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PREFACE 

This manual is designed to assist management consul- 
tants working with small-scale entrepreneurs in developing 
countries. It also contains material of interest to Peace 
Corps or developing country programmers who plan development 
projects for the small-scale enterprise (SSE) sector, The 
bulk of the manual deals with management assistance to one 
type of SSE in developing countries: owner-operated small in- 
dustrial firms. Much of this emphasis flows from my past 
field experience as a Peace Corps Volunteer in Colombia. 
Nonetheless, many of the tools and techniques explained in 
this handbook may have applicability to other types of SSEs 
or even to other forms of business organization throughout 
the Third World. 

In writing this, I have synthesized a growing body of 
reference material in small-scale enterprise development-- 
some of which is presently available to Peace Corps Volunteers 
and staff through Peace Corps' office of Information Collec- 
tion and Exchange (ICE) in Washington. This manual provides 
the reader with insights into answering the following ques- 
tions: 

(1) Why are SSEs important in Third World development? 

(2) What problems are commonly faced by the small- 
scale entrepreneur? 

(3) What role can management consultants play in help- 
ing small-scale entrepreneurs solve such problems, 
thereby boosting SSEs' productivity and profitabil- 
it.y? 

(4) What kinds of development programs or delivery 
systems are effective in planning for, training, 
and supporting SSE management consultants? 
How can such programs' effectiveness be evaluated? 

(3) Finally, how does a management consultant go about 
assisting a small business in the Third World, and 
what techniques (in human relations and in various 
areas of business administration) will help the 
consultant improve both the quality and accept- 
ability of his advide to the small entrepreneur? 
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This manual offers answers to all of the!se questions 
in a practical, handbook format. Chapter One deals with 
questions (1) through (31, and provides the reader with 
background information on how SSEs, with the aid of manage- 
ment consultants, may play an important role in developing 
Third World economies. In addressing question (41, Chapter 
Two briefly examines a variety of programs which have at- 
tempted to boost SSE productivity and profitability through 
management consulting assistance. It also sets forth my own 
recommendation for SSE assistance in the form of a host 
country Economic Developm$.nt Intern Progr_am. This program 
would train local high school or university graduates to as- 
sist "target firms" (i.e. those firms carefully selected for 
production potential) using the tools and techniques out- 
lined in this book. 

From the background information on SSEs provided in 
the first two chapters, we move on to a discussion of ap- 
plied techniques in Chapter Three, and additicnal sources 
of practical guidance in the Appendices and Selected Bibli- 
ography. In addressing question (5) above, these sections 
provide the management consultant with a variety of tools 
to help him or her in consulting work--regardless of the 
program methodology chosen. For example, Chapter Three dis- 
cusses how to organize and teach a seminar to SSE managers 
and employees. It examines the use of human relations 
skills in building an effective consultant-client relation- 
ship. This chapter also offers appropriate advice for con- 
sulting on specific problems in finance and accounting, 
marketing, personnel management, planning, and other areas. 
Appendices to the manual provide additional practical guid- 
ance to the consultant, such as seminar audiovisual mate- 
rials, classr<lc;m handouts, and case studies, as well as 
forms useful in pianning and executing a consultancy. The 
Directories of Selected Small-Scale Enterprise Deve1opmen.t 
Organizations and Information Sources in Appendix III, 
Exhibit B, indicate 'further sources of information for the 
SSE consultant. Finally, the Selected Bibliography directs 
the consultant to a wide array of reference materials on 
the subject of SSE promotion. 

There are a number of well-written books on small 
business administration in industrialized countries and a 
growing body of work concerning the promotion of SSEs in the 
Third World. In writing this manual, I hope to make further 
contributions to the field by: 
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translating a number of appropriate concepts and 
principles from modern small business administra- 
tion in the United States into a methodology for 
assisting SSEs in developing countries; 

0 reviewing a variety of recent foreign assistance 
programs which have attempted to promote SSEs 
through the use of management consulting services; 

0 proposing that the "target firm" approach, when 
compared to other SSE programs, is a lean and cost- 
effective means of helping the urban and rural 
poor; and, 

l providing guidance to the prospective user of this 
manual without hampering creativity or initiative. 

As the manual's title implies, this handbook offers 
programmatic and technical guidelines so that the reader may 
develop his or her own program, specifically tailored to the 
needs and realities of a given developing country. Conse- 
quently, this reference work is not a self-contained pre- 
scriptionfor consulting success. Success will largely de- 
pend on the initiative and ingenuity of the user, as well 
as on his or her willingness to consult other appropriate 
information sources. 

A number of people assisted me with the general con- 
cept and content of this manual. Gary Petersen, now a region- 
al director for the United States Small Business Administra- 
tion, and Michael J. McGuire, a former Peace Corps colleague 
in Colombia, gave me valuable advice in designing the "tar- 
get firm" program outlined in this hook. Jo& Manuel Arenas, 
Financial Manager of the Colombina Candy Company, Jean 
Francois Christin, constiltant for the United Nations Indus- 
trial Development Organization (UNIDO), and Howard Lewis, 
Peace Corps Volunteer in Ecuador were also helpful in advis- 
ing me during the early stages of preparing this manual. 
I wish to thank the Fundacc6n para el Desarrollo Industrial 
and my supervisors in Peace Corps/Colombia, Peter Fraser 
and William Phelps, for encourdgfng my work with SSEs, as 
well as the small entrepreneurs oF T-cslu6, Colombia, who 
provided me with the experience 
book. 

:aeccas;;ry to research this 
I also gratefully acknowledye ?hc: editori ;.r;sist- 

ante Of Pirie Gall and Susan Hewes of pi>;? c f;i iZcJrps ' (,fgicc:; 
of Programming and Training CoordinacFc;: [nPX,S) , Ki.1 iiam 
Phelps,formerly of Peace Corps' Latir., ryri;cc 5 ica Es:; i.oi,;il Office, 
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and Michael Hirsh, Program and Training Officer for Peace 
Corps/Ecuador. This manual would never have been produced 
without their time and patience in editing various drafts 
of the manuscript. In addition, I would like to acknowledge 
all the hard work of the several secretaries who contributed 
to typing this manual. Finally, I owe a great debt of grati- 
tude to the late Alonso Lozano Guerrero, former Executive 
Secretary of the Chamber of Commerce of Tulu6, who provided 
me with the inspiration necessary to write this handbook. 

"k;~ document does not bear the approval (nor imply such) of the 
Un..tcd States Agency for International Development, or any of its 
Officeri;, 
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CHARTER 1 

THE SMALL-SCALE ENTERPRISE 

A. Some Definitions 

1. What is a "Business"? 

Businesses assume a variety of organizational forms 
throughout the world: from cooperatives to corporations, 
from capitalistic to state-run enterprises, from small scale 
to huge. However, all types of businesses share rhe goal of 
maximizing output per unit of input, regardiess of whether 
that return is measured by higher dividends, more valuable 
member shares, or by a surpassed production quota set by the 
state economic plan. Moreover, in achieving greater output 
per unit of input, all enterprises must bring together three 
key ingredients: resources (land, labor, and capital), tech- 
nology, and their organization or management. 

This manual focuses on one particular form of busi- 
ness organ.'zation: the owner-operated, small-scale enterprise, 
especially the small manufacturing firm. It discusses the 
importance of efficiently running a business: that is, sound 
management of the small entrepreneur's time, technology, and 
resources. Specifically, the guidelines in this manual help 
explain both the art and the science of efficient business 
administration to the prospective management consultant. 
The tools and concepts set forth herein should be of general 
usefulness regardless of the country or kinds of small busi- 
nesses which zhe consultant encounters. 

2. What is a "Small-Scale Enterprise"? 

A television repair shop in New York is one example 
of a small-scale enterprise. 
ria is another example. 

A metal-working firm in Libe- 
And an artisan leather-worker in 

Ecuador is a third. All these firms have traits in common 
which distinguish them from large enterprises. Yet small 
businesses in developing countries often have special char- 
acteristics which set them apart from their counterparts in 
the industrialized world. 

Each country appears to have a different official 
definition of small-scale enterprise or small business. 
The United States Small Business Administration, for exam- 
ple, defines as "small" those manufacturers with up to 
1,500 employees and all retail firms with sales up to 
USS7.5 million per year. The World Bank, on the other hand, 
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characterizes small-scale enterprises (or SSEs) as firms pOS- 
sessing less than USS250,OOO (1976 price?:) in fixed assets, 
excluding land. And a contracted study for the United States 
Agency for International Development (A.I.D.) by Practical 
Concepts Incorporated (PC11 recommends yet another definition: 
SSEs are those firms with a maximum of 20 workers, no more 
than US$SO,OOO in total assets, and maximum capital costs per 
workplace provided of US$S,OOO. The PC1 definition provides 
a rough quantitative idea of the size of "target firm" SSEs, 
a concept discussed later in this manual. 

Yet even this numerical measure is a very relative 
one- For example, in some impoverished countries, a firm 
with US$SO,OOO in assets and 20 workers may well be manageri- 
ally advanced and relatively large compared with most ether 
businesses in the country. By contrast, in a more highly de- 
veloped country a company with double or treble that quanti- 
ty of assets and workers may be relatively small, given the 
greater wealth of the economy, sophistication of the market, 
and number of large national and multinational enterprises 
operating in the country. Consequently, a qualitative descrip- 
tion is needed to focus on what is meant by the concept of 
small-scale enterprise. The table on the following page provii:,::s 
such a qualitative indication by comparing large businesses and two 
types of small-scale enterprises: the micro or very small 
enterprise, and the transitional or "target" SSE, which is a 
main concern of this book. 

3. How Management of Small-Scale Enterprise Differs from 
that of Larqe Enterprise. 

Thousands of books have been written on business ad- 
ministration and organization. Many of the concepts in those 
volumes (such as accounting, planning and personnel admini- 
stration)appear to be generally applicable t'o any size busi- 
ness organization. Why then the special concern with manage- 
ment assistance toward SSEs? What makes SSEs unique, requir- 
ing separately designed management systems? 

Illustrating the difference between a Piper Cub and a 
Boeing 747 jet aircraft is one useful way to depicf. the contrasts 
between large and small-scale business management.l The 
basic processes governing the flight of both planes are the 

1This example is drawn from Cohn and Lindberq's Survi- 
val and Growth: Management Strategies for the Small 

-- 

Firm. pp. 80-81 (See entry #42 in the Selected Bib- 
liography). 



Table I. Contrasting Chara?terlstics of Large, Target and Micro-Enterprises 

Micro-Enterprise 

1. Local, neighborhood market 

2. Marginal resources 

3. Owner is often illiterate 

4. Owner-manager usually con- 
trols all equity 

1. 

2. 

3. 

4. 

5. Hcind tools and some machine- 5. 
rY (if a manufacturer) 

6. One to three employees 6. 

7. Examples: a neighborhood 7. 
grocery store, a tailor, 
a cobbler. 

Target Firm SSE Large Enterprise 

Often a regional market 1. 

Adequate equity base and 2. Well financed by a 
perhaps limited access tcl variety of credit 
bank and trade credit sources 

Owner is often literate 3. 
and has access to techni- 
cally trained or expe- 
rienced workforce: manage-. 
ment is simple and cen- 
tralized 

Sophisticated mana- 
gerial and technical 
personnel; complex' 
organization 

I 

Owner-manager may share 4. 
equity with partners or 
family members 

W 

Strong dlfferentia- I 
tion between managers 
and owners of capital 
or stock 

Power tools and light ma- 5. 
chinery, some home-made 
(if an industrial firm) 

Ten to 15 employees 6. 

Examples: a metal-working 7. 
shop making bicycle frames, 
a smal.1 manufacturer of 
children's clothing, a lo- 
cal agricultural supply 
store. 

National. or interna- 
tional market 

If a manufacturing 
firm, has light and 
heavy machinery (some 
imported) 

Many employees 

Examy.les: a manufac- 
turer of bicycles, a 
textile plant, a dis- 
count department 
store. 
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same. Both aircraft take off, cruise, and land; both are 
controlled and directed by pilots; and both are subject to 
the same laws of aerodynamics. There, however, the similar- 
ities end. The Piper Cub is steered by a manual stick and 
rudder pedals, plus a few simple gauges. The 747, on the 
other hand, requires a complex set of machines and instru- 
ments to guide its flight. Moreover, the pilot of the Piper 
Cub, flying at ninety milesperhour with a good tail wind, 
must constantly view the scene at hand to watch for possible 
dangers. By contrast, the jet crew flying at hundreds of 
miles per hour must focus their attention, through instru- 
ments, on the far horizon where they will arrive in a mat- 
ter of minutes; their immediate environment ris of much less 
importance to them. 

The same comparison applies to large and small firms. 
The sophisticated planning and organization of large enter- 
prises (and the standard business textbooks which adopt this 
perspective) are often not applicable to small companies. 
Complex accounting systems suitable for large corporations 
are usually not appropriate for SSEs--especially for small 
firms in the Third World. Costly market research methods, 
mass advertising, and hierarchical approaches to personnel 
management and organization are also usually inappropriate. 
However, simplified accounting systems, marketing techniques, 
personnel administration, and other management skills are 
urgently needed by small firms and are some of the topics 
covered in this manual. 
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B. The Role of Small-Scale Enterprises in Third World 
Development 

1. Why are Small-Scale Enterprises Important? 

Small-scale enterprises often form an important part 
of a nation's economy and may account for up to one-half of 
a country's labor force and productive output. In addition, 
successful small businesses may spur greater economic growth 
in their communities through what economists cali "backward 
and forward linkages". An example of such linkages is 
found in the sweater knitting enterprises of Mira Ecuador, 
where Peace Corps Volunteers in the 1960s helped ievelop 
the occupation into a booming regional industry. Today, this 
economic sector extends from shepherds, spinners of wool, and 
button-makers (backward linkages) through the sweater knitters 
to traders with national and international market connections 
(forward linkages).2 

SSEs play a key role in many economies because they 
meet a special need not often filled by larger business or- 
ganizations. Such needs include: 

-- Providing products or services to specialized, 
often localized markets: for example, print 
shops, makers of women's and children's clothing. 

-- Processing dispersed, bulky, and often perish- 
able raw materials, where small plants near such 
inputs are at an advantage: for example, saw- 
milling, cheese-making, pottery manufacture. 

-- Providing ease of access to dispersed consumers: 
for example, neighborhood general stores, ta- 
verns, street vendors. 

-- Making handicrafts where precise, hand crafts- 
manship is required: for example, basket- 
weavers, leatherworkers, jewelers. 

-- Providing necessary flexibility in meeting cus- 
tomers' needs: for example, job metalworking 
shops, electrical appliance repair, tailoring. 

In addition to their economic importance, SSEs, if 
encouraged to grow, may also offer other socio-economic 

2 For further details see entry #14 in the Selected Bi- 
bliography. 
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benefits. They may prove an excellent source of trained mana- 
gerial talent. Moreover, given their relatively lower cost 
;<: E r workplace as compared to larger firms, they may generate 
employment opportunities more efficiently. Other socio-eco- 
noiic attributes of SSEs include decentralizing a country's 
economic establishment (perhaps reducing the flow of rural- 
urban migration), enhancing national savings rates based on 
many small owner-managers' high propensity to save for invest- 
ment-, r and preserving skills in traditional handicrafts. Indeed, 
i'r 1.5 such broad social and economic effects which help justi- 
fy public assistance to private, profit-making small entrepre- 
nears . Countries have long offered tariff preferences, tax 
write-offs, and worker training to attract large-scale enter- 
prise for some of these same reasons. It would seem equally 
justifiable to work through small business people for similar 
economic and even more attractive social ends. 

2. Promoting the Development of SSEs 

Once a country decides to encourage small-scale enter- 
prise, it may implement a variety of programs to promote their 
development. One approach is to strengthen SSE infrastructure 
through the provision of plantsand equipment (for example, sub- 
sidized buildings and public services in an industrial park for 
SSEs). Another strategy is to bolster SSEs' capital position 
through tax reductions, bank credit, or government procurements 
from small-scale businesses. Marketing is another important 
area where SSEs need support. Here government can help by 
sponsoring trade fairs, by assisting with the export of SSEs' 
products and services, and by compiling national trade directo- 
ries for use by local and foreign consumers. 

Public programs can also stimulate small firm innova- 
tion by financing prototypes and by assuring patent protection 
for small entrepreneurs. They can boost product demand by 
conducting market surveys and by organizing national quality 
control standards. Finally, technical assistance and training 
may help entrepreneurs in important areas such as vocational 
instruction for workers and management training for small 
business owner-managers. 

Although all of these SSE promotion strategies are 
useful, different countries will find different program mixes 
to be appropriate depending on their own social and economic 
conditions.3 

3 Entries #l-8 in the Selected Bibliography provide 
more extensive discussion of the range of SSE 
development program options available to developing 
countries. 
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c. Problems of Small-Scale Enterprises 

SSEs play different roles in different economies. In the 
United States, for example, franchise operations are common- 
place and many small businesses are important subcontractors 
in supplying inputs (or marketing outputs) to large corpora- 
ti.ons. In Colombia, 
ial 

a growing economy and dynamic entrepreneur- 
spirit have made SSEs an important factor in manufac- 

turing, retailing, and services. And in many other countries, 
small national economies and fragile sources of local entre- 
preneurship may mean that all entrepreneurs, regardless of 
size, constitute a limited and precious development resource. 

Despite these differing contexts, small businesses 
throughout the world face challenges in six major problem 
areas: capital, marketing, human resources, technical or 
technological constraints, general business environment, and 
business practices. With the help of a management consul- 
tant,the small entrepreneur can take effective steps to ad- 
dress the first four problems. And if a number of his or 
her peers receive such assistance, some inhibiting general 
business practices may also change for the better. Section 
C.5 of Chapter Three of this manual offers guidelines to 
the consultant in advising the entrepreneur on these speci- 
fic problems. Ho-wever, the general business environment 
prevalent in any given country is usually a situation which 
both consultant and entrepreneur must learn to live with. 
Yet a recognition of such environmental limits is often help- 
ful to both the consultant and the client in structuring the 
goals and expected outcomes of any consultancy. 

As Figure 1 illustrates, some of these areas--delegation 
of management authority, lack of working capital, and an en- 
trepreneur's reactive management style--may pose complicated 
and interrelated problems for which there are no easy solu- 
tions. Fortunately, however, an SSE is not assaulted by each 
of these woes with equal intensity. A particular problem or 
set of problems may predominate among small businesses in 
one country or region and not be found in another. Moreover, 
in the same region or country, different SSEs will often 
face different sets of difficulties. Consequently, although 
the following list of problems will not be faced by each and 
every client, it will likely sum up the entirety of problems 
found in the consultant's portfolio. In becoming more famil- 
iar with such typical problem areas, the consultant and 
client should be better able to devise prospective solutions. 
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1. Capital 

Small entrepreneurs often cite lack of capital as 
their number one problem. Yet while they commonly mean lack 
of additional cash, poor management of existing current as- 
sets may be an equal or greater concern. Small firms do of- 
ten need outside capital, and the greatest indication of this 
need is typically a negative working capital position (where 
current liabilities exceed current assets). This situation 
is brought about by a number of factors. First, the small 
business person's weak marketing position often forces him 
or her to sell a service or product on liberal credit terms. 
Meanwhile, the entrepreneur often may have to pay suppliers 
under more stringent credit terms, or even cash. Second, 
inflation in many countries escalates the cost of raw mate- 
rials. 
tween 50 

In developing countries,such materials make up be- 
and 80 percent of the cost of goods sold, and any 

inflation consequently has a greater negative impact on work- 
ing capital. Third, small entrepreneurs are often reluctant 
to bring in equity capital by acquiring a partner and 
thus, are undercapitalized. And fourth, a small business 
person's poor record-keeping, adverse credit history, and 
weak collateral position often leave him isolated from for- 
mal credit sources. As a result, the entrepreneur may 
resort to moneylenders, whose rates may exceed prevailing 
commercial rates several times over. Even if commercial 
lenders are available, they may not offer the entrepreneur 
credit under repayment and other terms suitable to his or her 
business. 

The small business person also may suffer from poor 
management of existing assets. Many small firms, for exam- 
ple, possess no accounting or formal record-keeping systems; 
in New York, one small business person's only cash control 
system consisted of two shopping bags--one for receipts and 
one for payments due. In the Third World, records are often 
even more inadequate because of less education and training 
than in industrialized countries. 

Poor accounting records limit controls on cash flow, 
inhibit a correct estimation of cost-price relationships, 
and may well lead to bad checks, unpaid bills, and general 
mismanagement of cash resources. Furthermore, weak histor- 
ical record-keeping also makes any cash budgeting or fore- 
casting difficult. Conversely, use of such planning tech- 
niques may often help to avoid temporary cash shortfalls. 
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Lack of cash and poor management of existing resources 
may affect the small enterprise in a number of ways. Such 
constraints compel the owner-manager to spend an inordinate 
amount of energy avoiding or replenishing periodic cash de- 
ficits. They can lead the owner to abuse trade credit, which 
in turn may prove a negative reference in a later application 
for commercial or public sector loans. And they may restrict 
the entrepreneur's ability to take quick advantage of profit 
opportunities. For example, without a cash reserve, the 
small business person is unable to exploit seasonal discounts 
from his supplier or put money down on an attractively priced 
piece of equipment. I3y encouraging improved financial 
management, the consultant can help the entrepreneur better 
address his or her capital constraints. Chapter Three, Section 
C.S., of this manual provides the consultant with specific 
tools in accounting and finance which he or she may use in 
assisting the small business person in this area. 

2. Marketing 

A market for his or her products or services is just 
as important to the small entrepreneur as capital. The mar- 
keting problem can be viewed from two perspectives: lack of 
timely and adequate demand, and poor marketing practices by 
the small business person in exploiting available demand. 

Small enterprises often encounter difficulties in se- 
curing a steady narket for their output. This situation is 
partly c;ue to SSEs' competition with large businesses and part- 
ly due to the even fiercer coc?etition among themselves. A de- 
pendable market is also threatened :3:y periodic 
business c:rcle in capitalistic economies. 

swings in tliE! 

Given their weak equity 
base and typical concentration within a narrow range of prod- 
ucts or services, small businesses often fare worse than 
larger enterprises. SSEs' markets may be further disrupted 
by sudden changes in government policies affecting interna- 
tional trade, internal price controls, or the money supply. 

Geographic isolation of SSEs--especially those in 
small towns and rural areas --often presents another impediment 
to timely marketing. Poor roads, sporadic transport, and un- 
reliable communications can impede the marketing of products 
and flow of market information to the small entrepreneur. 

Many of these problems are beyond the control of the 
small business person. He or she can, however, try to better 
address demand constraints through improved marketing prac- 
tices. Yet often the small-scale entrepreneur has no 
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preplanned marketing strategy. His or her products may be of 
uneven quality relative to customer desires or of a design 
undistinguishable from competing products. The entrepreneur 
may also display his output poorly and may make limited use 
of salespeople. Moreover, in meeting demand, the entrepre- 
neur's purchasing practices are often uneconomical (frequent 
small purchases as opposed to planned buying in larger lots), 
and inventory information and control may be nonexistent. 

In short, the small business person often lacks an 
overall marketing strategy. He or she may be well: aware of 
the benefit of buying cheap and selling dear and may also be 
an expert salesperson. Yet the entrepreneur typically lacks 
a planned approach to the purchasing-inventory-sales cycle 
of the business. One cause of this may be due to the absence 
of any record-keeping, cash budgeting, and other accounting 
controls. Thus the owner-manager cannot promote the most 
profitable or best-selling product because he or she is often 
not sure just which item is most profitable or best selling. 
The owner could reach a better decision if he or she could 
improve market research, sales promotion and advertising, 
take advantage of volume marketing, and learn to weigh the 
value of customer relationships in comparison with marginal 
returns on various products. Moreover, although small firms 
are theoretically more flexib,le than large firms, SSEs (es- 
pecially.small manufacturers) must pay particular attention 
to meeting customers' 
products. 

needs for timely delivery of quality 
They must develop ways of offering follow-up ser- 

vice orguarantees for defects in workmanship of the items 
sold. 

This situation may affect the way in which small 
businesses address their markets. First, small entrepreneurs 
often fail to consciously decide on a discreet line of busi- 
ness. A retailer of men's clothing, for example, may stock 
a variety of other merchandise such as bicycles or appli - 
ances.He or she may have added the different merchandise 
either because he got a "good buy" ,or because he felt that 
a quicker profit opportunity was more readily available in 
that line than his own. Likewise, a small-scale industrial- 
ist may choose to divide operations between production and 
a small retailing outlet. Despite the higher retail mark-up, 
low sales volume may indicate that the entrepreneur's time 
and resources would be better spent in improving production. 

These examples are not to say that diversification is 
inappropriate to small business. On the contrary, a retail 
outlet well integrated with a small manufacturer may be a 
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sound marketing approach. In general, however, sideline ac- 
tivities do not reflect a conscious marketing strategy,but 
rather a "scatter-shot" and unfocused approach to marketing. 

Small entrepreneurs may also tend to exploit high 
marginal returns in a narrow upper-class market rather than 
lower marginal returns and higher volume sales in a mass 
market. This may be due to limited territory and population 
or to the low purchasing power of the clientele. In some 
cases, this marketing approach may reflect a sound strategy 
in addressing a narrow market. In many other instances, how- 
ever, this attitude may be unduly limiting and may reflect 
a small entrepreneur's reluctance to expand business opera- 
tions (and profits) into wider markets. 

Nonetheless, this situation is changing, especially 
in rapidly-growing,middle-income countries. Colombia, for 
example, offers two contrasting types of markets within the 
furniture-making industry. On the one hand, many small 
businesses hand-carve colonial wooden furniture, selling a 
low volume of high-priced items to an upper-class market. 
On the other hand, many other small entrepreneurs mass pro- 
duce inexpensive, plastic-upholstered, metal-frame furniture 
for a larger market. Thus, changing market conditions can 
gradually bring about more dynamic marketing strategies by 
small business people. The guidelines on marketing and sales, 
and purchasing and inventory (see Chapter Three, Section C.5.) 
will also better enable the consultant to assist the small, 
entrepreneur in meeting marketing constraints. 

3. Human Resources 

Given the relative labor intensiveness of small 
businesses, human resources are crucially important, and the 
owner-manager usually sets the tone for the workplace. In 
fact, a small-scale enterprise is largely an extension of 
the entrepreneur's own personality and ego. However, this 
personalization and informality of small businesses also pose 
obstacles to the management consultant, since he or she 
usually recommends increased organization of the small firm 
as a requirement to further growth. 

The small entrepreneur typically maintains close con- 
trol over the activities of the business. A typical small 
entrepreneur often has no formal education beyond primary 
school. Formerly a worker, the owner may have started the 
business with a loan from relatives or with severance pay 
from his or her last employment. Though hardly a simple 
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individual, the owner is often a pragmatist whose personal 
and business horizons are limited to the needs of the day. 
Also, as an ex-craftsman, he may find it difficult to re- 
linquish his daily concern with the production process and 
devote himself to the abstractions of management. In order 
to survive, he or she normally has great self-reliance, ag- 
gressiveness, and a sense of initiative in dealing with 
clients, suppliers, and workers, as well as a healthy skep- 
ticism when dealing with outsiders. 

The central role of the owner-manager within the SSE 
is not necessarily bad, but it does present problems once 
the firm begins to expand. A centralized, informal manage- 
rial sLi1~ often includes poor record-keeping, little dele- 
gation of authority to subordinates, and lack of formal job 
descriptions. The result is usually an owner who is simul- 
taneously technician, record-keeper, salesman, purchaser, 
and manager. In assuming all these tasks, he or she is prob- 
ably neglecting the best possible use of the employees, who 
might assume some of these responsibilities. Moreover, a 
long-term implication of such centralized management isthat 
if the owner dies or becomes ill, there is no trained succes- 
sor or replacement to run the business. In small firms 
owned and managed by families, relatives brought into the 
business may help resolve the succession problem. However, 
a family-run business may also promote chaotic decision- 
making as various family members compete for authority in 
the firm. 

The dominance of a family or of a single owner- 
manager in directing the business may also influe:lce the 
overall goals of the enterprise. Although increased profits 
are commonly sought by most small entrepreneurs, there may 
be other competing objectives. For example, a prestigious 
family business may consider tradition and social position 
to be more important than added earnings; or, having reached 
a level of self-support, a business owner-operator may de- 
cide that the extra workload, responsibilities, and unfamil- 
iar roles associated with expansion and greater profits are 
simply not worth it. 

While labor is plentiful in most developing countries, 
skilled workers are usually at a premium. And SSE employees 
are often more poorly trained and educated than their coun- 
terparts in large firms. In addition, employees in SSEs 
normally do not receive benefits under social security, min- 
imum wage, and health insurance laws. Such situations often 
lead to high employee turnover among SSEs as workers move to 
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larger companies which offer such benefits, or start their 
own small business. 

Small enterprises are often unable to hire qualified 
managers given their competition with larger firms for em- 
ployees and given the demanding work environment of SSEs. 
Also, the small-scale entrepreneur is typica,lly loath to 
trust one of his or her own workers, let alone an outsider, 
with the technical and financial secrets of his business, 
After all, the employee might quit and start a competing en- 
terprise in the same line (as might have been the case with 
the owner). 

Fortunately, the entrepreneur can remedy many human 
resource problems by modifying personnel practices. By fol- 
lowing the guidelines in Chapter Three, Secti n C.5., partic- 
ularly those on PereGnnel, the consultant can assist the 
entrepreneur in making the best possible use of his or her 
manpower. 

4. Technical Constraints 

One's first acquaintance with an SSE in the Third 
World can be an eye-opening experience. A small tailor shop, 
for example, may be located in a cramped section of the 
owner's home, with five or six workers bent over sewing ma- 
chines. A small metal-working enterprise may straggle over 
a half-vacant lot covered by a tin roof. It may have tools 
and machinery strewn about, and what passes for a stock room 
may be filled to overflowing with jumbled parts and equip- 
ment. If the firm is a retail enterprise, it may have mer- 
chandise scattered in no apparent order, with music blaring 
to attract potential customers off the street. 

The problem of physical plant and business layout 
may warrant considerable technical assistance. For example, 
a cabinet-maker may request help in making the most efficient 
use of raw materials and labor in producing wooden furniture, 
perhaps through the use of time-motion studies of his or her em- 
ployees' wo.rk routines. 

While addressing technical weaknesses is important 
to the small entrepreneur, most small businesses (especially 
small manufacturing firms) are in greater need of management 
rather than technical assistance for two reasons. First, 
many small business people were once workers or craftsmen 
themselves. While having mastered a manual skill and ability 
to work with machinery, they are often more puzzled by the 
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abstractions associated with business administration, 
Second, small entrepreneurs must have some basic technical 
grasp of their business (or a foreman who does) or they 
would not survive. Frequently, however, they postpone deal- 
ing with records, planning, and improved personnel practices 
--especially while their firm is still small. Nonetheless, 
there are general technical areas in which the management 
consultant can help the client improve his or her performance. 
(Refer to the section on Production on pages 124-127 for 
tips on the kindsof technical advice which a management 
consultant might convey to a client.) 

5. The General Business Environment 

Small businesses have to exist in social and econo- 
mic environments which usually deal with them more harshly 
than with larger firms. With less capital, greater product 
specialization, and fewer personnel than large companies, 
SSEs may be ill-equipped to handle sudden changes in cons-umer 
preferences or downturns in the economy. Small firms may 
also find it difficult to deal with local legal requirements 
such as income taxes, social security for employees, and 
legal registration of the business with a local chamber of 
commerce or government agency. Often the time and paper- 
work associated with these regulations are more onerous than 
the fees or taxes paid. Finally, due to their smallness, 
SSEs may find themselves squeezed out by larger firms in ob- 
taining commercial credit, in attracting skilled workers and 
managers, and even in acquiring adequate shares of existing 
public services. 3n the other hand, SSEs can sometimes avoid 
those legally mandated costs paid by larger businesses (e.g. 
social security taxes for workers, income taxes, duties on 
imported goods, minimum wages), and as a consequence,may even 
be able to offer certain goods and services at a more eco- 
nomical price than larger firms. 

Business support services are often weaker for SSEs 
than for larger enterprises, and in many developing countries 
such services may be inadequate or nonexistent for any size 
business. Although the consultant cannot really change the 
general availability of such services, he or she should be 
familiar with the adequacy of the local business infrastruc- 
ture. Such knowledge will help the consultant in structuring 
the scope of a consultancy and in planning for follow-up 
services to the client upon conclusion of the consultancy. 
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The sophistication of business infrastructures will 
vary by country. However,in many developing countries the 
consultant should be prepared to cope with deficiencies in 
support services such as the following: 

(a) Diversified capital markets: Credit may be 
limited to a government bank or the !ncal money- 
lender; local equity markets or corxiicr~cial 
credit services to marginal borrowers usually do 
not exist. In addition, existing credit sources 
may offer a limited range of credit packages, 
often unsuited to the needs of small businesses. 

(b) 

(cl 

(d) 

(e) 

Certified public accountants (CPAs): CPAs pro- 
vide a valuable internal control by auditing 
the accounts of the entrepreneur's firm. By au- 
diting other companies, CPAs may also help as- 
sure honest practices by other enterprises with 
which the small business person deals. In many 
countries, however, tax accountants (often with 
only bookkeeping training) are far more common 
than CPAs. 

Factoring services: In industrialized countries, 
factoring firms purchase accounts receivable at a 
discount and then collect from as many debtors as 
possible in order to make a profit. The scarcity 
of such services in the Third World (especially 
to SSEs) deprives small businesses of another 
credit source, as well as a check against slow- 
paying customers. 

Civic associations: Developing countries often 
lack strong trade associations or the equivalent 
of better business bureaus. 

Information concern13 markets and credit histo- -- -._I__- 
ries of other businesses: In the '-c6m%%tes, 
a small business person-can consult a credit 
reporting service on potential clients and can 
read a variety of marketing studies concerning 
his or her particular product. Such information 
is deficient for large companies in developing 
countries and is almost nonexistent for SSEs. 
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6. Business Practices 

A difficult business environment for small enterprises 
often affects how the businesses are run and their relation- 
ships with the outside world. The greater risk associated 
with small entrepreneurship often makes for greater informal- 
ity, greater skepticism, and less planning than in large com- 
panies. Given the harsher terms of the environment, the 
small entrepreneur may often carry these qualities to extremes 
in the eyes of an outsider. Yet when one considers the un- 
certainties of the environment, particularly the lack of 
business checks and balances found in more industrialized 
economies, these business practices are more understandable. 
For SSEs in many developing countries,typical business prac- 
tices may include the following: 

(a) Mistrust: Absence of auditors, factoring aqen- 
ties, and credit reporting services often lead 
to poor compliance with the terms of sales in 
developing countries. Poor quality control pro- 
cedures--particularly in small businesses--make 
the warning "buyer beware" especially necessary. 
Consequently, post-dated checks and high dis- 
counts given for cash purchasesare more prevalent 
than in industrialized countries. 

(b) Legal informality: SSEs in developing nations 
often enjoy a kind of'outlaw status'. They may 
not pay taxes, and many do not pay workers the 
minimum wage. These small firms also often do 
not officially register their businesses, and 
they customarily ignore public health and zoning 
standards. As a result,. their relationship with 
local authorities is at best one of benign ne- 
glect. An unfortunate consequence of such ille- 
gality is that small entrepreneurs may expend 
more effort in escaping the notice of the tax 
collector than in improving the administration 
of their businesses. Thus, if an owner has an 
accounting system, he or she often will not keep 
accurate records,but rather an official set of 
books which will look good to the government and 
produce a ilominal income for his income tax 
return. A micro-entrepreneur may survive very 
well without accurate financial statements and 
other such legal niceties. A growing small 
business person, however, in postponing a legal 
and administrative formalization of the firm, 



- 18 - 

may run the risk of official fines and denial 
of bank credit. He or she may also eventual- 
ly lose real financial and administrative 
control of the enterprise. 

(c) Reactive management: Most small entrepreneurs 
are jacks-of-all-trades and consequently often 
appear overworked and disorganized. A variety 
of factors-- including a lack of skilled help, 
lower educational levels of the entrepreneur, 
and little access to technological labor-saving 
devices such as computers--may make the small 
business in the Third World even greater prey 
to a "busy" management style. Within twenty 
minutes on a typical day,the small owner- 
manager may ring up a sale, chat with a sup- 
plier, help a worker adjust a lathe, and step 
out for a beer with the local moneylender. 
As a result, the owner may often flounder 
about in trying to address the dangers (or op- 
portunities) confronting his or her enterprise. 

The level of small business mistrust and legal in- 
formality will vary by country and by culture. Where such 
conditions prevail, the consultant must try to understand 
and adapt himself to them. Reactive management styles, on 
the other hand, can often be remedied through individual 
consultancies. Although some of this informality is unavoid- 
able (and even enjoyable) to the small business person, much 
can be brought under control through improved management 
practices, especially planning. Small entrepreneurs often 
fail to plan properly due to a variety of reasons: ignorance 
about planning techniques, lack of an appropriate time and 
place in which to plan, or a general fear and reluctance to 
confront the future. Some small entrepreneurs in the Third 
World may also resist planning given the highly uncertain 
business environment in many of the countries. Such a cir- 
c::mstance, however, is all the more reason for trying to 
anticipate and decide on contingencies for the future. Often 

small entrepreneurs will intuitively accept the usefulness 
of planning, but it is usually difficult for them to change 
habits and acquire the necessary discipline in order to plan. 
(See guidelines to consulting on Planning on page 127.) 
Nonetheless, small business people (especially those of 
"target firms" described in the next section) can and will 
improve their planning techniques: given enough patience and 
persistence on the part of the management consultant. 



- 19 - 

D. The Target Firm 

Thousands, perhaps millions, 
developing country. 

of SSEs may exist in a given 
An extension program cannot possibly 

provide individualized consulting servicesto all these enter- 
prises. Consequently, one approach is to target assistance 
to those firms with real growth potential. 
management consulting to such "target 

Providing 
17irms" is an 

important focus of this manual. 

What exactly is a "target firm"? In essence, such a firm 
has reached a threshold size where the need for accounting, 
marketing, and other management controls is self-evident to 
the owner-entrepreneur. He or she must improve the admini- 
stration ol' business resources in order to grow or the enter- 
prise may stagnate or die. The target firm has reached a 
crossroad where improved organization (as opposed to technol- 
OCJY~ credit, or other resources) is the main barrier to 
future growth. The size and characteristics of target firms 
will vary with differing cultures and economies, just as the 
definition of small business differs from country to country. 
Figure 2 on the following page provides one illustration of 
the evolution of a target firm. Other features of this kind 
of small-scale enterprise include: 

(a) Size: The target firm maintains between five to 15 
employees, with total assets ranging from US$25,0.00- 
50,000 (1979 dollars). 

(b) Property: The entrepreneur owns some property: for 
example, plant equipment, a motor scooter, and per- 
haps his or her own home or place of business (.al- 
though such items may not be acceptable as collateral 
by a local commercial bank for one reason or another). 
The entrepreneur has probably surpassed his "basic 
human needs" although often his workers have not. 

(c) Education: The owner can read, write, and figure, 
or else he or she has a trusted manager or family 
member in the business who can. 

(d) Finance: The target firm entrepreneur likely has a 
bank account though he might not reconcile it with 
his monthly statement. He or she has little or no 
commercial bank credit and makes use of moneylenders 
and other informal credit channels. 
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Figure 2 

ADMINISTRATIVE EVOLUTION OF A SMALL INDUSTRIAL FIRI' 

MICRO-BUSINESS 

1 
W 0 R K S 

"TARGET FIRM“ 

I 
'E R 

I c 

OWNER-MANAGER I Secretary/ 
r 

1 Q 
&f 

I 

(Management Consult- 
ing Intervention) 

W 0 R K E R S 
DYNAMIC SMALL FIRM 

Part-timz ser- 

Senior worker 

w 0 R K E R S 



- 21- 

Clearly, the target firm approach is only one of a va- 
riety or' ways to convey management assistance to SSEs. But 
then why focus on the relatively prosperous target firm? 
Why not concentrate on micro-entrepreneurs who may be in 
greater need? The guidelines below may help to answer these 
questions: 

(a) Maximize rate of return 

Resources --particularly skilled human resources--are 
at a premium in developing countries. Consequently, 
management consultants would do well to focus their 
assistance, at least initially, for maximum impact 
on the local economy. 

A consultant's workload does not correlate directly 
with firm size, but rather with the number of firms 
he or she deals with. Thus,the same consultant may 
be able to assist four target firms (with perhaps a 
total of 40 employees and USS400,OOO in net sales), 
as opposed to only five micro-enterprises, with per- 
haps only 15 employees and not more than US$lOO,OOO 
in net sales. In fact, the consultant might even be 
able to handle more target firms, since their prob- 
lems are usually more focused and easily addressed 
than those of smaller SSEs. 

In order to maximize economic impact, a consulting 
program should target those firms which will make 
best use of its advice through hiring more employees, 
producing or trading more output, or expanding phys- 
ical plant. However, a great many SSEs in develop- 
ing countries do not fit the target firm description, 
Most are micro-enterprises which were formed more 
because of a lack of better employment opportunities 
than because an entrepreneur decided to try to apply 
his or her skills in meeting a real economic need. 
A seller of lottery tickets, for example, is an ex- 
treme example of the former. The vendor is not ex- 
ploiting a productive market niche but merely provid- 
ing a redundant service in the absence of other em- 
ployment possibilities. On the other hand, there 
are large numbers of target firm entrepreneurs 
throughout the Third World who could dramatically ex- 
pand production and employment, given management as- 
sistance. The expansion of such firms may even pro- 
vide more productive work for underemployed micro- 
entrepreneurs. 
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(b) Seek entrepreneurs who will listen and act 

The target firm entrepreneur has already met most 
of his or her needs for food, education, and 
housing. This relative security may make him more 
open to the consultant's recommendations and advice 
and more capable of translating them into practice. 

The micro-entrepreneur, however, often has other 
pressing needs on his or her mind besides new ad- 
ministrative practices. Moreover, many of these 
techniques are inappropriate to a tiny firm since a 
good memory may well be more reliable than unfamil- 
iar written records in a tiny enterprise. Further- 
more, the micro-business person probably lacks the 
financial resources needed to put the consultant's 
recommendations into action. 

By analyzing and assisting target firms, the consul- 
tant will likely help small entrepreneurs tap the 
formal credit system. Micro-entrepreneurs, on the 
other hand, may well have to rely exclusively on 
costly, uniquely designed credit systems to meet 
their special needs. 

(c) Make target firms models for other SSEs 

SSEs generally have high employee turnover with many 
workers leaving to start their own businesses. Target 
firms may, therefore, prove to be informal training 
grounds and models for future entrepreneurs. Further- 
more, once management consultants gain experience in 
assisting target firms, they may prove to be excel- 
lent supervisors of less skilled and more numerous 
consultants serving smaller business people. (Such a 
system is described in Malcolm Harper's book, Con- 
sultancy for Small Businesses: The Concept - Train- 
ing the Consultants, which is discussed in Chapter 
Two and in Appendix III, Exhibit A.) Thus,a develop- 
ing country might best begin any SSE development 
program with a focus on target firms. The early 
measurable benefits would help assure the survival of 
the program which might then go on to assist smaller 
businesses. 
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CHAPTER 2 

MANAGEMENT ASSISTANCE TO SSEs 

A. Management Consulting: General Considerations 

1. Checklist of Guidelines for Designers of SSE Consult- 
ing Programs 

Before organizing a management consulting program, 
designers should assess the rationale for such a program and 
how it might best be structured to meet the needs of their 
particular country. Prospective consultants should also ques- 
tion how consultancies could be organized at the community 
level. The checklist below provides a useful framework for 
considering such issues: 

(a) Before contemplating an SSE program, are small 
enterprises important enough to the economy to 
warrant special attention? 

(b) If the answer is yes, define the needs of SSEs in 
your country. Does lack of management assistance 
constitute a key constraint to small business 
development? 

(cl What local institutions (public or private) now 
exist which may serve SSEs better than starting a 
specific SSE assistance program? What public 
measures, such as tax deductions or subsidizing 
interest rates, might encourage these institutions 
to increase their support services for SSEs? 
What other policy measures might directly assist 
SSE expansion? 

(d) Does a government SSE extension program already 
exist in your country? Can ii: be improved? Is 
an additional program really necessary? 

(e) If the government decides to expand an existing 
SSE extension program or to launch a new one, 
what are its objectives? For example, on what 
kind of SSE will it focus its efforts (large or 
small; industrial, commercial, or services; or a 
specific economic sub-sector in a given region 
of the country)? Should the program work with 
new or established businesses, or both? 
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(f) Where will funding come from for the .program (from 
central or local government budgets, irom the 
private sector, or from foreign sources)? Should 
special taxes be earmarked for the program's sup- 
port? Better yet, can the program be made seif- 
sufficient or almost so (perhaps by charging SSEs 
and larger firms for its services), thus reducing 
any dependence on external financing? 

(g) Where will the extensionists for the program come 
from? Will they need only a primary school edu- 
cation? Will they be high school or university 
graduates? Should they have had prior experience 
in managing small businesses themselves? If they 
require further training, what kind will it be 
(classroom, field trips, on-the-job training)? 

(h) Should the consulting program start all at once, 
with widespread coverage, or should some selected 
advisors and their consulting techniques be tested 
for a year or so in a pilot area? 

(i) Is the management consultant to be a Peace Corps 
Volunteer or an Economic Development Intern (in 
the model discussed later on), or will someone 
else carry out a similar role? The following 
questions provide some guidelines for designers 
who decide on this type of approach: 

(1) 

(2) 

(3) 

What is the interest of the local sponsoring 
institution in receiving the consultant? Will 
the entity provide him or her with office 
space and other support? In the case of an 
EDIP internc will it eventually be able to pay 
fully for services rendered? 

In addition to supervision, does the local 
institution provide the consultant with a coun- 
terpart who will ideally replace the consul- 
tant after his or her departure? If not, would 
a local university or trade school be interest- 
ed in recommending recent graduates for fur- 
ther training as extensionists by the consul- 
tant? 

Is the timing of the consultant's arrival in 
the community propitious? Should situations 
like a local political crisis or economic 
depression postpone the person's arrival, or 
otherwise modify the program approach? 
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(4) Apart from the sponsoring institution, which 
local organizations could the consultant help 
mobilize to assist SSEs in looking out for 
their own interests? Are trade associations, 
chambers of commerce, or other business or- 
ganizations good possibilities? 

(5) Which government entities are already repre- 
sented in the community and working directly 
or indirectly with SSEs? How might the con- 
sultant constructively cooperate, rather than 
compete, with such organizations in assisting 
SSEs? 

(6) Is the consultant able to take a balanced ap- 
proach to his or her task? The consultant 
may be tempted to one of two extremes: to 
take all program tasks upon him or herself, 
leaving little room for community participa- 
tion, or to do nothing unless he or she re- 
ceives explicit guidance from the local in- 
stitution. Ideally, the consultant should 
stimulate local individuals and organizations 
to more actively pursue their own interests, 
supplying expert advice when appropriate. 
Consequently, the personal role and ego in- 
volvement of the consultant in any program 
should be downplayed, and the role of the 
local institution should be highlighted. 

(7) How will the consultant's program be evalu- 
ated? It is best to establish objective quan- 
titative criteria which will set a goal for 
success and a lower limit for failure. Con- 
sultancies do fail, often either because they 
never should have been attempted with a given 
client or because the consultant was inexpert. 
Therefore, evaluations are necessary to de- 
tect such failures (or successes) and thus 
help prevent (or assure) future replication. 

2. Focus and Purpose of Management Consultancy 

A management consultant ultimately seeks to boost the 
return on investment to the small-c 
closely with the owner-manager. 

-tale enterprise by working 
This return is normally ex- 

pressed in profits although it may also take the form of 
sales growth or increased liquidity. In achieving this goal, 
the management consultant must rely on knowledge of account- 
ing, finance, marketing, personnel administration, planning, 
and tax and legal questions, plus a willingness to learn 
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about the basics of the technical aspects of the client's 
business. 

Management consulting, with its reliance on skills in 
business administration and human relations, is different from 
technical assistance to a small firm. Technical advice relies 
on a consultant's knowledge of a technical skill or trade such 
as engineering, construction, or metalworking: in small-scale 
industries such assistance would focus primarily on the pro- 
duction side of the business. Because of the unique and com- 
plementary skills each brings to the job, a management con- 
sultant and a technical advisor would make an ideal team in 
providing comprehensive assistance to a small entrepreneur. 

In assisting the small firm, the consultant should 
follow a logical, predictable pattern which both eases the 
work and makes methods and recommendations understandable to 
the client. 
include the 

(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

(9) 

(h) 

A typical consulting work plan should probably 
following steps: 

Diagnosis of the firm. 

Development of the objectives and requirements 
of the consultancy., 

Review of present business operations. 

Development of new methods to meet requirements. 

Evaluation of alternatives to establish the best 
one for the client. 

Final written recommendations. 

Implementation of the recommendations. 

Evaluation and follow-up. 

The last two steps are normally beyond the consul- 
tant's complete control. This fact points to a basic frus- 
tration of consulting work--namely, the client is free to 
accept or reject the consultant's advice. Or, the client may 
accept the consultant's recommendations but then lack the 
necessary resources to put them into practice. Nonetheless, 
if the consultant accurately diagnoses the client's interests 
and resources before the start of the consultancy, at least 
the latter pitfall can often be avoided. 

In developing a program, the consultant should decide 
whether to concentrate assistance on new or established busi- 
nesses, or both. Generally, it is easier to work with ongoing 
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businesses than with new ones. 
which future plans can be based, 

New firms lack a history upon 
and the owner and his or her 

product have yet to be tested in the marketplace. 
construction delays, 

Moreover, 
financing shortfalls, and other logis- 

tical problems can complicate a new firm's start-up. There- 
fore, it is usually preferable to begin consulting with an 
established business which has a verifiable track record. 
The consultant may further decide to specialize in a given 
small business sector, such as retail trade or some subsector 
of manufacturing, 
plicable. 

where his or her talents may be most ap- 

Although it may be most effective to limit consult- 
ing efforts to target firms, this programming goal, like any 
other, may be modified to meet field realities. Once in the 
field, the sponsoring institution will probably expect the 
consultant to assist a variety of local businesses, many of 
which may not conform to programming criteria. Yet consult- 
ing with a mix of large, very small, and target firm enter- 
prises is not necessarily something to be avoided. All size 
firms play a role in local or regional development. Main- 
taining the health of selected larger firms (so that they 
continue to purchase outputs from and provide inputs to SSEs) 
is often as important to the development of SSEs as direct 
assistance to them. Larger firms can often serve as role 
models for SSEs and the consultant will likely learn of tic- 
counting and management systems which SSE target clients may 
use in a modified form as they grow. And successful work 
with a few large companies can often serve to increase a 
consultant's credibility among small-scale entrepreneurs. 
Selected micro-entrepreneurs, on the other hand, through a 
sincere interest in learning how to make the best possible 
use of their more limited resocrces,may also make excellent 
use of consulting assistance and balance out the consultant's 
Wportfolio". 

3. Interdependence Between Consulting and Credit 

The objectivity and confidentiality which a consul- 
tant develops with a client may be fruitless if resources are 
lacking to carry out the recommendations. 
do have some equity cushion, 

Since target firms 
there are generally resources 

available for realizing the consultancy's goals. Yet if the 
consultant recommends changes requiring a major influx Of 
capital-- such as the purchase of a new machine, or a doum 
bling of sales necessitating a major increase in cash tied up 
in inventory or accounts receivable--substantial outside 
financing may be required. External financial assistance 
may therefore prove indispensable in helping the SSE imple- 
ment the advisor's suggestions. Preferably, the management 
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consulting should precede the owner's request for credit. 
In fact, the consultant will typically perform cash projec- 
tions to assist the owner in his or her request for financing. 

Since.access to capital is usually a critical ingre- 
dient to realizing a consultant's recommendations, credit 
and management consulting assistance could be provided by 
the same entity. For example, a development bank with a 
small business loan department might provide both types of 
assistance to small entrepreneurs. From a practical and 
programming standpoint, however, it is often preferable for 
the two services to be supplied by different institutions 
with a close referral relationship. 

4. The Role of Management Consulting Assistance in a 
Small-Scale Enterprise Development Program 

The focus of this manual is on how to carry out a 
management consulting program to train small-scale entre- 
preneurs in developing countries,through individualized man- 
agement consulting and a complementary group instruction ap- 
proach. The techniques outlined in this book possess four 
major advantages over providing other inputs,and are adapt- 
able enough to be used in coordination with other approaches 
when necessary: 

(a) Although d eveloping countries do require addition- 
al resources, weak management of existing re- 
sources is often a more serious problem. Thus, 
any program designed to improve general manage- 
ment skills would help to effectively address 
this constraint to development. 

(.b) Despite small entrepreneurs' naming inadequate 
credit as their principal problem, poor manage- 
ment is probably the number one cause of business 
failure. Sound management advice provided in a 
timely fashion will likely not only diminish the 
high bankruptcy rate among struggling small busi- 
nesses,but will also help healthy SSEs expand 
more rapidly, thus providing more of the general 
social and economic benefits discussed in Chapter 
One. 

(c) Management consulting offers at least a dual im- 
pact in assisting SSEs. While the consultant 
trains the small business person (who can in 
turn sharethis newly acquired knowledge with his or 
her peers), the consultant, at the same time, 
is gaining valuable experience‘which can be 
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applied in future consultancies. Furthermore, the 
consultant's advice may also serve to train other 
professionals--lawyers, accountants, and clerks-- 
who render valuable support services to SSEs. 
Such individuals often gain valuable experience 
in assisting SSEs by working together with the 
consultant during the consultancy, and by provid- 
ing SSEs with more sophisticated services once 
the consultancy has ended. 

(d) Individual management consulting services can be 
provided on a cost-effective basis. Not only 
does this manual's Economic Development Intern 
Program (focusing on the target firm) fulfill 
this criterion, but so do a number of other pro- 
grams described briefly in this chapter, and in 
more depth in Appendix III, Exhibit A. 

5. Cross-Cultural Considerations 

Just as the consultant must be wise in business and 
interpersonal skills, so he or she must be aware of cultural 
surroundings and how these affect the management consulting 
task. The SSE advisor must appreciate his or her cultural 
environment at two levels: first, the general customs of 
the region or country, and second, the mix of politics, taboos- 
and traditions Peculiar to his or her own community. 

Cultural values which reward (or punish) competition, 
acquisitiveness, or teamwork will directly influence how 
SSEs conduct their business in a given place. General social 
traditions governing the role of the family, the status of 
men and women, and religious practices will also affect how 
small entrepreneurs go about their affairs. The management 
consultant should be keenly aware of such cultural parameters 
and strive to work within them wherever possible. 

Certain cultural traditions may need to be modified in 
order to remove key constraints to SSE development. For example, 
a community's traditional acceptance oi iatalism and prefer- 
ence for a stable social order may hinder the development of 
such business concepts as planning, saving, and even profit. 
Through patient persuasion, the consultant might at least 
temper a community's potential opposition to such ideas. 

Many customs of a given country or region may favor 
SSEs and the management consultant's efforts to assist them. 
For example, many communities place a high value on pooling 
their labor to build small infrastructural projects of com- 
mon interest. This same spirit might translate into suPPort 
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for cooperative ventures among small business people in the 
area. 

Cultural differences will also subtly condition how 
the consultant teaches and advises small entrepreneurs. As 
an example, the case study in Appendix I, C.l,,relies in part 
on humor to convey its message of a needed change in Don ML- 
guel's personal management style. Yet while the image of En- 
rique"s flirting with his female co-workers is perceived to be 
humorous by Colombians, it might be considered to be in poor 
taste, or simply not funny, in some countries of Asia or Africa. 

Thus,each consultant's cultural situation will be dif- 
ferent, and it will be up to him or her to decipher its 
meaning. Such a learning process involves understanding new 
values, respecting taboos, and perhaps learning a different 
language. With time, the consultant must also acquire body 
language and other nuances in order to improve communication 
skills. Achieving such cultural assimilation is a long, 
frustrating process. It may take even longer for the manage- 
ment consultant, since his or her unique training and exper- 
tise may inadvertently threaten local tradition and power 
structures. 

When first entering a different culture, the consul- 
tant might best play a relatively passive role--listening, 
observing, and asking questions of those around him or her. 
The advisor might also gain added insight by reading about 
other persons' cross-cultural experiences (see Selected Bib- 
liography #25, 35, 36). In many societies, an outsider's 
external appearance will bear especially close scrutiny. 
Consequently, early close attention to personal grooming and 
neatness may often be appropriate. 

As the consultant begins teaching classes and advis- 
ing individual clients, he or she will get a better feel for 
the local society and his place in it. Social relationships 
outside the workplace will also help the consultant feel 
more comfortable and secure in the community. 

In summary, the consultant should strive to adapt 
this manual's tools and techniques to the cultural realities 
of his or her work site. Likewise, program designers should 
take into account cultural factors as they plan SSE assist- 
ance programs. 

Cultural considerations apart, the consultant should 
also be aware of the great difference in perspective which 
often separates him or her from the client. Although the 



general social and economic advantages of management consul- 
tancy are evident to the consultant, they are often less so to 
the entrepreneur. As the table below indicates, the typical 
small business person reacts to goals which are more prac- 
tical and immediate than those postulated by general SSE 
development programs. Since consultants are often part of 
such programs, they should also appreciate this crucial 
difference in perspective so that their advice will be 
better accepted by small business people. 

Table II 

Differences in Perspective Between the Government and 
the Small Entrepreneur 

The Government . . . 

1) Wishes to promote SSEs 
in order to increase 
employment, especiall: 
of the unskilled poor- 

2! Offers special credits 
to SSEs to expand pro- 
duction and employment. 

3) Perceives SSE develop- 
ment as an important 
element in community and 
regional development 

The Small Entrepreneur *.. 

1) Prefers to invest any spare 
resources in added machinery 
rather than more labor,as the 
former constitutes a good 
investment in a capital-scarce 
and inflationary developing 
economy. If labor is needed, 
the entrepreneur looks first 
for skilled workers who are 
scarce, not the unskilled who 
are abundant. 

2) Is often unfami1ia.r with the 
required paperwork and pro- 
cedures,as well as the poten- 
tial benefits; may be suspi- 
cious af the government's' 
motives. 

3) Is often more preoccupied 
with day-to-day survival 
than community development. 
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B. Program Approaches to SSE Management Assistance 

1. A Brief Overview 

Several national governments, private voluntary or- 
ganizations, and international agencies have sponsored pro- 
grams to assist small-scale enterprises.1 In the majority 
of these programs, management consulting assistance played 
an important part. 

The U.S. Agency for International Development recent- 
ly contracted a study by ACCiON International/AITEC, en- 
titled, PISCES: Program for Investment in the Small Enter- 
prise Sector Phase I (Selected Bibliography, #9 and #12). 
This study illustrates the wide variety of work being done 
with SSEs around the world--not only in management consulting, 
but in credit, infrastructure, and other areas of assistance. 
The multi-volume PISCES study (only the world-wide synopsis 
and the Latin American volume are detailed in the Selected 
Bibliography) provides a range of case studies of SSE pro- 
motion programs in Africa (Kenya, Tanzania, Upper Volta, 
Swaziland, the Gambia, and Cameroon), Asia (India and the 
Philippines), and Latin America (El Salvador, Colombia, Ecua- 
dor and Honduras). The reader might refer to these studies 
to see how management assistance played a role in helping 
SSEs in the countries he or she is interested in. 

A number of excellent studies besides PISCES have 
analyzed SSE management assistance programs throughout the 
world. Four of these programs are discussed here. They 
provide SSE programmers with a sample of the variety of 
models available for small business management development. 
These descriptions also provide the consultant in the field 
with a glimpse at extension methodologies used in other 
countries which may be relevant to his or her own situation. A 
summary of the programs is presented here, followed by a 
more detailed description of each in Appendix III, Exhibit 
A. 

(1) Malcolm Harper's methodology for assisting mostly 
rural, retail micro-enterprises in developing 
countries has been tested in various countries, 
especially in Kenya. It relies on large numbers 
of "schoolboy consultants" to provide numerclus 

lFor names and mailing addresses of some of these organ- 
izations, see Appendix III, Exhibit B, "Directories of 
Selected SSE Development Organizations and Information 
Sources." 
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SSEs with basic management assistance. This 
program model is best explained in Harper's ex- 
cellent book, ConsultancY for Small Businesses: 
The Concept - Training the Consultants (Selected 
Bibliography #15). In addition to its SSE as- 
sistance methodology, the book contains over 150 
pages of problems, case studies, and forms useful 
in teaching management consultants (or small en- 
trepreneurs) and in carrying out a consultancy. 

(2) The SSE Assistance Program of the Government of 
Liberia (GOL) and the Partnership for Productiv- 
rtY (Pf:P) in the mining town of Yekepa, Liberia. 
This is a fascinating case history of an inte- 
grated development program (SSE management con- 
sulting, credit, agricultural development, and 
social services) which promoted the creation of 
new small-scale enterprises in this community. 
A multinstional mining company was to leave Yeke- 
pa and thus provided the program with its special 
urgency. The company also assisted the program 
with funding and equipment (Selected Bifiliography 
#lO) l 

(3) The Small Enterprise Development Program of Fun- 
daci6n Carvajal and ACCION International/AITEC 
to assist micro-entrepreneurs in Cali, Colombia. 
Based on a methodology originally developed by 
AITEC in Brazil, this program links a nonprofit 
management consulting service with private bank 
credit. It provides a tightly programmed ser- 
vice of consulting, teaching, and loan processing 
to very small firms in one of Colombia's largest 
cities (Selected Bibliography #13). This 
program also poses an interesting contrast to the 
author's experience in assisting SSEs in the 
smaller city of Tulus, Colombia, which provided 
the basis for the following theoretical model. 

(4) The Economic Development Intern Program, This 
proposed program model would train hiqh school or 
university graduates to assist target-firm SSEs 
as defined in Chapter One. Consultants would 
work with local sponsoring institutions such as 
provincial councils or chambers of commerce. They 
would also forge links with local bankers, ac- 
countants, and lawyers in order to provide com- 
prehensive business support to SSEs, especially 
small-scale industry. 
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Although these four programs by no means exhaust pos- 
sible approaches to SSE management extension in developing 
countries, they certainly present an interesting range of al- 
ternatives-- any one of which may prove appropriate to the 
needs'of a given developing nation. 

2. The Economic Development Intern Program 

a. Purpose and General Approach. The Economic De- 
velopment Intern Program (EDIP) contains some of the same ele- 
ments as the management consulting models discussed previous- 
ly- It differs from them, however, in the following respects: 

(a) EDIP is a proposed program and has yet to be 
put into practice.2 

(b) It would focus its assistance on target firm 
SSEs. ,' 

(c) Although the consultant would initially as- 
sist SSEs, he or she would eventually start 
training local people to provide this ser- 
vice. The consultant would also organize 
groups such as trade associations which could 
then lobby the government for consulting and 
other types of business assistance. 

(d) Consultant interns would be hired and trained 
by an organization in the capital city, 
but they would work directly with community- 
based institutions. 

(d) The program would probably obtain best re- 
sults in a middle-income developing country 
where there are relatively good public ser- 
vices, large numbers of SSEs, well-developed 
(though often overlapping) institutions, po- 
litical and economic development centralized 
around the capital or a few large cities, 
and a large pool of unemployed or underem- 
ployed university or advanced technical 
school graduates. 

2However, the author's consulting experience in Tulug, 
Colombia (discussed in Chapter Three), effectively 
pilot-tested the operation of such a program at the 
field level. 
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Under the program as envisaged, a public sector de- 
velopment bank, SSE assistance agency, or vocatianal train- 
ing institution would train the interns and then assign them 
to local institutions based on request. Such local institu- 
tions would be chambers of commerce, trade associations, 
other forms of business organizations, municipal governments, 
or local universities. An intern's services would be com- 
pletely paid for the first year by the EDIP program, with 
only office space, materials, and transport provided locally. 
However, starting the second year, the local institution 
should pay all or a major share of the intern's salary. 

The intern would be required to live in the local 
community for a contract period of two years, with a maximum 
one-year extension. Depending on the host country, the pro- 
gram may wish to prohibit the intern from engaging in per- 
sonal business activities during the consultancy,and may re- 
quire that the intern post a bond to ensure that he or she 
comply with the rules and contract period of the consultancy. 
Existence of such a bond would also help assure local insti- 
tutions and businesses of the consultant's integrity. 

The program would focus on expanding target firm SSEs. 
However, in addition to management consultancy to small busi- 
nesses, EDIP has other objectives, such as to: 

-- Train local consultants. 

-- Strengthen local institutions such as cooperatives, 
trade associations, and chambers of commerce, so 
that they may be able to provide (or obtain from 
elsewhere) consulting assistance, credit, and other 
services to constituent small businesses. 

-- Promote local development through such community 
activities as stimulation of external investment 
and organization of industrial or artisanal fairs. 

The last two areas of action should comprise the 
bulk of the intern's work in his or her second or third year of 
service. Thus, although initially a "doer", the intern should 
evolve into a catalyst for local individuals and institutions 
to carry out SSE promotion activities. 

b. Interns in the Field. Interns would be drawn 
from recent university graduates in economics or business 
administration or from high school graduates with some ad- 
ditional commercial school or junior college-type training 
in a field such as accounting. It is necessary for interns 
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to possess some analytical skills and a capacity for abstract 
thinking prior to receiving training under the program. It 
is important that the young consultants see their jobs as a 
real-life, full-time occupation and not merely as a divert- 
ing escape from academic routine. 

Consultant interns should be self-starters and should 
require little supervision since local sponsoring institu- 
tions may often be unable to guide their work technically. 
Although EDIP will provide at least six weeks of specialized 
training, prospective interns should come to the program 
with basic skills in human relations, accounting, andgener- 
al business administration. Consultants should also have a 
certain amount of dedication and patience for working with 
small business people, often in remote, provincial areas. 

Interns begin their work in a community by assist- 
ing SSEs using the seminar/consulting methodology elaborated 
in the following chapter. In this first stage, the intern 
gains experience with local small businesses' problems and 
demonstrates that he or she has the capacity to solve them. 
The consultant then moves to strengthen local SSE institu- 
tions and to promote community-wide activities, such as 
trade fairs, which help local business. Working closely 
with the local sponsoring organization, the intern also at- 
tempts to strengthen and make the best use of existing local 
professionals and institutions (banks, universities, account- 
ing firms) in meeting the SSEs' needs. A target workload 
might be six firms assisted in the first six months, 12 new 
firms in each of the next six-month periods, and six new 
firms in the intern's last six months. BY initially working 
in relatively larger communities such as market towns and 
provincial capitals, interns should find an ample pool of 
SSEs from which to build such a caseload. By the end of the 
intern's period of service, a local capacity should be de- 
veloped to meet the needs of SSEs. However, a second intern 
may be assigned to a community if this organizational effort 
takes longer than expected. 

C. Training and Supporting the Interns. Interns 
are field promoters whether the field is the premises of a 
small metalworking shop or the meeting hall of a local trade 
association.- He or she should not be a desk-bound bureaucrat, 
but an outside catalyst available to energize and organize 
local institutions. Although interns should be idealistic 
and highly motivated for development work, they will be at- 
tracted to the program only if it offers them sl<ills useful 
in a highly competitive, urbanizing, developing society. 
The special training offered by the program should parti- 
cularly interest prospective intern candidates. An inten- 
sive, six-week training program might cover the following 
topics: 
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TABLE; III 

Proposed Training Program for Economic 
Development Interns 

Topic 

1. Structure and goals of the 
intern program 

2. General national development 
goals 

3. Existing SSE assistance 
programs 

4. Credit for small-scale en- 
terprise 

a. Private commercial bank 
view 

b. Development bank per- 
spective 

5. Definition of the SSE, the 
entrepreneur, and their 
role in the country's de- 
velopment strategy 

6. Characteristics of SSEs in 
the country: environment 
and typical problems 

7. Developing a management con- 
sulting program: focus and 
purpose, the client-consul- 
tant relationship, inter- 
dependence with financial 
assistance, evaluation. 

8. Alternative approaches to 
SSE management assistance 
(lessons learned) 

a. The Malcolm Harper Model 

Instructor 

Program Director 

Representative from the Plan- 
ning Ministry (or equivalent) 

Representatives from various 
SSE promotion agencies 

Commercial banker 

Development banker 

The remainder of the program 
will be taught by EDI;‘ staff, 
with active participation of 
private business people, ac- 
countants, consultants, aca- 
demics, and other public sec- 
tor speakers as appropriate 

b. The Government of Liberia 
and Partnership for Pro- 
ductivity Model (Yekepa) 
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10. 

11. 
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Topic Instructor 

C. Fundacidn Carvajal - 
AITEC Program (Cali, Co- 
lombia) 

d. Other methodologies 
(perhaps an existing 
program sponsored by 
the country). 

(EDIP staff, with active par- 
ticipation of private busi- 
ness people, accountants, 
consultants, academics, and 
other public sector speakers 
as appropriate) 

Sources of local support the 
intern might find in his or 
her work site (e.g. accoun- 
tants, trade associations, 
and universities) 

11 

Management assistance to 
target firms 

a. Seminar instructions for 
SSE managers and employ- 
ees (purpose of the semi- 
nar, recruitment, loca- 
tion, teaching techniques, 
and key role of sponsoring 
local institutions) 

b. Consulting assistance to 
target firms (selection 
criteria, building the 
consulting relationship, 
and planning, conducting, 
and evaluating the con- 
sultancy). 

C. Guides to consulting on 
specific SSE management 
problems (accounting, 
finance, marketing, per- 
sonnel, technical and en- 
gineering, tax and legal, 
and planning). 

Institution-building and 
promotion of community-wide 
activities 

a. The key role of the in- 
tern as a catalyst 

11 

tt 

11 
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Topic Instructor 

h. How to go about strength- 
ening local institutions 

(EDIP staff, with active par- 

ynd organizing community 
ticipation of private busi- 

events such as trade fairs 
ness people, accountants, 

and external investment 
consultants, academics, and 
other public sector speakers 

promotion campaigns as appropriate) 

12. Case studies based on real 
SSE situations 

13. 

14. 

15. 

16. 

17. 

18. 

Field trips to SSEs (linked 
to case studies) 

Two week "practicum" in 
which the intern ideally per- 
forms a diagnosis for an SSE 
client of an existing SSE ex- 
tension service 

Group discussions of prac- 
ticum experiences 

Final examination 

Visit to prospective work 
site 

Orientation to SSE infor- 
mation sources and reference 
materials. Distribute con- 
sulting references to all 
interns graduating from the 
course (see Appendix III, Ex- 
hibit C.). 

!I II 

II 

! 

I, 

r, 

I, 

The training course is designed to stress human re- 
lations and analytical skills, introducing practical field 
exercises toward the end. It will also build upon the intern 
candidates' prior work experience or formal academic train- 
ing in business administration. Interns should be paid a 
stipend during the training and must pass a final examination 
consisting of a written test, a verbal examination, and a one- 
hour interview with a local SSE accompanied by an instructor. 
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The purpose of the examination is to both encourage candidate 
interns to study during the course and to assure an adequate 
level of analytical skill and personal commitment to SSE 
promotion prior to assignment to the field. 

Once interns begin their work in a local community, 
they will receive a modest monthly stipend from EDIP (includ- 
ing health and other benefits), and logistical and cffice sup- 
port from the local sponsoring entity. 
institution should provide 

Eventually, the local 
full support for the intern. This 

practice will help the local institution establish a funding 
category in its budget so that it can readily hire at least 
one local consultant following the intern's departure. Other 
people trained by the intern outside the small firm could 
continue or start up support services to SSEs such as accoun- 
tancy, legal aid, or provision of bookkeeping forms and other 
office supplies. On completing their period of service, the 
interns will also receive a lump sum severance pay and out- 
placement counseling, 
businesses. 

perhaps to help them set up their own 

Although EDIP field supervisors will visit the interns 
approximately once every three months, day-to-day coordina- 
tion of a local SSE promotion program will be the responsibil- 
‘ity of the intern and the local sponsoring institution. An 
explanation of EDIP headquarters and field support for the 
intern, as well as the program's overall organization and 
funding is discussed below. 

d. Program Organization and Funding. As Figure 3 
on page 42 illustrates, the EDIP program would have limited 
capital-city-based staff, relying on field support for the 
interns from local institutions. Given the select qualifi- 
cations of interns and the need for careful programming and 
logistical support, EDIP would train no more than 20 interns 
per class, supporting a maximJln of 40 interns in the rield 
at any one time. 

Local sponsoring institutions would be chosen based 
on their experience and contacts with the local business com- 
munity. These groups would not supervise the intern's 
technical work with SSEs, but assist the intern with the 
overall strategy of the program, help him or her select con- 
sulting clients, and offer support when crises occur in in- 
dividual consultancies. In following these roles, these 
institutions would not need any special training from EDIP; 
however, a brief explanatory brochure on the program plus a 
copy of the intern's training manual might assist them in 
their work. 
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Figure 3 

Organization Chart for the Economic Development 

Intern Program [as of end YearJJ 

Supervising Agency: 

e.g. Small Business Assistance 

Agency, Planning Ministry, 

Development h.nk 

EDIP Program Director EDIP Program Director 

? I 
Programmer/ I Programmer/ 

I 
Field Supervisor I Field !+pervisor 

Daily Swervision 

by LocalCounter- 

part Institutions 

20 Intern Consultants 20 Intern Consultants 
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The experience, ability, and motivation of the pro- 
gram's management, and especially of the program director, 
is crucial to the program's success. The director should 
have at least ten years of business experience, ideally with 
private enterprise or public sector development banking. He 
or she should also possess a sound grasp of the problems of 
small-scale enterprises and of regional development. The 
field supervisors (there may be two or more, depending on a 
given country's geography and program goals) should have at 
least five years of experience in business administration and 
extension work --they may even be drawn from work with exist- 
ing SSE promotion agencies. In such a case;the contacts they 
would have would enable them to help the interns gain the 
coaperation of such entities in boosting local SSE support 
services. 

EDIP's annual headquarters expenses might be approxi- 
mately US$50,000 to 60,000,or roughly equal to the Cali DESAP 
program's administrative support budget. In addition to 
headquarters costs, program expenses would include pa.yment of 
stipends, fringe benefits, and severance pay to interns. Il- 
lustrative costs might add up as follotis, for a typical pro- 
gram (competitive wage rates for interns will vary from coun- 
try to country). \ 

Stipend: USS4,OOO per intern per year 

Health, socialsecur- 
ity, and other bene- 

'1 \ 
fits: US$2,000 per intern per year 

Severance pay: US$4,000 per intern on completion 
of service 

Total support costs in 
fielding one class qf 
20 interns (40 persLn- 
years) USS320,OOO 

The first year of the program would train only 20 in- 
terns, with an additional 20 trained each year thereafter, 
Consequently, from the second year on, any given year might 
require an intern support budget in the area of USS200,OOO 
(stipend and fringe benefits for interns in their first year-- 
local entities should pay for the second year-- and severance 
pay for 20 graduating interns from the previous class). Con- 
sequently, the entire central program funding needs for such 
a program (add ing funds for intern travel and training) might 
be around US$300,000. Initial funding for such a project, 
therefore,might be ideally suited for small pilot projects 
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by international organizations such as A.I.D., the World Bank, 
or private foundations. Local, counterpart funding sources 
might be business registration fees and income taxes (reve- 
nues which should grow as the program takes effect) and fees 
which the program charges SSEs for consulting services and 
for entrance to EDIP-sponsored trade fairs and other busi- 
ness promotions. 

A summary illustration of how the program would get 
under way is outlined in the following table: 

Table IV. General Implementation Schedule for the 
Economic Development Intern Program 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Name Program Director and carry out general program 
planning. (Organize syllabus and instructors for 
first training seminar, identify tentative local in- 
stitutions which would receive interns and develop 
program brochure to familiarize other public insti- 
tutions and local sponsoring organizations with EDIP 
goals and services.) 

Recruit professional and secretarial staff, rent of- 
fice space and equipment, 
keeping tasks. 

and carry out other house- 

Recruit interns (especially at local universities and 
commercial schools). 

Program intern positions with prospective local sponsor- 
ing entities. 

Carry out six-week training course at EDIP headquarters 
for initial group of 20 interns. Training may need to 
include special language instruction, depending on the 
country. 

Year One: Have Group One interns begin consulting work 
with SSEs in coordination with local sponsoring insti- 
tutions. 

Year One: Carry out a two-week in-service training of 
the Group One interns. 

Year One: Recruit for Group Two class of interns. 

Year Two: Encourage Group One consultants to move to 
institution-building phase in site communities, 
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with sponsoring entity assuming all salary 
and support costs for the intern. 

10. Year Two: Train Group Two interns and place them at 
work sites. 

11. Year Two: Hold a four-day job conference for Group One 
(in which Group Two trainees will also par- 
ticipate as part of their training). 

12. Provide outplacement services for Group One interns and 
hold a graduation for them. 
for a third year.) 

(Some interns may extend 
Select and train Group Three. 

e. Conclusion. The EDIP program is but one of 
several SSE assistance methodologies which might be applied 
in any given developing country. It also poses some chal- 
lenges in that it may compete with existing SSE agencies; it 
may "go against the grain" of purely centralized government 
programs in many developing countries; and it may prove dif- 
ficult to attract sufficiently qualified individuals who 
would be willing to devote two or three years away from iam- 
ily and friends in a strange city or provincial town. 

However, the program also offers a number of com- 
pelling advantages: 

0 The professional status of consultants and the 
quality of training should attract qualified 
intern candidates. 

0 The program requires small amounts of annual cen- 
tral funding compared to the benefits to the 
central government of placing interns in local 
areas, and compared with the costs of alternative 
programs. It also entails a minimal permanent 
bureaucracy. 

0 In five years,the program could produce a cadre of 
approximately 100 trained intern managers, ideally 
suited for important positions in local business 
or the public sector. It would also train a far- 
greater number of small entrepreneurs, local con- 
sultants,and accountants in communities assisted 
by individual interns. 

0 Interns are expected to make efficient use of 
existing institutions which may assist SSEs. 
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l The impact of the program over time should be sig- 
nificant and quantifiable (e.g. increased earnings 
for SSEs). This makes excellent economic and poli- 
tical sense. 

l Finally, the program will strengthen local insti- 
tutions and enhance their ability to deliver ser- 
vices to SSEs. 

This section has presented a general outline of the 
Economic Development Intern Program. The reader should inod- 
iiy this outline in applying it to the realities or' his or 
her own development environment. For example, the size of 
an intern class, the population of the communities in which 
interns work, and the content of their assistance and rela- 
tionship with local institutions will vary from country to 
country. Furthermore, the amount of the program's budget 
will also differ based on a given area's prevailing wage 
rates, and on the program's ability to obtain office space 
and other support from existing government agencies. By de- 
tailing the content of a manageme;lt assistance program to 
target firms, the following chapter will better enable the 
reader to judge how such an SSE development program might be 
applied in his or her own country. 
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CHAPTER 3 

MANAGEMENT ASSISTANCE TO TARGET FIRMS 

A. The Tulus Experience: A Case Study 

1. Colombia and its Small Business Assistance Programs 

Colombia is a country of some 25 million people, cov- 
ering an area of approximately 440,000 square miles. It has 
coastlines on both the Pacific and the Caribbean, and three 
spur ranges of the Andes Mountains divide it into various 
climatic and cultural regions. The country's population is 
divided roughly equally between urban and rural areas, and 
some 70 percent of the adult population is literate. Its 
rugged topography has promoted the development of key urban 
areas other than the capital city of Bogotg. 

In the past 50 years,the nation has reached a middle- 
income developing country status. Industrialization and agri- 
cultural diversification have greatly reduced the country's 
sole dependence on coffee production. 
for over 20 percent of GDP. 

Manufacturing accounts 
. Important industries include 

metalworking, textiles, 
products. 

and the processing of agricultural 

Small business plays an important role in the Colom- 
bian economy, and the government has responded with an array 
of programs to meet the sector's needs. Of the more than 
12,000 firms surveyed in the manufacturing census of 1976, 
approximately 91 percent employed between five to 99 people 
each, with the remaining nine percent employing 100 or more. 
Artisan work (especially handicrafts for tourists and for 
export) is also an important element of the SSE sector. A 
number of factors have favored the growth of small businesses 
in Colombia: a governmental policy since the 1930s of import- 
substitution-industrialization, 
kets, 

the regionalization of mar- 
and the entrepreneurial tradition of Colombians. 

The country has a number of public and private in- 
stitutions which provide services to small and medium-size 
enterprises. The most important entities are SENA ;the Na- 
tional Apprenticeship Service) and the "Grupo Popular" bank- 
ing group. SENA has two programs which assist SSEs: it 
trains workers in various skills in centers located through- 
out the country, and it offers management and technical con- 
sulting services to SSEs throughout Colombia by means of 
consultants based in major cities. SENA is one of the oldest 
and largest public institutions of vocational training in 
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Latin America. It is also relatively self-sufficient, with 
a large share of its expenses financed by a two percent pay- 
roll tax collected from all businesses. 

The "Grupo Popular" consists of the "CorporaciBn Fi- 
nanciera Popular" (CFP) and the "Banco Popular". CFP is a 
quasi-governmental development finance company organized to 
offer credit and management assistance to small and mediu,l- 
size enterprises. These services are provided through re- 
gional offices located in the country's major cities. CFP 
was first organized and financed by the United States Agency 
for International Development in the late 196Os, and it has 
subsequently received loans from the World Bank. 

The "Banco Popular", the other member of the group, 
is a commercial bank designed to reach poor segments of the 
population not served by conventional commercial banks. In 
1977-1978,the Bank attempted a program to develop new small- 
scale industries in intermediate-size cities throughout Co- 
lombia. This program was eventually dismantled due to its 
unprofitability and the problems of inexperienced college 
graduates working with largely untested entrepreneurs and en- 
terprises. 

A number of other organizations offer assistance to 
small and medium-size businesses in Colombia: 

l The Institute for Technological Investigations 
(ITT), a government scientific research organi- 
zation which conducts laboratory tests, technical 
analyses, and feasibility studies of various large 
and small industry technologies. 

0 The Coffee Growers Federation, which promotes the 
diversification of agro-industry away from coffee. 

l The Colombian Institute of Administration 
(INCOLDA), which administers private management 
development schools supported by donations from 
local corporations. Organized on a regional 
basis, it provides clerical and managerial train- 
ing for employees of local companies; classes are 
usually held at night or on weekends. 

l The Foundation for the Promotion of Scientific 
and Technological Investigation (FICITEC), which 
is a quasi-public management consulting firm for 
small and medium-size industry based in Bogotd. 
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l A variety of trade associations, such as the Co- 
lombian Association for Small Industry (ACOPII, 
and associations of firms (regardless of size) 
in various sectors, such as retailing and metal- 
working. 

0 Regional development foundations, such as the 
Foundation for Industrial Development (FDI) in 
Cali, which perform regional economic studies, 
promote outside investment, and invest seed ca- 
pital in large industrial ventures in their re- 
spective regions. 

Clearly, Colombia possesses an extensive institutional 
network with the potential to serve small and medium-size 
businesses. Yet these organizations generally overlap in 
function and fail to coordinate their activities. They also 
tend to focus their efforts on larger firms rather than on SSEs, 
and on businesses in large metropolitan areas rather than on 
those in provincial towns or the countryside. 

2. Tulud and its Business Environment. The author, serv- 
ing as a Peace Corps Volunteer, worked with small businesses 
in-the small Colombian city of.Tulub from 1977 to 1979. 
Tulud lies in the fertile Cauca Valley, little more than an 
hour's bus trip away from Cali, Colombia's third largest city. 
In the 1950s and early 196Os, Tulus was plagued by the coun- 
try's long civil war and lost much 
and other cities. 

of its population to Cali 
It is now one of the so-called "inter- 

mediate" urban areas which receives the focus of the govern- 
ment's decentralized development programs. This designation 
is appropriate for Tulu% since it really is intermediate in 
its development: too large to be considered a town (it has 
approximately 100,000 inhabitants), and yet lacking the vari- 
ety of social, commercial, and industrial activities which 
characterize a city. 

Tulud possesses both problems and prospects for small 
businesses. First, it is an active marketing and transpor- 
tation center for the surrounding region. This situation 
has encouraged a number of private and public banks to set 
up branches in Tulus. However, apart from a small SENA of- 
fice, no entities in Tulu% provide specialized credit, tech- 
nical, or management assistance to SSEs through local offices. 
Consequently, small businesses normally use moneylenders and 
the services of local tax accountants in running their 
businesses. 

During the author's period of service in Tulu%, the 
whole country was experiencing a coffee boom. This situation, 
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combined with Tulu%'s strategic geographical location, pro- 
vided ample demand for the products of local SSEs. The prob- 
lems for the SSEs, however, were usually lack of credit and 
inadequate marketing strategy in meeting such demand. 

Like small firms in many developing countries, SSEs 
in Tulud lacked skilled workers in such areas as metalwork- 
ing, bookkeeping, and plant management. SSEs also frequent- 
ly lost good workers who started their own businesses, went 
to work for larger firms, or abandoned Tulu% for the bright- 
er lights of Cali. Worker mobility was also enhanced by the 
possibility of working as casual labor in the nearby sugar 
cane fields. 

The small industrial entrepreneurs of Tulud often 
fit the ex-craftsmen image presented in Chapter One. Many 
were metalworkers or other types of skilled workers who knew 
something about the manufacturing process,but were uncomfort- 
able with the abstractions associated with accounting and 

The businesses usually faced problems of improper I' management. 
operation and maintenance of machinery, poor plant organiza- 
tion, and the inefficient use of raw materials. 

The general business environment also affected SSEs. 
Few businesses were registered at the local Chamber of Com- 
merce, and all 1,;ld to dzal with rising input prices, limited 
telephone service, unpaved streets, and interruptions or 
absence of power and water. Complex Colombian social legis- 
lation (minimum wage, social security, the SENA tax) increased 
small entrepreneurs' labor bill and also complicated their 
bookkeeping chores. Post-dated checks were also commonly 
used in business transactions. 

A few trade associations existed in Tulu6, but most 
were social groups appended to powerful, national political 
lobbies providing few busines- services to their local mem- 
bers. The Tulu6 SENA office offered a very limited number of 
courses, mainly because the community did not press for ex- 
panded or more varied training programs. SENA's apprentice- 
ship program never gained wide acceptance, since small firms 
had to pay a worker's salary while he or she studied part- 
time; at the end of the worker's year or more of internship, 
he or she often left to seek better employment. 

The Chamber of Commerce of TuluS, however, had an 
active executive secretary with an interest in helping local 
SSEs address their problems. In October, 1977,the author 
began working with the Chamber in organizing a management 
assistance program for small-scale enterprise in Tulu%. 
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This activity was also partially sponsored by the Cali-based 
Foundation for Industrial Development, which saw an opportu- 
nity to extend its programs to include SSE promotion in one 
of the Valley's intermediate cities. 

3. The Tulud Management Consulting Program 

a. Program Purpose and Methodology 

The goal of the program, entitled "HOW to Develop 
Your Enterprise", was to provide management consulting assist- 
ance to small businesses in the Tulud area. The Chamber of 
Commerce of Tulu6 and the author decided to organize a selec- 
tive, structured, and financially-independent program which 
would guide the work of the management consultant and command 
the interest of potential client firms. The program chose to 
focus on small industrial firms rather than on retail or ser- 
vice firms, given their greater relative need for cost ac- 
counting, plant management, and other administrative skills. 
Businesses assisted under the program tended to be target 
firms, although some were larger and others smaller. SSEs 
selected for consulting assistance were expected to eventual- 
ly become eligible for bank credit. 

The Chamber of Commerce and the author orgar.ized 
group seminars to teach basic concepts in accounting and 
small business management to owner-managers and key employees 
from a number of firms. Three or four firms were then se- 
lected from those attending the seminar to receive individual, 
intensive consulting for three to four months. A month or 
so after this consulting was completed, a second seminar 
began with a new group of firms, again with the idea of at- 
tracting candidates for additional consultancies. A fee was 
charged for the seminars sufficient to cover the cost of all 
teaching materials. Another nominal fee was charged those 
firms receiving the consultant's individual attention. 
This charge covered the consultant's transportation, mate- 
rials, and a minimal salary. Figures 4 and 5 illustrate the 
steps in this seminar/consulting methodology; Sections B 
and C in this chapter discuss techniques for teaching semi- 
nars and providing consulting to individual.firms; and, 
Appendices I and II provide sample teaching and consulting 
aids useful in implementing this approach. 

Two seminars were organized for small entrepre- 
neurs in Tulud, each lasting roughly 20 hours and covering 
a period of three weeks (classes were held every other week 
night). 
tion, 

The classes dealt with general business administra- 
concentrating on accounting and elementary financial 

analysis (see Syllabus in Appendix I, Exhibit A). A total 
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of 30 people attended the two seminars. Most were owner- 
managers of small enterprises (primary audience), although 
plant foremen, accounting clerks, and other employees also 
attended. Firms represented at the seminars included a 
va.ziety of businesses from manufacture and repair of agri- 
cultural equipment to retailing of construction materials; 
most firms, however, were engaged in metal-working. The 
majority of companies had fewer than 20 employees, but a few 
firms with between 50 and 150 employees were also represented. 

Seven firms received consulting assistance under 
the program-- three selected from the first seminar and four 
from the second. The firms ranged in size from four employ- 
ees to over 100. A typical-size firm had net sales of 
US$lOO,OOO to 150,000 a year and equity of around US$40,000 
(1979 dollars). The companies' businesses included the 
manufacture of metal products (such as metal furniture, bi- 
cycle frames, and strong boxes), dairy farming, manufacture 
of children's clothing, and design, manufacture and repair 
of agricultural andindustrial equipment. The content of 
the consultancies varied with the particular firm. In one 
large company, the author performed a complete financial 
analysis of the enterprise based on existing accounting rec- 
ords. In other firms, he installed simple accounting systems 
and methods of inventory control. With all clients, he 
worked with the owners to improve marketing strategy, per- 
sonnel administration (especially delegation of authority), 
and general planning techniques. Toward the end of one con- 
sultancy, the author assisted the firm with financial analy- 
ses so that it could apply for a bank loan. 

A year and a half after the program's consulting 
had ended, one firm had completely reorganized its accounting 
system as a result of the consultancy; another, however, had 
moved out of the community and a third had gone bankrupt. 
Although only one client could be termed a complete success, 
almost all clients made partial improvements. Such changes 
included the following: One firm began issuing its workers 
wages in precounted envelopes instead of from stacks of un- 
counted cash. Another company sold off many years' accumu- 
lation of scrap and old machinery to clear greater work 
space. Yet another reorganized its product display cases 
for greater customer appeal. And several firms began re- 
conciling daily cash flows, balancing checkbooks, and keeping 
records of production costs. 

In a separate but related venture, the Chamber 
of Commerce and the author organized an informational bro- 
chure on Tulud in order to attract outside investment. 
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Although the brochure was finally published and distributed 
(thanks to local businesses underwriting the publication 
costs!, it was not part of a general investment promotion 
campaign. Therefore, at least to date, it has failed to at- 
tract much new investment to Tulu.6. . 

Toward the end of the author's period of service 
in Tulud, the Chamber of Commerce also organized a seminar 
specifically aimed at local accountants. This seminar ad- 
dressed relatively sophisticated topics such as funds flow 
analysis, simplified accounting systems, and capital budget- 
ing. Roughly a dozen accountants attended. Representatives 
from CFP, SENA, FDI, commercial banks, and a Cali accounting 
firm taught the course. Given the greater length of the sem- 
lnar (almost 30 hours) and the use of outside speakers, a high- 
er fee was charged to cover the cost of materials and travel 05 
the speakers. The purpose of this seminar was not to lead to 
consultancies, but rather to encourage accountants to assist 
SSEs as part of their regular business. 
was good at the classes, 

Although attendance 
the seminar did not seem to signifi- 

cantly change the way in which accountants conducted their 
business. 

b. Lessons Learned 

The Chamber of Commerce's program in Tulud was 
popular with small businesses and local sponsoring institu- 
tions. In early 1979, however, the death of the executive 
secretary of the Chamber and the departure of the author 
brought an abrupt end to the program. Some of the lessons 
learned from the Tulud experience include the following: 

(1) Do not attempt to do too much with a single 
client. It is better to successfully do less with a greater 
number of SSEs than to accomplish all consulting objectives 
with only one out of five or six. 

(2) Ensure the continuance of an institutionalized 
program beyond the departure of the Volunteer. The Volunteer 
should downplay his or her personal role in any program and 
emphasize the role of the local institutions. 

(3) Keep it simple. Whether teaching a group or 
providing consulting services to an entrepreneur, keep ex- 
planations simple and to the point. Although elaborate 
charts and illustrations may be perfectly understandable to 
the consultant, they may not always be so to small business 
people. 

(4) Do not undertake an activity unless the 
community demonstrates a real need and interest in performing 
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most of the work and providing follow-through. A Peace 
Corps Volunteer is usually better off diverting excess 
energies to perhaps unrelated secondary activities than 
in pushing business-related projects which may interest 
the Volunteek more than the community. 
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B. Seminars for SSE Managers and Employees 

1. Sponsoring and Cooperating Institutions 

A key requirement for the success of any seminar is a 
local sponsoring institution which will effectively support 
the consultant. Such an institution, as with the author's 
experience in Tulub, Colombia, should provide the consultant 
with office space, supplies, and local transport. It should 
also help the advisor locate and select clients, organize ap- 
propriate seminar presentations, and identify counterparts 
to be trained as local management consultants. A local in- 
stitution's inside knowledge of a community might help the 
consultant steer clear of divisive interest groups and avoid 
working with businesses which,for one reason or another, would 
not likely benefit from the assistance. Local institutions, 
of course, have their own political interests, some of which 
may diverge from those of the community at large. The in- 
tern's program manager should attune the consultant to such 
special interests prior to his or her assignment in the com- 
munity. 

Before placing a consultant in an area, the program 
director should carefully identify and make arrangements with 
such a counterpart institution,as well as pinpoint other key 
individuals in the community who could help the consultant. 
These individuals, who may be leaders in local government, 
trade, or civic associations, should be slightly (but not too 
far) advanced of the rest of the local people in their manage- 
ment practices in order to give an SSE program its necessary 
impetus. Once in the community, the consultant should take 
care that these contacts with counterparts and community 
leaders are translated into systems and institutions which 
will continue to assist SSEs beyond the consultant's departure. 

One way to perpetuate a consulting service is for the 
consultant to obtain local financing for the training and 
salaries of four or five local consultants. Ideally, the 
consultant trainees would be selected from among the communi- 
ty's university or commercial school graduates and would have 
competencies in different areas (e.g. accounting, marketing). 
After a month or so of classroom training, the trainees would 
accompany the consultant on visits to client firms, gradually 
taking over the consultancies. At the end of the processl 
the trainees should be ready to take the consultant's place. 
Note, however, that resources are an essential prerequisite 
to training and then supporting the new consultants, There- 
fore, the original consultant must direct a major share of 
his efforts toward building local institutions' interest and 
channeling local financial resources into carrying on the 
work. Indeed, it is often difficult for the consultant to 
resist assisting all businesses personally, instead of 
strengthening local institutions' capacities to do it them- 
selves. 
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A variety of institutions already exist in many com- 
munities which could support the consultant's work with SSEs. 
other organizations might be created or strengthened given a 
propitious local environment, as well as patience and per- 
sistence on the part of the consultant. These institutions 
and organizations might include the following: 

(a) Trade Associations: Trade associations,. chambers 
of commerce, and similar local organizations may prove at- 
tractive ways of organizing and assisting SSEs. By organiz- 
ing small firms in a given trade or industrial sector, an as- 
sociation can acquire power in obtaining services such as 
credit and management assistance from other institutions for 
its membership. Such an organization may also establi;-h its 
own training and consulting services for member firms. FUJ?- 

thermore, it may establish a fund to provide its members 
with guarantees in obtaining commercial bank credit. 

Trade organizations are usually attractive vehi- 
cles through which the management consultant can work, es- 
pecially in light of their broad membership. The goal of 
strengthening such institutions might prove an appropriate 
scope of work for the beginning consultant. 

(b) Universities and Nonprofit Foundations. Univerr 
sities may also sponsor small business-advisory services. 
The concentration of potential consulting personnel among 
students and faculty and universities' ties to local communi- 
ties may offer excellent possibilities for extension work. 
Such programs are fairly popular in the United States. Many 
schools make small business consultancy part of their MBA 
programs: the Georgia Institute of Technology, for example, 
employs its faculty in a state-wide technical assistance 
program aimed at small firms. 

Developing countries, however, may find such pro- 
grams of limited value. First, universities may be few in 
number and are often confined to large cities. Second, their 
faculties may not have the time for such work. Nonetheless, uni- 
versities do comprise a reserve of trained manpower, and they 
should be drawn on to help SSEs as appropriate. Graduates of 
such universities, of course, may prove excellent candidates 
for management consultants under programs such as EDIP. 

Another approach to small business consulting is 
the organization of local, nonprofit development foundations 
with either private or government funds. Such entities may 
be purely technical in nature, or they may offer funding or 
guarantee access to funding for small enterprise clients. 
Examples of such institutions include regional development 
foundations, the AITEC/Fundacign Carvajal program in COlOm- 
bia, and PfP's development program in Yekepa, Liberia. such 
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organizations offer advantages of low cost, flexibility and 
limited bureaucracy in addressing SSE problems. Often, how- 
ever, they are specialized and unique entities, whose exist- 
ence is dependent on uncertain foreign or local public as- 
sistance. 

(c) Local Government: Local governments may provide 
another institutional base for a consultant. H.e or she might 
link up with a municipal planning board, a public utility, or 
work directly out of the local mayor's office. Given the po- 
litical nature of this support, however, the consultant should 
try to avoid being drawn into partisan conflicts with other 
important individuals and institutions in the community. 

Apart from personal resources and those of the spon- 
soring institution, the consultant should identify and draw 
upon other organizations and individuals who can assist with 
the consultancy. These include other businesses, banks, local 
accountants and consultants, and special advisory panels. 

(a) Inter-Business Cooperation. A common form of as- 
sistance to small firms is cooperation with other businesses. 
One obvious form of cooperation is the trade credit which a 
small firm may obtain from a similar-sized or larger company. 
Other types of cooperation may include subcontracting rela- 
tionships. The industrial sectors in the U.S. and Japan, for 
example, maintain extensive subcontracting links between 
large companies and small businesses. A large factory may 
offer design help or credit assistance to a subcontractor 
which manufactures its components. Likewise, a large manu- 
facturer m3~ offer training in sales and maintenance to its 
independent small distributors. 

Large and small businesses also cooperate in 
developing countries, but much remains to be done. Given the 
greater uncertainties in a Third World economy, many large 
entrepreneurs prefer a vertically integrated organization. 
They may have little respect for SSEs or may be reluctant to 
depend on the quality and timely delivery of products and 
services by small entrepreneurs. Nonetheless, the mutual 
interests of large and small businesses in certain situations 
may provide strong incentives for them to cooperate, A 
large manufacturer of automobile parts, for example, may be 
willing to provide sales training to small distributors in 
order to expand its market. Distributors, in turn, benefit 
from training by applying the newly-gained knowledge to in- 
crease sales. An SSE consultant in a developing country 
might thus profitably seek to uncover such possible relation- 
ships far his or her SSE clients. 
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(b) Banks. The extensive branch network and lendi.ng 
experience of commercial banks suggests them as prime vehi- 
cles for SSE assistance activities. However, the higher 
risk and lower profitability associated with small business 
lending may make them reluctant candidates for this role. 
Banks usually prefer large industrial or commercial customers 
which represent lower risk loans while generating larger vol- 
ume, and which bring in such profitable ancillary business as 
letters of credit and foreign exchange transactions. 

In developing countries, most SSEs generate the 
bulk of their capital needs internally, while relying on 
moneylenders or trade credit for additional requirements. 
Small enterprises' isolation from the private banking system 
is partly due to the banks' heavy collateral requirements. 
By loosening collateral criteria and by sharpening their analy 
ses of small firms' future profit potential, banks could 
promote more lending and deposits by SSEs. Banks might also 
test small businesses' repayment capacity with small, short- 
term loans: and they might offer limited managerial aid to 
customers once a loan is disbursed. Such managerial assist- 
ance would help assure SSEs' prompt repayment of loans, as 
well as increase their bank deposits due to increased sales 
and profitability. 

Public sector development banks may present yet 
another means of helping SSEs. Indeed, given the social ob- 
jectives of many SSE programs, some form of government in- 
volvement may often be desirable. Public sector banks may 
assist SSE3 in a number of ways: through specialized credit 
programs, through subsidized vocational training, or by 
means of management and technical consulting. These services 
may well exist (but be little used) in developing countries. 
Thus, it may fall on the outside management consultant to en- 
list community support in getting more and better services 
for local SSEs from existing government institutions. 

(c) Local Accountants and Consultants. CPAs and 
private consultants play a large role in industrialized coun- 
tries in providing management consulting services to small 
businesses. Accountants in the Third World, however, are 
often more concerned with tax accounting and simple bookkeep- 
ing than with the overall management concerns of a business 
client. They may also possess less professional training 
than their industrialized-country counterparts and may fail 
t0 see any profit opportur:ity :n working with SSEs. Al- 
though private management ,:onsultants do exist in developing 
countries, especially in the large cities, most advisors' 
high fees and general economics training make their assist- 
ance unsuitable for small businesses. Other individuals in 
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local communities who might provide needed services to small 
businesses include lawyers, 
collection agents. 

insurance representatives, and 

An extensionist working with SSEs should attempt 
to enlist the aid of these professionals in assisting small 
businesses. In many situations, the large numbers of SSEs 
and their common problems may well offer a unique source of 
profit to the local accountant or consultant, providing he 
or she is willing to market simple accounting and managerial 
systems on a volume basis. 

(d) Advisory Panels. l Advisory panels are used by 
many small businesses to bring outside observers into the 
firm on a continuing basis to advise the owner. Panel mem- 
bers, us-ually from different firms than the owner's, receive 
a fee to meet with the small entrepreneur and other company 
management in order to discuss the business's problems. Such 
advisors may provide the owner with a fresh perspective onhis or 
her business situation. Since they are not a legally consti- 
tuted body (like a board of directors), they can afford to - 
be frank, spurring a productive give-and-take with the owner. 
And because the entrepreneur pays for the panel's services, 
he or she is likely to give close attention to their recom- 
mendations. 

In many countries,adviscry panels work because 
leading business people in a community are flattered when a 
smail firm requests their advice. Moreover, the small busi- 
ness person in such situations is usually willing to share 
confidential information about the firm with members of the 
panel. Obviously, 
prove impractical. 

if trust is lacking, the concept may 
Nonetheless, SSEs in the Third World may 

avail themselves of this type of assistance providing that: 
(1) the owner implicitly trusts all panel members, (2) the 
advisors are in businesses very different from the one they 
are advising, and (3) the firm is large enough (target firm 
or above in size) to be able to pay the fees and benefit 
from the advice of such a multi-faceted team of counselors. 

Thus,a consultant may draw upon a number of 
individuals and organizations in carrying out a con- 
sultancy. Relationships be.;ween a client and a local ac- 
countant or bank are especially valuable since they should 
last beyond the end of the consultancy, perhaps strengthen- 
ing some of the consultant's recommendations in the process. 

'For further details, 
and Growth: 

see Cohn's and Lindberg's Survival 
Management Strategies for the Small Firm 

(Selected Bibliography #42). 
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The consultant may also work with cooperatives, organize trade 
fairs or spur investment promotion campaigns in order to mar- 
shal other resources to assist SSEs. These activities are 
discussed in greater detail in Section D at the end of this 
chapter. 

2. Role of the Seminar in a Management Consulting Pro- 
gram. 

A seminar can play a key role with respect to the 
total consulting program, performing an introductory, ground- 
breaking function for those companies ultimately selected for 
the consulting. Explanatory handouts distributed during the 
seminar should prove useful in orienting the entrepreneur and 
employees to key management concepts to be covered in more 
depth during the consultancy. The seminar also demonstrates 
the professional capability of the consultant-instructor, 
helps to establish his or her credibility (confidence) with 
tile small business participants, and encourages firms to 
eventually request individualized consulting. The classes 
also help familiarize the consultant and participants with 
the problems facing SSEs in the community and give the instruc- 
tor a chance to assess students as potential clients. Fi- 
nally, the seminar trains SSE entrepreneurs and employees in 
the basic concepts of small business administration which will 
prove useful to them regardless of whether or not they later 
receive consulting assistance. 

The seminar's content should meet the practical needs 
of the participants. As a general rule, it should be short 
and to the point. A total of ten classes of two hours each 
(plus a little homework) might be a useful maximum amount of 
time for a seminar. The classes should also be directed at 
as homogeneous an audience as possible. Differences in edu- 
cation, occupation, or social standing could impair a common 
understanding of the material and inhibit class discussion. 
On the other.hand, some differences among class participants 
could enrich discussions, and perhaps build bridges of under- 
standing among students where previously none existed. 

The consultant may choose from a wide variety of top- 
ics or formats in organizing a seminar for SSEs. He or she 
may create instructional materials, use existing teaching 
plans, or mix the two together. 
include the following: 

Possible seminar formats 

(a) A general seminar on small business administra- 
tion: Such a format is useful in sparking class 
discussion (given the variety of material covered), 
yet is disadvantageous given its generality. 
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An actual example of this type of seminar is one 
presented in the Tulud program (see Appendix I, 
Exhibit A.). Another format can be developed 
using Malcolm Harper's manual (see Selected Bib- 
liography #15), which contains almost 100 pages 
of teaching materials divided into 51 separate 
units- The Harper seminar may also be broken 
down into shorter seminars discussing specific 
topics. 

(b) A seminar on a specific topic such as break-even 
analysis or how to effectively delegate authority: 
While sacrificing broad coverage, such a course 
can convey specific knowledge in a more rapid --- GLid 
intensive fashion than a longer seminar. 

(c) A simulation exercise: One example is the SIMPRO 
exercise which teaches entrepreneurs about quality 
control and basic recordkeeping through building 
paper airplanes. 
SIMPRO, though, 

(See Selected Bibliography #24.) 
may need to be simplified or other- 

wise modified before using it with most Third 
World SSEs. 

(d) An accounting course: It may be useful to train 
entrepreneurs in a simplified accounting system, 
thus saving repeated explanations in individual 
consultancies. !MICRON: Accounting for the Micro 
Eusiness presents one such system in an instruc- 
tional format requiring about 33 classroom hours. 
See Selected Bibliography #31.) The consultant 
would be advised to have installed such a system 
in a small business at least once before teaching 
it to a group. 

(e) A course using a programmed learning text: Two 
examples are the U.S. Small Business Administra- 
tion's Ten Keys to Small Business Success and 
Burley's An Introduction to Basic Supervision of 
People (Selected Bibliography #19). 

(f) An advanced seminar addressing a more sophisti- 
cated topic and audience: Such a course might 
teach intermediate accounting techniques to local 
accountants or familiarize trade association of- 
ficers with organization and leadership skills. 
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Seminars offer an economical means of exchanging 
ideas between the consultant and small entrepreneurs. Yet 
they are also limited in duration and rarely change students' 
business practices in and of themselves. Follow-up consult- 
ing with individual firms has a better chance of effecting 
such changes. Nonetheless, seminars are a useful first step 
in launching a small business assistance program. 

3. Recruitment for the Seminar 

Regardless of how well designed a seminar may be, 
some entrepreneurs will be wary of participating. They may 
mistrust the real purpose of the seminar, feel they do not 
htivt: enough time to attend classes, or feel uncomfortable as 
students in a classroom. 

If a consultant is to attract small entrepreneurs and 
their employees to a seminar, 
them. 

he or she must actively recruit 
Some elements which typically are attractive to po- 

tential attendees are a prominent guest speaker (perhaps the 
local banker), the backing of an important local institution 
(probably the one which is sponsoring the consultant in the 
community), and a topic which the entrepreneurs believe ad- 
dresses their needs. 

The first step for the consultant is to identify a 
pool of SSEs which might be interested in participating in 
the seminar. This pool of firms might be gathered from a va- 
riety of sources: 

(a) Referral by the sponsoring institution: It is 
often wise to actively recruit SSEs recommended 
by the consultant's sponsoring institution, since 
they are usually on good terms with the institu- 
tion and can be counted on to form an enthusias- 
tic core of attendees. 

(b) Referrals by banks, trade associations, and 
other organizations: These entities have excel- 
lent business contracts and should be able to 
suggest a number of candidate firms for the semi- 
nar. Judicious acceptance of firms sponsored by 
these organizations may also help the consultant 
later in institution-building tasks. 

(~1 Trade directories and other printed sources: If 
a trade association or chamber of commerce exists 
in the community, the consultant should scan 
their membership lists for potential seminar par- 
ticipants. Firms' advertisements in the local 
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newspaper or in a telephone directory constitute 
another source of candidates. 

(d) A small business census: This technique is an 
excellent way for the advisor to become acquaint- 
ed with SSEs and their problems. It will also 
familiarize the consultant with the general cul- 
ture and economy of the community. To allay small 
entrepreneur's suspicions, the consultant should 
ask only a brief list of questions which relate 
specifically to the planning of the seminar. 
Support by a prestigious local institution in car- 
rying out the census should help ensure SSE co- 
operation. In fact, a local person might accom- 
pany the consultant during the census to help 
explain its purpose. If successful, an SSE cen- 
sus should provide the consultant and his counter- 
parts with an inventory of prospective seminar and 
consulting clients for many months to come. 
(See Selected Bibliography #13.) 

Once the pool of candidate firms has been identified, 
the consultant can begin an active campaign to recruit par- 
ticipants for the first seminar. If the seminar is a general- 
purpose series of classes (similar to the syllabus in Appen- 
dix I, Exhibit A.), 12 to 15 participants is probably appro- 
priate. More would render class participation and control 
difficult, and less would diminish the potential diversity 
of class discussions and would reduce the pool of candidate 
firms for the consultancy to too low a number. The consul- 
tant should recognize that some absenteeism will be inevitable 
and shouid probably over-recruit participants by perhaps one 
fifth to one third to compensate. Entrance requirements for 
the seminar should not be overly restrictive. The main se- 
lection criteria should be the firms' interest in participat- 
ing and their ability to pay a nominal inscription fee. 

There are several methods the consultant might use, 
typically in combination, to transform a pool of potential- 
ly interested firms into a select group of active seminar 
participants: 

Invite small entrepreneurs to a free demonstra- 
tion seminar session. This session will enable 
the consultant to explain the purpose of the 
seminar and will allow the small entrepreneur to 
see which colleagues are also attending. A local 
banker and the consultant's local supervisor 
should keynote the presentation to heighten local 
interest. The banker's appearance would not 
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guarantee credit to participants in the program, 
but rather establish a linkage and implied in- 
centive between improved business administration 
and qualification for bank credit. The meeting 
should distribute a course description, offer 
refreshments and perhaps even entertainment as 
an added attraction. 

(b) Advertise the program. The consultant should take 
advantage of the local media to advertise the 
seminar. Ads could be placed with local news- 
papers and radio stations, and brochures could be 
distributed. Such publicity should briefly state 
the purpose, content and sponsors of the semf Y, 
which firms are eligible to participate, and 
where and when the first free session will be 
held. 

(c) Personally canvass potential participants. People 
do not just appear at training sessions; they 
have to be actively encouraged and recruited. 
While general publicity helps, personal canvas- 
sing is crucial to ensure attendance. If the com- 
munity has telephone service, this means of com- 
munication can help the consultant do follow-up 
contacts after initial personal visits. The 
telephone is also valuable in reminding those 
confirmed participants to attend each class once 
the seminar begins. The consultant's personal 
visits and follow-up calls are the critical in- 
gredient in the seminar recruitment campaign. 
In general, people will not break out of routine 
and participate in an activity unless someone 
takes a personal and persistent interest in their 
participation. 

4. Preparation for the Seminar: Location and Teaching 
Materials 

In advance of recruiting seminar participants, the 
consultant shculd make the necessary physical arrangements. 
A first concern is location. Should the seminar be held in 
someone's home, in an official government building, or in a 
community meeting hall? Or would it be more appropriate 
(and comfortable) to hold it outdoors? The consultant should 
exercise judgment in selecting a location which would be 
comfortable and would promote a positive atmosphere for the 
program. If the seminar is to take place indoors, it should 
have adequate lighting, ventilation and bathroom facilities. 
It also should have enough room to accomodate different 



seating arrangements. Kitchen facilities might also come in 
handy in providing refreshments for class breaks. 

The following is a checklist of useful materials and 
support services for a seminar (several of these items would 
not be available in many situations; e.g. photocopier, type- 
writer, secretary, etc.): 

Access to a typewriter. 

Secretarial services to type handouts. 

Access to a photocopier or mimeograph for duplicat- 
ing handouts. 

A looseleaf notebook for the instructor's notes. 

A podium or table to support the instructor's 
class notes. 

- A blackboard, chalk, and eraser. 

An easel and poster paper. 

Felt tip markers. 

Chairs, preferably with attached writing surfaces. 
If not available, perhaps provide sheets of card- 
board so that participants will have something 
stiff to write on. 

Folders for participants to keep handouts. 

Pads or notebooks for participants to take notes. 

- Pens and pencils. 

- Coffee cups and saucers, glasses, spoons, plates, 
a bottleopener, and napkins. 

Refreshments, - such as coffee, tea, soft drinks, 
and cookies. 

Diplomas or certificates of attendance. 

Although this list will vary depending on the type 
of seminar and available resources, it might serve as a guide 
for compiling a list of materials needed to effectively or- 
ganize a seminar. The successful presentation of a seminar 
rests in large part on careful and detailed planning. 
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5. Teaching Techniques 

While the consultant is making physical arrangements 
for the seminar, he or she should also be planning the con- 
tent of the course itself. As a starting point, knowledge of 
some basic principles about how people learn might be useful for 
the consultant who plans to design and teach a' seminar: 

-- People learn by doing. 

-- People de\Te1.op new impressions through their 
senses. 

-- People learn when they are ready to learn. 

-- People tie their learning to what they already 
know. 

-- People learn one thing at a time. 

-- People learn more rapidly when the results are 
satisfying to them. 

-- People need to understand what they learn. 

-- People develop skill through practice. 

-- People differ from one another in skills and back- 
ground.2 

Perhaps the effort and number of steps involved in 
preparing a seminar appear to be excessive. Yet the same 
basic process is as necessary to teaching fruit and vegetable 
sellers how to sell more produce as it is to teaching a more 
sophisticated topic to specialists. In fact, it is often 
more difficult for a consultant to present basic ideas simply 
and persuasively to relatively unsophisticated audiences. 

Having absorbed these teaching principles, the con- 
sultant and sponsoring institution should then determine the 
number, length, timing, and content of the classes. The or- 
ganizers of the seminar must also decide on the mix of teach- 
ing styles which will best get their message across. If the 
message is compact and time must be economized, a lecture 
format might be appropriate. However, to foster class 

2 - Taken from Buell's and Heyel's A Handbook of Nodern 
Marketing, pp. 3-44. (Selected Biblicgraphy #41.) 
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discussion, a seminar approach is more useful. A role play-- 
for example, to depict consultant-client or banker-credit 
applicant situations-- is a particularly useful training tool. 
Case studies, examinations, and the audio-visual techniques 
discussed below could also be used by the instructor. Fi- 
nally, guest speakers (local accountants, bankers, or success- 
ful entrepreneurs) may be used, or the participants encouraged 
to give presentations before the class.3 

Once the consultant has a basic idea of the topic, 
scope, and general instructional approach to be used in the 
seminar, it should be outlined on paper. 
to sketch a general lesson plan. 

The first step is 
Such a plan should help 

clarify the flow of the seminar from one topic to the next, 
the fit between course topics and class time, and the inter- 
relationship between the instructor's class notes, handouts, 
audio-visual aids, and participants' activities. A sample 
first page of a lesson plan is given in Table V a When com- 
pleted, such a plan would serve dual purposes: it would act 
as a blueprint for the instructor to complete detailed notes 
for class presentations, and it would constitute a draft 
syllabus which could be distributed to the students. 

The next step is the preparation of the instructor's 
class notes. A looseleaf notebook is usually most appro- 
priate for this task so that the instructor may add or de- 
lete notes as the seminar progresses. For example, at the 
end of each class, the instructor will probably wish to mod- 
ify the notes for the next class based on discussions and 
questions remaining from the class just ended, so as to 
provide a bridge between the classes. Class notes should be 
prepared in as legible a form as possible, so that another 
consultant may teach another group with the same materials. 
References are especially important to any consultant begin- 
ning work in a new community. He or she should have the 
names of all potential references ready (whether personal 
experience, individual authorities, or published text books) 
in case he is challenged on a point by a participant. 

The notes should indicate when the instructor should 
deviate from a lecture and refer to a poster, make E sketch 
on the blackboard, or start a role play or case stucy exer- 
cise with the class. Audio-visual techniques play a key 
role in making the instructor's verbal presentation come 
alive and can dramatically increase interest on the part of 
the participants. Selected Bibliography entries #.23, 32 

3For further ideas on class formats, see Selected 
Bibliography #17. 



TABLE V: FIRST PAGE OF SAMPLE LESSON PLAN 

TOPIC 

I. Introduction H#l: Distribute seminar SY~- 
A. Iocalsponsorpresents the instructor: labus to the class. <see- 

seminar participants present themselves. Appendix I, Exhibit A.) 

B. Outline of the content of seminar. 

C. Purposeandoontentofthe seminar and 
"Lhe consulting program in the comunity. 

D. Ieading question to open seminar: What 
qualities does the model small entrepre- 
neur possess? 

II. Accounting and Finance 

A. What is "accounting" and why is it 
useful? 

AUDIO-VISUAL 

AV#l: Poster shming nama of 
the program, sponsors, okr 
jectives, and program cycle: 
seminar -+ selection -+ 
consulting. 

I 
ti 
0 

I 

H#2: Handout listing specific 
SSE problems which -roved ac- 
counting can help the entrepreneur 
address. (Should be handed out 
after the discussion under 1I.A.) 

B. Descriptionof thebalance sheet and H#3: Have students fill in a AV#2: Blackboard drawing 
incane statemntandhowthq differ. simple balance sheet. showing different impact 

of debt and profits on 
balance sheet. m=e r;p- 
pendix I, Exhibit B.l.) 
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and 33 provide extensive guidance on the use of audio-visual 
materials; a few useful techniques are summarized below: 

(a) Handouts. Handouts can be used as a basis for 
explanation and can serve to ensure that. the 
students have a written record of key points 
covered in the seminar. Note that such handouts 
are usually presented only in outline form to 
help encourage the student to take notes and to 
refer to them outside of class (see examples in 
Appendix I, Exhibits C.l - C-4.). 

(b) Props. The instructor can profitably use simple 
materials to vary his or her presentation and to 
gain participants' attention. Props may vary from 
holding up a lottery ticket to illustrate the 
chance element in business, to pulling out one's 
(empty) pockets to exemplify the problem of li- 
quidity. 

(c) Blackboards and posters. Blackboard and poster 
presentations can be prepared either prior to or 
during a class. In either case, they should be 
simply and carefully prepared. If the diagram or 
illustration is too complex, it will obscure 
rather than clarify the message. (See Figures 8 
and 17 in the text and Appendix I., Exhibit B.l., 
for samples of poster designs used in the Tulus, 
Colombia program). 

(d) Other audio-visual aids. Movies, filmstrips, 
and slides can make for welcome breaks in a lec- 
ture presentation. They can also stimulate class 
discussion. 

This listing hardly exhausts the range of audio- 
visual aids which might be profitably used by the consultant. 
Cassette tape recorders, video-tapes, and do-it-yourself 
techniques such as the flannelgraph are some other aids which 
the consultant-instructor may find useful. It is up to the 
consultant, however, to combine these mechanical aids with 
instructive class notes in an overall lesson plan which will 
generate maximum student interest, and present the topic 
most effectively. Such a combination is not always easy to 
achieve. Some consultants are endowed with a confident pres- 
ence before a group and may need to rely only minimally on 
their notes. Most, however, are more dependent on advance 
planning and notes to pull a class presentation together. 
Some additional tips which might prove helpful in structuring 
an effective seminar are: 
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(a) Encouraging class participation. An interchange 
of ideas between class and inzructor is essen- 
tial. It enhances student interest, enriches 
the course content, and helps the consultant bet- 
ter assess participants as future candidates for 
consultancies. Class participation can be elic- 
ited in a number of ways: 

-- discussion of case studies. 

-- reaction to a poster, a slide, or a movie. 

-- response to a question placed before the 
group by the instructor. 

-- response to a question raised by one of the 
participants (i.e. the group must wrestle 
to resolve its own question). 

-- role-playing. 

Although the instructor should encourage parti- 
cipation, he or she should not force it by pos- 
ing difficult question's to individual partici- 
pants. This only causes embarrassment. Con- 
versely, the teacher should try to restrain in- 
dividuals who tend to dominate discussion. In- 
formal conversations during coffee breaks can 
also be carried over into formal class discussion. 

(b) Fielding questions. An instructor may have 
succeeded so well-in generating class participa- 
tion that he or she will receive many questions. 
Since it is important that the instructor main- 
tain his credibility before the class, difficult 
questions might be handled in the following ways: 

w.. If the instructor can think on his feet, he 
or she could answer the question step-by- 
step before the class. Such a thoughtful 
answer may prove a better explanation than 
an immediate response. 

Be If the question may be answered on the basis 
of local experience or custom, the instructor 
might ask if one of the other participants 
could answer. If an answer is forthcoming, 
both the questioner and the instructor will 
be educated. 

. * 
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-- If the question concerns material which is 
covered in a later class, the instructor 
should defer an answer until that time. The 
instructor must then make sure that the an- 
swer will be provided for in the future class. 

-- If the query should be answered at the time 
but the instructor believes he cannot respond 
effectively, he or she should congratulate 
the questioner on his incisive observation 
and promise a response at the beginning of 
the next class. This allows the instructor 
time to think and consult references in 
finding an answer. 

(c) Varying the teaching style. A good classroom 
presentation should contain variety if it is to 
be effective. Intermittent use of-audio-visual 
aids is one way to vary the presentation. The 
instructor may also interject illustrative metaphors 
or anecdotes. For example, comparing a balance 
sheet to a photograph and an income statement to 
a movie makes much more impact on the class than 
a more traditional explanation. Departing from 
his prepared notes, moving around the classroom, 
or taking a seat instead of standing all the 
time will also vary the instructor's style of 
presentation. Or the teacher may opt for a com- 
plete change of scene by taking the class on a 
field trip to a small business in another town. 

(d) P-roposing new ideas gradually. The instructor 
chnr, 1 ij -*cd.* 2 introduce new ideas gradually during the 
seminar, due to participants' lack of knowledge, 
their strangeness to a classroom situation, and 
their resistance to certain concepts. In many 
seminars,the consultant might avoid certain 
topics all together, or wait until he or she is 
sure there will be acceptance. For example, the 
concept of depreciation and the need to save now 
for future replacement of equipment is accepted 
only with difficulty by many small entrepreneurs, 
given the rising nominal value of their current 
equipment through inflation. 

6. Evaluation of the Seminar and Selection of Clients 
for the Consultancy 

Learning about new concepts in small business ad- 
ministration is, of course, the main purpose of the seminar. 
Participants' evaluation of the course and their submission of 
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formal applications for the consultancy will be among the 
indicators of whether the classes have achieved this objec- 
tive. 

One way to evaluate a course's educational impact on 
the participants is to distribute a brief questionnaire to 
them on the last day of the seminar. Or if literacy is low, 
the instructor might pose questions verbally. Their answers 
to questions like the following will help improve the con- 
tent of the next seminar: Which topics did they find the 
most or least useful? How would they improve the way the 
course was taught? How did they feel about the length, size, 
and timing of the classes? Which elements do they want to 
apply in their own businesses? 

Another way to evaluate a seminar is to hold discus- 
sion sessions with the participants a month or so after the 
conclusion of the seminar. These sessions would examine how 
much material the small business people had accepted, re- 
tained and applied. A class reunion, including a visit to 
an SSE influenced by the seminar (perhaps followed by dis- 
cussion over lunch or dinner), might be an ideal conclusion 
to the evaluation. 

One significant measure of seminar success is serious 
applications for the consultancy,from participating firms. 
Applications often are verbal, a more face-saving means than 
a written request if the small business is ultimately reject- 
ed. On the other hand, a written application (either a let- 
ter from the small business person, or a completed applica- 
tion form) represents a more committed expression of interest. 
Whichever means of application is appropriate, the consultant's 
goal at the end of the seminar is to generate more requests 
for the consultancy than can be met. 

How the consultant deals with those applicant entre- 
preneurs whom he or she rejects is a delicate issue. If the 
rejection is irrevocable--for example, the owner is a serious 
alcoholic, or persists in manufacturing for a dying market-- 
the consultant should be firm but diplomatic in his or her 
rejection. However, if the firm is rejected due to circum- 
stances or attitudes which may change, then the entrepreneur 
should be given a second chance to recei.Je the consulting. 
One way might be for him or her to receive assistance after 
having attended the brief feedback session a month or SO 
after the seminar. Another would be for the SSE to enroll 
in the second seminar and be considered for the consultancy 
along with another group of candidate firms. Yet regardless 
of the difficulty of saying "no", the principle of selectiv- 
ity should remain. 
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The consultant can soften the blow to frustrated ap- 
plicants by enhancing the status of the seminar itself. 
Nonetheless, the question arises as to why shouldn't the se- 
minar a,ld with all interested participants receiving consult- 
ing assistance. Why is there a need for selectivity? The 
discussion of the "target firm" in Chapter One mentioned a 
number of social and economic factors which warrant using 
this approach. Selectivity leads SSEs to compete for the 
privilege of getting the assistance; thus they are likely to 
value it more highly when they receive it. Since the nomi- 
nal pricing of the consulting does not really limit demand, 
competitive selection of firms is an effective rationing 
device. 

Chapter One described the "target firm", which is 
well suited to receive management consulting assistance. 
While the general characteristics of such firms--a thresh- 
old size, the entrepreneur's possessing some property, a 
basic education, and a few financial resources--are important 
criteria for selecting clients, they are not sufficient. Ad- 
ditional necessary questions which must be answered are: 

(a) Is the consultant assured of the firm's integri- 
ty and stability? Before entering into a con- 
sulting relationship with an SSE, the consultant 
should form an accurate appraisal of the charac- 
ter of the small entrepreneur. Is'ihe or she 
honest and open to new ideas? Does he have 
health or personal problems which interfere with 
the business? What kind of people are the firm's 
employees? Do key positions, such as plant 
manager or bookkeeper, turn over frequently? 

The consultant's observations and those of coun- 
terpart(s) are important in forming accurate 
impressions concerning the integrity and stabil- 
ity of small business people as prospective 
clients. 

(b) Does the business have a future? The consultant 
should feel assured that a firm's long-term 
prospects will enable it to make productive use 
of the consulting. Similarly, be sure that the 
SSE's marketing and other problems are solvable. 
For example, a firm's poor accounting &nay con- 
stitute the main barrier to its future growth. 
However, if the owner's husband or wife refuses 
to modify or relinquish his inexpert handling of 
the books, then short of divorce this key con- 
straint to growth resists solution. Not all SSE 
problems are susceptible to improvement by the 
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(c) 

consultant. In fact some may be aggravated by 
his or her intervention. 

Why does the firm want the services of the con- 
sultant? The entrepreneur could be interested 
in the expertise, concentration and objectivity 
which a consultant would bring to bear on a 
problem. Yet, despite an entrepreneur's 
claimed interest in improving the management of 
the firm, the real reasons for requesting as- 
sistance may be quite different. The business 
could be looking for a loan, with no intention 
of making any changes. Or maybe the manager is 
merely searching for an outside opinion to back 
up throwing a malingering brother-in-law off 
the payroll. There may be any number of other 
situations which demonstrate a lack of commit- 
ment or capability to implement needed changes, 
The advisor should clarify the real reasons 
behind an SSE's request for consulting and then 
ask him or herself whether they provide the basis 
for a healthy consultant-client relationship. 

There are several kinds of firms which, by their 
very nature, do not fit well with the intended goals of the 
consultancy program and therefore should not be offered a 
consultancy. They may, however, attend the seminars. These 
are: 

-- 

-- 

-- 

-- 

-- 

National franchise or chain stores 

Firms controlled by foreign investors 

Small businesses which are hobbies of rich or 
absentee owners 

Large, profitable businesses which can pay for 
their own consultants 

Companies on the verge of bankruptcy. 

Concerning the final point, the consultant should not 
automatically avoid a challenging client; but he or she should 
steer clear of imminent financial disasters, especially while 
still struggling to establish creditiblity and a reputation 
for siccess. In general, the consultant should select on117 
stable SSEs early on in his or her period of service and 
postpone more difficult clients until he or she has gained 
more experience in management consulting. 
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C. Consulting Assistance to Target Firms 
l 

1. Building the Consultinq Relationship 

Select SSEs deserve management assistance from select 
consultants --individuals who know small business administra- 
tion and who can effectively communicate those skills to the 
small entrepreneur. Such consultants should possess knowl- 
edge in a number of business management areas (see Section 5, 
"Guides to Consulting on Specific Problems")c They should 
have the ability to solve problems analytically and pragmat- 
ically, since the solutions to many SSE problems are not 
found in any textbook. And just as importantly, they should 
possess strong human relations skills; they should be able 
to demonstrate empathy and understanding and should be able 
to persuade the entrepreneur to adopt new ideas. Such skills 
will help the consultant bridge any educational, cultural 
and age gaps with the small business people and achieve a 
relationship of mutual respect. 

The consultant will usually have relationships with 
others besides the small business owner-manager. These may 
include accountants, lawyers, bankers, government officials, 
as well as the apprentice counterpart consultant. Within 
the business, the consultant interacts with the employees in 
addition to the owner-manager. 

The variety of clients and other actors with whom 
the consultant must work makes the role a complex one. He 
or she must act as teacher, problem-solver, and referral 
agent for a variety of individuals. All three of these roles 
are necessary, just as it is necessary for the consulting to 
take place in an atmosphere of both professionalZsm and con- 
fidentiality. 

Apart from the qualities needed by both consultant 
and client, four other ingredients (discussed at greater 
length throughout Sections 3 and 4) help to ensure a success- 
'ful consulting relationship: 

(a) The consultant should live in the community where 
he or she works. Small entrepreneurs usually 
take part in their community's civic and social 
life. Thus,to know his clients better and to 
fully understand their businesses, the consul- 
tant must also come to understand the local cul- 
ture. Such knowledge cannot come solely from 
surveys or discussions with local notables, but 
must come from living as well as working in the 
community. 
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b) 

(c) 

A consultant's living outside a community (per- 
haps based out of a nearby city) means a sacri- 
fice of significant opportunities to interact 
with clients. A locally based consultant can af- 
ford to have a beer or tea with a client after 
working hours, and in a relaxed atmosphere discuss 
new approaches to solving a particular problem. 

A certain amount of professional distance between 
consultant and client is aiso necessary for achiev- 
ing the goals of the consultancy. A logical 
consulting work plan, such as the one discussed 
earlier, is one way of conveying such profession- 
alism. Another way is to charge for the consul- 
tant's services to help defray the cost of the con- 
sulting program. Such a relationship helps place 
the firm's problems, as well as the consultant's 
proposed solutions, in an objective light; it 
also puts the consultant and client in a struc- 
tured situation where tangible payoffs are ex- 
pected within a given time frame. Yet while the 
consultant should preserve a certain amount of 
professional distance from the client, he or she 
should also assume some degree of familiarity so 
that the small business person will talk openly 
about business problems. In this role, the con- 
sultant is less an "expert" than a sympathetic 
listener. 

c3onfidence is essential in any consulting rela- 
tionship and must be established early on between 
consultant and client. The client should have con- 
fidence in the consultant's ability to help solve 
his business's problems; he or she should also 
trust that the consultant will not betray confiden- 
tial information concerning the enterprise. The 
consultant, on the other hand, should be sure he 
is able to gather reliable information from the 
client in order to do his job. He-or she also re- 
quires that the client re&ct candidly to his or 
her ideas and contribute solutions of his own with- 
out a sense of inferiority before the consultant. 
Such a relationship is not achieved overnight. 
It requires time and patience by both parties. 
A working relationship will often begin with the 
client telling less than the whole truth about 
his business, and the consultant being indirect 
and undeservedly complimentary to the client in 
an attempt to win favor. This stage, while a 
necessary one, should soon evolve into one of 
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greater honesty and directness between client 
and consultant. 

(d) The consultant should take a "medium-term" ap- 
proach. The small entrepreneur often faces a 
wide range of management problems, most of which he or 
she feels must be taken care of at once. Bills 
come due, machines break down, and workers quit; 
these and other such problems may tempt the con- 
sultant to spend all Of his or her time helping the 
client solve them. Early in the consultancy, 
the consultant might well tackle some of these 
problems--both to enhance his credibility with 

I the client, and to relieve some. immediate pres- 
sures on the firm so that the owner can better 
focus on the broader issues. However, while the 
owner will continue to be immersed in the daily 
detail of running the business, the consultant 
should focus on more medium-term, sy'stzmatic 
sollutions tlo t1he firm's problems. The consul,- 
tant's main focus, for example, should not be on 
how to acquire the missing widget to get order 
"X" out on time, but on how to design purchasing 
and inventory control systems which will prevent 
such problems from recurring in the future. 

2. Planning the Consultancy 

Small business consultancy must be well planned in 
order to be effective. Once SSE clients are selected, cer- 
tain procedures can assure that the consultant spends his or 
her time with clients in the most productive fashion. These 
include preparing a diagnosis of the firm, testing a firm's 
interest and capacity in implementing consulting recommen- 
dations, and planning the consultant's visits to clients. 

(a) Preparing the Diagnosis 

Most consultancies begin with an early period 
during which the consultant and client feel one another out. 
The consultant may wish to formalize this first stage as a 
consulting diagnosis; such a period would span one or two 
weeks and would require no fees or commitment from the small 
business person. The consultant's report at the end of the 
diagnosis would provide both parties with an opportunity to 
terminate the relationship early on if it appeared to be un- 
productive. From the consultant's viewpoint, this approach 
presents another opportunity to limit availability of his or 
her services to only those SSEs which are sincerely interest- 
ed in the consultancy and able to implement its recommenda- 
tions. 
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During the diagnosis the consultant should ac- 
complish the following key tasks: 

-- 

-- 

-- 

-- 

-- 

Get to know the owner and his or her business, 
mainly by asking questions. 

Meet and talk briefly with other important 
employees of the firm (e.g. bookkeeper, plant 
foreman, chief sales clerk) and determine who 
are full-time or part-time workers and who 
are members of the owner's family. 

Inspect the firm's physical premises; if an 
industrial enterprise, get a basic idea of 
how the product is manufactured. 

Identify and prioritize the firm's problems 
(especially 2e status of its accounting, 
banking, and credit relationships). 

Collect key baseline data such as estimated 
monthly sales. This will also assist in 
later evaluations of the consultancy. 

Effective completion of these tasks should reveal 
whether the firm's problems can be solved with the aid of the 
consultant. An effective diagnosis should define the focus 
of the consultancy and eventually contribute to a jointly 
agreed-upon work plan. It should also provide a blueprint 
for consulting success based on appreciation of the client's 
priority problem(s) and on his or her human and capital re- 
sources for dealing with them. 

Initially, the entrepreneur is likely to view the 
consultant as an outsider whose motivation in assisting him 
or her may be questionable and whose presence in the commu- 
nity may be brief. Thus, the small business person will 
often try to take advantage of the consultant by urging him 
or her to tackle a large number of the firm's problems as 
soon as possible. One purpose of the diagnosis is precisely 
to narrow down a workable list of problems for the consultancy 
and to begin to build a sense of confidence between client and 
consultant. 

The consultant will spend different amounts of 
time diagnosing clients depending on the situation of each 
firm. On the average, however, the diagnosis should not 
exceed six one-hour interviews over a two-week period. 
During this period the consultant should informally pose a 
number of questions concerning the business; TableVI provides 
some sample questions. Such interviews could take place in 
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TABLE VI 

Sample Questions to Ask the Small Business Person 

at the Start of +he Consultancy 

P~tCrS/!zR7IcES (P-S) 

- What are the P-S for which c:I~- 
tcFlErs amE to you? 

- what are the Imst distinctive 
P-Syouoffer? 

-What are the new P-S? thefad- 
ing P-S? 

L What are your plans for devel- 
opiug new P-S? 

-HowdoyourP-S comparewith 
amnpetitors? 

-Whateconcxnic (value added) fac- 
tor do you provide? 

- What are the rrost profitable 
P-S vou offer? The least 
profitable? 

-Whatbusinessdoyoudo 
,whichcustomers atwhat 
abilityandinvestmant? 

- What rmrkets do you now 

with 
profit- 

serve? 
- What new markets could you 
serve? 

- How do your customers see you? 
- What do the,y think you do well 
or poorly? 

PFCKES 

- How are your prices set? 
-Whenware theylastreviewed? 
-Hcxdo theycampareccqeti- 
tively? 

PFOFITABILITY 

- Howdoyouc~arewiththe 
indUS+nr? With your (3wn best 
period? 

- What action do you take with 
the information you have? 

- What action would you take 
withadditionalinfonnation? 

DECISICN--MAKING 

What decisions are critical to 
yourbusiness? 
Who makes what decisions on what 
bases? (a key question) 
Are your decisions based on 
adequate information? 
How can your decision Ming be 
improved? 

PEOPLE 

What do you knew about your pres- 
entmanagmtand technical 
staff in terms of age, skills, 
potential, turnover, and retire- 
ment? 
How does your fringe-benefit 
programccmparewiththatof 
other firms? 
What are the expectations of your 
staff? 
How do your people feel about the 
mmpany? About its prospects? 
About their own future? 

DANGERS 

- What would you do if substantial 
changes took place in your prod- 
ucts-services: customers; corn-- 
petitors; key staff: location- 
environment: sources of supply? 

ADAPTED WITH PERMISSION FROM: Cohn,Theodore, and Lindberg, Roy A. 
Survival and Growth: 
Managent Strategl'es for the Small Firm 

(New York: AMACCM,a division of American 
Management Associations, 19741, pp. 52-53. 
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the owner's office or over (3rinks or coffee at a local tav- 
ern or restaurant, but definitely not at the consultant's 
offices. The latter location would tend to make the client 
uncomfortable and restrict the flow of information between 
client and consultant. 

At the end of the diagnosis, the consultant 
should discuss his or her findings with the client. If this 
discussion indicates a continued willingness by both sides 
to continue with the consultancy, the diagnosis should then 
provide the basis for a written work plan. Once signed or 
otherwise agreed to by the client and the consuitant, this 
plan provides goals and steps for successfully implementing 
and eventually evaluating the consultancy. Similarly, it may 
also be useful for the consultant to present a contract or 
letter of intent to the client before starting the consul- 
tancy. Such a document should detail the roles and responsi- 
bilities of both parties during the consultancy, as well as 
the goals, cost and duration of the relationship. It could 
be a legal-like contract signed by both parties. Or should 
a contract format be intimidating to the small entrepreneur, 
the same purposes can be met by a letter of intent, signed 
by the consultant and presented to the client. Regardless 
of the format used, it is important to clarify the "rules of 
the game" before the consulting starts (see Appendix II 
Exhibit C. for a sample letter of intent). 

(b) Testing the Firm's Performance 

An SSE's interest and ability in implementing 
changes is not measured only by the entrepreneur's satisfac- 
tory answers to a consultant's questions during the diagnosis. 
Actions speak louder than words. The consultant should 
therefore challenge the entrepreneur to make small changes 
in his or her business, either as part of the diagnosis or 
as part of the incremental implementation of the consultancy 
itself. The consultant should focus first on a relatively 
simple problem of the enterprise --one already identified by 
the owner. The consultant would then outline a small mana- 
gerial change needed to correct the problem. After adequate- 
ly instructing the owner in the necessary procedure to carry 
out the change, the consultant would defer any further visits 
to the firm until the change had been successfully implement- 
ed. 

This approach is useful in helping the client 
gradually work through the steps of implementing any complex 
change, such as establishing an accounting system. For 
example, if the owner cannot reconcile his daily cash entries 
and monthly bank statements, it ;s useless to proceed with 
implementation of accounting recoras. Likewise, it might be 
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advisable for the client to perform an inventory prior to 
opening a beginning balance sheet. Of course, the consul- 
tant should carefully explain each new procedure to the owner 
in order for it to be a valid test of the client's interest 
in making changes. 

These performance tests are not meant to be 
annoying hurdles for the small entrepreneur. No; should 
they unduly interrupt the flow of a concultant's work with 
a client. Rather, they should stimulate th:; snail. busfness 
person to tackle and implement changes one at a time. Grad- 
ual fulfillment of these tests will also allow the consul- 
tant to manage his time productively and allow him or her to 
carry a case load of six to 12 clients at once. 

(c) Planning the Consultant's Visits 

Once a consultancy is underway, the consultant 
should carefully plan his or her expenditure of time with 
clients. Though most cultures expect the consultant to 
engage in small talk before or during a business session, 
the consultant should not waste time in aimless brainstorm-, 
ing with the owner. He or she should research problems, 
think of possible solutions, and outline new questions in 
advance of each consulting visit. And visits to any one 
firm should be limited to two or three hours per week. 
These suggestions will help keep the consultant from missing 
the forest (e.g. the client's need for a general business 
strategy) for the trees (e.g. the daily detail of running 
the firm). The following section provides other planning 
techniques which the consultant may profitably use in his 
or her day-to-day conduct of SSE consultancies. 

3. Conduct of the Consultancy 

(a) Getting Started 

The suggested list of materials below should 
assist the consultant in actually carrying out a consul- 
tancy: 

me 

-- 

mm 

-- 

a ruled notebook for taking notes 

accounting sheets to use in showing the 
client sample formats for proposed account- 
ing systems 

file folders for confidential files on each 
client 

a desk to store records and perform written 
work 
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-- a portfolio to protect papers and notebooks 
while carrying them on client visits 

-- pens, pencils (black and red), an eraser 

-- a large ruler, as an aid in reading or 
noting entries on long accounting sheets 

-- ready business references, such as this 
manual and the MICRON accounting manual 

-- business cards (depending on the situation) 

-- a four function calculator. 

With these materials, a consultant is ready to 
begin work with his or her clients. Although the consultant 
should not be tied to a desk, a file folder for each client 
should be maintained to monitor progress. Each client's 
folder should contain key documents from the consultancy 
(e.g. work plans, letter of intent, samples of the client's 
recordkeeping forms, and copies of the consultant's written' 
recommendations). The consultant should also add to the file 
copies of handouts or illustrative materials which he or she 
has used with the client to convey various points. it is 
best that all such papers be initialed by the owner to in- 
dicate that he or she has reviewed them with the consultant. 
If a client later claims that no advice or explanation was 
given on a problem when needed, such countersigned documents 
provide a useful record of the course of the consultancy and 
of the advice conveyed to the entrepreneur. 

The consultant should also keep a record of 
visits to client firms. In separate notebook sections for 
different firms, he or she can write down points to cover in 
advance of each consulting visit and record pertinent dialogue 
during the visits. Some entrepreneurs may feel uncomfortable 
if notes are taken in their presence; in such situations, the 
consultant should write down observations only after the inter- 
view. 

Finally, the consultant should maintain a careful 
record (preferably with supervision by the counterpart insti- 
tution) of fees collected for consulting services and of ex- 
penditures for seminar materials and other program expenses. 
A daily log should also be kept showing how the consultant has 
spent his or her time. Such records help attest to the con- 
sultant's honesty on the job. The advisor should also be care- 
ful about accepting gifts or merchandise discounts frcm a 
client. Though well intentioned, such favors could damage a 
consultant's reputation for dealing impartially with a 
client. 
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(b) Persuasion Techniques 

The first step in persuading a client is to win 
his or her confidence. The consultant will not achieve such 
confidence by confronting the client with a superior attitude. 
Nor will the advisor win respect by rushing to placate a 
client's every desire or by consuming a lot of time in exces- 
sive socializing. Rather, the consultant should try to build 
a relationship of mutual respect with the client. As dis- 
cussed earlier, this relationship takes time to develop-- 
time for the consultant to become accustomed to his or her 
role and to the personality of the owner, and time for the 
owner to overcome his or her fears that the consultant is 
either a covert tax collector or a rival entrepreneur bent 
on stealing trade secrets. 

The consultant should spend the majority of any 
consultancy time in observing and listening to the client. 
The small business person will often press the consultant 
for advice, saying, "You're the expert, tell me what to do." 
Nonetheless, recommendations will have a far better chance 
of realization if they appear to be ideas of the client. 
Listening to the client's version of the firm's problems and 
observing the production process, the firm's employees and 
customers,all help the consultant form a clear picture of 
the business's problems and prospects. Th; consui ant may be 
tempted to deliver immediate advice to the firm to economize 
the use of time. This, however, is usually false economy. 
Often the owner does not need expert advice so much as help 
with problem identification and then encouragement in solving 
them. The consultant may also play a useful role by urging 
the entrepreneur to draw more fully on employees' sugges- 
tions for dealing with the firm's problems. For more tips 
on becoming a better listener, refer to Appendix II, Exhibit 
D. 

While the con-;ultant should strive to become a 
good listener, he or s?:-. should also speak out aa appropriate. 
He or she should help _ le client draw conclusicns when points 
are raised, instead of leaving issues open ended and subject 
to inference. The advisor should also use his or her own 
natural style to best advantage in persuading a client. YOU 
cannot adopt a false persuasive stvle, but you should try 
to perform to the best of your ability. 

Consulting recommendations should be made spar- 
ingly. A few pieces of useful advice will gain a consultant 
more success with a client than a large number of ideas and 
schemes, some of which fail. When proposing new ideas, the 
consultant should, as far as possible, graft the changes 
onto existing ways of doing things,. or onto new ideas 
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proposed by the owner or his employees. Such an approac: helps 
ensure client acceptance of the change, since the new idea 
is based on the :;Lat?ls quo. Also, if the change proves a 
failure, the old system still remains for the owner to fall 
back on. 

A number of other techniques can help the consul- 
tant orient the client to a given course of action. He or she 
can use written case examples, drawings, and props to illus- 
trate points to the entrepreneur. The consultant can also 
refer to other firms he or she is advising as examples in a 
given area of business administration. At the same time, 
however, the consultant shouid be careful not to break his 
or her confidentiality with one client by passing inside 
information on to another. The advisor should also take care 
not to play favorities among clients,but to. deal with all SSEs 
equally, devoting a reasonable amount of consulting time to 
each. Finally, when a consultant is making recommendations 
to an entrepreneur, he or she should do so in private so 
that the client is not embarrassed before customers or em- 
ployees. And in larger SSEs, the consultant must balance a 
certain confidentiality in listening to employees' problems 
with the basic responsibility to the owner-manager. Further, 
in dealing with the firm's employees, the consultant should 
take care in underlLning the advisory roie in the firm--any 
managerial decisions shouid come strictly from the owner or 
a senior employee. 

In summary, the followi:?g guidelines should help 
the consultant in persuading a client: 

-- 

Know the value of your services to the 
client, and when appropriate, refer to your 
expert knowledge. 

Know whom you are persuading. Is the client 
suspicious, gullible, cantaFkerous? By 
having an acute appreciation of the entre- 
preneur's character. you can know best when 
and how to persuade him or her. 

Establish a receptive atmosphere, Different -em 
clients will be more or less receptive in 
different surroundings. One owner may feel 
comfortable discussing ideas inthe workshop, 
another may prefer home or office, while a 
third may prefer a local club. Proper tim- 
ing of your interview will also enhance the 
client's receptivity. If the client is in 
a rush to process an order, he or she will 
hardly be in a mood to pay attention to your 
advice. 
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-- Let the client do most of the talking; let 
him sell himself on a new idea. 

-- Close the sale. Use of the above techniques 
should prepare the client for acceptance of 
a new idea. Clinching his or her acceptance 
is a question of proper timing and finesse on 
your part. 

(c) Problem-solving 

The way the consultant and client tackle a 
given problem is helpful in generating a solution. The 
cartoons in Figure 6 illustrate Gne method a consultant 
might usefully employ in attackFng problems. The first two 
precepts suggest looking for patterns in the elements of a 
problem and avoiding quick judgments. The second twG con- 
cepts counsel considering a problem in its proper context 
and producing not just one,but two possible solutions, The 
fifth concept, which says that a consultant should critic31- 
ly evaluate his or her own ideas while constructively assess- 
ing those of others, is often difficult. The consultant's 
status may dangerously deafen him or her to Gther's sugges- 
tions or to building on traditional practices, which may be 
the best ones after all. 

Precept six advises the consultant to shift 
between concrete and abstract concepts In communicating to 
the client. For example, a firm's liquidity problem could 
be depicted abstractly in terms of a low current ratio and 
poor turnover of current assets. More concretely, the prob- 
lem is one of an impaired physical flow of cash through the 
body of the enterprise. Though different, both types of 
explanations may be helpful in communicating this cGr-ept 
to the small business person. 

The seventh precept counsels one to take a 
break when stuck. Getting stuck frequently occurs in SSE 
consulting. While a complete change of scene (taking a 
vacation or embarking on an unrelated project) might help, 
a consultant may also take a less drastic break by shifting 
his or her concentration to a smaller, more readily-solvable 
problem during the consultancy. Such a break will maintain 
momentum and the client's confidence in the consultancy. 
It also allows the consultant to break awalv from the original 
problem and return to it later with a fresher perspective. 

Talking one's problems over with someone 
else (precept number eight) is another helpful way for the 
consultant to address a problem when stymied. A cGnsultant's 
local supervisor, program CGOrdin3tGr, or close person31 
friend may help in talking out a problem and giving useful 
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Figure 6: The Problem-Sqlving Process 

Precept I: Run over the 
elements of the problem 
in rapid succession several 
fZi.RES, .ntil a pattern 
emerges which en-asses 
all these elerwnts 
simultaneously. 

Precept II: Suspend 
judgnw-k. Don't jump 
to conclusions. 

Precept III: Explore the 
environment. VaZythetem- 
poral and spatial arranqe- 
mnt of the materials. 

Precept IV: 
Produce a second 
solution after 
the first. 
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Figure 6 (cont'd) 

Precept V: Critically evaluate your own ideas. Con- 
structively evaluate those of others. 

Precept VI: when stuck, change your represen- 
tationai system. If a concrete representation 
isn't working, try an abstract one, and vice versa. 

Precept VII: Take a break wher, you are stuck. 

Precept VIII: Talk about your problem with 
someone. 

source : "Solving Problems" by Ray Hyman and Barry Anderson, pp. 52-62, 
Organizational Psychology: A Book of Readings, edited by David 
A. Kolb, Irwin A. Pubin and James M. McIntyre (Englemod Cliffs, 
New Jersey: Prentice Hall, Inc., 
of the author. 

1974). Peprinted with permission 
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advice. In certain special problem areas,the consultant 
should call on local professionals to assist with a solution, 
such as lawyers, accountants, qnd bankers--agaia, with care 
to avoid violating client confitientlality. 

4. Final Recommendations, Follow-up, and Evaluation 

At the end of the consultancy, the consultant should 
leave a written record of recommendations to the client, in 
addition to making a detailed verbal report. This action 
makes the consultant's final suggestions clear to the client; 
it also assists later evaluation of the consulting. The 
written report should be brief, 
double-spaced pages. 

usually no more khan six 
It should also focus clearly on the 

client-reader's interests, without repeating information 
which he or she already knows. If the consultant or program 
director desires a background report on in,dividual consul- 
tancies, such a report might usefully be filed separately. 

The consultant can provide further detail during his 
or her verbal presentation to the client. 
consist of three basic sections: 

The report should 
background and goals, re- 

sults so far of the consultancy, and most importantly, those 
measures which the owner should follow-up on in order to pre- 
serve progress attained during the consultancy. Follow-up 
visits by the'consultant (perhaps once or twice a month) can 
then check on the former client's success in implementing any 
further changes on his own. If the client still requires ad- 
ditional assistance after the formal end of the consultancy, 
the consultant might try to enlist the aid of local accoun- 
tants or government management consultants in continuing to 
a<::ist the firm. 

Evaluation is the final chapter in closing out a con- 
sultancy. But what is the measure of.a successful consultancy 
or consulting program? How can it be evaluated? Although 
the heart of a consultant's job is ultimately to increase the 
SSE's profits, this result, especially on an interim basis, 
may prove elusive to achieve or quantify. 
are not the only indicator of success. 

Moreover, profits 

better*debt-equity position, 
Improved liquidity, 

greater stability of earnings, 
and improved worker productivity are all results which are 
crucial to the survival and development of the firm, even if 
they do not immediately affect earnings., How do we evaluate 
these impacts? The task of evaluation becomes even more com- 
plex when we consider the social and economic effects of SSE 
growth stimulated by management consulting assistance. Back- 
ward and forward linkages, numbers of workers hired and 
trained are all relevant indicators. 

I 
., 

.I) 
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Regardless of the evaluation methodology chosen, it 
is often difficult to acquire adequate data from SSEs. For 
example p it is often difficult to determine just how much 
sales, profits, or equity have increased during the con- 
sultancy if these quantities were not recorded adequately in 
the base period. Consequently, one must often rely on in- 
direct means of evaluating management consulting successes 
and failures such as the number of accounting systems suc- 
cessfully installed, 
ployees trained. 

or the number of entrepreneurs or em- 
Furthermore, evaluation of SSE consul- 

tancies iS often inaccurate even when reliable accounting is 
available,since management assistance is only one small var- 
iable affecting client firms. General economic conditions, 
the health of the owner, and a variety of other factors can 
also have an impact on a firm's growth. 

Despite the challenges involved, every SSE management 
consulting program should be evaluated. Basically, three 
areas should be measured in evaluating an SSE consultancy: 
effectiveness, efficiency, and significance. Effectiveness 
indicates whether the main objectives of the consultancy 
were achieved. Efficiency measures whether the benefits to 
the firm were sufficient to justify the costs incurred by 
the consulting program. Finally, significance relates to 
the impact of the consulting program as a whole, vis-a-vis 
broader economic development goals in the community. For 
example, did growth of the assisted firms encourage the ex- 
pansion or establishment of other businesses or increased 
employment of previously'un+or underemployed people? 

The sample evaluation form in the Appendices (Appendix 
III, ExhibitE. ) is one possible format; the AITEC and Harper 
programs, for example, propose others. An evaluation form 
should be simple enough for a busy consultant to fill out, 
yet detailed enough to provide useful evaluation information 
for those planning or managing the overall consulting pro- 
gram. The appended format tries to achieve both these ob- 
jectives. Its one-page length compels the consultant to 
prioritize observations and make them brief. The consul- 
tant may add to the form other information he or she believes 
will beuseful to program managers. 

Much of the quantifiable progress achieved as a re- 
sult of the consultancy should be available at the end of 
thetconsulting period. However, the third block of the con- 
sulting form should be completed six to 12 months later. 
Someone other than the consultant (perhaps the counterpart) 
should conduct this later evaluation. 

At the end of a consultant's two or three-year 
service in a community, all the evaluation forms should be 
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collected by the national program staff to assist with the 
overall evaluation of the program. Evaluating the consult- 
ing program as a whole is be:t performed by a team composed 
of national program personnel and outside technicians, per- 
haps from similar-programs. However,if outsiders are in- 
volved in this process, the consultant should take steps to 
see that the confidentiality of client relationships is not 
violated. This might be achieved by requesting firms' per- 
mission to use evaluation data, or by leaving business's 
names off the evaluation forms. 

Such an evaluation should take placeti or three years 
after the progralm has begun. In addition to reviewing the 
nation-wide consulting program, it ti'ould examine the follow- 
ing indicators: 

-- Did the consulting expand the local economy in 
communities receiving consulting assistance? 

-- Were investment promotion campaigns, trade fairs, 
and SSE associations successf.ully organized or 
strengthened as a result of the consultancy? 

-- Did the consultant leave behind a new or strength- 
ened local institution to carry on his or her 
work with SSEs? 

-- How financially self-sufficient did the national 
consultancy program become? 

5. Guidelines to Consulting on Specific Problems 

Small entrepreneurs face a wide range of interrelat- 
ed tasks in running their businesses. These tasks include 
accounting, finance, marketing and sales, purchasing and in- 
ventory, personnel, and production. And as the figure on the 
following page illustrates, good planning and a balanced 
perspective can help the small entrepreneur focus better on 
all of these areas. 

The many facets of small business management can also 
present problems to the small entrepreneur--problems which 
he or she may be unable to classify. The distinctions be- 
tween finance and accounting, for example, are analytical 
abstractions more familiar to the consultant than to the 
client. Yet it is precisely such analytical concepts, if not 
their names, which the client should learn from the consul- 
tancy. 
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A small business person will not have problems in 
all the areas depicted in Figure 7. And those management 
areas which do need attention should be ranked in order of 
priority by the client and consultant, and thus provide a 
focus for the consultancy. The following sections distill 
key concepts in accounting, finance, marketing, and other 
areas which are particularly relevant to the situation of 
the small business person. In addition to reviewing these 
sections, the reader should refer to Appendix III, Exhibit 
C "How to Assemble a Manaqement Consultant's Reference Kit", 
a:; appropriate publications annotated in the Selected Bib- 
liography, especially entries #37-52. 

a. Accountinq 

Accounting is the consistent quantitative record- 
ing of where a business has been, where it is now, and where 
it will be in the future. Sound decisions on marketing, 
production, and other areas are dependent upon a good his- 
torical accounting system. An excellent step-by-step expla- 
nation of how accounting entries help reflect real business 
activities is given in the Selected Bibliography #51, pages 
12-21. Appendix II, Exhibits B, C, and D also provide ad- 
ditional explanations of key accounting concepts such as 
cost of goods sold, inventory, and internal controls. 

(1) General Guidelines on Installing Accounting 
Systems for SSEs 

An accounting system suitable for a small 
entrepreneur in a developing country may not always conform 
to generally accepted accounting principles as understood in 
the United States. It may deviate from such concepts as 
matching revenue and expired costs by eschewing accrual ac- 
counting in favor of easier, more direct cash accounting. 
It may even avoid double-entry bookkeeping in favor of a 
simpler single-entry approach. However, any business record- 
keeping system will require organization, consistency, and 
discipline by the entrepreneur in keeping entries up to date. 

An accounting system's success depends on 
three key factors: li the design of a simple, practical 
system: 2) the presence of a good part- or full-time book- 
keeper within the firm to maintain and check daily entries; 
and 3) the owner's appreciation of the importance of account- 
ing as well as his or her direct participatiion in the design 
and maintenance of the system. 
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Ideally, consultant and client should agree 
on an accounting system which will provide accurate infor- 
mation on the following: the daily position of the firm's 
assets, liabilities, and capital; and a record of its flow 
of income and expenses through time. Bookkeeping should also 
furnish data for loan applications and tax returns. Daily 
entries in the books should be done in as precise a manner 
as possible, and the bookkeeper should use a fountain pen 
which prevents easy erasure of errors. Any such errors 
should be crossed out in red end corrected, thereby leaving 
a record of the original error. 

A complete, traditional double-entry account- 
ing system may be beyond the capabilities of many small 
firms. One solution for such SSEs is a partial system of 
records: a daily cash reconciliation, checkbook reconcilia- 
tion (if the firm possesses a checking account), and a jour- 
nal of debtors and creditors. If there are few debtors and 
many creditors, the system may be simplified further by re- 
cording only creditors and leaving debtors to the owner's 
memory. Such partial accounting is more easily maintained 
by the small entrepreneur. Although it fails to generate 
complete financial statements, it provides a useful aid to 
the owner's memory in managing the business. 

The consultant must carefully plan the im- 
plementation or revision of any accounting records, and as- 
sess from the start of the consultancy whether resources 
and personnel exist within the f-Crm for such recordkeeping. 
Designing and installing accounting systems is a gradual 
process. Given a client with no formal accounting system, 
a list of steps for the consultant in such a situation would 
include the following: 

(1) Review existing formal and informal 
records; discuss their retention, modi- 
fication, or elimination with the owner- 
manager (be conservative). 

(2) Explain to the entrepreneur and the se- 
cretary-bookkeeper the content, scope, 
and purpose of accounting in general, 
and the relative advantages of alterna- 
tive systems. 

(3) In consultation with the owner-manager, 
design an accounting system to meet the 
needs of the firm; show the owner sample 
sheets with the proposed account dis- 
tribution. 
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(4) Have the owner purchase accounting books. 

(5) Design or purchase the additional forms 
necessary to evidence transactions--sales 
invoices, receipts, vouchers, etc. 

(6) Train the owner and secretary in the re- 
cordkeeping mechanics of the system. 

(7) Start the bookkeeper on daily cash re- 
conciliations and monthly bank reconcil- 
iations (make sure they balance). 

(8) Supervise practice entries by the secre- 
tary (trial period of one or two weeks). 

(9) Urge the owner to collect the information 
necessary to compile the initial balance 
sheet. (See Accounting Interview Ques- 
tionnaire in Appendix II, Exhibit A.) 
The firm's capital is calculated by de- 
ducting liabilities from assets. Caution: 
this information-gathering normally takes 
time-- especially if past recordkeeping by 
the firm has been inadequate. 

(10) Take physical inventory at the end of 
the month. The counting should be done 
by the owner and his employees with a 
spot-check by the consultant. 

(11) The secretary or bookkeeper starts the 
formal noting of entries in the books, 
with an occasional spot-check by the con- 
sultant. 

(12) Teach the secretary how to prepare the 
First Monthly Trial Balance. 

(13) Check over the Second Monthly Trial 
Balance. 

(14) The firm takes physical inventory at the 
end of the reporting period--again with a 
spot-check by the consultant. 

(15) Work with the secretary compiling finan- 
cial statements and discuss the results 
with the owner-manager. If necessary, 
explain once'again the recordkeeping 
mechanics of arriving at those statements. 
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(16) Counsel the owner on finding a local ac- 
countant (if affordable) to replace the 
consuitant and to serve as a continuing 
external check on the accuracy of the 
bookkeeper's recordkeeping. 

(17) Advise the owner to formalize the firm's 
tax status, legally register the books, 
and comply with other legal requirements. 
In practice this means retaining an es- 
sentially real reporting system, but with 
room to "adjust" certain accounts for 
tax purposes. 

(18) Propose an effective system of internal 
controls for the business. For example, 
require the owner to sign all checks, and 
if possible, divide accounting functions 
among various employees as a check and 
balance on their actions. 

A number of points should be kept in mind when 
following the above guidelines. First, the consultant should 
not proceed with implementation of the accounting system 
until cash and,bank statements begin to be reconciled regu- 
larly by the firm. 
temptation to do 

Second, he or she must resist the great 
the bookkeeper's work. If the bookkeeper 

works out his or her own bookkeeping problems, the account- 
ing process certainly slows down; however, the educational 
value of learning-by-doing greatly outweighs the problems 
caused by delays in moving the system along. The consultant 
and owner-manager should make clear the bookkeeper's account- 
ing responsibilities, 
more about the job. 

and broaden them as the employee learns 
The danger is when accounting functions 

fall "between the cracks". 
certain tasks (e.g. 

The bookkeeper may not perform 
trial balances) either because he or she 

does not know how, or because he or she thinks it is the 
consultant's job. Conversely, the consultant may not perform 
such tasks through lack of time or through assuming that they 
are the bookkeeper's responsibility. The end result is that 
no one assumes the functions, and the accounting falls behind. 
This situation often requires starting over from scratch--a 
remedy which is, needless to say, 
client. 

not too popular with the 

Third, the owner will not trouble with monthly 
inventories just for the sake of putting together monthly 
financial statements. The consultant and owner are equally 
cager to see the first financial statements out of the system 
as soon as possible. However, it is best to postpone the 
second inventory and consequent compiling of financial 
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results two or even three months after start-up of the sys- 
tem. Meanwhile, more time and effort can be expended in 
checking the correct functioning of the system. A key check 
is monthly trial balances, which themselves provide timely, 
though partial, financial information. 

Fourth, the consultant should address the 
issue of taxation only toward the end of the consulting per- 
iod and after the accounting system is functioning well 
along real reporting lines. The consultant, owner, and ac- 
countant must reach a compromise on the tax issue in such a 
way that the real reporting value of the system is not con- 
fused or damaged. 

Apart from seeing that the accounting system 
fulfills the client's tax needs, the consultant should also 
be familiar with other legal requirements governing the 
business such as labor legislation, zoning regulations, and 
company registration with the government. A consultant's 
knowledge of these areas will apprise him or her of the need 
for certain charge or reserve accounts in designing the firm's 
accounting system. An awareness of their cost imnlications 
will also-prove 
the business. 

(2) 

L 

useful in performing financial analyses for 

The MICRON System: One Accounting Approach 
for SSEs 

In Tulu6, the consulting program relied on 
the Peace Corps' MICRON accounting system (Selected Biblio- 
graphy #31). This simplified system consists of three main 
components: a multicolumnar journal for movement of cash 
and checks'with corresponding debit and credit entries; a 
looseleaf credit journal (accounts receivable, accounts pay- 
able, employee loans, and bank loans); and a general ledger. 
MICRON entries may be recorded in inexpensive notebooks: it 
also is simple enough that the bookkeeper needs no special 
knowledge of accounting to maintain the books. The accounts 
recorded in its daily journals provide enough information 
for compilation of periodic balance sheets and income state- 
ments. The frequency of such statements depends on the 
owner's available time for inventories. 

MICRON is perhaps most appropriate for the 
target firm-sized SSE. Smaller SSEs may find the discipline 
of daily entries and monthly reconciliations taxing. Larger 
firms, on the other hand, may find the spread of accounts in 
the system to be inadequate for detailed tax purposes. The 
system's cash vs accrual bias may also distort the firm's 
financial reporting. Nonetheless, the MICRON approach is a 
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useful one, and the basic steps involved in this system are 
depicted in Figure 8 on the following page. 

The author's experience in Tulud suggests 
two possible additions to the MICRON system. One would be 
the daily reconciliation of all debit and credit transactions 
on a sheet of paper or in a separate notebook. This record 
provides the secretary or accountant/consultant with a check 
on the secretary's work. It also furnishes a handy summary 
of accounts prior to their individual posting to the jour- 
nals. 

The other suggested contribution to the MICRON 
system deals with the complex issue of post-dated checks. 
Though a common phenomenon in many Latin American countries, 
post-dated checks may not be so common in other parts of the 
world. Nonetheless, such checks exemplify one of the prac- 
tices by small businesses which complicates the consultant's 
task in installing an accounting system. The discussion 
below examines how the csnsultant might incorporate post- 
dated checks into a firm's accounting should he or she en- 
counter them, 

The small business person may record post- 
dated checks in one of two ways. First, he or she may treat 
them no differently from current dated checks. By this 
method,the owner deducts his or her own post-dated checks 
from his bank balance, and notes the corresponding debit to 
accounts payable if such is the case. Post-dated checks 
received from third parties, however, are recorded initially 
as debits to cash (and noted as credits to accounts receiv- 
able if such is the case). They are then debited to the 
bank balance on deposit of the check at maturity. This 
method of accounting for post-dated checks is the easier of 
the two, and is the best approach when the firm has little 
such movement. A business with a large number of post-dated 
checks, however, will show a misleading credit or red bank 
balance under this method of accounting. 

The second approach is to treat post-dated 
checks not as true checks,but as notes. Consequently, when 
such a check is given or received it is not registered ini- 
tially in the cash or bank accounts. Instead,it is recorded 
apart in special maturities journals (one for third party 
checks flowing in, and one for the firm's own checks flow- 
ing out). These journals are organized with one page for 
each month of maturities. A post-dated check is subsequent- 
ly recorded in the formal books as a credit sale or purchase. 
It is only added (or subtracted) to the bank or cash balance 
(and consequently debited or credited to accounts payable 
or receivable) on maturity of the check. Success of such a 
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Figure 8 

DIAGRAM OF THE MICRON ACCOUNTING SYSTEM 
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source: Peace Corps' MIC!50N, Accounting for the Micro-Business: A Teaching 
Manual, Aid #16. 
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tthod of handling post-dated checks requires two elements: 
-irst, a tradition of complying with the maturity dates on 
such checks by all the parties involved, and second, the 
timely transfer of entries between the formal journals and 
the special maturities journals. The advantages of such 
recordkeeping are also twofold. It gives a realistic bank 
balance in accordance with cash actually in the bank, and 
the maturities journal provides an excellent means for pre- 
paring cash budgets. This system was being used by one firm 
prior to any consulting under the Tulus program. Eventual 
consulting successfully integrated its post-dated check re- 
cording into a comprehensive accounting system. The firm's 
bookkeeper encountered no problem in completing bank recon- 
ciliations (in fact they are simpler under this method), nor 
in assuring the accuracy of debtor or creditor balances. 

In addition to MICRON, other simplified ac- 
counting systems are available in the United States on a com- 
mercial basis. Many are complete with pre-printed journal 
forms and account headings tailored to fit various businesses. 
Further alternative accounting systems for SSEs are detailed 
in publications by Malcolm Harper, FundaciBn Carvajal/AITEC,PC, 
and VITA (see Selected Bibliography #13, 15, 21, 23 and 31). 

b. Finance 

Financial analysis interprets accounting data- in 
addressing a wide variety of problems in small business man- 
agement. The utility of financial analysis in reviewing a 
business's operations, profitability, financing, and invest- 
ment strategies is illustrated in Figure 9 on the next page. 
The financial analytical techniques listed below may be 
particularly helpful in consulting to small businesses. Note, 
however, that most of these techniques require information 
from a consistent accounting system. 

(1) Break-even Analysis 

This technique, also called cost-volume- 
profit analysis, allows the consultant to evaluate the pro- 
fitability or unprofitability of various levels of sales. 
The breakreven point can be easily calculated by using a 
graph or by projecting income statements at various levels 
of sales. This concept is especially useful in preparing 
financial projections for a client to show him or her if new 
sales generated by additional credit will produce added 
revenues. Further treatment of break-even analysis is given 
on pages 127-128 and page 229 in Malcolm Harper's consul- 
tancy manual (Selected Bibliography #15), or on page 218 of 
Johnson's Financial Management textbook (Selected Biblio- 
graphy #47). An illustrative break-even chart is given 
on page 103. 
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Figure 9 

THE BUSINESS SYSTEM: AN OVERVIEW 4 
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4 
Although Figure 9 is a helpful illustration for the prospective 
consultant, it is a good example of the kind of abstract illustra- 
tion which should not be used with small entrepreneurs in explain- 
ing a financial problem. 

Source: Taken from Helfert's Techniques of Financial Analysis, 
page 191. (Selected Bibliography #45.) Reprinted with 
permission. 
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Figure 10 

BREAK-EVEN CHART 
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(2) Financial Statement Analysis 

If the firm has financial statements, the 
consultant should analyze movement in key accounts over time 
(horizontal analysis). For example, are the firm's sales 
and profits increasing at a rate faster than that of infla- 
tion? Likewise, he or she should examine the ratio and 
percentage relationships within a given balance sheet or in- 
come statement: e.g. What proportion of debt to equity does 
she firm have? If possible, the consultant should attempt 
to compare any percentages or ratios with those available 
from similarly sized businesses, in the, same field (see 
Selected Bibliography #34). If these statistics are not 
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available (as is the case in many developing countries), he 
or she may compare a company's profit increases or returns 
on equity to generally available figures such as consumer 
price indexes, or commercial interest rates. 

(3) Aging of Accounts 

This simple technique helps the consultant 
to evaluate the composition of either accounts receivable or 
accounts payable. 
overdue accounts, 

By highlighting the source and amount of 
it helps the consultant and client to pin- 

point slow-paying customers or to identify overdue suppliers. 
It also may encourage the entrepreneur to explore credit pol- 
icies to collect accounts receivable more rapidly and to pay 
suppliers more promptly. 

Table VII below: 
An illustrative aging analysis is given in 

Table VII 

Illustrative Aging of Accounts Receivable 

Days 

IWnth 

Accounts Receivable 

-CUSWX 

-CustomzY 

-CustomzrZ 

Days Overdue 

current O-30 31-60 61-90 Over 9Q 

December November October September August 

$150 $150 - - _ 

250 

150 $200 $ 50 $ 50 

Percentage of Total 

$400 $300 $200 $ 50 $50 

40% 30% 20% 5% 5% 

The above analysis indicates that (1) most of 
the firm's accounts are overdue, (2) customer Y is the most 
punctual client in paying his bills, and (3) customer Z is 
the least punctual in making payments. 
equal, 

Other things being 
the business person should reduce his or her business 

with customer Z and acquire more buyers like customers X and 
Y. The clear quantitative picture presented in an aging 
analysis of accounts receivable is often helpful in showing 
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the business person the financial penalties inherent in some 
long-standing customer relationships. 

(4) Budgeting 

Daily cash reconciliation is a prerequisite 
for accounting and cash budgeting by a small firm. Table 
VIII below illustrates one useful format in completing a daily 
cash reconciliation. 

Table VIII 

Sample Cash Budget 

Date Description Deposit Withdrawals 

June 16 Initial Balance $ 100 

Cash Sale 80 

Collection of Accounts 
Receivable 55 

Purchase supplies 

Loan to employee 

Owner withdrawal 

Bank deposit 

End balance 

$ 20 

10 

35 

100 

70 

Total $ 235 $ 235 
----- ----- -w-D- ----- 

Reconciliations sum up all the receipts evi- 
dencing transactions for the day. Such a cash reconciliation 
must balance, and it is thus a good check on a firm's docu- 
mentation of all transactions. Ideally, someone other than the 
sales clerk should make the reconciliation as a check on 
that employee's honesty and ability to correctly make change. 

Consistently balanced daily cash reconcilia- 
tions serve two additional purposes: they can provide a 
convenient means of summarizing transactions prior to posting 
them to a firm's accounting books, and they provide a good 
format for short-term cash budgeting. 

Simple cash budgeting is perhaps the greatest 
unmet planning need by the small business person. The 
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consultant should begin to plan tomorrow's cash needs with the 
client, then expand the budget to CFQ and eventually two 
weeks. The consultant may also employ more sophisticated 
budgetary and planning techniques, such as projection of pro- 
forma financial statements and sources and uses of funds. 
However, such reports are complicated and time consuming and 
are perhaps most appropriate when required to support requests 
for bank or other financing. 

(5) Investment Analysis 

The consultant should also assist the owner 
in evaluating capital investment opportunities. As the figure 
on the next page illustrates, a number of factors affect whether 
a given piece of equipment should be replaced or another one 
added. However, if the decision is made to replace or add 
to the equipment, rapid capital recovery and return on in- 
vestment will be key factors in deciding which equipment to 
buy. Two straight-forward methods will help in analyzing 
such a decision: average rate of return (annual cash flow 
generated by the investment divided by the average invest- 
ment), and cash payback period analysis (the investment cost 
divided by annual cash flow). Discounted cash flow analysis 
is a far more sophisticated means of examining alternative 
investments and may be difficult to ex;?lain to the small en- 
trepreneur. 

All of these financial techniques will help 
the consultant assist the small business person in implement- 
ing a general strategy. However, some of these tools, such 
as proforma financial statements or discounted cash flow 
analysis, should be used by the consultant only on a very 
limited basis: In general, it is far better for the consul- 
tant to use simpler (and perhaps less accurate) means of anaiy- 
sis which the client can understand, than to indulge in 
more sophisticated techniques which will only puzzle the 
&all entrepreneur. 
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Figure 11 

OPTIONS FOR EQUIPMENT DECISIONS 

Can we profit frcm new 
What risks are there? 

How long? Problematic consequences? 

Are there better opportunities? 
Is the product life ccming to an end? 

What if volume increases? 
Howsureare themarkets? 

Should a margin of capacity be 
provided? 

technology? 

--'Y Etc. 

Source: Adapted with permission from Helfert's Techniques 
of Financial Analysis, page 93. (Selected Bib- 
liography #45.) 

Although it is difficult to generalize, the 
following are probably sound financial strategies for many 
small businesses. 

-8 
(1) Control Costs 

In the industrialized world, it is wise for 
the small business to try to reduce fixed costs and to keep 
other costs variable. 
point, 

This lowers the firm's break-even 

volume. 
and thus enables it to withstand downturns in sales 

tries, 
This may also be prudent advice for developing coun- 

SSEs' 
especially given such nations' volatile economies and 

fragile equity cushions. However, inflationary con- 
ditions in many countries may make investment in land, build- 
ings, and equipment very attractive. And relative to other 
opportunities, such a decision might be wise. Nonetheless, 
the consultant should examine with the client the source of 
financing for such an investment, 
ate vs debt repayments, 

the savings it might gener- 
and alternative uses for such financ- 

ing in expanding working capital and operations. 
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(2) Match the Debt to the Need 

A common pitfall for the business person is 
to finance fixed assets with short term funds, or to purchase 
a non-revenue producing asset with borrowed capital. The 
first decision is unwise since repayments for the loan will 
mature faster than returns on the piece of equipment. The 
second is problematical since the purchase does not produce 
income to liquidate the credit. This certainly applies to 
many consumer or luxury purchases; it may also apply to items 
like cash registers or adding machines, unless the business 
as a whole can produce the added cash necessary to liquidate 
the credit purchase. 

The consultant should advise the client con- 
cerning the insidious expense of bank overdrafts, and the 
high cost of installment purchases. Many banks will offer to 
cover a firm's check overdrafts. While the amounts may be 
small on each month's bank statement, they reflect extremely 
high annual interest rates which will accumulate over time. 
Moreover, habitually resorting to overdrafts often discourages 
cash planning or careful bank reconciliations by the owner- 
manager. Installment purchases of equipment can pose similar 
financial burdens, since retailers in developing countries 
often offer extremely liberal repayment periods. However, 
the client usually pays for the privilege by paying double 
or triple the cash purchase price of the item. 

(3) Improve Liquidity 

Although liquidity problems may be due to 
lack of credit, they often result from poor cash management 
practices by the small entrepreneur. Many of the techniques 
discussed in this section-- such as more stringent credit 
policies for accounts receivable and accounts payable, better 
inventory management, and more consistent cash budgetiny-- 
will enhance a firm's liquidity position. The cash flow 
process, illustrated on the next page, is discussed further 
in the following sections on Purchasing and Inventory. 

(4) Enhance Capitalization 

Poor liquidity often goes hand in hand with 
weak capitalization in many small businesses. It is not 
uncommon for SSEs in developing countries to have debt-equity 
ratios of 2:l or greater. By contrast, other SSEs may have a 

lower debt-equity ratio than is necessary due to lack of cred- 
it opportunities, or due to the owner's aversion to the risk 
of borrowing (and eventually repaying) money to expand his or 
her business. In general, the client should prudently ac- 
quire debt, avoiding both of these extremes. 
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Figure 12 

THE CASH CYCLE FOR A SMALL-SCALE INDUSTRY 

Purchase Raw Materials 
(Account Payable) 

4n = Total days of cash cycle work in 

(5) Improve Earning Power 

Earning power summarizes many of the previous 
strategies in one concise concept: higher net profit margin, 
times a higher turnover of assets,yields a greater rate of 
return on assets. In mathematical terms this concept is: 

Net operating inccme = Net operating inccane x Sales 
Net operating assets Sales Net operating assets 

Earning power = Margin x Turnover 

This expresses a powerful idea in business 
management. Put another way, a maximum profit margin on 
every dollar sold,combined with maximum sales generated per 
every dollar invested,will yield the firm maximum return on 
its asset investment. This idea is a valuable one for the 
consultant to explain to small entrepreneurs, most of whom 
operate with only one half of the right side of the equation: 
i.e. high profit mark-up, but low sales volume. 

In pursuing the above strategies, the con- 
sultant should assist the client (upon request) with finan- 
cial analyses in making credit applications. However, the 
consultant should restrict his role to one of advisor and 
intermediary; it should be clear to both the client and the 
banker who is responsible for soliciting and paying the 
loan. 

Many SSEs are unable to obtain commercial or 
public sector credit. In such cases, loans from family 
members, cooperatives, or moneylenders may be the only option. 
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By making initial deposits in a cooperative or credit union, 
the small business person may eventually be able to borrow 
a multiple of his or her deposit with little red tape or 
elaborate restrictions on the use of the funds. 
high interest rates, 

Despite their 
moneylenders can also be a useful source 

of financing for small business. They often seek relatively 
long term investment opportunities where they can receive a 
steady monthly interest income. Their credit requirements 
are also usually much more informal than those of private or 
public sector banks. On the other hand, moneylenders may 
abuse their position to obtain gifts or discounts on merchan- 
dise from the owner (thus raising the real cost of the loan), 
or to learn the entrepreneur's business in order to set up a 
competing enterprise. Nonetheless, a reliable moneylender 
can be a good credit source if the borrowed funds are profit- 
ably invested by the owner. 

c. Marketing and Sales 

Marketing is that branch of business administra- 
tion which addresses customer demand. A firm's marketing 
strategy should help it better address the potential demand 
for its goods and services. The small business's marketing 
strategy should consist of five areas: market definition, 
market research, product development and pricing, packaging, 
and sales and advertising. 

(1) Market Definition 

The small business person should make a con- 
scious decision about which market(s) the firm addresses. 
Customer characteristics, competition, seasonality, and sus- 
ce?tibility to changes in general economic conditions are 
important factors in defining one's market. 
client, 

In assisting the 
the consultant should evaluate whether the firm is 

meeting a growing market, and occupying a niche in that 
market without serious competition. If not, the client should 
consider switching product lines. If the consultant recom- 
mends such action, he or she should do so as early in the 
consulting as possible and provide the client with financial 
projections and other analyses supporting the new product 
line. If the SSE is a manufacturing firm, it is normally 
best to recommend a product which can be made using as much 
of the firm's existing equipment and human resources as pos- 
sible. For example, a metal bicycle frame manufacturer can 
use similar equipment, skills, 
metal-frame furniture. 

and raw materials in producing 

Even if the small firm's existing products 
have a promising future in the marketplace, the consultant 
and client might decide that a slight change in market focus 
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could brighten prospects further. For example, a manufactur- 
ing firm might decide to sell only to wholesalers or direct- 
ly to the general public. A retailer might decide to depend 
on only a few large customers, or to diversify sales among a 
wider variety of smaller customers, perhaps offering special 
credit terms. 

(2) Market Research 

As the entrepreneur defines the firm's mar- 
ket, he or she should research customers' needs and desires 
and assess competing products and services offered by other 
firms in the market. For the small business person, a good 
way to initiate such research is to keep a card file on 
customers, noting their tastes, preferences, and reactions 
to the product. Industry publications (where they exist) 
will help him or her to keep pace with changes in the market.. 
And if the opportunity arises, the small entrepreneur should 
attend trade fairs in the field to keep abreast of new mar- 
keting trends. In addition, the owner or an observant em- 
ployee should periodically visit competing businesses in the 
community to compare their prices and products with those of 
the firm. 

(3) Product Development and Pricing 

A small manufacturer's product development 
and pricing strategy is an important step in assuring a 
product's niche in the marketplace. Quality control, and 
the ability and willingness to modify designs to meet new 
demands will help to sell more products. And proper pricing 
is essential to assuring a market and a healthy return for 
the firm's product. Four factors influence how an SSE sets 
prices: competition, demand, costs, and legal controls. The 
first two factors are usually familiar to the small business 
person. However, weak accounting records and a poor rela- 
tionship with local authorities may lead the owner to pass 
over the other two factors. 

In a retailing firm, accurate costs of prod- 
ucts are based on their purchase price; pricing can be ar- 
rived at simply by applying a margin large enough to cover 
administrative overhead and a profit factor as high as the 
competition allows. Manufacturing companies, however, find 
it more difficult to establish a product's cost, especially 
when inventory controls and accounting are lacking. A firm's 
pricing strategy can be further confused by the owner's pro- 
pensity to variably negotiate the sales price of many of his or 
her products. 
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While helping the client establish optimal 
pricing, the consultant should suggest that the client ex- 
plore varying price/volume relationships. Many small entre- 
preneurs prefer the security of a low volume/high mark-up 
market, rather than the greater risk and work, but greater 
profitability associated with a higher volume/lower mark-up 
market. The client should pilot test various prices for his 
or her products with customers to see which range yields 
the largest amount of sales and profits, taking into account 
the client's ability to expand. 

(4) Packaging 

Packaging may be important in marketing a 
firm's product,depending on the product and the market. In 
a small hardware store, for example, stock items such as 
nails or ball bearings, will likely be sold from collective 
containers and packaged in old newspapers. Economical prices, 
not sophisticated packaging, will sell more of these items. 
On the other hand, larger ticket items, such as tools and ap- 
pliances, ,should be packaged so as to enhance their appeal, 
highlight their uniqueness, and perhaps offer suggestions on 
their use. 

(5) Sales and Advertising 

A good sales operation is the final link in 
a sound marketing strategy. The owner may wish to hire sales 
people to increase the firm's turnover. However, many sales 
people may be motivated to bring in as many orders and commis- 
sions as possible, regardless of the customer's credit record 
or the production capacity of the firm. Except for distant 
clients who might best be handled by traveling sales people 
or established dealers, the owner is often wise to resist 
delegating all of the sales function to others. By retaininy 
a personal role in making sales, the small business person 
stays in tune with his or her customers and with the strate- 
gies of competing firms. Tasks such as accounting or plant 
management are probably better delegated to others before an 
entrepreneur relinquishes his daily contact with sales. 

A firm's advertising can range from a sign 
outside the building identifying the business, to labels on 
individual products, to,slide advertisements shown in local 
movie theaters. Some of the many alternative ways to adver- 
tise products are listed beiow: 

a Photographs of merchandise: A catalog with 
photographs of key products, including 
captions indicating dimensions and colors) 
will allow the owner to show and sell the 
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0 

l 

0 

l 

product to a customer without actually hav- 
ing it on hand. 

Advertisements in the media: Ads in the 
local press, on the radio, or printed on 
handbills (See Figure 13) can also bolster 
a firm's sales. Such advertising is most 
appropriate when a mass market exists for 
the company's good or service. 

Shop layout and display: Care in this area 
will impress the customer with the neat ap- 
pearance of the firm and can also be used 
to direct attention to certain products. 

Promotion of sales/specials: If a firm 
chooses to hold a sale of limited duration, 
it may want to use more attention- getting 
techniques to attract customers. These may 
include hiring promoters with loudspeakers 
or even using clowns with sandwich signs on 
stilts. 

Product quality and service: Good products 
and follow-up service to repair defects may 
be an SSE's best sales strategy. Unfortu- 
nately', many firms neglect this important 
marketing tool. 

d. Purchasing and Inventory 

al sales, 
Just as a marketing strategy should precede actu- 

so a purchasing strategy should come before actual 
buying of inputs. The isolation of SSEs in small communities 
in developing countries may force them to rely on a few sup- 
pliers. However, other firms may traditionally use certain 
suppliers and never actually calculate the costs and bene- 
fits of these relationships. Therefore, in evaluating or re- 
evaluating a purchasing strategy the consultant might con- 
sider the following: 

(1) Source of supply: Should the fir:> buy an 
input directly from the manufacturer or indirect: -I through a 
retail or wholesale outlet? 
large economies. 

Buying direct often occasions 
Moreover, should the company purchase from 

several sources of supply or only from a few principal 
sources? As another option, a small industry might consider 
manufacturing some of its inputs instead of purch*sing them 
ready-made from a supplier. A consultant will fr quently 
confront this situation and should be prepared to advise the 
owner on such make-or-buy decisions. 
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Figure 13 

EXAMPLE OF AN ADVERTISING HANDBILL5 

D,OS Y CROMADOS 
EXHIBICION: Martinez 211 telf. 823588 
PLANTA: km. 2 via Baiios telf. 825428 -Ambato 

SILLAS U1I 

Industtia Metalm 
latonado, cob 

ECUANICRO 
Ecuadorean Nickel and Chrome 
Store: Martinez 211, 
Plant: km. 

telephone 823588 
2 via Banes, Telephone 825428 - Ambato 

WE ATTEND ORDERS FROM THE PROVINCES WITH SPECIAL PRICES 

LIVING ROOM SETS BEDS CRIBS PALLETS 
MODULAR BOOKCASES T.V. TABLES 

GLASS DINING ROOM SETS 
NIGHT TABLES OFFICE SETS 

CHROME TUBES 
CHAIRS TABLES FOR SOUND SYSTEMS 

For the Metalmechanic Industry: 
nickel, chrome plating, etc. 

Zinc, bluing, tin, copper, 

'Sample handbill found in Ecuador. 
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One relatively simple.way is to calculate the 
yearly marginal savings (vs outside purchase) accruing to the 
firm by making the input, and divide this into the addition- 
al cost of equipment and machinery needed to produce it. 
This cal.culation will yield the number of years necessary for 
the firm to recoup its investment. The longer the investment 
recovery period, the relatively less attractive the decision 
to manufacture the input. 

a supplier, 
(3) Assessment of suppliers: Before buying from 
the entrepreneur should evaluate the following 

characteristics of the supplier: 

-- Quality of the product 

-- Timely delivery 

-- Honesty of claims for the product 

-- Acceptable total cost of the item (i.e. 
including the cost of the number of defective 
items and late delivery time) 

mm Technical services following an item's deliv- 
ery to guarantee satisfaction with the sup- 
plier's product. 

(4) Recordkeeping: The small business should 
keep a careful chronological record of all its purchases. 
Entries should note the date of purchase, item(s) bought, 
name of supplier, unit price, total price, and credit terms 
or other conditions (e.g. promised follow-up servicing of 
the item). The owner or employee should indicate in the 
record book which purchases have been ordered but not re- 
ceived, which have been received (and in what condition), 
and for which orders has the final invoice been received and 
transferred to the bookkeeper or cashier for payment. Good 
purchases recordkeeping, if performed by an employee other 
than the stock clerk,may also constitute a check on the 
stock clerk's accounting for inventory (see below). 

(5) Controls: If an employee does most of the 
company's purchasing, the owner-manager should exercise pro- 
per controls over his or her actions. A larger industry with 
a separate agent, accounting clerk, cashier, stock room clerk, 
receiver, and plant foreman might use the following system 
for controlling purchases (and inventory). 

0 Inventory (Kardex) Card: Keeps perpetual 
record of balance of merchandise in the stock 
room. After glancing at an item's stock 
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balance, the stock clerk or plant foreman * 
can then prepare a purchase requisition. 

Purchase requisition (two copies): One coply 
is kept on file in the stock room and the 
second copy is sent to the purchasing agent 
for action. 

Request for price quotations (two copies): 
Correspondence initiated by the purchasing 
agent with letters sent to each vendor and 
copies kept by the agent. 

Purchase order (at least four copies): This 
form, signed by the owner-manager, should 
authorize all purchases over a given purchase 
value. The purchasing agent should probably 
have the authority to sign purchase orders 
for routine purchases in small amounts. One 
copy of the purchase order is kept by the 
purchasing agent, one is sent to the vendor, 
one notifies the receiving department of what 
merchandise to expect, and one notifies the 
stock control department that the merchandise 
has been ordered. 

Receiving list or report (at least three co- 
pies): Once a shipment is received, a receiv- 
ing clerk should compare the quantity and 
quality of the merchandise received against 
the specifications inthe purchase order. If 
satisfactory, the clerk then sends one copy 
of the receiving list to the stock clerk, and 
one to the purchasing agent. 

Vendor's invoice (one copy): This is the 
final bill from the supplier. It first goes 
to the purchaser for approval on the type, 
quantity, and price of the merchandise, and 
then to the cashier for payment by check. 

Once an item is purchased, it enters the firm's 
inventory. As indicated above, the stock clerk should main- 
tain a perpetual inventory record so that the firm knows how 
much of a given item it has at any one time. The first step 
in organizing such a system is to clean the stock room, plac- 
ing all items in separate,labeled bins or shelves. Ideally, 
the clerk should release materials to workers over a locked 
counter. Items should not be released from the stock room 
unless the worker has a written authorization from the owner 
or plant foreman to show the stock clerk. When the item is 
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released from the stock room, the clerk then notes this on a 
perpetual inventory Kardex card. 

Each item should have its own Kardex card (actual 
size and format is shown in Figure 14). 
purchase and other data, 

Apart from date of 
the card essentially records receipt 

of merchandise into the stock room ("stock in" which should 
tally with the receiving list), its release from the stock 
room ("stock out"), and a running balance. The card can also 
contain controls as to the minimum or maximum amount of the 
item desired in stock. The minimum amount can serve as an 
automatic reorder identification for the stock clerk. Fur- 
thermore, the card can indicate the price of the item: how- 
ever, this complicates recordkeeping and a consistently ac- 
curate quantity check is easier to maintain. 

Figure 14 

SAMPLE KARDEX CARD 

Item 

Location 
i 

Unit ?linimum 

Reference 

Maximum 



- 118 - 

In manufacturing firms, inventory control is more 
complicated than for retail firms since there are three ca- 
tegories of stock: raw materials, 
finished products. 

work-in-process, and 
Stock records in small industries are 

also more vital since they can assign portions of lump costs 
such as overhead, labor time, or raw materials to individual 
product lines. Entries '#15, 43, 46 and 51 in the Selected 
Bibliography provide further information on cost accounting 
systems. 

Good inventory control in a small manufacturing 
firm seeks to prevent theft and waste of raw materials, in 
addition to providing cost information. Yet cost accounting 
systems are often very difficult for small businesses to ad- 
minister. For example, it is difficult for a small industry's 
stock clerk to know when to record movement from work in 
process to finished product, unless he or she is 
informed by the plant foreman. 

specially 
Special formulas for assign- 

ing overhead or labor time to 'ndividual products can also be 
complex. 
to steal, 

The stock clerk may take advantage of the position 

properly, 
or be resented by fellow workers for doing the job 
and eventually become ineffective. 

As a result, the consultant should carefully con- 
sider the complications of cost accounting systems before sug- 
gesting one to the entrepreneur. IS information produced by 
the systemmrth the time and expense of operating it? In some 
cases,a firm's inventory control needs can be met through 
much simpler procedures: 
raw materials withdrawn, 

workers can just sign receipts for 
and the owner or plant foreman can 

make periodic checks on how such material has been used; the 
entrepreneur can make use of gross margins to estimate prod- 
uct costs; and he can perform periodic physical inventories 
to help detect theft and waste of merchandise on manufactur- 
ing inputs. 

Periodic physical inventories can be used in 
place of perpetual systems, or they can be used as an occa- 
sional check on the accuracy of such systems. Such an in- 
ventory should take place before a new accounting system is 
installed, and regularly thereafter--at least once,and 
preferably twice,a year. The taking of physical inventory 
should coincide with a slack period of business activity, 
and the firm should be closed to the public in order to take 
inventory. The following steps are useful guidelines for 
the consultant to follow in taking physical inventories: 

-- Organize a team of employees to count inven- 
tory on pre-typed stock lists. 
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Tag all items counted to avoid double 
counting. 

If a manufacturing firm, include all unsold 
work in process and final products. 

After the physical count, an employee should 
apply costs to each stock item and calculate 
its total value. 

Inventory data should then be transferred to 
the firm's accounting records, and used to 
check the accuracy of a perpetual inventory 
system if the firm has one. 

Purchasing and inventory procedures constitute 
a key link between a small industry's production of a product 
and its later sale and shipment. All of these steps are 
often described in the context of a business's physical dis- 
tribution system. Apart from purchasing and stock practices, 
such a system will include storage and shipping. For example, 
certain products may require special storage conditions: 
proper temperature, spacing, or freedom from dampness. And 
depending on the country, shipping alternatives may range 
from sending products on beasts of burden to shipping them 
on trucks or busses. 

By better understanding 
cal distribution system, 

a small business's physi- 
the consultant can assist the owner 

in minimizing the space, time and money devoted to success- 
fully distributing a product. The interrelationship of the 
various elements in such a system is summarized in Figure 15. 

e. Personnel 

Personnel administration differs from culture to 
culture and the consultant will have to judge what kinds of 
management styles are acceptable in his or her country. 
Nonetheless, the small entrepreneur should address the fol- 
lowing key areas in personnel administration: hiring, firing 
and delegation of responsibility; compensation, training, 
and motivation; written employee records and company policies; 
and employee health and safety. By advising the owner in such 
areas, the consultant should help the entrepreneur overcome 
employee turnover and absenteeism, 
SSEs. 

a common problem in many 

(1) Hiring, Firing and Delegation 

One way to assure a stable and competent 
labor force is to select employees carefully. The small 
entrepreneur should first have a clear idea of the job for 



Figure THE DISTRIBUTION SYSTEM 

Reprinted with permission 
edited by Victor P. Buell 

from the Handbook of Modern Marketing 
and Carl Heyel, McGraw Hill Book Comp&y, 1970, pp. 4,-52. 
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which a worker is needed. A clear conception of the task 
will often help the owner define the corresponding skills 
and aptitudes required of the prospective employee. The 
owner should then locate possible candidates by way of per- 
sonal references, or perhaps by advertising in the local 
press. In selecting an employee from this pool, he or she 
might conduct a personal interview with the candidate, and 
perhaps test him or her at a given work task. It is also 
wise to obtain letters of reference from the worker's last 
place of employment, as well as reactions from other indi- 
viduals in the firm who would work with the new employee. 

The owner should make employees aware of 
production quality standards and rules concerning personal 
conduct while on the job. The owner-manager should also keep 
a written record of each employee's job performance. Such 
records will assist the entrepreneur in deciding whether to 
promote, or perhaps fire an employee. 
considering firing a workerl 

If an entrepreneur is 
he or she should talk to the 

employee and other workers concerning the employee's perform- 
ance before arriving at a decision. If the owner wishes to dis- 
miss the individual, he or she should personally inform the 
employee of the decision as soon as possible. Protracted 
delay and uncertainty over personnel problems will only harm 
both employer and employee. 

Delegation of responsibility can reduce em- 
ployee turnover by creating ladders of advancement within 
the firm. It should also help the entrepreneur make better 
use of his or her time in managing the business as a whole. 
The entrepreneur of a small factory, for example, can dele- 
gate supervision of workers at a given production station to 
a senior worker, can assign purchasing and production plan- 
ning to a plant foreman, and can turn over bookkeeping and 
secretarial duties to a clerk. However, given an SSE's 
small size, the amount of work in a specific area often does 
not warrant creation or delegation of a full-time work slot. 
Consequently, the entrepreneur will often have to delegate 
such work to a part-time employee, add to the responsibili- 
ties of an existing full-time employee, or retain the func- 
tions him or herself until expansion of the firm justifies 
creation of a full-time job slot. 

It is usually difficult for a small entre- 
preneur to delegate responsibility. He or she is proud of 
having the prominent position in the enterprise and often 
views delegation of detailed tasks as surrendering authori- 
ty. The owner may claim that no employee could be trusted 
to carry out such tasks without abusing that trust. Finally, 
delegation often requires a basic shift from a paternalistic 
to a more teamwork-type management style. Despite the 
challenges, delegation of responsibilities to workers and 
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managers is necessary for the small firm to increase its 
productivity. Moreover, the small business person does not 
have the time to perform all tasks equally well. And con- 
trary to common fears, it may be demonstrated that delegation 
would give the owner more, not less, control over the enter- 
prise and allow continued expansion of the firm. 

In delegating a task to an employee, the 
owner should take care that it is delegated precisely, and 
with adequate authority to carry it out. Once delegated, the 
entrepreneur should allow the employee to exercise the respon- 
sibility. If the employee does need discipline or instruc- 
tion, the owner should do this away from the other workers 
over whom the employee has delegated authority. 

(2) Compensation, Training and Motivation 

Workers must be paid adequately and regularly 
if they are to continue to work for the enterprise. If the 
business produces a quality product, an hourly wage is often 
more appropriate,whereas if the product is lower in quality, 
a piece-work rate might achieve greater production and great- 
er incentives to workers. For example, 
handcrafted copperware for export 

a producer of 

small volume of high-priced goods. 
will produce a relatively 
He or she is more inter- 

ested in the time and skill cf workers in producing quality 
products, and thus an hourly wage is indicated. However, a 
manufacturer of inexpensive wooden packing crates is far more 
interested in quantity than quality to make a profit. There- 
.fore,such a business person would be well advised to pay 
workers so much for every crate built, thus motivating them 
to maximize their production during a given work day. 

Market conditions or the law also often re- 
quire a number of fringe benefits for employees such as 
sQcia1 security, vacations, transport to and from work, and 
uniforms. Workers may also expect to be able to periodically 
borrow small amounts of money from the owner to meet personal 
expenses. 

effectively. 
Employees need training to perform a job 

properly, 
A worker must know how to operate a machine 

skills, 
a clerk needs to strengthen his or her accounting 

and a new plant foreman requires guidance in super- 
vising employees. The owner-manager should devote time to 
receiving and passing on such training--often a first step 
in delegating responsibility (discussed above). In other 
cases, government agencies or private commercial schools 
provide training outside the work-place. If such schooling 
takes place after working hours, the small business person 
should consider 'paying the employee's travel and tuition costs 
for the classes. 
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The entrepreneur will not retain loyal, hard- 
working employees just by paying and training them. He or 
she must also treat workers sensitively--in essence, striving 
to operate under the same principles the consultant uses in 
dealing with him or her. 

As noted earlier, adequate compensation and 
other benefits, relevant training, and sensitive supervision 
all enhance worker motivation. Other incentives might in- 
clude the following: 

Job enrichment. Varying employee's work 
routines, upgrading equipment, and ex- 
panding responsibilities can all increase 
job satisfaction. 

Group Activities. Production contests in 
the plant,or company picnics for employees 
and their families,can inspire a greater 
feeling of teamwork on the job. 

Employee merchandise discounts. Such 
discounts add to the employee's compen- 
sation and also make him or her more self- 
interested in producing a quality product. 

Awards. Employees might receive plaques, 
caps or badges (all bearing the company's 
logo) in recognition of superior perform- 
ance. 

Profit-sharing. The small entrepreneur 
might offer workers a share in increased 
profits as an incentive to expanding 
their production. Larger enterprises 
might also enable employees to buy com- 
pany stock at discount prices. 

(3) Written records and policies 

Written records-.-concerning delegated tasks, 
records of employment, and company procedures and policies-- 
are another element in good administration of personnel in 
the small business. The informality in small business often 
leads to confusion and conflict over what actions are allow- 
able. For example, can an employee leave work on his own 
to borrow a tool from the workshop next door to complete a 
job, or should he or she ask permission from the foreman or 
the owner-manager before doing so? Written company procedures 
and perhaps notices on a company bulletin board can make clear 
to workers their rights and responsibilities on the job. More- 
over, simple organization charts can guide the owner in divid- 
ing functions among employees. 
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(4) Employee health and safety -_-- 

Employee health and safety is a neglected 
area in many SSEs in developing countries. Yet improvements 
often cost very little and simply require a changed attitude 
toward health and safety by the entrepreneur and the labor 
force. Use of protective clothing, careful storage of tools, 
cleanliness of work stations, and proper ventilation in a 
small factory not only improve workers' welfare,but increase 
their productivity. Prudent practices concerning handling 
and storage of flammable or explosive materials will also 
benefit individual employees and the plant as a whole. 

f. Production 

The management consultant should attempt to learn 
as much as he or she can about the production side of those 
small businesses which are manufacturers. Selection and 
maintenance of equipment and materials, plant layout, quali- 
ty control, and manufacturing budgets are some areas where 
the consultant can apply both management skills and common 
sense in helping the owner-manager. 

When the plant closes for inventory, the con- 
sultant should suggest that the owner use the downtime to 
perform neglected maintenance such as repairing the building, 
painting the plant, or moving tools and equipment to improve 
work flow. The consultant should also assist in seeing that 
the raw materials and equipment are properly stored and 
protected. 

The consultant will probably not know enough 
about the industry to help th e o-wn.er with the application of 
technical criteria in selecting equipment or raw materials.6 
However, he or she should advise the owner to consider al- 
ternative inputs and equipment from other suppliers so as to 
get the best quality for the lowest price. The advisor 
should also ask the entrepreneur if adequate financing is 
available, especially for purchases of fixed assets. If an 
equipment purchase is considered, the consultant should ask 
the owner exactly how the new machine will fit into and help 
improve the production process. In addition, he or she 
should assist the owner in considering other options such as 

6 
As noted in Chapter Two, the consultant would ideally 
be able to draw on the advice of an industrial engi- 
neer or an experienced local craftsman in assisting the 
small business person. Such cooperation would broaden 
the impact of the consultancy on the firm, and help ad- 
dress the deficiency indicated above. 



-125- 

buying an older piece of equipment, hiring additional workers, 
or scheduling extra work shifts with the same number of em- 
ployees. 

A rudimentary floor plan can also help the con- 
sultant and client to better understand the production pro- 
cess and note areas for improvement. With such a plan they 
can readily identify areas for storage of raw materials and 
for stocking the final product ready for delivery so as to 
permit greater control and more efficient work flow. 
16 on the following pagct 

Figure 
provides a sample floor plan drawn 

for a cheesemaking plant in rural Ecuador. 

An owner-manager can also lay out his plant to 
permit closer supervision of employees and greater delegation 
of responsibility to managers. A metal furniture maker, for 
example, might profitably divide operations among one plant 
to assemble the metal frames, another to upholster them, and 
perhaps a third separate location to retail the final product. 
Such dispersion groups workers into smaller, more easily 
controllable units. Moreover, breaking the plant into three 
physically separate units provides openings for three dif- 
ferent managers. Different business locations allow these 
managers greater relative freedom in running their operations. 
Different locations also make it more difficult for any one 
manager to master all aspects of the owner's business and 
later quit to set up a competing firm. 

Quality control involves efficient production of 
a quality product,with a minimum number of rejects in the 
plant or returns by a customer. Efficient production implies 
the economical use of labor, time, and raw materials in 
producing the product. 
is made, 

By patiently observing how a product 

tions 
the consultant can often make common-sense sugges- 

for making the process more efficient. For example, do 
workers make many independent measures of materials instead 
of using patterns or models? Can the purchase of small power 
tools make workers more efficient, and thus enhance produc- 
tion? And how closely are workers supervised and products 
inspected, thereby strengthening quality control? By posing 
such questions, the consultant and the client can work to- 
gether to help improve the technical productivity of the 
business. If the consultant wishes to refine advice in this 
area, he or she can conduct time-motion studies of employee's 
work habits. Such studies can result in recommendations for 
more standardized operations by employees in order to improve 
their productivity. 

The consultant can also improve production by 
helping the owner to organize manufacturing budgets. Such 
budgets enable the entrepreneur to forecast his or her needs 
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for raw materials and labor to meet a given production tar- 
get. And if budgets allow the owner to meet the target, he 
or she can then assure customers of delivery times with 
greater confidence. The production budget estimates the 
number of units of each product which will be produced in 
the coming budget period, say one month. The budget should 
estimate the quantity of the finished good presently avail- 
able in inventory, plus the added production which will be 
necessary to both meet anticipated demand and to yield an ade- 
quate inventory at the end of the period. The production 
budget (expressed in units rather than money values) is based 
principally upon projected sales. In addition to sales, the 
budget must consider such factors as the production time (and 
equipment and labor skills) required to produce a unit of 
product, the storage facilities which are available, the 
"Cost" of unfilled or out-of-stock orders, and perhaps even 
the perishability of the product. Once assembled, the produc- 
tion budget may result in plans to acquire added productive 
capacity, or revising sales budgets to keep them in line 
with productive capabilities. 

A budget for costs of production is a neces- 
sary complement to the production budget. It contains esti- 
mates for raw materials, labor,and manufacturing overhead 
necessary to meet the targets in the production budget. Once 
compiled, the cost-of-production forecast will help measure 
the affordability of the production goal. Moreover, both 
budgets will provide valuable data in completing the company's 
projected cash budgets. 

g. Planning 

As Figure 7 at the beginning of this section 
indicated, planning should be the lens through which the 
small business person organizes all business activities. 
Chapter One noted the small entrepreneur's reluctance to 
plan. Yet planning is crucial in equipping the owner-manager 
to deal with an uncertain future, and in forcing him or her 
to evaluate current operations. In essence, planning en- 
courages the small business person not only to look to the 
future, but to design step-by-step strategies for achieving 
his or her objectives. 

In general, the consultant should work with the 
client in performing two different kinds of planning: stra- 
tegic and operational. In strategic planning,the client 
should take a long-term view of the firm; one or two years 
in advance is probably a reasonable period. He or she should 
ask him or herself how the firm's market may evolve over 
that period. What new equipment may be necessary? Where 
could financing be obtained to acquire such equipment? 
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And what major changes in personnel might occur over the 
next year? As with any planning exercise, the client should 
commit questions and answers to paper, perhaps discussing 
them with the consultant. 

Operational planning assists the owner-manager 
with the daily, weekly, or monthly running of the business. 
Perhaps the simplest form of such planning is for the entre- 
preneur to keep a pocket calendar in which he or she notes 
important delivery times, appointments, and other key dates. 
The owner might supplement this system by taking twenty 
minutes at the beginning of each workday to write down the 
day's projected activities on a sheet of paper. This exercise 
will help him or her to choose which tasks can be done today 
and which must be postponed until tomorrow. It will also 
compel the entrepreneur to sit down and prioritize the day's 
activities. 

Budgeting or quantitative forecasts are another 
means of planning a firm's operations. Previous sections 
have discussed cash, financial, and manufacturing budgets. 
Other areas of small business administration, -such as per- 
sonnel and purchasing, 
gets. 

can also be aided by the use of bud- 

In planning for the future, the small business 
person should also consider the need for insurance and invest- 
ments. Although insurance can cover a wide variety of needs, 
fire and automobile (if the entrepreneur owns one) insurance 
for the business,and life and health insurance for the owner- 
manager are essential. The consultant should encourage the 
client to review insurance needs and urge him or her to con- 
tact a local insurance agent. 

Given the shortage of capital common in many SSEs, 
the small business person may have difficulty in perceiving 
the need for depositing savings or making investments. How- 
ever, unless the business is failing, the entrepreneur should 
periodically deposit cash in a bank savings account. Such 
savings can accumulate cash which can be used for predictably 
large, one-time expenses such as payment of special salary 
increments and incentive bonuses to workers at the end of the 
year. They are also valuable in providing the firm with a 
cash reserve which can be drawn on in an emergency. 
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D. Work Related to Management Consulting 

The heart of any consulting program consists of manage- 
ment assistance to individual firms,and support to local 
institutions which can carry on SSE promotion activities af- 
ter a consultant's departure. Nonetheless, a consultant can 
also promote three types of community activities which might 
ideally complement the above two objectives: small business 
cooperatives, trade fairs, and external investment promotion, 
Since all of these actions require community support ta be 
effective, the consultant should carefully consider whether 
this will be forthcoming before encouraging such activities. 

1. Small Business Cooperatives 

By joining or creating cooperatives, small entre- 
preneurs can cooperate in purchasing raw materials, market- 
ing output, or, through a credit union, obtaining loans. Un- 
like sole proprietorships, the equity of cooperatives is held 
by many individuals and their activities are managed demo- 
cratically. Cooperatives also normally produce'goods and 
services only for their members, usually at low prices. 

Cooperatives vary widely in their degree of sophis- 
tication. For example, the informal "solidarity groups" of 
the Federation of Credit Agencies (FEDECREDITO) program in 
El Salvador are groups of five to ten entrepreneurs who 
guarantee each other's borrowing from the Federation. (See 
PISCES, Selected Bibliography #9.) On the other hand, some 
cooperatives may be large organizations offering a wide range 
of services to members and the general public. A good prac- 
tical manual on cooperative and credit union management is 
found in Peace Corps' Cooperatives resource packet. (Se- 
lected Bibliography #29,) 

Although a cooperative may appear to be an ideal 
solution to small entrepreneurs' problems, such an organiza- 
tion may be difficult to establish among competitive and in- 
dividualistic owner-managers. Government controls and shar- 
ing of equity also usually make a cooperative's bookkeeping 
more complex than for a sole proprietorship. In addition, 
the more comprehensive the services proposed for the cooper- 
ative, the more complex it may be to administer and finance 
it. As a result, it is often wise to initially restrict a 
new cooperative organization to a narrow service benefiting 
different and not directly competitive businesses. One 
example might be a purchasing coop to buy steel tubing for 
the many types of manufacturers that use this raw material. 

Generally, the consultant should gain experience 
consulting with small entrepreneurs individually prior to 
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assisting them in group enterprises. He or she might also 
consider the following questions before helping to create or 
strengthen a cooperative among small business people. 

b) 

b) 

(cl 

(d) 

k) 

Why a cooperative? 

Does the task require a formal, permanent co- 
operative organization? Some activities, such 
as purchase of a raw material in bulk,may re- 
quire more informal types of association. 

Would a cooperative venture be a good business 
*portunity? -. 

In addressing this question, the consultant 
should consider the same factors he or she would 
in evaluating a small enterprise opportunity: 
i.e. market, location, capital, personnel, and 
other factors. 

How will the cooperative be financed? 

Will member business people finance the venture 
with equity capital, or will external credit also 
be necessary? Arrangements must be made so the 
cooperative's financial affairs will be accurately 
and honestly accounted for. Measures should also 
b*2 taken to prevent decapitalization of the co- 
operative by members who insist on goods and 
services below cost. 

Where will the cooperative be located? 

It may be wise to locate the cooperative in its 
own, separate building. Though it may be cheaper 
to site it in an unused portion of one share- 
member's plant, such a location might inspire 
suspicions among the rest of the membership that 
the host is gaining favorable treatment. 

How will the cooperative be managed? 

Unlike a sole proprietorship, a cooperative has 
many owners. Its activities are directed by 
elected officers in accordance with written bylaws 
--all approved by the membership. Thus, the con- 
s;zltant should have a good appreciation for 
group dynamics. He or she should also assist 
the coop's officers in consciousness-raising ac- 
tivities designed to increase present and 
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prospective members' awareness of the meaning 
and purpose of a cooperative, still an unfamil- 
iar concept in many countries. 

2. Trade fairs 

If demand is a problem for SSEs, one way to increase 
it is to sponsor a trade fair with a focus on small-scale 
businesses in the region. Such an e;Jent would facilitate 
sales by bringing together many buyers and sellers in a com- 
mon location. Since attendance of prospective customers is 
crucial to a fair's success, it is best if the SSE trade 
fair occurs at the same place and time as another popular es- 
tablished fair or religious observance in the area (e.g. an 
agricultural fair). 

Organization of a trade fair is a major undertaking 
and requires a great deal of advance planning. Before or- 
ganizing a trade fair, the consultant and local sponsors 
should assure themselves that SSE exhibitors will have ade- 
quate stock on hand to meet a hopeful surge in demand. Loca- 
tion of banking facilities on the fairgrounds should also 
help finance these sales. 

The consultant might also consider the following 
points before organizing a trade fair: 

(a) Content and focus: Will the fair be local, na- 
tional, or international in scope? Will it host 
firms from one or several business sectors? Will 
it be linked to an agricultural or other fair 
which might draw wider crowds? Who will be at- 
tracted to the fair (customers, suppliers, bank- 
ers, tourists, government officials)? 

b) Location and support facilities: If the communi- 
ty has existing fairqrounds, this would be the 
best site. If-not, - a public park or vacant lot 
might do. In any event,public utility hookups 
will probably be necessary to service refresh- 
ment concessions, exhibitors' stands, and per- 
haps a first aid station. Once the general lo- 
cation is determined, the organizers should plot 
the arrangement of the exhibits, walkways, and 
other facilities to encourage a steady flow of 
visitors around the grounds. 

(c) Financing and organizing: A steering committee 
should be established to carry out the various 
tasks associated with the fair. The committee 
might collect funds to finance advertising, to 
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contract entertainment and to partially subsidize 
the cost of exhibit-stand rental to small entre- 
preneurs. The organizers might also charge the 
public a modest admission fee to the fairgrounds 
to help cover these costs. 

(d) Publicity: The fair's sponsors could print hand- 
bills and programs,or purchase local press and 
radio advertising (where available) to publicize 
the event. Local or national dignitaries might 
also be invited to help inaugurate or conclude the 
fair. 

3. External Investment Promotion 

The consultantcan also complement his or her SSE manage- 
ment assistance by mobilizing local investment resources for 
small business. Private commercial banks, local landowners, 
or government agencies may all possess resources which could 
be productively lent or invested to SSEs. However, often a 
Third World community's local resources are limited, as are 
its reserves of technical and managerial talent. 
lYt 

Consequent- 
external investment by business outside the community 

might help address these constraints and promote a develop- 
ment climate in which existing small firms should also pros- 
per. 

If the community is receptive to outside investors, 
then it should organize a campaign in which the following 
questions are addressed: 

(a) What kinds of businesses are the focus of the 
campaign? Should companies be national, foreign, 
or restricted to a given type of trade or indus- 
try? 

(b) Who will conduct the campaign? Which members of 
the community will support it, especially after 
the departure of the consultant? 

(c) How will external investment be attracted? A 
variety of means are available, including dis- 
tribution of promotional brochures, inviting and 
escorting investors during visits to the communi- 
ty, and organizing exhibits or presentations at 
national trade fairs. 

(d) Who will follow up investors' interest in establish- 
ing operations in the community? Once the letters 
are mailed, the fair is over, and the visiting 
investor is seen off, persistent follow-up is 
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needed to close the sale to potentially interest- 
ed companies. Such follow-up will consist of 
letter-writing, telephone, calls, and perhaps a 
local citizen's traveling to personally convince 
undecided investors. Individuals in the communi- 
ty should be prepared to commit themselves to the 
time and expense of such follow-up even before 
an investment campaign gets under way. 

(e) How will the investment campaign be evaluated? 
The community should decide on quantifiable tar- 
gets by which the campaign will be evaluated 
(e.g. amount of outside money invested, number 
of new jobs generated), and then apply them. 
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CHAPTER IV 

CONCLUSION 

This manual has addressed three basic areas: the prob- 
lems of SSEs and'their role in Third World development, var- 
ious kinds of management consulting programs which might ad- 
dress such problems, and specific tools and techniques which 
the management consultant can employ in assisting the small 
entrepreneurs. The reader should also refer to Appendices 
I and II for aids in consulting and teaching small entrepre- 
neurs, and to Appendix III for guides to various other pub- 
lications and information sources on small-scale enterprise. 

Although this manual offers much material of interest to 
SSE programmers, its primary audience consists of management 
consultants in the field. The text and appendices of this 
book should prove a useful general guide to the consultant. 
He or she, in turn, should feel free to change or expand 
upon these guidelines in adapting them to the needs and 
realities of a particular country. 

In summary, the job of the management consultant to small- 
scale enterprise can be divided into four roles: 
ex+ert, 

observer, 
teacher and catalyst. Although no consultant will 

possess all of these qualities, he or she should consider 
them as worthwhile goals. 

First, the consultant is an observer--of individual peo- 
ple and of the community as a whole.where he or she works. 
The advisor will likely differ from the client entrepreneur 
in cultural background, education and age. By being a pa- 
tient listener and observer, the consultant will learn much 
in overcoming these obstacles to better understanding the 
entrepreneur. A key first step in transferring knowledge 
to others is to appreciate the wisdom and knowledge which 
others already possess. 

Second, the consultant is an expert. He or she should 
possess academic training plus some experience in business 
administration (especially accounting, planning and general 
organizational skills). The advisor should also havea sound 
grasp of human relations. Skills in persuasion and group 
dynamics will help the consultant to better "sell" his or 
her advice to the client. The entrepreneur may also wish to 
directly emulate such skills in improving his or her own 
sales or personnel management abilities. 



- 136 - 

Third, the successful management consultant is a capable 
teacher. With the patience of the observer and the knowledge 
of the expert, as a teacher the advisor can also transfer new 
ideas. He or she should be able to translate abstractions 
such as liquidity and rate of return to practical concepts 
for the small business person. And in teaching groups, the 
consultant should be able to deal with audiences including 
not only owner-managers, but small business employees, ac- 
countants, lawyers, bankers, and other professionals. 

Fourth and finally, the consultant is a catalyst. He or 
she is a self-starter ready and willing to motivate others. 
Though aware of small business clients' economic and cultural 
constraints, the advisor will advocate change when aFpropri- 
ate. He or she will also expand the consultant's role beyond 
assisting individual small enterprises. By helping with com- 
munity activities such as cooperatives, trade fairs or ex- 
ternal investment promotion,and by strengthening local SSE 
assistance institutions, the consultant will lay the basis 
for continuing efforts by the community to assist small-scale 
enterprise. 
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APPENDIX I 

Exhibit A 

SAMPLE TABLE OF CONTENTS FOR A SEMINAR 

FOR SMALL ENTPEPRENEURS 

(Drawn from a seminar given by the author 
to small entrepreneurs in Tulub, Colombia) 

I. General Information about the Seminar 

A. 

B. 

C. 

D. 

E. 

F. 

The seminar forms part of the "How to Develop Your 
Enterprise" Program of the Chamber of Commerce of 
Tulu%, and the Foundation for Industrial Development 
of the Cauca Valley (Colombia). 

Total length of the seminar: 19 hours (9 classes of 
two hours each, the last "class" being graduation). 

Time: August 8 through August 28, 1978 (three nights 
a week, from 7:30 until 9:30 pm). 

Value of matriculation in the seminar: c01.$330.00 
(USS9.00) per person. We cordially invite two peo- 
ple from each firm to attend--if you wish, one 
might be the owner-manager, and the other might be 
that person charged with bookkeeping or other admin- 
istrative tasks in the company, 

Seminar Presentation: The instructor will make ex- 
tensive use of posters and photocopies to facili- 
tate a clear and practical presentation of material. 
Participation of class members in discussions will 
also aid in the learning process. There is no need 
to take many notes; nor will the classes require ex- 
tensive homework or examinations. Furthermore, it 
is not necessary that seminar participants have pre- 
vious knowledge of accounting. Refreshments will 
be made available to class participants during a ten 
minute rest period in the middle of each class. 

No participating firm in the seminar is under any 
obligation to later request the management consult- 
ing. At the conclusion of the seminar, those firms 
interested in receiving consulting assistance should 
fill out a brief application form. Three firms will 
then be selected for an intensive consulting period 
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of three months at a cost of C01.$1,200,00 (US$30.00) 
per firm. All monies collected by the Program are 
reserved exclusively to defray the operating expenses 
of the Program. 

G. Seminar Director: Gary L. Vaughan, Economist, US 
Peace Corps Volunteer. 

II. Seminar Contents 

A . First Class - Tuesday, August 8, 1978: 
BASES ON WHICH TO EVALUATE THE ADMINISTRATION OF 
SMALL AND MEDIUM-SIZED INDUSTRY IN COLOMBIA 

1. Introduction: Background on the seminar/consult- 
ing program in Tulud - "How to Develop Your En- 
terprise." 

2. Discussion of the general situation of small and 
medium-sized industry in Colombia today. 

3. The small or medium-sized entrepreneur as a 
"jack-of-all-trades" with respect to the manage- 
ment of the business. 

4. Discussion of internal and external factors 
which favor success of the enterprise. 

B. Second Class - Wednesday, August 9, 1978: 
BASIC CONTROLS IN BUSINESS MANAGEMENT 

1. Discussion of Case #l: "The Cachaco Tailor Shop." 

2. The concept of control. 

3. Examples of some practical controls. 

4. Detailed presentation of three common controls: 
daily cash reconciliation, monthly bank state- 
ment reconciliations, and inventory control. 

C. Third Class - Friday, August 11, 1978: 
BEGINNING ACCOUNTING PRINCIPLES 

1. What is accounting? Why is it useful? 
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2. Explanation of financial statements--the balance 
sheet and income statement. 

3. Class exercise: Case of Juan Gomez, the Taxi 
Driver, to see how, in practice, various trans- 
actions affect the balance sheet. 

D. Fourth Class - Wednesday, August 16, 1978: 
REVIEW OF ACCOUNTING AND BASIC PRINCIPLES OF FINANCE 

1. Review of the Balance Sheet and Income State- 
ment-- concept of "cost of goods sold" and its 
relation to inventory of raw materials--review 
of important accounts. 

2. Practical Aspects of Financial Analysis: finan- 
cial ratios of liquidity, indebtedness and 
profitability: analysis of fixed and variable 
costs; setting a price for your product--use of 
practical cost studies; the problem of working 
capital --its definition, management and financ- 
ing. 

E. Fifth Class - Friday, August 18, 1978: 
DISCUSSION OF FINANCIAL CASES 

1. Review of Basic Principles of Finance. 

2. Discussion of two cases with the class: "Con- 
fianza Industries" and the "Bonanza Workshop". 

4 Analysis of common problems presented in these 
two cases. 

F. Sixth Class - Monday, August 21, 1978: 
PLANNING 

1. Concept of Planning and its Advantages. 

2. Why people do not plan. 

3. Concrete examples of practical planning tech- 
niques for the small industrial enterprise: 
e.g. cash budgets. 
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G. Seventh Class - Wednesday, August 23, 1978: 
PRACTICAL ACCOUNTING SYSTEMS FOR SMALL AND MEDIUM- 
SIZED INDUSTRY 

1. Characteristics of any good Accounting System. 

2. Explanation of the books and general system 
used under the Peace Corps MICRON method for 
small and medium-sized industry. 

3. Final questions concerning material presented 
in the seminar. 

4. Distribution of consulting application forms to 
interested firms. 

5. Distribution of seminar evaluation forms to the 
participants. 

H. Eighth Class - Friday, August 25, 1978: 

1. Special presentation by a Guest Speaker 

2. Period for questions after the presentation. 

I. Ninth Class - Monday, August 28, 1978: 
GRADUATION 

1. Closing ceremonies for the seminar at the Cham- 
ber of Commerce; closing remarks by Alonso Lo- 
zano Guerrero, Secretary of the Chamber of Com- 
merce of Tulu6. 

2. Presentation of Diplomas to the Participants. 
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4. Pasteuriracih 5. Enfriamiento 
(Pastetiization) (chilling) 

65%. 

7. Coagulacidn 
(Coagulation) 

Corte 
(Cutting) 

Agregar 2.1/Z grs. decuajo c/150 litros 

3. Anhlisis 

(add 2.5 grams of-whey to150 liters) (cutter) (beater) 

This exhibit illustrates how simple drawings .- - 
tica~audience. 

canbeusedtoexplain concepts toarelativelyunsophis- 
The drawings on this and the follming page are reprinted with permission fran Jo& 

Dubach's booklet El ABC para la Quesersa Iiuralmdelm Ecua&, pp. 24-25 (Selected Bibliography #22). The 
pictures graphically depict the series of steps involved in making cheese in a 600-liter-capacity plant 
in a rural area in Ecuador. 

6. 

(mturation) 
1% 
fe on) 

OC. 

9. 

(Analysis) pp 

Batido 
(Beating) 

Lira 
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ESQUEMA DE LA TRANSFORMACION DE LECHE EN QUESQ 

IO. Desuerado 
mlmvalofwhey) 

11. Adicidn de agua 

43. Mofdeo 

16. Maduracidn 17. Despacho 
(Selling) 

12. Batido 

15. Salmuera 
&akin~ in l3rine) 

(Preservation/Storage) 

18. Conservacich / 

Conservacidn: temperatura de 4O - 10” C. 

Dlspendio: 2 horas a la temperatura del ambiente para’ 
obtener el rwixirno desarrollo del sabor. 

Preservaticm: temperature between 4°-100C. 
Storage: 2 hours at rccm temperature ti 
obtain maximum developwnt of flavor. 
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ILLUSTRATIVE CASE MATERIALS WHICH THE CONSULTANT 

CAN USE IN SEMINAR PRESENTATIONS FOR SMALL ENTREPRENEURS 

(Drawn from a seminar given by the author to small 
entrepreneurs in Tulub, Colombia) 

Case 1. The Cachaco Tailor Shop 1 

Mr. Miguel Caballero is the owner-manager of a small 
tailor shop with 12 employees, 11 women and cne man: the 
shop mainly produces men's shirts. 
Enrique, 

The one male employee, 
is 20 years old and has been working in the shop 

for two months. He happens to be the best worker, in the 
opinion of Mr. Caballero, 
other employee. 

and he sews more shirts than any 
Of the 11 female workers, three are between 

16 and ,18 years old, and the other 8 women are between 25 
and 35 years of age. Their length of service with the firm 
ranges frcm one to ten months. The owner's wife, Dofia Mar- 
ta, keeps the company's books and supervises the workers in 
the absence of Mr. Caballero. 

Twice a week or so, Mr. Caballero has to leave the shop 
in order to purchase special materials available only in the 
city of Cali. He also travels to collect on accounts with 
retail clients in Tulud and the nearby town of Buga. He 
sells most of his shirts to these retail shops on a whole- 
sale basis. 
the 

When Don Miguel leaves the shop, Dofia Marta has 
following problems. Although Enrique is a very produc- 

tive worker, he is a bit of a flirt. 
the owner is away, 

And especially when 

male co-workers. 
he likes to tell jokes and tease his fe- 

Although this teasing does notaffect En- 
rique's productivity, 
the women in the 

it really destroys the efficiency of 
shop-- so much so that one day one of the 

younger girls sews a shirt with three sleeves. 

1 
This case is fictitious and does not represent a real 
small business in Tulub. However, some of the char- 
acteristics of this theoretical firm are common to 

many small businesses in Tulu6. 
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Apart from the problem with Enrique, the shop has a 
lot of employee turnover. Consequently, there is a need to 
constantly train new women how to use the sewing machines, 
how to follow patterns, and how to work smoothly with their 
co-workers. This training process takes about three to five 
days (depending on the trainee) for the workers to attain 
at least an average level of production. Another problem 
concerns the need for supervision of employees in Mr.'Caba- 
llero's absence. The workers lack guidance on questions of 
measurements, cuts, color selection, etc.--questions which 
only Don Miguel is capable of answering. 

Sefiora Caballero has complained to her husband almost 
daily.about these problems for some time. Since the situa- 
tion involves a delicate issue of personnel, Don Miguel has 
put off any decision. Finally, in desperation, he runs into 
you on the street (you are a close friend of Don Miguel) and 
begs your advice. He asks you how he could solve these pro- 
blems at his shop, and in so doing bring back harmony both 
to his work.and his marriage. How would you advise Seiior 
Caballero?' 

Before you answer, consider the following issues: 

1. 

2. 

3. 

4. 

5. 

What further information not given in the case do 
you need in order to better advise Sr. Caballero? 

Is Don Miguel's problem with Enrique, or is it 
with the female employees? What alternatives are 
open to Don Miguel? What is the best alternative? 

How would you deal with the problem of worker turn- 
over? 

How would you remedy Doi?a Marta's lack of techni- 
cal ability in supervising the workers in her 
husband's absence? 

What are the possible solutions for the problems 
cited above? Is there a general change in per- 
sonnel management of the shop which might solve 
all these problems at once? Which of the above 
problems are difficult to solve given the nature 
of the environment here in Tulug? 
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Note to the Instructor 

This case is typical since it illustrates the partici- 
pation of family members in running a business, and how such 
participation may lead to personnel problems. It is a use- 
ful teaching aid since it places the student in a familiar 
role-- that of the owner-manager-- in trying to advise Don Mi- 
guel on how to address his problem. 

The first question is one that Don Miguel's friend 
might well ask him: 
on the problem? 

What other information can you give me 
Insufficient information is also a typical 

situation with many small entrepreneurs-.-one which they may 
not realize until they have to analyze a case like the pre- 
sent. Such a question might a&so be a good way to start 
the group talking without pressing them for specific answers. 
Then again, it may stifle any discussion. In writing this 
case or any other, the instructor should be careful to in- 
clude all essential data needed for its solution, and leave 
out only a few details to whet the students' curiosity. In 
responding to the first question, 
following information: 

students might request the 
What is the cost of training new em- 

ployees (in salaries for days not worked, and in Don Miguel's 
time in training them); and how does this compare quantita- 
tively with Enrique's greater productivity? 

The second question tries to focus the class on the 
problem and its cause. The cause of the problem here is not 
all that clear: Is it Enrique, the owner's wife, or the fe- 
male employees? Or is it Don Miguel himself and his trips 
away from the business? Nor are alternative solutions clear- 
cut. Should the owner fire Enrique, let some of the women 
(30, or start new personnel management policies? 

In responding to the problem of worker turnover (ques- 
tion 3), the student might suggest higher salaries to retain 
employees, more mechanization to decrease reliance on them 
(a popular measure with small entrepreneurs if they have the 
money), or more informed supervision by Dona Marta which 
leads us to question 4. The final question in the case tries 
to hint at an optimal solution. It also relates the case 
directly to similar situations in the local community, hope- 
fully after such similarities have been mentioned in the 
class discussion. 
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Case 2. Industrias La Confianza2 

"Industrias La Confianza" 
duces plastic bags in Tulud. 

is a small factory which pro- 
The firm has been operating 

for the past five years under the direction of its owner and 
manager, Carlos Cumplido. The company's ten employees manu- 
facture the bags and sell them to a variety of retailers, 
small clothing manufacturers, and other businesses in the 
city. The credit terms for Mr. Cumplido's small business 
are normally thirty days for credit purchases, and sixty 
days for credit sales. In the past, the owner's problem has 
not been demand, but rather lack of raw material (polyethy- 
lene sheets) for the *factory. This scarcity has largely been 
due to controls on the importation of unprocessed plastic 
from overseas, and on insufficient production of this raw 
material in Colombia. 

Don Carlos has two bank accounts--one with the Bank of 
Tulu%,'and the other with the Industrial Bank. Both accounts 
have a similar average amount of deposits and movement. Two 
or three times a month, however, Sefior Cumplido draws a check 
with insufficient funds on one or both of his accounts, and 
the check is then returned to him (together with an angry 
call from the "paid" supplier!). This situation often comes 
about because the owner had been counting on depositing a 
post-dated check (when due) which he had received from a cus- 
tomer. However, many times these post-dated checks "bounce", 
and may consequently throw Sefior Cumplido's account into the 
red. 

Don Carlos rents the building in which the business 
operates. However, he owns a new Japanese motorcycle (val- 
ued by him at $ 50,000 pesos) and shares ownership of a 
small farm near Tulu% with his brother (he calculates his 
share at roughly $ 100,000 pcsx). 

2 This case is fictitious and does not rexesent a real 
small business in Tulud. However, A some of the char- 
acteristics of this theoretical firm are common to 
many small businesses in Tulus. 
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After examining his financial statements (which were 
prepared by his wife and reviewed by his accountant) for the 
last year (see attached), SeFior Cumplido believes that the 
business is doing well. Consequently, 
a bank loan of $160,000 

he decides to request 
peso s to purchase a new machine 

(with a purchase price of $60,000) and additional stock of 
raw material (priced by a supplier at $100,000) in order to 
increase his production. 

You recently arrived from Bogotd as the new manager of 
the Industrial Bank branch in Tulub. Just last week, Mr. 
Cumplido dropped by your office and spoke briefly about his 
enterprise and about his interest in obtaining a three-year 
loan at 18 percent interest. As a banker, your principal 
concerns are the safety and profitability of your loans. 
The home office of the bank currently has a lot of extra mon- 
ey to lend and it is pressuring branch offices to make as 
many loans as possible. The only information which you have 
concerning Senior Cumplido's plastic bag factory is what has 
been presented in this case. 

Would you give a loan to Senior Cumplido or not? If 
your answer is yes, how much, under what conditions, and 
why? And if not, why not? Before answering these questions, 
consider 

1. 

the following points: 

What other information would you like to have con- 
cerning Senior Cumplido's business and his request 
for financing? 

2. 

3. 

4. 

How much in additional sales could the loan gener- 
ate for the entrepreneur's business? How much in 
extra profits? 

Which positive and negative factors might affect 
your decision on whether or not to approve the 
loan? what business practices should be correct- 
ed by Don Carlos before he receives any credit? 

Review the financial statements of "Industrias 
La Confianzaw (refer.to the figures on the fol- 
lowing page). What is the financial condition 
of the company with respect to liquidity, indebted- 
ness and profitability? 
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INDUSTRIAS LA CONFIANZA 

(Balance Sheet of December 31, 1978) 

Assets Liabilities 

CashandBankAccount $ 50,000 Accounts Payable $ 200,000 

Accounts Receivable 150,000 Short-TermLoans 300,000 

Inventory 100,000 Current Liabilities 500,000 

Current Assets 300,000 Iong-Term Loans 200,000 

Fixed Assets 

Total Assets 

500,000 Total Liabilities 700,000 

$800,000 Capital 100,000 

Total Capital and 
Liabilities $800,000 

INDUSTRIAS LA CONFIANZA 

(Profit and Loss Statement for the twelve 
months from January 1, 1978 to December 31, 1978) 

Net Sales 

Raw Material Consumed 
(Cost of Goods Sold) 

Gross Profit 

Wages and Salaries 

Owner's Withdrawal 

Other Expenses 

Net Profit 

$ 1,200,000 

720,000 

480,000 

150,000 

120,000 

150,000 

$ ---50L000 ----em--- 
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Note to the Instructor 

This case is very different from the previous one. It 
places the small entrepreneur in an unaccustomed role--that 
of a banker examining the application of a small entrepreneur 
(like him or herself) for a loan. The questions the banker 
asks in the case are also similar to those the consultant 
might pose in assisting an SSE under the program. The case 
is also more advanced than the Cachaco case because it uses 
financial statements. However, few accounts are included 
in the statements, 
rounded off. 

and all numbers have been conveniently 
Nonetheless, this is a challenging exercise 

which should be tackled only by local accountants or by en- 
trepreneurs who have recently completed a basic accounting 
ccurse. 

What other information would the participant like to 
have concerning the case? If he or she considers potential 
loan collateral, the student should question how Don Carlos 
arrived at the valuation of his motorcycle and his propor- 
tional ownership in the family farm. He might also wonder 
how accurate the owner's statements are (have Don Carlos and 
his accountant "cooked the books" for tax purposes as do so 
many small entrepreneurs?). 

The second question invites basic analysis of the fi- 
nancial statements in estimating a possible sales and profit 
increase if the loan is granted. If the student assumes 
that the inventory balance is representative for the year, 
inventory turnover would be 7.2 times, or once every 50 days. 
Consequently, an added $100,000 could conceivably double net 
sales (.if the rate of turnover remains the same), and double 
net profits (if profit margins remain the same). 
ing the "ifs"Iof course, 

Emphasiz- 
should be a key point in any ana- 

lytical discussion of the case. 

The third question asks what positive or negative fac- 
tors should be considered before approving a loan'to Don 
Carlos. Also, what business practices should be changed? 
On the positive side, Don Carlos is making a profit and 
selling to a growing market. On the negative side, he bounces 
checks at the banker's bank, he withdraws a lot of money 
from the business (almost as much as the paychecks of all 
his employees), and he has unfavorable terms of trade with 
suppliers and customers. Turning to his financial statements 
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(question 41, Don Carlos also has a negative working capital 
position (- $200,000), a very high debt/equity ratio (7:1), 
and a net profit margin (5%) which may be low relative to 
that of other manufacturers. 
of Don Carlos' motorcycle, 

However, a liberal valuation 
his share in the farm, and the 

inventory which he will acquire with the loan might provide 
him with adequate collateral for the financing. 

The facts of the case may thus persuade some students 
to grant the loan and others to deny it. 
discussion, 

During the case 
the instructor might find it useful to play the 

role of devil's advocate --one he or she will also tend to 
play in many SSE consultancies. 
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SAMPLE HANDOUT WHICH CAN BE USED DURING A 

SEMINAR FOR SMALL ENTREPRENEURS 

The Calculation and Significance of 
Cost of Goods Sold and Inventory 

The profit and loss statement consists of various stan- 
dard blocks of income and expenses. The block or section of 
income which is most important is that of the net sales of 
the company's products. Likewise, the most important block 
of costs is directly related to cost of those goods sold-- 
and hence its name, "cost of goods sold". In a small manu- 
facturing firm, most of this cost consists of the value of 
raw materials. 

We must calculate indirectly the value of cost of goods 
sold. A business's sales are calculated almost automatically 
since we simply sum up the sales prices for the day as indi- 
cated on the accumulated sales slips or on the cash register 
tape. By contrast, the cost of those goods sold is not nor- 
mally recorded as each good is sold (it is often difficult 
enough for the sales clerk to remember or record prices, let 
alone the different costs of each item sold). 
not have "perpetual" or "Kardex" 

Many firms do 
inventory systems which re- 

cord the movement of raw materials in and out of the business 
every day. Therefore, such firms must indirectly calculate 
the value of cost of goods sold by taking physical inven- 
tories. As we shall see below, the ideas of cost of goods 
sold and inventory are related ones. 

The following example assumes (as do many practical 
accounting systems) that cost of goods sold is equal to the 
amount of raw material invested in them (for purposes of ' 
simplicity we are not assigning other costs such as over- 
head). Based on this assumption, the calculation of costs 
of goods sold for a given period would be calculated as 
follows: 
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Initial Inventory: 

(Of raw materials in the three 
stages of production: raw materials, 
work in process, 
ducts; 

and finished pro- 
inventory is determined by a 

physical counting and valuing of a 
firm's goods on a given day) $ 2,400 

Plus: 

Purchases of raw material during 
the period 35,100 

Subtotal: 

Less: 

Raw material available for sale 37,500 

Final inventory at the end of the 
period (based on the physical in- 
ventory of raw material, work in 
process, and finished prcducts, 
and carried out at the end of the 
period) 2,500 

Total: 

Cost of goods sold for the period s g,oao 

We might note here that even with a perpetual inventory 
system (or "Kardex"), there is a need for a physical inven- 
tory at least once a year to check on the proper functioning 
of the system. 

The above example shows the complementary and inter- 
dependent nature of the concepts of cost of goods sold and 
inventory. Apart from waste or theft, what is not sold 
should remain in inventory-- and what does not remain in in- 
ventory must have been sold. As we will discuss later, there 
is a problem in estimating the value of inventory and the 
cost of goods sold due to changes in prices over time (they 
usually go up!) Consequently, if we badly estimate the value 
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of inventory, then we will damage our calculation of cost of 
goods sold for the period. A poor estimation of cost of goods 
sold also means that we overvalue or undervalue gross profit. 

The problem in figuring out the cost of goods sold comes 
when various identical items were purchased on different dates 
and at different prices. When these items are sold, what 
prices do we use as the cost of goods sold? Since the items 
are all identical, how do we know which item(s) sold was pur- 
chased earlier at the cheaper price? 
address these problems: 

The example below helps 

Example: Let's assume that during the past year three 
units of the same raw material "X" were available to be pro- 
cessed and sold from the factory. 
after taking a physical inventory, 

And at the end of the year, 

unit remained in the stockroom. 
we find out that only one 

During this period we also 
kept a record of our purchases of item X: 

Number of 
Date of Purchase Transaction Units Cost of Units 

January 1 Initial 
Inventory 

1 $ 9 

March 4 Purchase 1 13 

May 9 

Total 

Purchase 

Average Cost per Unit $ 12 

During this period, we used or consumed two units in 
manufacturing our products, leaving one unit of raw material 
X in the final inventory. However, since all the X items 
were identical, we have no idea which items were sold and 
which has remained. Therefore, we have to adopt a consist- 
ent method in order to determine which cost from this flow 
of costs we will use in assigning a value to inventory, and 
likewise to cost of goods sold for item X. The value of our 
inventory of raw material X at the end of the period could 
be $9, $13, $14.... or the average of $12: How do we decide 
on a value? One method is to use the average cost method, 
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totaling the purchase prices of a given item and dividing 
them by the number of items purchased over a certain period. 
The cost of final inventory using this approach would be $12. 
Another method is last-in-first-out or LIFO which is calcu- 
lated just as its name indicates: we assume that the last 
item purchased is the first item sold. Consequently, the 
cost of the first item(s) purchased is assigned to the in- 
ventory. Applied to our problem, this formula gives us $9 
as the value of final inventory of raw material X. 

LIFO often understates earnings in the face of 'infla- 
tion, and goes against the normal purchase-sales flow (that 
is, we generally expect that items purchased first will be 
sold first, and not the other way around). The first-in- 
first-out method, or FIFO, is yet another way to value inven- 
tory and cost of goods sold. It, too, means just what it 
says: the item first in, 
out or sold. 

or purchased,is assumed to be first 
As a result, the last purchased item remains 

in inventory. In an inflationary situation this valuation 
method may overstate earnings; however, it does conform to 
the normal flow of purchases and sales. Using this method, 
the value of end inventory in our example would be $14. 

Note to the Instructor 

This handout may be used as an aid in explaining the 
concepts of inventory and cost of goods sold. It also might 
be more appropriate for larger enterprises (or accountants 
who work with them) since the time and effort required for 
consistent inventory valuation may be unrealistic for the 
small entrepreneur. Obtaining any kind of realistic state- 
ments at all, let alone fine-tuning them with inventory 
valuation methods, is often the best a consultant can hope 
for with many SSEs. 
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SAMPLE HOMEWORK PROBLEM WHICH CAN TEST SSE SEMINAR 

PARTICIPANTS' KNOWLEDGE OF ACCOUNTING CONTROLS 

Example 3: The Y Company has come to you with the following 
problem. 

It has three clerical employees who must perform the 
following functions: 

a. 

b. 

C. 

d. 

e. 

f. 

g- 

h. 

Maintain general ledger 

Maintain accounts-payable ledger 

Maintain accounts-receivable ledger 

Prepare checks for signature 

Maintain disbursements journal 

Issue credits on returns and allowances 

Reconcile the bank account 

Handle and deposit cash receipts 

Assuming that there is no problem as to the ability of 
any of the employees, the company requests that you assign 
the functions above to the three employees in such a manner 
as to achieve the highest degree of internal control. It may 
be assumed that these employees will perform no other account- 
ing functions than the ones listed and that any accounting 
functions not listed will be performed by persons other than 
these three employees. 

1. State how you would distribute the functions among 
the three employees. Assume that, with the excep- 
tion of the nominal jobs of the bank reconcilia- 
tion and the issuance of credits on returns and 
allowances, all functions require an equal amount 
of time. 

3 Material from "Uniform CPA Examination Questions and 
Unofficial Answers", copyrighted 1977 by the American 
Institute of Certified Public Accountants, Inc., is 
adapted with permission. 
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2. List four possible unsatisfactory combinations of 
the listed functions. Try to answer the questions 
before consulting the following solution. 

The major feature of the suggested division of duties is 
the separation of powers so that one individual does not have 
sole control over all recordkeeping 
for any single transaction. 

and physical handling 
Not only does this limit the 

chances for fraud, but more importantly, it provides for auto- 
matic checks on efficiency and accuracy. 

Source: Charles Horngren's Cost Accounting, h Managerial 
Emphasis, page 672 (see entry #46 in the Selected Eiblio- 
graphy). Reprinted with permission of the American 
Institute of Certified Public Accountants. 

Note to the Instructor: 

This internal controls problem is relati-iely advanced 
and is also appropriate only for those entrepreneurs with an 
accounting background. 
homework, 

While brief enough to be assigned as 
it could also be used for class discussion. 

Like many problems or exercises drawn from textbooks, 
it may be overly theoretical for a pragmatic audience of small 
entrepreneurs. However, the problem may be useful in launch- 
ing a general discussion not only of accounting controls, but 
of other small business controls such as building security 
and delegation of authority to employees. The answers to the 
problem are indicated below: 

SOLUTION 1. Assignment of functions: 

Employee No. 1: 

a. Maintain general ledger 

b. Reconcile bank account 

C. Issue credits on returns and allowances 

Employee No. 2: 

a. Prepare checks for signature 
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b. Handle and deposit cash receipts 

C. Maintain disbursements journal 

Employee No. 3: 

a. Maintain accounts-payable ledger 

b. Maintain accounts-receivable ledger 

2. Undesirable combinations are as follows: 

a. 

b. 

C. 

* d. 

e. 

f. 

Cash receipts and accounts receivable 

Cash receipts and credits on returns and 
allowances 

Cash disbursements and accounts payable 

Cash receipts and bank reconciliation 

General ledger and cash receipts 

Accounts receivable and credits on returns 
and allowances. 
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ILLUSTRATIVE EXAMINATION TO TEST SSE SEMINAR 

PARTICIPANTS' KNOWLEDGE OF BASIC ACCOUNTING ENTRIES 

(Drawn from a seminar given by the author to small 
entrepreneurs in Tulu.5, Colombia) 

Indicate the impact of each of the following transac- 
tions on assets, liabilities and capital of a small business 
bY use of the following signs: 

Transactions 

a. Lottery winnings are invested 
in a new piece of equipment 

b. 

C. 

A partner buys share capital 

Purchase of machinery on 
credit 

d. 

e. 

f. 

g- 

A bank loan is received 

Repayment of the loan 

Payment of workers' salaries 

Rental payments accrued (al- 
though the cash payment is 
not made until the end of 
the month) 

h. A credit sale 

7 . The firm's product is bar- 
tered to a supplier for some 
raw material 

Increase + 

Decrease 

Remains the same o 

Asset Liability Capital 
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j- 

k. 

1. 

m, 

Transactions Asset Liability Capital 

Payment of taxes incurred 
during last year's tax year 

Amount of depreciation on 
fixed assets for the month 

Half the firm's equipment 
is destroyed by fire 

A trade debtor goes bank- 
rupt 

Review of the Basic Sections of the Balance Sheet 

In the Balance Sheet, an Asset is anything of value in 
the firm--for example, cash and bank accounts, accounts 
receivable, inventory, prepaid expenses, and "fixed assets" 
(that is, land, buildings, office equipment, machinery, ve- 
hicles). 

A Debt or Liability indicates what is owed--for example, 
bank loans, accounts payable, accrued expenses (e.g. sala- 
ries, utility bills, rent). 

Capital quantifies the value of the owner's investment 
in the business. This section of the Balance Sheet is nor- 
mally subdivided into two parts: the original and subsequent 
investments of the owner and any partners ("paid-in capital") 
and the earnings accumulated by the business over the years 
("retained earnings"). The Profit and Loss Statement will 
affect Capital positively if there is a profit, and nega- 
tively if there is a loss. 

Always remember the following formula: 

ASSETS = DZBT + CAPITAL 
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Note to the Instructor: 

This examination tests participants' understanding of 
the concept of double-entry bookkeeping. Questions may be 
made easier or more difficult (in this example, questions 
gr L and j are relatively more difficult). The test also 
includes a capsule definition of the balance sheet and its 
principal accounts as a reminder to the student. 

Such a test not only reviews a student's accounting 
knowledge, but also provides a convenient way to introduce 
other important topics to class discussion. Questions b, 
1, and m, for example, illustrate the value of partners to a 
business (they bring in new capital), the prudence of insur- 
ance (a fire would otherwise wipe out property assets), and 
the utility of stringent credit policies (a debtor's bank- 
ruptcy otherwise liquidates the assets of accounts receiv- 
able). 

SOURCE: Based on material by Dr. Jose Manuel Arenas, INCOLDA, 
Cali, Colombia. 
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PRE-SCREENING INSTRUMENT FOR SELECTING TARGET FIRW 

(Drawn from the author's work with SSEs in Tulus, Colombia) 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

Name and age of the owner. 

Name of the firm. 

Specific products and services offered by the firm in 
order of importance. 

Date of the founding of the business (or years of ex- 
perience in the current business if the present owner 
bought the firm from a previous owner). 

Does the owner have other businesses? How many and in 
which lines of activity? 

Is the owner-manager satisfied with his or her accounting 
system or other records which assist in the administra- 
tion of the business? 

Is there a secretary or a family member who has the time 
and interest to do bookkeeping? Is he or she doing it 
now? Part-time or full-time? 

Does the firm have an accountant? 

Has the firm received consulting assistance in the past, 
whether visits by private consultants, accountants, or 
government extension agents? 

Has the firm, now or in the ;qast, borrowed money from 
banks or finance companies? 

Does the owner-manager own the plant or rent it? 

The program cannot provide or guarantee access to credit. 
However, if at the end of the consulting assistance a 
credit may be feasible, for what end would the owner use 
such a credit? 

purchase raw materials 

test new products 
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purchase machinery 

purchase vehicles or build a new plant 

increase labor force 

other (specify 1 

13. If the owner were to receive consulting assistance under 
the program, toward which administrative areas would he 
or she target such assistance? What results would the 
owner expect from the consulting assistance? 
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SAMPLE LETTER OF.INTENT 

A letter of intent is a form which the consultant can 
use to clarify the purpose and scope of the consultancy to 
the smallentrepreneur. Unlike a contract, which is a legally 
binding document signed by both consultant and client, the 
letter of intent is a less formal document which can be is- 
sued unilaterally by the consultant and his sponsoring orga- 
nization. An example of a letter of intent, drawn from the 
author's work with small businesses in Tulu%, Colombia, is 
given below. 

The present document evidences a consultinq service to 
be offered-the business of (name of company - which 
starts formally on (date) and will last urEi1 

(date) including a preliminary period of "DluGnoSiSn 
or a free initial examination of the firm in order to orient 
and lay the foundations for the future course of the consult- 
ing. This Diagnosis extends from (date) to (date) . 
All of these activities fall under the program "How to Devel- 
op Your Enterprise", sponsored by the Chamber of Commerce of 
Tulud and the Foundation for Industrial Development of the 
Cauca Valley. If at the end of the Diagnosis the Consultant 
or the Owner is unsatisfied with the progress of the consult- 
ing , the latter may be terminated at once without prejudice 
or cost to the Ownerr the Consultant, or the Program. 

The consulting will be provided by (name) I 
(profession) of (sponsoring 0rganiza:ion) 

during this period for a cost of $ which will 
be paid by check to the Chamber of Commerce of Tulu% on 

-(date)- . This money will be allocated exclusively for 
expenses related to the Program "How to Develop Your Enter- 
prise" and will not form a part of the personal income of 
the Consultant. The Enterprise should pay separately any cost 
of accounting books, records, or other materials and equipment 
needed by the firm as a consequence of the consulting. 

The general objectives of the consulting include: im- 
prove the profitability of the Enterprise, enhance its cash 
flow, and support the general administration of the Enter- 
prise, with attention to other aspects such as marketing, 
management, etc. The content and exact course of the con- 
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sulting will be determined jointly between the Consultant 
and Owner or Principal Partner of the Enterprise. In order 
that the Consultant advise the firm in an efficient and pro- 
ductive manner, it is necessary that he or she have access 
to all documentation and records of the firm, relying also 
on the cooperation of the Owner for the provision of that 
information required by the Consultant. It should be abso- 
lutely clear that all information provided to the Consultant 
is completely confidential. 

i 

The consulting assistance will be offered to three (3) 
enterprises simultaneously, with each one being visited ap- 
proximately two (2) times per week. At the end of the con- 
sulting period, a confidential financial evaluation will be 
made of each Enterprise, with recommendations for its future 
administration-- recommendations which the Owner is completely 
free to accept 0~ reject. Each firm is also requested to 
complete an evaluation of the consultancy at the end of the 
consulting period. 

.The following certifies that the Enterprise (.name 
of the business) was duly selected for the consulting pro- 
gram through its previous participation in the Seminar "Basic 
Norms for the Organization of Small and Medium Industry." 

(signature) (signature) 

Alonso Lozano Guerrero Gary L. Vaughan 
Executive Secretary Consultant 
Chamber of Commerce of Tulua Peace Corps Volunteer 

(date) (date) 
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ACCOUNTING INTERVIEW 

QUESTIONNAIRE 

(This questionnaire, drawn from the MICRON account- 
ing manual, can assist the consultant in assembling 
the information necessary to install an accounting 

system in a small business.) 

Company Owner 

Address Telephone 

1. 

2. 

3. 

How did you start your business? 
a. How many years ago? 
b. What previous experience had you had? 
c. With how much capital did you begin? 
d. What factors have had positive and negative effects 

upon your business? 

Accounting 
a. Have you paid an accountant in the past? How much? 
b. What books, files, or account lists do you use? 
c. What paper work do you use (-receipts, vouchers, etc.)? 
d. Do you save receipts, vouchers, orders, etc? 

I am interested in knowing the financial state and busi- 
ness policies of your company to have an idea of its con- 
dition and manner of doing business. 

a. Where do you have your bank account? More than one? 
-How much money is in the account at this moment? 
-Have you borrowed money from this bank? 

b. Is there a petty cash system? 
-Who controls it? 
-How much cash is kept on hand? 
-Do you use personal cash for expenses? 

C. Is there a savings account? Where? 
-How much do you have saved? 
-Do you take funds out of the account? Why? 
-Amount of annual interest? 
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d. Clients-Receivables 
-How many firm clients do you have? 
-Where are they located? 
-Who pays transportation costs? 
-Credit terms? 
-What percentage of sales are credit sales? 
-Discounts? 
-Payment period? 
-How does this compare to the industry? 
-Do you receive post-dated checks? 

-Wait till due-date? 
-Pay supplier? 
-Sell them to broker? Rate of commission? 

-Do you receive orders? 
-Is money advanced? 
-What percentage? 
-Are orders met on time? 

-Are there sporadic clients? 
-All locals or from farther away also? 
-Orders? 
-Post-dated checks? 

-1s there production without firm orders? 
-Why? 
-What percentage? 

-Are the orders in small or large quantities? 
-Do you have salesmen? 

-Commission policy? 
-Base wage? 
-Travel expenses? 
-Percentage of all sales due to salesmen? 

e. Do you loan money to friends? 
-How much? 
-For how long? 
-At what interest rate? 

f. How many employees are there? 
-'When are they paid? 
-What social benefits do they receive? 
-1s there much turnover? 
-More than one shift? 
-What are their hours? Overtime? 
-Paid by the hour or contract? 
-Do you loan them money? 

-Often? 
-Are these loans reduced from their salary? 
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4. Do you have investments? 
-Stocks, bonds, certificates, etc? 
-Parts of other business? 

h. Fixed Assets 
-What machines are there? Value? 
-Plant 

-Mortgage ? Monthly payment? 
-Rented or loaned? Monthly payment? 

-Do you have a house, car, farm, motorbike, etc? 

i. Suppliers 
-Have you firm suppliers? How many? 
-Where? 
-Who pays transportation? 
-Credit terms? Limit? 
-Do you pay them with post-dated checks? 
-Are there sporadic suppliers? 

-Can you obtain credit? 
-What percentage of purchases? 

-What materials do you purchase? % of total? 
-Which are scarce? 
-Which have risen dramatically in purchase cost? 

j- Do you have bank loans? More than one? 
-Name of Bank 
-Amount? 

k. Other financial obligations? 
--Finance Zompanies? Amount? Term? 
-Private loan? Amount? Term? 

1. Are there reserves to pay social benefits? 
-How much do you owe your workers? 

m. Sales 
-Which months have more sales? 
-The least sales? 
-Your monthly average? 
-Can you immediately increase your selling price 
to meet rises in purchasing costs? 
-Why not? 

n . Personal expenses? 
-Do you have a salary? 
-How much do you spend per week? Month? 
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0. Are there income or expenses outside of your normal 
business? 
-What kind? 
-How much per month? 

SOURCE: Peace Corps’ MICRON, Accounti.rg for the Micro 
Business: A Teaching Manual, Aid #I.1 - 1.3 
(see entry $31 in the Selected Bibliography). 
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. HOW TO BUILD AN EFFECTIVE CONSULTING 

RELATIONSHIP BY BECOMING A BETTER LISTENER 

Reception techniques at the "beginning' stage 

Reception techniques involve listening and observing, 
which have to do with receptivity and assimilation. They 
might be thought of as "passive" exercises, but this would be 
entirely wrong, since full concentration is called for, and 
expected, during this crucial stage. Most people can absorb 
four times more information than can be delivered verbally; 
thus there is the ever-present danger of distraction. 

Measures to facilitate information gathering include: 

0 soliciting permission to write down important 
facts (especially figures); 

l using the pregnant pause, i.e. when the speaker 
stops talking, don't hurry to speak yourself, but 
look as if expecting further information--when it 
comes it may be most revealing; 

0 encourage elaboration of points by asking "any- 
thing else?" or "yes, go on please"; 

a ask for examples to illustrate generalities that 
are offered; 

0 try not to be involved in speculation, or answer- 
ing questions in the fact-finding stage; advise 
that you will certainly give your opinion at a 
later stage,but that you would first prefer to 
hear all other impressions; 

0 if necessary answer a question with a question, 
e.g. to a question put to you, reply with "why 
do you ask that?" or "behind all good questions 
usually lies an answer-- I would like to know“your 
answer to your own question". 

Because so much time is involved in listening and 
observing and the consultant may be impatient to proceed as 
rapidly as possible, it is quite possible that bad habits 
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will develop. Some elementary precautions that might be 
taken to prevent this are indicated in the table below: 

PRECAUTIONS TO FACILITATE THE LISTENING PROCESS 

Bad habits Possible remedies 

Becoming distracted Try to analyse individual state- 
ments and evaluate them (award 
theoretical marks, e.g. 7 out 
of 10) 

Taking too many notes Select key points and write digest- 
style telegram notes 

Making snap decisions Record pertinent data 

Draw your conclusions after the 
meeting or interview 

Lack of concentration Try to anticipate the next idea, 
sentence or phrase 

Selective listening Look for new or hidden meanings 

Interrupting the speaker Wait until there is a natural 
break in the delivery 

Source: Management Consulting: A Guide to the Profession, 
1980, p. 357. Copyright 1976, 1977, 1978, 1980, 
International Labor Organization, Geneva. Reprinted 
with permission. 
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A REVIEW OF SELECTED SSE MANAGEMENT 

ASSISTANCE FY?GRAMS 

1. Malcolm Harper's Methodology for Assisting Micro 
Businesses 

a. Background: 
#Tsdiate Technology 'of 

Malcolm Harper? a consultant for Inter- 
London and an associate of the Cranfield 

S&o01 of Management in Britain, collaborated with Partner- 
ship for Productivity's small enterprise program in Kenya 
starting in 1970. PfP is a Quaker-sponsored,non-profit foun- 
dation based in Washington, D.C., and has played a leading 
role in developing technical assistance programs for very 
small, often rural firms in the Third World. 
work of PfP, Harper, 

By 1974,the 
and local institutions in Kenya had pro- 

vided the basis for the model elaborated beiDw; the approach 
was subsequently tested in countries outside Africa such as 
Sri L?nka, Indonesia, and Brazil. 

b. General Program Methodology: The program emphasizes 
comprehensive rather than selective consulting assistance 
within the SSE sector. It focuses primarily on small vil- 
lage shopkeepers in the poorest developing countries or in 
poor I isolated areas of wealthier middle-income countries, 
such as Brazil's northeast. The program's aim is to offer 
basic management advice to small enterprises with a view 
toward self-help and an increase in profits and employment. 
The approach relies on numerous, 
often with little education, 

locally based rural people, 
who act as intermediaries be- 

tween professional business specialists and entrepreneurs by 
providing practical, field extension services. 

In Kenya the consultants themselves were often high 
school drop-outs who were recruiteil to work with small busi- 
nesses in their own regions. 
funds for consultants' 

The FJ'~:JZ cam allocated limited 

in 1976). 
salaries (apI.-&xirrately US$lQO/month 

C. Program Content: Program administrators initially 
screen small groups of young people in local communities for 
consulting work. After asking for written applications from 
those interested in being trained to work as consultants, 
the administrators give a brief "consultancy aptitude test!' 
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(consisting of a few simple arithmetic problems) and a short 
personal interview to each applicant. This process yields a 
selected group invited to live at a training center (ideally 
rurally based) for a three-week program designed to train 
the recruits for small business consultancy. The training 
is outlined in detail in Malcolm Harper's manual; it consists 
of 40 percent lectures, 35 percent exercises, 20 percent 
field trips and assignments, and five percent tests. The 
training seeks to graduate 20 consultants from each course. 

tants 
The program emphasize;; close supervision of consul- 

by supervisors. The consultants work on a continuincj 
basis with a variety of clients, with a goal of 30 clients 
assisted per consultant per year. Both supervisors and the 
program director (both at a higher level of education and 
experience than the young consultants) are expected to main- 
tain their own SSE clients. Such extension work enables 
them to keep in more realistic &ouch with their subordinates, 
as well as to provide assistance to larger SSEs whose needs 
outstrip the lower-level skills of the field consultants. 

d. Observations on the Program: The Harper model is an 
imaginative one and seeks to meet the management assistance 
needs of unskilled, labor-intensive SSEs from an abundant 
pool of unemployed young people. Its comprehensive and non- 
selective approach to small rural firms is very different from 
the selective management consulting strategies proposed by 
Staley and Morse in the 1960s 1 or from the selective, tar- 
get firm approach discussed in (his manual. Nonetheless, 
Harper's approach and the target firm model may well co;nple- 
ment each other in a country with diverse regional and pro- 
gram needs. 

The Harper methodology possesses a number of advantages. 
It offers numerous, low-cost consultants who can meet the 
needs of widely scattered rural SSEs. The program also pro- 
vides mass training of both consultants and small entrepre- 
neurs in countries where skills of both types are in short 
supply. A possible weakness of Harper's approach is that it 
attempts to aid all entrepreneurs regardless of their 

'See entry #6 in the Selected Bibliography for further 
details. 
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motivation or success potential, 
tne benefit of the doubt. 

opting to give all clients 
The approach also relies on young, 

unskilled consultants who will inevitably nake mistakes. No 
matter how small or "simple" a business, its affairs aye or"- 
ten quite complex, and key decisions such as switching prod- 
uct lines often require experienced advice. 
reach a relatively large number of firms 

The program does 
per low unit of 

consultant input (700 businesses were covered by 20 consul- 
tants in PfP's program !n Kenya in 1976). 
firms' 

However, given the 
small size, their scattered location, and the neces- 

sarily cursory nature of the consulting offered, the impact 
of such assistance on national 
limited. 

economic development may be 
Moreover, this program places a heavy emphasis on re- 

tail as opposed to industrial consulting (perhaps becauge. 
retail firms are less complex for the young, inexperienced 
consultant), and there is little integration between the 
management consulting program and the credit availabilities 
;f yriv*-+ IQLe or government banks. Finally, the Harper model 
appears to overburden the work of supervisors by adding the 
requirement that they have their own clients. 

2. Partnership for Productivity and the Government of Libe- 
ria: The Yekepa Model2 

a. Background: This project took place in the unusual 
environment of Yekepa, a small iron-ore mining town located 
close to the Liberian-Guinean border. 
has been dominated by LAMCO, 

The town's economy 
a large Swedish-American mining 

consortium with Liberian government participation. Over the 
years, the company built up an extensive economic and social 
infrastructure in the town. By 1969, however, company of- 
ficials foresaw an end to intensive mining in 20 - 25 years 
and a consequent need to assist Yekepa's more than 20,000 
inhabitants in the transition to a non-iron ore-based economy. 

'More detail is available on the Partnership for Pro- 
ductivity study, Realizing the Development-Opportunity 
Created by an Iron Ore Mining Concession in Liberia,: 
The Yekepa Model, 1978. 
#lOd 

(See Selected Bibliography 
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In 1969 and 1970,the company began to divest itself of its 
activities in housing, transport, and electrical contracting 
by turning them over to local Liberian entrepreneurs. These 
transfers, however, were largely unsuccessful. The towns- 
people had little experience in managing businesses, and a 
"company town" mentality prevented them from viewing the 
firms as their own investments. Consequently, in 1974 LAMCO 
sought out a development organization to take over its falter- 
ing effort to redirect Yekepa's economy for the future. 

b. General Program Methodology: PfP negotiated an agree- 
ment with LAMCO and the Liberian government for a comprehen- 
sive development program. Specific goals included a target 
number of self-sustaining local enterprises, jobs, and new 
investment generated over a three-year period. The program's 
goals were challenging, especially in view of the lack of 
infrastructure and entrepreneurial skills in the area and the 
limited local resources apart from mining. 

In general, PfP's small business promotion efforts 
were oriented toward firms in Yekepa which: 

- used 10~21 raw materials. 

- produced needed products or services, or substi- 
tuted for imported goods. 

- were well suited to available local land and 
building sites. 

- were labor rather than capital intensive. 

- did not require unobtainable technical and 
managerial skills. 

- could survive after depletion of the iron ore. 

- had a reasonable chance of success. 

Although management consulting played a key role in 
the Yekepa program, the program hardly confined itself to an 
SSE consulting effort. Rather, it fostered an integrated ap- 
proach to small business promotion which included technical 
and managerial consulting, credit, industrial estates, and 
sector surveys. Thus,small business promotion was but part 
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of a general regional development program, including commu- 
nity development, agricultural research and extension, and 
large-scale industrial projects. 

C. Program Content: During its first three years, the 
program drew on six foreign staff (three PfP technicians and 
three Peace Corps Volunteers) and six Liberian professionals 
and extension agents. Program funding came from PfP, the 
Government of Liberia, and private international sources; 
LAMCO provided technical help, equipment loans, and donations 
of machinery and facilities. Program funding for the first 
three years from all sources totaled US$860,000. 

'PfP's general philosophy in Liberia was to spend time 
establishing projects and actually tackling problems rather 
than on long, drawn-out feasibility studies. In the small 
business. area,the program offered individual management con- 
sulting, nightly management seminary, and in some cases, 
provision of buildings or equipment for a variety of commer- 
cial and industrial enterprises, including a large transport 
company, a one-man electrical contractor, restaJrant3, a 
theatre, a supermarket, a sawmill, a brick-maker, and a 
bakery. The program also promoted a variety of agricultural 
enterprises (including poultry farms and a piggery) and com- 
munity projects such as a YMCA-sponsored handicraft center 
for women of the community. 

d. Observations on the Program: PfP's report on the 
Yekepa project is instructive as an anthology of case his- 
tories of the trials and tribulations of small business as- 
sistance. Its description of the practical problems of con- 
sulting-- mismanagement, financial overextension, theft, and 
even drunken accountants--is a f;i.,iliar story. On the other 
hand, some of the program's su~:~~sses with novice small en- 
trepreneurs are encouraging. For example, one ex-LAMCO elec- 

1 trician successfully started a small electrical contracting 
business. By the end of its first year, the business em- 
ployed the owner and five employees and had won a number of 
contracts. The success of the firm was due to the combina- 
tion of a feasibility study performed by PfP, a loan of 
vehicles and communications equipment from LAMCO, and the 
owner's personal management of and investment in the enter- 
prise i In another case, PfP provided an advisor to strength- 
en an existing furniture-making enterprise by supervising 
work fiow and the maintenance of machinery and tools. PfP 
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also loaned the business USS15,OOO to help pay for more ex- 
perienced Liberian managerial talent. As a consequence, the 
firm expinded its employment from five to 30 workers and 
profits rose dramatically. Despite the firm's success, a 
role was seen for the foreign woodworking advisor for an ad- 
ditional one to two years before Liberians could assume total 
management of the business. 

The needs of Yekepa seemed to logically invite the 
kind of integrated development strategy sponsored by PfP. 
Similarly, the problems of the many new enterprises seemed 
to draw the program's external consultants deeper and deeper 
into all phases of the firms' operations. fit times, consul- 
tants even assumed direct managerial roles instead of concen- 
trating on training Liberians to fill such positions. It is 
easy to criticize this situation, but over-involvement by 
the consultant is often hard to resist when confronted with 
the array of problems faced by the small business--especial- 
ly in Yekepa where assistance dealt primarily with new en- 
trepreneurs and enterprises. While perhaps the program at- 
tempted too much too fast, the Yekepa model is to be commend- 
ed i'~,r its bold, hands-on attack on the prob.lems. 

.\ 
J. The Small Enterprise Development Progrsln of the Fundacidn 

Carvajal and ACCION International/AITEC in Cali, Colombia --___- ---- 

a. Program Methodology and Content: Since 1977 the Fun- 
dacidn Carvajal, a charitable foundation, and ACCION Inter- 
national/AITEC, a private voluntary organization based in 
Cambridge, Massachusetts, have cooperated in organizing the 
Small Enterprise Development Program (DESAP) in the large 
city of Cali, Colombia. AITEC provides technical assistance 
to the DESAP program. The program offers an interesting link- 
age between a nonprofit, management assistance agency (DESAP) 
and local private banks in providing small entrepr'enuers- with 
consulting assistance, training, and credit. 

The program involves three basic steps: a business 
census to pre-select interested SSEs, an analysis of the 
selected businesses' profitability, 
credit request 

and assistance with a 
to a private bank for those firms which have 

shown themselves to be profitable. 
monthly sales of up to ~~$5,500, 

Only businesses with net 
net equity of less than 

US$20,000, no more than ten employees, and at least one and 
a half years of existence qualify for assistance under the 
program. 
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DESAP itself has twelve professional and technical 
staff, one AITEC resident advisor funded by Private Agencies 
Collaborating Together (PACT, a U.S.-based donor agency), 
one secretary, and one messenger,and operates on an annual 
budget of about USS70,OOO (mostly for staff salaries). The 
program's three technical departments-- 
Financial Analysis, 

Selection and Training, 
and Projects and Follow-Up--carry out a 

tightly zganized program which reaches a wide number of 
clients with an economical use of staff time. In any given 
month, approximately 240 firms are surveyed to assess their 
general interest in DESAP. The more motivated and experienced 
firms are then given a detailed interview by one of the Selec- 
tion and Training Department's promoters. If the interview 
is successful, the promoter.then enrolls the client in DESAP 
classroom instruction in appropriate accounting systems. There 
are then two or more visits of a technician from the Financial 
Analysis Department to check on implementation of the account- 
ing system the entrepreneur has adopted for his or her busi- 
ness. Of the roughly 240 firms surveyed each month, about 
18 eventually became eligible for credit. Firms are not re- 
commended for credit by the Financial Analysis Department un- 
trl they have upgraded their profitability and recordkeeping 
through attendance at DESAP-sponsored courses on administra- 
tion, planning, projects (i.e. preparation of credit appli- 
cation), and costs --each course averaging ten hours each. 

The entire program is run on a partially reimbursable 
basis. For example, installation of an accounting system 
(two visits by a consultant) costs USS3.20, class instructors 
charge one dollar per student per hour, and two percent of 
every loan obtained with the help of DESAP is paid to the 
program. Since credit is obtained from private banks, credit 
terms are fairly strict, and require either a mortgage, ac- 
ceptable collateral, or a reputable guarantor. From the 
program's inception in March 1977, to June 1980, DESAP sur- 
veyed 2,700 SSEs in Cali, of which 109 or 4 percent actually 
received credit (loans averaged US$1,300 per borrower). 
Evaluations of the firms receiving credit show that employ- 
ment increased by 30 percent, sales improved by 107 percent, 
and the loan default rate was only 0.36 percent. 

Since June 1980, the AITEC Resident Advisor has moved 
to Bogotd where he is providing assistance to similar micro- 
enterprise efforts in Bucaramanga, Medellin and Bogots. DESAP 
is also drawing down on a $500,000 Interamer,ican Development 
Bank loan and with these funds should grant close to 200 new 
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loans a year. So far, the same impressive increases in 
employment, sales and the same low default rate have been 
maintained. DESAP is also being called upon to provide 
technical assistance to other microenterprise efforts. 

b. Observations on the Program: DESAP is certainly an 
interesting model for a combined program of credit and man- 
agement assistance to SSEs. Its focus on firms seems to 
fall in the middle between Harper's micro-businesses and the 
target firms discussed earlier.The quantitative indicators 
of rhe program's results also appear to make it a success- 
ful effort. Furthermore, the division of management assis- 
tance and credit between DESAP and private banks seems to 
bolster clients' confidence in the consulting and makes them 
take their responsibility for paying loans more seriously. 
Finally, many of the program's consulting forms, accounting 
systems, and teaching techniques should be useful in any SSE 
consulting program. Further information is contained in the 
manual jointly produced by Fundacien Carvajal and AITEC en- 
titled Descripcidn de un Programa de Desarrollo para Micro- 
empresas (see Selected Bibliography 813). 

Along with its positive aspects, the program has the 
following limitations: 

(a) The program works on a volume basis, processing 
large numbers of SSEs for eventual credit. Al- 
though practical in a large city like Cali with 
a population of over one million, such an ap- 
proach would have limited potential in a small 
town or rural area. 

(bi If the total DESAP budget is divided by the 
firms actually receiving credit, selection and 
processing costs are approximately 25 perce:&lt 
of the value of the average loan. This ratio, 
of course, does not take into account other 
benefits such as seminars offered, accounting 
systems installed, or cost analyses performed-- 
all of which may be useful to the small entrepre- 
neureven if he does not receive credit. None- 
theless, this figure is probably typical of the 
hiah nrncwcnina c0.st.s of pryrams which focus --- ;r-- c- - - ------2 
on providing credit to SSEs. 
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DIRECTORIES OF SELECTED SSE DEVELOPMENT 

OR&NIZATIONS AND INFORMATION SOURCES 

A number of nonprofit organizations provide assis- 
tance to SSEs or to SSE development programs in the Third 
World. Such organizations offer information on organizing 
host country SSE assistance programs, funding to start sue;: 
programs, or consultants to help train smallentrepreneurs or 
the local advisors who work with them. The first directory 
below gives a selected list of nonprofit and governmental 
organizations based in the United States which work with 
SSEs in developing countries. This list excludes a variety 
of private, profit-making consulting firms which specialize 
in assisting small businesses. It also leaves out many 
other private voluntary organizations for which SSE develop- 
ment is only one portion of a much broader range of activi- 
ties. 

The second listing or directory in this exhibit 
indicates additional directories of nonprofit organizations 
in the United States and other countries which work with 
SSEs. It also provides mailing addresses of organizations 
and information services which can provide the reader with 
additional information on small businesses. The addresses 
of other SSE information sources also appear throughout the 
Selected Bibliography as references to individual publica- 
tions. 

A. Directory of SSE Development Organizations 1 

1. ACCION/International-AIZEC 
10-C Mount Auburn Street 
Cambridge, Massachusetts 02138 

Provides consulting assistance and funding for SSE 
programs, mainly in Latin America. 

2. Agency for International Development (AID) 
320 21st Street, N.W. 
Washington, D.C. 20523 

U.S. Government official foreign assistance 
agency. 

1 
Based on TAICH DIRFCTORY (1978) (U.S. EJon-Profit Orcanizations 

in Development Assistanae Abroad, see listing No. 7 on page 192. 
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3. LAppropriate Technology International (ATI) 
1724 Massachusetts Avenue, N.W. 
Washington, D.C. 20036 

Supports 
lems with 

local organizations that try t*) solve prob- 
innovative, 

skills and resources. 
low-cost solutions using local 
Technical assistance is of- 

fered, and financial help is provided in the form of 
grants, loans, or investments. 

4. Institute for International Development 
360 Maple Avenue, West 
Suite F 
Vienna, Virginia 22180 

Provides technical assistance in small business de- 
velopment using resources of private business sector. 
Makes financial investments and loans to local enter- 
prises unable to obtain local financing. Provides 
training courses in small business management, market- 
ing I accounting, and personnel administration, as 
well as offering consulting services for day-to-day 
problem solving. 

5. Inter-American Foundation 
1515 Wilson Boulevard 
Rosslyn, Virginia 22209 

Provides funding and consulting assistance for rural 
enterprises (especially cooperatives) in Latin Amer- 
ica. 

6. International Executive Service Corps 
622 Third Avenue 
New York, New York 10017 

Recruits experienced executives (mainly retired] for 
short-term assignments as volunteer advisors to lo- 
cally owned firms that request managerial or tech- 
nical assistance. 
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7. International Voluntary Services, Inc. 
1717 Massachusetts Avenue, N.W. 

(IVS) 

Suite 605 
Washington, D.C. 20036 

Recruits skilled technicians internationally to 
work on rural self-help projects at the request of 
host governments and institutions. 

8. New TransCentury Foundation 
1789 Columbia Road, N.W. 
Washington, D.C. 20009 

Technical assistance to small private enterprises 
for development of new marketing networks and ex- 
pansion of existing markets. 

9. Opportunities Industrialization Centers Interna- 
tional, Inc. 
240 West Tulpehocken Street 
Philadelphia, Pennsylvania 19144 

Provides on-site technical assistance in planning 
and implementing small and medium-scale enterprises. 

10. Overseas Private Investment Corporation 
1129 20th Street, N.W. 
Washington, D-C. 20527 

Quasi-governmental corporation which insures U.S. 
companies' investment in developing countries. Also 
finances small to medium-sized joint ventures between 
U.S. companies and public and private enterprises 
in the Third World. 

11. Partnership for Productivity Foundation/USA, Inc. (PfP) 
2311 18th Street, N.W. 
Washington, D.C. 20009 

Provides consulting assistance, training and funds 
for SSE programs, especially in Africa. 
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12. Private Agencies Collaborating Together, Inc. (PACT) 
??7 United Nations Plaza 
Suite GB 
New York, New York 10017 

A coordinating body for private voluntary organiza- 
tions in the U.S. Sponsors handicraft programs, 
develops appropriate low-cost equipment for food 
production, and sponsors management and organiza- 
tional training. 

13. Technoserve 
11 Belden Avenue 
Norwalk, Connecticut 16852 

Provides technical, managerial, and financial as- 
sistance to SSEs and trai_ns participants in such en- 
terprises and related local institutions. 

14. Volunteers in Technical Assistance, Inc. (VITA) 
3706 Rhode island Avenue 
Mt. Ranier, Maryland 20822 

Provides a variety of technical cooperation services-- 
by-mail technical design and problem solving, prc- 
ject planning, needs assessment, information systems 
analysis, on-site consulting to grcups and individ- 
uals. Special interest in information systems and 
appropriate technology. 

15. Young Men's Christian Associations of the United 
States (YMCA) 
International Division of the National Board 
291 Broadway 
New York, New York 10007 

Provides assistance to self-supporting business 
enterprises. 

.16. Young Women's Christian Association of the U.S.A. (YWCA) 
World Relations Unit of the National Board 
600 Lexington Avenue 
New York, New York 10022 

Development and promotion of cottage industries; 
skill development; management training within YMCA 
and in coordination with other agencies. 
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B. Selected List of Organizational Directories and Data 
Sources Concerning Small-Scale Enterprise 

1. Editor of AID Research and Development Abstracts 
(ARDA) 
ST/DIU Information Division 
U.S. Agency for International Development (AID) 
Washington, D.C. 20523 

Publishes the ARDA quarterly catalogue which lists 
publications according to development subject (in- 
cluding SSEsj. Publications available at subsi- 
dized prices to Third World organizations. 

2. Resource Utilization Division 
Office of Development Informaticn and Utilization 
@T/DIu) 
U.S. Agency for International Development (AID) 
Washington, D.C. 20523 

Publishes Directory of Development Resources (June 
1979) : 
vices, 

a listing of on-call technical support ser- 
information clearinghouses, field research 

facilities, newsletters, data banks and training for 
a variety of development needs, including SSE pro- 
motion programs. 

3. American Management Associations 
The American Management Associations Building 
135 West 50th Street 
New York, New York 10020 

Sponsors training programs and conferences for all 
size businesses, primarily in the U.S. Also 
publishes variety of books on management available 
through its AMACOM publishing division. Write them 
for course and book catalogues. 

4. General Secretary 
International Council for Small Business 
University of Wisconsin-Extension 
929 North Sixth Street 
Mi lwalllccsm. Wisconsin 53203 ---..-----w, 
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Publishes a number oz" publications on small business. 
Write to the above &dress for list of available 
titles and prices. 

5. National Technical Information Service 
U.S. Depcrtment of Commerce 
Suite 620 
425 13th Street, N.W. 
Washington, D.C. 

Publishes reprints of publications on wide variety 
of subjects, including small business. Write above 
address for catalogues. 

6. Peace Corps 
Information Collection and Exchange, Room 701 
806 Connecticut Avenue, N.W. 
Washington, D.C. 20525 

Publishes Resources for Development (September, 19811, 
Appropriate Technologies for Development Series, 
Manual No. M-3. Booklet reviews a variety of organ- 
izations and publications which address a variety of 
development needs including SSEs. Listings by area 
of the world. 

7. Wynta Boynes, Editor 
Technical Assistance Information Clearing House (TAICH) of 
the American Council of Voluntary Agencies for 
Foreign Service, Inc. 
200 Park Avenue South 
New York, New York 10003 

Publishes U.S. Non-Profit Oraanizations in Develon- 
ment Assistancii Abroad (TAICH) Directory 1978. Best 
comprehensive directory and description of activities 
of U.S. private voluntary development organizations 
operating overseas. Contains country-specific indices, 
as well as several sector-specific listings. 
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8. Technonet Centre 
RELC International House 
30 Orange Grove Road 
Tanglin P. 0. Box 160 
Singapore 9124 
Republic of Singapore 

Information network and training center made up of 
participating SSE development organizations in Asia. 
Write for newsletter and other information. 
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HOW TO ASSEMBLE A MANAGEMENT 

CONSULTANT'S REFERENCE KIT 

A management consultant is not equipped merely by a 
training course and some field experience; a packet or kit 
of useful reference materials can greatly assist the consul- 
tant in his or her work. The size of this reference kit will 
depend on the relative sophistication of both the consulting 
program and of the individual consultant. A fairly contpre- 
hensive kit might include books or pamphlets in the follow- 
ing key reference areas (individual programmers or consul- 
tants should pick and choose which references seem most es- 
sential to their particular needs). 

1. Consulting: A practical general manual, covering both 
program approaches and field methodologies, on the subject 
of management consulting might be useful. This manual could 
serve as one example. 
Small Business 

Malcolm Harper's Consultancy for 

--- is another excellent general reference on the 
subject. (See entry #15 in the Selected Bibliography.) Al- 
though it focuses on consulting to primarily large-scale en- 
terprises, 
sulting: 

The International Labor Office's Management Con- 
A Guide to theProfessionis also a useful general 

reference for the small business consultant (entry #27). 

2. Teaching: A consultant may be called upon not only to 
advise clients individually, but also to instruct them as a 
group. Therefore, it might be useful to have a guidebook 
on teaching techniques and individual aids. Perhaps the best 
book on this subject is the Food and Agriculture Grganiza- 
tion's (FAO) Audio-Visual Aids for Cooperative Education,and 
Training (entry #23 in the Selected Bibliography). Two 
Peace Corps publications, The Photonovel: A Tool for Devel- 
opment (entry # 32, and Visual Aids: A Guide for Peace 
Corps Volunteers (entry #33),may also be very helpful, as is 
Arthur Andersen's short pamphlet entitled Manual for Group 
Discussion Leaders (entry #17,). 

3. Human Relations: One good way to sharpen your human 
relations skills is to read personal accounts by other ex- 
tension agents who have worked in developing countries. One 
excellent book, dealing with a Peace Corps Volunteer's expe- 
rience in trying to bring change to a rural coastal village 
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in Ecuador, is Moritz Thomsen's Living Poor (.see entry #36). 
It may also be valuable to skim through some popular psycho- 
logy handbooks such as I'm OK, You're OK (see note *) or Car- 
negie's How to Win Friends and Influence People (entry #20). 
Two other books which provide some interesting analyses of 
Peace Corps-type experiences are Hapgood's Agents of Change: 
A Close Look at the Peace Corps, and Textor's Cultural 
Frontiers of the Peace Corps (see entries #25 and #35 in the 
Selected Bibliography).. 

4. Accounting: The consultant should be a competent 
business professional as well as a sympathetic counselor. 
The core of the advisor's business skills should be a sound 
knowledge of accounting, both of generally accepted account- 
ing principles, and of simplified recordkeeping systems at- 
tuned to the needs of SSEs in developing countries. A 
variety of excellent standard accounting texts are available: 
one example is Niswonger's and Fess's Accounting Principles 
(entry #51). Simplified accounting systems include Peace 
Carp's MICRON (#31), VITA's Single-Entry Bookkeeping System 
(#21), and recordkeeping systems developed by Malcolm Harper 
(#15) and the Fundacidn Carvajal - AITEC program in Calf, Co- 
lombia (entry #13). 

5. A Series of Practical Brochures on How to Address 
Specific Small Business Problems: Although general 

.panuals and textbooks are useful references, a consultant 
-eds real (not theoretical) answers to SSE's concrete prob- 

Lems in accounting, marketing, planning, and other areas. A 
series of practical leaflets which suggests concise answers 
to these problems may be a tremendous asset to the consultant 
in his day-to-day work with clients. Such brochures may also 
suggest useful topics for group training sessions. 

Many developing countries may already have such publi- 
cations available through a government development bank, vo- 
cational training program, or a private business group. In 
Colombia, for example, the Popular Finance Corporation (CFP, 
a credit and management assistance organization which caters 
specifically to SSEs), issues a short monthly bulletin with 
handy tips for small entrepreneurs and consultants. It also 
provides a technical information service which gives more in- 
depth mail-order information on selected technical and busi- 
ness management topics at a reasonable cost. 

* I'm OK-- You're OK, by Thomas A. Harris M.D. (Avon Books, 
paperback, 1973). 
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If a local series of management aids is not available, 
several such packages exist in' the U.S.: The Bank of Ameri- 
ca's Small Business Reporter (entry #18 in the Selected Bib- 
liography); various series by the U.S. Small Business Ad- 
ministration (entries #38 and #39); and for :i,anish speakers, 
AID's translation of a Small Business Administration series 
entitled Programa de1 Avis0 de DirecciBn Administrativa: Ad- 
ministraci6n de la Pequefia Empresa (entry #37). 

6. Other Business References: For the consultant who is 
interested in analyzing small business administration in 
greater depth, 
useful: 

the following types of references might.be 

--A textbook on small business administration: Excel- 
lent books on small business administration in the U.S. are 
Steinmetz's and Kline's Managing the Small Business (.entry 
#52), and Cohn's and Lindbergh's Survival and Growth: Manaqe- 
ment Strategies for the Small Firm (.#42). 

--A book in a given specialty of small business admin- 
istration: Although every consultant must be a generalist 
in meeting an SSE client's diverse needs, he or she will 
likely gravitate to one area or another of small business ad- 
ministration as being of special interest--whether that be 
marketing, personnel, finance, or some other discipline. A 
textbook or study of that particular area might be useful. 
Helfert's Techniques of Financial Analysis, for example, of- 
fers an excellent review of important topics in financial 
analysis, plus valuable problems and case studies for class- 
room instruction (see entry #45). 
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SELECTED BIBLIOGRAPHY 

The bibliography below is divided into three sections, 
each section corresponding to a chapter in the manual. In- 
dividual entries in each section are arranged alphabetical- 
ly, and the references of special interest are briefly an- 
notated. 

At the end of each entry, publications are further 
identified as paperback books (PB), hardback books (HB), 
leaflets or brochures (L), or unpublished papers or manu- 
scripts (UP). It is also possible that some hardcover books 
may be available in paperback; thus the prospective reader 
should check with a bookstore or publisher before making 
any purchase of a hardback publication. Most of these ma- 
terials may only be available from libraries and bookstores 
in the United States, or from public information sources 
such as the U.S. Agency for International Development's 
Research and Development Abstracts (ARDA), the U.S. Depart- 
ment of Commerce's National Technical Information Service 
(NTIS), or the World Bank's information center in Washing- 
ton which distributes many 

3 
ublications at reasonable 

cost to the general public. Those publications 
in Spanish translation are probably available from private 
bookstores or government sources in many Latin American 
countries. Some of the references listed below can be ob- 
tained through Peace Corps' Office of Information Collec- 
tion and Exchange (ICE), 806 Connecticut Avenue, N-W,, 
Washington, D.C., 20525. Those materials which are avail- 
able through ICE as of the date of this printing are as- 
terisked (*) below at the end of each entry. Peace Corps 
Volunteers can obtain copies of these materials by request- 
ing them from ICE through their APCD/Project Manager. 

3These and other organizati.ons which may provide in- 
formation or assistance to SSEs are listed (with their 
addresses) either in this Bibliography or inAppendix 
III, Exhibit B. Some information services (such as 
ARDA and NTIS) may also provide materials at a subsi- 
dized cost for development organizations in the Third 
World. 
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I. CHAPTER ONE: THE SMALL-SCALE ENTERPRISE: DEFINITION 
AND ENVIRONMENT 

1. Daines, Samuel R. Agribusiness and Rural Enterprise 
Project Manual, Washington, D.C.: Practical 
Concepts Incorporated, 1979. - 

A contracted study for AID which 
illustrates a range of possible programming 
and policy options in the area of small- 
scale enterprise. (I-1 

2. Gordon, David L. Guidelines for SSE Project Devel- 
opment. Washington, D.C.: The World Bank, 
Industrial Development and Finance Depart- 
ment, February 14, 1978. 

Paper presented at the "Meeting of 
Donor Agencies in Small-Scale Enterprise 
Development" ,sponsored in Berlin by the Ger- 
man Foundation for International Development, 
October 23-26, 1979. ('up) 

3. Industrial Development and Finance Department, the 
World Bank. Employment Creation and SSE 
Development. Washington, D.C.: The World 
Bank, March, 1977. 

A very useful macro-economic exposi- 
tion on the subject of small-scale enter- 
prise. (UP) 

4. Neck, Phillip A., ed. Small Enterprise Development: 
Policies and Programs (Management Development 
Series #14). Geneva: International Labor Or-. 
ganization, 1977. 

An anthology of articles on SSE 
programs in a variety of developing coun- 
tries. (-1. Write to IL0 Publications, 
International Labour Office, CH-1211 Geneva 
22, Switzerland,concerning this and other 
IL0 publications. 
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Schumacher, E.G. Small is Beautiful: Economics as 
if People Mattered. New York: Harper and 
Row, publishers (Perennial Library), 1973. 

Well-known thesis in favor of small- 
scale economics-- argued on both economic 
and metaphysical grounds. IPB). * 

Staley, Eugene and Morse, Richard. Modern Small 
Industry for Developing Countries. New 
York: McGraw-Hill, 1965. 

A standard and comprehensive refer- 
ence on the subject of small-scale industry 
in developing countries. IHB) 

The World Bank. Employment and the Development of 
Small Enterprises: Sector Policy Paper. 
Washington, D.C.: The World Bank. Feb- 
ruary, 1978: 

A good summary reference on the ma- 
cro-economic impact of small-scale enter- 
prise in developing economies, as is the en- 
try below concerning SSEs in rural areas. 
(PB) . This and other World Bank publications 
available from the World Bank, Publications 
Unit, 
20433. 

1818 H Streetl N.W., Washington, D.C. 

The World Bank. Rural Enterprise and Nonfarm Employ- 
ment: A World Bank Paper. Washington, D.C.: 
The World Rank, January 1978. (PB) 

II. CHAPTER TWO: MANAGEMENT ASSISTANCE TO SMALL-SCALE 
ENTERPRISES: PURPOSE AND PROGRAM 

9. Ashe, Jeffrey, PISCES: Program for Investment in 
the Small Capital Enterprise Sector. Phase I: 
Assisting the Smallest Scale Economic Acti- 
vities of the Urban Poor. Cambridge, Mas- 
sachusetts:‘ Action Internacional/AITEC, 
1980. (PB) 
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10. Butler, George P. Realizing the Development Op- 
portunity Created by an Iron Ore Mining 
Concession in Liberia: The Yekepa Model. 
Monrovia, Liberia: Partnership for Pro- 
ductivity, Sobanok Printing Press, Ltd., 
1978. 

An excellent, down-to-earth case 
history of an SSE assistance program in Li- 
beria. See Appendix III, Exhibit A. for 
further discussion. 

(PB) l Available from 
Partnership for Productivity Foundation in 
Washington, D.C. 

11. Davenport, Robert W. Financing the Small Manufac- 
turer in Developing Countries, New York: 
McGraw-Hill, 1967. 

A classical study of the relation- 
ship between small business growth and 
credit in developing countries. (HB) 

12. Fraser, Peter; and Tucker, William R. Program for 
Investment in the Small Capital Enterprise 
Sector (PISCES Phase 1): Assisting the 
Smallest Economic Activities of the Urban 
Poor: Part II - 
pK-- 

Case Studies, Latin Amer- 
Cambridge, tiiassachusetts: ACCION 

International/AITEC, 1980. 
See discussion in the text, Chapter 

Two, Section B. (F-1 

13. Fundacidn Carvajal and ACCION International/AITEC. 
Descripcibn de un Programa de Desarrollo 
para Microempresa,s. ACCION International/ 
AITEC: Cambridge, Massachusetts, June 19-80. 

An excellent manual describing the 
methodology of the DESAP Program in Cali, 
Colombia. See discussion in Appendix III, 
Exhibit A. (PB) l For further information, 
write to Desarrollo para Pequefias Empresas 
(DESAP), Fundacidn Carvajal, Avenida 
Roosevelt No. 26-29, Cali, Colombia. 
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14. Gladhart, Peter Michael and Gladhart, Emily Winter. 
Northern Ecuador's Sweater Industry: Rural 
Women's Contribution to Economic Development. 
WID Working Paper #81/01. 
Michigan: 

East Lansing, 
Office of Women in International 

Development, 
1981. 

Michigan State University, June 

An interesting account of socio- 
economic change brought about by promotion 
of sweater-making in a rural area. 

15. Harper, Malcolm. Consultancy for Small Business: 
The Concept - Training the Consultants. 
London: Intermediate Technology Publica- 
tions, Ltd., 1976. 

See a discussion of Harper's con- 
sulting program model in Appendix III, Ex- 
hibit A. This book is excellent, with a 
wealth of case studies, problems, exercises 
and other teaching aids. Its focus is on 
merchandising and services, rather than on 
manufacturing. (PB) . Can be obtained from 
Partnership for Productivity Foundation, 
2311 18th Street, N.W., Washington, D.C. 
20009; from International Scholarly Book 
Services, Inc., P. 0. Box 555, Forest Grove, 
Oregon 97116: or from Intermediate Technal- 
ogy Publications, Ltd., 9 King Street, 
London WC2E8HN, United Kingdom. * 

16. Kahnert, Friedrich A. and Kozlowski, Janet. Assis- 
tance to Extension Services for Small-Scale 
Enterprises. Washlngton, D.C.: lnee 
Bank, February 5, 1979. 

Paper presented at the "Meeting of 
Donor Agencies in Small-Scale Enterprise 
Development", sponsored in Berlin by the 
German Foundation for International Devel- 
opment, October 23-26, 1979. The paper 
presents a number of interesting insights 
to organizing SSE extension services. (UPI 
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ASSISTANCE TO TARGET FIRMS: 

Reference Materials which may be applied directly to 
teaching or consulting small-scale entrepreneurs: 

17. Arthur Andersen and Company. 
cussion Leaders (Staff 

Manual for Group Dis- 

Chicago: 
Training Series). 

Arthur Andersen and Company, 
January, 1965. 

This brochure provides a lot of handy 
tips on how to organize and conduct group 
discussion: e.g. 
scheduling, 

seating arrangements, class 
class participation, and the 

pros and cons of sponsoring a seminar, 
lecture or some other classroom format. (L) 

18. Bank qf America. Small Business Reporter, San 
Francisco: Bank of America, 1970. 

An excellent seri&s of brochures 
which addresses the problems of different 
types of small businesses (mostly in ser- 
vices and merchandising), and discusses dif- 
ferent functional areas of small business 
management, such.as accounting, finance 
and marketing. IL) 

19. Burley, R.J. SupcrvisiQn de Personal. Translated 
by Nuria Cortada de Kohan. Bocrot%: 
Educative Inter-Americano, 1966. 

Fondo 

nal title in English: 
(Qrigi- 

An Introduction to 
Basic Supervision of People, published by 
adison-Wesley, 1966). 

An elementary, programmed learning 
text in human relations. The book has 
good illustrations and is appropriate for 
teaching small-scale entrepreneurs. (.PB) 

20. Carnegie, Dale. How to Win Friends and Influence 
People. New York: Pocket Books, 1964. 

Carnegie's ideas on techniques of 
persuasion and salesmanship still ring very 
true today. (PB); 
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Caye, Derry. A Single Entry Bookkeeping System 
for Small-Scale Manufacturing Businesses. 
Washington, D.C.: VITA, Inc. 1977. 

A simple.handbook showing how this 
system may be applied in developing coun- 
tries. Less complicated than MICRON. (PB). 
VITA, 3706 Rhode Island Avenue, Mt. Ranier, 
Maryland, 20822. 

Dubach, Jo&. El ABC para la Queserfa Rural de1 
Ecuador. Quito, Ecuador: Cooperaci6n. 
Tgcnica de1 Gobierno Suizo, June, 1980. 

An informative, step-by-step hand- 
book on how to establish and operate a ru- 
ral cheese-making plant. Based on a Swiss 
technical advisor's experience with such 
projects in Ecuador. (I-1 

Food and Agricultural Orsanization (FAO). Audio 
Visual Aids for Cooperative‘Education and 
Training. New York: FAO 

Excellent handbook depicting a wide 
range of appropriate audio-visual aids. 
(PB). Distributor of UN Publit stions in the 
U.S. is UNIPUB, 345 Park Avenue South, 
New York, New York 10010. 

Fundacidn Carvajal, Programa de Desarrollo para la, 
Pequefia Empresa (DESAPP). Ejercicio de 
SimulaciBn para Pequefios Empresarios, Cali: 
DESAPP, January, 1978. Adapted from the 
original "SIMPRO" by Robert M. Duncan. 

An innovative exercise in which par- 
ticipants make paper airplanes as part of 
an SSE production simulation. The exercise 
teaches such concepts as quality control, 
basic recordkezvng and break-even analy- 
sis. (UP). 

Hapgood, David and Bennet, Meridian. Asents of 
Change: A Close Look at the Peace Corps. 
New York: 
(HB)' 

Little Brown and Company, 1968. 

Request photocopy from ICE technical reference 
files. 
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Industrial Development Division, Engineering Experi- 
ment Station, Georaia Institute of Tech- 
nology. Employmen%.Generation through 
Stimulation of Small-Scale Industries- 
Guidelines for Extension Personnel. Atlan- 
ta, Georgia: Georgia Institute of Technol- 
ogy I 19.76. 

For information on this and other 
publications write International Development 
Data Center, Office of International Pro- 
grams, Engineering Experiment Station, 
Georgia Institute of Technology, Atlanta, 
Georgia, 30332. 

27. Kubr, M. ed. Management Consulting: A Guide to 
the Profession. Geneva: International 
Labor Office, 1980. 

Describes how consultant from 
management consulting firm should assist 
large-scale enterprise. However, sections 
on fact finding, fact analysis, proposals 
and implementation offer practical advice 
useful to SSE consultant. Also contains 
good case histories of sample consulting 
assignments, good summary guidance on 
functional areas of business administra- 
tion (especially production), and exhaus- 
tive bibliographic references (including 
films) on all these subjects. To obtain 
the book write to IL0 Publications, Inter- 
national Labor Office, CH-1211, Geneve 22, 
Switzerland or 300 East 44th Street, New York 
City, New York 10017 (HB). 

28. Meade, Patrick. Technical Assistance for Small- 
Scale Industry. Bogot'l: "Reuni6n Latino- 
americana y de1 Caribe sobre la Pequefia y 
Mediana Industria", November 1973. 

This paper , presented at the 1973 
Bogotd Conference, contains some very prac- 
tical tips for management consultants. 

29. Peace Corps. Cooperatives (Appropriate Technologies 
for Development Series, Resource Packet No. 
P-5). Washington, D.C.: Peace Corps/ICE, 
1978). 

An excellent handbook, divided into 
six sections concerning cooperative concept, 
organization, management, training and re- 
sourcesI ('PB). * 
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30. Peace Corps. Guide1ine.s for Development of a Home 
Industry (Appropriate Technologies for 
Development Series, Reprint No. R-14). 
Washington, D. C.: PC/ICE. 

Practical hints on organization and 
administration of a small business based on 
the experience of a rural textile coopera- 
tive in Ethiopia. (PB). * 

31. Peace Corps. MICRON, Accounting for the Micro 
Business: A Teaching Manual. Washipzton, 
D.C.: Peace Corps/ICE (Appropriate Tech- 
nologies for Development Series, Reprint 
No. R-23 (Spanish) and R-23b (English). 

An excellent, simplified accounting 
system based on the author's experience 
with SSEs in Colombia. The manual is 
available in both Spanish and English. 
(PB). * 

32. Peace Corps. The Photonovel: A Tool for Develop- 
ment (Appropriate Technologies for Devel- 
opment Series, Manual No, M-4). Washington 
D.C.: PC/ICE. 

Illustrated how-to brochure on the 
promotional technique of the photonovel 
(PB). * 

33. Peace Corps. Visual Aids: A Guide for Peace Corps . 
Volunteers (Appropriate Technologies for 
Development Series, Reprint No. R-2). 
Washington, D.C.: PC/ICE. 

A good handbook showing how simple 
materials can be used in preparing visual 
aids in developing countries. (PB). * 
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34. Robert Morris Associates. Annual Statement Stu- 
dies, 1974. 

A compilation of industry average 
financial ratios for small, medium and 
large-sized businesses in the United States, 
and useful for at least a crude comparison 
with SSE financial ratios in developing 
countries. Since publication is periodi- 
cally updated, consult latest edition 
available. (PB) 

35. Textor, Robert B. Cultural Frontiers of the Peace 
Corps. Cambridge, Massachusetts: MIT 
Press, 1966. (PB) 

36. Thomsen, Moritz, Living Poor: A Peace Corps 
Chronicle. Seattle and London: University 
of Washington Press, 1969. (HB) 

37. United States Agency for International Development 
(Centro Regional de la Pequena Empresa). 
Programa de1 Avis0 de Direccidn Administra- 
tiva: Administracidn de la Pequeiia Empre- 
sa. Mexico and Buenos Aires. - 

Excellent series of twenty booklets 
in Spanish dealing with separate topics in 
small business administration. Translated 
from a series by the U.S. Small Business 
Administration, the booklets' ample illu- 
strations and step-by-step approaches make 
them an ideal reference source for organiz- 
ing seminar presentations for small business 
people. (PB☺ n For U.S. Small Business 
Administration (SBA) Publications contact 
the Superintendent of Documents, U,S.Gov- 
ernment Printing Office, Washington, D.C. 
20402, or the Office of Management Infor- 
mation and Training, U.S. Small Business 
Administration, Washington, D.C. 2Q416, 
or any regional office of the SBA in the 
U.S. 
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38. 

39. 

United States Small Business Administration (SBA) 
-Small Business Management Aids for Small 
Manufacturers. 

-Small Marketers Aids. 
-Small Business Bibliographies. 
Washington, D.C.;Government Printing Of- 
fice. 

Excellent free series of pamphlets 
addressing all aspects of small business 
administration, with additional references 
cited. Over 200' different brochures are 
available under these series from the SBA 
in Washington, or from its regional offices 
throughout the United States. (L) 

United States Small Business Administration (SBA). 
Small Business Management Series. Washing- 
ton, D.C.: Gcvernment Printing Office. 

A series of small books on finance, 
management and other topics, and available 
at reasonable prices from the SBA. Some 
of the more useful titles in 'this'series 
are 

A. 

B. 

C. 

D. 

E. 

F. 

noted below: (PB) 

"Financial Control by Time Absorption 
Analysis", Small Business Management 
Series #37. 

"Financial Recordkeeping for Small 
Stores", Small Business Management 
Series #32. 

“Strengthening Small Business Manage- 
ment", (unnumbered), 

"A Handbook of Small Business Finance!', 
Small Business Management Series #15. 

"Guides for Profit Planning", Small 
Business Management Series #25. 

"Improved Material Handling in Small 
Business". Small Business Management 
Series #14. 
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G. 

H. 

I. 

J. 

"Personality and Success", Small 
Business Research Series #4. 

"Profitable Small Plant Layout", Small 
Business Management Series #21.- 

"Cash Planning in Small Manufacturing 
Companies", Small Business Research 
Series #l. 

"Cost Accounting for Small Manufactur- 
ers", Small Business Management Ser- 
ies #9, by R. Lee Brummet and Jack c., 
Robertson, 1972. 

Textbooks on Business Administration useful as general 
references for teaching or consulting small-scale en- 
trepreneurs: 

40. Anthony, R.N. Fundamentals of Management Account- 
ing. Homewood, Illinois: Richard D.Irwin, 
1977. 

An excellent intermediate text in 
accounting and finance. Also available 
in Spanish with title La Contabilidad en la 
AdministraciBn de la Empresa. (HB) 

41. Buell, Victor P., and Heyel, Carl, eds. Handbook 
of Modern Marketing. New York: McGraw 
Hill Book Company, 1970. 

Contains more than you ever would 
want to know about modern marketing. Some 
useful principles and points to look for 
in consulting SSEs. However, the handbook 
has a large company focus. (HB) 

42, Cohn, Theodore, and Lindberg, Roy A. Survival and 
Growth: Management Strategies for the 
Small Firm. New York: AMACOM, 1974. 

An excellent analysis of management 
strategies for small businesses in the U,S. 
Also contains a number of brief, practical 
examples of small business situations ta 
illustrate its points. (HB) 
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43. Greisman, Bernard, ed. J.K. Lasser's Business 
Management Handbook. New York: McGraw- 
Hill Book Company, 1968. 

Good, common-sense advice on small 
business management in the U.S. (HB) 

44. Hargedon, Bernard J. Principios de la Contabili- 
dad. Begot%: Norma Editores. 

Simple, basic accounting textbook 
written by a former AID technician in Co- 
lombia. (PB) 

45. Helfert, Erich A. Techniques of Financial Analy- 
sis. Homewood, Illinois: 
Inc., 1977. 

Dow-Jones-Irwin, 

Offers a concise review of selected 
financial topics, with excellent problems 
and case studies. MB 1 

46. Horngren, Charles T. Cost Accounting: A Manager- 
ial Emphasis. Englewood Cliffs, New 
Jersey: Prentice Hall, Inc., 1972. - 

An advanced cost accounting text- 
book with illustrative problems and cases. 
(HB) 

47. Johnson, Robert W. Financial Management (Fourth 
Edition). Boston, Massachusetts: Allyn 
and Bacon, Inc., 1974. 

Useful general finance textbook. 
(HB) 

48. Klatt, Laurence A. Managing the Dynamic Small 
Firm: Readings. Belmont, California: 
Wadsworth Publishing Company, Inc., 1971, 
(HB) 

49. McGregor, Douglas. The Human Side of Enterprise. 
New York: McGraw-Hill Book Company, 1960. 

A pioneering study in personnel 
management, and a good introduction to 
basic theories in this field. (HB) 
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50. Moore, Russell F. AMA Manaqement Handbook. New 
York: 
1970. 

American Management Association, 

Good general textbook review of 
management topics. However, 
company focus. (HB) 

has large 

51. Niswonger, C. Rollin; and Fess, Phillip E. 
Accounting Principles (Eleventh Edition). 
Cincinnati, Ohio: South-Western Publish- 
ing Company. D 

General accounting text. Some good 
step-by-step explanations of basic account- 
ing principles. (HB) 

52. Stegall, Donald P.; Steinmetz, Laurence L; and 
Kline, John B. Manaqing the Small Business. 
Homewood, Illinois: 
1976. 

Richard D. Irwin, Inc. 

An excellent textbock review of 
various aspects of small business admini- 
stration in the United States. (EB). 
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Peace Corps overseas offices: 

BELIZE 
p.o.ox 487 
Belize City 

FIJI 
p.0. Box 1094 

SIERRA LEONE 
Private Mail Bag 
Freetown 

MADBITAWIA 
BP 222 
Nouakchott Suva 

GABON 
Bp9.? 
Libreville 

BENIN 
BP1 
Cotonou 

SOLOMON ISLANDS 
P.O. Box 547 

MICRONESIA 
P.O. Box 336 
Saipan, Mariana 
Islands 

Boniara 

SWAZILAND 
P.O. Box 362 
Mbabane 

GAMBIA, The 
P.Q. Box 582 
Banjul 

BOTSWANA 
P.O. Box 93 
Caborone 

MOROCCO 
1, Rue Benzerte 
Rabat 

CAMBROON 
BP 817 
Yaounde 

P.O.Box 5796 
Accra (North) 

TANZANIA 
Box 9123 NEPAL 

P.O.Box 613 Dar es Salaam 

Rathmandu 
GUATEMALA 
6a Avenida l-46 
Zona 2 
Guatemala 

CENTRAL AFRICAN 
REPUBLIC 
BP 1080 
Bangui 

THAILAND 
42 Soi Somprasong 2 
Petchburi Road 
Bangkok 4 

NIGER 
BP 10537 
Niamey 

HONDURAS 
Apartado Postal 
C-51 
Tegucigalpa 

TOGO 
BP194 

COSTA RICA 
Apartado Postal 
1266 
San Jose 

OMAN 
P.O. Box 966 
Muscat 

JAMAICA 
9 Musgrove Avenue 

TONGA 
BP 147 
Nuku'Alofa 

PAPUA NEW GUINEA 
c/o American Embassy 
Port Moresby 

Kingston 10 DOMINICAN REPUBLIC 
Apartado Postal 

1414 
Santo Domingo 

KENYA 
P.O. Box 30518 
Nairobi 

TUNISIA 
ii,. Louis PARAGUAY 

-American Embassy 
Asuncion 

Braille 
Tunis EASTERN CABkIBBBAB 

Including: Ant!.gua 
. Barbados, Grenada, 

Montserrat, 
St. Ritts-Nevis, 
St.Lucia,St. 
Vincent, Dominica 
"Erln Court" 
Bishops Court Bill 
P.O. Box 696-C 
Bridgetown, Barbados 

LESOTHO 
P.O. Box 554 
Haseru 

I";?ER VOLTA 
T 537-Samandin 

agadougou 
WILIPPINRS 
P.O. Box 7013 
Manila 

LIBERIA 
Box 707 ?-STERN SAMOA 

T s . Box 880 
RWANDA 
-American Embassy 
Rigali 

Monrovia 

A. La 
MALAWI 
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k * Box 1151 
5 3'a 

SENEGAL 
BP 254 
Dakar 

Lilongve 
ECUADOR 
Casilla 635-A 
Quito 

MAIAYSIA 
177 Jalan Baja huda 
Ruala Lumpur 

Z‘kLRE 
BP 697 
Rinshasa 

SEYCHELLES 
Box 564 

MALI 
BP5 

Victoria 

Bamako 


