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Decision making and problem solving

Introduction

This learning guide covers some of the most important general responsibilities
most managers face; tackling problems and making better decisions. The
subject is very broad and there are a variety of approaches. One approach is to
view problem solving and decision making as a process with several stages.

Most approaches are based upon the following type of approach:

* analyse the problem or situation

= agree the objectives: what do you want to achieve?
= generate a range of possible options

» make the decision by choosing the ‘best’ option

* implement the decision

» follow up.

Alternative approaches stress the behavioural aspects of decisions or the fact
that most are made in groups. Some approaches focus on tools and
techniques, stressing for example the need to deal with the root causes of
problems rather than their symptoms, or how to deal with uncertainty and risk.
There is also a range of specific financial approaches, to e.g. investment
decisions. Often the messy, political nature of real decision making in

organisations is neglected.
This learning guide provides an introduction to all these aspects of problem

solving and decision making, and provides copious references for further

study.
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Where to start?

If you have an hour or less, read p9-10 of the overview and select some of the
more detailed material in p10-27. If you require some practice, try some of the

development activities listed on p28-29.

If you have longer, choose from the videos or articles listed on p3-7. The videos
entitled The Blue Movie and The Red Movie are very watchable. The Blue Movie
tackles the creative or ‘blue’ side of decision making and problem solving while
The Red Movie looks at the more analytical or ‘red’ phase. The video Meeting to
Decide takes a slightly different slant by looking at the behavioural aspects of

decision making.
If you want to do further research, the books (full details on p6-7) range from

the practical texts like Problem Solving for Results by Newman to more analytical

overviews such as Cook and Slacks Making Managerial Decisions.
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Resources

Videos

The Blue Movie: Generating Great Ideas, (1994), Melrose, 12 mins.

Looks at the creative thinking process, concentrating on the ‘blue’ phase, when
ideas are sparked off and the impossible is entertained! It is suggested that

analysis and judgement be left for the ‘red’ phase.

The Red Movie: Elements of Decision Making, (1997), Melrose, 16 mins.

The sequel to the above ‘Blue Movie’ set in the decision lab. This video gets
everyone thinking about how they make decisions - and how they can go
wrong. It then comes up with a series of fundamental tests to ensure every

decision is the right one.

Give and Take Volume 1: Meeting to Decide, (1990), BBC Videos, 40 mins.

Macgregor Mouldings meet to decide how to merge with another company.
The 20 minute drama is shown twice, with captions to identify the learning

points on the first showing.

Mindpower with Tony Buzan, (1991), BBC Videos, 2 x 25 mins.

Explains mindmapping, a technique which encourages both sides of the brain
to work in unison, thus increasing mental performance in all areas, including

decision making.

Problem Solving in Groups, (1994), Connaught Training, tape 1: 5 mins,
tape 2: 27 mins.

Two part programme demonstrating techniques for successful groups

presentations, and skills needed to manage the dynamics of a group. The first

part provides six guidelines for successfully avoiding the traps that
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presentation groups can fall into and the second shows eight steps to

achieving an effective problem solving process.

Audio cassettes

‘Yes’ or ‘No’: The Guide to Better Decisions, (1992), Harper Collins.

This audio tape presents some highly effective systems for making business

and personal decisions.

Art of Decision Making, (1981), American Management Association.

Discusses seven steps to achieve better decision making process and
demonstrates how to apply a systematic approach to business, career and

financial decisions.

Journal articles

Eisenhardt, Kathleen M (1999), Strategy as strategic decision making, Sloan
Management Review, Spring, p65-72.

Hammond, John S, Keeney, Ralph L, and Raiffa, Howard (1998), The hidden
traps in decision making, Harvard Business Review, Vol 76, No 5,
September/October, p47-58.

Harrison E F (1992), Some factors involved in determining strategic decision

success, Journal of General Management, Vol 17(3) p72-87.

Hickson, D et al (1986), How long does it take to make a decision? Management
Research News, Vol 9(3).

Jones, R E et al (1992), Strategic decision processes in international firms,

Management International Review, Vol 32(3), p219-236.

Simon, H et al (1987), Decision making and problem solving, Interfaces,
Vol 17(5), p11-31.
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Whyte, G (1991), Decision failures: Why they occur and how to prevent them,
Academy of Management Executive, Vol 5(3), p23-31.

Information files

Decision making - this information file contains a file copy of all the
recommended articles, and a copy of the ‘hand-written’ cards on decision
making and problem solving. If you would like a copy of the cards, please

take photocopies. The file also includes many other articles on the subject.

The related files on operational research and risk analysis include information
about analytical methods which have been developed for particular well
defined, frequently recurring types of decisions. If the major focus of the
solution is in the design or use of computer based information systems then

see the file on management information systems.

The files on creativity and brainstorming contain methods and ideas which can

be used to generate a choice of new solutions to problems.

Financial novices may find the file introduction to finance a useful preliminary
to the computer aided learning packages on project appraisal and capital
spending. Alternatively there are several computer aided learning courses

introducing finance and accounting.

Books

** Books marked with asterisks are available for sale from the LRC Bookshop.
Mail order service available. Tel: +44 (0)1442 841159. Fax: +44 (0)1442 841211.

Email celia.tucker@ashridge.org.uk

Allison, M (1993), The Problem Buster’s Guide, Gower.
Ashridge shelf reference: JMN (ALL) **

Provides a comprehensive but practical overview of problem solving and

decision making. Also describes and compares a wide variety of techniques.

© Ashridge - not to be reproduced without permission. Sept-01 5



Cooke, S and Slack, N (1991), Making Management Decisions, Prentice Hall.
Ashridge shelf reference: JMN(COO).

A longer, more analytical book which combines the techniques of behavioural
science and quantitative methods and includes many examples of real

decisions from a variety of organisations.

Francis, D (1990), Effective Problem Solving, Routledge.
Ashridge shelf reference: JMN (FRA).

A book based upon TOSIDPAR model of decision management process
(tuning in, objective setting, success measurement, information collection,
decision making, planning, action and review to improve.) Includes a range of

tools and techniques.

Goldratt, E (1990), The Haystack Syndrome: Sifting the Information out of the
Data Ocean, North River Press.
Ashridge shelf reference: JNH (GOL)**

A "must" for every manager concerned with meeting the challenges of the 21st
century. You'll see the differences between data and information in a new
light, and understand precisely how misunderstanding those differences can
affect the quality of your decision-making process. Starting with the structure
of an organisation, The Haystack Syndrome ends with a detailed description of
the logic that must underpin the information system for any organisation to

maximise effectiveness.

Goodwin, Paul and Wright, George (2003) Decision Analysis for Management
Judgement, 3" edition, John Wiley & Son.
Ashridge shelf reference: JIMN (GOO)

This practical book shows how difficult decisions can be tackled in a structured
way so that new insights emerge and a documented and defensible rationale
for the decision is established. The book draws together ideas from a variety of

disciplines including psychology, management science and statistics and will
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help practising managers faced with the responsibility of making crucial

decisions.

Heller, Robert (1998), Making Decisions, Dorling Kindersley, Essential Managers
Series.
Ashridge shelf reference: JMN (HEL)

Making Decisions not only shows you how to reassess your own decision-
making skills and oversee the resolutions made by others, but also provides
practical techniques for you to try when making decisions. Power tips help you
handle real-life situations and develop the first-class decision-making skills

that are the key to a productive and informed workplace.

Moore, P and Thomas, H (1988), The Anatomy of Decisions, Penguin.
Ashridge shelf reference: JMN (MOO).

This book, as suitable for students as for practising managers, provides a clear
and concise survey of the techniques involved: probability assessments, utility
functions, decision tress and many more. Case histories drawn from real life

show how large, messy problems can often be boiled down to their essentials

and restated in a far more straightforward way.

Newman, V (1995), Problem Solving for Results, Gower.
Ashridge shelf reference: JMN (NEW).

A practically oriented book which covers the whole process from problem
identification, data collection and analysis, creative solution generation,

decision making and implementation. Contains many practical ideas.

Useful websites

Decision Support Tools www-

mmd.eng.cam.ac.uk/people/ahr/dstools/dstools.htm

This site, produced by the Department of Engineering at Cambridge University,

provides an introduction to a wide range of decision support tools. Brief
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descriptions of the various processes are given, sometimes with diagrams and
references for further reading. Access is through an alphabetic and a subject
index. Although the site is geared towards manufacturing management, generic
decision support tools are also included. A few examples of the processes
included are brainstorming, the balanced scorecard, conflict analysis, force field
analysis and gap analysis. A good overview of the various decision making

tools available.
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Overview

Early approaches to decision making treated the subject as though it were a
fully rational process which could be studied scientifically. In the 1970s reality
intervened and the social and behavioural perspectives were recognised. Now
modern approaches recognise that problem solving and decision making are
often continuous processes, each having their own related tools and
techniques, and treat the subject from a multidisciplinary perspective. The
broad subject of decision making is all-pervasive at both the individual and

organisational level. Modern approaches stress the following elements:

the weaknesses and biases we all have in taking a fully objective view

of any complex problem

= that there is a place for analytical techniques, often using
sophisticated methods and computing power, but these must be
appropriate to the specific situation and context, and applied

carefully

= problem solving and decision making is increasingly carried out in
groups. This provides the additional advantages congruent with

groups, but also brings added difficulties

= problem solving is an exploratory and adaptive process. People often
have to do the best they can and do not have time or information to
adopt the ‘best’ course of action. There is therefore a continuing need

to review and improve decision-making processes.

Some commentators see problem solving as an all-embracing process which
includes decision making. Others take the opposite view and see problem
solving as a part of the decision making process. Yet others see the difference
as largely semantic, and use both terms to describe a general process of
information gathering, analysis and choice. This learning guide takes the latter

view. An overall model is:

© Ashridge - not to be reproduced without permission. Sept-01 9



Diagnose problem situation. What is really going on? Is there a
problem? What is its cause? Faulty diagnosis at this point can lead to an

inappropriate process and an ineffective solution.

Objective setting. What is it that the decision will achieve? There are
typically a variety of objectives. Often they will be concerned with
closing the gap between what has been observed and the desired state of

affairs.
Generate alternatives - usually a creative process.

Assess the consequences. How far will the objectives be achieved? What

are the various short and long-term consequences? What are the risks?

Take the decision. The actual moment of decision, but note that it is but
one stage in an overall process. Is this an individual or a group

responsibility?

Implement the decision. Put in place whatever steps or changes are

necessary to carry through the decision.

Monitor the solution. How effective had it been? Have the objectives

been met? Are there any unanticipated side effects?

Tools and techniques

1. Decision tables

Assume we know and agree a set of objectives we wish to achieve. Typically
there will be several of these, and some will be more important than others.
The technique also assumes we have generated a number of options we wish
to compare rationally. Draw up a table as shown overleaf, with options A, B,
C and D. Suppose there are five objectives, or criteria, we will use to compare

the options.
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Criteria/options A B C D

To take a concrete example, suppose A, B, C and D represent four possible
sites for a new office. The criteria might represent, for example, size, locality,
rental, appearance and facilities, and the technique assumes we know all of

these accurately.

The next step is to decide which of the criteria are essential. These could be,
for example, a maximum rental and a minimum size and only sites that meet

the essential criteria are considered seriously.

Let us assume that all four sites conform to both essential requirements. We
score each site for each criterion as follows, say on a scale from 1 to 10 (where
10 is the best).

Finally we have to agree how the five criteria compare. Let us assume that 1 is
most important and 5 least important. Again we can allocate an agreed score

in the range 1-10. The next table shows the full situation.
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Criterion (weight)/option A B C D
50 50 80 100
1(10)
5 5 8 10
64 64 80 24
2(8)
8 8 10 3
72 64 56 16
3(8)
9 8 7 2
49 63 70 35
4(7)
7 9 10 5
50 20 15 10
5(5)
10 4 3 2
40 28 32 36
6(4)
10 7 8 9
Total (score x weight) 325 289 333 221

The figures in the top right hand corner of each box are the product of

criterion weight x score, ie for option A, criterion 1, the product is 10 x 5 = 50.

Option C seems the best all-round choice, closely followed by A. We do not

need to follow the answer too slavishly, but the technique is useful as a

method of short-listing options, and has the advantage of being very open

and transparent.

2. Decision trees

Decision trees are diagrammatic techniques which are useful to choose one

from a number of alternatives where the outcome (or value) of each alternative

is not known for sure but is expressed in probabilities. To take a very

simplified example, suppose an oil company has conducted a geological survey

and is considering whether or not to drill for oil. The survey looks positive,

but past experience tells us that there is still only a 10% chance of finding oil

in commercial quantities. Also it will cost £10m to drill, but the present value

of the oil, if found, is £200m. We can represent the situation thus:
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find oil £190m
0.1 + £200m
no oil

Decision -£10m

i 0.9
point
don't drill £0m
The . square represents the decision we must take. . The

circle represents an uncertain event over which we have no control. The
diagram shows the probabilities 0.1 and 0.9, and the -£10m cost of drilling
and + £200m income. The figures on the right hand of the diagram show the

net present values of each option.

We now work out the ‘expected value’ of the decision to drill. This is defined

as follows:

- (probability of finding oil x net value of finding oil) + (probability of not
finding oil x net value of not finding 0il)= 0.1 x £190 + 0.9 x-£10 = £10m

This represents the long-run average value of repeatedly taking the ‘drill’

decision, in similar circumstances. The best decision is clearly to drill.

In some situations it is quite difficult to obtain realistic estimates for
probabilities. However, even with rough estimates the technique is still of
great value as it focuses on the main options in a consistent way and gives

approximate payoffs.

Sensitivity analysis can be used to find out if any of the estimates is particularly
critical.
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3. Risk analysis

Risk analysis is a powerful technique to deal with problems which have
considerable uncertainty. It is typically used in investment decisions when the
consequences of the decision stretch several years into the future, and while

some effects are known exactly, others are subject to considerable uncertainty.

Let us take an example of what is often a vital but uncertain element in an
investment decision; sales volumes. To take a single value of sales for, say, the
next five years, can be highly simplistic. A better method might be to repeat
the analysis with what management consider to be pessimistic, realistic and

optimistic values. Eg for year one of our proposal:

pessimistic realistic optimistic

o U

Sales units

We would use these three values to do a sensitivity analysis, but risk analysis is
a better approach. The drawback with the ‘three-point’ estimate is that we are
unsure just how likely the three values are. Also it is clearly quite conceivable

that we might achieve intermediate values of sales.

Risk analysis allows the possibility of any value of sales within a continuous
range which we specify, based on either past experience or our knowledge of
the particular market. For example we might use the following distribution,
where the vertical height of the line indicates the probability of achieving that

particular number of sales units.
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Probability

25 50 75 100 125 150

Sales units

The implication is that we believe that sales will:
= npever be less than 25
= never be more than 200

* be most likely at around 100.

To use the technique we need special computing software that allows us to:
* build in all known values as constants

* represent uncertain values, using one of a number of distributions,

as above
= see the effect of several uncertain factors at the same time eg, sales

units and price
» simulate the investment decision a large number of times and show

the results, and associated risks, graphically.

See the @Risk software (on the Ashridge network).

4. Socratic tools for problem solving

This technique is based on the Theory of Constraints Journal published by the
Avraham Y Goldratt Institute.
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The technique is most useful when we have a large amount of (often

conflicting) information about a problem, or a series of interrelated problems.

What is the cause of this problem? What we observe might, after all, be simply
the effect of something deeper. It is no good dealing with effects, or

symptoms - we need to establish underlying causes and deal with these.

The technique is ‘effect-cause-effect’ analysis. It is not an easy technique, but it
can be extremely helpful in trying to find the root cause of any problematic
business situation. We should strive to reveal the fundamental causes so that
we can turn the conclusions of this effect-cause-effect analysis into a simple
problem statement. This technique has allowed us to state precisely the
problem and it is often said state precisely a problem and you are half way to
solving it! A flow chart and summary of the key stages of an effect-cause-effect

analysis is shown overleaf.
For more information see the following book: Goldratt, E M (1990), What is

this Thing Called the Theory of Constraints and How Should it be Implemented?
North River Press Inc. Ashridge shelf reference: JT (GOL)
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Effect-cause-effect analysis

BRAINSTORM
BUSINESS ISSUES
SELECT A
MAJOR ISSUE
~ CAUSE
CANNOT BE
; } SEEK A CAUSE RESPONSIBLE
FOR EITHER
<5 EFFECT
HYPOTHESISE OTHER

¢

EFFECTS OF CAUSE ﬂ
CHECK IF OTHER NO
EFFECTS EXIST

CAN BE ASSIGNED
TO THIS CAUSE

¢

¢

L ASSUME CAUSE IS

CTUALLY THE EFFECT

OF SOME OTHER
ROOT CAUSE

¢

ANOTHER CAUSE?

~

NO

>

ROOT CAUSE

CAN YOU ESTABLISH
YES q

5. Effective problem solving teams: two approaches

McGregor (1) observed teams in action and found the following characteristics
of more and less effective teams.

Characteristics of effective teams Characteristics of ineffective teams
Underlying goals

The task or objective of the group is well =~ From the things which are said, it is

understood and accepted by the difficult to understand what the group

members. task is, or what its objectives are.
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Member contributions

There is a lot of discussion in which A few people tend to dominate the
virtually everyone participates, but it discussion. Often their contributions are
remains pertinent to the task of the way off the point.
group.

Listening

The members listen to each other. Every = People do not really listen to each other.
idea is given a hearing. Ideas are ignored and over-ridden.

Conflict resolution

There is disagreement. The group is Disagreements are generally not dealt
comfortable with this, and shows no with effectively by the group. They may
signs of having to avoid conflict or to be suppressed by the leader, resulting in

keep everything on a plane of sweetness  open warfare, or be resolved by a vote in
and light. which the minority is barely smaller than
the majority.
Decision making
Most decisions are reached by a kind of ~ Actions are taken prematurely before the
consensus in which it is clear that real issues are either examined or
everybody is in general agreement and resolved.

willing to go along.

Leadership
The chairman of the group does not The leadership remains clearly with the
dominate it, nor, on the contrary, does group chairman. He may be weak or
the group defer unduly to him. strong, but he sits always ‘at the head of
the table’.
Self-evaluation
The group is conscious about its own The group tends to avoid any discussion
operations. Frequently, it will stop to of its own ‘maintenance’.

examine how well it is doing, or what
may be interfering with its operation.

Division of labour

When action is taken clear assignments Action decisions tend to be unclear, no
are made and accepted. one really knows who is going to do
what.

© Ashridge - not to be reproduced without permission. Sept-01 18



A second important insight into how teams work solving problems was given
by Belbin (2). After extensive observation of teams in action he concluded that
effective teams need a wide variety of people with different skills. The key

skills were described as follows:

plant, resource investigator, co-ordinator, shaper, monitor/evaluator,

teamworker, implementer, completer/finisher and specialist

For more detail on these team roles, refer to the learning guide on team

building/team working.

6. Forcefield analysis

This technique is useful in planning the implementation of any decision,
particularly where significant organisational changes are involved. Forcefield
analysis recognises that there are always two sides to a problem, which can be

represented by:

» driving forces

= restraining forces.
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These can be represented as follows:

>

driving rastrFining
forces full'ces
I
|
where we where we would
are now like to be

The first stage is to list all possible forces of both types. Then develop a
strategy to maximise the driving forces and minimise the restraining forces. We
can do this by examining each force in turn (with the key individual(s) in
mind) and seek to understand the underlying cause. Then develop ideas to

enlarge driving and minimise restraining forces.
7. Synectics
Synectics is a problem solving strategy. It is based on the premise that everyone

has the capacity to solve their problems if only they can unlock their creative

potential and overcome the fear of making mistakes and taking risks.
The stages of the synectics process are outlined below. It is ideally a group
activity and it works best if one member of the group (not the problem

owner) acts as a facilitator, leading the rest of the group through the process.

Remember throughout the exercise it is important to listen well and to follow

the rules of brainstorming and creative thinking.
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The synectics process:

i. A statement of the problem

The problem holder gives a brief outline of their problem. Make sure this

is written up on the flip chart so that it is clear for everyone to see.

ii. Goal wishing

The problem holder makes a wish (or wishes). What is their ideal
solution? The rest of the group can join in here with other ideal
solutions which may come to mind. Don't evaluate, and add all the goal

wishes to the flip chart.

The problem holder then selects one which is the most intriguing (don't

worry about the practicality at this stage).

iii. Take an excursion

Select something which is very different but which has some underlying
similarity (ie a group looking at how to build their team used “marriage’

for the excursion - the perfect team).

Forget your problem now and just brainstorm lots of ideas on your
excursion topic (at least 2/3 flip charts). It is often a good idea to take

two excursions so that you have more ideas.

iv. Force fit

The idea now is to ‘force fit’ some of the ideas from the excursion back
to the original problem. Use some of the excursion ideas and link them
back in as possible solutions or ways forward (ie, in the case of the
marriage excursion, the idea of wedding reception had a force fit back to
an idea for celebrating successes and having welcome parties for new

team members). At this stage do not evaluate ..... keep your mind open.
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V. Itemised response

Now you are looking at the pros and cons of your force fit solution.

What are the advantages and disadvantages?

Work out how you can overcome the cons or difficulties in

implementing your proposed solution.

vi. Action steps

This is the final step where you detail the actions you will now take to

implement the problem.

8. Task and process

There are two components to any problem we encounter at work. The first is
the task or ‘technical’ aspect. The second is the process part. Process involves
how people work together and how they feel about working together. W R
Bion (3) found in the 1930s that any problem involving two or more people
means that both these areas must be managed simultaneously. Usually errors

occurred in the process side of the problem.

The task or ‘technical’ area is the area where most professionals, including
engineers, accountants, personnel, etc, have had their training focused. It is an
area of comfort for most managers. The process aspect deals with personal
relationships - how a member of a group feels his/her idea has been accepted,
whether the group has allowed all available information to be used, whether
someone feels valued by their colleagues, etc. By managing the process part of
the job, a manager helps people be committed, enthused, and to participate in

the department's business.

A helpful explanation of Bion's idea seems to be that the task aspect is about
getting the content side of a problem solved. The management of the process
side provides the film of lubrication which allows the technical mechanism to
work. If the process side is not managed then the problem solving process
overheats and seizes up. Then an unsatisfactory solution is produced. It is
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difficult to manage both task and process simultaneously especially if you have
information relevant to the task side of the problem. It may be more effective

to try different ways of leading a meeting. Some of these ways are:

= appoint a leader who is not involved directly in the issue

= appoint a task leader and a process leader

stop the meeting at regular intervals to examine process issues

swap the leadership role around the group.

As an employee moves up through an organisation their job involves more
and more of the process side. They may be dealing with departments other
than their own and, also, may have contacts with shareholders or other
interested external parties. The emphasis of the job moves from the task or
technical discipline to managing people - the process side. The diagram

overleaf summarises the task/process inputs to the problem solving process.

Two inputs to the problem solving process

Information Procedures Task objectives

Nl 7

TASK OR
TECHNICAL INPUTS

SOCIAL EMOTIONAL INPUTS
OR PROCESS

People’s behaviour- Iinteractions - how  Hidden agendas- eg to
how they present different people shine, to get even
themselves get on with someone

9. Financial information in decision making

The guiding principle here is RELEVANCE. If choosing between two (or more)
alternatives, identify and use in making your decision only information about
revenues and costs which are relevant because they will differ, depending on

which alternative is chosen.
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There is usually a mass of information potentially available to managers - any
computer services firm will be happy to fill up your office for you with paper
for a modest charge! The resource that is always in short supply, however, is
management time and attention; and it is wise to be economical and restrict its
use to applications which will produce the maximum pay-off for the

organisation.

The aim then is to:

= gselect all information that is relevant;

= select only what is relevant.

Failing to follow the second rule will not directly cause an incorrect result, but
will clutter the decision maker with irrelevant information, and may indirectly
increase the risk of error by multiplying the number of instances when a

mistake can occur.

What are we evaluating?

In the simplest situation, the alternative against which a project is being
appraised is that of not going ahead with the project. This would mean
forgoing the cash benefits coming from the project as well as not having the
cash to set it up. It is therefore the impact that the project will have on the
organisation's future cash position, rather than profits, which is being
evaluated. The most obvious illustration of this is depreciation. In the first year
after a capital equipment purchase the profit and loss account will be worse
off to the extent of one year's charge for depreciation. However the
organisation has lost the use in the first year of the whole of the cash spent on

the equipment.
This approach, of comparing the cash position of the business with and

without the project, is the incremental cash flow approach. A number of

guidelines should be borne in mind when using it.
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= Ignore cash spent previously (‘sunk costs’).

Only future cash flows should be taken into account since it is only these
which are discretionary. It is irrelevant that money has previously been spent
on preliminary surveys, advertising etc, because only future spending or

receipts will be affected by today's decision.

* Ensure that working capital changes are included.

Attention is often focused on a project's fixed capital spending and
subsequent cash inflows from the benefits of the project. Most projects will
also have an effect on the business's investment in stock and debtors and also
on the level of creditors. This working capital will probably increase as a result
of the project and should therefore be included as a cash outflow. Similarly
when the project comes to a conclusion the working capital will become an

inflow with stock being sold off and creditors being settled.

= Take all incremental costs into account, including ‘opportunity

costs.’

If a project uses resources which the organisation already owns, the value
should be included in the project evaluation. If for instance a new office block
is proposed to be built on land which is owned by the business, with an
estimated market value of £1m., then the project should not assume that the
land is a free resource, but should include its full sell-off value as a cost. This is
based on the grounds that if the project were not taken up the land would be

sold and generate £1m cash for the organisation.

* Ignore fixed cost allocations.

There is often a temptation to charge to a project its ‘fair share’ of the overhead
costs of the organisation. Although this may be reasonable in looking at the
organisation's performance historically, the evaluation of the project should
ignore such costs since they will be incurred whether or not the project is

undertaken - and are therefore irrelevant. Naturally any extra overhead costs of
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space, telephones, etc, which result directly from the project will be included

fully in the evaluation.

Conclusion

Considering how complex accounting and finance can sometimes appear, the
above looks remarkably unsophisticated - suspiciously like common sense in
fact! One reason why confusion can occur here is that the basis on which the
main financial statements (the balance sheet and the profit and loss account)
are prepared, in a historic context, is different from that appropriate to

evaluating decisions about the future.

There are good reasons for this - different situations require different solutions

- but the first guiding rule in using financial information in decision making is:

= use future cashflows which are relevant for this decision because

they differ as between the alternatives being considered.

The second rule is to remember that the financial information is only part of
that which will be relevant to the decision as a whole, and must be considered
together with a variety of factors which may not be easily quantifiable, but

which could be just as relevant.
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Development activities

1. Reflect on a decision you have taken recently, either personal or business

and ask yourself the following questions:

* What were your objectives in taking the decision?

*  Were these all equally important?

»  Were they all compatible?

* How would you grade their importance?

* What options did you consider?

* Did you use appropriate methods to create additional options?

* How did you come to a decision? What tools and techniques did
you use?

» How effective was the decision? Did you achieve the objectives you
wanted?

* How could you improve on your decision making process?

2. Consider your general attitude to risk when taking decisions. Are you more
risk averse when taking personal decisions than when taking business ones?

What are the consequences of this?

3. Next time you are running or taking part in a team to solve a problem, or
take a particular decision, use Belbin’s framework (4) to evaluate each
individual’s particular strength to choose appropriate members from a ‘process’

point of view.

4. Also use McGregor's ‘characteristics of effective groups’, referred to on page
17, to guide the conduct of the group. How well do your team meetings

match up to this?
5. Pick a decision technique, eg, decision tables or decision trees (examples

can be found on p10 and 12) and apply it to a real decision facing you now

or in the past.
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6. ‘Itis better to implement a fair solution well than to fail to implement the
best possible solution’. Consider this in the light of a decision you have made
and implemented in the recent past. Was the solution good, average, or the

best possible? How well did you implement it?

7. What are your preferences and strengths in each part of the decision
making process? Using the four-stage model developed by Ben Heirs (The
Question, the Alternatives, the Consequences and the Decision). Complete the
questionnaire in his book (6). The purpose is to obtain an honest view of
yourself and your decision making behaviour. Ask someone who knows you

well to complete it for you as well.

8. When you next have to solve a problem with a group of colleagues,
deliberately adopt a ‘brainstorming’ approach. Make sure everyone
understands what you are trying to achieve, and arrange a suitable meeting.

Remember to:

= suspend criticism; evaluate LATER!

= encourage volume - use a facilitator and flip charts
* listen and build on ideas

» choose an appropriate venue and team

* encourage an informal atmosphere.

9. Next time you want to implement a decision smoothly, use the force-field
diagram (see example on p19) as a way of highlighting the main supporting
and opposing forces. Remember to consider all the major stakeholders.
Develop a plan to minimise resisting forces and maximise supporting forces.

How will you ensure the change “sticks’?

This learning guide was written by John Fripp, a client and programme

director at Ashridge
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