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Abstract

This article reports the usage and effectiveness of advisory bodies (i.e. ad-
visory boards, boards of directors, management consultants, accountants, fam-
ily, friends) that exist in smaller businesses. The authors find that advisory
boards have the most significant impact on various company performance cri-
teria. This result implies that strategic marketing and planning is enhanced
by the use of advisory boards. Additionally, the authors discover thatr the
entrepreneur’s attitude is even more important than previously reserched in-
hibitors of lack of resources to greater use of advisors.

Introduction

The United States has a long tradition of entrepreneurship in small and
medium sized businesses. Unfortunately, new startup firms are subject to many
perils in the business world. With a 60% failure rate cited for new endeavors,
it is important that entrepreneurs learn how to overcome the obstacles to suc-
cess. From the past research on business failures, many firms suffer due to
inadequate knowledge by the owner/manager on running the business — poor
understanding of markets, the customer and competition, inadequate financial
controls, lack of strategic planning, and inadequate capitalization. Gobeli and
Seville (1989, 8) state that “lack of management expertise is the primary cause
of small business failure.”

Researchers have assessed the reasons for success and failure in small
business. Dimma (1996) and Montagno et al. (1986) emphasize the importance
of strategic planning to entrepreneurs who concentrate only on day-to-day op-
erations. The primary reason for business failures is the lack of marketing and
managerial expertise (Fox, 1983; Miskin and Rose, 1990). Khan and Rocha
(1982), however, cite four interrelated problems in marketing, accounting, in-
ventory and cash flow which endanger the small firm’s ability to survive and
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prosper. Ibrahim and Goodwin (1986) conclude that entrepreneurial behavior
and managerial skills are key success factors for new startups.

Entrepreneurs often lack the skills and experience necessary to overcome
many problems encountered. To compensate for their lack of knowledge, en-
trepreneurs seek expertise from persons and groups both internal and external
to the firm. Aid can be formal or informal. For instance, some executives set
up a board of directors. Boards can be of two types 1) advisory — members
give their opinions to the owner/manager but are not held legally or structur-
ally to the firm or 2) governing — members make decisions on resource allo-
cations as part of the legal structure of the firm. Others turn to personal con-
tacts such as friends, family, and marketing, advertising, and management con-
sultants on an ad-hoc basis. The government or trade association may offer
valuable assistance to the small business executive as well. The question to
be addressed by this research is: To what degree does the use of an advisory
or governing board of directors or management advisory assistance impact on
the successful performance of the firm?

The entrepreneur is ultimately the person to whom the blame is placed
when the firm fails. Is it in the best interest of the firm for the owner/man-
ager to turn to different advisory persons or groups? Do the practices of ask-
ing for assistance follow a pattern for more successful firms? This informa-
tion could help entrepreneurs to learn which types of assistance are most ben-
eficial. Given the limited time and financial resources available to most entre-
preneurs, this research may pinpoint the critical situations and resources where
getting assistance “pays off.”

This study will provide information on the use of a board of directors and
other advisors and the linkage to performance measures which are key to stra-
tegic marketing and planning. A second area of investigation is to determine
the major inhibitors which prevent small businesses from establishing and us-
ing board of directors/advisory assistance.

Previous Research

Assistance Forms

Most research which has been done on the topic of boards of directors
and managerial advisory assistance in the United States focuses on the struc-
ture, composition, recruitment, forms and sources of assistance (Baldwin and
Hughes, 1995; Baysinger and Hoskisson, 1990; Business Owner, 1990; Kesner,
1989; Lorsch, 1995). Fox’s (1984) research, for example, focuses in on the
types and structures of small business boards of directors. He states that a
panel of counselors can help small business owners in the areas of marketing,
managerial and technological advice. His work has shown that “quasi-boards”
(non-governing and advisory only) can offer ideas and recommendations to
help strengthen the business by formal planning, deliberation in major deci-
sion making and providing outside objectivity. The study by Nelson (1989)
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confirms that female entrepreneurs value outside assistance in two areas: ba-
sic business support and for day-to-day business support in planning, operat-
ing and coordihating. In their interviews of 148 small businesses in Orcgon,
Gobeli and Seville (1989) found that 79% of the firms used CPA firms for
accounting services. In determining the sources of assistance, Baldwin and
Hughes’s (1995) book paralleled the research of Franklin and Goodwin (1986).
Both writings found that small businesses overwhelmingly turned to accoun-
tants, lawyers and bankers for most of their managerial problems.

Perceived Effectiveness of Assistance

The primary focus of past research has been on the entrepreneur’s per-
ceived effectiveness of the assistance type or form, as measured by an effec-
tiveness scale. Professional consultants and advisors, such as accountants, bank-
ers, and lawyers have been rated “high” in their effectiveness in past studies
(Baldwin and Hughes, 1995; Gales and Blackburn, 1990). Gobeli and Seville’s
(1989) results show that most small business owners perceive accountants to
be helpful only in tax return preparation rather than in management informa-
tion system design or forming strategic marketing and management plans.
Baysinger and Hoskisson’s (1990), Ford’s (1989) and Shapiro’s (1995) research
on effectiveness of boards revealed that most CEOs believed inside directors
were more helpful than outside directors because of their knowledge of the
firm, but no direct linkage between the use of these boards and positive per-
formance was determined. In an empirical study on information sources for
small firms, Specht (1987) and Fann and Smelter (1989) both found personal
sources to be more effective than impersonal ones. In light of these studies,
the present research focuses on different types of personal sources.

Performance

In their research, Holmes and Nicholls (1988) found a tentative
assistance-performance linkage to the use of professional accountants; the
“lower the level of sales, the greater the proportion of owner/managers restrict-
ing accounting information to ST (statutory — meaning tor IRS tax returns).”
That is, firms with greater sales volumes used accountants for preparation of
tax returns as well as budgets and plans. Dollinger (1985) also found that the
use of outside consultants (marketing and management) was positively corre-
lated with performance, measured as perceived organizational effectiveness in
53 small retailing firms.

Probably the strongest empirical evidence supporting the relationship be-
tween the use of entrepreneurial assistance and firm performance has been con-
ducted by Chrisman and Leslie (1989). Rather than concentrating on the dif-
ferent forms of outside assistance (such as formal and advisory boards, accoun-
tants, family, friends), they studied three types of assistance, namely, “strate-
gic, administrative, and operating” and their impact on performance. Two fi-
nancial performance criteria were utilized in their research — sales growth and
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incremental return on sales (ROS). The major finding of the paper was that
only firms which obtained comprehensive assistance (meaning of all three
types) were better performers in terms of ROS. None of the assistance types
were significantly linked to sales growth. While this study focuses on the im-
pact of the content of assistance on performance of the firm, it 1s limited in
some important ways — the sample size is fairly small (Watts and Ormsby,
1990); performance was measured narrowly by two financial criteria; and as-
sistance was received through one form (i.e. government sponsored assistance
through a SBDC — Small Business Devclopment Center in Georgia). Another
study with the similar limitation of having examined only SBDC consulting
and performance did confirm the link of advisors to upward trends in sales,
profit, net worth, and number of employeccs (Nahavandi and Chesteen, 1988).
Dollinger (1985) like Chrisman et al. (1989) says comprehensive attention to
a mix of factors (i.c. suppliers, marketing and management consultants, trade
associations, regulators, stockholders and competitors) contributes to higher
sales, nct income and profitability for small firms.

Building upon this foundation of research, the present study analyzes a
variety of assistance forms in a larger sample size with a more comprehensive
look at performance criteria. That is, the goal of this research is to compre-
hensively evaluate the advisors and their relationship to positive company per-
formance mecasurcs found in previous research: sales (Chrisman and Leslie,
1989; Nahavendi et. al, 1988); market share (Gales and Blackburn, 1990); pro-
ductivity — sales per employee (Garsombke and Garsombke, 1989); return on
sales (Cragg and King, 1988; Franklin and Goodwin, 1986); return on assets
(Hornaday and Wheatley, 1986); return on equity and new geographical sales
area (Garsombke et. al, 1989).

Inhibitors

Another important area of research on board of directors/management ad-
visory assistance deals with the barriers facing small businesses in the devel-
opment and use of advisors. If a firm is not using a board of directors or other
entreprencurial assistance, are there reasons why? Most of the impediments to
assistance researched thus far have concentrated on the cost of establishing or
maintaining these boards or advisors and finding appropriate expertise in
needed functional areas and the industry. Smale et. al (1995) suggest that small
companies have difficulty in providing the resources needed to acquire and
develop outside expertise and advisory assistance. In fact, Shapiro cautions
small businesses to “leverage their internal brainpower first before calling con-
sultants” (1995, p. 31). Weiss (1995) and McMenamin (1993) researched the
inhibitors which affect the entreprencur’s use of outside advisors and state that
the factors are primarily lack of financial and organizational resources. While
small businesses will surely benefit from long term planning, marketing tech-
niques which include building relationships as well as enhancing sales, prepa-
ration of organizational documents, and computer utilization, most of these
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smaller firms encountered significant problems in setting up and fully imple-
menting their consultant’s advice.

Methodology

A mail questionnaire was the basic research methodology used in this
study with questions developed into four major topical areas. The first section
contained a list of various board of directors/management advisory assistance
forms previously evaluated by researchers (Gales and Blackburn, 1990;
Nahavandi and Chesteen, 1988; Specht, 1987; Verespej, 1994; Weidenbaum,
1995). The forms of assistance described above included both advisory and
governing, individual and group, and professional and non-professional. The
“usage” of assistance measured the amount each assistance form was consulted
over the past 3 years through a 5 point Likert scale with ‘1’ being “used very
little” and ‘5’ being “used extensively.” The “effectiveness” of managerial as-
sistance was measured by using a five point Likert scale ranging from *not
effective” to “extremely effective.”” The points were averaged for all respon-
dent firms to calculate an effectiveness score.

The second section consisted of a list of possible inhibitors derived by the
authors and other small business professionals in their research (Johnson and
Kuehn, 1987, Miskin and Rose, 1990). This list contains factors which have
or are presently inhibiting the development and/or implementation of board of
directors/management advisory assistance. The third part of the questionnaire
identified performance indicators focusing on the seven performance factors
from the literature as outlined previously. Because of the reluctance on the part
of small business owners to divulge financial data, this study employed self
report qualitative measures of positive organizational performance. This per-
formance rating system was designed, tested and utilized by Dess and
Robinson (1984). It has been used in a series of studies where current spe-
cific financial data have not been available (Chrisman and Leslie, 1989;
Garsombke et. al, 1989; Vance, 1983). The fourth major section of the survey
contained questions dealing with business characteristics such as approximate
annual sales, number of employees, types of products produced, and owner-
ship forms.

The Sample

The target population for this study included small and medium sized
companies in the State of Maine listed in the 1992 Maine Directory of Small
and Medium Sized Firms. This directory contains the listing of all manufac-
turing firms by SIC Code and County. A random number generator was used
to select five hundred questionnaire recipients. Of the five hundred firms
sampled, one hundred twenty-six firms participated in the study for a twenty
five percent (25%) response rate.
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A majority of firms in the study had less than one million dollars in an-
nual sales per year (68%), had fewer than fifty employees (69%), and were
incorporated (81%). The sample fits well within the guidelines for small busi-
ness given by Nappi and Vora (1980); a typical small business has less than
$1 million in sales, 100 employees and is independently operated. Over
sixty-seven different SIC Classifications were represented in the responding
firms, with the greatest concentration in the manufacturing and marketing of
wooden products (8.5%). Products manufactured included wood products, mat
tresses and springs, canned foods, packaging material, metal fabrication, elec-
tronic parts and equipment, printing, and building materials. Of the firms re-
sponding, fifty-nine per cent (59%) identified themselves as manufacturers,
seven per cent (7%) as wholesaler/distributor, five per cent (5%) as service
businesses, and three per cent (3%) as retailers and lwenty six per cent (26%)
as a mixed type. Chi-squarc analysis of response and nonresponse firms
showed no significant differences between the two groups regarding product
type, number of employees, amount of yearly sales, and type of ownership.
Backwards stepwisc regression statistics were utilized to enable the research-
ers to focus on the most elemental factors by taking out those which did not
add significantly to the overall effectiveness model.

Results

Table 1 summarizes the commonly used forms of assistance (frequency
and percent of usage) by the responding firms and how effective these forms
are rclative to one another. The most frequently cited factors which inhibit

Table 1
Usage (Frequency and Per Cent) and Effectiveness of Board of Directors and
Management Advisory Assistance Forms

Usage Usage Effectivencss
Frequency Percent
Accountant 102 81 3.12
Attorney 90 71 316
Banker 72 57 3.60
Consultant 70 56 3.66
Governing Board 61 48 3.49
Trade Association 60 47 350
Friend or Relative 58 46 414
Supplier 58 16 4.64
Advisory Board 50 40 363
Governmient Sponsored Program 47 37 294

(i.e. SBDC, SCORE. $BI. SBA)
Customer i3] g 1.85
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implementation of advisors are shown in Table 2. While these statistics show
some interesting patterns regarding use and perceived effectiveness of assis-
tance and their inhibitors, they do not address the question of significance.
Table 3 addresses this issue and reports the significant regression results rel-
evant to each of the assistance forms and performance factors studied.

Table 2
Frequency and Percent of Inhibiting Factors

Factors Frequency Percent
Belief advisors would not help 47 37
Lack of time to evaluate 43 34
Lack of capital 34 27
Lack of staff 32 26
Lack of knowledge 31 25
Difficulty of obtaining funds 20 16
Lack of advisors in area 16 13
Table 3

Summary Table for Significant Regressions of Performance Factors
on Advisory Forms

Beta R Square Probability
Change
Sales: ADV 0.208 0.090 0.100
Sup 0.140 0.040 0.095
Productivity (Sales’/Employee): ADV 0.245 0.061 0.136
CON 0.107 0.048 0.192
Market Share: ADV 0.245 0.061 0.135
CON 0.107 0.048 0.192
TRA 0.091 0.042 0.161
Return on Equity (Net Income/Total
Stockholder’s Equity): ADV 0.402 0.333 0.000
Cus 0.059 0.032 0.241
Return on Sales (Net Income/Total Sales): ADV 0430 0.261 0.003
FRI 0.089 0.057 0.147
Return on Assets (Net Income/Total Assets): ADV 0.228 0.063 0.197
FRI 0.097 0.040 0.211
New Geographical Sales Area: GSP 0.372 0.176 0.040
Sup 0.211 0.060 0.093
Legend: ACC Accountant FRI Friend or Relative
ADV  Advisory Board of Directors GOV Governing Board of Directors
ATT Attorney GSP  Government Sponsored Program
CON Consultant SUP  Supplier

CUS Customer TRA  Trade Association
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Discussion of Strategic Marketing and Planning Implications

Advisors

The first area explored in this study was the advisory form entrepreneurs
used and their perceived effectiveness of these forms. Entrepreneurs most of-
ten used a board of directors, which is a group form of professionals. This
represents an increase in usage of boards by smaller firms since Vance’s (1983)
study, which reported small business use at approximately 80%. The next most
used forms of advisors were individual professionals: accountants (81%), at-
torneys (71%), bankers (57%), and marketing and managerial consultants
(56%). These results are consistent with previous research findings (Gales and
Blackburn, 1990; Specht, 1987).

The “governing” board of directors form was used slightly more frequently
(48%) than the “advisory” board form (40%). Government programs and cus-
tomers, as advisory forms, were the least used (37% and 9% respectively).
Explanations for this low usage of government programs and customers when
compared to other forms are related to the perception of the government and
customers by small business owners. Small business, in general, is suspect of
government interference and bureaucracy; customers are seen as sources of rev-
enues, not assistance to overcome problems the business faces. Many entre-
preneurs believe that admitting they have problems and need outside help could
hurt customer confidence and loyalty. However, entrepreneurs should be care-
ful not to miss opportunities to gain advice from their customers especially in
the areas of new product development and existing product improvements.
Most small businesses have become competitive because they have offered
something special to their customers or appealed to a unique customer group
or niche.

Of the most used forms of advice, small business owners who responded
believed that suppliers and friends were the most effective forms of advi-
sory assistance. Consultants, bankers, boards, trade associations, attorneys,
and accountants were next in order of perceived effectiveness. Government
programs and customers were judged to be the least effective forms.
Counterpointing usage and effectiveness brings two strategic implications for
entrepreneurs. Although usage is relatively low, assistance from suppliers and
friends is perceived as extremely effective. Perhaps this has to do with the
fact that small business people did not pay for this assistance and yet the
results surpassed their expectations. In addition, of all assistance forms, sup-
pliers and friends seem likely to be viewed as trustworthy and helpful. Such
a view builds up with long term relationships of this kind (Weiss, 1995).
Also more frequent and intense communications with suppliers have been
tied to more frequent use of advertising and strategic marketing plans (Gales
and Blackburn, 1990; Franklin and Goodwin, 1986). Entrepreneurs who are
not establishing these strong relationships may be overlooking the benefits
of such contacts.
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It is important to note that professional assistance, both group and indi-
vidual, also fared well. Usage and effectiveness were relatively high for these
forms. This is contrasted to the forms of government sponsored programs and
customers, which had relatively low usage and poor effectiveness ratings. One
may wonder, in fact, if low usage of these forms is due to the perceived ef-
fectiveness of these sources. Word of mouth between entrepreneurs is often the
way the business community hears about sources of assistance. Consultants
have long used testimonials of entrepreneurs and clients to increase their busi-
ness.

Inhibitors

The most frequently cited inhibitors found in the study were a “belief that
management advisory assistance or board of directors would not help opera-
tions” (37%) and “lack of time to investigate management advisory assistance”
(34%). “Lack of capital” was the reason checked for inhibiting use of assis-
tance by 27% of the respondents. Other research on advisors have reported
lack of resources (i.e. time and money) as the major obstacles (Fraser, 1995;
Gales and Blackburn, 1990). Examining Watts and Ormsby’s (1990) research
on the effects of long-range planning on small firm performance, insights can
be drawn regarding inhibitors to advisors. Attitude was found to be of para-
mount importance; 79% of managers in the lower performing group said that
the expense and time involved in planning often outweighed the benefits. It
could be that some entrepreneurs do not believe the benefits of advisors out-
weigh the expense and time involved in soliciting advice. This study addresses
the issue of benefit of advisors to the firm by relating assistance forms and
performance measures.

Sales

A backwards stepwise multiple regression analysis was performed to test
the relationships between the studied independent variables (usage of each ad-
visory form) and the dependent variables (seven performance factors). Results
reveal that the performance factor of sales was positively impacted by two in-
dependent variables, “advisory board of directors,” and “supplier or resource
contributors.” These two factors together accounted for 20.6% in the variance
in sales (i.e. usage of an advisory board and supplier for business advice).

This confirms that advisory boards are beneficial to the firm as Castaldi
and Wortman (1984) predicted in their research — the “collegial” board struc-
ture (also called quasi or advisory board) was deemed as the most “efficient”
form and “crucial to success”. The finding on suppliers being a good source
of advice parallels the research of Dollinger (1985) on environmental contacts
and performance — entrepreneurs who repeatedly contacted suppliers for in-
formation and advice (primarily to get environmental information for use in
strategic marketing and planning) had higher sales and net incomes in their
firms. The results did not confirm the finding of a positive relation- ship be-
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tween sales and use of government sponsored programs, particularly SBDC,
which Nahavandi and Chesteen (1988) reported. However, it could be inter-
preted that the advisory board and suppliers did give the same type of infor-
mation that SBDC consultants were most often reported giving — business
planning (17%) and marketing planning (19%).

The present study did not collaborate Holmes and Nicholls’s {1988) link-
age between use of accountants for planning and sales increases. The finding
on the importance of suppliers and advisors confirms somewhat the recent
empirical work by Gales and Blackburn (1990) that showed close wholesale
relationships (greater communications) impacted retailer planning and promo-
tional activity although not sales or profitability directly. Together with previ-
ous research, the current study suggests that suppliers can provide information
and advice to significantly benefit their small firm clients.

Only two independent variables, “advisory boards” and “consultants,” ac-
counted for eleven percent (11%) of the variance on productivity, which was
measured as the ratio of sales per employee. Again, this result corresponds to
the belief (Castaldi and Wortman, 1984, 2) that the “collegial” board structure
was the most “efficient” form, which could easily relate to greater productiv-
ity. Although no study on advisors which assessed productivity can be found
to compare to these results, Nahavandi and Chesteen’s (1988) research looked
at sales and number of employees as separate factors relating to SBDC con-
sulting. From an analysis of these separate results, productivity was also posi-
tively impacted because sales increased more percentage points (35%) relative
to the percentage increase in the number of employees (19%).

In the present study, entrepreneurs were asked to evaluate the effective-
ness of paid professional consultants to free SBDC student consultants (in the
form of “government sponsored programs”) and the professional emerged as
more effective. So it is not really surprising that the professional consultant
would have a more significant relationship to small firm performance.
Nahavandi and Chesteen (1988) themselves questioned the owner/managers
why they did not implement the student consultant recommendations and two
areas emerged — the lack of the consultants’ experience and their understand-
ing of the business, particularly in overall business and marketing planning.

Market Share

Three variables were moderately related to the market share factor — “ad-
visory boards,” “consultants” and “trade association assistance” with 15% of
the changes in market share being explained by these variables. The impact
of all three advisors was fairly evenly split, but advisory boards showed a
larger beta weight. Market share is an illusive goal since it is very hard to
define markets. It is noteworthy that this factor should have a variety of assis-
tance forms which are related, but yet only explain a relatively small amount
of the flux in market share. As evidenced from previous studies on market
share, a complex array of factors such as advertising expenditures, industry
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stage, competitive factors, the degree of marketing research and planning and
other market-related factors have been found to be significant (Baldwin and
Hughes, 1995; Provan and Skinner, 1989; Specht, 1987).

Profitability Ratios

The analysis also revealed that 2 independent variables accounted for 36
percent of the positive variation in return on equity. “Advisory boards™ usage
was highly significant contributing over 33% of the variance in ROE and “cus-
tomer” assistance explained 3% of the changes in this performance factor. In
his study, Dollinger (1985) used a shghtly different measure of profitability
(i.e. the owner’s draw, fringe benefits, cash dividends and net income divided
by the prorated percentage of ownership) and uncovered a negative relation-
ship with the customer. He explains this unexpected outcome between a high
number of customer contacts and low profitability by saying the entrepreneur
is taking on the role of sales personnel and does not have time for other ex-
ecutive tasks which are more cost efficient and profit generating activities.
When the customer contact is factored out of Dollinger’s correlation, the re-
maining factors together (including trade associations, suppliers and consult-
ants but no categories for government sponsored programs or boards) ac-
counted for 36% of the variance in profitability.

The strongest positive relationship was found between the dependent vari-
able of return on sales and the independent variable of “advisory board” as-
sistance. This assistance form accounted for over 26% of the variance in ROS
and was weighted the highest of all dependent variables studied (beta of
0.430). In addition, the variable of “government sponsored programs” was
moderately related to this variable measuring profit margin. Interestingly
enough, these two advisor forms are usually without significant cost to the firm
in terms of money, but may be high in terms of time. ROS is positively ef-
fected by strategies and advice that result in lowering costs and/or increasing
gross revenues. This result confirms two previous studies: Nahavandi and
Chesteen (1988) reported a 23% average increase in profit margin for firms
using SBDC consulting in the state of Utah; Chrisman and Leslie (1989) ana-
lyzed that comprehensive advice on strategic, administrative and operating
decisions by SBDC consultants resulted in significant ROS increments.

The regression equation for return on assets showed only marginally sig-
nificant and weak relationships with “advisory board” and “friends” in the ex-
pected positive direction. Possible explanations for this could be that assets in-
creased relative to net income for the sampled firms on a whole and thus ad-
visor choice did not serve as a discriminating factor. In fact, for manufactur-
ing firms in Maine inefficient asset acquisition could be triggered by the re-
cent economic slowdown and competitive pressures to keep up with techno-
logical advancements.
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New Geographical Sales Area

Two variables (government sponsored programs and suppliers) were
strongly related to an increase in new geographical sales area, explaining
twenty-four percent of the variance. Manufacturing firms which experienced
greater growth in their geographical sales area (i.e. going from a local to re-
gional to national or international area) used suppliers and government spon-
sored consultants as advisors. These two forms of advisors could offer cli-
ents their knowledge about the state, regional, national and/or international
sales arcas and markets that the small firm may not have or be able to ac-
quire on their own. For example, the federal government through its SBA
programs offers export seminars and resources to small firms. In the state
of Maine, particular emphasis on expanding to international sales areas has
been given in seminars on Canadian markets and the recent Free Trade
Agreement. Experts agree that suppliers have valuable information on sales
regions in which they hope to expand because of a competitive edge or
where they have recently lost a distributor, client or competitor. Often they
entice small firms to enter new territories to fill these gaps by offering them
purchasing discounts and exclusive contracts. Suppliers also offer informa-
tion concerning products, markets, competitors, and the general business
environment which could easily contribute to expansion into new geographi-
cal areas as well (Dollinger, 1985; Franklin and Goodwin, 1986; Provan and
Skinner, 1989).

Conclusions

Advisory Boards

From the data analyzed, most of the performance factors were positively
related to the use of an advisory board of directors. Although this form of
management advisory assistance appeared to have the greatest overall impact
on performance, it was utilized by only 40% of the businesses, ranking eighth
out of the eleven forms of assistance. Advisory boards had the greatest im-
pact on the profitability ratios of return on equity and sales, in rank order.
The use of boards by entrepreneurs seems to be increasing in popularity, as
evidenced by the 88% of the sample who had one. Boards offer the entre-
preneur contact with a group of professionals with a variety of backgrounds
— marketing, accounting, legal, managerial, and financial — and therefore
the content of advice is probably more comprehensive than most of the indi-
vidual advisors (Park, 1995). This study leads credence to the idea that the
comprehensiveness of advice leads to better performance, but did not fully
support that advice from many sources at once is better than from one source,
as in Dollinger’s (1985) work. Although some evidence for the cumulative
effect of different advisory groups was given (eg. government sponsored pro-
grams contributed 18% to expansion in geographical areas by itself, but taken
together with the impact of suppliers explained 24% of the difference in this
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performance variable). Clearly, however, for overall impact on performance,
seeking assistance from an advisory board was the most beneficial choice.

So why did the advisory board seem to overshadow the governing board
in these resuits? This intriguing question may be answered by the purpose of
the advisory board — which is to advise or counsel - as compared to the gov-
erning board — which is to govern or control the actions of the entrepreneur.
The difference is in the setup and charter given them. When the board is given
legal responsibility and structural power, the entreprencur is in fact sharing
some of the decision making role. Although small privately-owned firms are
under no obligation to have a board, beyond the minimally required state speci-
fied constitutional board, many entrepreneurs have created fully functioning
boards, some advisory and some governing. Inherently, there is more resistance
to the governing form and more voluntarism in the advisory form (Verespej,
1994),

The advisory board can be an easy way for an entrepreneur to get profes-
sional consulting advice. For example, when John Fox was starting up Minute
Maid in 1945, he said that he used the board as a “substitute, and a really
cheap substitute, for all the consultants I couldn’t afford. They helped me de-
cide on such vital issues as getting the company launched . . . held my hand
through all kinds of growing pains” (Vance, 1983, 25).

In an advisory form, directors offer their general or specialized back-
grounds and experiences to be applied to specific marketing, financial and
management problems of the company (Baldwin and Hughes, 1995; Fraser,
1995). In fact, successful entrepreneurs select directors on their complemen-
tary knowledge and specialties to best fit the needs of the firm and manage-
ment, but contrary to popular belief that does not always mean that the ma-
jority of board members are outsiders. In fact, Ford (1988) showed that the
predominantly insider (members of family, and present, former, or retired man-
agers or officers of the firm) boards are more influential.

Contingency Theory

From the research, it is evident that small business decision makers need
to select assistance forms with the most impact on the performance criteria
which are important to them. For example, if sales or return on sales are ex-
tremely important, the advice of an “advisory board” should be sought. If
growth into new geographical areas is the target, “government sponsored pro-
grams” and “suppliers” together would be the best choice for assistance. But,
performance goals are sometimes contradictory. For example, Hornaday and
Wheatley (1986) showed that organizational growth was not correlated with
higher profits in small retail firms. The strategic implications of this research
are that there are tradeoffs between performance measures which affect the
impact of the various forms of managerial assistance. Entrepreneurs should
decide on their primary emphasis and choose advisors to fit those strategic
goals. In addition, advisors are only one factor among many which can help
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to attain strategic goals and entrepreneurs need to utilize other key success
factors to accomplish their strategies and objectives.

This study is an initial attempt to determine the impact that usage of ad-
visors have on positive performance of small businesses. While entrepreneurs
overwhelmingly (94%) use some advisory form to help in running their firms,
the form of “advisory board of directors” appears to have a greater impact on
positive performance than other forms of advisors, even though advisory
boards were utilized less frequently than other forms such as accountants, at-
torneys, and bankers — which were utilized the most. After the advisory
board, government sponsored programs and suppliers showed the next great-
est potential for specific performance improvements in small firms.

Future Research

Future research could be attempted to determine more specifically the type
or content of advice and information (functional knowledge such as marketing
or financial or kind of information such as strategic versus operational) for
each advisory form. This could clarify why the individual professional advi-
sors such as attorneys, bankers, accountants, and lawyers, although perceived
as being effective, did not show any empirically significant relationships to
performance. It seems likely that these types of professionals give a narrow
array of advice and information that is related to their specialty, but further
rescarch is warranted to test this assumption. This study shows that the choice
of advisory forms depends both on the needs of the entrepreneur and the per-
formance goals sought, and adds to existing contingency theory.

Future research could expand the performance model to include factors
along with advisors such as innovativeness, owner decision making, and goal
setting, which Dollinger (1985) found related to performance. In addition, fu-
ture research could focus on firm and industry differences as well. Due to the
limitation of a single state sample, it’s recommended that future studies ex-
pand this research drawing a sample from several other states or nationally to
increase the meaningfulness and generalizability of the results.

This study has shown that the greatest inhibitor to small business use of
boards and advisors was the belief that these forms of advisors would not help
operations and provide the company with viable assistance. Additionally, the
results confirm previous research which cited lack of time and resources as
major inhibitors to use of advisors. This and future research analyzing the role
of advisors more fully could contribute to eliminating the bias against use of
advisors and convince entrepreneurs that the time and resources expended in
gaining advice would be beneficial to the success of the firm.
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