statement.

For the second year, we will continue using the cost of the widget raw materials in cost of sales. We will not consider the machine operator’s salary, the rental of the space occupied by the widget machine, machine depreciation, and other costs as part of the cost of sales. We will treat these expenditures as operating expenses. (Be careful. In the second year, the cost of sales must include some entries other than just the cost of the raw materials used in making the widgets that are sold.)

To calculate the Acme Widget cost of sales, use the formula B + P – E = C.

When you use this formula, it should be clear what other entries will go into cost of sales in addition to the cost of the raw materials needed to manufacture the widgets sold.

Go to it.

The net profit after taxes of Acme Widget’s second year of operations is $91,925. If that is not the answer you got, go back over your figures, because you have made a mistake. Dig until you find it.

When you feel confident that you have everything just right, you can check your income statement against mine. See Appendix A.

Reconciliation of Retained Earnings

Beneath many income statements is a section titled Reconciliation of Retained Earnings. The purpose of this section is to tie together the income statement and the balance sheet. Sometimes the information is shown in a separate Statement of Retained Earnings. Figure 6.6 shows Acme Widget’s reconciliation of retained earnings for years one and two.
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Table 6.6 Reconciliation of Retained Earnings

This statement is self-explanatory. The net profit after taxes for the current period is added to the retained earnings at the end of the previous period. Any dividends paid during the current period are subtracted. What remains are the retained earnings at the end of the year. The number on this statement must be the same as the number shown on the balance sheet, or there is a big problem somewhere.

Analyzing Income Statements

There are several ways to analyze the component parts of an income statement:

• Comparison with the previous period—dollar comparison. This analysis method looks at the dollars and compares. Look at the comparative income statement for Acme Widget. (Use your own or the one in Appendix A.) You can see that sales increased by $332,000, operating expenses increased by $39,520, net profit after taxes increased by $74,245, and so on.

• Comparison with the previous period—percent comparison. The Acme Widget comparative income statement shows what percentage of sales each item is. For example, gross profit in year one was 50.0% of sales. In year two it declined to 49.2% of sales. Why?

• Percentage change from the previous period. Acme Widget sales went up by 113.7% from year one to year two. At the same time, salaries went up by 35.0%.

No one method is necessarily best in all circumstances. You will want to try different methods of analysis to find out what is most meaningful to you in the particular circumstances.

In general, I find that looking at the dollar increase or percentage increase (or decrease) is most useful for sales. Then the other items can be looked at as a percentage of sales. As sales increase, it is desirable that many items represent a smaller percentage of sales. This is because many costs are relatively fixed. As sales increase, the costs won’t increase, or they will increase at a much slower rate. When cost of sales or operating expense items increase at a faster rate than the increase in sales, something is usually wrong. It is likely that too much is being spent to generate the additional sales. Trouble is on the horizon.

Another factor in analysis is deciding what previous period to compare with. If the income statement is for one month, it can be compared with the previous month. Or it can be compared with the same month in the previous year.

In businesses with a consistent and even pattern of operations, comparison with the previous period may be satisfactory. For seasonal businesses, make comparisons with the same period in the previous year. It would not make sense to compare the December sales of Christmas trees with the November sales. It is meaningful to compare this December with last December, assuming conditions are similar.

Comparisons can be made against averages of several previous periods—say, against the average for the past five years. Other standards can be chosen against which to make comparisons for purposes of analysis.

I strongly believe in comparing actual results with planned results. How well did you do compared with what you planned to do?

Actual versus budget is probably the most useful comparison. It is especially helpful in analyzing operations. If things have not turned out as planned, what went wrong? What can be done about it? Perhaps plans need to be changed to take into account changed circumstances. Or perhaps operations must be altered to get in line with the plan. Having a plan is a very important aspect of business success. Comparing actual operations with the plan is a very important method of identifying business problems.

Look at the Acme Widget income statements. Get out your calculator so that you can figure out percentage changes, items as a percentage of sales, and so forth. What good trends or indications do you see? What warning signals do you see? What areas would you especially watch in future income statements?

Complicating Cost of Sales

The Acme Widget operations for year two contain a number of complications in computing cost of sales. We used only the cost of the raw materials in the widgets to compute cost of sales. This is simple. It is also wrong.

The $33,600 we paid a worker to run the widget machine should be considered in cost of sales too. But wait. The widget machine operator made 80,000 widgets, and we sold only 78,000. We can’t charge the entire salary to cost of sales.

Let’s divide the machine operator’s salary by the number of widgets manufactured. $33,600 ÷ 80,000 = $0.42. The salary cost per widget was 42 cents. The cost of sales of 78,000 widgets should contain a cost of 78,000 × $0.42 = $32,760.

The cost of sales would now be $312,000 for the raw materials (at $4.00 of raw materials for each widget) plus $32,760 for a total of $344,760.

The machine operator’s salary was $33,600. Cost of sales includes only $32,760. What happens to the other $840?

This salary expenditure is tied to the additional widgets that were manufactured but not sold. These 2,000 widgets went into the inventory. We expect to sell them in future periods. Included in the inventory are the raw materials in these widgets and the salary cost assigned to each one. Thus, $840 in salary is stored in the inventory. It will come to the income statement as a cost of sales in some future period when those widgets come out of inventory and are sold.

In our year two income statement we showed the entire $33,600 salary of the machine operator as an operating expense. Now we have removed the $33,600 from operating expense. This will increase profits.

We put an additional $32,760 into cost of sales. This will reduce profits. But notice that the $840 that is stored in inventory does not appear on the income statement. This makes our profits $840 higher than they would have been under the original way we computed them.

If you want to make investors think well of your company, it may be nice to increase profits by $840.

But you have to pay taxes on the increased profit. So you may not be quite so happy about showing increased profits when you realize that this will result in owing more taxes. In year two, Acme Widget paid 34 percent of its net profit before taxes in income taxes. An additional income of $840 will result in additional taxes of about $286 being owed.

You have paid the entire $33,600 in salary. These changes in cost of sales on the income statement do not affect what actually happened to the cash that came in or went out. But by resulting in more profit, it means that you will have to pay out more cash as taxes.

You can see that the way we compute the cost of sales has an important impact—not just on the score, but also on real dollars.

There are further complications. The depreciation of $4,800 on the widget machine is surely associated with the manufacture of goods for sale. It too can be divided by the 80,000 widgets manufactured. $4,680 will appear in the cost of sales as the depreciation cost assigned to the 78,000 widgets sold. The remaining $120 will be assigned to widgets in inventory.

Year two profits will increase by $120 as a result. And additional income tax will be owed.

What about the space occupied by the raw materials, the machine, and the finished goods? Shouldn’t rent or building depreciation also be assigned to widgets and go into either inventory or cost of sales?

In a large and complex manufacturing operation, a large number of various costs can be assigned to units, go into inventory, and then appear as cost of sales when the units are sold. Accountants and the IRS have general principles and regulations that help guide the assignment of costs.

Many managers want to minimize their tax liability. They want to have as many costs show up as current expenses as possible. They don’t want costs stored in inventory when they have already paid for the costs.

Some managers try to store as much cost as possible in inventory so that profits will be larger and more impressive. The desires of these different managers are tempered by what their auditors and the tax authorities will allow. In any case, all insist on consistency. Whatever policies are followed should be followed consistently. It is impossible to analyze income statements or balance sheets if they do not follow consistent methods of handling transactions.

Figure 6.7 helps clarify some of the complications of the flow of cost of sales.
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Figure 6.7 Complications affecting the cost of sales

Only the cost of sales appears on the income statement. All the transactions and activities that are shown above cost of sales in the chart affect the balance sheet.

Summary of the Income Statement

It is now time to summarize what has been presented on the income statement. This chapter has been considerably shorter than the chapters on the balance sheet. Yet most managers spend almost all their time looking at income statements—budgeted or actual.

You have seen that many transactions affect the balance sheet but do not appear on the income statement until later—perhaps much later. Exclusive attention to the income statement may not be wise.

The income statement (or profit and loss statement, operating statement, statement of earnings, or something else) summarizes the results of a company’s operations over a period of time—usually a month, a quarter, or a year.

A typical income statement is divided into the sections shown in Figure 6.8.
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Figure 6.8 A Typical Income Statement

Few of the numbers on an income statement represent actual cash in or out. Sales are often accounts receivable with the cash collected later (if at all). Some of the goods sold may be returned in future periods.

The cost of sales reflects many expenditures that were made earlier, when goods were purchased or manufactured. Many other purchases will not be paid for until later.

Some operating expenses are prepaid expenses where the cash went out in a previous period. Many operating expenses are represented by accounts payable or accruals. The actual cash will go out later than when the expense is shown on the income statement.

Income taxes are usually payable later. Certainly the net profit after taxes is not spendable cash.

The sales shown on an income statement are recorded during the accounting period, less any returns or sales adjustments during that period.

The cost of sales (or cost of goods sold) includes all costs directly associated with the items that were sold. Which actual costs are included in the cost of sales is a complex matter. Judgment is involved. Consistency is essential.

Expenditures on goods to be sold are first recorded in the inventory on the balance sheet. Then they move out of the inventory into the cost of sales when a sale is made.

Cost of sales for companies with large inventories of many items can be calculated by this formula:

B + P – E = C

where

B = beginning inventory

P = purchases

E = ending inventory

C = cost of sales

This formula can be used to arrive at purchases or inventory status as well as cost of sales.

Companies that sell personal services or time at their facilities often have no cost of sales on their income statements.

Operating expenses include all the expenses incurred to operate the business during the period. Some of these are noncash expenses, such as depreciation and write-offs. Others are prepaid expenses, such as rent paid in advance. Still other operating expenses will result in future expenditures, such as salaries or purchases to be paid for in the future.

Nonoperating income results from revenues that are not associated with a company’s normal operations (such as interest earned on investments of idle cash).

Nonoperating expenses result from expenditures not associated with a company’s normal operations (such as interest paid on borrowed money).

Income taxes are due on the net profit before taxes. Net profit and the income taxes due on the profit can be increased or decreased according to how various transactions are handled on the balance sheet and income statement. Taxes are usually paid after the period covered by the income statement.

Net profit after taxes (or whatever it is called) is the bottom line. It is a score—perhaps the most important score in the business game. At least, it is the score that is most often referred to. But it is only a score. It does not represent spendable cash. The actual cash available may be much more or much less than the bottom-line profit figure shows.

Financial reports usually contain a reconciliation or statement of retained earnings. This shows how retained earnings at the beginning of the year have been increased during the year by net profit after taxes and have been decreased by dividends paid. The retained earnings shown for the end of the year are the same as the figure shown in retained earnings on the balance sheet.

Income statements are usually analyzed by comparing figures for the current period with budgeted figures or with figures from a comparable previous period. Comparisons can be made in terms of dollars or percentage changes, or by looking at various items as a percentage of sales.

The income statement is the primary format for budgeting. The income statement, or portions of it, most often is sent to managers of departments, divisions, and other subunits of companies. It is important to understand how an income statement is put together. It is important to understand what it shows and what it doesn’t show. If you are still unclear about aspects of the income statement, skim through this chapter again. Practice with income statements available from other sources. Experience and practice will enable you to deal confidently and successfully with income statements.


7. Return on Investment (ROI)

There are many ways to measure a company’s success. The contribution a company makes to society or human progress is one measure of success or failure. Another measure is the satisfaction and happiness of a company’s customers or employees.

But in business the score is kept in dollars. We are concerned here with financial measures of success or failure. A company that serves society, satisfies its customers, and makes its employees happy—and loses money—will soon be out of business. The best kind of company is one that can do good in the world at the same time it makes money.

The simplest measure of financial success is the bottom line—net profit after taxes. A company with large net profits after taxes is successful. A company with a loss is a failure. This is straightforward but too simple.

Long ago, managers and investors began to question this simple bottom-line approach. They asked, “What if Company A has an investment of $1 million and Company B has an investment of $2 million, and both companies produce the same net profit after taxes? Are they equally successful?”

The answer was no. Company B needed twice as much investment to produce the same profit or return as Company A. Therefore, it was much less successful than Company A.

The concept of return on investment (ROI) was developed. Companies and their managers came to be measured by how much profit they could generate in relation to the investment they had to work with.

Another important consideration made return on investment a valuable measure.

If an investor could put his funds in safe U. S. government bonds, he would have a return on these funds and almost no risk of loss. If the investor were to put these funds into a business with risk, naturally he would expect a higher return. The higher the risk of loss, the higher the return the investor would expect. Return on investment thus became a method of comparing alternative uses of money.

The investors in Acme Widget put $120,000 into the company. At current interest rates, they could earn about $3,600 a year from very safe government bonds. They could get a return of perhaps $6,000 a year from the bonds of large, well-established companies. Presumably, the investors in Acme expect to do better than this. A new company, especially in the widget industry, can be a risky venture. The possibility that everything will be lost is significant. Because of the risk of loss, the possibility of return must be high.

Another factor favors measurement by return on investment. When all the attention is focused on the income statement’s bottom line, a company can get into serious trouble. Remember, profits aren’t cash. But it can take a lot of cash to buy inventory and fixed assets. If customers pay slowly, a lot of cash can be tied up in accounts receivable. Assets can soak up all available cash—and more—while a company’s net profit after taxes looks great. Then one day the company can’t pay its bills, and it goes bankrupt or is taken over by someone else.

So managers must control the investment at the same time they work to produce profits. Return on investment measurements help keep everybody looking at both profits and investment.

ROI can be computed in a number of ways. We will discuss five main ones:

• Return on equity (ROE)

• Return on invested capital (ROIC)

• Return on assets used (ROAU)

• Cash-on-cash return

• Discounted cash flow or present value method

The numbers shown in Figure 7.1 repeat the key numbers from the Acme Widget financial reports that will be needed to compute return on investment.
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Figure 7.1 Computing ROI

Return on Equity (ROE)

Return on equity shows the amount of profits as a percentage of the owner’s investment, net worth, or equity. Return in the ROE formula is net profit after taxes. Equity is net worth or total capital. The formula is as follows:
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A complication with this and other return on investment formulas must be resolved. When is the investment measured? Is it the investment at the beginning of the accounting period? The investment at the end of the period? Or the average investment during the period? Each of these choices has somewhat different consequences. In relatively stable situations, it really does not matter which is used, as long as comparisons are made on a consistent basis. The examples in this chapter use the investment at year-end.

Acme Widget Return on Equity:
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Recent industry figures show that the average ROE runs about 12 to 15 percent. You can see that Acme Widget looks like a very good business. (I apologize for having such a high return. When I began constructing the Acme Widget example some chapters back, I did not plan ahead to the return on investment chapter. I would be much happier if these examples were more in the normal business range. But at least you will see how the return on investment is calculated, even if the results are hardly typical of industry in general.)

Return on equity is a good measure of company performance when most of the investment in the company is in the form of equity or when the analysis is being done for the owners.

Return on Invested Capital (ROIC)

Return on invested capital shows the return on the total investment in a company. Return in the ROIC formula is net profit after taxes plus interest paid on long-term debt. Investment is the equity plus any long-term debt or liabilities. Because the interest paid on long-term debt is a return on that investment, it must be added back to net profit after taxes to get the total return on invested capital, which includes both equity and long-term debt. The formula is as follows:
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The Acme Widget return on invested capital works out like this:
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(Because Acme Widget had no long-term debt in year one, the ROIC is exactly the same as the ROE.)
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This measure gives a lower return on investment for year two than does the return on equity measure. With average industry return on invested capital running at about 9 percent, it again appears that Acme Widget is doing a fantastic job. (And the author, less than fantastic.)

In this measure of ROIC, the problem of timing the investment is more serious. Acme’s year two beginning invested capital was $97,680. At midyear the owners invested an additional $40,000 in capital, and additional long-term debt of $80,000 was taken on. Retained earnings increased during the year. This made the ending invested capital $297,605. Average invested capital would be $197,643.

The ROIC for Acme Widget would depend on the time period chosen for invested capital measurement. And because the interest ran for only the second half of the year, that complicates ROIC.

Return on invested capital generally is a more satisfactory method of analysis than return on equity. Most companies have some long-term liabilities. For many companies, this debt represents a major portion of the investment. ROIC gives a much more meaningful indication of how well the management is using its total resources to produce profit.

Return on Assets Used (ROAU)

Return on assets used is most useful for measuring the performance of divisions of companies where the divisions have little or no control over liabilities or capital.

In most multidivision companies the corporate headquarters raises the funds and allocates them to the division. Corporate headquarters often decides when to pay off liabilities. The division cannot control all of its investment.

Because corporate headquarters is responsible for borrowing funds and paying the interest, and because income taxes usually are paid on the total corporate results rather than on a single division, the division cannot really control its net profit after taxes.

In the ROAU formula, return is operating profit. Investment includes all those assets used to generate a profit. In many corporations the corporate treasurer controls cash and marketable securities. So these usually are not included among the assets the division uses. The selection of what items to include in an ROAU formula is arbitrary. The basic principle is to include all profits directly attributable to the division and all assets that the division uses to produce its profits.

The general formula is as follows:
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Let’s apply this formula to the Acme Widget Company. I don’t include cash or the noncurrent assets in my calculations. (But perhaps the widget machine, a fixed asset, noncurrent, should be included in assets used. How would that affect the ROAU?)

[image: Image]

As you can see, the return on investment is quite different with different formulas. ROE gives a different figure than ROIC, which is different from ROAU. Any of the formulas can be useful. You need to decide which is best for you in the particular circumstances. Then you must apply the formula consistently. Do it the same way for each year. The trend or changes from year to year will be the important information.

ROE, ROIC, and ROAU are methods usually used to analyze past performance. The methods discussed next usually are used to analyze future possibilities.

Cash-on-Cash Return

This method of analyzing results typically is used in real estate deals or anywhere else where cash return on cash investment is the important yardstick.

In calculating cash-on-cash return, the return is the cash actually generated by the operation. This may bear little relation to the profit reported.

The investment is the actual cash invested. Cash-on-cash return says, “We put so many dollars of cash into this deal. How many dollars are we getting out?”

We will not calculate the cash-on-cash return for Acme Widget. You can do so if you wish. But you will run into a problem. What is the cash return? Is it the cash actually taken out of the business ($12,000 in dividends during year two)? Or is it the cash that might have been taken out if we wanted to strip all the cash out of the company?

Cash-on-cash return is not suited to analyzing an operation such as Acme Widget or most other ongoing businesses like this. It is much better for real estate operations where money flows out to the owners and generally is not retained in the business as working capital. When money is put into inventory, tied up in accounts receivable, and so forth, it is difficult to figure cash-on-cash return so that it means something.

Still, cash-on-cash return can be a good way to analyze potential investment opportunities. An investor does eventually expect to get cash back for the cash invested.

For example, Acme invested $6,000 to obtain a patent license. How much extra cash will be generated by this investment of $6,000? If the investment will result in a return of $240 a year (a 4.0 percent return on investment), it is probably better to put the money somewhere else.

On the other hand, if the cash return will be $900 a year (a 15 percent return on investment), it might be a good investment.

Cash-on-cash return can be used to compare alternative proposals or to evaluate future projects and opportunities.

Payback Method

The payback method of analysis is not strictly a return on investment measurement. Nevertheless, this is as good a place as any to mention it.

The payback method asks how long it will take to get the money back that is invested in a project. The answer is usually given in years. If a project will pay back its investment in five years, it has a five-year payback. A five-year payback is better than a ten-year payback, all other things being equal.

Discounted Cash Flow or Present Value Method

Comparing projects or evaluating future projects by the methods we have been discussing has two important problems:

• Few projects, deals, or businesses have the same profit or return each year. Often money is lost in the early years. Then the breakeven point is reached. After a period of time, profits begin to come in. These profits often fluctuate. This uneven return makes it hard to calculate a return on investment over a period of time. How are loss years balanced against profit years?

• A dollar in hand today is worth more than a dollar available in the future. Inflation may reduce the value of the future dollar. A dollar available today can be invested in a savings account, government securities, or elsewhere and earn a return each year. A dollar available five years in the future cannot earn any return for five years. How do you balance the value of present dollars against the value of future dollars?

The discounted cash flow or present value method of analysis was devised to deal with uneven flows of funds in and out and with the fact that dollars available in the future are worth less than dollars available now.

Figure 7.2 shows what one dollar, invested at 5 percent interest, will be worth in five years.

[image: Image]

Figure 7.2 The Worth of $1.00 in Five Years

At the end of five years, $1.00 will have grown to $1.28 (rounded up) at 5 percent interest compounded annually.

Therefore, a dollar in hand today can earn 28 cents over five years. A dollar five years from now is just a dollar. So a dollar today is worth 28 cents more than a dollar available in five years, if we use the 5 percent rate of interest. At 10 percent compounded annually, a dollar today is worth 61 cents more than a dollar available in five years. At a 14 percent rate of interest, a dollar can be doubled in five years.

In using the discounted cash flow or present value method, the question is usually turned around. It asks, “What will a dollar received in the future be worth today?”

Look at Figure 7.3. This is a section of a table found in many accounting and business mathematics books. It is also reproduced in greater detail in Appendix B. It is called a present value table. It shows the present value of a dollar received at some future time.
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Figure 7.3 The Present Value of $1.00

Analysis by the present value method requires the use of a present value table (or a calculator that can compute present value).

Take a look at the present value tables in Appendix B. You will see that they show many interest rate percentages and many years.

In the table, find the column labeled “10%.” Go down to the row for five years in the future. There you can see that at 10 percent interest, a dollar received five years in the future has a value of $0.6209 today. To put it another way, $0.6209 invested today at 10 percent interest compounded annually will grow to $1.00 after five years.

We said a moment ago that a dollar in hand today would be $1.61 in five years at 10 percent. Let’s check this out. Multiply $1.61 by the present value at the five-year 10 percent intersection.

$1.61 × .6209 = $1.00 (rounded up)

Let’s do some exercises with this table. If you are to get $1,000 in four years, what amount of money today would be its equivalent if you invested in a 5 percent bond?

formula: $1,000 × .8227 = ?

Your business is making a cash-on-cash return of 12 percent. You can invest $8,000 in a special deal that will pay off in just two years. How much will the deal need to pay off to equal your usual 12 percent return?

Is this a good deal if you get back $9,600 after two years? After all, $9,600 is a gain of $1,600 on your investment of $8,000—a return on investment of 20 percent. Isn’t this 20 percent return much better than the 12 percent you want? Not over two years. Figure 7.4 demonstrates.
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Figure 7.4 12 Percent Return on $8,000

The total two-year gain is $2,035.20. This is a return of better than 25 percent. You can see that it is better to get 12 percent a year compounded than the return of 20 percent after two years.

You will get more practice in using the present value table in the following examples. The discounted cash flow or present value method uses the present value table to evaluate plans for the future. Here is one case.

Don Baker, owner of Midwest Widgets, comes to us. He would like to sell his small company and retire. He asks if we are interested. We ask for some information. Then we make a projection.

Baker wants $324,000 for his company. He says he will take $96,000 down and the remainder over the next three years—three annual installments paid at year-end, with interest of 7 percent on the unpaid balance. We would have to pay Baker the amounts shown in Figure 7.5.
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Figure 7.5 Annual Payments to Buy Midwest Widgets

Midwest Widgets has been making money. Last year’s net profit after taxes was $44,000. The business has been stable over the past several years.

When Baker retires, his salary of $84,000 a year will end. But we will need to hire an assistant to handle the extra business that the merger of Midwest into Acme will bring. We expect to pay the assistant $40,000 a year. So we save $44,000 a year in salary costs, before taxes.

With our better production control and selling effort, we expect to increase sales with little increase in expenses. So the acquisition of Midwest will add to the Acme profits. Our best guess is that the additional net profit after taxes will be as shown in Figure 7.6.
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Figure 7.6 Additional Net Profit After Taxes

Over five years we will have paid $355,920 to acquire Midwest Widgets, and we will have made a return of $400,000. The return will be $44,080 more than the investment. The return on investment will be 12.4 percent. Is it a good deal or not?

Let’s see.

We will make a table that brings all the investment and all the return down to present value. This takes care of the fact that the investment and return are made over a period of time and at varying amounts. By reducing everything to its present value, we eliminate the effect of timing differences.

We must make a decision. At what percentage shall we calculate present value? This is a critical question. If you compare this deal with investing in a bond at 5 percent interest, present value should be computed at 5 percent.

As you know, Acme Widget has been making a very high return on investment. But we have decided to see if the Midwest Widgets deal is a good deal at a 10 percent rate. If it isn’t any good at 10 percent, it won’t be any good at a higher rate. If it’s OK at 10 percent, perhaps we will want to compute the present values at, say, the 15 percent rate. At some rate it will cease being a good deal. Let’s set up the table based on 10 percent. We construct Figure 7.7 to analyze this deal using the present value method.
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Figure 7.7 Using the Present Value Method

The table has two sides—investment and return. (Or it might be cash put in/cash taken out, or something similar.) The years are shown at the left. We start with zero because the $96,000 down payment is made at the very beginning. “1” means the end of year one, and so forth.

Under Investment we show the actual amount paid for each period. Under Return we show the actual amount received for each period. These actual amounts are multiplied by the present value factor. (Taken from the present value table, years one through five at 10 percent.) The result of this multiplication is the present value of each amount invested or returned.

Ignoring present value, you can see that the return is greater than the investment. So is it a good deal?

When we add up the present values, we see that the total present value of the investment exceeds the total present value of the return—over a five-year period at 10 percent. This indicates that the deal proposed by Don Baker is not a good one.

For this to be a good deal—at a 10 percent rate over five years—we need to reduce the amount we pay to Baker or increase the net profit after taxes we make. It is a reasonably simple matter to try different numbers to determine what would be a good deal.

This calculation is based on three critical assumptions:

• The amount of return or net profit after taxes we can get each year. Our estimate or projection could be way off. We might sell a lot more or find more savings. But any assumption about future profits must be reasonable and conservative.

• The length of time we are willing to consider for this deal. Five years is a very short time for a dam or nuclear power plant. It is a long time for a fashion or fad business. The number of years over which the present value is calculated must be reasonable and conservative.

• The rate we will use to compute present value. If we had idle funds that could earn no better than 5 percent, perhaps a 10 percent rate is too high. If we can earn 20 percent investing the money somewhere else, a 10 percent rate is too low. The rate chosen must be reasonable. Different rates can be tried.

These assumptions about future profits, time, and rate must be made carefully. In our Don Baker Acme Widget example, we could make this seem like a good deal or a bad deal by changing the assumptions:

• If we assume fewer profits, the deal is lousy. If we assume more profits, the deal could be good.

• If we consider the deal over ten years, it will be good for us. Over three years, it doesn’t look so good.

• If we are satisfied to get a 5 percent return, this is a favorable deal. If we need 10 percent or more, this deal won’t be to our advantage.

Let’s set up another problem. You can make your own assumptions, set up your own table, and calculate the present values to see if it is a good deal.

Acme Widget customers have begun asking for special fluted widgets. This may be just a fad, but the first inquiry came to us almost two years ago. Now a lot of customers are asking for them.

It takes a special machine to make fluted widgets, and it costs $72,000. The machine maker demands payment on delivery.

We will have to hire a widget machine operator to run the new fluted widget machine. The operator will cost $36,000 a year in salary. We have space in which to put the machine without any increase in that cost. We will disregard the costs of power, maintenance, and so on.

Fluted widgets use $4.40 worth of raw materials. The machine can turn out 25,000 fluted widgets a year.

Our regular widgets sell for $8.00 each. Competitors’ fluted widgets usually sell for $9.20 to $10.00 each. We plan to sell ours for $9.50 each. Our rough market research indicates that we might sell from 12,000 to 30,000 fluted widgets a year. Somewhere in between these extremes lies the likely sales.

Acme Widget has excess cash. This cash is currently invested in securities that pay interest of 4 percent. But we need to have on hand the cash now invested in securities to buy the machine. Our regular widget business provides a much better return than 4 percent. Eventually, we may want to expand our regular widget business. If so, we will need more money to finance the growth of working capital. The fluted widget business may be an immediate business growth opportunity.

Should we go into the fluted widget business?

First, you must make your assumptions:

• Profit. How many widgets can you sell? At what price? When you figure this out, subtract 55 cents for each widget sold to cover variable operating expenses—sales commissions, order fulfillment costs, shipping expense, and so forth.

• Time. For how long a period will you do this analysis? Will fluted widgets be a long-term staple product or a short-term fad? How far into the future do you want to project? Pick a number of years.

• Rate. What rate of return should be used? Is the 4 percent interest that Acme is getting from securities the right rate? Or is a higher rate, more consistent with Acme’s high return on investment, more suitable? You must choose a rate.

After you have made these assumptions, set up your table. Use a format like the one shown in Figure 7.8.
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Figure 7.8 Fluted Widget Deal

Enter the amounts into the table. For ease of computation, assume that all cash coming in or going out arrives or leaves at the beginning or ending of a year—even though we know that cash will be flowing in and out all year long.

When you have determined the present value of cash paid out and cash received, determine whether you would recommend that Acme buy a fluted widget machine.

My answer can be found in Appendix A. Don’t look at it until you have done your own computations. Your answer may be quite different from mine. That may be because your assumptions are quite different from mine. As long as you have used the correct method, your answer is as good as mine. All either of us can say is that, based on our assumptions, this is a good deal or a bad deal for Acme Widget.

This has been a brief presentation on the discounted cash flow or present value method of analysis. Entire books are dedicated to this topic if you are interested. But I have found that the amount of information given in this chapter is sufficient for almost all business needs.

One last word. You can see why this is called the present value method. All amounts are brought to their present values. But why is it also called the discounted cash flow method? You can probably guess. The cash flow—in and out—is discounted or reduced in value if it occurs in the future. The amount by which the cash flow is discounted is determined by the present value table.

Summary

We began this chapter by discussing various methods of measuring return on investment (ROI). Return on investment isn’t the only way to measure a company’s success or value. But it is a far better method than just looking at net profit.

ROI measures the profit a company generates from the resources it has to work with. ROI is a measure that encourages managers to manage both profits (the income statement) and assets and liabilities (the balance sheet). Problems in either area can be signaled by ROI measures.

We discussed three main ROI measures:
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Return on equity (ROE) is a good measure when the owners are concerned about the return on their own investment. Return on invested capital (ROIC) is a good measure of the return generated by the total investment in a business. It is especially important to use ROIC when a company has heavy debt as part of its long-term investment. Return on assets used (ROAU) is a good measure for divisions where liability management and cash control are in the hands of corporate headquarters.

Any ROI measure is relative. Different industries have different historical ROIs. The trend of ROI is usually more significant than the absolute percentage for a year.

We mentioned cash-on-cash return as a method of evaluating deals where cash going in versus cash coming out is the crucial concern. Cash-on-cash return is especially suited for real estate deals or for deals where profits do not need to be reinvested in working capital growth.

The payback method is used principally to evaluate new projects. It asks, “How long will it take to get back the money we will invest in this project?”

Because a dollar in hand today is worth more than a dollar received in the future, we discussed the discounted cash flow or present value method of analysis. Using this method to evaluate acquisitions, projects, purchases, or operations requires making three assumptions:

• What will the results be? (profit projection)

• Over how long a time do we measure? (time frame)

• What rate of return are we satisfied to have? (interest percent)

With these three assumptions in hand, plus a present value table and a calculator, we can make a sophisticated measurement of whether something is a good opportunity.

Other methods of measurement and analysis exist. You can study this topic further if you care to. The methods we have discussed will serve most purposes. Let me stress this in closing the chapter: Any ROI method of analysis is superior to just looking at profits.


8. Changes in Financial Position

The financial reports of public companies usually contain three main items—balance sheet, income statement, and statement of changes in financial position. The purpose of the statement of changes in financial position is to make clear the flow of funds into, through, and out of the company. In the past, this statement was often called a funds flow statement.

We have seen that the balance sheet and income statement do not show the flow of cash and other financial resources very well. It is not always easy to see where the funds came from. It is not always easy to see what they were used for. The statement of changes in financial position attempts to reveal this information.

Basically, this statement shows the changes from one balance sheet to the next. It is structured like this:

Sources of financial resources minus

Uses of financial resources equals

Change in financial position

Financial resources are defined as working capital. Working capital is the reservoir of funds circulated to produce operating profits. Funds are not just cash in the bank. Funds in working capital also include accounts receivable, inventory, and other current assets.

Think of working capital as a circulating reservoir. Inventory is acquired. When it is sold, the funds move from inventory to accounts receivable. When the accounts are collected, the funds move into cash. The cash is used to pay the supplier of the inventory. This reduces cash but also reduces accounts payable so that working capital remains the same.

The statement of changes in financial position first tells us if any financial resources have been added to the working capital reservoir—and where they came from. Was more water put into the reservoir (to use a liquid analogy)?

Then the statement tells if any financial resources were taken away from the working capital reservoir—and where they went. Was any water drained off the reservoir?

The statement of changes in financial position then tells us where the financial resources are located in the reservoir. What is the water level in each part of the reservoir?

The typical statement of changes in financial position uses this format or something like it:

Sources of financial resources or working capital:

Net profit after taxes

Depreciation and other items not requiring the use of working capital during the period (sometimes referred to as noncash expenses)

Total from operations

(These two items—net profit and noncash expenses—provide financial resources from the company’s internal operations. To this are added other sources of financial resources or working capital.)

Sales of fixed assets or other noncurrent assets

Stock issued

Long-term borrowing

Total sources of financial resources or working capital

Uses or application of financial resources or working capital:

Purchase of fixed assets or other noncurrent assets (The use of financial resources to purchase current assets does not change working capital.)

Payment of dividends

Reduction in long-term debt

Purchase of stock

(If a company buys back its own stock, it is using its financial resources to reduce outstanding capital.)

Total uses or application of financial resources or working capital

Net change in working capital

(Recall that sources minus uses equals change.)

Changes in working capital:

(This heading is usually followed by an analysis of the increases and decreases in each item of current assets and current liabilities making up working capital.)

Sources of working capital are profits, sale of noncurrent assets, increases in long-term liabilities, and increases in capital. (Profits may be thought of as a form of increase in capital because they increase retained earnings.)

Uses of working capital are purchases of noncurrent assets, reductions in long-term liabilities, or reductions in capital (through payment of dividends or repurchase of stock).

Let’s turn to the balance sheet and income statement for Acme Widget. We will construct a statement of changes in financial position for year two. This will make things more clear.

Use the statement format shown in Figure 8.1. Fill it in from your own reports or from those in Appendix A.
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Figure 8.1 Acme Widget Company Statement of Changes in Financial Position

The change in working capital should be $78,005. You can check your statement of changes in financial position for Acme Widget against the one in Appendix A. Go back over your figures if your statement does not agree with the version in Appendix A.

What does this statement tell us?

First, it shows that Acme got funds from profits, from issuing stock, and from borrowing. It shows how much came from each source. This can all be deduced from the comparative balance sheet. But it is more clearly revealed here.

The statement shows that a substantial portion of the funds were used to purchase fixed assets—in this case, the building. Dividends were paid. Enough was left over to increase working capital.

The statement shows where the increase in working capital came from. The total increase was $219,645. Some came from profits. Some came from borrowing. Some was financed by an increase in current liabilities. Then the statement shows that $141,640 was used, to purchase fixed assets and pay dividends. The increase in working capital shows that it went up by $78,005.

This statement of changes in financial position will help investors, analysts, and managers see more easily how funds flowed into, through, and out of the company during the year.

Summary

The statement of changes in financial position focuses on working capital as the company’s financial resources reservoir. The statement shows sources of working capital—net profit and noncash expenses (especially depreciation) from operations, sales of noncurrent assets, issuing of stock, and long-term borrowing.

The statement of changes in financial position shows the uses of working capital—to purchase noncurrent assets, to pay dividends, to repurchase stock, and to repay long-term debt. Sources minus uses equals change in working capital.

The statement then analyzes the change in each item of current assets and current liabilities to detail how the change in working capital is applied to the specific items.

The statement of changes in financial position is derived from the balance sheet and income statement. Its purpose is to clarify the flow of funds that brought about changes in the balance sheet.

This statement may be used to plan ahead. But it is not as useful as the cash flow budget, which we will discuss next.


9. Cash Flow Budget

One of the most useful management tools is the cash flow budget. Preparing this budget forces the manager to consider many facets of the operation. The cash flow budget draws on information that affects the balance sheet, income statement, and other reports.

A cash flow statement can be prepared as another kind of financial report. It is not found in the financial reports issued by public companies. It would contain more detail than these companies would care to reveal. A cash flow statement also probably would not be of great use to investors and analysts. It is much more valuable as a management tool.

The statement of changes in financial position tells what happened to the company’s financial resources. In the Acme Widget statement of changes in financial position for year two, we can see that the company increased its cash and marketable securities (almost cash) by $55,040. This may be enough historical information. It gives the score. But this information format is not helpful in planning ahead.

The cash flow budget is much more useful. Let’s see exactly how.

We will look ahead to Acme Widget’s third year. We want to see how the purchase of a fluted widget machine (discussed in Chapter 7) will affect our cash situation.

Making up the cash flow budget requires much thought about the operations. Estimates need to be made. Plans have to be formulated. This kind of thinking is what makes preparing the cash flow budget such a valuable exercise.

I will do most of the estimating and projecting for this cash flow budget. But you will still find much to do. Here are the key estimates and projections for Acme Widget’s third year:

1. Sales of regular widgets will increase to 82,500 units at $8.00 each, resulting in total sales of $660,000. Widget sales are fairly steady throughout the year. Approximately the same number of widgets will be sold each month. However, July and August are vacation months, and sales drop to 80 percent of the average in these months. Sales in September and October, after the vacation season ends, increase to 120 percent of the monthly average.

2. We will order a fluted widget machine at the beginning of the year. It will be delivered in March. The supplier does not extend credit. We will need to pay $72,000 in cash on delivery.

3. On April 1 we will hire an operator for the fluted widget machine. The operator will be paid $3,000 per month ($36,000 annually). Other salaries will continue as they were in year two. The monthly total for the old employees is $10,800. In December, we hope to be able to pay a Christmas bonus—$10,000 to be divided among the employees.

4. Office expenses of $200 per month continue throughout the year. We must pay $533 a month for interest on the mortgage.

5. We will spend $3,000 for advertising in the months of February, May, September, and November. An extra advertising expense of $4,000 will be spent in April to announce our fluted widgets.

6. Fluted widget sales will develop over time. The first two months we have the machine, no fluted widgets will be sold. The sales by month thereafter are estimated as shown in Figure 9.1.
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Figure 9.1 Estimating Sales by Month

7. We decide to try to hold ending inventory to about the level it is at the beginning of the year. To do this, we will need to buy the raw materials for each widget we sell—$4.00 for each regular widget and $4.40 for each fluted widget. In January, we pay the raw material supplier the amount we owe him at the end of year two. Thereafter we order on a monthly basis. The supplier gives us credit. On average, we pay 30 days after we get our monthly order.

8. The tax bill of $47,355 will be due on March 15. (Estimated tax payments due earlier are ignored for this exercise.) In October we hope to pay our shareholders a dividend of 10 cents a share ($12,000).

9. The primary source of cash will be collections from our customers. Our average collection period has been over 70 days. We expect to reduce that to 60 days by vigorous collection efforts and by selling to certain poor accounts for cash only. At the beginning of year three, customers owe us $124,800, less the reserve of $6,000. These accounts represent sales over the last months of year two. We expect to collect 40 percent of these accounts receivable in January.

Another 40 percent should be collected in February, and the remainder will be collected in March. We will begin collecting for the sales made in year three in March (60 days after the sales made in January).

The cash flow budget is shown in Figure 9.2. I have prepared the budget for the first six months of year three. You should fill in the numbers for the last six months.
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Figure 9.2 Acme Widget Company Cash Flow Budget for Year Three

You recognize, of course, that this is a greatly simplified budget. We have ignored such important factors as inflation, increased costs due to the installation of the fluted widget machine, FICA and other employee benefits required by law, and much more. An actual cash flow budget can become quite complicated. (Or it can be simplified by lumping together many items whose effect on the totals will be insignificant.)

Let’s look at the cash flow budget for the first six months. It is clear that Acme has a cash flow problem in March. The payment for the fluted widget machine and the tax payment drain cash in March and put the company in a negative cash position. Net cash flow in April is not enough to make up the deficit. $13,514 additional cash is needed to pay the bills in March. Now you see the purpose of the cash flow budget. It pinpoints cash flow problems. It allows the manager to plan how to deal with the problems.

Acme has to come up with an additional $13,514 in cash to pay all its bills in March. It certainly needs more cash than this. Some money should be in the bank as a cushion or emergency fund. Acme probably should get $20,000 or so. But how?

More stock can be issued. But a more likely source of cash is a bank. How long will Acme need this money? Can it all be paid back before the end of the year?

A banker would certainly want to know. The cash flow budget for the remainder of the year needs to be prepared to show how a loan will be paid back.

Fill in the remaining six months so that there is a full-year cash flow budget. Then answer these questions:

1. Suppose Acme can borrow $20,000 in March for six months at 8 percent annual interest. Will Acme be able to pay off the loan and the interest? Or will a longer loan need to be made?

2. Should Acme put off the purchase of the fluted widget machine until later? If so, when? Or should Acme borrow on a long-term basis in order to purchase the machine? It is possible that a five-year loan at 8 percent annual interest can be obtained to pay for the machine. Interest charges and repayment of principal would require cash over the period of the loan. Is this the way Acme should go? (Is the present value of the profits that the fluted widget machine will generate greater than the loan’s present value?)

3. Can Acme afford to pay dividends? Can it afford to pay the Christmas bonus? Will it need to borrow additional money to make these payments?

You can probably think of other pertinent questions that the Acme managers must face. Working out the answers to these questions will help you appreciate the value of a cash flow budget.

Summary

The cash flow budget is an extremely valuable management tool. It pinpoints the flow of cash into and out of the company. It spotlights potential cash flow problems. It helps determine the best ways of obtaining cash when it will be needed.

The cash flow budget can have various formats. We have used a common one, but not the only possible one. The specific needs of the business and the specific circumstances will determine the format that will best focus on the information needed.

Effective and profitable management is much more likely if attention is paid to a cash flow budget. The balance sheet and the income statement cannot be as helpful in forcing the kind of planning that will avoid the embarrassment of running out of cash. We said earlier that a company can be doing well in sales and profits and still go broke. A cash flow budget can prevent this unfortunate occurrence. For new businesses, it is essential to prepare a cash flow budget.

Figure 9.3 charts the flow of cash into, through, and out of the business. Studying this diagram can help you improve your understanding of cash flow.
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Figure 9.3 Cash flow


10. Other Analysis Ratios and Tools

Previous chapters covered several financial analysis ratios and tools. Among them were working capital, average collection period, inventory turnover, return on equity, return on invested capital, return on assets used, cash-on-cash return, payback, and discounted cash flow method. This next-to-last chapter briefly considers some other ratios or tools used in financial analysis:

• Profit as a percentage of sales

• Breakeven point

• Current ratio

• Acid test or quick ratio

• Debt-equity ratio

• Earnings per share

• Price-earnings ratio

Profit as a Percentage of Sales

Different industries and companies have different historical relationships between profits and sales. Good manufacturing businesses have profits of about 12 to 15 percent of sales. Grocery businesses typically have profits averaging 1 or 2 percent of sales. These figures don’t tell us too much. An extra dollar of sales will produce more profit for IBM than it will for Kroger. What we don’t know is how much additional investment is required to produce an extra dollar of sales. This is where return on investment analysis helps.

For an individual company it is worthwhile to keep track of the historical trend of profits as a percentage of sales. If the trend is down, look for a problem. A shift in the relationship between profits and sales indicates a need for further analysis. By itself, profit as a percentage of sales is not very important.

Breakeven

Breakeven is a very useful concept and tool. Breakeven is the amount of sales where a company has neither a profit nor a loss. One more unit or dollar of sales, and the company will make a profit. One fewer unit or dollar of sales, and the company will suffer a loss.

Let’s compute the Acme Widget breakeven point. First, we will add up all the costs that will not change, no matter how many widgets we sell. These are called fixed costs. (See the Glossary in Chapter 2.) Although no costs are fixed forever, in the short term a number of costs are relatively fixed. In the case of Acme (year two), the fixed costs would include those shown in Figure 10.1.
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Figure 10.1 Fixed Costs

Theoretically, these costs would continue whether or not we sold any widgets. We assume that the advertising outlays, for example, would be spent in anticipation of sales. Salaries paid to the owner-managers would go on. And so forth.

Now we need to consider the costs that will vary with the number of widgets sold. These are called variable costs.

Variable costs will certainly include the cost of sales. We incur a cost of sales only when a sale is made. In our Acme Widget financial reports we have only considered the cost of the raw materials—$4.00 per widget—as a cost of sales.

Is the widget machine operator’s salary fixed or variable? We will treat it as variable. If demand were low, we would lay off the operator. If demand picked up, we would hire another operator for a second shift. The machine operator’s salary results in a variable cost of 43 cents per widget.

We will consider the reserve for bad debts as a variable cost. If sales go up, we will probably need a larger reserve. If the reserve for bad debts is 1 percent of sales, the cost is 8 cents for each widget sold.

For each widget sold at $8.00, we have variable costs of $4.51. This means that we have $3.49 available from the sale of each widget to pay for fixed costs. How many widgets do we have to sell to exactly cover the fixed costs of $132,120?

$132,120 ÷ $3.49 = 37,857 widgets

In other words, we must sell 37,857 widgets, on which we make $3.49 each, just to cover the fixed costs of $132,120.

How much profit does Acme make when we sell the next widget?

What is the Acme loss if one fewer widget is sold?

Figure 10.2 shows the relationship between sales and profits in a breakeven graph.
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Figure 10.2 Breakeven graph

The breakeven point on the graph is where the sales line crosses the fixed-cost line. You can estimate from the graph what profits would be generated by selling, say, 60,000 widgets. See the dotted line that traces up from 60,000 units sold, crosses the fixed-cost line, and then goes across to the dollars line. The profit on sales of 60,000 units is $77,280.

The formula for computing the breakeven point can be stated in this way:

breakeven units = fixed cost ÷ (unit selling price – variable cost per unit)

Breakeven analysis often looks at the number of units required to break even and asks whether the company can reasonably expect to sell that many units. If the projection of breakeven point comes up with a number of units that is far too many to expect to sell, there is a problem. Perhaps fixed costs are too high and must be cut. Perhaps the variable costs are out of line. Perhaps a different kind of selling effort is needed to sell more units. Or perhaps the project should be abandoned before it produces a big loss.

Breakeven analysis is one of the most valuable planning tools. Good managers find themselves using it often. New businesses, especially, need to calculate breakeven.

Current Ratio

The current ratio equals current assets divided by current liabilities. Bankers and other lenders look at the current ratio as a measure of a company’s ability to pay its debts.

Lenders like to see a current ratio of 2 to 1 or more. In other words, current assets should be twice as large as current liabilities.

The idea of the current ratio is that if current assets were all turned into cash upon liquidation of the business, current liabilities would have to be paid off. Then how much would be left over to pay off long-term liabilities? A 2 to 1 current ratio indicates that current liabilities could be paid off and an equal amount would still be left to pay other debts.

Acid Test or Quick Ratio

The acid test or quick ratio was developed because lenders realized that all the current assets might not actually be worth what is shown on the balance sheet. Accounts receivable might not all be collectible. Inventory might contain many obsolete items. Therefore, a more rigorous measure than the current ratio was devised. The acid test or quick ratio is calculated by this formula:
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Assets that are most easily converted into cash are divided by current liabilities to give the quick ratio. This ratio must be better than 1 to 1 to pass the acid test.

Debt-Equity Ratio

Lenders and analysts like to see that the owners have a reasonable portion of the total investment in a business.

Some kinds of businesses have long-term debt that is greater than the capital in the business. Real estate ventures usually have small amounts of capital and large mortgages. Utilities usually have a larger portion of their invested capital from debt and a smaller portion from equity. But many other kinds of businesses have a majority of the company investment in the form of capital.

The debt-equity ratio equals debt divided by equity:
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Earnings Per Share

Earnings per share are calculated by this formula:
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This measure is used by stock market analysts and investors. They are particularly interested in growth in earnings per share. This is thought to be an important measure of company performance.

As we have seen, the calculation of net profit after taxes is not exact. Many factors can affect the profits. We have also seen that profits are not cash and are not available for payment to owners of the company’s stock. Numbers showing earnings per share must be approached with caution.

Price-Earnings Ratio

The price-earnings ratio (p/e ratio) relates the earnings per share to the price per share of stock. Here’s the formula for computing the p/e ratio:
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The price per share is the market price on the stock market, or the price in an acquisition or some other transaction. Earnings per share can be those for the last accounting period (fiscal or calendar year) or those projected for the next one.

In the go-go days of speculation on the stock market, any stock related to a hot business might have a p/e ratio of 100 or 200 or more. In other words, a stock with earnings per share of $1.00 would sell on the stock market for $100, $200, or more per share.

In the bust that often follows, these same stocks plummet. Their p/e ratios can go down to 3 or 4 or 5. With the same $1.00 earnings per share, the stock could be purchased for $3 or $4 or $5. What is such a stock really worth?

Who knows? A more normal range for well-established companies in more normal times is a p/e ratio of from 6 to 12.

What is a reasonable p/e ratio? It depends. If you are buying control of a company, you are buying the ability to control the disposition of its assets and future earnings. Control is obviously of value. The worth of control can be analyzed by various methods—discounted cash flow, payback, cash-on-cash return, and so forth. A company might be worth nothing or a thousand times its stated earnings. A premium is usually paid to obtain control.

The situation is quite different if you are buying a tiny fraction of the company’s stock, as you normally do when you buy a publicly traded stock on the market. Then the p/e ratio depends on what the “market” believes. If all the potential and actual buyers of the stock think the company will grow rapidly and make ever-increasing earnings, a high p/e ratio will result. If people think the company is faltering, the p/e ratio will be low. The p/e ratio is derived from the expectations of the future held by potential and actual buyers in the market.

Experience indicates that a large number of people turn out to be wrong in their expectations. Stocks are seldom worth as much as people think they are in boom times. Likewise, stocks are seldom worth as little as people think they are in recession times.

If you want to gamble in the stock market, other books can help you. The p/e ratio is not much of a tool for financial analysis.

Of the various analysis ratios and tools discussed in this chapter, breakeven point is the most useful to the business manager.


11. A Summary of What You Have Learned

I believe in repetition. Presenting ideas several times in different contexts helps build understanding. (Just as repeating sales messages can help build sales.) So I will repeat the main ideas presented in this book.

Congratulations! You have arrived at the last chapter. Let’s review what you have learned.

Accounting is a method of keeping score in business. It uses dollars as the basic score, just as points are the score in football, goals are the score in hockey, and runs are the score in baseball.

The method of keeping score with dollars is what accounting is all about. Certain basic financial reports are used to present the score—the balance sheet, income statement, statement of retained earnings, and statement of changes in financial position. A variety of ratios, percentages, and other tools or equations are used to analyze the scores, just as sports enthusiasts use earned run averages, goals against, point spreads, and so forth.

The scores on financial reports do not represent real spendable dollars available. A major reason for this is that businesses use the accrual method of accounting. Individuals keep track of cash receipts or payments. Businesses keep track of transactions that create assets or liabilities. These transactions accrue to the company or accrue to the company’s debtors or owners. The transactions do not necessarily represent the transfer of actual cash money when they occur. Thus, a business’s financial reports show transactions or accruals. They usually do not show the actual flow of real, spendable cash money.

Financial reports are not exact. Many of the items are estimated. The estimates reflect the hopes, fears, perspectives, and judgments of human beings. Different people see things differently. Estimates differ. So financial reports for the same company for the same period can differ, depending on who decides on the uncertain items.

Financial reports are made for different purposes. Reports for tax authorities usually seek to minimize the profits on which taxes must be paid. The same reports prepared for would-be investors may seek to maximize profits.

There is no such thing as the one and only, completely accurate financial report. If you know who prepared the financial report, and for what purpose it was prepared, you will have a much better idea of what the real score is.

The Balance Sheet

The balance sheet shows a company’s financial position at a specific point in time.

The balance sheet balances. On the left side (or the top) are listed assets (things of value the company owns).

On the right side (or the lower portion) are listed liabilities (debts the company owes). Below liabilities is listed capital (the owners’ share).

assets = liabilities + capital

Every entry into or out of the balance sheet must be balanced by a corresponding entry in another part of the balance sheet.

Here are the principal assets shown on the balance sheet:

• Cash

• Marketable securities

• Accounts receivable. Amounts owed to the company by its customers.

• Reserves for doubtful accounts or allowances for bad debts. A reduction in accounts receivable to provide for accounts that may not be paid.

• Inventory. Goods to be sold to customers, often divided into raw materials, work in process, and finished goods.

• Reserve for obsolescence. A reduction in the inventory’s value to allow for possible unsalable goods.

• Prepaid expenses. Amounts paid for goods or services that will come to the company in the future.

• Fixed assets. Machinery, land, buildings, improvements to rented property, and other long-term assets used to create inventory, generate sales, or operate the business.

• Depreciation. A reduction in the value of a fixed asset to turn the expenditure made to acquire the fixed asset into an expense over a period of time. Sometimes related to the asset’s useful life.

• Other assets. Copyrights, patents, franchises, licenses, and other intangible items, as well as goodwill.

The principal liabilities are as follows:

• Notes payable. Amounts owed to banks or other lenders, due within a year or less.

• Accounts payable. Amounts owed to suppliers of goods or services to the company.

• Accruals. Usually salaries and benefits owed to employees but not yet paid. Also taxes owed, although sometimes taxes owed are a separate entry.

• Long-term liabilities. Bonds, long-term loans, mortgages not due for more than a year.

Here are the principal items of capital:

• Capital stock. Preferred and common shares of stock issued and sold to investors who become owners.

• Retained earnings. A company’s accumulated after-tax profits less any dividends paid; not available cash.

Assets are listed in the order in which they can be converted into cash. Liabilities are listed in the order in which they are due for payment. Current assets are those likely to become cash within one year. Current liabilities are debts due within one year.

Working capital equals current assets minus current liabilities. Working capital represents the funds available in a business that circulate to produce profits. As the business operates, the funds in working capital flow from inventory to accounts receivable to cash to accounts payable to inventory.

Current assets divided by current liabilities equals the current ratio. Lenders like to see a current ratio of at least 2 to 1. This indicates a company’s ability to pay off its loans.

All items are entered onto the balance sheet at their original cost. Adjustments may be made to reduce value, but increases in value are not recognized on financial reports.

Reductions in value come from three principal sources.

Reserves for doubtful accounts or allowances for bad debts are reductions in accounts receivable caused by customers’ inability or unwillingness to pay their bills.

Inventory obsolescence or reserves for obsolescence are reductions in the value of inventory. The likely cause of obsolescence is items in the inventory that are going out of style or being shoved aside by more competitive products.

Depreciation or amortization is the reduction in value of fixed assets or other assets over a period of time. The amount of time is related to useful life and IRS regulations. A machine with a useful life of ten years will have its value reduced to zero (or scrap value) over a period of ten years. The purchase of the machine is an expenditure. The machine’s depreciation is an expense entered over a ten-year period. Depreciation is a major item that affects the relationship of actual cash to financial scores.

The reserve for doubtful accounts is an estimate. It may be wrong. With companies in trouble, the reserve is often understated. Inventory obsolescence is also an estimate. Companies in trouble seldom recognize the true extent of obsolescence. Depreciation is also an estimate. A machine, building, or other fixed asset may have a much shorter or much longer useful life than anticipated (or allowed for depreciation purposes by the IRS). If the fixed asset is good only for producing unsalable goods, it has no value, no matter how new it is. On the other hand, many companies have assets that keep generating profits long after they have been depreciated to zero. Some assets, such as buildings, may grow in value with inflation or changes in market conditions. An increase in real value can occur at the same time depreciation is reducing book value.

When looking at a balance sheet, determine whether any assets are valued at more than their true worth. Also determine what assets may be valued at less than their true worth.

Then ask what valuable assets are not shown on the balance sheet. Most companies do not show many key assets on the balance sheet—software, special production processes, market position, customer loyalty, and especially the knowledge, experience, and capability of the employees who make the company go.

A company’s net worth or book value equals assets minus liabilities (as shown on the balance sheet). But this computation of net worth or book value or owners’ equity is not necessarily what the owners would sell the company for. It is also not necessarily what a buyer would pay to acquire the company.

The balance sheet and other financial reports are based on certain assumptions:

• The company is a going concern that will continue in business.

• The estimates used in the report are essentially correct.

• The perspective of the report reader is the same as the perspective of the report preparer.

• All entries are entered at original cost.

If these assumptions are unjustified, the balance sheet can be very misleading.

Let me offer a cautionary note. A company can have so much money tied up in assets that it is unable to pay its bills, even when sales are terrific and profits look good. If customers pay slowly, if too much money is tied up in inventory that doesn’t sell quickly, or if the money put into fixed assets is too great, a company can be flat broke when its managers think it is doing well.

The balance sheet is often ignored by people who want to see the “bottom line.” I hope I have convinced you of the importance of balance sheet analysis.

The Income Statement

The income statement summarizes the results of a company’s operations over a period of time. The “bottom line”—net profit after taxes—appears on the income statement.

The income statement usually follows the format shown in Figure 11.1.
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Figure 11.1 Income Statement Format

Sales are the delivery of goods or services to customers who agree to pay for them. The customers may or may not actually pay. They often do not pay during the period covered by the income statement.

Cost of sales (cost of goods sold) includes the main identifiable costs of the goods sold to the customers. (When only services or time are sold, usually no cost of sales or gross profit is shown on the income statement.) The costs in cost of sales are associated with goods sold. Goods produced or acquired, but not sold during the period, do not result in a cost of sales. They result in a cost of sales only in the period in which they are sold. Until then they sit in inventory.

Cost of sales, purchases, and inventory are related in a simple equation:

beginning inventory + purchases – ending inventory = cost of sales

This formula is useful in projecting purchase requirements, ending inventory, and cost of sales:

gross profit equals sales minus cost of sales

Operating expenses include the expenses incurred to generate sales, fulfill orders, collect from customers, keep the accounts, and so forth. Many of these expenses are cash expenditures during the period. But some are expenditures that have occurred or will occur in other periods.

Depreciation, amortization, additions to reserves, write-downs, and write-offs of obsolete inventory, bad debts, or worthless assets of other kinds are also expenses. These expenses do not require the expenditure of cash during the period.

Nonoperating income is income that arises from sources that are not part of the business’s regular operations. Nonoperating expense is most often interest paid to borrow money.

Income taxes are the taxes owed to various government taxing bodies on the net profit before taxes for the period.

Net profit after taxes is the final result of all the subtractions and additions on the income statement. Net profit after taxes is not spendable cash. Actual cash generated by operations may be much more or much less.

The statement of retained earnings or reconciliation of retained earnings shows how the retained earnings on the balance sheet have changed as a result of activities during the period (see Figure 11.2).
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Figure 11.2 Statement of Retained Earnings or Reconciliation of Retained Earnings

Remember, retained earnings aren’t spendable cash either.

The income statement is usually the main format used for budgeting. It is important, but keep in mind that various transactions of importance affect the balance sheet but not the income statement.

Statement of Changes in Financial Position

This statement shows how funds flowed into, through, and out of the company during the period. It focuses on working capital as the reservoir of funds. The statement follows this format:

Sources of working capital

Net profit after taxes +

Depreciation and noncash expenses =

Total from operations +

Sale of fixed assets or other noncurrent assets +

Stock issued +

Long-term borrowing =

Total sources of working capital

Uses of working capital

Purchase of fixed assets or other noncurrent assets

Payments of dividends

Reduction of long-term debt

Purchase of stock

Total uses of working capital

Net change in working capital

Analysis of changes in working capital items

The statement of changes in financial position is derived from the balance sheet and income statement. It clarifies the flow of funds that brought about changes in the balance sheet.

Cash Flow Budget

The cash flow statement or budget normally is not shown. It does not appear in public financial reports. But it is an extremely valuable management planning tool. It pinpoints the expected flow of cash into and out of the business. It spotlights likely cash flow problems and allows managers to avoid embarrassment, not to mention bankruptcy. Various formats can be used. A monthly chart showing cash taken in and cash paid out is often the most helpful.

Analyzing Financial Reports

Analyzing comparative reports improves understanding. There are several types of comparisons.

Comparison with the past shows current figures alongside figures from the past. What past? This depends on your needs. It may be the immediately preceding period. If the report is for a period shorter than a year, it may be compared with the similar period in the previous year. Or the comparison may be with an average of past periods.

Comparing actual figures with budgeted or planned figures is especially valuable. For managers, there is no substitute for comparing what actually happened with what you planned or expected to happen. You should carefully study significant variances from the plan or budget to determine what changes are necessary.

Showing each item as a percentage of sales helps in analysis. If operating expenses were 52 percent of sales this year and 60 percent of sales last year, this is much more meaningful than knowing that operating expenses were $1,387,000 this year and $1,386,000 last year.

Dollar changes from one period to the next are often shown. Even more useful are percentage changes. It helps to see that sales went up 12 percent while operating profit increased by 18 percent.

When percentages are not given on financial reports, it helps to compute them before you do an analysis:
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Average collection period is the number of days required, on average, to collect amounts that customers owe the company. Changes in average collection period can signal developing problems that may lead to serious cash shortages. Think of the 80/20 rule. Some customers may pay promptly. Others may pay slowly or not at all. Where the trend indicates a problem, it is useful to dig into specific customer payment patterns:
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Inventory turnover tells how many times (theoretically) a company’s inventory is replenished during the year. The faster inventory turns over, the less investment is required to operate the business. Changes in inventory turnover can signal problems with inventory obsolescence or sales efforts. High inventory turnover does not necessarily mean that all items in inventory are selling satisfactorily. Again, think of the 80/20 rule. Concentration of sales may mean that a few items are selling very quickly (turning over rapidly) while many others just lie there.

Return on investment (ROI) is the best overall way to analyze a company’s or division’s financial performance. ROI indicates how well the business is using its resources to produce profits. There are several principal ways to compute return on investment:
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Return on equity (ROE) is a good method of analyzing whether the owner’s investment is being used effectively to produce profits:
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Return on invested capital (ROIC) is particularly useful in analyzing companies that have a significant amount of long-term debt. It looks at the total investment rather than only a portion of it.
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Return on assets used (ROAU) is used to analyze divisions or departments of companies where headquarters controls liabilities and capital.

All ROI formulas produce percentages. These percentages can be compared with industry ROI percentages, with the company’s historical ROI percentages, with budgeted ROI percentages, or with ROI percentages likely from other uses of investment funds. These comparisons of ROI percentages are much more meaningful than a bare percentage by itself. The trends are often more important than the ROI for a single period.

Other measures are used to analyze potential opportunities:
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Cash-on-cash return is most often used in real estate or similar operations where little or no cash is kept in the business. Cash-on-cash return gets around the effects of depreciation and other noncash items that affect other ROI formulas.

Payback period is an offshoot of cash analysis. It looks at opportunities and asks, “How long will it take to pay back this investment? How soon can we get our money back?”

A dollar in hand today is worth more than a dollar that becomes available in the future. In business, investments are always being made today to produce returns in the future. The returns from these investments are often uneven. A method has been developed to analyze these investments—the discounted cash flow or present value method.

The discounted cash flow or present value method brings all investments, expenditures, and returns to their current (today) value. It discounts future expenditures and earnings to present value. A sophisticated electronic calculator or the tables found in Appendix B (and in many other books) are needed to calculate present values.

Present values depend on three assumptions:

• The investments, expenditures, and return that can be expected in the future. Usually these can only be estimated.

• The length of time over which the deal will be analyzed. A deal that looks great over a 40-year span may look awful over a three-year span.

• The rate of interest that will be used to compute present value. This may be the interest rate that can be earned with alternative investments or the rate of return the company expects for its investments.

When these assumptions are made, present values can be calculated, and judgments can be made. The discounted cash flow or present value method is a sophisticated and valuable tool of analysis. But it is only as good as the assumptions that underlie the calculations.

Profit as a percentage of sales is a frequently reported number. It has a rough-and-ready usefulness in indicating trends and performance. But industries and companies vary greatly. Return on investment is a much more significant figure.

Breakeven point is the amount of sales that will just cover fixed and variable costs. More sales will produce a profit. Fewer sales will produce a loss. Breakeven is usually stated in terms of number of units or dollars that must be sold. It is a valuable management planning tool.

Lenders like to look at the current ratio. More-conservative lenders apply the acid test or compute the quick ratio. This is a more rigorous measure of a company’s ability to pay its debts.
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Earnings per share, book value per share, and the price-earnings ratio are often used to analyze publicly traded stocks. However, these analysis tools are not much help in managing a company. Stockholders, security analysts, and some managers think these numbers are more important than they really are.

Conclusion

In this book I have tried to cover the financial terms, concepts, formulas, equations, reports, comparisons, and ideas that I have found useful in a long life in business.

This is certainly not all there is to know about financial reports and their analysis. But it is enough. It is all that needs to be covered in this book. Libraries and bookstores are packed with much longer books that cover these topics—and many other topics in accounting—in much greater, even exhaustive, detail. Of course, the Web has many information sources. If you have gotten this far, you should have no trouble getting help from these sources when you need it.

If you have gotten this far, you should suffer no embarrassment in talking with accountants. Ask them when you need help. After all, they are professionals. They know more than you do about accounting. But you must know enough to ask the right questions and understand and interpret the answers. You should now know enough to be able to do this.

Whenever you feel shaky, run through the Glossary quickly. Go over the summary section of each chapter. Look in the index for the pages on which you can get a review of a specific item. This kind of quick refresher can shore you up when you need help. This book has been a study tool. Now it should be a reference guide.

Let me close with two final thoughts:

• Remember that financial reports are not exact and the numbers are not real cash. Financial reports are scorecards—made up of estimates, structured in terms of a specific perspective, and designed for purposes that may differ from yours. Financial reports are primarily means of presenting scores in business. Do not be fooled into believing they tell the full truth. Don’t take financial reports for more than they really are.

• Remember that financial reports are not the only measure of what is valuable. The worth of human beings is not shown in financial reports. Love and truth and beauty and adventure and justice and many more of life’s most important things cannot be pinned down by the numbers on financial reports.

Never let your life be dominated by the numbers on financial reports. Use them as tools to help you achieve important and worthwhile goals. Financial reports are unsuitable tools for many of life’s most important goals.

When you are on your deathbed, you won’t want to summarize your life by saying you had the best ROI, the soundest balance sheet, or the largest net profit after taxes. Keep your mind on the things you will want to look back on with pride as your life draws to a close. I don’t think financial reports or accounting results will be among those things.

Thank you for your attention, and good luck with your future in business.


A. Acme Widget Company

Acme Widget Year One

Acme Widget Year One Balance Sheet Worksheet

1. $80,000 stock sale:

+ $80,000 cash / + $80,000 common stock

2. Borrow $60,000:

+ $60,000 cash / + $60,000 notes payable

3. Purchase machine:

+ $48,000 fixed assets / + $48,000 accounts payable

4. Purchase raw materials:

+ $20,000 inventory—raw materials / + $20,000 accounts payable

5. Pay rent advance:

– $1,000 cash / + $1,000 prepaid expenses

6. Repay bank loan:

– $60,000 cash / – $60,000 notes payable

7. Pay for machine:

– $48,000 cash / – $48,000 accounts payable

8. Pay for raw materials:

– $20,000 cash / – $20,000 accounts payable

9. Purchase $160,000 worth of raw materials:

+ $160,000 inventory—raw materials / + $160,000 accounts payable

Pay for $120,000:

– $120,000 cash / – $120,000 accounts payable

10. Manufacture 41,000 widgets:

+ $164,000 inventory—finished goods / – $164,000 inventory—raw materials

11. 36,500 widgets sold:

– $146,000 inventory—finished goods / – $146,000 retained earnings

Sell $292,000 worth of widgets:

+ $292,000 accounts receivable / + $292,000 retained earnings

Customers pay $224,000:

+ $224,000 cash / – $224,000 accounts receivable

12. Depreciate machine:

– $4,800 depreciation of fixed assets / – $4,800 retained earnings

13. First month’s prepaid rent used:

– $1,000 prepaid expenses / – $1,000 retained earnings

14. Eleven months’ rent and one month’s advance paid at $1,000 per month:

– $12,000 cash / – $11,000 retained earnings / + $1,000 prepaid expenses

15. Salaries at $4,000 per month, last month owed:

– $88,000 cash / + $8,000 accrual / – $96,000 retained earnings

16. Office expenses of $200 a month:

– $2,400 cash / – $2,400 retained earnings

17. $10,000 advertising:

– $10,000 cash / – $10,000 retained earnings

18. Income taxes of $3,120 due:

+ $3,120 accruals / – $3,120 retained earnings

Acme Widget Year One Trial Balance Worksheet
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Acme Widget Year Two

Acme Widget Year Two Balance Sheet Worksheet

1. Sell 78,000 widgets:

+$624,000 accounts receivable / +$624,000 retained earnings

2. Customer payments:

+ $68,000 cash / – $68,000 accounts receivable

+ $499,200 cash / – $499,200 accounts receivable

3. Inventory:

Buy + $330,000 inventory—raw materials / + $330,000 accounts payable

Pay – $40,000 cash / – $40,000 prior year accounts payable

Pay – $297,000 cash / – $297,000 accounts payable

Transfer – $320,000 inventory—raw materials / + $320,000 inventory—finished goods

Sell – $312,000 inventory—finished goods / – $312,000 retained earnings

4. Machine operator:

– $30,800 cash / – $30,800 retained earnings

+ $2,800 accruals / – $2,800 retained earnings

5. Owners:

– $8,000 cash / – $8,000 accruals

– $88,000 cash / – $88,000 retained earnings

+ $8,000 accruals / – $8,000 retained earnings

6. Building:

Rent – $1,000 prepaid expenses/ – $1,000 retained earnings

Rent – $5,000 cash / – $5,000 retained earnings

Purchase – $40,000 cash / + $40,000 fixed assets

+ $80,000 long-term debt / + $80,000 fixed assets

Interest – $3,200 cash / – $3,200 retained earnings

Depreciation – $2,400 depreciation / – $2,400 retained earnings

7. Furniture:

Purchase – $3,640 cash / + $3,640 fixed assets

Depreciation – $520 depreciation / – $520 retained earnings

8. Machine:

– $4,800 depreciation / – $4,800 retained earnings

9. Reserve:

– $6,000 accounts receivable / – $6,000 retained earnings

Write-off – $800 inventory—raw materials / – $800 retained earnings

– $4,000 inventory—finished goods / – $4,000 retained earnings

10. Office expenses:

– $2,400 cash / – $2,400 retained earnings

11. Advertising:

– $13,000 cash / – $13,000 retained earnings

12. License:

– $6,000 cash / + $6,000 intangible assets

13. CD:

– $4,000 cash / + $4,000 marketable security

14. Common stock:

Investment + $40,000 cash / + $40,000 capital

Dividends – $12,000 cash / – $12,000 retained earnings

15. Taxes:

– $3,120 cash / – $3,120 accruals

+ $47,355 accruals / – $47,355 retained earnings

Acme Widget Year Two Trial Balance Worksheet
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Acme Fluted Widget Machine Purchase Decision

Assumptions:

• Profit
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• Time. Four years (could be more or less).

• Interest rate. 6% (could be the 4% rate or a much higher rate; I arbitrarily chose 6%).
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Acme Widget Year Two Statement of Changes in Financial Position
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Acme Widget Year Three

Acme Widget Company Cash Flow Budget for Year Three
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B. Present Value Tables

The formula for present value is
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where P = present value, i = interest rate, and n = number of years.
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G

G&A (general and administrative expenses), defined, 20

GAAP (Generally Accepted Accounting Principles), defined, 20

going concern assumption, explained, 52-53, 74

goodwill

in balance sheets, 50-51

defined, 20

as noncurrent asset, 72

gross profit

calculating, 82, 145

defined, 26

gross sales, defined, 28

growing companies, bankruptcy of, 56-57, 73, 143

H

hidden assets. See also intangible assets

Acme Widget Company example, 69

in financial reports, 74

hidden liabilities

Acme Widget Company example, 70

in financial reports, 74

I

income. See profits

income statements

Acme Widget Company example (first year)

preparing, 80-83

what to include/not include, 76-80

Acme Widget Company example (second year)

analyzing, 90-91

completed example, 163

preparing, 87-89

reconciliation of retained earnings, 89-90

summary explanation, 94-97

balance sheets, relationship with, 75

bottom line, defined, 5

cost of sales

calculating, 83-86

complications in calculating, 91-94

explained, 76-80

nonoperating income and expenses, 86-87

summary explanation, 144-146

time frame, 78

income taxes

defined, 20, 29, 145

worksheet, recording on, 43

inflation, defined, 20-21

intangible assets. See also hidden assets

balance sheets and, 48-50, 143

defined, 12

as noncurrent asset, 72

worksheet, recording on, 67

interest

defined, 21

ROIC (return on invested capital), calculating, 102-103, 148-149

inventory balance sheet, recording on, 37

in calculating cost of sales, 83-86

cost versus value, 47-48, 70

as current asset, 71

defined, 21

working capital, relationship with, 57

worksheet, recording on, 40-41, 65-66

inventory obsolescence

defined, 21

estimating, 142

inventory shrinkage, defined, 21

inventory turnover

calculating, 60-61, 73, 148

defined, 21-22

increasing, 57

invested capital

defined, 22

ROIC (return on invested capital), calculating, 102-103

J

journals

defined, 22

recording in, 38

L

leasehold improvements, defined, 22

ledgers

defined, 22

recording in, 38

liabilities. See also balance sheets

contingent liabilities, defined, 15

current liabilities

current ratio, calculating, 135

explained, 55

quick ratio, calculating, 135

types of, 72-73

in working capital, 55-58

defined, 22

hidden liabilities

Acme Widget Company example, 70

in financial reports, 74

long-term liabilities

current portion of, 72

debt-equity ratio, calculating, 135-136

defined, 22

ROIC (return on invested capital), calculating, 102-103, 148-149

worksheet, recording on, 67

noncurrent liabilities, types of, 73

placement in balance sheet, 71

principal liabilities on balance sheet, 141

LIFO (last in, first out), defined, 19

liquidity, defined, 22

loans. See notes payable

long term, defined, 23

long-term liabilities

current portion of, 72

debt-equity ratio, calculating, 135-136

defined, 22

ROIC (return on invested capital), calculating, 102-103, 148-149

worksheet, recording on, 67

losses, defined, 23

M

marginal cost, defined, 23

marginal revenue, defined, 23

market share, defined, 23

marketable securities, as current asset, 71

marketing, defined, 23

markets, defined, 23

measuring. See calculating

mortgages, defined, 24

N

net profit after taxes. See also income statements

defined, 26, 145

earnings per share, calculating, 136

retained earnings, relationship with, 82

ROE (return on equity), calculating, 101-102, 148

ROIC (return on invested capital), calculating, 102-103, 148-149

net profit before taxes, defined, 26

net sales, defined, 28

net worth

Acme Widget Company example, 69

calculating, 143

as capital, 73

defined, 24

noncurrent assets, types of, 72

noncurrent balance sheet items, current items versus, 55

noncurrent liabilities, types of, 73

nonoperating expenses in income statements, 86-87, 145

nonoperating income in income statements, 86-87, 145

notes payable

balance sheet, recording on, 36

as current liability, 72

repayment of, worksheet, recording on, 40

worksheet, recording on, 39

O

obsolescence, defined, 24

operating expenses, 82, 145

operating profit

calculating, 82

defined, 26

ROAU (return on assets used), calculating, 103-104, 149

operating statements. See income statements

opportunity cost, defined, 24

overhead, defined, 24-25

P

partnerships, defined, 25

payback method, explained, 106, 149

p/e (price-earnings) ratio

calculating, 136-137

defined, 26

value of, 150

perspective of financial reports, 53-54, 140

posting, defined, 25

preferred stock, defined, 28

prepaid expenses

balance sheet, recording on, 37

as current asset, 72

defined, 25

income statement, recording on, 77

worksheet, recording on, 40, 43, 66-67

present value

defined, 25-26

in ROI (return on investment) calculations, 106-115, 149-150

Acme Widget Company example, 109-115, 164

present value tables, how to use, 107-109

reasons for using, 106

present value tables

completed, 169-170

how to use, 107-109

price per share, calculating p/e (price-earnings) ratio, 136-137

price-earnings (p/e) ratio. See p/e (price-earnings) ratio

productivity, defined, 26

profit as a percentage of sales, explained, 131-132, 150

profit-and-loss statements. See income statements

profits

cash and retained earnings, relationship with, 41

cash versus, 80

cost of sales, relationship with, 92-94

defined, 26

depreciation, relationship with, 43

to finance working capital, 56

sales, relationship with, 43

property taxes, defined, 29

purpose of financial reports, 53-54, 140

Q

quick ratio

calculating, 135

when to use, 150

R

raw materials

repayment of, recording on worksheet, 40

worksheet, recording on, 40, 65-66

reconciliation of retained earnings, 89-90, 145

reductions in value, 142

rent payments. See prepaid expenses

repayments, recording on worksheet, 40

reserves

in balance sheets, 51-52, 142

as current asset, 71-72

as variable cost, 133

worksheet, recording on, 67

retained earnings

as capital, 73

cash, Acme Widget Company example, relationship with, 71

cash and profits, relationship with, 41

defined, 27

net profit after taxes, relationship with, 82

reconciliation of, 89-90, 145

reserves and allowances, relationship with, 52

worksheet, recording on, 41, 65-67

return on assets used. See ROAU (return on assets used)

return on equity. See ROE (return on equity)

return on invested capital. See ROIC (return on invested capital)

return on investment. See ROI (return on investment)

returns, defined, 27

revenues, defined, 28

risks, defined, 28

ROAU (return on assets used)

calculating, 103-104, 149

defined, 27

ROE (return on equity)

calculating, 101-102, 148

defined, 27

ROI (return on investment)

calculating

cash-on-cash return, 105

discounted cash flow or present value method, 106-115, 149-150, 164

payback method, 106

reasons for, 99-100

ROAU (return on assets used), 103-104, 149

ROE (return on equity), 101-102, 148

ROIC (return on invested capital), 102-103, 148-149

defined, 27

summary explanation, 148-150

ROIC (return on invested capital)

calculating, 102-103, 148-149

defined, 27

rounding off, defined, 28

S

salaries

in cost of sales calculations, 92-93

as variable cost, 133

worksheet, recording on, 43, 66

sales

average collection period, explained, 58-60

breakeven point, calculating, 132-134

defined, 28, 144

estimating for cash flow budget, 124

income statement, recording on, 77-79

profit as a percentage of sales, explained, 131-132, 150

profits, relationship with, 43

working capital as percentage of, 70

working capital, relationship with, 56-58

worksheet, recording on, 41, 65

sales taxes, defined, 29

scores

dollars versus, 5-6, 139

importance of, 7

short term, defined, 28

statements of changes in financial position

completed example, 165

explained, 117-121

summary explanation, 146

statements of earnings. See income statements

statements of retained earnings, 89-90, 145

stock or goods, defined, 29

stocks

analysis tools, value of, 150

balance sheet, recording on, 36

as capital, 73

defined, 28-29

earnings per share, calculating, 136

p/e (price-earnings) ratio, calculating, 136-137

worksheet, recording on, 39

straight-line depreciation, defined, 42

subsidiaries, defined, 29

success, determining. See ROI (return on investment)

sunk costs, defined, 29

surplus. See retained earnings

T

taxes

cost of sales, relationship with, 92-94

defined, 29-30

worksheet, recording on, 43, 67

time frames

for comparisons, 90-91, 147

for income statements, 78

treasury stock, defined, 29

trial balances

Acme Widget Company example (first year)

completed example, 155-156

constructing balance sheet, 45-46

preparing, 43-45

Acme Widget Company example (second year)

completed example, 159-161

constructing balance sheet, 68-69

preparing, 68

defined, 30

V

value

cost versus, 47-48, 69-70, 142-143

reductions in, 142

variable costs

breakeven point, calculating, 132-134

defined, 30

W

working capital

defined, 30, 141-142

explained, 55-58, 73

as percentage of sales, 70

sources of, 119

in statements of changes in financial position, 117-121, 146

uses of, 119

worksheets

Acme Widget Company example (first year)

completed example, 153-154

preparing, 38-43

Acme Widget Company example (second year)

completed example, 157-158

preparing, 65-68

write-down

cost versus value, 47-48

as current asset, 72

defined, 30

worksheet, recording on, 67

write-off

cost versus value, 47-48

as current asset, 72

defined, 30
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Preface

Managers are bombarded with advice from consultants, professors, business journalists, and assorted management “gurus” on how to manage their employees. A lot of this advice is well researched and valuable. Much of it, however, is a gross generalization, ambiguous, inconsistent, or superficial. Some of it is even just downright wrong. Regardless of the quality, there doesn’t seem to be any slowdown in the outpouring of this advice. Quite the contrary. Books on business and management have replaced sex, self-help, and weight loss as topics on many nonfiction best-sellers’ lists. Sadly, most of these books are not evidence-based. Most, in fact, seem to be oblivious to the wealth of research on managing people at work and rely on personal opinions, limited experience, or unsupported observations. If you want evidence of this, look at some of the titles in the “Leadership” section of your local bookstore. You’ll find titles like The Leadership Secrets of Attila the Hun; Make It So: Leadership Lessons from Star Trek; The Leadership Secrets of Santa Claus; and Toy Box Leadership: Leadership Lessons from the Toys You Loved as a Child.

I’ve been teaching and writing about managing people at work for more than 40 years. As part of my writing efforts, I have read upwards of 30,000 research studies on human behavior. While my practitioner friends are often quick to criticize research and theory-testing, this research has provided us with innumerable insights into human behavior. Unfortunately, there has been no short, concise summary of behavioral research that cuts through the jargon to give managers the truth about what works and doesn’t work when it comes to managing people at work. Well, that’s no longer true since the first edition of this book.

As with the previous editions, I’ve organized this book around key, human-behavior-related problem areas that managers face: hiring, motivation, leadership, communication, team building, performance evaluation, and coping with change. Within each problem area, I’ve identified a select set of topics that are relevant to managers and where there is substantial research evidence to draw upon. I’ve also included suggestions to help readers apply this information to improve their managerial effectiveness. Sixteen topics are new to this edition, and the others have been updated. New to this edition are contemporary topics such as ethical leadership, virtual leadership, the dark side of charisma, organizational citizenship behavior, age stereotypes, organizational politics, digital distractions at work, the motivational power of recognition, and managing layoff-survivor sickness.

Who is this book written for? Practicing managers and those aspiring to a management position—from CEOs to supervisor wannabes. I wrote it because I believe you shouldn’t have to read through detailed textbooks in human resources or organizational behavior to learn the truth about managing people at work. Nor should you have to attend an executive development course at a prestigious university to get the straight facts. What you get from this book, of course, will depend on your current knowledge about organizational behavior. Recent MBAs, for instance, will find this book to be a concise summary of the evidence they spent many months studying. They won’t see elaborated theories or names of major researchers but they will find accurate translations of research findings. For individuals who haven’t kept current with research in organizational behavior or for those with little formal academic training, this book should provide a wealth of new insights into managing people at work.

You’ll find each of the 59 topics in this book is given its own short chapter. And each chapter is essentially independent from the others. You can read them in any order you desire. Best of all, you needn’t tackle this book in one sitting. It’s been designed for multiple “quick reads.” Read a few chapters, put it down, then pick it up again at a later date. There’s no continuous story line that has to be maintained.

Let me conclude this preface by stating the obvious: A book is a team project. While there is only one name on the cover, a number of people contributed to getting this book in your hands. That team included Tim Moore, Jeanne Glasser Levine, Jovana San Nicolas-Shirley, and Amy Neidlinger. My thanks to each.

Stephen P. Robbins


Part I: The Truth About Hiring


Truth 1. First Impressions DO Count!

When we meet someone for the first time, we notice a number of things about that person—physical characteristics, clothes, firmness of handshake, gestures, tone of voice, and the like. We then use these impressions to fit the person into ready-made categories. And this early categorization, formed quickly and on the basis of minimal information, tends to hold greater weight than impressions and information received later. This categorization is what we commonly refer to as a first impression.

Psychologists refer to the power of first impressions as the primacy effect. Essentially, it just means that first impressions influence latter impressions. What’s important from our perspective is that the primacy effect carries a lot of weight when we assess other people and, maybe more importantly, that first impressions of people are not very accurate.

Why do we rely so heavily on first impressions? Basically, we’re looking for a shortcut. When we meet new people, we want to categorize them so that we can process and understand information about them quickly. The error is compounded by the fact that we tend to cling to our first impressions. When later information is received that might contradict that first impression, we tend to discount, misrepresent, reinterpret, or even ignore it.

The best evidence on first impressions comes from research on employment interviews. Findings clearly demonstrate that first impressions count. More specifically, the information processed first has a greater effect on later judgments than subsequent information does.



When later information is received that might contradict our first impression, we tend to discount, misrepresent, reinterpret, or even ignore it.




Research on applicant appearance confirms the power of first impressions. Studies have looked at assessments made of applicants before the actual interview—that brief period in which the applicant walks into an interview room, exchanges greetings with the interviewer, sits down, and engages in minor chit-chat. The evidence indicates that the way applicants walk, talk, dress, and look can have a great impact on the interviewer’s evaluation of applicant qualifications. Facial attractiveness seems to be particularly influential. Applicants who are highly attractive are evaluated as more qualified for a variety of jobs than those who are unattractive.

Initial positive impressions even reshape the interview itself. Positive first impressions lead interviewers to speak in a more pleasant interpersonal style and to ask less-threatening questions.

A final body of confirmative research finds that interviewers’ post-interview evaluations of applicants conform, to a substantial degree, to their pre-interview impressions. That is, those first impressions carry considerable weight in shaping the interviewers’ final evaluations, regardless of what actually transpired in the interview itself. This latter conclusion assumes that the interview elicits no highly negative information.

Based on numerous studies of the interview process, we can say that first impressions are powerful influences on outcomes. Instead of using the interviews to gather unbiased information, interviewers typically use the process to merely confirm first impressions.



Based on numerous studies of the interview process, we can say that first impressions are powerful influences on outcomes.




Can managers do anything to lessen the power of first impressions? Yes. First, we suggest that you avoid the tendency to make quick initial judgments. Try to stay neutral when you meet someone for the first time. The more time that goes by before you make a conclusion, the better you’ll know the person and the more accurate your assessment. Second, keep your mind open for new information that may contradict earlier assessments. Think of any early impression as a working hypothesis that you’re constantly testing for its accuracy.


Truth 2. Forget Traits; It’s Behavior That Counts!

You’re interviewing applicants to fill a job position in your firm. What are you looking for in these applicants? If you’re like many managers, you’ll answer with terms such as hardworking, persistent, confident, and dependable. After all, how can you go wrong trying to hire people with traits such as these? Well, you can! The problem is that traits aren’t necessarily good predictors of future job performance.

Most of us have a strong belief in the power of traits to predict behavior. We know that people behave differently in different situations, but we tend to classify people by their traits, impose judgments about those traits (being self-assured is “good”; being submissive is “bad”), and make evaluations about people based on these trait classifications. Managers often do this when they make hiring decisions or evaluate current employees. After all, if managers truly believed that situations rather than traits determined behavior, they would hire people almost at random and structure the situation to fit the employee’s strengths. But the employee selection process in most organizations places a great deal of emphasis on traits. We see this in the emphasis placed on how applicants perform in interviews and on tests. During interviews, managers watch and listen to see if applicants have the “qualities” they’re looking for in a “good” employee. Similarly, tests are often used to determine the degree to which an applicant has “good employee traits.”

There are two problems with using traits in the hiring process. First, organizational settings are strong situations that have a large impact on employee behavior. Second, individuals are highly adaptive, and personality traits change in response to organizational situations. Let me elaborate on each of these points.



We tend to classify people by their traits.




The effect of traits in explaining behavior is likely to be strongest in relatively weak situations and weakest in relatively strong situations. Organizational settings tend to be strong situations because they have rules and other formal regulations that define acceptable behavior and punish deviant behavior, and because they have informal norms that dictate appropriate behaviors. These formal and informal constraints minimize the effects of different personality traits. In contrast, picnics, parties, and similar informal functions are weak situations, and we’d predict that traits would be fairly strong predictors of behavior in these situations.

While personality traits are generally stable over time, there is a growing body of evidence that demonstrates that an individual’s traits are changed by the organization in which that individual participates. Moreover, people typically belong to multiple organizations (for instance, community, religious, social, athletic, and political, as well as to an employer) that often include very different kinds of members, and they adapt to those different situations. The fact is that people are not prisoners of a rigid and stable personality framework. They can, and do, adjust their behavior to reflect the requirements of various situations.

If traits aren’t very good for predicting future employee behavior, what should managers use? The answer is: past behaviors! The best predictor of a person’s future behavior is his or her past behavior. So when interviewing candidates, ask questions that focus on previous experiences that are relevant to the current job opening. And ask for actual work experiences rather than hypothetical ones. For instance, ask: “What have you done in previous jobs that demonstrates your creativity?” Or “on your last job, what was it that you most wanted to accomplish but didn’t? Why didn’t you?” And instead of asking “how would you handle situation xyz?” ask “how did you handle situation xyz?”



The best predictor of a person’s future behavior is his or her past behavior.





Truth 3. Brains Matter; or Why You Should Hire Smart People

Few topics generate more heated discussion and controversy than that of intelligence. People seem to hold widely differing and strong opinions on questions such as: Is IQ a good measure of intelligence? Is intelligence learned or inherited? Are intelligent people more successful than their less-intelligent peers?

We’re concerned with the relationship between intelligence (or what is technically referred to as general mental ability) and job performance—specifically, do people with higher intelligence outperform their peers with lower intelligence? Not surprisingly, this is a topic in which there is no shortage of opinions. But don’t put much weight on opinions. You should look for hard evidence. And there is actually quite a bit of hard evidence to draw upon. Certain facts are beyond significant technical dispute. For instance: (1) IQ score closely matches whatever it is that people mean when they use the word intelligent or smart in ordinary language; (2) IQ scores are stable, although not perfectly so, over much of a person’s life; (3) properly administered IQ tests are not demonstrably biased against social, economic, ethnic, or racial groups; and (4) smarter employees, on average, are more proficient employees. I understand that some of these conclusions may make you uncomfortable or conflict with your personal views, but they are well supported by the research evidence.

All jobs require the use of intelligence or cognitive ability. Why? For reasoning and decision making. High IQs show a strong correlation with performance in jobs that are novel, ambiguous, changing, or in multifaceted professional occupations such as accountants, engineers, scientists, architects, and physicians. But IQ is also a good predictor in moderately complex jobs, such as crafts, clerical, and police work. IQ is a less valid predictor for unskilled jobs that require only routine decision making or simple problem solving.



Smarter employees, on average, are more proficient employees.




Intelligence clearly is not the only factor affecting job performance, but it’s often the most important. It is, for example, a better predictor of job performance than an employment interview, reference checks, or college transcripts. Unfortunately, the strong genetic component of IQ—probably 70 percent or more of our intelligence is inherited—makes the use of IQ as a selection tool vulnerable to attack. Critics are uncomfortable when average IQs are shown to differ among different races or that IQ has been found to be associated with economic differences. Some critics use these findings to suggest that IQ measures discriminate and, therefore, should be abandoned. This is unfortunate because the evidence overwhelmingly indicates that IQ tests are not biased against particular groups, even though what they measure is largely outside the control of the individual.



All jobs require the use of intelligence or cognitive ability.




Our conclusion: The race may not always go to the swiftest or the strongest, but that’s the way to bet! If you want to hire the best possible workforce, all other things being equal, hire the smartest people you can find.


Truth 4. When in Doubt, Hire Conscientious People!

We know that people don’t have common personalities. Some are quiet and passive; others are loud and aggressive. Some are relaxed; others are tense.

An extensive amount of research has identified five basic dimensions that explain the significant variation in human personality. These five factors are

• Extraversion—Are you an extravert (outgoing, sociable) or an introvert (reserved, timid)?

• Agreeableness—Are you highly agreeable (cooperative, trusting) or low (disagreeable, antagonistic)?

• Conscientiousness—Are you highly conscientious (responsible, organized) or low (unreliable, disorganized)?

• Emotional stability—Are you stable (calm, self-confident) or unstable (anxious, insecure)?

• Openness to experience—Are you open to new experiences (creative, curious) or closed (conventional, seek the familiar)?



Conscientiousness predicts job performance across a broad spectrum of jobs—from professionals to police, salespeople, and semi-skilled workers.




Numerous studies have been undertaken to see if there is any relationship between these five personality dimensions and job performance. Findings indicate that conscientiousness is most related to job performance. Specifically, conscientiousness predicts job performance across a broad spectrum of jobs—from professionals (engineers, accountants, lawyers) to police, salespeople, and semi-skilled workers. Individuals who score high in conscientiousness are dependable, reliable, careful, thorough, able to plan, organized, hardworking, persistent, and achievement-oriented. And these attributes tend to lead to higher job performance in most occupations. Additionally, research indicates that the power of conscientiousness transfers across borders. For instance, a review of studies covering people in 15 European countries found conscientiousness to predict performance across jobs and occupational groups.

So, in contrast to our conclusions in Truth 2, “Forget Traits; It’s Behavior That Counts,” if you’re looking for a single personality characteristic that is likely to be associated with high job performance, you’re well advised to try to hire people who score high on conscientiousness. Let me note, however, one interesting caveat: More of this trait is not necessarily better. Evidence indicates that extremely conscientious people typically don’t perform any better in their jobs than those who are merely above average.

Our conclusions on conscientiousness, of course, don’t mean that other characteristics might not be relevant for specific jobs. For instance, evidence indicates that extraversion is a good predictor of performance in managerial and sales positions. This makes sense since these occupations involve high social interaction.



You’re well advised to try to hire people who score high on conscientiousness.




Some readers might be surprised that high emotional stability wasn’t found to be related to job performance. Intuitively, it would seem that people who are calm and secure would do better on almost all jobs than people who are anxious and insecure. Closer inspection suggests that only people who have fairly high scores on emotional stability retain their jobs. So the range among those people studied, all of whom were employed, tended to be quite small. In other words, people who are low in emotional stability either don’t tend to get hired in the first place or, when they do, they typically don’t last too long in their jobs.


Truth 5. Want Friendly Employees? It’s in the Genes!

Executives at Southwest Airlines recognize what many managers fail to notice: Some people are just inherently more friendly and upbeat than others. Southwest believes, and rightly so, that it’s difficult, if not impossible, to train people to provide friendly and courteous service. So Southwest Airlines focuses its hiring process on selecting out people who aren’t basically happy and outgoing.

A number of jobs—flight attendants, retail clerks, salespeople, and customer service are some obvious examples—are performed better by people with positive dispositions. Many managers trying to fill these jobs have assumed that pleasant employees can be created. They spend a lot of their time trying to design motivating jobs, working conditions, or attractive compensation and benefit programs to encourage their employees to be friendly and upbeat. Additionally, they spend millions of dollars on training to shape behavior. Most of these programs fail to achieve their objective. Why? Because whether a person is happy or not is essentially determined by his or her genetic structure. Studies have found that 35 to 50 percent, and maybe as much as 80 percent, of people’s differences in happiness is attributable to their genes.



Studies have found that 35 to 50 percent, and maybe as much as 80 percent, of people’s differences in happiness is attributable to their genes.




One of the more interesting streams of research on this subject has been done by comparing sets of identical twins who were separated at birth and raised apart. If environment were the prime shaper of personality, you’d think that the twins would likely have little in common if they were raised in very different households. But that’s not the case. One set of twins, for example, had been separated for 39 years and raised 45 miles apart. Nevertheless, they drove the same model and color of car, chain-smoked the same brand of cigarette, owned dogs with the same name, and regularly vacationed within three blocks of each other at a beach community 1,500 miles away. Evidence like this has led researchers to conclude that genetics accounts for about 50 percent of the personality similarities between twins.

Analysis of satisfaction data for individuals over a 50-year period found that individual results were amazingly stable over time, even when these people changed employers and occupations. This analysis and other evidence suggests that an individual’s disposition toward life is largely established by his or her genetic makeup, that it holds over time, and carries over into his or her disposition toward work.



An individual’s disposition toward life holds over time and carries over into his or her disposition toward work.




The message here is to follow Southwest’s example. If you want pleasant employees, focus your attention on the hiring process. Select out the negative, maladjusted, trouble-making fault finders who derive little satisfaction in anything about their jobs. How? Through personality testing, in-depth interviewing, and careful checking of applicant’s previous work records.


Truth 6. Realistic Job Previews: What You See Is What You Get

Think back to the last time you went for a job interview. Once the interviewer got past asking you questions, how did he or she describe the job and organization? Most managers, when conducting employment interviews, almost exclusively focus on positive aspects. They talk about interesting work assignments, the camaraderie among coworkers, opportunities for advancement, great benefits, and the like. Even though managers typically know the downside of the job and the organization, they carefully avoid those topics. Why turn off a good job applicant by talking about negatives?

Managers who focus only on the positives are making a mistake. They’re setting themselves up for the disappointment of a sudden and surprising resignation. All those hours spent reviewing candidate applications and conducting interviews prove wasted when after only a few weeks or a month into the job, the new employee abruptly quits.

Is there anything an astute manager can do to avoid this experience? The answer is Yes: Use realistic job previews.



Managers who focus only on the positives are making a mistake.




Realistic job previews provide job applicants with both unfavorable and favorable information before an offer is made. It’s in direct contrast to the typical job previews that most managers give during the interview stage—carefully worded descriptions that sell the positive aspects of the new job and the organization. All these do is set up the employee with false expectations. No job or organization is perfect. And you’re more likely to keep your new hires if you’re straight with them from the beginning.

Why do realistic previews reduce turnover? The evidence indicates that this openness enhances the perception in applicants of the organization’s honesty.

When the information that a job applicant receives is excessively inflated, a number of things happen that have potentially negative effects on the organization. First, mismatched applicants who would probably become dissatisfied with the job and soon quit are less likely to select themselves out of the search process. Second, the absence of negative information builds unrealistic expectations. If hired, the new employee is likely to become quickly disappointed. This, in turn, leads to low employee satisfaction and premature resignations. Finally, new hires are prone to becoming disillusioned and less committed to the organization when they come face-to-face with the negatives in the job. No one likes to feel as if he or she was tricked or misled during the hiring process.



You’re more likely to keep your new hires if you’re straight with them from the beginning.




A realistic job preview balances both the positive and negative aspects of the job. For instance, in addition to positive comments, managers could tell candidates that there are limited opportunities to talk with coworkers during work hours, or that erratic fluctuations in workloads create considerable stress on employees during rush periods. Anousheh Ansari, chief operating officer at Telecom Technologies, is a proponent of realistic previews. She says she purposely paints a gloomy picture and tries to scare prospective employees during interviews. For example, she tells them that they’ll be expected to put in 10- and 12-hour workdays. “Some people run in the opposite direction, but the ones who stay are committed and willing to do whatever it takes,” she says.

The evidence indicates that applicants who have been given a realistic job preview hold lower and more realistic expectations about the job they’ll be doing and are better prepared for coping with the job and its frustrating elements. The result is fewer unexpected resignations. While presenting only the positive aspects of a job to a recruit may initially entice him or her to join the organization, it may be a marriage that both you and the new employee will quickly regret.


Truth 7. Throw Out Your Age Stereotypes

There are numerous age stereotypes about older workers (typically defined as those over age 55)—and most of them are negative. Some of the more popular ones include: Older workers tire more easily; can’t learn new skills; lack flexibility; resist change; don’t work well with younger bosses; are less productive than younger colleagues; have reduced cognitive abilities; and miss more work days due to illnesses. The truth is that most of these stereotypes are wrong.

Why is it important for managers to overcome any negative stereotypes of older workers? The answer is simply that the workforce is aging and managers can expect to be working with older employees. Even ignoring the legal repercussions from age discrimination, this has important implications for managers. The reality is that the workforce is aging in the U.S. and in other industrial nations. For instance, in the U.S., between 1998 and 2008, civilian workers aged 55 and over increased 49.9 percent compared with just 5.5 percent for those 25–54 and an actual decrease of 2.8 percent for those 16–24. By the year 2015, over 20 percent of the U.S. workforce will be 55 or older. As a manager, you’re very likely to be hiring, working with, or working for someone who is older—and holding inaccurate stereotypes can be a serious impediment to that relationship. Now, let’s look at the evidence.



The workforce is aging and managers can expect to be working with older employees.




Many believe job productivity declines with age. And at first glance, that may seem logical. As we age, our vision and hearing often decline. So do our muscular strength, manual dexterity, and reaction time. But these factors don’t necessarily translate into impaired performance because they tend to be offset by experience, judgment, and a strong work ethic. The overall evidence indicates that age and job performance are unrelated. In fact, performance often improves with age and when declines occur, they tend to be small. One likely explanation for why performance increases with age is that older workers tend to have longer job tenure, and increases in job tenure are associated with higher job performance. The evidence also shows that there are much greater differences in job performance within age groups than between age groups. That is, it’s the individual differences between people within age groups that matter most when predicting job performance.



The overall evidence indicates that age and job performance are unrelated.




What about factors such as cognitive abilities, absenteeism, turnover, and ability to learn? Studies comparing samples of older and younger workers in objective tests of cognitive abilities found no significant differences between the groups. Where small decreases in older workers have been found, it tends not to affect performance. Older workers appear to use their experience to cope and compensate for any age-related decline in cognitive skills.

The findings on absenteeism are mixed. While most studies show that absences decline with age, a closer examination finds it is partially a function of whether the absence is avoidable or unavoidable. In general, older employees have lower rates of avoidable absence than do younger employees. However, they have equal rates of unavoidable absence, such as those due to sickness.

In terms of turnover, the evidence is quite clear: The older you get, the less likely you are to quit your job. Of course, this isn’t an unexpected finding. You would expect older workers to be more stable for several reasons. As workers get older, they have fewer alternative job opportunities because their skills have become more specialized. Additionally, their long tenure also often tends to provide them with higher wage rates, longer paid vacations, and more attractive pension benefits.

Finally, what about older workers’ ability to learn? The evidence here is also mixed. Older workers can learn “new tricks,” but often complete training more slowly than their younger counterparts. There is also evidence that the type of training may influence its effectiveness. Some training methods, such as active participation, modeling, and self-paced learning, appear to be more effective with older workers.


Truth 8. Match Personalities and Jobs

Want to increase the satisfaction of new employees and decrease the likelihood that they’ll resign? There is a substantial amount of evidence that demonstrates this can be achieved by selecting job applicants whose personality matches the job you’re trying to fill.

Six personality types have been identified, and evidence strongly supports that people are happiest when they are put in jobs that align with their personality. Those six personalities are realistic, investigative, social, conventional, enterprising, and artistic.



People are happiest when they are put in jobs that align with their personality.




• Realistic people prefer physical activities that require skill, strength, and coordination. Their personality traits: shy, genuine, persistent, stable, conforming, and practical. Examples of jobs that align with their personality include mechanic, drill press operator, assembly-line worker, and farmer.

• Investigative people prefer activities that involve thinking, organizing, and understanding. Their personality traits: analytical, original, curious, and independent. Examples of jobs that align with their personality include biologist, economist, software programmer, mathematician, and news reporter.

• Social people prefer activities that involve helping and developing others. Their personality traits: sociable, friendly, cooperative, and understanding. Examples of jobs that align with their personality include social worker, teacher, counselor, and clinical psychologist.

• Conventional people prefer rule-regulated, orderly, and unambiguous activities. Their personality traits: conforming, efficient, practical, unimaginative, and inflexible. Examples of jobs that align with their personality include accountant, corporate manager, bank teller, and file clerk.

• Enterprising people prefer verbal activities in which there are opportunities to influence others and attain power. Their personality traits: self-confident, ambitious, energetic, and domineering. Examples of jobs that align with their personality include lawyer, real estate agent, public-relations specialist, and small-business manager.

• Artistic people prefer ambiguous and unsystematic activities that allow creative expression. Their personality traits: imaginative, disorderly, idealistic, emotional, and impractical. Examples of jobs that align with their personality include painter, musician, writer, and interior decorator.

The evidence indicates that people in jobs congruent with their personality tend to be more satisfied and less likely to voluntarily resign than people in incongruent jobs. Social individuals, for instance, should be in social jobs, conventional people in conventional jobs, and so forth. In addition, personalities can be conceptualized in a circle. Points on that circle would be in this order: realistic, investigative, artistic, social, enterprising, conventional, and back to realistic. Findings support that the closer two personalities are in that circle, the more compatible they are. And adjacent categories are most similar. So a realistic person in an investigative job is more congruent—and should be more content—than if he or she were in a social job.



Managers should assess vocational interests in the hiring process.




Our conclusion is that managers should assess vocational interests in the hiring process. And when interests and job requirements are matched successfully, there is an increased likelihood that hirees will perform well on the job and stay with the organization.


Truth 9. Hire People Who Fit Your Culture: My “Good Employee” Is Your Stinker!

Many a manager has hired a new employee based largely on his or her skills and then lived to regret it. While skill competence is certainly an important ingredient in the making of a “good employee,” never underestimate the role that an organization’s culture plays in an employee’s success or failure.

Employee performance typically has a large subjective component. Bosses and colleagues have to make interpretations: Is Dave a team player? Is Tina taking unnecessary risks? Is Laura too competitive? And whether those interpretations are positive or negative depend to a great extent on how well an employee is perceived to fit into the organization. A good person-organization fit goes a long way toward ensuring that an employee will be perceived as a high performer.



Never underestimate the role that an organization’s culture plays in an employee’s success or failure.




An organization’s culture represents a system of shared meaning. It expresses the core values that are shared by a majority of the organization’s members. The culture at Ireland’s Ryanair, for example, values aggressiveness and competition. In contrast, Johnson & Johnson has a communal culture that emphasizes a strong family feel and values trust and loyalty. The typical “good” employee at Ryanair looks and behaves very differently from the typical “good” employee at J&J. Similarly, Walmart’s obsession with cost-minimization creates a very different culture, and attracts and promotes a different type of employee than does Nordstrom, whose culture is defined by commitment to customer service.

As a manager, you should assess potential employees in terms of how well you think they will fit into your organization’s culture. You want to hire people whose values are essentially consistent with those of the organization, or at least a good portion of those values. If you begin by getting a solid handle on what your organization values and rewards, you’re well on your way to determining whether a candidate will be a good match. Ask questions and make observations that will allow you to determine the applicant’s propensity to be innovative and take risks, to focus on “the big picture” versus the details, to emphasize means or ends, to be team oriented or individualistic, to be aggressive and competitive versus easygoing, and whether he or she prefers the status quo to growth. These are the primary elements that identify organizational cultures.



You should assess potential employees in terms of how well you think they will fit into your organization’s culture.




What can you expect to happen if you make a mistake and hire a few candidates who don’t fit with your firm’s culture? It’s likely you’ll wind up with hires who lack motivation and commitment and who are dissatisfied with their jobs and the organization. They’ll get lower performance evaluations than employees with similar objective performance but whose values align with the organization. And, not surprisingly, employee “misfits” have considerably higher turnover rates than individuals who perceive a good fit. Most people pick up the cues that they don’t fit in and, assuming other job options are available, leave in search of a job where they’re more likely to be appreciated.


Truth 10. Good Citizenship Counts!

All other things equal, most managers want employees who will do more than their usual job duties. They want employees who will go beyond expectations. Employees who exhibit discretionary behavior that is not part of their formal job requirements, but that promotes the organization’s operations, are said to be good citizens. And in today’s workplace, where flexibility is critical, jobs are fluid, work is often done in teams, and job descriptions frequently fail to include all the essential tasks that need to be done, top-performing managers need individuals who display good citizenship behavior.

What is good citizenship behavior? Examples include employees making constructive statements about their work group and the organization, helping others on their team, volunteering for extra job activities, avoiding unnecessary conflicts, showing care for organizational property, respecting the spirit as well as the letter of rules and regulations, and gracefully tolerating the occasional work-related impositions and nuisances. Not surprisingly, studies indicate that those organizational units that have employees who exhibit good citizenship behaviors outperform those that don’t.



Managers want employees who will go beyond expectations.




So what can managers do to stimulate good citizenship among employees? The answer seems to be: Treat people fairly. When people believe outcomes, treatment, and procedures are fair, they are more likely to talk positively about the organization, help others, and go beyond the normal expectations in their job. If your employees feel that you, your organization’s procedures, and company pay policies are fair, trust is developed. And when employees trust you and the organization, they’re more willing to voluntarily engage in behaviors that go beyond their formal job requirements.



Employees who exhibit good citizenship behaviors outperform those who don’t.





Truth 11. Manage the Socialization of New Employees

All Marines must go through a multiweek boot camp, where they “prove” their commitment. At the same time, the Marine trainers are indoctrinating new recruits in the “Marine way.” In a similar, but less elaborate manner, Starbucks puts all new employees through 24 hours of training to teach them the Starbucks philosophy, the company jargon, and the ins-and-outs of Starbucks’ coffee business.

The Marines and Starbucks use their formal training programs to socialize new members. They’re helping employees adapt to their organization’s culture. Why? Because no matter how good a job an organization does in recruitment and selection, new employees are not fully indoctrinated in the organization’s culture. Socialization turns outsiders into insiders and fine-tunes employee behaviors so they align with what management wants.



Socialization turns outsiders into insiders and fine-tunes employee behaviors so they align with what management wants.




When hiring a new employee, you have four decisions you can make—each of which will affect the shaping of that new hires’ behavior:

First, will socialization be formal or informal? The more a new employee is segregated from the ongoing work setting and differentiated in some way to make explicit his or her newcomer’s role, the more formal socialization is. The Marines and Starbucks’ specific orientation and training programs are examples of a formal process. Informal socialization just puts the new employee directly into his or her job, with little or no special attention.

Second, will socialization be done individually or collectively? Most employees are socialized individually. But they also can be grouped together and processed through an identical set of experiences as in military boot camp.

Third, will socialization be serial or random? Serial socialization is characterized by the use of role models who train and encourage the newcomer. Apprenticeship and mentoring programs are examples. In random socialization, role models are deliberately withheld. The new employee is left on his or her own to figure things out.

Finally, will socialization seek investiture or divestiture? Investiture assumes that the newcomer’s qualities and qualifications are the necessary ingredients for job success, so these qualities and qualifications are confirmed and supported. Divestiture tries to strip away certain characteristics of the new hire. College fraternity and sorority “pledges” go through divestiture socialization to shape them into the proper role.

Generally speaking, the more that management relies on socialization programs that are formal, collective, serial, and emphasize divestiture, the greater the likelihood that newcomers’ differences and perspectives will be stripped away and replaced by standardized and predictable behaviors. Conversely, the use of informal, individual, random, and investiture options will create a workforce of individualists. So managers can use socialization as a tool to create conformists who maintain traditions and customs or, at the other extreme, inventive and creative individuals who consider no organizational practice sacred.



Managers can use socialization as a tool.





Part II: The Truth About Motivation


Truth 12. Why Many Workers Aren’t Motivated at Work Today

I often hear experienced managers complain that “people just aren’t motivated to work anymore.” If this is true, the fault is with managers and organizational practices, not the employees! When employees lack motivation, the problem almost always lies in one of five areas: selection, ambiguous goals, the performance appraisal system, the organization’s reward system, or in the manager’s inability to shape employee’s perception of the appraisal and reward systems.

The best way to understand employee motivation is to think of it as being dependent on three relationships. When all three of these relationships are strong, employees tend to be motivated. If any one or more of these relationships are weak, employee effort is likely to suffer. I’ll present these relationships in terms of questions.



If employees aren’t motivated, the fault is with managers and organizational practices, not the employees!




First, do employees believe that if they give a maximum effort, it will be recognized in their performance appraisal? For a lot of employees, the answer is unfortunately: No. Why? Their skill level may be deficient, which means that no matter how hard they try, they’re not likely to be high performers. Or, if the organization’s performance appraisal system is designed to assess nonperformance factors such as loyalty or initiative, more effort won’t necessarily result in a higher appraisal. Still another possibility is that the employee, rightly or wrongly, perceives that he or she is disliked by the boss. As a result, the employee will expect to get a poor appraisal regardless of his or her level of effort. These examples suggest that one possible source of low employee motivation is the employee’s belief that, no matter how hard he or she works, the likelihood of getting a good performance appraisal is low.

Second, do employees believe that if they get a good performance appraisal, it will lead to organizational rewards? Many employees see the performance-reward relationship in their job as weak. The reason is that organizations reward a lot of things besides just performance. For example, when pay is allocated to employees on the basis of seniority or “kissing up” to the boss, employees are likely to see the performance-reward relationship as being weak and demotivating.



Many employees see the performance-reward relationship in their job as weak.




Last, are the rewards the employees receive the ones that they want? An employee may work hard in hopes of getting a promotion, but gets a pay raise instead. Or an employee wants a more interesting and challenging job, but receives only a few words of praise. Or an employee puts in extra effort, expecting to be relocated to the company’s Paris office, but instead is transferred to Phoenix. These examples illustrate the importance of tailoring the rewards to individual employee needs. Sadly, many managers are limited in the rewards they can distribute, so it’s difficult for them to individualize rewards. Moreover, some managers incorrectly assume that all employees want the same thing and overlook the motivational effects of differentiating rewards. In either case, employee motivation is suboptimized.

In summary, a lot of employees lack motivation at work because they see a weak relationship between their effort and performance, between performance and organizational rewards, and/or between the rewards they receive and the ones they really want. If you want motivated employees, you need to do what’s necessary to strengthen these relationships.


Truth 13. Telling Employees to “Do Your Best” Isn’t Likely to Achieve Their Best

A friend of mine, who manages a group of software programmers in Seattle, was recently telling me what a great staff he had and how much faith he had in them. “When I hand out an assignment, I merely tell my people, ‘Do your best. No one can ask more of you than that.’” I think my friend was a bit perplexed when I told him that wasn’t the best way to motivate his staff. I felt pretty confident in telling him that he would have better success by giving specific and challenging goals to each employee or work team.

There is a mountain of evidence that tells us that people perform best when they have goals. More to the point, we can say that specific goals increase performance; that difficult goals, when accepted, result in higher performance than do easy goals; and that feedback leads to higher performance than does nonfeedback.

Specific hard goals produce a higher level of output than does the generalized goal of “do your best.” Why? It’s the specificity of the goal itself that acts as an internal stimulus. Goals tell employees what needs to be done and how much effort they’ll need to expend to achieve it. For instance, if my Seattle friend’s software programmers committed to complete their current project by the last business day of next month, they would now have a specific objective to try to attain. We can say that, all things being equal, the individual or team with a specific goal will outperform his or her counterparts operating with no goals or the generalized goal of “do your best.”



Specific hard goals produce a higher level of output than does the generalized goal of “do your best.”




If factors such as ability and acceptance of the goals are held constant, we can also state with confidence that the more difficult the goal, the higher the level of performance. More difficult goals encourage people to extend their reach and work harder. Of course, it’s logical to assume that easier goals are more likely to be accepted. But once an employee accepts a hard task, he or she is likely to exert a high level of effort to achieve it. The challenge for managers is to have employees see difficult goals as attainable.

There is considerable evidence that tells us that people will do better when they get feedback on how well they’re progressing toward their goals because feedback helps to identify discrepancies between what they’ve accomplished and what they want to do. That is, feedback acts to guide behavior. But all feedback is not equally potent. Self-generated feedback—in which an employee is able to monitor his or her own progress—has been shown to be a more powerful motivator than externally generated feedback from a boss or coworkers.

The advice given here about specific hard goals and feedback may seem obvious or even trite. But, in practice, a large number of managers continue to ignore their value. Studies consistently show a large percentage of employees believe they lack specific goals on their job and also complain about a lack of performance feedback.



A large percentage of employees believe they lack specific goals on their job.




One final point before we leave this topic: Our claims about the power of goals is culture bound. Goals are well adapted to countries such as the United States and Canada because they mesh well with North American cultures. Goals require employees to be reasonably independent and employers to put a high importance on performance. Those requirements are not necessarily true in every country. For instance, don’t expect goals to necessarily lead to higher employee performance in countries such as Portugal or Chile.


Truth 14. Not Everyone Wants to Participate in Setting Goals

Contemporary managers have been well schooled in the importance of using participation—that is, having managers share a significant degree of decision-making power with their employees. Participative leadership and decision making have been preached by business schools since the 1960s. For instance, the late management-guru Peter Drucker considered participation in goal setting to be a necessary part of his Management By Objectives doctrine. Some academics have even proposed that participative management is an ethical imperative.

In the last 50-plus years, we have seen the decline (and near extinction) of the autocrat, to be replaced by the participative manager. So you might find it surprising that when it comes to setting goals, we discover an interesting finding: It may not matter if employee goals are assigned by the boss or participatively set. The evidence shows little consistent superiority for goals that are set participatively between employees and their bosses over those unilaterally assigned by bosses.

The logic behind participation is well known. As jobs have become more complex, managers rarely know everything their employees do. Thus, participation allows those who know the most to contribute. Participation also increases commitment to decisions. People are less likely to undermine a decision at the time of its implementation if they shared in making that decision. But the evidence doesn’t support the idea that participatively set goals are superior to assigned ones. In some cases, participatively set goals achieve superior performance; in other cases, individuals perform best when assigned goals by their boss. The only advantage that participation may provide is that it tends to increase acceptance of a goal. People are more likely to accept even a difficult goal if it is participatively set rather than arbitrarily assigned by their boss. Thus, although participative goals may have no superiority over assigned goals when acceptance is taken as a given, participation does increase the probability that more difficult goals will be agreed to and acted upon.



The evidence doesn’t support the idea that participatively set goals are superior to assigned ones.




You may be wondering: Why wouldn’t people always do better under participatively set goals? That’s a good question. Let me attempt an answer. The explanation may lie in the conditions that are required for participation to be effective. For participation to work, there must be adequate time to participate, the issues in which employees get involved must be relevant to their interests, employees must have the ability (intelligence, technical knowledge, communication skills) to participate, and the organization’s culture must support employee involvement. These conditions are not always met in many work places. In addition, while behavioral scientists often ignore this reality, the truth is that some people don’t want the responsibilities that come with participation. They prefer to be told what to do and let their boss do the worrying. These conditions and realities may explain why the use of employee participation is no sure means for improving employee performance.



Participation is no sure means for improving employee performance.





Truth 15. Professional Workers Go for the Flow

Can you think of times in your life when you’ve been so deeply involved in something that nothing else seems to matter? The task consumes you totally and you lose track of time. Most people can. It’s most likely to occur when you’re doing a favorite activity: running, skiing, dancing, reading a novel, playing a computer game, listening to music, cooking an elegant meal. This totally involved state is called flow. Managers should look to flow as a particularly effective way to motivate professional employees.

Research finds that the flow experience itself isn’t necessarily a time when people are happy. It’s a period of deep concentration. But when a flow task is completed, and the individual looks back on what has happened, he or she is flooded with feelings of gratitude for the experience. It’s then that the person realizes the satisfaction received from the experience and how it made him or her happier.



The flow experience isn’t necessarily a time when people are happy.




Are there conditions that are likely to produce flow? Yes. When people describe flow experiences, they talk about common characteristics in the tasks they were doing. The tasks were challenging and required using a high level of skills. The tasks were goal-directed and provided them with feedback on how well they were performing. The tasks also demanded total concentration and creativity. And the tasks were so consuming that people had no attention left over to think about anything irrelevant or to worry about problems.

Here’s something that might surprise you: The flow experience is rarely reported by people when they’re doing leisure activities such as watching television or relaxing. Flow is most likely to be experienced at work, not at home!

If you ask people whether they’d like to work less, the answer is almost always yes. People associate leisure with happiness. They think if they had more free time, they’d be happier. Studies of thousands of individuals suggest that people are generally wrong in this belief. When people spend time at home, for instance, they often lack a clear purpose, don’t know how well they’re doing, get distracted, and feel that their skills are underutilized. They frequently describe themselves as bored. But work has many of the properties that stimulate flow. It often has clear goals. It provides people with feedback on how well they’re doing—either from the work process itself or through a boss’s evaluation. People’s skills are typically matched to their jobs, which provides challenge. And jobs usually encourage concentration and prevent distractions. The end result is that work, rather than leisure, more clearly mirrors the flow that people might get from games, sport, music, or art.



Flow is most likely to be experienced at work, not at home.




What are the managerial implications from flow research? Work, itself, can be a powerful motivator. It can provide a feeling of happiness that most leisure activities can’t. So, where possible, design jobs with challenging, creative, and consuming tasks that allow employees to utilize their skills, and ensure that these tasks have clear goals and provide employees with feedback.


Truth 16. When Giving Feedback: Criticize Behaviors, Not People

It seems pretty simple, but it’s amazing how many managers ignore this advice when giving feedback to employees: Criticize employee behaviors, not the people themselves. Successful feedback focuses on specific behavior and is impersonal.

Feedback should be specific rather than general. Managers should avoid making statements such as “You have a bad attitude” or “I’m really impressed with the good job you did.” These types of statements are vague and, while they provide information, they don’t tell the employee enough to correct the “bad attitude” or on what basis it was concluded that a “good job” had been done. For clarity, here are some examples of what good feedback is like: “Bob, I’m concerned with your attitude toward your work. You were a half-hour late to yesterday’s staff meeting, and then you told me you hadn’t read the preliminary report we were discussing. Today, you tell me you’re taking off three hours early for a dental appointment”; or “Jan, I was really pleased with the job you did on the Phillips account. They increased their purchases from us by 22 percent last month, and I got a call a few days ago from Dan Phillips complimenting me on how quickly you responded to those specification changes for the MJ-7 microchip.” Both of these statements focus on specific behaviors. They tell the recipient why you are being critical or complimentary.



Successful feedback focuses on specific behavior and is impersonal.




In addition, feedback—especially the negative kind—should be descriptive rather than judgmental or evaluative. No matter how upset a manager might be, for instance, he or she should keep the feedback job-related and never criticize someone personally because of an inappropriate action. Telling people they’re “stupid,” “incompetent,” or the like is almost always counterproductive. It provokes such an emotional reaction that the performance deviation itself is apt to be overlooked. When a manager is criticizing an employee, that manager is censuring a job-related behavior, not the person. You may be tempted to tell someone he or she is “rude and insensitive” (which may be true); however, that’s hardly impersonal. Better to say something like, “You interrupted me three times with questions that were not urgent, when you knew I was talking long distance to a customer in Ireland.”



Feedback should be descriptive rather than judgmental or evaluative.




One final point on feedback: If negative, make sure the behavior is controllable by the recipient. There’s little constructive value in reminding a person of some shortcoming over which he or she has no control. Negative feedback, therefore, should be directed toward behavior the recipient can do something about. So, for example, to criticize an employee who is late because he forgot to set his wake-up alarm is valid. To criticize him for being late when the subway he takes to work every day had a power failure, trapping him underground for half an hour, is pointless. There is nothing he could do to correct what happened.


Truth 17. Managing Across the Generation Gap

Jan Stewart couldn’t believe her ears. On her phone was the mother of one of her employees, complaining about the long hours that Ms. Stewart was asking her son to put in at work. Said Stewart, “I’ve had employees complain to me before, but never a parent!”

Jan Stewart was getting a first-hand taste of what it can be like managing employees who have been coddled and protected by “helicopter” parents. Welcome to the challenges of managing workers from Generation Y.

Most current employees fall into one of three generational groups, differentiated by when they were born. There are the Baby Boomers, born between 1946 and 1964; the Gen Xers, born between 1965 and 1977; and Generation Y, also sometimes referred to as the Net Generation or Millennials. They were born between 1978 and 1991. Does the fact that two employees were both born in the same year mean that they will definitely have a set of common values? No. But values are imprinted for life by defining historical events. Shared experiences then lead to shaping common values. So the following insights can help you to better understand individual values and mindsets, the differences between generations, and the challenges of managing and motivating workers born in different eras.



Values are imprinted for life by defining historical events.




Baby Boomers were born after World War II when veterans returned to their families. Growing up in the 1950s and 1960s, Boomers were influenced by times of prosperity, safety, and the belief that anything is possible. And being the largest generation in history, they are inherently competitive. They entered the workforce from the mid-1960s through the mid-1980s. They place a great deal of emphasis on achievement and material success, but dislike authoritarianism and laziness. Managers should give these employees challenging goals and leave them alone.

The lives of Gen Xers have been shaped by globalization, two-career parents, MTV, AIDS, and computers. Xers value flexibility, life options, and the achievement of job satisfaction. As the children of workaholic Baby Boomers, they grew up as latchkey kids. They tend to be independent and self-reliant. Family and relationships are very important. In search of balance in their lives, Xers are less willing to make personal sacrifices for the sake of their employer. They strive for work-life balance. So managers should give these employees flexibility and provide them with the freedom to balance work and personal obligations.

Generation Y has been shaped by helicopter parents who hovered over their children and focused on building self-esteem. These parents downplayed competition and believed that there should be no winners and losers—everyone gets a participatory ribbon! Gen Y prefers teamwork, continuous performance feedback, and is totally at ease with technology. They are good at multitasking and have a strong desire to learn new things. They are also ambitious, but often unrealistic, in their career expectations; and often characterized as entitled and needy. They want bosses who provide ongoing coaching or mentoring and give preference to a good workplace over salary or benefits. Managers should give Gen Y regular feedback, provide clear guidance, design work around team collaboration, and widen job descriptions to allow opportunities to learn new skills.



Gen Y prefers teamwork, continuous performance feedback, and is totally at ease with technology.





Truth 18. You Get What You Reward

A management consultant specializing in police research noticed that, in one community, officers would come on duty for their shift, proceed to get into their police cars, drive to the highway that cut through the town, and speed back and forth along this highway for their entire shift. Clearly, this fast cruising had little to do with good police work. But this behavior made considerably more sense once the consultant learned that the community’s city council used mileage on police vehicles as a measure of police effectiveness. The city council unintentionally was rewarding “putting lots of miles on police cars,” so that’s what officers emphasized.

Managers routinely reward employee behaviors they’re trying to discourage and fail to reward the behaviors they actually want. A few examples illustrate this sad fact: Management says it wants to build teamwork, actually rewards individual accomplishments, and then wonders why employees compete against each other and are constantly looking out for Number One. Management talks up the importance of quality but then ignores employees who turn out shoddy work and punishes those who fail to meet their production goals because they’re focusing on quality. Senior executives speak out loudly about the importance of their managers acting ethically and then give a big promotion to a manager whose ethical conduct is clearly suspect.



Managers routinely reward employee behaviors they’re trying to discourage and fail to reward the behaviors they actually want.




Consistent with Truth 12, Why Many Workers Aren’t Motivated at Work Today,” managers who claim that their employees seem to be lacking motivation should review their reward systems to consider the possibility that they’re paying off for behavior other than what they’re seeking. This review should begin by assessing what types of behaviors are currently being rewarded. What this assessment too often finds is that organizations are not rewarding what they assume they are. Obviously, if this is the case, then the reward system needs to be changed to get the desired behaviors. If you want quality, reward quality. If you want ethical behavior, then reward employees who act ethically.



If you want quality, reward quality.




Modifying reward systems doesn’t have to be a complex undertaking. Small adjustments can make big differences. And the little techniques you use at home can often be applied at the workplace. For instance, if you buy a single candy bar for your two kids, can you expect them to fight over who gets which half? Probably. Have you ever just given the candy bar to one of them, told him to cut it in half, and then let his brother or sister have first choice on which half he or she wants? This simple process of rewarding joint responsibility typically results in a precise and fair slicing up of the candy bar and a marked decline in fighting. This same logic was recently used by a department head who had to allocate offices in the company’s new building. Two of his employees, who had never gotten along, were wasting a lot of time arguing which one of the 10 offices allocated to the department each would take. It seemed that whichever one Dave wanted, that would also be the one that Chuck preferred. After weeks of haggling, the department head told Dave to make two choices and that he was going to let Chuck make the first selection and Dave would get the other. The end result was that Dave sought two offices that were both acceptable to him, Chuck got “the pick of the litter,” and both were happy.

One last comment. The importance of rewarding the right behaviors never was clearer to me than when I saw a rich relative continually tell her son, “Don’t worry about saving money. You’ll have plenty when I’m gone.” That relative lived a very long life, and she could never understand why her son looked forward to her demise. Clearly, she would have gotten a very different behavior from her son had she made his inheritance conditioned on her longevity. He would have been far more supportive of her living a long life had she said in her latter years, “I’m going to give you $50,000 the first of every year for as long as I live. But when I go, all my remaining money will go to charity.” Had she taken this approach, her son would have a vested interest in prolonging her life, not shortening it!


Truth 19. It’s All Relative!

A quarterback in the National Football League tells his team’s management that he won’t be reporting to training camp. Although he’s under contract and scheduled to make $9.5 million this season, he says he’s not motivated to play this year. He wants his team to either renegotiate his contract or trade him so he can get more money. Neither this player nor his agent ever suggests that $9.5 million is inadequate to live on. The argument is almost always couched in terms of relative rewards: “Other players who aren’t as good as I am [haven’t played as long; haven’t won as many awards; don’t have as impressive statistics] are earning more.”

There is an impressive body of evidence that tells us that employees don’t look only at absolute rewards. They look at relative rewards. They compare what inputs they bring to a job (in terms of experience, effort, education, and competence) with the outcomes they receive (salary levels, pay raises, recognition, and the like). Then they look around for other references to compare themselves against. Those other references may be friends, relatives, neighbors, coworkers, colleagues in other organizations, or past jobs they have had. Finally, they compare their input/outcome ratio with the others and assess how equitably they think they’re being treated. For our football player, he looks at his pay and his statistics; compares them with similar professional players at his position; and cries “foul” because he thinks he’s under-rewarded.



An impressive body of evidence tells us that employees don’t look only at absolute rewards; they look at relative rewards.




When people make these comparisons, they come to one of three conclusions: They’re either being fairly treated, under-rewarded, or over-rewarded. Fair treatment has a positive effect on motivation. Employees are likely to be motivated when they feel they are being equitably rewarded for their contribution.

However, when people perceive themselves as being under-rewarded, they tend to get angry. To lessen this anger and restore equity, they are likely to engage in behavioral or perceptual adjustments. For instance, they might take more paid sick leave, come in late to work or leave early, take longer breaks, put out less effort, goof-off on company time, ask for a raise, or even steal from the company in an attempt to “get what’s mine.” They might also reassess either their own or others’ inputs and outcomes, or change the person or persons with whom they’re comparing themselves. At the extreme, under-rewarded employees can become angry enough to quit. The degree of active behavior that under-rewarded employees will take is largely dependent on how equity-sensitive they are. Some employees are very good at ignoring inequities or adjusting their perceptions to make them less bothersome. But many professional and technical employees are quite equity-sensitive. They’re likely to move quickly to correct any perceived inequity.



People seem to have a great deal more tolerance of overpayment inequities than underpayment, or they’re better able to rationalize them.




When people perceive themselves as over-rewarded, they react with guilt. And to relieve that guilt, they might work harder, get more education, help out others, or work through a paid vacation. Not surprisingly, the guilt rarely leads to requests for reductions in pay. In fact, people seem to have a great deal more tolerance of overpayment inequities than underpayment, or they’re better able to rationalize them.


Truth 20. Recognition Motivates (and It Costs Very Little)

A few years back, 1,500 employees in a variety of work settings were surveyed to find out what they considered to be the most powerful workplace motivator. Their response? Recognition, recognition, and more recognition! Another study found that employees rated personal thanks from a manager for a job well done as the most motivating of a variety of incentives offered. But, unfortunately, 58 percent of the workers in this study said their managers didn’t typically give such thanks.

In today’s highly competitive global economy, most organizations are under severe cost pressures. That makes recognition programs particularly attractive. Why? In contrast to most other motivators, recognizing an employee’s superior performance often costs little or no money. Maybe that’s why a recent survey found that 80 percent of large companies have recognition programs. Popular recognition actions, beyond verbal and written acknowledgments, include merchandise, gift cards, and travel. Recognition has been found to be especially relevant in the motivation of low-wage workers. It costs little and helps to build employee self-esteem. For instance, Fine Host Corp., a food service firm in Connecticut, gives out quality awards and posts workers names in company buildings to recognize good work. All Metro Health Care in Lynbrook, New York, sponsors an award for home health care giver of the year and also gives employees gifts, such as watches and blenders, for scoring high in quarterly training exercises.



The most powerful workplace motivator is recognition, recognition, and more recognition!




We have a wealth of evidence that tells us that rewarding a behavior with recognition immediately following that behavior is likely to encourage its repetition. How can managers use this to help motivate employees? They can personally congratulate an employee in private for a good job. They can send a handwritten note or an e-mail message acknowledging something positive that the employee has done. For employees with a strong need for social acceptance, managers can publicly recognize accomplishments. And to enhance group cohesiveness and motivation, managers can celebrate team successes. They can use meetings to recognize the contributions and achievements of successful work teams.



Rewarding a behavior with recognition immediately following that behavior is likely to encourage its repetition.




And keep in mind, little things can mean a lot. Lee Memorial Health System, in Cape Coral, Florida, found this out when it gave customized key chains to each of its 5,000 employees as a “thank you” when Modern Healthcare magazine named Lee as one of the top integrated health care networks in the United States. The key chains, designed especially for Lee Memorial, had the words “Valued Employee Since” displayed on the top of the brass emblem and the employee’s year of hire added below. They cost Lee only $4.50 per employee, but they proved to be a powerful motivator. Lee’s CEO said, “In all my years in health care administration, I’ve never witnessed as much excitement as was created by giving the key chains to our staff. I received many thank you notes and e-mails expressing appreciation that we would take the time to recognize each employee individually.

One caveat for any recognition effort: The recognition must be sincere. People can see through insincerity. So, for example, giving praise for a performance that is not out of the ordinary is likely to have little motivating potential.


Truth 21. There’s More to High Employee Performance Than Just Motivation

Robin and Chris both graduated from college a couple of years ago with degrees in elementary education. They each took jobs as first grade teachers but in different school districts. Robin immediately confronted a number of obstacles on the job: a large class (38 students), a small and dingy classroom, and inadequate supplies. Chris’s situation couldn’t have been more different. He had only 15 students in his class, plus a teaching aid for 15 hours each week, a modern and well-lighted room, a well-stocked supply cabinet, a computer for each student, and a highly supportive principal. Not surprisingly, at the end of the first school year, Chris had been considerably more effective as a teacher than had Robin.

The preceding episode illustrates an obvious but often overlooked fact: Success on a job is facilitated or hindered by the existence or absence of support resources. No matter how motivated an employee is, his or her performance is going to suffer if there isn’t a supportive work environment.



No matter how motivated an employee is, his or her performance is going to suffer if there isn’t a supportive work environment.




A popular way of thinking about employee performance is as a function of the interaction of ability and motivation; that is, performance = f(A × M). If either ability or motivation is inadequate, performance will be negatively affected. This helps to explain, for instance, the hardworking athlete with modest abilities who consistently outperforms his or her more gifted, but lazy, rivals. But an important piece of the performance puzzle is still missing. We need to add opportunity to our equation. Performance = f(A × M × O). Even though an individual may be willing and able, there may be obstacles that constrain performance.

When you attempt to assess why an employee may not be performing to the level that you believe he or she is capable of, take a look at the work environment to see if it’s supportive. Does the employee have adequate tools, equipment, materials, and supplies? Does the employee have favorable working conditions, helpful coworkers, supportive work rules and procedures, sufficient information to make job-related decisions, adequate time to do a good job, and the like? If not, performance will suffer. And don’t forget to minimize your employees’ disruptions and distractions. As we’ll discuss in Truth 39, “Watch Out for Digital Distractions,” today’s workers are particularly vulnerable to a wide range of digital distractions—from tweets to Facebook to Internet videos.



When you attempt to assess why an employee may not be performing to the level that you believe he or she is capable of, take a look at the work environment to see if it’s supportive.





Part III: The Truth About Leadership


Truth 22. Five Leadership Myths Debunked

With the possible exception of wrinkle removers and weight-loss programs, there may be no subject with more nonsense masquerading as truth than the topic of leadership. Let’s look at five popular leadership myths.

Myth #1. Leaders are born, not made. A prominent myth is that leadership qualities are inherent in the individual: A select group of people are born to lead, while most of us are born to follow. The evidence indicates that genetics does have some influence on leadership emergence. Studies indicate that about 30 percent of leadership emergence can be accounted for by genetic factors. But that still leaves 70 percent to environmental influences. So while a few traits associated with leadership are genetically determined, leadership can be learned. We are not prisoners of our genetic makeup when it comes to whether or not we choose to seek leadership positions.

Myth #2. Successful leaders have common traits. The media are particularly guilty here of looking for and promoting a common set of characteristics they think leaders have. They identify leaders such as Richard Branson, the late Steve Jobs, and Barack Obama in terms such as charismatic, enthusiastic, decisive, and courageous. What does the evidence reveal? A number of traits seem to regularly appear that differentiate leaders from others. They include ambition and energy, the desire to lead, self-confidence, and intelligence. Overall, it appears that these traits are relatively powerful at explaining people’s perceptions of leadership. However, you shouldn’t put much faith in the belief that successful leaders have common traits. Why? First, traits provide no guarantees. Rather than being applicable across all situations, they appear to predict leadership in selective situations. Second, the evidence is unclear in separating cause from effect. For example, are leaders self-confident, or does success as a leader build self-confidence? And finally, traits do a better job at predicting the appearance of leadership than in actually distinguishing between effective and ineffective leaders. We can’t say that possessing traits like ambition and self-confidence will predict effective leaders, merely that others are likely to perceive them as such.

Myth #3. Men make better leaders than women. Leadership positions have historically been held by men. As such, perceptions of leadership are often characterized in masculine terms such as strong, aggressive, and assertive. The evidence, however, indicates that men have no advantage over women when it comes to leadership. Since men historically held the great majority of leadership positions, a stereotype developed of leaders that had a masculine bias—task-oriented, directive, unemotional. But as organizations have increasingly become structured around flexibility, teamwork, trust, and information sharing, the male stereotype of a directive leader has become far less pervasive. Organizations increasingly need fewer leaders who use a command-and-control style and more who encourage participation, share power and information, nurture their followers, and lead through inclusion. The most recent evidence suggests that, although the differences are small, if one gender does have an advantage, it’s probably women.

Myth #4. The MBA creates effective leaders. Master’s degrees in business administration are popular and expensive. The U.S., alone, is turning out more than 155,000 MBAs every year. And the price of an MBA is not trivial. The cost of an MBA at a top university now exceeds $100,000. For many fast-trackers, pursuing an MBA also means giving up a full-time job and, typically, an income of $150,000 or more during that two-year period. Given these facts, you’d think there would be substantial evidence that MBA programs are successful in creating leaders. The evidence says otherwise. Little of what goes on in the conventional MBA program helps build effective leadership skills. These programs are great for learning about business, but they don’t train leaders. While they talk a lot about the importance of leadership, actual leadership is learned through experience and practice. And these are areas where MBA programs come up short. As one noted authority put it, “the MBA trains the wrong people, in the wrong ways.”



Little of what goes on in the conventional MBA program helps build effective leadership skills.




Myth #5. Leadership always matters. Given all the attention leadership receives—in business schools, politics, the media—you’d think leadership was always necessary for a group or organization (or country) to be successful. It isn’t. Data from numerous studies collectively demonstrate that, in many situations, whatever actions leaders take are irrelevant. Why? There are individual, job, and organizational factors that limit the influence of a leader on his or her subordinates. Characteristics of subordinates such as their experience, training, or indifference toward organizational rewards can substitute for the effect of leaders. Experience and training, for example, can replace the need for a leader’s support or ability to clarify work tasks. Jobs that are inherently unambiguous and routine or that are intrinsically satisfying may require little direct attention from formal leaders. And organizational characteristics such as explicit formalized goals, rigid rules and procedures, or cohesive work groups can minimize the role of formal leaders.



In many situations, whatever actions leaders take are irrelevant.





Truth 23. The Essence of Leadership Is Trust

When we trust others, we assume they’ll act honestly and truthfully, and be reliable and predictable. We also assume they won’t take advantage of our trust. Trust is the essence of leadership because it’s impossible to lead people who don’t trust you.

One author summarized the link between trust and leadership this way: “Part of the leader’s task has been, and continues to be, working with people to find and solve problems, but whether leaders gain access to the knowledge and creative thinking they need to solve problems depends on how much people trust them. Trust and trustworthiness modulate the leader’s access to knowledge and cooperation.”



It’s impossible to lead people who don’t trust you.




When employees trust a leader, they’re willing to be vulnerable to the leader’s actions—confident that their rights and interests won’t be abused. People are unlikely to look up to or follow someone whom they perceive as dishonest or who is likely to take advantage of them. Honesty, for instance, consistently ranks at the top of most people’s list of characteristics they admire in their leaders. It’s an absolutely essential component of leadership.

Now, maybe more than any time in the past, managerial and leadership effectiveness depends on the ability to gain the trust of followers. Why? Because in times of change and instability—which characterizes most workplaces today—people turn to personal relationships for guidance, and the quality of these relationships is largely determined by the level of trust. In addition, contemporary management practices such as empowerment and the use of work teams require trust to be effective.



Honesty consistently ranks at the top of most people’s list of characteristics they admire in their leaders.




So how do you, as a manager, get employees to trust you? It’s no simple task, but there are actions that research indicates help to build trusting relationships:

• Be open. Mistrust comes as much from what people don’t know as from what they do know. Keep people informed, make the criteria on how decisions are made overtly clear, explain the rationale for your decisions, be candid about problems, and fully disclose relevant information.

• Be fair. Before making decisions or taking actions, consider how others will perceive them in terms of objectivity and fairness. Give credit where it’s due, be objective and impartial in performance appraisals, and pay attention to equity perceptions in reward distributions.

• Speak your feelings. Managers who convey only hard facts come across as cold and distant. If you share your feelings, others will see you as real and human.

• Tell the truth. Truth is an inherent part of integrity. Once you have lied and been found out, your ability to gain and hold trust is largely diminished. People are generally more tolerant of learning something they “don’t want to hear” than finding out that their manager lied to them.

• Show consistency. People want predictability. Mistrust comes from not knowing what to expect. Let your central values and beliefs guide your actions. This increases consistency and builds trust.

• Fulfill your promises. Trust requires that people believe that you are dependable. So you need to ensure that you keep your word and commitments.

• Maintain confidences. People trust those who are discreet and upon whom they can rely. They need to feel assured that you will not discuss their confidences with others or betray that confidence. If people perceive you as someone who leaks personal confidences or someone who can’t be depended on, you won’t be perceived as trustworthy.


Truth 24. Experience Counts! Wrong!

Most of us accept the commonsense notion that experience is a valuable, even necessary, component for effective leadership. Voters, for instance, tend to believe that the jobs of U.S. senator or state governor prepare individuals to be effective U.S. presidents. Similarly, organizations buy into this notion when they carefully screen outside candidates for senior management positions on the basis of their experience. For that matter, have you ever filled out an employment application that didn’t ask about previous experience or job history? In many instances, experience is used as the single most important factor in hiring and promotion decisions. Well, here’s the surprising news: The evidence doesn’t support that experience per se contributes to leadership effectiveness.

“Some inexperienced leaders have been outstandingly successful, while many experienced leaders have been outstanding failures. Among the most highly regarded former presidents are Abraham Lincoln and Harry Truman, who had very little previous leadership, while highly experienced Herbert Hoover and Franklin Pierce were among the least successful.” Studies of military officers, research and development teams, shop supervisors, post office administrators, and school principals tell us that experienced managers tend to be no more effective than the managers with little experience.



Have you ever filled out an employment application that didn’t ask about previous experience?




How could it be that experience wouldn’t make leaders more effective? Intuitively, it would seem that experience would provide learning opportunities that would translate into improved on-the-job leadership skills. The problems seem to be twofold. First, quality of experience and time in the job are not necessarily the same thing. Second, there is variability between situations that influence the transferability of experience.

One flaw in the “experience counts” logic is the assumption that length of time on a job is actually a measure of experience. This says nothing about the quality of experience. The fact that one person has 20 years’ experience while another has 2 years’ experience doesn’t necessarily mean that the former has had 10 times as many meaningful experiences. Too often, 20 years of experience is nothing other than 1 year of experience repeated 20 times! In even the most complex jobs, real learning typically ends after 2 or 3 years. By then, almost all new and unique situations have been experienced. So one problem with trying to link experience with leadership effectiveness is not paying attention to the quality and diversity of the experience.

The second problem is the situations in which experience is obtained are rarely comparable to new situations. It’s critical to take into consideration the relevance of past experience to a new situation. Jobs differ, support resources differ, organizational cultures differ, follower characteristics differ, and so on. A primary reason that leadership experience isn’t strongly related to leadership performance is undoubtedly due to variability of situations.



Too often, 20 years of experience is nothing other than 1 year of experience repeated 20 times!




So what can we conclude? When selecting people for leadership positions, be careful not to place too much emphasis on their experience. Experience, per se, is not a very good predictor of effectiveness. Just because a candidate has 10 years of previous leadership experience is no assurance that his or her experience will transfer to a new situation. What is relevant is the quality of previous experience and the relevance of that experience to the new situation that the leader will face.


Truth 25. Effective Leaders Know How to Frame Issues

Martin Luther King, Jr.’s “I Have a Dream” speech largely shaped the civil rights movement. His words created an image of what a country would be like where racial prejudice no longer existed; that is, King framed the civil rights movement in a way so others would see it the way he saw it.

Framing is a way to use language to manage meaning. It involves the selection and highlighting of one or more aspects of a subject while excluding others.



Framing is a way to use language to manage meaning.




Framing is analogous to what a photographer does. The visual world that exists is essentially ambiguous. When a photographer aims her camera and focuses on a specific shot, she frames her photo. Others then see what she wanted them to see. That is precisely what leaders do when they frame an issue. They choose which aspects or portion of the subject they want others to focus on and which portions they want to be excluded.

Political leaders live or die on their ability to frame problems and their opponent’s image. In an age of language wars, political victory often goes to those who win the battle over terminology. For instance, in recent years, few topics have generated as much “framing” in Washington as what defines a fair tax. Democrats argue that it is one that is steeply progressive and puts most of the weight on the wealthy. Republicans counter that a fair tax is one that spreads the tax burden more evenly and requires everyone to pay.



Political leaders live or die on their ability to frame problems and their opponent’s image.




In the complex and chaotic environment in which most leaders work, there is typically considerable maneuverability with respect to “the facts.” What is real is often what the leader says is real.

Framing influences leadership effectiveness in numerous ways. It largely shapes the decision process in that frames determine the problems that need attention, the causes attributed to the problems, and the eventual choices for solving the problems. Framing also increases a leader’s success in implementing goals and getting people’s agreement, because once the right frames are in place, the right behavior follows. In addition, framing is critical to effective leadership in a global context because leaders must frame problems in common ways to prevent cultural misunderstandings. Finally, of course, framing is a vital element in visionary leadership. Shared visions are achieved through common framing.

There are five language forms that can help you frame issues—metaphors, jargon, contrast, spin, and stories.

Metaphors help us understand one thing in terms of another. They work well when the standard of comparison is well understood and links logically to something else. When a manufacturing executive describes his goal of having “our production process running like a fine Swiss watch,” he is using a metaphor to help his employees envision his ideal.

Organizational leaders are fond of using jargon. This is language that is peculiar to a particular profession, organization, or specific program. It conveys accurate meaning only to those who know the vernacular. Microsoft employees know, for instance, that a “Blue Badge” is a permanent employee, while an “Orange Badge” designates a temp or independent contractor.

When leaders use the contrast technique, they illuminate a subject in terms of its opposite. Why? Because sometimes it’s easier to say what a subject is not more easily than what it is. When an executive at a small pharmaceutical company was frustrated by his employees’ lack of concern with keeping costs down, he constantly chided them with the phrase, “we’re not Pfizer.” The message he wanted to convey was that his company didn’t have the financial resources of the drug giant and they needed to reduce costs.

Presidential politics has created a new term: spin. The objective of this technique is to cast your subject in a positive or negative light. Leaders who are good at “spinning” get others to interpret their interests in positive terms and opposing interests in negative terms. During the 2012 U.S. presidential campaign, Democratic leaders regularly used spin to describe Republican Mitt Romney as an insensitive multimillionaire “who is out of touch with the middle class.”

Finally, leaders use stories to frame issues with examples that are larger than metaphors or jargon. When leaders at 3M tell the story of how Post-it Notes were discovered, they remind people of the importance the company places on creativity and serendipity in the innovation process.


Truth 26. You Get What You Expect

Let me tell you about 105 Israeli soldiers who were participating in a combat command course. The four instructors in this course were told that one-third of the specific incoming trainees had high potential, one-third had normal potential, and the potential of the rest was unknown. In reality, the trainees were randomly assigned into these categories by researchers conducting the study. In spite of the fact that the three groups should have performed about equally, since they were randomly placed, those trainees who instructors were told had high potential scored significantly higher on objective achievement tests, exhibited more positive attitudes, and held their leaders in higher regard than did the others.

What happened here illustrates the power of expectations. The instructors of the supposedly high-potential trainees got better results from them because the instructors expected it! This same result has been well documented in studies of teachers’ behavior in classrooms. What teachers expect from students is what they generally get.

Think of expectations as sort of a self-fulfilling prophesy. Expectations of how someone is likely to act cause that person to fulfill the expectation. In business, this tells us that managers get the performance they expect. Treat people as losers, and they won’t disappoint you. Treat them as capable individuals who can perform at the highest level, and they’ll do their best to prove you right. Leaders who expect more get more!



Treat people as losers, and they won’t disappoint you.




Why do high employee expectations lead to higher performance? Because a leader’s expectations influence the leader’s behavior toward employees. Leaders allocate resources to employees in proportion to their expectations. They invest their best leadership in those they expect to perform best. Employees who a leader expects to do well receive more emotional support through nonverbal cues (like smiling and eye contact), more frequent and valuable feedback, more challenging goals, better training, and more desirable assignments. And leaders exhibit greater trust in these employees. These behaviors, in turn, lead to employees who are better trained, with better skills and job knowledge. In addition, a leader’s support helps build employee confidence, which increases the employee’s belief that he or she can succeed on the job.



Leaders who expect more get more!




The message here for leaders is that you should expect high performance from your employees. Tell them verbally and show them by your behavior that you believe in them. Let them know that you think they have untapped potential and that they can achieve more than they have. But don’t expect too much. Sky-high expectations can be intimidating and demoralizing—leading to frustration, failure, and low expectations in the future. If you help employees achieve “small wins,” they’ll build their confidence and gradually raise their expectations over time.


Truth 27. Charisma Can Be Learned

There is an increasing amount of evidence that supports the value of charisma in leadership. Many of our most visible leaders, both past and present, have stood out for their charismatic qualities. They include individuals such as John F. Kennedy, Martin Luther King, Jr., Winston Churchill, Margaret Thatcher, Vince Lombardi, Steve Jobs, Richard Branson, Bill Clinton, and Mother Theresa.

What differentiates these charismatic leaders from their noncharismatic counterparts? Common characteristics of charismatic leaders include self-confidence, a strong vision that proposes a future better than the status quo, the ability to articulate the vision, strong convictions in the vision, and the willingness to enact radical change.

We used to think that charismatic leaders were born. However, recent evidence suggests otherwise. Individuals can be trained to exhibit charismatic behaviors and can thus enjoy the benefits that accompany being labeled “a charismatic leader.” Here are some specific charismatic behaviors you can engage in:



Individuals can be trained to exhibit charismatic behaviors and can thus enjoy the benefits that accompany being labeled “a charismatic leader.”




• Project a powerful, confident, and dynamic presence. Use a captivating and engaging voice tone. Convey confidence. Talk directly to people, maintain direct eye contact, and hold your body posture in a way that says you’re sure of yourself. Speak clearly, avoid stammering, and avoid sprinkling your sentences with noncontent phrases such as “uhhh” and “you know.”

• Articulate an overarching vision. Create a vision for the future expressed as an idealized goal, specify unconventional ways of achieving the vision, and communicate the vision to others. The road to achieving the vision should be novel but appropriate to the context. And remember that success is not only having a vision but also being able to get others to buy into it.

• Communicate high performance expectations and confidence in others’ ability to meet these expectations. State ambitious goals for individuals and groups and demonstrate your belief that they will be achieved.

It’s been shown that a person can learn to become charismatic by following a three-step process. First, you need to develop the aura of charisma by maintaining an optimistic view, using passion as a catalyst for generating enthusiasm, and communicating with the whole body, not just with words. Second, you have to draw others in by creating a bond that inspires others to follow. And third, you need to bring out the potential in followers by tapping into their emotions.

The preceding approach seems to work, as evidenced by the success researchers have had in actually scripting college students to “play” charismatic. The students were taught to articulate an overarching goal, to communicate high performance expectations, to exhibit confidence in the ability of subordinates to meet those expectations, and to empathize with the needs of their subordinates. They learned to project a powerful, confident, and dynamic presence, and they practiced using a captivating and engaging voice tone. To further capture the dynamics and energy of charisma, the leaders were trained to evoke charismatic nonverbal characteristics: They alternated between pacing and sitting on the edges of their desks, leaned toward the subordinates, maintained direct eye contact, and had a relaxed posture and animated facial expressions. These researchers found that these students could learn how to project charisma. Moreover, subordinates of these leaders had higher task performance, task adjustment, and adjustment to the leader and to the group than did subordinates who worked under groups led by noncharismatic leaders.



Researchers have been successful in actually scripting college students to “play” charismatic.




What this tells us is that while some people clearly have an intuitive style that creates charisma, you can train yourself to exhibit charismatic behaviors. And to the degree to which you’re successful, you will be perceived by others as a charismatic leader.


Truth 28. Charisma Is Not Always an Asset

While the media tends to love charismatic leaders, charisma is not always needed nor an asset.

If you have any doubts that there are negatives associated with charisma, let me just name three charismatic leaders: Adolph Hitler, Charles Manson, and Osama bin Laden. In addition, less well-known destructive charismatics include the “Queen of Mean” Leona Helmsley, Ken Lay and Jeff Skilling at the now defunct Enron, and Tyco’s former CEO Dennis Kozlowski (who is serving an 8-to-25-year sentence in a New York prison).

Research tells us that charismatic leadership is not always needed to achieve high levels of employee performance. There are situations that favor it. Charisma appears to be most appropriate when the follower’s task has an ideological component or when the environment involves a high degree of stress and uncertainty. This may explain why, when charismatic leaders surface, it’s more likely to be in politics, religion, war time, or when a business firm is in its infancy or facing a life-threatening crisis. In the 1930s, Franklin D. Roosevelt offered a vision to get Americans out of the Great Depression. In 1997, when Apple was floundering and lacking direction, the board persuaded cofounder Steve Jobs to return as interim CEO to inspire the company to return to its innovative roots.

In addition to ideology and environmental uncertainty, another situational factor limiting charisma appears to be level in the organization. As noted in Truth 27, “Charisma Can Be Learned,” the creation of a vision is a key component of charisma. But visions typically apply to entire organizations or major divisions. They tend to be created by top executives. As such, charisma probably has more direct relevance to explaining the success and failures of chief executives than of first-line supervisors.



There is a dark side to charisma.




And then there is the dark side of charisma. Those charismatic leaders, who are larger than life, often don’t act in the best interests of their organizations. Many use their power to remake their organizations in their own image. They often blur the boundary separating their personal interests from their organization’s interests. And at its worst, the perils of this ego-driven charisma are leaders who allow their self-interest and personal goals to override the goals of the organization. Intolerant of criticism, they surround themselves with yes-people who are rewarded for pleasing the leader and they create a climate in which people are afraid to question or challenge the “king” or “queen” when they think he or she is making a mistake.

The dark side of charisma reveals leaders who use power for personal gain, promote their own personal vision, stifle critical or opposing viewpoints, consider their decision insights superior to others, and who become insensitive to others’ needs. They become egotistical, narcissistic, manipulative, and often ruthless. The same confidence, drive, communication skills, and charm that led to a positive charismatic persona become a powerful aphrodisiac driven by self-interest.

A study of 29 companies that went from good to great (their cumulative stock returns were all at least three times better than the general stock market over 15 years) found an absence of ego-driven charismatic leaders. Although the leaders of these firms were fiercely ambitious and driven, their ambition was directed toward their company rather than themselves. They generated extraordinary results, but with little fanfare or hoopla. They took responsibility for mistakes and poor results but gave credit for successes to other people. They channeled their ego needs away from themselves and into the goal of building a great organization. This study is important because it confirms that leaders don’t necessarily need to be charismatic to be effective, especially where charisma is enmeshed with an outsized ego.



Leaders don’t necessarily need to be charismatic to be effective.





Truth 29. Make Others Dependent on You

Power is the capacity for a leader to influence the behavior of another individual or group of individuals so that they’ll do something they wouldn’t otherwise do. And as we’ll show, effective leaders build a power base by making others dependent on them.

How do you make others dependent on you? There are two primary sources of power: your position in the organization and your personal characteristics.

In formal organizations, managerial positions come with authority—the right to give orders and expect the orders to be obeyed. In addition, a managerial position typically comes with the discretion to allocate rewards and enact punishments. Managers can give out desirable work assignments, appoint people to interesting or important projects, provide favorable performance reviews, and recommend salary increases. But they also can dish out undesirable work shifts and assignments, put people onto boring or low-profile projects, write up unfavorable appraisals, recommend undesirable transfers or even demotions, and limit merit raises.

You don’t have to be a manager or have formal authority to have power. You can influence others through personal characteristics such as your expertise or personal charisma. In today’s high-tech world, expertise has become an increasingly powerful source of influence. As jobs have become more specialized and complex, organizations have become dependent on experts with special skills or knowledge to achieve goals. Specialists such as software programmers, tax accountants, environmental engineers, and industrial psychologists are examples of individuals in organizations who can wield power as a result of their expertise. If you’re director of human resources in your firm and you need valid selection tests to help you identify high-potential candidates—and you rely on the industrial psychologist on your staff to provide these valid tests—that industrial psychologist has expert power. Of course, charisma is also a powerful source of influence. If you possess charismatic traits, you can use this power to get others to do what you want.



You don’t have to be a manager or have formal authority to have power.




The key to gaining power is making others dependent on you. And how do you do that? By gaining control over resources that are important and scarce.

If nobody wants what you’ve got, it’s not going to create dependency. To create dependency, therefore, the thing(s) you control must be perceived as being important. It’s been found, for instance, that organizations actively seek to avoid uncertainty. We should, therefore, expect that those individuals or groups who can reduce an organization’s uncertainty will be perceived as controlling an important resource. For instance, during a labor strike, the organization’s negotiating representatives have increased power. And engineers, as a group, are more powerful at Intel than at Procter & Gamble. An organization such as Intel, which is heavily technologically oriented, is highly dependent on its engineers to maintain its products’ technical advantages and quality. And, at Intel, engineers are clearly a powerful group. At Procter & Gamble, marketing is the name of the game, and marketers are the most powerful occupational group. These examples support not only the view that the ability to reduce uncertainty increases a group’s importance, and hence its power, but also the view that what’s important is situational. It varies among organizations and undoubtedly also varies over time within any given organization.

If something is plentiful, possession of it will not increase your power. A resource needs to be perceived as scarce to create dependency. This can help to explain how low-ranking members in an organization, who have important knowledge not available to high-ranking members, gain power over the high-ranking members. It also helps to make sense out of behaviors of low-ranking members that otherwise might seem illogical, such as destroying the procedure manuals that describe how a job is done, refusing to train people in their jobs or even to show others exactly what they do, creating specialized language and terminology that inhibit others from understanding their jobs, or operating in secrecy so an activity will appear more complex and difficult than it really is.



If something is plentiful, possession of it will not increase your power.





Truth 30. Successful Leaders Are Politically Adept

When people in organizations convert their power into action, we describe them as engaged in politics. Those with good political skills have the ability to use their power bases effectively. And effective leaders know how to be politically adept.

Politics refers to those activities that are not required as part of an individual’s formal role but that influence, or attempt to influence, the distribution of advantages and disadvantages within the organization. Politicking is outside your specified job requirements. And it includes a wide range of behaviors—including building relationships with people inside and outside the organization who can provide useful information or assistance, avoiding fights over issues that aren’t critical, withholding key information from decision makers, joining a coalition, spreading rumors, exchanging favors with others in the organization for mutual benefit, lobbying on behalf or against a particular individual or decision alternative, and promoting your contributions and accomplishments.

To many, playing organizational politics is seen negatively. They may even be proud of the fact that they don’t “play politics.” They think they can succeed in the organization on their job performance alone. But they’re naïve. Politics are part of organizational life. For leaders, it’s often necessary to play politics to get those things you want for your work team, department, or group. In fact, many leaders have failed, or seriously suboptimized their performance, because they either chose not to play politics or played it poorly.



Politics are part of organizational life.




There is a substantial amount of evidence demonstrating that political skill is a valid predictor of performance ratings. And it predicts both job performance and performance ratings in jobs that emphasize interpersonal and social requirements. So while good political skills might minimally enhance the performance of software programmers, they become incredibly important for the performance of sales jobs and project team leaders.

An excellent example of politics is the use of language by organization members. As we noted in Truth 25, “Effective Leaders Know How to Frame Issues,” words frame issues. So, for instance, one person’s demonstration of loyalty is another’s apple polishing. When an executive pushes a decision downward in the organization, is she delegating authority or passing the buck? Carefully documenting decisions might be seen by others as covering your rear. These examples illustrate how the language of politics can be used to frame the most basic parts of a manager’s job.



There is a substantial amount of evidence demonstrating that political skill is a valid predictor of performance ratings.




Are there any personality types that are better than others at developing their political skills? The answer is “yes.” Your political “talent” is likely to be enhanced if you rate high on emotional intelligence (EI) and self-monitoring. EI refers to the ability to read and understand one’s own and others’ emotions. So individuals with high EI are able to assess what emotions are appropriate in a given situation and then control those emotions. They are also able to interpret others’ emotions so as to exhibit the appropriate response. Bill Clinton, who undoubtedly has a high EI, demonstrated his skill in his famous “I feel your pain” statement.

People who are high self-monitors are able to adjust their behavior to changing situations, while low self-monitors tend to display their true feelings in every situation. High self-monitors are very sensitive to external cues and can behave differently in different situations, sometimes presenting striking contradictions between their public persona and their private self. Not surprising, this ability to conform to changing situations allows them to be social chameleons, adapting their behavior and attitudes to fit the people around them. One interesting study dramatically demonstrated the value of being a high self-monitor. It found that high self-monitors took an average of just 18 months to infiltrate the nucleus of their workplace network. In contrast, it took low self-monitors a staggering 13 years!


Truth 31. Ethical Leadership

Unethical practices by executives at organizations as varied as Enron, HealthSouth, Countrywide Financial, Berkshire Hathaway, Fannie Mae, AIG, and News Corp. have increased the need to consider ethical standards when evaluating a leader’s effectiveness.

Ethics touches on leadership at a number of junctures. For instance, charisma has an ethical component. Unethical leaders are more likely to use their charisma to enhance power over followers, directed toward self-serving ends. Ethical leaders use their charisma in a socially constructive way to serve others. Leaders who treat their followers with fairness, especially by providing honest, frequent, and accurate information, are seen as more effective. Leaders rated highly ethically tend to have followers who are willing to put in the extra effort to ensure work is done properly and on time; and who then experience psychological well-being and high job satisfaction. There is also the issue of abuse of power by leaders when they give themselves large salaries, bonuses, and stock options while, at the same time, they seek to cut costs by laying off long-time employees. And the topic of trust explicitly deals with honesty and integrity in leadership. Because top executives set the moral tone for an organization, they need to set high ethical standards, demonstrate those standards through their own behavior, and encourage and reward integrity in others.



Ethics touches on leadership at a number of junctures.




Leadership effectiveness needs to address the means that a leader uses in trying to achieve goals as well as the content of those goals. For instance, the late Steve Jobs was regularly characterized accurately as both a genius and charismatic leader. He was also rude, fiercely demanding, uncompromising, a bully, and the poster-boy for control freaks. He led Apple to the pinnacle of success; in the spring of 2012 it was the most valuable company in America. But the company’s success was achieved by means of a ruthless work culture. Apple has frequently been described as a brutal and unforgiving place, where perfection is expected and accountability strictly enforced. Importantly, Apple’s culture mirrors the personality of Jobs: ruthless, intense, unforgiving, and obsessed with perfection.

In addition, ethical leadership must address the content of a leader’s goals. Are the changes that the leader seeks for the organization morally acceptable? Is a business leader effective if he or she builds an organization’s success by selling products that damage the health of its users? This question, for example, might be asked of executives in the tobacco and junk food industries. Or is a military leader successful by winning a war that should not have been fought in the first place?



Leadership is not value-free.




Leadership is not value-free. As a leader, you should be prepared to be judged by both the means you use to achieve your goals and the moral content of those goals.


Truth 32. Virtual Leadership: Leading from Afar

How do you lead people who are physically separated from you and with whom you communicate electronically?

We can’t ignore the reality that today’s managers and their employees are increasingly being linked by networks rather than geographical proximity. Emerging technologies are allowing people to work from almost any location. Obvious examples include managers who regularly use e-mail to communicate with their staff, managers overseeing virtual projects or teams, and managers whose telecommuting employees are linked to the office by a computer at home. These managers need to become effective virtual leaders—who use e-mail, tweets, phone conferences, Web-enabled meetings, and technologies such as Skype and FaceTime to communicate effectively.

What’s missing in virtual interactions that provide challenges to the virtual leader? There’s a lack of physical contact, it’s difficult to achieve work group cohesion, there is no opportunity for direct supervision, and there is often a time difference. But the central issue is communication.



Today’s managers and their employees are increasingly being linked by networks.




In face-to-face communications, harsh words can be softened by nonverbal action. A smile and supporting body language, for instance, can lessen the blow behind strong words like disappointed, unsatisfactory, inadequate, or below expectations. That nonverbal component doesn’t exist online or in a phone call. Because such communications lack emotions and feelings, an e-mail or tweet exchange can easily lead to escalations of conflicts that would never occur had the parties been face-to-face. Online leaders also need to be sure the tone of their message correctly reflects the emotions they want to send. Is the message formal or informal? Does it match the verbal style of the sender? Does it convey the appropriate level of importance or urgency? And online leaders need to choose an appropriate style of communication. Many inexperienced virtual leaders use the same style with their bosses that they’re using with their staff, with unfortunate consequences. Or they’re selectively using digital communications to “hide” when delivering bad news.

Any discussion of virtual leadership needs to also consider the possibility that the digital age can turn nonleaders into leaders. Some managers whose face-to-face leadership skills are less than satisfactory may shine online. Their talents may lie in their writing skills and ability to read the messages behind written communiqués. A virtual environment works against people with strong verbal skills and for those with writing skills.

Finally, there is the challenge of developing effective virtual interpersonal skills. The idea of virtual interpersonal skills may, at first glance, seem like an oxymoron. Interpersonal skills implies social interaction. Virtual refers to a decoupling of space where events happen. But virtual leaders do need interpersonal skills—except they’re just different from those required for face-to-face contacts. Virtual interpersonal skills are likely to include the abilities to communicate support and leadership through written words on a computer, smart phone, or iPad; to read emotions in others’ written messages; and to develop good phone skills. For the virtual leader, good writing skills are rapidly becoming an extension of interpersonal skills.



A virtual environment works against people with strong verbal skills and for those with writing skills.





Truth 33. Adjust Your Leadership Style for Cultural Differences, or When in Rome...

Many managers fail as leaders because they forget to adjust their style for the cultural background of their employees. This applies to managers who take on assignments in a foreign country as well as managers who find themselves overseeing employees who come from a different cultural background. Research has found that national culture directly shapes a manager’s effectiveness and what matters most is the manager’s choice of leadership preferences and communication styles.

National culture affects leadership style in two ways. It shapes the preferences of leaders, and it also defines what’s acceptable to subordinates. Leaders can’t choose their styles at will. They’re constrained by the cultural conditions in which they have been socialized and that their subordinates have come to expect. For example, a manipulative or autocratic style is compatible with societies in which there is a great deal of power inequality, and we find this in Arab and Latin American countries. Arab leaders are expected to be tough and strong. To show kindness or to be generous without being asked to do so is perceived as a sign of weakness. In Mexico, with its strong paternalistic tradition and the presence of machismo values, leaders are expected to be decisive and autocratic. Power inequality ratings should also be a good indicator of employee willingness to accept participative leadership. Participation is likely to be most effective in countries that value equality, such as Norway, Finland, Denmark, and Sweden.



National culture directly shapes a manager’s effectiveness.




Leaders also need to take into consideration the expectations of their employees, even in their own countries, if those employees were raised in another culture. So a manager working in Los Angeles who is overseeing a group of employees who were born and raised in Mexico might be most effective if he biases his style toward being more autocratic. This is the style his employees are more used to in their homeland, may be closer to their expectations, and is most likely to be associated by employees with effective leadership.

A final note on cultural differences. Remember that most leadership theories were developed in the United States, by Americans, with American subjects. That means they will have a U.S. bias. They emphasize follower responsibilities rather than rights; assume hedonism rather than commitment to duty or altruistic motivation; assume centrality of work and democratic value orientation; and stress rationality rather than spirituality, religion, or superstition. These assumptions don’t apply universally. For instance, this doesn’t describe India, which places a great deal more emphasis on spirituality. It doesn’t describe Japan, where great concern is given toward ensuring that employees are able to “save face.” And it doesn’t apply in China, where it’s acceptable to publicly humiliate employees. Executives at the highly successful Asia Department Store in central China are a case in point. They blatantly brag about practicing “heartless” management, require new employees to undergo two to four weeks of military training with units of the People’s Liberation Army to increase their obedience, and conduct the store’s in-house training sessions in a public place where employees can openly suffer embarrassment from their mistakes. This approach clearly would not be well received in countries like Canada, Great Britain, or Japan.



Most leadership theories were developed in the United States.... They have a U.S. bias.





Part IV: The Truth About Communication


Truth 34. Hearing Isn’t Listening

Many managers hear very well but don’t listen. Confused? Let me explain. Hearing is merely picking up sound vibrations. Listening is making sense out of what we hear. That is, listening requires paying attention, interpreting, and remembering sound stimuli.

Effective listening is active rather than passive. In passive listening, you’re like a recorder. You absorb the information given. Active listening, in contrast, requires you to “get inside” the speaker’s head so that you can understand the communication from his or her point of view. As an active listener, you try to understand what the speaker wants to communicate rather than what you want to understand. You also demonstrate acceptance of what is being said. You listen objectively without judging content. Finally, as an active listener, you take responsibility for completeness. You do whatever is necessary to get the fully intended meaning from the speaker’s communication.



Hearing is merely picking up sound vibrations. Listening is making sense out of what we hear.




The following eight behaviors are associated with effective active-listening skills. If you want to improve your listening skills—and every manager should—look to these behaviors as guides:



Effective listening is active rather than passive.




1. Make eye contact. How do you feel when somebody doesn’t look at you when you’re speaking? If you’re like most people, you’re likely to interpret this behavior as aloofness or lack of interest.

2. Exhibit affirmative head nods and appropriate facial expressions. The effective listener shows interest in what is being said. How? Through nonverbal signals. Affirmative head nods and appropriate facial expressions, when added to good eye contact, convey to the speaker that you’re listening.

3. Avoid distracting actions or gestures. The other side of showing interest is avoiding actions that suggest that your mind is somewhere else. When listening, don’t look at your watch, shuffle papers, or engage in similar distractions. They make the speaker feel as if you’re bored or uninterested and indicate that you aren’t fully attentive.

4. Ask questions. The critical listener analyzes what he or she hears and asks questions. This behavior provides clarification, ensures understanding, and assures the speaker that you’re listening.

5. Paraphrase. Restate what the speaker has said in your own words. The active listener uses phrases such as “What I hear you saying is...” or “Do you mean...?” By rephrasing what the speaker has said in your own words and feeding it back to the speaker, you verify the accuracy of your understanding.

6. Avoid interrupting the speaker. Let the speaker complete his or her thought before you try to respond. Don’t try to second-guess where the speaker’s thoughts are going. When the speaker is finished, you’ll know it!

7. Don’t overtalk. Although talking may be more fun and silence may be uncomfortable, you can’t talk and listen at the same time. The active listener recognizes this fact and doesn’t overtalk.

8. Make smooth transitions between the roles of speaker and listener. In most situations, you’re continually shifting back and forth between the roles of speaker and listener. The active listener makes transitions smoothly from speaker to listener and back to speaker. From a listening perspective, this means concentrating on what a speaker has to say and avoiding thoughts about what you’re going to say as soon as you get your chance.


Truth 35. Listen to the Grapevine

Some years back, the rumor mill was especially active at Coca-Cola’s Atlanta headquarters. The company was in the midst of a major reorganization that had included 5,200 layoffs worldwide earlier in the year. Rumors were saying that key executives were leaving, that there were ongoing turf wars among senior executives, and that more layoffs were pending. These rumors were beginning to seriously undermine morale at Coke. In an attempt to shut down the rumor mill, the company’s executive vice president tried to set things straight. He acknowledged that the company’s senior management hadn’t done a good enough job of telling employees about the changes that were taking place. He pledged “better and more frequent communication.”

As executives at Coke have learned, rumors can be a major distraction for employees. This doesn’t mean that management can ever eliminate the grapevine. But certain conditions tend to stimulate grapevine activity. And importantly, as executives at Coke did, management needs to monitor the grapevine and respond to the issues with which it’s concerned.

Rumors in the workplace perform a number of purposes. They structure and reduce anxiety. They make sense of limited or fragmented information. They serve as a vehicle to organize group members into coalitions. And they signal a sender’s status (“I’m an insider and you’re not!”) or power (“I have the power to make you an insider.”).



Rumors emerge as a response to situations that are important to us, where there is ambiguity, and under conditions that arouse anxiety.




Studies have found that rumors emerge as a response to situations that are important to us, where there is ambiguity, and under conditions that arouse anxiety. Work situations frequently contain these three elements, which explains why rumors flourish in organizations. The secrecy and competition that typically prevail in large organizations—around issues such as appointment of new bosses, relocation of offices, realignment of work assignments, and layoffs—create conditions that encourage and sustain rumors on the grapevine.

Accept the fact that the grapevine isn’t going to go away. It’s an important part of any group’s or organization’s communication system. Astute managers acknowledge the existence of the grapevine and use it in beneficial ways. They use it to identify issues that employees consider important and that are likely to create anxiety. They view it as both a filter and feedback mechanism by highlighting issues that employees consider relevant. For instance, the grapevine can tap employee concerns. If the grapevine is carrying a rumor of a mass layoff, and if you know the rumor is totally false, the message still has meaning. It reflects the fears and concerns of employees and, hence, should not be ignored. Importantly, managers can actually manage the grapevine by planting messages that it wants employees to hear. Managers should monitor grapevine patterns and observe which individuals are interested in what issues and who is likely to actively pass along rumors. In addition, managers need to reduce the negative consequences that rumors can create. If you come across an active rumor and think it has the potential to be destructive, consider how you might lessen its impact by improving organizational communication. This could include announcing timetables for making important decisions; explaining decisions and behaviors that may appear inconsistent or secretive; emphasizing the downside, as well as the upside, of current decisions and future plans; and openly discussing worst-case possibilities.



Astute managers acknowledge the existence of the grapevine and use it in beneficial ways.





Truth 36. Men and Women Communicate Differently

Research confirms what many of us have thought true since our adolescent days: Men and women often have difficulty communicating with each other. The reason? They use conversation for different purposes. Men tend to use talk to emphasize status, while women generally use it to create connection. These differences create real challenges for managers.

Communication is a continual balancing act, juggling the conflicting needs for intimacy and independence. Intimacy emphasizes closeness and commonalties. Independence emphasizes separateness and differences. But men and women handle these conflicts differently. Women speak and hear a language of connection and intimacy, while men speak and hear a language of status, power, and independence. So, for many men, conversations are primarily a means to preserve independence and maintain status in a hierarchical social order. For many women, conversations are negotiations for closeness in which people try to seek and give confirmation and support. Here are some examples.



Men tend to use talk to emphasize status, while women generally use it to create connection.




Men frequently complain that women ramble on and on about their problems. Women criticize men for not listening. What’s happening is that when men hear a problem, they frequently assert their desire for independence and control by offering solutions. Many women, on the other hand, view telling a problem as a means to promote closeness. The women present the problem to gain support and connection, not to get the man’s advice. Mutual understanding is symmetrical; but giving advice is asymmetrical—it sets up the advice giver as more knowledgeable and more in control. This contributes to distancing men and women in their efforts to communicate.

Men are often more direct than women in conversation. A man might say, “I think you’re wrong on that point.” A woman might say, “Have you looked at the marketing department’s research report on that point?” (the implication being that the report will show the error). Men frequently see female indirectness as “covert” or “sneaky,” but women are not as concerned as men with the status and one-upmanship that directness often creates.

Women tend to be less boastful than men. They often downplay their authority or accomplishments to avoid appearing as braggarts and to take the other person’s feelings into account. However, men can frequently misinterpret this and incorrectly conclude that a woman is less confident and competent than she really is.



Women tend to be less boastful than men.




Men often criticize women for seeming to apologize all the time. For instance, men tend to see the phrase “I’m sorry” as a weakness because they interpret the phrase to mean the woman is accepting blame, when he knows she’s not to blame. The woman also knows she’s not to blame. The problem is that women frequently use “I’m sorry” to express regret and restore balance to a conversation: “I know you must feel badly about this; I do, too.” For many women, “I’m sorry” is an expression of understanding and caring about the other person’s feelings rather than an apology.


Truth 37. What You Do Overpowers What You Say

It’s not what you say, it’s what you do! Actions DO speak louder than words.

When faced with inconsistencies between words and actions, people tend to give greater credence to actions. It’s behavior that counts!

The implication of this for managers is: You’re a role model. Employees will imitate your behavior and attitudes. They watch what their boss does and then imitate or adapt accordingly. This doesn’t mean, however, that words fall on deaf ears. Words can influence others. But when words and actions diverge, people focus most on what they see in terms of behavior.



Actions DO speak louder than words.




To illustrate, consider your attitude toward employees and your ethical behavior. Many managers will pontificate on the importance of their employees: “It’s people that make the difference here” or “People are our most important asset.” Then they engage in practices that contradict this attitude. For instance, they don’t listen to employees’ complaints, they’re insensitive to employee personal problems, or they let good people leave for other jobs without making a concerted effort to keep them. When employees see contradictions between words and actions, they’re most likely to believe the actions of managers regardless of what they hear those managers say. Similarly, managers who want to establish a strong ethical climate in their workplaces need to make sure their deeds match their words. Talk about high standards of integrity will fall on deaf ears if they’re uttered by managers who pad their expense account, take office supplies home for personal use, or regularly come in late to work or leave early. Enron, for instance, had a 64-page in-house “Code of Ethics” booklet that was supposed to provide a moral guide for how employees should conduct the energy firm’s business affairs. But employees took their cues from the behavior of Enron’s top executives. These executives consistently engaged in self-serving financial dealings, conflicts of interest, and exploitation of customers. Employees saw these practices and basically ignored the firm’s Code of Ethics.

Contradictions between words and actions can be most damaging to a manager’s attempt to build trust with his or her employees. A manager who is trusted is one who can be depended on not to take advantage of people or situations. It’s hard for employees to trust a manager who says one thing but does another.



Contradictions between words and actions can be most damaging to a manager’s attempt to build trust with his or her employees.




There is an obvious exception to the previous findings. An increasing number of leaders have developed the skill of shaping words and putting the proper “spin” on situations so that others focus on the leaders’ words rather than the behavior. Successful politicians seem particularly adept at this skill. Why people believe these spins when faced with conflicting behavioral evidence is not clear. But it certainly underscores the power of words to shape people’s opinions. Do we want to believe that our leaders would not lie to us? Do we want to believe what politicians say, especially when we hold them in high regard? Do we give high-status people, for whom we’ve previously given our vote, the benefit of the doubt when confronted with their negative behavior? These are questions that, at least at this time, we don’t have answers to.


Truth 38. The Value of Silence

Sherlock Holmes once solved a murder mystery based not on what happened but on what didn’t happen. Holmes remarked to his assistant, Dr. Watson, about “the curious incident of the dog in the nighttime.” Watson, surprised, responded, “But the dog did nothing in the nighttime.” To which Holmes replied, “That was the curious incident.” Holmes concluded the crime had to be committed by someone with whom the dog was familiar because the watchdog didn’t bark.

The dog that didn’t bark in the night is often used as a metaphor for an event that is significant by reason of its absence. That story is also an excellent illustration of the importance of silence in communication.

Silence—defined here as an absence of speech or noise—has been generally ignored as a form of communication because it represents an inaction or nonevent. But it’s not necessarily inaction. Nor is silence, as many believe, a failure to communicate. It can, in fact, be a powerful form of communication. It can mean someone is thinking or contemplating a response to a question. It can mean a person is anxious and fearful of speaking. It can signal agreement, dissent, frustration, or anger.



Silence can be a powerful form of communication.




We can see several links between silence and behavior at work. For instance, silence is a critical element in groupthink, in which it implies agreement with the majority. It can be a way for employees to express dissatisfaction, as when they “suffer in silence.” It can be a sign that someone is upset, as when a typically talkative person suddenly says nothing—“What’s the matter with him? Is he all right?” It’s a powerful tool used by managers to signal disfavor by shunning or ignoring employees with “silent insults.” And it’s a crucial element of group decision making, allowing individuals to think over and contemplate what others have said.

Failing to pay close attention to the silent portion of a conversation can result in missing a vital part of the message. Astute communicators watch for gaps, pauses, and hesitations. They hear and interpret silence. They treat pauses, for instance, as analogous to a flashing yellow light at an intersection—they pay attention to what comes next. Is the person thinking, deciding how to frame an answer? Is the person fearful of speaking up? Sometimes the real message in a communication is buried in the silence.



Sometimes the real message in a communication is buried in the silence.





Truth 39. Watch Out for Digital Distractions

Today’s workplace is full of digital distractions. As one executive recently put it, “No one has time to do any work. They’re all too busy texting, instant messaging, e-mailing, or on their iPad’s updating their Facebook page, watching YouTube videos, shopping online, playing Angry Birds, or engaged in some other crazy time-waster.”

To quote an old comic strip, “we have met the enemy and he is us.” We’ve become addicted to technology but not necessarily in ways that enhance work performance. What was originally created to either improve work communication or meant to be used outside the workplace has now turned into a management nightmare. As one manager put it, “How do you get people to get any work done when they have to check their iPhones every 10 minutes?”



We’ve become addicted to technology but not necessarily in ways that enhance work performance.




Work interruptions have been defined as “incidents or occurrences that impede or delay organizational members as they attempt to make progress on their work tasks.” This definition is broad and includes phone calls, text messages, unexpected meetings, and coworker conversations. But our concern is with digital work interruptions. Employees and managers, alike, have always had to contend with interruptions at work. Now, however, as computers, smart phones, iPads, and the Internet have become part of many jobs, and an essential element of most people’s lives, digital interruptions have become an increasing threat to worker productivity.

Is there a positive benefit to digital interruptions at work? Surprisingly, several experts think so. Especially as related to knowledge workers, positive benefits might include providing mental breaks that allow employees to return to tasks more alert, restoring mental capacity, and fostering feelings of autonomy. However, most of the evidence suggests that the negatives trump the benefits. For instance, one study found 53 percent of employees waste at least one hour a day due to all types of distractions, and 45 percent work only 15 minutes or less without getting interrupted. Another put the cost of collaboration and social tools at $10,375 per year annually in wasted productivity, based on an average wage of $30 an hour. Still another study calculates that $650 billion is lost in the United States each year due to unnecessary interruptions. And that number is increasing by about 5 percent a year. While much of these costs are due to meetings, phone calls, and other nondigital interruptions, a good portion is directly due to technology. One recent study, in fact, attributed nearly 60 percent of work interruptions to digital distractions such as e-mail, personal online activities, IM, text messaging, and Web searching.

It can help to better understand digital interruptions by looking at research on addiction. Human beings seem to have a propensity to become addicted. One group of researchers asserts that as many as 47 percent of the U.S. adult population suffers from maladaptive signs of an addictive disorder over any 12-month period. That, of course, includes everything from tobacco to pornography. But what about Internet addiction? The evidence indicates that Internet addiction generally attacks about the same proportion of the population as gambling or alcohol addiction. About 10 percent of Internet users have some form of dependency on the technology.



About 10 percent of Internet users have some form of dependency on the technology.




The preceding suggests that while only a minority of employees might suffer from Internet addiction, it’s not irrelevant. And just as an open bottle of wine can be a powerful distraction to an alcoholic, easy Internet access or a Blackberry sitting on a desk can be an enticing distraction for many employees.

Is there anything management can do to discourage digital interruptions in the workplace? A few solutions have been offered, but all face the increasing realization that human beings are easily distracted and that technologies like the Internet, e-mail, and smart phones have strong addictive properties.

Given the preceding caveat, here are a few suggestions. Managers should consider instituting specific policies that clarify the extent that computers, smart phones, iPads, and the like can be used during work hours for personal activities. This is often part of a program that includes training so employees understand how digital interruptions can undermine work productivity. For instance, it has been found that the optimal number for checking e-mails is four times a day. Employees often don’t realize that there is little to be gained by checking it more often. Other suggestions include tracking online usage patterns of employees or, in cases where abuse is extensive, blocking access to social networks and nonbusiness websites on the organization’s computers.


Part V: The Truth About Building Teams


Truth 40. What We Know That Makes Teams Work

Teams have become an essential device for structuring job activities. But how do managers create effective teams?

The key components making up effective teams can be subsumed into four general categories: work design, team composition, resources and other contextual influences, and process variables that reflect the things that go on in the team.



Teams have become an essential device for structuring job activities.




Work Design. Teams work best when employees have freedom and autonomy, the opportunity to utilize different skills and talents, the ability to complete a whole and identifiable task or product, and a task or project that has a substantial impact on others. The evidence indicates that these characteristics increase members’ sense of responsibility and ownership over the work and make the work more interesting to perform.

Composition. To perform effectively, a team requires three different types of skills. It needs people with technical expertise. It needs people with problem-solving and decision-making skills. And teams need people with good listening, feedback, conflict resolution, and other interpersonal skills.

Personality has a significant influence on team behavior. Specifically, teams that rate higher in average levels of extraversion, agreeableness, conscientiousness, and emotional stability (see Truth 4, “When In Doubt Hire Conscientious People!”) tend to receive higher managerial ratings for team performance.

The most effective teams are neither very small (under 4 or 5) or very large (over a dozen). Very small teams are likely to lack for diversity of views, and teams of more than 12 have difficulty getting much done.

Teams made up of flexible individuals have members who can complete each other’s tasks. This is an obvious plus to a team because it greatly improves its adaptability and makes it less reliant on any single member.

Not every employee is a team player. When people who would prefer to work alone are required to team up, there is a direct threat to the team’s morale. This suggests that, when team members are selected, individual preferences be considered as well as abilities, personalities, and skills.

Context. The three contextual factors that appear to be most significantly related to team performance are the presence of adequate resources, effective leadership, and a performance evaluation and reward system that reflects team contributions.

Work groups are part of a larger organization system. As such, all work teams rely on resources outside the group to sustain it. And a scarcity of resources directly reduces the ability of the team to perform its job effectively. Supportive resources include timely information, equipment, adequate staffing, encouragement, and administrative assistance.

Team members must agree on who is to do what and ensure that all members contribute equally in sharing the workload. In addition, the team needs to determine how schedules will be set, what skills need to be developed, how the group will resolve conflicts, and how the group will make and modify decisions. Agreeing on the specifics of work and how they fit together to integrate individual skills requires team leadership and structure.

How do you get team members to be both individually and jointly accountable? The traditional, individually oriented evaluation and reward system needs to be modified to reflect team performance. In addition to evaluating and rewarding employees for their individual contributions, management should consider group-based appraisals, small-group incentives, and other system modifications that will reinforce team effort and commitment.



Agreeing on the specifics of work and how they fit together to integrate individual skills requires team leadership and structure.




Process. The final category related to team effectiveness is process variables. They include member commitment to a common purpose, establishment of specific team goals, effective information sharing, and a managed level of conflict.

Effective teams put a tremendous amount of effort into agreeing on a common and meaningful purpose that provides direction, momentum, and commitment for members.

Successful teams translate their common purpose into specific, measurable, and realistic performance goals. These goals help teams maintain their focus on getting results.

To achieve high-quality solutions, team members need to effectively integrate diverse information sets. Information sharing is the central process through which team members collectively use their available information resources.

Too much conflict can hinder team performance. But conflict on a team isn’t necessarily bad. Conflict can improve team effectiveness when it stimulates discussion, promotes critical assessment of problems and options, and leads to better team decisions.


Truth 41. 2 + 2 Doesn’t Necessarily Equal 4

Proponents of teams frequently say that one of the reasons business firms should organize around teams is that they create positive synergy. That is, the cumulative productivity output of a team is greater than would occur if individual members had worked alone because the sense of team spirit spurs individual effort. So 2 + 2 can equal 5. The truth is that teams often create negative synergy. Some individuals expend less effort when working collectively than when working individually, so 2 + 2 can equal 3! The reason for this negative outcome? It’s called social loafing.

In the late 1920s, a German psychologist named Max Ringelmann compared the results of individual and group performance on a rope-pulling task. He expected that the group’s effort would be equal to the sum of the efforts of individuals within the group. For instance, three people pulling together should exert three times as much pull on the rope as one person, and eight people should exert eight times as much pull. Ringelmann’s results, however, didn’t confirm his expectations. Groups of three people exerted a force only two-and-a-half times the average individual performance. Groups of eight collectively achieved less than four times the solo rate.



The truth is that teams often create negative synergy.




Replications of Ringelmann’s research with similar tasks have generally supported his findings: Increases in group size are inversely related to individual performance. More may be better in the sense that the total productivity of a group of four is greater than that of one or two people, but the individual productivity of each group member declines.

What causes this social loafing effect? It may be due to a belief that others in the group are not carrying their fair share. If you see others as lazy or inept, you can re-establish equity by reducing your effort. Another explanation is dispersion of responsibility. Because the results of the group cannot be attributed to any single person, the relationship between an individual’s input and the group’s output is clouded. In such situations, individuals may be tempted to become “free riders” and coast on the group’s efforts. In other words, there will be a reduction in efficiency where individuals think that their contribution cannot be measured. Almost anyone who has been required to be part of a group project in school has typically seen the free-rider effect when all members of the project group share in a common grade. One or more group members will frequently contribute little and hide behind the hard work of others.



Increases in group size are inversely related to individual performance.




What are the implications of social loafing for the design of work teams? Where you use teams to enhance morale or improve coordination, you need to provide means for identifying and measuring individual efforts of members as well as the overall team’s performance. If this isn’t done, you have to weigh the potential losses in productivity from using groups against any possible gains in worker satisfaction.


Truth 42. The Value of Diversity on Teams

The past four decades have seen a marked increase in interest in workforce diversity. It’s not unusual today for large organizations to have diversity goals, diversity initiatives, and diversity training. This focus on increasing workforce diversity can be largely traced back to the civil rights and women’s liberation movements. The white, male-dominated organizations of the 1960s have given way to organizations that are diverse in terms of gender, race, and nationality. This begs the question: Are diverse teams as effective as their homogeneous counterparts?

Most team activities require a variety of skills and knowledge. Given this requirement, it would be reasonable to conclude that heterogeneous teams—those composed of dissimilar individuals—would be more likely to have diverse abilities and information and should be more effective. Research studies generally substantiate this conclusion, especially on cognitive, creativity-demanding tasks.



Most team activities require a variety of skills and knowledge.




When a team is diverse in terms of personality, gender, age, education, functional specialization, and experience, there is an increased probability that the team will possess the needed characteristics to complete its tasks effectively. The team may be more conflict-laden and less expedient as varied positions are introduced and assimilated, but the evidence generally supports the conclusion that heterogeneous teams perform more effectively than do those that are homogeneous. Essentially, diversity promotes conflict, which stimulates creativity, which leads to improved decision making.

But what about diversity created by racial or national differences? The evidence indicates that these elements of diversity interfere with team processes, at least in the short term. Cultural diversity seems to be an asset for tasks that call for a variety of viewpoints. But culturally heterogeneous teams have more difficulty in learning to work with each other and in solving problems. The good news is that these difficulties seem to dissipate with time. Although newly formed culturally diverse teams underperform newly formed culturally homogeneous teams, the differences disappear after about three months. The reason is that it takes culturally diverse teams a while to learn how to work through disagreements and different approaches to solving problems.



The evidence indicates that diversity interferes with team processes, at least in the short term.




So is diversity good for team and organization performance? In the longer term, the answer is probably “yes.” At worst, permanent teams made up of diverse members don’t underperform their homogeneous counterparts. In the short term, you need to differentiate efficiency and effectiveness. Diverse teams take longer to gel, so they’re likely to be less efficient. But the results that diverse teams generate tend to be of a higher quality than those of homogeneous teams.

From a management perspective, you might consider purposely designing your work teams to include members who are “different” from the majority. They may be slower at doing their work, at least at the beginning, but you’re likely to find the quality of their work and decisions to be high.


Truth 43. We’re Not All Equal: Status Matters!

Many of us like to think that status isn’t as important as it was a couple of generations ago. We can point to the hippie movement, equal rights legislation, the rapid growth of small entrepreneurial firms, flat organizations designed around teams, and technologies like e-mail and Twitter that bypass hierarchies as forces that have made organizations more egalitarian. The reality is that we continue to live in an essentially class-structured society.

Despite all attempts to make it more egalitarian, we have made little progress toward a classless society. Even the smallest group will develop roles, rights, and rituals to differentiate its members. And we’re finding that even high-tech organizations that loathe formality and hierarchy adapt mechanisms to create status differences. Take, for instance, e-mail. Here is a communication device that was touted as being able to democratize organizations. It allows people to communicate up and down hierarchical lines, unimpeded by gatekeepers and protocols. But you know what? Status differences have crept into the e-mail process. A study of some 30,000 e-mail messages at a high-tech firm that didn’t use job titles, was organized around teams, and prided itself on democratic decision making provides interesting insights. People had found ways to create social distinctions. High-status employees tended to send short, curt messages, in part to minimize contact with lower-status workers but also to convey comfort with their own authority. In contrast, mid-status employees tended to produce long, argumentative messages loaded with jargon or overexplained answers to simple questions. And low-status employees’ e-mails would contain non–work-related elements like forwarded jokes or happy-face emoticons. In addition, the study found that senior managers would take the longest to reply and had the poorest spelling and worst grammar—which all conveyed that they have better things to do with their time.



We continue to live in an essentially class-structured society.




Status is an important factor in understanding human behavior because it’s a significant motivator and can create major problems when people perceive status inequities. A fancy title, a large office, or even an impressive business card can carry a lot of weight in motivating employees. Conversely, a lack of status accoutrements can make people feel less important. Status inequities create frustration and can adversely influence employee performance and even lead to an unwanted resignation.



Even the smallest group will develop roles and rituals to differentiate its members.




Keep in mind that the criteria that create status differ widely between cultures. For instance, status for Latin Americans and Asians tends to be derived from family position and formal roles held in organizations. In contrast, status in countries like the United States and Australia tends to be bestowed more on accomplishments than titles and family trees. The message here is to make sure you understand who and what holds status when interacting with people from a different culture than your own. An American manager who doesn’t understand that office size is no measure of a Japanese executive’s position or who fails to grasp the importance that the British place on family genealogy and social class is likely to unintentionally offend his Japanese or British counterpart and, in so doing, lessen his interpersonal effectiveness.


Truth 44. Not Everyone Is Team Material

Many people are not inherently team players. They are loners or people who want to be recognized for their individual achievements. There are also a great many organizations that have historically nurtured individual accomplishments. They have created competitive work environments where only the strong survive. If these organizations adopt teams, what can they do about the “I have to look out for me” employees that they created? And finally, countries differ in terms of their “groupiness.” What if an organization wants to introduce teams into a work population that is made up largely of individuals born and raised in a highly individualistic society?

The previous points are meant to dramatize that one substantial barrier to using work teams is individual resistance. An employee’s success is no longer defined in terms of individual performance. To perform well as team members, individuals must be able to communicate openly and honestly; to confront differences and resolve conflicts; and to sublimate personal goals for the good of the team. For many employees, these are difficult—sometimes impossible—tasks. As suggested in Truth 17, “Managing Across the Generation Gap,” Baby Boomers might be more resistant to working in teams than younger workers because of having been raised in an environment that stressed individual achievement.



To perform well as team members, individuals must be able to communicate openly and honestly; to confront differences and resolve conflicts; and to sublimate personal goals for the good of the team.




The challenge of creating team players will be greatest where (1) the national culture is highly individualistic and (2) the teams are being introduced into an established organization that has historically valued individual achievement. These conditions describe, for instance, what faced managers at AT&T, Ford, Motorola, and other large U.S.–based companies. These firms prospered by hiring and rewarding corporate stars; they created a competitive climate that encouraged individual achievement and recognition. Employees in these types of firms can be jolted by a shift to the importance of team play. One veteran employee of a large company, who had done very well by working alone, described the experience of joining a team: “I’m learning my lesson. I just had my first negative performance appraisal in 20 years.”

On the other hand, the challenge for management is less demanding when teams are introduced where employees have strong “group” values—such as in Japan or Mexico—or in new organizations that use teams as their initial form for structuring work. Mercedes-Benz’s plant in Alabama, for instance, was designed around teams from its inception. Everyone at the plant was initially hired with the knowledge that they would be working in teams. And the ability to be a good team player was a basic hiring qualification that all new employees had to meet.



The challenge for management is less demanding when teams are introduced where employees have strong “group” values.




The following summarizes the primary options managers have for trying to turn individuals into team players:

• Selection—Some people already possess the interpersonal skills to be effective team players. When hiring team members, in addition to the technical skills required to fill the job, care should be taken to ensure that candidates can fulfill their team roles as well as technical requirements.

• Training—A large proportion of people raised on the importance of individual accomplishment can be trained to become team players. Training specialists conduct exercises that allow employees to experience the satisfaction that teamwork can provide. They typically offer workshops to help employees improve their problem-solving, communication, negotiation, conflict-management, and coaching skills.

• Rewards—The reward system needs to be reworked to encourage cooperative efforts rather than competitive ones. Promotions, pay raises, and other forms of recognition should be given to individuals for how effective they are as collaborative team members.

Unfortunately, in organizations that are undergoing the transformation to teams, there will likely be some current employees who will resist team training or prove untrainable. Your options with such individuals are essentially two. You can transfer them to another unit within the organization that does not have teams, if this possibility exists. The other choice is obvious and acknowledges that some employees may become casualties of the team approach.


Part VI: The Truth About Managing Conflicts


Truth 45. The Case FOR Conflict

In our discussion of effective teams, we said that conflict isn’t necessarily bad. Research tells us that there are three types of conflict: task, relationship, and process. Task conflict relates to the content and goals of the work. Relationship conflict focuses on interpersonal relationships. And process conflict relates to how work gets done. The evidence indicates that while relationship conflicts are almost always dysfunctional in groups or organizations, low levels of process and task conflict are often functional. Since many people seem to have difficulty with thinking of conflict in positive terms, let me make the argument to support the constructive side of conflict.

Conflict is constructive when it improves the quality of decisions, stimulates creativity and innovation, encourages interest and curiosity among group members, provides the medium through which problems can be aired and tensions released, and fosters an environment of self-evaluation and change. The evidence suggests that conflict can improve the quality of decision making by allowing all points, particularly the ones that are unusual or held by a minority, to be weighed in important decisions. Conflict is an antidote for groups that might be tempted to “rubber stamp” decisions that are based on weak assumptions, inadequate consideration of relevant alternatives, or other debilities. And conflict challenges the status quo and therefore furthers the creation of new ideas, promotes reassessment of group goals and activities, and increases the probability that a group will respond to change.



Many of GM’s problems—from about 1970 up to its bankruptcy in 2009—can be traced to a lack of functional conflict.




For an example of a company that has suffered because it has had too little functional conflict, you don’t have to look further than General Motors. Many of GM’s problems—from about 1970 up to its bankruptcy in 2009—can be traced to a lack of functional conflict. It hired and promoted individuals who were loyal “yes men.” Managers were, for the most part, conservative white Anglo-Saxon males raised in the Midwestern United States and who resisted change. They were almost sanctimonious in their belief that what had worked in the past would continue to work in the future. Moreover, by sheltering executives in the company’s Detroit offices and encouraging them to socialize with others inside the GM ranks, the company further insulated managers from conflicting perspectives.

There is substantial evidence indicating that conflict can be positively related to productivity. For instance, it was demonstrated that, among established groups, performance tended to improve more when there was conflict among members than when there was fairly close agreement. The investigators observed that when groups analyzed decisions that had been made by the individual members of that group, the average improvement among the high-conflict groups was 73 percent greater than that of those groups characterized by low-conflict conditions. Others have found similar results: Groups composed of members with different interests tend to produce higher-quality solutions to a variety of problems than do homogeneous groups.

As noted in Truth 42, “The Value of Diversity on Teams,” evidence demonstrates that cultural diversity among group and organization members can increase creativity, improve the quality of decisions, and facilitate change by enhancing member flexibility. For example, researchers compared decision-making groups composed of all-Anglo individuals with groups that also contained members from Asian, Hispanic, and black ethnic groups. The ethnically diverse groups produced more effective and more feasible ideas and the unique ideas they generated tended to be of higher quality than the unique ideas produced by the all-Anglo group. Similarly, studies of systems analysts and research and development scientists support the constructive value of conflict. An investigation of 22 teams of systems analysts found that the more incompatible groups were likely to be more productive. Research and development scientists have been found to be most productive where there is a certain amount of intellectual conflict.



Substantial evidence indicates that conflict can be positively related to productivity.





Truth 46. Beware of Groupthink

If you’re like me, you’ve occasionally felt like speaking up in a meeting or group setting but decided against it. Why didn’t we speak up? If what we wanted to say didn’t fit in with the dominant views of the group, we may have been victims of groupthink. This is a phenomenon that occurs when group members become so focused on achieving agreement that the search for consensus overrides any realistic assessment of deviant or unpopular views. It represents a deterioration in an individual’s mental efficiency and reality testing as a result of group pressures.

We have all seen the symptoms of the groupthink phenomenon:

1. Group members rationalize any resistance to the assumptions that the group has made. No matter how strongly the evidence may contradict their basic assumptions, members behave so as to reinforce those assumptions continually.

2. Members apply direct pressure on those who momentarily express doubts about any of the group’s shared views or who question the validity of arguments supporting the alternative favored by the majority.

3. Those members who have doubts or hold differing points of view seek to avoid deviating from what appears to be group consensus by keeping silent about misgivings and even minimizing to themselves the importance of their doubts.

4. There appears to be an illusion of unanimity. If someone doesn’t speak, it’s assumed that he or she sides with the majority view. In other words, abstention becomes viewed as a “Yes” vote.



In groupthink, if someone doesn’t speak, it’s assumed that he or she sides with the majority view.




In studies of historic American foreign policy decisions, groupthink symptoms were found to prevail when government policy-making groups failed: unpreparedness at Pearl Harbor in 1941, the U.S. invasion of North Korea, the Bay of Pigs fiasco, and the escalation of the Vietnam War. The Challenger space shuttle disaster and the failure of the main mirror on the Hubble telescope have been linked to decision processes at NASA in which groupthink symptoms were evident. More recently, a U.S. Senate committee concluded that groupthink caused the CIA to interpret ambiguous data as conclusive evidence that Iraq had weapons of mass destruction.

Does groupthink attack all groups? No. It seems to occur most often where there is a clear group identity, where members hold a positive image of their group that they want to protect, and where the group perceives a collective threat to this positive image. So groupthink is not a dissenter-suppression mechanism as much as it’s a means for a group to protect its positive image. For instance, in the cases of the Challenger and Hubble fiascos, it was NASA’s attempt to confirm its identity as “the elite organization that could do no wrong.”



Groupthink is a means for a group to protect its positive image.




As a manager, what can you do to minimize groupthink? One thing you can do is play an impartial role when you’re a group leader. You should actively seek input from all members and avoid expressing your own opinions, especially in the early stages of deliberation. Another thing is to appoint one group member to play the role of devil’s advocate. This member’s role is to openly challenge the majority position and offer divergent perspectives. Still another suggestion is to utilize exercises that stimulate active discussion of diverse alternatives without threatening the group and intensifying identity protection. One such exercise is to have group members talk about dangers or risks involved in a decision and delaying discussion of any potential gains. By requiring members to first focus on the negatives of a decision alternative, the group is less likely to stifle dissenting views and more likely to gain an objective evaluation.


Truth 47. How to Reduce Work–Life Conflicts

The typical employee in the 1960s or 1970s showed up at the workplace Monday through Friday and did his or her job in eight- or nine-hour chunks of time. Both the workplace and hours of work were clearly specified. That’s no longer true for many in today’s workforce. Employees are increasingly complaining that the line between work and nonwork time has become blurred, creating personal conflicts and stress.

A number of forces have contributed to blurring the lines between employees’ work life and personal life. First, the creation of global organizations means their world never sleeps. At any time and on any day, for instance, thousands of General Electric employees are working in countries throughout the world. The need to consult with colleagues or customers 8 or 10 time zones away means that many employees of global firms are “on-call” 24 hours a day. Second, communication technology allows employees to do their work at home, in their car, or on the beach in Tahiti. This lets many people in technical and professional jobs do their work any time and from any place. Third, organizations are asking employees to put in longer hours. Over a recent 10-year period, the average U.S. workweek increased from 43 to 47 hours; and the number of people working 45 or more hours a week jumped from 24 to 37 percent. Finally, fewer families have only a single breadwinner. Today’s married employee is typically part of a dual-career couple, often with children at home. In 1980, about half of married women with children worked outside the home. Today, that number is more than 70 percent. This makes it increasingly difficult for married employees to find the time to fulfill commitments to home, spouse, children, parents, and friends.



Employees are increasingly recognizing that work is squeezing out personal lives, and they’re not happy about it.




Employees are increasingly recognizing that work is squeezing out personal lives, and they’re not happy about it. For example, recent studies suggest that employees want jobs that give them flexibility in their work schedules so they can better manage work–life conflicts. In addition, the next generation of employees is likely to show similar concerns. A majority of college and university students say that attaining a balance between personal life and work is a primary career goal. They want “a life” as well as a job! Managers who don’t help their people achieve work–life balance will find it increasingly hard to attract and retain the most capable and motivated employees.



Managers who don’t help their people achieve work–life balance will find it increasingly hard to attract and retain the most capable and motivated employees.




So, as a manager, what can you do to help your employees who are experiencing work–life conflicts? The overlying answer is: Give employees flexibility and options. The more obvious examples of options include providing employees with flexible work hours, telecommuting, paid leave time, and on-site support services like child-care and fitness centers. But other options that can make life easier for employees include job sharing, summer day camps for children, elder-care referral services, dry cleaning pick-up and delivery, on-site car maintenance, help in finding jobs for spouses and partners, and free income tax and legal information advisory services.

Many high-tech firms are setting the pace in helping employees balance work–life obligations. For instance, Intel has opened satellite offices around the San Francisco Bay area to accommodate employees who don’t want to come into the head office. Cisco Systems has opened a $10 million child-care center that can accommodate up to 440 children. Microsoft offers free grocery delivery. Qualcomm has on-site fitness centers. And Google has free doctors on site and gives new parents up to $500 for take-out meals during the first four weeks that they are home with a new baby.


Truth 48. Negotiating Isn’t About Winning and Losing

Negotiations are about winning and losing, right? Wrong.

Negotiation is one of the most useful and powerful management tools for reaching agreements on a wide variety of issues—from work goals to pay raises to team assignments. But the process is not about one side winning. It’s about seeking a solution in which both sides feel satisfied. Think win-win rather than win-lose. That is, seek solutions in which both you and your opponent can feel victorious rather than zero-sum outcomes, where your gains come at your opponent’s expense.

Successful negotiations begin with careful planning. Acquire as much information as you can about your opponent’s interests and goals. What are this person’s real needs versus wants? What constituencies must your opponent appease? What is this person’s strategy? What is your best estimate of your opponent’s objective? How entrenched is he or she in achieving that objective? What might be the least he or she would consider as an acceptable outcome? This information will help you understand your opponent’s behavior, predict responses to your offers, and frame solutions in terms of his or her interests.



Think win-win rather than win-lose.




Next, create your own strategy. How strong is your situation, and how important is the issue? Are you willing to split differences to achieve an early solution? What is the minimal outcome you are willing to accept? Like a good chess player, think ahead to what actions your opponent might take; then set up an effective response to each.

Begin the actual negotiations with a positive overture—perhaps a small concession. Studies show that concessions tend to be reciprocated and lead to agreements. A positive climate can be further developed by reciprocating your opponent’s concessions. And don’t be shy about making the first offer. Creating an initial offer provides an opportunity to demonstrate good intent and open the discussion. Contrary to what many believe, starting first favors the person starting, not the other way around.

Address problems, not personalities. Concentrate on the negotiation issues, not on the personal characteristics of your opponent. Avoid being confrontational or attacking your opponent. If other people feel threatened, they concentrate on defending their self-esteem as opposed to solving the problem. It’s your opponent’s ideas or position that you disagree with, not the person. Separate the people from the problem and don’t personalize differences.

Try to maintain a rational, goal-oriented frame of mind. Don’t get hooked by emotional outbursts. Let the other person blow off steam without taking it personally.



Address problems, not personalities.




While it is in your best interests to initiate an offer, treat your opponent’s initial offer as merely a point of departure. Don’t give it a lot of attention. Initial offers tend to be extreme and idealistic.

Emphasize win-win solutions. They build long-term relationships and facilitate working together in the future. For instance, consider creating additional alternatives, especially low-cost concessions you can make that have high value to your opponent. Frame options in terms of your opponent’ interests, and look for solutions that can allow both of you to declare a victory.


Part VII: The Truth About Designing Jobs


Truth 49. Not Everyone Wants a Challenging Job

Does everyone want a challenging job? In spite of all the attention focused by the media, academicians, and social scientists on human potential and the needs of individuals, there is no evidence to support that the vast majority of workers want challenging jobs. Some individuals prefer highly complex and challenging jobs; others prosper in simple, routine work.

The individual-difference variable that seems to gain the greatest support for explaining who prefers a challenging job and who doesn’t is the strength of an individual’s needs for personal growth and self-direction at work. Individuals with these higher-order growth needs are more responsive to challenging work. What percentage of rank-and-file workers actually desire higher-order need satisfactions and will respond positively to challenging jobs? No current data is available, but a study from the 1970s estimated the figure at about 15 percent. Even after adjusting for changing work attitudes and the growth in white-collar jobs, it seems unlikely that the number today exceeds 40 percent.

The strongest voice advocating challenging jobs has not been workers; it’s been professors, social science researchers, and media people. Professors, researchers, and journalists undoubtedly made their career choices, to some degree, because they wanted jobs that gave them autonomy, recognition, and challenge. That, of course, is their choice. But for them to project their needs onto the workforce in general is presumptuous. Not every employee is looking for a challenging job. Many workers meet their higher-order needs off the job. There are 168 hours in every individual’s week. Work rarely consumes more than 30 percent of this time. That leaves considerable opportunity, even for individuals with strong growth needs, to find higher-order need satisfaction outside the workplace.



Many workers meet their higher-order needs off the job.




What’s the message here for managers? Don’t feel you have a responsibility to create challenging jobs for all your employees. For many people, work is something that will never excite or challenge them. And they don’t expect to find their growth opportunities at work. Work is merely something they have to do to pay their bills. They can find challenges outside work on the golf course, fishing, at their local pub, with their friends in social clubs, with their family, and the like.



For many people, work is something that will never excite or challenge them.





Truth 50. Four Job-Design Actions That Will Make Employees More Productive

In spite of the reality that there are no ideal job designs that are right for everyone, there is substantial evidence that many people seem to have four common characteristics they prefer in a job. To the degree that you enrich jobs in your firm by encompassing these characteristics, you increase the probability that people will like their jobs and be motivated to generate high productivity in those jobs.

The following suggestions specify the types of changes in jobs that are most likely to lead to improving their productivity potential.

1. Combine tasks. Managers should seek to take existing and fractionalized tasks and put them together to form a new and larger module of work. This allows employees to do a greater variety of tasks, display more of their talent and skills, and form an identifiable and meaningful whole. It also increases employee “ownership” of the work and improves the likelihood that employees will view their work as meaningful and important. To illustrate, at the Corning Glass Works plant in Medford, Massachusetts, work tasks were combined to make jobs more interesting. Employees who previously worked on only a single part that went into laboratory hot plates now put entire hot-plate units together.



Managers should seek to take existing and fractionalized tasks and put them together.




2. Establish client relationships. The client is the user of the product or service that the employee works on (and may be an “internal customer” as well as someone outside the organization). Wherever possible, you should try to establish direct relationships between workers and their clients. This makes the job more interesting and diverse, allows the employee to get direct customer feedback on his or her performance, and gives the employee a greater feeling of ownership over his or her work. At John Deere, some assembly-line workers have been included as part of the sales teams that call on customers. These workers know the products better than any traditional salesperson, and by traveling and speaking with farmers, these hourly workers develop a better understanding of the customers’ needs. They also now feel more involved in their jobs because they know what happens to the tractors and machinery they build once it leaves the factory.

3. Expand jobs vertically. Vertical expansion gives employees responsibilities and control that were formerly reserved for management. It seeks to partially close the gap between the “doing” and the “controlling” aspects of the job, and it increases employee autonomy. The use of self-managed teams has been effective in increasing verticality. At the L-S Electrogalvanizing Co., in Cleveland, Ohio, the entire plant is run by self-managed teams, doing many of the tasks that used to be reserved for management. The teams do their own hiring and scheduling, rotate jobs on their own, establish production targets, set pay scales that are linked to skills, and fire coworkers.



Vertical expansion of jobs gives employees responsibilities and control that were formerly reserved for management.




4. Open feedback channels. When managers increase feedback, employees not only learn how well they are performing their jobs, but also whether their performance is improving, deteriorating, or remaining at a constant level. Ideally, this feedback about performance should be received directly as the employee does the job, rather than from management on an occasional basis. Mechanics at General Electric’s aircraft engine plant in Durham, North Carolina, get immediate feedback on how they’re performing. The plant is designed around self-managed teams, and the team members take on responsibility for providing ongoing feedback to each other so the team can continually improve its performance.


Part VIII: The Truth About Performance Evaluation


Truth 51. Annual Reviews: The Best Surprise Is No Surprise!

A number of years ago, Holiday Inn built an advertising campaign around the slogan, “The best surprise is NO surprise!” That slogan would also make good advice today to managers when it comes to giving annual performance reviews.

Few managers enjoy giving performance reviews. Why? There seems to be at least three reasons.

First, managers are often uncomfortable discussing performance weaknesses directly with employees. Given that almost every employee could stand to improve in some areas, managers fear a confrontation when presenting negative feedback. This apparently even applies when people give negative feedback to a computer! Bill Gates reported that Microsoft conducted a project that required users to rate their experience with a computer. “When we had the computer the users had worked with ask for an evaluation of its performance, the responses tended to be positive. But when we had a second computer ask the same people to evaluate their encounters with the first machine, the people were significantly more critical. Their reluctance to criticize the first computer ‘to its face’ suggested that they didn’t want to hurt its feelings, even though they knew it was only a machine.”



Managers are often uncomfortable discussing performance weaknesses directly with employees.




Second, many employees tend to become defensive when their weaknesses are pointed out. Instead of accepting the feedback as constructive and a basis for improving performance, some employees challenge the evaluation by criticizing the manager or redirecting blame to someone else. A survey of 151 area managers in Philadelphia, for instance, found that 98 percent of these managers encountered some type of aggression after giving employees negative appraisals.

Finally, employees tend to have an inflated assessment of their own performance. Statistically speaking, half of all employees must be below-average performers. But the evidence indicates that the average employee’s estimate of his or her own performance level generally falls around the 75th percentile. So even when managers are providing good news, employees are likely to perceive it as not good enough!



Employees tend to have an inflated assessment of their own performance.




The solution to the performance feedback problem is two-fold. First, performance feedback shouldn’t be avoided. To the contrary, it needs to be continuous. Don’t save up your assessments and then spring them on an employee in his or her annual review. You should be providing feedback all the time. And when the formal review is held, the employee shouldn’t be confronted with any surprises. The formal annual review should be an aggregate summary of what the employee has been hearing all year long. Providing continuous feedback is especially important for Generation Y. As we noted in Truth 17, “Managing Across the Generation Gap,” this group prefers frequent performance feedback. For instance, in a survey of employees at Ernst & Young, 85 percent of Gen Y’s said their age-group peers wanted frequent and candid performance feedback, whereas only half of Baby Boomers agreed.

Second, all managers need to be trained in how to conduct constructive feedback sessions. An effective review—one in which the employee perceives the appraisal as fair, the manager as sincere, and the climate as constructive—can result in the employee leaving the interview in an upbeat mood, informed about the performance areas in which he or she needs to improve, and determined to correct the deficiencies.


Truth 52. Don’t Blame Me! The Role of Self-Serving Bias

Did you ever notice that people are pretty good at deflecting blame for failures yet they’re quick to take credit for successes? This is not a random occurrence. In fact, it’s predictable.

Our perceptions of people differ from our perceptions of inanimate objects such as machines or buildings because we make inferences about the actions of people that we don’t make about inanimate objects. The result is that when we observe people, we attempt to develop explanations of why they behave in certain ways. Our perception and judgment of a person’s actions, therefore, will be significantly influenced by the assumptions we make about that person’s internal state.

Attribution theory can help us explain the ways in which we judge people differently, depending on what meaning we attribute to a given behavior. Basically, when we observe an individual’s behavior, we attempt to determine whether it was internally or externally caused. That determination, however, depends largely on three factors: (1) distinctiveness, (2) consensus, and (3) consistency. First, let’s clarify the differences between internal and external causation, and then we’ll elaborate on each of the three determining factors.

Internally caused behaviors are those that are believed to be under the personal control of the individual. Externally caused behavior is seen as resulting from outside causes; that is, the person is seen as having been forced into the behavior by the situation. If one of your employees is late for work, you might attribute his lateness to his partying into the wee hours of the morning and then oversleeping. This would be an internal attribution. But if you attribute his arriving late to a major automobile accident that tied up traffic on the road that this employee regularly uses, then you would be making an external attribution.



We judge people differently, depending on what meaning we attribute to a given behavior.




Distinctiveness refers to whether an individual displays different behaviors in different situations. Is the employee who arrives late today also the source of complaints by coworkers for being a “goof-off”? What we want to know is whether this behavior is unusual. If it is, the observer is likely to give the behavior an external attribution. If this action is not unusual, it will probably be judged as internal.

If everyone who is faced with a similar situation responds in the same way, we can say the behavior shows consensus. Our late employee’s behavior would meet this criterion if all employees who took the same route to work were also late. From an attribution perspective, if consensus is high, you would be expected to give an external attribution to the employee’s tardiness, whereas if other employees who took the same route made it to work on time, your conclusion as to causation would be internal.

Finally, an observer looks for consistency in a person’s actions. Does the person respond the same way over time? Coming in 10 minutes late for work is not perceived in the same way for the employee for whom it is an unusual case (she hasn’t been late for several months) as it is for the employee for whom it is part of a routine pattern (she is regularly late two or three times a week). The more consistent the behavior, the more the observer is inclined to attribute it to internal causes.

One of the more interesting findings from attribution theory is that there are errors or biases that distort attributions. For instance, there is a tendency for individuals to attribute their own successes to internal factors, such as ability or effort, while putting the blame for failure on external factors, such as luck. This self-serving bias can often make it hard to provide employees with honest and accurate feedback on their performance. Feedback given to employees in performance reviews will be predictably distorted by recipients, depending on whether it is positive or negative. So don’t be surprised that employees bend over backward patting themselves on the back for a positive evaluation while looking for external factors to put the blame on when evaluations are negative.



There is a tendency for individuals to attribute their own successes to internal factors, such as ability or effort, while putting the blame for failure on external factors, such as luck.





Truth 53. Judging Others: Tips for Making Better Decisions

The performance-review process requires a large component of decision making. We’ve learned over the years that making decision judgments is fraught with biases. Here, we want to alert you to several additional judgmental distortions that we’re all vulnerable to and offer some advice on how you can minimize those distortions.

Overconfidence bias. When we’re given factual questions and asked to judge the probability that our answers are correct, we tend to be far too optimistic. For instance, studies have found that when people say they’re 65 to 70 percent confident that they’re right, they were actually correct only about 50 percent of the time. And when they say they’re 100 percent sure, they tended to be 70 to 85 percent correct.



Decision judgments are fraught with biases.




When we are doing performance evaluations, this optimistic bias tends to make us overconfident in the accuracy of our appraisals. So what can you do? Begin by recognizing that you’re likely to be overconfident. Also, search hard for disconfirming evidence and look for reasons why your assessment might be wrong. Input from others (see Truth 54, “The Case for 360-Degree Feedback Appraisals: More IS Better,”) also helps to limit this bias.

Availability bias. We have a tendency to base our judgments on information that is readily available. Events that evoke emotions, that are particularly vivid, or that have occurred more recently tend to be more available in our memory. This bias explains why managers, when doing performance appraisals, tend to give more weight to recent employee behaviors than those behaviors of six or nine months ago.

We offer two suggestions for countering this bias. First, don’t rely on your memory. Keep a journal for each of your employees on his or her job performance and update it regularly. Second, question your data. Ask yourself: Am I being unduly influenced by information that is readily available, recent, or vivid?

Selective perception bias. Any characteristic that makes a person stand out will increase the probability that the characteristic will be perceived. Why? Because it is impossible for us to assimilate everything we see; only certain stimuli can be taken in. This tendency explains why some employees will be reprimanded by their boss for doing something that, when done by another employee, goes unnoticed. Because we can’t observe everything going on about us, we engage in selective perception. This allows us to “speed-read” others but not without the risk of drawing an inaccurate picture.

We can’t eliminate selective perception. Each of us brings to every situation the baggage of our past experiences, attitudes, and vested interests. We can, however, actively attempt to minimize our perceptual biases by acknowledging that there is no pure objectivity and that both “truth and beauty are in the eye of the beholder”; trying to understand our perceptual biases by assessing what expectation we bring to a situation that might cloud the way we see it; and asking ourselves whether someone else with different expectations might see the same situation differently.

Confirmation bias. This is actually just a specific case of selective perception but, nonetheless, a common problem in performance appraisals. It says that we seek out information that reaffirms our past choices and we discount information that contradicts past judgments. We also tend to accept at face value any information that confirms our preconceived views, while being critical and skeptical of information that challenges these views. In performance appraisals, when we like someone, we look for information that confirms that belief. When we don’t like someone, we do the opposite.



We seek out information that reaffirms our past choices, and we discount information that contradicts past judgments.




The confirmation bias is hard to overcome. The obvious solution—to aggressively search out contrary or disconfirming information—has been found to be difficult for people to actually do. The best advice is to be honest about your motives. Are you seriously trying to get information in order to make an informed decision, or are you just looking for evidence to confirm what you’d like to do? You need to purposely seek out disconfirming information, which means you need to be prepared to hear what you don’t want to hear. You also need to practice skepticism until it becomes habitual. You have to train yourself to consistently challenge your favored beliefs.


Truth 54. The Case for 360-Degree Feedback Appraisals: More IS Better!

Employees at the Cook Children’s Health Care System in Fort Worth, Texas, aren’t evaluated only by their supervisor. They also get evaluated by patients, coworkers, and people in other departments who interact with them. The reason is that Cook has implemented 360-degree performance appraisal. It’s intended to provide more accurate and diverse input on an employee’s performance by seeking feedback from varied sources such as bosses, peers, subordinates, team members, customers, and suppliers. Its popularity is reflected by the fact that nearly 90 percent of Fortune 1000 firms now use this approach for their employee appraisals.

The 360-degree feedback system recognizes that performance varies across contexts and that individuals behave differently with different constituencies. When you get feedback from various constituencies, the reliability of the performance evaluation is increased. So, 360-degree appraisals capture the reality that an employee’s performance typically is made up of multiple behaviors and that access to observing those different behaviors varies among constituencies. Multiple evaluations by different constituencies have been found to capture this variety of behavior and improve the quality of the performance appraisal data.



Nearly 90 percent of Fortune 1000 firms now use this approach for their employee appraisals.




In the typical 360-degree appraisal system, employees are evaluated by 8 to 12 people. Ideally, they should be individuals who work closely with the employee and have direct contact in assessing his or her performance. It’s been found that 360-degree feedback works best with employees who work in teams or at a distance from their bosses. In the former case, team members are better able to accurately assess an employee’s contribution than his or her immediate supervisor. In the latter case, remote bosses often have little day-to-day contact with the employee, and evaluations tend to be inaccurate because they’re based on limited and selected bits of information. In the case of a sales representative who is on the road most of the time, the customers he or she meets with regularly can offer performance insights that a supervisor would never be privy to.



When you get feedback from various constituencies, the reliability of the performance evaluation is increased.




Jay Marshall found 360-degree feedback helpful when he was a partner at Booz Allen. In charge of a team of about 75 consultants, Marshall learned through a 360-degree review that he had “become invisible” to the consultants he was overseeing. The feedback he got made him realize that he was spending too much time trying to keep the client happy and shortchanging his team of the time they needed from him. That feedback wouldn’t have been possible from his boss or other superiors who never visited his job site.

The major problem you need to be aware of with these appraisals is the tendency of evaluators to use them as a means of “getting even” with an employee. This can be particularly troublesome with input provided by subordinates and peers. Since reviews are usually anonymous, evaluators with an axe to grind can use the system to even scores. To help alleviate this problem, most companies allow employees to choose which subordinates and peers they want to review them. While this can create a tendency for individuals to selectively “choose friends,” this bias can be reduced by ensuring that a substantial number of evaluations are sought. A sample of only 3 or 4 evaluations can be easily manipulated. But a sample of 10 or 12 is likely to provide a reasonably accurate picture of the evaluatee’s strengths and weaknesses.


Part IX: The Truth About Coping with Change


Truth 55. Most People Resist Any Change That Doesn’t Jingle in Their Pockets!

One of the most well-documented findings from studies of organizational behavior is that organizations and their members resist change. In one sense, this is positive. It provides a degree of stability and predictability to behavior. If there weren’t some resistance, organizational behavior would take on characteristics of chaotic randomness. Resistance to change can also be a source of functional conflict. For example, resistance to a reorganization plan or a change in a product line can stimulate a healthy debate over the merits of the idea and result in a better decision. But there is a definite downside to resistance to change. It hinders adaptation and progress.

Resistance to change doesn’t necessarily surface in standardized ways. Resistance can be overt, implicit, immediate, or deferred. It’s easiest for management to deal with resistance when it is overt and immediate. For instance, a change is proposed and employees quickly respond by voicing complaints, engaging in a work slowdown, threatening to go on strike, or the like. The greater challenge is managing resistance that is implicit or deferred. Implicit resistance efforts are more subtle—loss of loyalty to the organization, loss of motivation to work, increased errors or mistakes, increased absenteeism due to “sickness”—and hence more difficult to recognize. Similarly, deferred actions cloud the link between the source of the resistance and the reaction to it. A change may produce what appears to be only a minimal reaction at the time it is initiated, but then resistance surfaces weeks, months, or even years later. Or a single change that in and of itself might have little impact becomes the straw that breaks the camel’s back.



Resistance to change hinders adaptation and progress.




Resistance to change can come from either the individual or the organization. Let me start by highlighting some individual sources of resistance to change: habit, security, economic factors, and fear of the unknown.

We’re all creatures of habit. Life is complex enough; we don’t need to consider the full range of options for the hundreds of decisions we have to make every day. To cope with this complexity, we all rely on habits or programmed responses. But when we are confronted with change, this tendency to respond in our accustomed ways becomes a source of resistance. People with a high need for security are likely to resist change because it threatens their feelings of safety. Another source of individual resistance is concern that changes will lower one’s income. Changes in job tasks or established work routines also can arouse economic fears if people are concerned that they won’t be able to perform the new tasks or routines to their previous standards, especially when pay is closely tied to productivity. Changes substitute ambiguity and uncertainty for the known. You trade the known for the unknown and the fear or insecurity that goes with it.

Organizations, by their very nature, are conservative. They actively resist change through structural and group inertia, and threats to member expertise, power relationships, and established resource allocations.

Organizations have built-in mechanisms to produce stability. For example, the selection process systematically selects certain people in and certain people out. Training reinforces specific role requirements and skills. Formalization provides job descriptions, rules, and procedures for employees to follow. When an organization is confronted with change, this structural inertia acts as a counterbalance to sustain stability. And even if individuals want to change their behavior, group norms may act as a constraint. Changes in organizational patterns may threaten the expertise of specialized groups and long- established power relationships within the organization. For instance, those groups in the organization that control sizable resources often see change as a threat. They tend to be content with the way things are.



Organizations have built-in mechanisms to produce stability.




What does all this mean to you as a manager? First, initiating change is an important part of most managers’ jobs. Second, expect resistance to change to come in a number of forms. And finally, be prepared to undermine this resistance by providing rewards for accepting change, communicating reasons for why a change is necessary, and including people who will be affected by the change to participate in change decisions.


Truth 56. Use Participation to Reduce Resistance to Change

It had been a year since John Rose had opened his Rose Bud Bakery and Café—and business was booming. In 12 short months, he had outgrown the 1,200 square feet he had originally rented. So he negotiated to take over an additional 1,000 square feet next door. Then, in what many of his business friends thought was a bit strange, he closed Rose Bud for an entire day one Wednesday but paid his staff of 11 people to still come in. Starting at 8 a.m., John laid out his problem—the business was dramatically short of space—and his solution of renting additional space. But then he said, “You know as much about this business and our needs as I do. I want to spend this day getting your input on a number of issues—for instance: Where’s the best place to relocate the kitchen? How can we design the new space to move customers through as efficiently as possible? How much space should we allocate to the display counters and how much to seating? What, if any, new offerings should we consider? How can we combine the two spaces with the least disturbance to our normal operations? When would be the best time to make the move?”

As John expected, he got some terrific feedback from his staff. And Sherry Meyer, one of John’s kitchen staff, summarized the feeling of most of the employees: “I really appreciate that John wanted our input. I now understand what’s going on, and I’m 100 percent behind him.”

Having employees participate in decisions that affect them is no panacea. Participation has only a modest influence on factors such as employee productivity, motivation, and job satisfaction. But, as John Rose understood, it’s a potent force for combating resistance to change. For instance, a study of 300 middle managers at an Italian electric utility found that participation in the development and implementation of a change initiative resulted in more positive attitudes toward the change and reduced resistance to change. Similarly, a study of 138 managers at a large telecommunications company that was going through a major strategic reorientation found a strong relationship between employee perceptions of their participation and reduced resistance.

It’s difficult for individuals to resist a change decision in which they participated. So prior to making a change, consider whether the conditions are right for using participation. What are those conditions? First, there must be adequate time to participate. Many decisions in organizations must be made quickly, with little lead time. Such decisions don’t lend themselves to employee participation. Second, the issues in which the employees are asked to get involved in must be relevant to their interests. They should be related to the employee’s job, his or her welfare, or have a clear link to something that the employee is interested in. Third, the employees must have the ability to participate. This includes the intelligence, technical knowledge, and communication skills to contribute to the decision process. Finally, the organization’s culture must support employee involvement. Employees aren’t likely to take participation efforts seriously when the company’s culture has long been dominated by autocratic decision making and ignoring employee input.



It’s difficult for individuals to resist a change decision in which they participated.




When the preceding four conditions exist, participation can reduce resistance, obtain commitment, and increase the quality of the change decision. And companies have found varied ways of bringing employees into decisions that involve change. Suggestion programs, for instance, identify and reward employees who offer ideas for change. Quality circles provide opportunities for groups of employees, in shared areas of responsibility, to discuss their quality problems, investigate causes of those problems, and recommend solutions to management. Many firms are adding employee representatives to executive task forces designed to address major changes. And an increasing number of North American companies are adopting the popular Western European approach of including employee representatives on their board of directors.



Participation can reduce resistance, obtain commitment, and increase the quality of the change decision.





Truth 57. Employee Turnover Can Be a Good Thing

The traditional view of voluntary turnover is that it has a negative impact on organizational performance. When an employee quits and has to be replaced, an organization incurs both obvious and hidden costs. They include the costs of recruiting, selecting, and training new hires; as well as the additional inefficiencies from workflow disruptions as new employees learn their job, make mistakes, and “get up to speed” in understanding the organization’s culture.

While this traditional view is intuitively appealing, it’s a gross generalization. The evidence suggests that low levels of turnover can be functional, especially in certain organizations or departments within organizations.

Why can turnover be functional? Let me offer at least three reasons. First, turnover clears out low producers. When management obsessively strives for minimal turnover, it lessens the likelihood of identifying and removing low-performing employees. When low producers are removed, the organization’s overall level of performance improves. Second, turnover increases promotional opportunities. New rungs on the corporate ladder open up opportunities for those employees who stay. And third, turnover can increase functional conflict, which, in turn, increases workforce innovation, flexibility, and adaptability. It supplies fresh ideas and perspectives. Turnover can be particularly valuable at stimulating stagnant or entrenched teams.



Turnover can benefit an organization by keeping down employee labor costs.




Turnover can also benefit an organization by keeping down employee labor costs. In a large number of jobs, wages tend to increase over time, but there is no comparable increase in productivity. Employees get annual raises, their salaries continue to grow each year, but their contribution is essentially unchanged. It’s not unusual, for instance, for an employee with 15 years of service to be earning 50 to 100 percent more than his or her counterpart with 2 years of service—the difference in pay due solely to length of tenure in the organization. Additionally, given that employee benefits tend to be a percentage of direct labor costs, these too go up as employee seniority increases. As a case in point, a new employee may get only 2 weeks annual vacation while a senior counterpart gets 5 weeks.

Do any organizations pursue a functional-turnover strategy? Absolutely. They include major companies like General Electric, Microsoft, Sun Microsystems, Sprint, and the Big Four accounting firms. GE, for instance, annually ranks managers and professional employees in every division and fires those in the bottom 10 percent. This approach, in turn, encourages marginal performers to leave voluntarily before they’re fired. And the Big Four accounting firms report wanting to keep the performance bar high by maintaining a turnover rate of 10 to 12 percent.

The argument in favor of voluntary turnover comes with some qualifications. There is, for instance, no evidence to support that very high levels of turnover, across an organization, are beneficial. The benefits of turnover are at low-to-moderate levels. Moreover, low-to-moderate levels of turnover are more likely to be functional in jobs or organizations that rely on knowledge workers. High-tech companies, for instance, rely heavily on ideas and innovation to flourish. A lack of employee turnover in such organizations can lead to stagnation and apathy. Similarly, departments like marketing, research, and product development are dependent on fresh perspectives to maintain their viability. In contrast, employee turnover is likely to be almost entirely dysfunctional in jobs and organizations that rely heavily on minimum-wage workers.



Turnover can be functional, especially when the right people are turning over.




Our conclusion is that managers should not automatically assume that vigorous action to minimize any employee turnover is in the organization’s best interests. In many cases, turnover can be functional, especially when the right people are turning over.


Truth 58. In Cutbacks: Don’t Neglect the Survivors

The last decade has seen a number of major organizations reducing their number of employees. In 2011 alone, organizations as varied as Corning, Best Buy, Goldman Sachs, Pfizer, Lockheed Martin, and the U.S. Postal System all announced massive layoffs.

When layoff announcements are made, attention naturally flows to those individuals who’ve lost their jobs. We expect that they’re likely to suffer from depression, anxiety, and similar negative feelings. And organizations respond by offering layoff victims outplacement services, psychological counseling, support groups, and extended benefit programs. While we certainly don’t want to minimize the trauma that layoffs create for those who have lost their jobs, managers often ignore the impact that downsizing has on the survivors. There is an increasing amount of evidence that indicates that layoffs have severe effects on those employees who remain after layoffs. And managers who ignore these effects and fail to address them are likely to suffer serious drops in their organization’s performance.



Managers often ignore the impact that downsizing has on the survivors.




The evidence shows both victims and survivors experience similar feelings of frustration, anxiety, and loss. But layoff victims get to move on and start over with a clean slate. This isn’t true of survivors. They’re likely to suffer from layoff survivor sickness. Symptoms of this sickness include job insecurity, perceptions of unfairness, depression, stress from increased workloads, fear of change, loss of loyalty and commitment, reduced risk taking and motivation, unwillingness to do anything beyond the required minimum, feelings of not being kept well informed, and a loss of confidence in upper management.



The evidence shows both victims and survivors experience similar feelings of frustration, anxiety, and loss.




What can managers do to deal with layoff survivor sickness? A four-step approach has been suggested:

Step 1: Get the process right. Well-designed layoff processes won’t cure survivor sickness, but they keep survivors from sinking deeper into survivor symptoms. Characteristics of a well-designed process include: Make the cuts clear and quick. Provide abundant information to both victims and survivors. Give layoff victims adequate prior notification. Be emotionally honest and authentic in all communications. Explain decisions openly and in terms of fairness. And, if possible, allow employees to participate.

Step 2: Let people grieve to deal with repressed feelings and emotions. Even in the best-handled layoffs, survivors feel violated. They must release their feelings before they can go on. They need to go through the same grieving process that one goes through after a death in the family. Use of groups is one of the most effective and efficient means of bringing survivor emotions to the surface. In a relatively short time, most natural work teams can make a great deal of progress in unblocking and addressing their survivor feelings.

Step 3: Break the chain of organizational dependence. This step tries to help survivors recapture their sense of control and self-esteem. While Steps 1 and 2 react to existing layoff survivor symptoms, this step offers the possibility of preventing the sickness in the first place by moving people from organizational dependency to self-directed careers. Today’s workplace requires employees to build transferable skills and have independence from their employers. An employee’s loyalty is no longer to the organization but to his or her own career. The breaking of this dependency relationship is essentially an individual effort.

Step 4: Reshape the organization’s systems to lessen processes that create dependency. This final step seeks to help people immunize themselves against survivor sickness. Organizations historically did a lot to create dependency: Seniority systems for promotions and rewards; loyalty expectations; promotion from within; long-term socialization processes to shape people into “desired employees”; long-term career-planning; and nontransferable corporate pension plans. Organizations have to detach themselves from these paternalistic practices.


Truth 59. Beware of the Quick Fix

Too many modern managers are like compulsive dieters. They try the latest management craze for a few days (or months) and then move restlessly on to the next craze. The sad news for managers is the same that we’d offer dieters: There is no quick fix!

That said, there is no shortage of consultants, management-development professionals, and business journalists ready to pitch instant solutions to complex management problems. They’ve been doing it for more than five decades. In the 1960s, the list of “instant panaceas” included MBO, Theory Y management, sensitivity training, job enrichment, PERT, and the BCG Matrix. In the 1970s, you had centralized strategic planning, matrix organization designs, management by committee, flextime, and zero-base budgeting. The 1980s gave us intrapreneurship, quality circles, Theory Z, just-in-time inventory systems, Deming’s 14 principles, self-managed teams, and skunk works. The 1990s offered up strategic alliances, exploiting core competencies, TQM, reengineering, mass customization, benchmarking, charismatic leadership, visionary leadership, emotional intelligence, network organizations, learning organizations, open-book management, self-managed careers, outsourcing, empowerment, and 24/7 work environments. Into the new century, we’ve already been told about the virtues of work-family balance, social capital, employee engagement, e-leadership, virtual organizations, customer segmentation, knowledge management, workplace spirituality, and power napping.



Managers, like all people, are susceptible to fads.




Managers, like all people, are susceptible to fads. My message here is merely to warn managers: Buyer beware!

Someone will always be selling the latest management technique. And unfortunately, rather than presenting them in a contingency framework, with recognition that these techniques work best under certain circumstances and are likely to be ineffective in other circumstances, advocates have tended to offer them as universal solutions. At the extreme, it can drive managers to run from one quick fix to another. This was driven home when a frustrated executive recently told me, “In the past couple of years, we’ve heard that profit is more important than revenue, that quality is more important than profit, that our people are more important than quality, that customers are more important than our people, that big customers are more important than small customers, and that growth is the key to our success.”

The common theme among these “quick fixes,” like diet books, is that they’re sold as universal solutions to complex problems. They’re rarely presented in a situational or contingency perspective. And that’s the mistake. Each, in its own way, has something to offer managers. These techniques are tools in a tool chest. But just as a carpenter can’t solve every problem with a hammer, managers can’t solve every problem with self-managed teams or TQM. There are no shortcuts to the complex job of managing. You need to treat new ideas and concepts as additional tools that can help you be more effective in your job. But no single new idea can make a mediocre manager excellent or lead to turning around a poorly managed organization.



No single new idea can make a mediocre manager excellent or lead to turning around a poorly managed organization.
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$1.2155

Interest earned on S1.

0.0608
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x Price Per

Year Units Sold  Unit = Sales —Expenses) = Profit
1 14,000 59,50 $133,000 128,400 $4,600
2 15,000 9.60 154,800 18,000
3 20,000 168,000 26,000
4 20,000 194.000 165,000 26,000
Total 72,000 $693.800 $619.200 $74,600

Note: Expenses = $4.40 raw materials + $2.20 in variable operaling expenses for each uni,
plus 36,000 operators salary. (Al these costs might need {0 be adjusted for fikely infaton, as
Sould) the salllon orice: And isies bie norad
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Mr, Ms., Mrs., Dr., Your Excellency, Prince, Duke,
and so on

Business title

Manager, director, supervisor, chief executive
officer

Position

Line management, middle manager, senior
manager, leader. staff

Length of service

New hire, long term of service, deference based
on experience

Personal relationships

Employees, colleagues, peers, friends,
acquaintances

Situational position

Team member, advisor, confessor, adjustor,
and so forth
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Fixed Cost Amount

Building occupancy costs (rent or depreciation) $7.400
Depreciation on machinery and fumiture 5320
Interest paid on borrowed money 5,200
Office expenses 2,400
Advertising 13,000
Administrative salaries 96,000
Write-down of obsolete inventory 4,000
Inventory damage 500

Total

132,120
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Balance Sheet

Year Two Year One

Assets
Cash and marketable securities 857,640 $2,600
Other current assets 166,000 103,000

nt assets 165,120 43,200
Liabilities
Current lial 91,155 51,120
Long-term liabilities 50,000 0
Capital $217,605 $97.650
Income Statement
Operating profit $142,450 $20,800
Nonoperating expense 3,200 0
Net profit after taxes $91,925 $17,680
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Type of Questions

Possible Approaches

Open The “Tell me the story” approach
Indirect | wonder, what or if or how.
Rhetorical Why s, why do we always get the tough jobs?

Hypothetical

What if (a good opener].

Negative

Why don't they get it? [a type of pressure relief)
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Current  Previous
Assels Year Year
Current assets:
Cash and time deposits $3.694 $1,230
Short-term investments, at cost that approxi- 300 350
mates market
Accounts receivable, less allowance for doubt- 9,769 7456

ful accounts, $252,636 in current year and
$201,230 in previous year

Inventories:
Finished goods
Work in process
Raw materials
Total inventories
Prepaid expenses
Total current assets
Property, plant, and equipment:
Land
Building and building improvements
Machinery and equipment
Fumiture and fistures
Construction in progress
Total
Less aceumulated depreciation

Property, plant, and equipment—net

193

594
4110
12,801

806
676
18,987
6493
12,494

482
3,765
10,701
687

0
15,633
4,565
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Best Questioners

Key Attributes

Barbara Walters

Direct, open. and closed question strategies

Ted Koppel

Direct, follow-up, use of multiple strategies

Greta Van Susteren

Redirects and probes

David Letterman

Question combinations, expressions, body
language

Bryant Gumbel

Intensely purposeful, focused, no escape
questioning

Geraldo Rivera

Double-direct, great strategies for closed
questions

Bob Costas

Open questions that are s good as closed,
focuses on story

Jerry Seinfeld

Questions that expose how we think critically

Jon Stewart

Socratic
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Assets Liabilities and Capital
Cash $50,000 Linbilitics 50
Capital
Common Stock 50,000
Total Assets  $80,000 Liabilities and Capital 550,000






images/00059.jpeg
Year One ROE = :;—”“ 1809 = 18.1%

20






images/00058.jpeg
Year Two

Sources of working capital
Net profit after taxes
Depreciation

Total from operations

Stock issued

Long-term borrowing
Total sources of working capital

Uses of working capital

Purchase of fixed assets

Purchase of intangible assets

Dividends paid

Reduction in long-term debt

Purchase of stock

To

A uses of working capital
Increase in working capital
Changes in working capital

Cash and marketable sccurities

Accounts receivable, net after reserve

Inventory, net after write-down
Prepaid expenses
Accounts payable
Accruals
Working capital at beginning of year

Working capital at end of year
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+ 48,000 Intangible assets
+40,000 =
+ 3,640 + 6,000
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+171,640
TOTAL ASSETS
388,760
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Long-Term
Accounts Payable Accruals Debt

+40,000
- 40,000
+ 330,000

5000
+ 8,000
3,120

TOTAL LIABILITIES
$171
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Ttem Year Two Year One

Retained carnings at beginning of year $17.680 0
add net profit after taxes 91,925 17,680
subtract dividends paid 12,000 0

Retained earnings at end of year 97.605 17,680
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Marketable Accounts Doubtful
Cash Securities Receivable Accounts
+2,600 — + 65,000 —
+ 68,000 +4.000 + 624,000 - 6,000
+499.200 - 65,000
40,000
297,000 - 499200
30,500 + 124,800
8,000
88,000
5,000
~ 10,000
+ 40,000

~3,200
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Current Previous

Assets Year Year
July 31
Cash $75.986 72,002
Accounts 59
Inventory
Materials and supplies 135,995
Work in process 3,978
3
Prepaid expenss 5176
“Total current assets 346,928

Property, plant, and equipment—at cost

Land
Buildings and production lines

Shop machinery and equipment

Office furniture, fixtus

and equipment

Autos and trucks

1,065,569
Less aceumulated depreciation 319,124

746,445
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First year $48,000

Second year $77,000
Third year 554,000
Fourth year $92,000

Fifth year 599,000
Five-year total $400,000
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End of Year  Amount

Present Value
Factor

0 596,000 1.0000 =
1 91,960 9091 =

86,640 ~
3 79,320 -
4 - o= -
5 - — .
Total $310,793
Return

Present Present

End of Year Amount Value Factor Value

3 84,000
000
5 99,000
Total $400,000

9091
5264
13
6830
6209

61,469

$204,684
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Type of Question

Potential Use

Direct The probing purpose of questions must be
unmistakable.

Closed Avoid misdirection by keeping questions closed

Filter Remove information of no interest to the probe.

Provocative Issue a challenge.

Leading Leading may be appropriate in some circumstances.

One-Word The use of why is often most effective.

Double-Direct

Itis a leading question that requires a thoughtful
answer.

Hypothetical

Use for uncovering missing information

Redirecting

Use to deal with misdirection from any respondent

Loaded

For contentious situations.
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Cash Accounts payable
Accounts receivable Notes payable
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d
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1. That's not the way we do things here.

2.___Thatis my final offer.
3. You will have to do better than that; otherwise, we don’t
have a deal.

4 Whatis your most important issue?

5. According to my records, that is not what we agreed to.
6. ____ I want to share some of my interests with you.
7.___lam calling my attorney (or any mention of an attorney).
8. Thatis the most ridiculous thing I have ever heard.

9

. I would like to understand more about your key value
drivers.
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Price Volume Delivery speed
(50 total) (15 total) @35 total)

Low (slow) 20 5 0

Med-low 15 4 2

Med 10 3 6

Med-high 5 2 12

High (fast) 0 1 15

SELLER Price Volume Delivery speed
(50 total) (35 total) (15 total)

Low 0 0 5

Med-low 5 2 4

Med 10 6 3

Med-high 15 12 2

High 20 15 1
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Net profit before taxes minus
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Net profit after taxes
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Sales $292,000

100.0% of sales

Cost of Sales 146,000
Gross Profit 146,000

Operating Expenses

Operating Profit
Income Taxes 3,120
Net Profit After Taxes $17,680

50.0%
50.0%

42.9%
7.1%

1.1%
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Note: Per rounded off’
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Acme Widget Company Balance Sheet End of Second Year of Operations

ASSETS LIABILITIES AND CAPITAL
Year Year  CURRENT Year  Year
Two One LIABILITIES ~ Two  One

Cash $53640  $2600  Accounts payable  $33.000  $40.000
Marketable 1000 — Acernals 5155 11120
securitics
Accounts 124500 65000 Total current 120
receivable lial

Less reserve 6000 —

for doubtful ac-

counts

Net accounts 18500 65000 LONG-TERM

reccivable LIABILITIES
Inventory Long-term debt 50000 —

Raw materials 25200 16000 Total long term 50,000

liabilities
Finished goods 18000 TOTAL SI7L155
LIABILITIES

Total imventory 00 34000

Prepaid expenses 0 1000 CAPITAL
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Total current 223,640 105.600 on stock 120,000 50,000
assets
NONCURRENT Retained eamings 97,605 17,680
ASSETS
Fised assets 171,640 18,000  TOTAL $217,605  $97,680
CAPITAL
Less deprecia- 20 4500
tion
Net fived assets 159,120 43200 TOTAL $388,760 $148,800
LIABILITIES
AND CAPT1
ible assets 6,000 —
Total noncurrent 165,120
assets
TOTAL ASSETS $388,760  $148.500
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endof
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$8.000

Return of 12% on $8,000 = $960
8,960

Return of 12% on $8,960 = §1,075.20
$10.035.20
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Tax Payment

Fluted Widget Machine
Payment

Dividend Payment

TOTAL CASH PAID
ouT

OTAL CASH IN
NET CASH FLOW

Cash on Hand—Begin-
ning
Cash on Hand—Ending

Additional Cash Needed

73 T 733
- 3000 — 4,000
10800 10,500 10,800 13,800
- - 72,000 -
44533 42033 158388 93388
47520 78760 55,000
2987 545T (19629 8967
57.640 66,114 (13514)
60,6: 514)  (4547)
13514
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45.033
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Acme Widget Company Comparative Income Statement for Year Two

Percentage Percentage
Ttem Year Two  of Sales Year One of Sales
Sules $624,000 1000%  $292,000 100.0%
Cost of sales 316500 508 146,000 500
Gross profit 307,200 146,000 500
Sularics 129,600 96,000 329
Advertising 13,000 10,000 34
Machinery depre- 4,500 08 4,500 16
ciation
Furniture and fix- 520 00 — =
ture depreciation
Building occupaney 5400 13 12,000 41
costs
Office expenses 2,400 04 08
Reserve 6,000 L0 = =
Total operating 164,720 2064 429
expenses
Operating profit 228 20,500 7.1
Nonoperating in- 0.1 — —
come and expenses
Net profit before 223 20,500 1
tases
Tncome tases, 3.120 11
Net profit after $17.680 6.1%

taxes
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51
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Other assets

233

4,233

Total assets

81,093,606

$1,091,183

Liabilities
Current liabilities
Accounts payable 560,861 22,803
Current maturities of long-term debt 53,939 41218
Acerued liabi
Federal income tax 0 19,071
Other accruals 13,160 12,890
Current Previous
Liab Year Year
Other current liabilities 0 9.000
Total current liabilities 127.960
Long-term debt 585,834
Less current maturities 53939
531805
Total liabilities 659.855 669,506
Stockholders’ Equity
Common stock: 1,000,000 shares of $1.00 par val- 71300
ue authorized, 322,129 shares issued and outstand-
ing: 10,000 shares of $100.00 p:
713 shares issued and outstanding
Additional paid-in capital 64,442
Retained earnings 285,935
Total stockholders’ equity 133751 421677
Total liabilitics and stockholders equity — $1,093,606 1,001,183
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Acme Widget Company Balance Sheet End of First Year of Operations

Assets Liabilities and Capital

LIABILY
Cash Accounts payable $40,000
Accounts receivable Notes payable 0

Inventory

Raw materials 16,000

Finished goods 18,000

Total 34,000
Prepaid expenses 1,000
Fised asscts 48,000 CAPITAL

Less Common stock $80,000

Depreciation 4500 Retained carn 17,650

Net fised assets 43200 Total capital $97.650
Total asscts $145500 Total liabilities and  $145.500

capital
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Jan.  Feb.  Mar.  Apr.  May  Jun.
Sales of Regular Widgets  $55000 55000 55000 55000 55000 55000
Sales of Fluted Widgets  — - - - 9500 11,400
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Previous Year
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How could you say that?
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Other people might say it, but not you.
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Incredulity expressed over what it was you
said.
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