
“Entrepreneurship and New Ventures”.

: Introduction To Entrepreneurship

Topic Objective:

At the end of this topic student would be able to:

 Learn about Entrepreneurship

Definition/Overview:

Entrepreneurship: Entrepreneurship is the practice of starting new organizations or revitalizing

mature organizations, particularly new businesses generally in response to identified

opportunities. Entrepreneurship is often a difficult undertaking, as a vast majority of new

businesses fail. Entrepreneurial activities are substantially different depending on the type of

organization that is being started. Entrepreneurship ranges in scale from solo projects (even

involving the entrepreneur only part-time) to major undertakings creating many job

opportunities.

Key Points:

1. What is Entrepreneurship?

 The word entrepreneur derives from the French words entre, meaning between, and

prendre, meaning to take. The word was originally used to describe people who take on the risk

between buyers and sellers or who undertake a task such as starting a new venture.

 Inventors and entrepreneurs differ from one another. An inventor creates something

new. An entrepreneur assembles and then integrates all the resources needed to transform the

invention into a viable business.
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 Entrepreneurship (according to the classic definition) is the process by which individuals

pursue opportunities without regard to resources they currently control.

 Established firms with an orientation to behave entrepreneurially practice corporate

entrepreneurship.

 All firms fall on a conceptual continuum that ranges from highly conservative to highly

entrepreneurial. The position of a firm on this continuum is referred to as its entrepreneurial

intensity.

 Entrepreneurial firms are typically proactive innovators and are not adverse to risk. In

contrast, conservative firms take a more wait and see posture, are less innovative, and are risk

adverse.

2. Why Become an Entrepreneur?

 The three primary reasons that people become entrepreneurs and start their own firms are

to (1) be their own boss, (2) pursue their own ideas, and (3) realize financial goals.

o Be their own boss. Many entrepreneurs want to be their own boss

because either they have had a long-term ambition to own their own

firm or they have become frustrated working in traditional jobs.

o Pursue their own ideas. Some people are naturally alert, and when they

recognize ideas for new products or services, they have a desire to see those ideas realized.

o Realize financial goals. People start their own firms to pursue financial rewards.

This motivation, however, is typically secondary to the first two and often fails to live up to its

hype.

3. Characteristics of Successful Entrepreneur

3. 1. Passion for the Business

o The number one characteristic shared by successful entrepreneurs is passion for

their business. This passion typically stems from the entrepreneurs belief that the business will

positively influence peoples lives.
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3.2 Product/Customer Focus

o An entrepreneurs keen focus on products and customers typically stems from the

fact that most successful entrepreneurs are, at heart, craftspeople.

3. 3 Tenacity Despite Failure

o Because entrepreneurs are typically trying something new, the failure rate

associated with their efforts is naturally high.

o Developing a new business may require a certain degree of experimentation

before a success is attained. Setbacks and failures inevitably occur during this process. The

litmus test for entrepreneurs is their ability to persevere through setbacks and failures.

3.4 . Execution Intelligence

o The ability to fashion a solid business idea into a viable business is a key

characteristic of successful entrepreneurs.

o The ability to effectively execute a business idea means developing a business

model, putting together a new venture team, raising money, establishing partnership, managing

finances, leading and motivating employees, and so on. It also demands the ability to translate

thought, creativity, and imagination into action and measurable results.

4. Common Myths About Entrepreneurs

4. 1. Myth 1: Entrepreneurs are born, not made.

o This myth is based on the mistaken belief that some people are genetically

predisposed to be an entrepreneur.

4.2 Myth 2: Entrepreneurs are gamblers.

o Entrepreneurs are usually moderate risk takers, as are most people.
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4.3 Myth 3: Entrepreneurs are motivated primarily by money.

o It is nave to think that entrepreneurs dont seek financial rewards. As

discussed previously, however, money is rarely the primary reason

entrepreneurs start new firms.

4. 5 Myth 4: Entrepreneurs should be young and energetic.

o While it is important to be energetic, investors often cite the strength of the

entrepreneur (in terms of business experience, skill and talent) as their

most important criterion in the decision to fund new ventures.

o More often than not, older rather than younger entrepreneurs have the

qualities that investors are looking for.

5. Types of Start-Up Firms

 Salary-substitute firms are small firms that afford their owner or owners a similar level

of income to what they would earn in a conventional job.

o Examples of salary-substitute firms are dry cleaners, convenience stores,

restaurants, accounting firms, retail stores, and hairstyling salons.

 Lifestyle firms provide their owner or owners the opportunity to pursue a particular

lifestyle and earn a living while doing so.

o Examples of lifestyle firms include ski instructors, golf pros, and tour guides.

 Entrepreneurial firms bring new products and services to market by creating and seizing

opportunities.
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o Google, eBay and Starbucks are well-known, highly successful examples of

entrepreneurial firms.

6. Entrepreneurships Importance

6.1 Economic Impact of Entrepreneurial Firms

6.1.1. For these reasons, entrepreneurial behavior has a strong impact on the

strength and stability of the economy.

▪ Innovation Small entrepreneurial firms are responsible for 67% of the

innovations in the United States. Many innovations help individuals and

businesses work more efficiency and effectively.

▪ Job creation In the past two decades, economic activity has moved

increasingly in the direction of smaller entrepreneurial firms, possibly

because of their unique ability to innovate and focus on specialized tasks.

▪ Globalization Today, over 97% of all United States exporters are small

businesses with fewer than 500 employees.

7. Entrepreneurial Firms Impact on Society

 The innovations of entrepreneurial firms have a dramatic impact on society.

Think of all the new products and services that make our lives easier, enhance our

productivity at work, improve our health, and entertain us. Many of these products and

services were conceived and brought to market by entrepreneurial firms.

 New innovations do create moral and ethical issues that societies are forced to grapple

with. For example, bar-code scanner technology and the Internet have made it easier for

companies to track the purchasing behavior of their customers, but this raises privacy concerns.
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8. Entrepreneurial Firms Impact on Larger Firms

 In additional to the impact that entrepreneurial firms have on the economy and society,

entrepreneurial firms have a positive impact on the effectiveness of larger firms.

o For example, some entrepreneurial firms are original equipment

manufacturers, producing parts that go into products that larger firms

manufacturer and sell.

o Thus, many exciting new products, such as DVD players, digital cameras,

and improved prescription drugs, are not solely the result of the efforts of

larger companies with strong brand names, such as Sony, Kodak and

Johnson & Johnson. They were produced with the cutting-edge

component parts or research and development provided by entrepreneurial

firms.

9. The Entrepreneurial Process

9.1 Decision to Become an Entrepreneur

o As discussed earlier, people become entrepreneurs to be their own boss, to

pursue their own ideas, and to realize financial rewards.

o Usually a triggering event prompts an individual to become an

entrepreneur. For example, an individual may lose her job and decide that

the time is right to start her own business.

9.2 Developing Successful Business Ideas

o Many new businesses fail not because the entrepreneur didnt work hard but

because there was no real opportunity to begin with.

o Developing a successful business idea includes opportunity recognition,

feasibility analysis, industry analysis, and the development of an effective

business model.
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9.3 Moving from an Idea to an Entrepreneurial Firm

o The chapters in this section deal with building a new venture team,

assessing the financial strength and viability of new ventures, preparing a

proper ethical and legal foundation, writing a business plan, and getting

funding or financing.

9.4 Managing and Growing an Entrepreneurial Firm

o Given todays competitive environment, all firms must be managed and

grown properly to ensure their ongoing success. This is the final stage of

the entrepreneurial process.

o The chapters in this section focus on the unique marketing issues

confronting new ventures, the importance of intellectual property,

preparing for and evaluating the challenges of growth, strategies for firm

growth, and franchising.

Example/Case Study:

: Recognizing Opportunities And Generating Ideas

Topic Objective:

At the end of this topic student would be able to:

 Learn about Opportunities and Generating Ideas
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Definition/Overview:

Opportunity: An opportunity has four essential qualities: it is (1) attractive, (2) durable,

(3) timely, and (4) anchored in a product, service or business that creates

value for its buyer or end user.

Idea: An idea is a thought, impression , or notion. It may or may not meet the

criteria of an opportunity.

Key Points:

1. Identifying and Recognizing Opportunities

 An opportunity is a favorable set of circumstances that creates a need for a new product,

service, or business.

 An opportunity has four essential qualities: it is (1) attractive, (2) durable, (3) timely, and

(4) anchored in a product, service or business that creates value for its buyer or end user.

 For an entrepreneur to capitalize on an opportunity, its window of opportunity

must be open.

o The term window of opportunity is a metaphor describing the time period in

which a firm can realistically enter a new market.

 It is important to understand that there is a difference between an opportunity and an

idea.

o An idea is a thought, impression , or notion. It may or may not meet the criteria

of an opportunity.
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2. Observing Trends

The first approach to identifying opportunities is to

observe trends and study how they create opportunities for entrepreneurs to

pursue.

2. 1. Economic Forces

o Economic forces affect consumers level of disposable income. Individual sectors

of the economy have a direct impact on consumer buying patterns.

o For example, a drop in interest rates typically leads to an increase in new home

construction and furniture sales.

2.2 Social Forces

o An understanding of the impact of social forces on trends and how they affect

new product, service and business ideas is a fundamental piece of the opportunity recognition

puzzle.

o The persistent proliferation of fast-food restaurants, for example, isnt due

primarily to peoples love for fast food but rather to the fact that people are busy: the number of

households with both parents working remains high.

Some of the recent social trends that allow for new opportunities are the

following:

▪ The aging of the population

▪ The increasing diversity of the workforce

▪ The globalization of industry

▪ The increasing focus on health care and fitness

▪ The proliferation of computers and the Internet

▪ The continual increase in the number of cell phone users
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▪ New forms of music and other types of entertainment

2. 3. Technological Advances

o Given the rapid pace of technological change, it is vital for entrepreneurs to

remain on top of how new technologies affect current and future opportunities.

o Once a technology is created, products emerge to advance it. For example,

RealNetworks was created to add video capabilities to the Internet.

o Advances in technology frequently dovetail with economic and social changes to

create opportunities. For example, the creation of the cell phone is a technological achievement,

but it was motivated by an increasingly mobile population that found many advantages to

having the ability to communicate with coworkers, customers, friends, and family members

from anywhere.

2. 4. Political Action and Regulatory Changes

o Political action and regulatory changes also provide the basis for opportunities.

For example, new laws create opportunities for entrepreneurs to start firms to help companies

comply with these laws.

3. Solving a Problem

 Sometimes identifying opportunities simply involves noticing a problem and finding a

way to solve it.

 These problems can be pinpointed through observing trends and through more simple

means, such as intuition, serendipity, or chance.

 Some business ideas are clearly gleaned from the recognition of problems in emerging

trends. For example, Symantec Corp. created Norton antivirus software to rid computers of

viruses. At other times, the process is less deliberate. An individual may set out to solve a

practical problem and realize that the solution may have broader appeal. At still other times,

someone may simply notice a problem that others are having and think

that the solution might represent an opportunity.

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

10
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



o A serendipitous discovery is a chance discovery made by someone with a

prepared mind.

4. Personal Characteristics of the Entrepreneur

Researchers have identified several characteristics that tend to make some people better at

recognizing opportunities than others.

 Prior Experience - Several studies show that prior experience in an industry helps

entrepreneurs recognize business opportunities.

o Once an entrepreneur starts a firm, new venture opportunities become apparent.

This is called the corridor principle, which states that once an entrepreneur starts a firm, he or

she begins a journey down a path where corridors leading to new venture opportunities become

apparent.

4. 2. Cognitive Factors Opportunity recognition may be an innate skill

or a cognitive process.

o There are some who think that entrepreneurs have a sixth sense that allows them

to see opportunities that others miss. This sixth sense is called entrepreneurial alertness, which

is formally defined as the ability to notice things without engaging in deliberate search.

 Social Networks The extent and depth of an individuals social network affects

opportunity recognition.

o People who build a substantial network of social and professional contacts will be

exposed to more opportunities and ideas than people with sparse networks. This exposure can

lead to new business starts.

 Creativity Is the process of generating a novel or useful idea.

o For an individual, the creative process can be broken into five stages. The five

steps are:

▪ Preparation Is the background, experience, and knowledge that an

entrepreneur brings to the opportunity recognition process.
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▪ Incubation - Is the stage during which a person considers an idea or thinks

about a problem; it is the mulling things over phase.

▪ Insight Insight is the flash of recognition when the solution to a problem is

seen or an idea is born.

▪ Evaluation Is the stage of the creative process during which an idea is

subjected to scrutiny and analyzed for its viability.

▪ Elaboration Is the stage during which the creative idea is put into a final

form. The details are worked out, and the idea is transformed into

something of value.

5. Techniques for Generating New Business Ideas

5.1 Brainstorming

o Is used to generate a number of ideas quickly. It is not used for analysis or

decision making.

o A brainstorming session is targeted to a specific topic about which a group of

people are instructed to come up with ideas.

o The number one rule of brainstorming is that no criticism is allowed, including

chuckles, raised eyebrows, or facial expressions that express skepticism or

doubt. Criticism stymies creativity and inhibits the free flow of ideas.

▪ There are two reasons brainstorming generates ideas that might not arise

otherwise.

▪ First, because no criticism is allowed, people are more likely to offer ideas

than they would in a traditional setting.

▪ Second, brainstorming focuses on creativity rather than evaluation.
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6. Focus Groups

 A focus group is a gathering of 5 to 10 people who are selected because of their

relationship to the issue being discussed.

Although focus groups are used for a variety of purposes, they can be used to help

generate new business ideas.

 The strength of focus groups is that they help companies uncover whats on their

customers minds through the give-and-take nature of a group discussion. The weakness is that

because the participants do not represent a random sample, the results cannot be generalized to

larger groups.

7. Surveys

 A survey is a method of gathering information from a sample of people. The sample is

usually just a fraction of the population being studied.

 The most effective surveys sample a random portion of the population, meaning that the

sample is not selected haphazardly or only from people who volunteer to participate.

 The quality of survey data is determined largely by the purpose of the survey and how it

is conducted.

 Surveys generate new product, service, and business ideas because they ask specific

questions and get specific answers.

8. Other Techniques

 Customer advisory boards. Some companies set up customer advisory boards that meet

regularly to discuss needs, wants, and problems that may lead to new ideas.

 Day-in-the-life research. Other companies conduct varying forms of anthropological

research, such as day-in-the-life research.
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 Other. Some companies attend trade shows, conferences, and gatherings of industry

personnel. They use these events as intelligence missions to learn what their competition is doing

and then use the information to stimulate new product or service ideas.

9. Encouraging and Protecting New Ideas

9. 1 Establishing a Focal Point for Ideas

o Some firms meet the challenge of encouraging, collecting, and evaluating ideas

by designating a specific person to screen and track them.

o Another approach is to establish an idea bank, which is a physical or digital

repository for storing ideas.

o An example of an idea bank would be a password-protected location on a firms

intranet that is available only to qualified employees. It may have a file for ideas that are being

actively contemplated and a file for inactive ideas.

10. Encouraging Creativity at the Firm Level

o An employee may exhibit creativity in a number of ways, including solving a

problem or taking an opportunity and using it to develop a new product or service idea.

o Although creativity is typically thought of as an individual attribute, it can be

encouraged or discouraged at the firm level.

11. Protecting Ideas from Being Lost or Stolen

o Intellectual property is any product of human intellect that is tangible but has

value in the marketplace. It can be protected through tools such as patents, trademarks,

copyrights and trade secrets.

o As a rule, a mere idea or concept does not qualify for intellectual property

protection; protection comes later when the idea is translated into a more concrete form.

o At the opportunity recognition stage, however, there are three steps that should be

taken when a potentially valuable idea is generated:
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▪ Step 1: The idea should be put into tangible form either entered into a

physical idea logbook or saved on a computer disk.

▪ Step 2: The idea, whether it is recorded in a physical idea logbook or saved

in a computer file, should be secured.

▪ Step 3: Avoid making an inadvertent or voluntary disclosure of an idea in a

way that forfeits your claim to its exclusive rights.

Example/Case Study:

: Feasibility Analysis

Topic Objective:

At the end of this topic student would be able to:

 Learn about Feasibility Analysis

Definition/Overview:

Feasibility analysis: Feasibility analysis is the process of determining if a business idea is

viable.
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Key Points:

1. Feasibility Analysis

 Feasibility analysis is the process of determining if a business idea is viable.

 As a preliminary evaluation of a business idea, a feasibility analysis is completed to

determine if an idea is worth pursuing and to screen ideas before spending resources on them.

 The consensus of the research is that entrepreneurs tend to underestimate the amount of

competition there will be in the marketplace and tend to overestimate their personal chances for

success.

 Before a company undertakes a feasibility analysis, a concept statement should be

developed.

o A concept statement is a preliminary description of a business and includes the

following:

▪ A description of the product or service being offered

▪ The intended target market

▪ The benefits of the product or service

▪ A description of how the product will be positioned relative to similar ones

in the market

▪ A description of how the product or service will be sold and distributed.

▪ Product/Service Feasibility Is an assessment of the overall appeal of the

product or service being proposed.

2. Concept Testing

o A concept test entails showing a representation of the product or service to

prospective users to gauge customer interest, desirability, and purchase intent.
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o There are three primary purposes for a concept test: (1) to valuate entrepreneur

thinks is compelling; (2) to help develop an idea; and (3) to estimate the potential market share

the product or service might command.

o Usability Testing

▪ A concept test is usually followed by the development of a prototype or

model of the product or service.

▪ Prototyping is iterative, meaning that the mock-up is refined and refined

again until the customer and designer agree on the final design. Typically,

a basic prototype is developed and is used to gauge customer interest and

to conduct usability testing.

▪ Usability testing requires that users of a product perform certain tasks in

order to measure the products ease of use and the users perception of the

experience.

3. Industry/Market Feasibility

o Is an assessment of the overall appeal of the market for the product or service

being produced.

3.1 Industry Attractiveness

o Industries vary considerably in terms of their growth rate. In general, the most

attractive industries are characterized by the following:

▪ Are large and growing

▪ Are important to the customer

▪ Are fairly young rather than older and more mature

▪ Have high rather than low operating margins

▪ Are not crowded
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▪ In addition to evaluating an industrys growth potential, a new venture will

want to know more about the overall attractiveness of the industry it plans

to enter. This can be accomplished through both primary research and

secondary research.

▪ Primary research is research that is original and is collected by the

entrepreneur.

▪ Secondary research probes data that are already collected

3. 2. Market Timeliness

o A second consideration in regard to the industry/market feasibility of a business

idea is the timeliness of the introduction of a particular

product or service.

o The factors to consider vary, depending on whether a prospective business is

planning to introduce a breakthrough new product or service or one that is an improvement on

those currently available.

o For new businesses that are developing a potential breakthrough product or

service, the issue of whether to try to capture a first-mover advantage is vitally important.

▪ A first-mover advantage is a sometimes insurmountable advantage gained by

the first significant company to move into a new market.

▪ A second-mover advantage is used to describe the advantage that the second

rather than the first entrant has in entering a market. The second mover has

the advantage of studying all the mistakes that were made by the first

mover, something that observers believe helps the second mover build a

better product or service.
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3.3 Identification of a Niche Market

o The final step in industry-feasibility analysis is identifying a niche market in

which the firm can participate.

o A niche market is a place within a larger market segment that represents a

narrower group of customers with similar interests.

4. Organizational Feasibility Is conducted to determine whether a proposed business has

sufficient management expertise, organizational competence, and resources to successfully

launch its business.

4. 1. Management Prowess

o A firm should candidly evaluate the prowess, or ability, of its management team.

o Two of the most important factors in this area are the passion that the sole

entrepreneur or management team has for the business idea and the extent to which the

management team or sole entrepreneur understands the markets in which the firm will compete.

4. 2. Resource Sufficiency

o The second area of organizational feasibility analysis is to determine whether the

potential new venture has sufficient resources to move forward to successfully develop a product

or service idea.

o The focus in organizational feasibility analysis should be on nonfinancial

resources in that financial feasibility is considered separately.
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5. Financial Feasibility Is the final stage of analysis. For feasibility analysis, a quick

financial assessment is usually sufficient.

5. 1. Capital Requirements

o An assessment of the feasibility of raising enough money to fund the capital

requirements of the business is necessary.

o At the feasibility analysis stage, it is not necessary for this number to be exact.

However, the number should be fairly accurate and give an entrepreneur an idea of the dollar

amount that will be needed to launch the firm.

5. 2. Financial Rate of Return

o In the feasibility analysis stage, it is important to determine whether the

projected return is adequate to justify the business.

o Adequate is a relative term and depends on one or more of the following

factors:

▪ The amount of capital invested

▪ The amount of time required to earn the return

▪ The risks assumed in launching the business

▪ The existing alternatives for the money being invested

▪ The existing alternatives for the entrepreneurs time and efforts

▪ Opportunities demanding substantial capital, requiring long periods of time

to mature, and having a lot of risk involved make little sense unless they

provide high rates of return.

5.3. Overall Attractiveness of the Investment
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o A number of other financial factors are associated with promising business

opportunities.

Example/Case Study:

In Section 2 of this course you will cover these topics:
Industry And Competitor Analysis

Developing An Effective Business Model

Building A New Venture Team

You may take as much time as you want to complete the topic coverd in section 2.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Industry And Competitor Analysis

Topic Objective:

At the end of this topic student would be able to:

 Learn about Industry and Competitor Analysis
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Definition/Overview:

Industry analysis: Industry analysis is business research that focuses on the potential of an

industry.

Key Points:

1. Industry Analysis

 When studying an industry, an entrepreneur must answer three questions before pursuing

the idea of starting a firm.

o First, is the industry accessible in other words, is it a realistic place for a new

venture to enter?

o Second, does the industry contain markets that are ripe for innovation or are

underserved?

o Third, are there positions in the industry that will avoid some of the negative

attributes of the industry as a whole?

o It is useful for a new venture to think about its position at both the company level

and the product or service level. At the company level, a firms position determines how the

entire company is situated relative to its competitors.

2. The Importance of Industry Versus Firm Specific Factors

2. 1. Firm-level factors include a firms assets, products, culture, and teamwork

among its employees, reputation, and other resources.

2. 2. Industry-specific factors include the threat of new entrants, rivalry among

existing firms, the bargaining power of suppliers, and other factors.
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2. 3. In various studies, researchers have found that between 8 to 30 percent of the

variation in firm profitability is directly attributable to the industry in which a firm

competes.

3. The Five Competitive Forces That Determine Industry Profitability

3. 1. The five competitive forces model is a framework for understanding the structure of

an industry and was developed by Harvard professor MichaelPorter.

3. 2. The framework is comprised of the forces that determine industry profitability.

3. 3. These forces the threat of substitutes, the entry of new competitors, rivalry among

existing firms, the bargaining power of suppliers, and the bargaining power of buyers

determine the average rate of return for the firms in an industry.

3 4. Each of Porters five forces impacts the average rate of return for the firms in an

industry by applying pressure on industry profitability. Well-managed companies try to

position their firms in a way that avoids or diminishes these forces in an attempt to beat

the average rate of return for the industry.

4. Threat of Substitutes

4. 1. The price that consumers are willing to pay for a product depends in part on the

availability of substitute products.

4. 2. For example, there are few if any substitutes for prescription medicines, which is

one of the reasons the pharmaceutical industry is so profitable.

4. 3. In contrast, when close substitutes for a product do exist, industry profitability is

suppressed because consumers will opt not to buy when the price is too high.
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5. Threat of New Entrants

5. 1. If the firms in an industry are highly profitable, the industry becomes a magnet to

new entrants.

5. 2. Unless something is done to stop this, the competition in the industry will increase,

and average industry profitability will decline.

5. 3. There are a number of ways that firms in an industry can keep the number of new

entrants low. These techniques are referred to as barriers to entry. The six major

sources of barriers to entry are shown below:

o Barriers to Entry

▪ Economies of Scale

▪ Product Differentiation

▪ Capital Requirements

▪ Cost Advantages Independent of Size

▪ Access to Distribution Channels

▪ Government and Legal Barriers

6. Rivalry Among Existing Firms

6 1. In most industries, the major determinant of industry profitability is the level of

competition among the firms already competing in the industry.

6. 2. Some industries are fiercely competitive to the point where prices are pushed below

the level of costs. When this happens, industry-wide losses occur.

6. 3. There are four primary factors that determine the nature and intensity of the rivalry

among existing firms in an industry.

o Number and Balance of Competitors
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o Degree of Difference Between Products

o Growth Rate of an Industry

o Level of Fixed Costs

7. Bargaining Power of Suppliers

 In some cases, suppliers can suppress the profitability of the industries to which they sell

by raising prices or reducing the quality of the components they provide.

 If a supplier reduces the quality of the components it supplies, the quality of the finished

product will suffer, and the manufacturer will eventually have to lower its price.

 If the suppliers are powerful relative to the firms in the industry to which they sell,

industry profitability can suffer.

 Several factors have an impact on the ability of suppliers to exert pressure on buyers and

suppress the profitability of the industries they serve. These include:

o Supplier Concentration

o Switching Costs

o Attractiveness of Substitutes

o Threat of Forward Integration

8. Bargaining Power of Buyers

 Buyers can suppress the profitability of the industries from which they purchase by

demanding price concessions or increases in quality.

 For example, the automobile industry is dominated by a handful of large automakers that

buy products from thousands of suppliers in different industries. This enables the automakers to

suppress the profitability of the industries from which they buy by demanding price reductions.

 Several factors affect buyers ability to exert pressure on suppliers and suppress the

profitability of the industries from which they buy. These include the following:

o Buyer Group Concentration

o Buyers Costs

o Degree of Standardization of Suppliers Products
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o Threat of Backward Integration

9. The Value of the Five Forces Model

 Along with helping a firm understand the dynamics of the industry it plans to enter, the

five forces model can be used in two ways to help a firm determine whether it should enter a

particular industry and whether it can carve out an attractive position in that industry.

 First, the five forces model can be used to assess the attractiveness of an industry or a

specific position within an industry by determining the level of threat to industry profitability for

each of the five forces.

 The second way a new firm can apply the five forces model to help determine whether it

should enter an industry is by using the model to answer several key questions. By doing so, a

new venture can assess the thresholds it may have to meet to be successful in a particular

industry. These questions are:

o Question 1: Is the industry a realistic place for our new venture to enter?

o Question 2: If we do enter the industry, can our firm do a better job than the

industry as a whole in avoiding or diminishing the impact of the forces that suppress industry

profitability?

o Question 3: Is there a unique position in the industry that avoids or diminishes the

forces that suppress industry profitability?

o Is there a superior business model that can be put in place that would be hard for

industry incumbents to duplicate?

10. Industry Types and the Opportunities They Offer

 Emerging Industries

o An emerging industry is a new industry in which standard operating procedures

have yet to be developed.

o Because a high level of uncertainty characterizes emerging industries, any

opportunity that is captured may be short lived. Still, many new ventures enter emerging

industries in that barriers to entry are usually low and there is no established pattern of rivalry.
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 Fragmented Industries

o A fragmented industry is one that is characterized by a large number of firms of

approximately the same size.

o The primary opportunity existing for start-ups in fragmented industries is to

consolidate the industry and establish industry leadership as a result of doing so.

 Mature Industries

o A mature industry is an industry that is experiencing slow or no increase in

demand, has numerous repeat customers, and has limited product innovation.

o Occasionally, entrepreneurs introduce new product innovations to mature

industries, surprising industry incumbents who thought nothing new was possible in their

industries.

 Declining Industries

o A declining industry is an industry that is experiencing a reduction in demand.

o Typically, entrepreneurs shy away from declining industries because the firms in

the industry dont meet the tests of an attractive opportunity.

 Global Industries

o A global industry is an industry that is experiencing significant international

sales.

o Many start-ups enter global industries and from day one try to appeal to

international rather than just domestic markets.

o The two most common strategies pursued by firms in global industries are the

multidomestic strategy and the global strategy.

▪ Firms that pursue a multidomestic strategy compete for market share on a

country-by-country basis and vary their product or service offerings to

meet the demands of a local market.
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▪ In contrast, firms pursuing a global strategy use the same basic approach in

all foreign markets. Firms that sell more universal products, such as

athletic shoes, have been successful with global strategies.

 Competitor Analysis

o After a firm has gained an understanding of the industry and markets in which it

plans to compete, the next step is to complete a competitor analysis.

o A competitor analysis is a detailed analysis of a firms competition. It helps a firm

understand the positions of its major competitors and the opportunities that are available to

obtain a competitive advantage in one or more areas.

o A competitive analysis grid is a tool for organizing the information a firm

collects about its primary competitors.

11. Identifying the Competition

 The different types of competitors a business will face are as follows:

o Direct competitors

o Indirect competitors

o Future competitors

 Sources of Competitive Intelligence

o To complete a meaningful competitive analysis grid, a firm must first

o understand the strategies and behaviors of its competitors.

o The information that is gathered by a firm to learn about its competitors is

referred to as competitive intelligence.

o The following are examples of ways a firm can ethically obtain information about

its competitors:

▪ Attend conferences and trade shows

▪ Read (study) industry related books, magazines, and Web sites
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▪ Talk to customers about why they bought your product rather than your

competitors

▪ Study competitors Web sites

▪ Purchase competitors products to study their features, benefits and

shortcomings

▪ Study Web sites that provide information about companies.

Example/Case Study:

: Developing An Effective Business Model

Topic Objective:

At the end of this topic student would be able to:

 Describe a business model.

 Define the term target market.

 Identify a business models four major components.

 Define the term core competency and describe its importance.

Definition/Overview:

Business model: A business model is a firms plan or diagram for how it competes, uses its

resources, structures its relationships, interfaces with customers, and creates value to sustain

itself on the basis of the profits it earns.
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Key Points:

1. Business Models

 A business model is a firms plan or diagram for how it competes, uses its resources,

structures its relationships, interfaces with customers, and creates value to sustain itself on the

basis of the profits it earns.

 Its important to understand that a firms business model takes it beyond its own

boundaries. Almost all firms partner with others to make their business models work.

 There is no standard business model, no hard-and-fast rules that dictate how firms in a

particular industry should compete.

 The term business model innovation refers to initiatives such as that undertaken by

Michael Dell that revolutionized how products are sold in an industry.

 The development of a firms business model follows the feasibility analysis stage of

launching a new venture but comes before the completion of a business plan.

o If a firm has conducted a feasibility analysis and knows that it has a product or

service with potential, the business model stage addresses how to surround it with a core

strategy, a partnership model, a customer interface, distinctive resources, and an approach to

creating value that represents a viable business model.

o At the business model development stage, it is premature for a new venture to

raise money, hire a lot of employees, establish partnerships, or implement a marketing plan. A

firm needs to have a business model in place before it can make additional substantive

decisions.

2. The Importance of a Business Model

 Having a clearly articulated business model is important because it does the following:

o Serves as an ongoing extension of feasibility analysis.
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o Focuses attention on how all the elements of a business fit together and constitute

a working whole.

o Describes why the network of participants needed to make a business idea viable

would be willing to work together.

o Articulates a companys core logic to all stakeholders, including the firms

employees.

 Once a firms business model is clearly determined, the entrepreneur should diagram it on

paper (to the extent possible), examine it, and ask the following questions:

o Does my business model make sense?

o Will the businesses I need as partners participate?

o If I can get partners to participate, how motivated will they be? Am I asking

them to work for or against their self-interest?

o How about my customers? Will it be worth their time to do business with my

company?

o If I do get customers, how motivated will they be?

o Can I motivate my partners and customers at a sufficient scale to cover the

overhead of my business and make a profit?

o How distinct will my business be? If Im successful, will it be easy for a larger

competitor to step in and steal my idea?

▪ If the answer to each of these questions isnt satisfactory, then the business

model should be revised or abandoned.

▪ Ultimately, a business model is viable only insofar as the buyer, the seller,

and the partners involved, see it as an appropriate method of selling a

product or service.

 How Business Models Emerge
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o The value chain is a model developed by an academic researcher that many

businesses and entrepreneurs use to identify opportunities to enhance their competitive

strategies.

o The value chain also explains how business models emerge and develop.

▪ The value chain is the string of activities that moves a product from the raw

material stage, through manufacturing and distribution, and ultimately to

the end user.

▪ By studying a products or services value chain, an organization can identify

ways to create additional value and assess whether it has the means to do

so.

▪ Value chain analysis is also helpful in identifying opportunities for new

businesses and in understanding how business models emerge.

▪ A firm can be formed to strengthen the value chain for a product,

▪ however, only if a viable business model can be created to support it.

 Potential Fatal Flaws of Business Models

o Two fatal flaws can render a business model untenable from the beginning:

▪ A complete misread of customers.

▪ Utterly unsound economics.

 Components of an Effective Business Model

o Core Strategy

▪ The first component of a business model is the core strategy, which

describes how a firm competes relative to its competitors. The following

are the essential components of a firms core strategy.
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▪ Mission Statement. A firms mission, or mission statement, describes why it

exists and what its business model is supposed to accomplish.

▪ Product/Market Scope. A companys product/market scope defines the

products and markets on which it will concentrate.

▪ Basis for Differentiation. It is important that a new venture differentiate

itself from its competitors in some way that is important to its customers.

If a new firms products or services arent different from those of its

competitors, why should anyone try them?

▪ From a broad perspective, firms typically choose one of two generic

strategies (cost leadership or differentiation) to position themselves in the

marketplace.

▪ Firms that have a cost leadership strategy strive to have the lowest costs in

the industry, relative to competitors costs, and typically attract customers

on that basis.

▪ In contrast, firms with a differentiation strategy compete on the basis of

providing unique or different products and typically compete on the basis

of quality, service, timeliness, or some other important dimension.

 Strategic Resources

o A firm is not able to implement a strategy without resources, so the resources a

firm has affects its business model substantially.

▪ Core Competency. As defined in Chapter 3, a core competency is a

resource or capability that serves as a source of a firms competitive

advantage over its rivals. Examples of core competencies include Sonys

competence in miniaturization, Dells competence in supply chain

management, and 3Ms competence in managing innovation.
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▪ Strategic Assets. Strategic assets are anything rare and valuable that a firm

owns. They include plant and equipment, location, brands, patents,

customer data, a highly qualified staff, and distinctive partnerships.

o Companies ultimately try to combine their core competencies and strategic assets

to create a sustainable competitive advantage. This factor is one to which investors pay close

attention when evaluating business.

 Partnership Network

o A firms network of partnerships is the third component of a business model. New

ventures, in particular, typically do not have the resources to perform all the tasks required to

make their businesses work, so they rely on partners to perform key roles.

▪ Suppliers. A supplier (or a vendor) is a company that provides parts or

services to another company. Almost all firms have suppliers who play a

vital roles in the functioning of their business models.

▪ Other Partners. Along with its suppliers, firms partner with other companies

to make their business models work.

▪ There are risks involved in partnerships, particularly if a single partnership is

a key component of a firms business model.

▪ Many partnerships fall short of meeting the expectations of the participants

for a variety of reasons.

 Customer Interface

o Customer interface how a firm interacts with its customers is the fourth

component of a business model. The type of customer interaction depends on how a firm

chooses to compete.

▪ Target Market. A firms target market is the limited group of individuals or

businesses that it goes after or tries to appeal to.
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▪ The target market a firm selects affects everything it does, from the strategic

assets it acquires to the partnerships it forges to its promotional

campaigns.

o Fulfillment and Support. Fulfillment and support describes the way a firms

product or service goes to market or how it reaches its customers. It also refers to the channels a

company uses and what level of customer support it provides.

o Pricing Structure. A third element of a company customer interface is its pricing

structure. Pricing models vary, depending on a firms target market and its pricing philosophy.

Example/Case Study:

: Building A New Venture Team

Topic Objective:

At the end of this topic student would be able to:

 Identify the primary elements of a new venture team.

 Discuss the difference between heterogeneous and homogeneous founding teams.

 Explain the term liabilities of newness.

Definition/Overview:

New Venture: A new venture team is the group of founders, key employees, and advisers that

move a new venture from an idea to a fully functioning firm.
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Key Points:

1. Creating a New Venture Team

 A new venture team is the group of founders, key employees, and advisers that move a

new venture from an idea to a fully functioning firm.

 Usually the team doesnt come together all at once. Instead, it is built as the new firm can

afford to hire additional personnel.

 The team also involves more than paid employees. Many firms have boards of directors,

boards of advisers, and professionals on whom they rely for direction and advice.

 As we note throughout this book, new ventures have a high propensity to fail.

 The high failure rate is due in part to what researchers call the liability newness, which

refers to the fact that companies often falter because the people who start the firms cant adjust

quickly enough to their new roles and because the firm lacks a track record with outside buyers

and suppliers.

2. The Founder or Founders

 Size of Founding Team

o The first decision that most founders face is whether to start a firm on their own

or whether to build an initial founding team. Studies show that more than one individual starts

50 to 70 percent of all new firms.

o It is generally believed that new ventures started by a team have an advantage

over those started by an individual because a team brings more talent, resources, ideas, and

professional contacts to a new venture than does a sole entrepreneur.

o Several factors affect the value of a team that is starting a new firm.

▪ First, teams that have worked together before, as opposed to teams that are

working together for the first time, have an edge.

▪ Second, if the members of the team are heterogeneous, meaning that they are

diverse in terms of their abilities and experiences, rather than
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homogeneous, meaning that their areas of expertise are very similar to one

another, they are likely to have different points of view about important

issues. These different points of view are likely to generate debate and

constructive conflict.

 Qualities of the Founders

o One reason the founders are so important is that in the early days of the firm, their

knowledge, skills, and experiences are the most valuable resource the firm has.

o Several features are thought to be significant to a founders success. These factors

include:

▪ The level of the founders education

▪ Prior entrepreneurial experience

▪ Relevant industry experience

▪ Networking (the depth of the founders professional network)

 Recruiting and Selecting Key Employees

o Founders differ in terms of how they approach the task of recruiting and selecting

key employees. Some founders draw on their network of contacts to identify candidates for key

positions, while others use executive search firms.

o An executive-search firm is a company that specializes in helping other

companies recruit and select key personnel.

o Many founders worry about hiring the wrong person for a key role. Because most

new firms are strapped for cash, every team member must make a valuable contribution, so its

not good enough to hire someone who is well intended but who doesnt precisely fit the job.

o Some founders approach the task of hiring by creating a formal hiring plan.

Others approach the task more informally and hire personnel as funds become available and

opportunities emerge.
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 The Role of the Board of Directors

o If a new venture organizes as a corporation, it is legally required to have by a

corporations shareholders to oversee the management of the firm.

o A board is typically made up of both inside and outside directors. An inside

director is a person who is also an officer of the firm. An outside director is someone who is not

employed by the firm.

o A board of directors has three formal responsibilities: appoint the officers of the

firm, declare dividends, and oversee the affairs of the corporation.

o If handled properly, a companys board of directors can be an important part of

its new venture team. Two ways a board of directors can help a new firm get off to a good start

and develop what, it is hoped, will become a sustainable competitive advantage are providing

guidance and lending legitimacy.

▪ Providing Guidance. Although a board of directors has formal governance

responsibilities, its most useful role is to provide guidance and support to

the firms managers.

▪ Lend Legitimacy. Another important function of a board of directors is to

lend legitimacy to a firm. Well-known and respected board members

bring instant credibility to the firm.

 Rounding Out the Team The Role of Professional Advisors

o Board of Advisors

▪ A growing number of start-ups are forming advisory boards to provide them

direction and advice.

▪ An advisory board is a panel of experts who are asked by a firms managers

to provide counsel and advice on an ongoing basis.

▪ Unlike a board of directors, an advisory board possesses no legal

▪ responsibility for the firm and gives nonbinding advice.
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▪ An advisory board can be established for general purposes or can be set up

to address a specific issue or need. For example, some firms have

customer advisory boards that help the firm identify new product and

service ideas.

▪ Most boards of advisors have between five and 15 members. Companies

typically pay the members of their board of advisors a small honorarium

for their service either annually or on a per-meeting basis.

 Lenders and Investors

o As emphasized throughout this book, lenders and investors have a vested interest

in the companies they finance, often causing them to become very involved in helping the firms

they fund.

o As with the other nonemployee members of a firms new venture team, lenders

and investors help new firms by providing guidance and lending legitimacy and assume the

natural role of providing financial oversight.

o In some instances, lenders and investors also work hard to help new firms fill out

their management teams.

 Other Professionals

o At times, other professionals assume important roles in a new ventures success.

Attorneys, accountants, and business consultants are often good sources of counsel and advice.

▪ A consultant is an individual who gives professional or expert advice.

▪ New ventures vary in how much they rely on business consultants

for direction.

▪ Consultants fall into two categories: paid consultants and consultants who

are made available for free or at a reduced rate through a nonprofit or

government agency.
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▪ SCORE, for example, is a nonprofit organization that provides free

consulting services to small businesses.

Example/Case Study:

In Section 3 of this course you will cover these topics:
Assessing A New Ventures Financial Strength And Viability

Preparing A Proper Ethical And Legal Foundation

Writing A Business Plan

You may take as much time as you want to complete the topic coverd in section 3.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Assessing A New Ventures Financial Strength And Viability

Topic Objective:

At the end of this topic student would be able to:

 Explain the two functions of the financial management of a firm.

 Identify the four main financial objectives of entrepreneurial firms.

 Explain the difference between historical and pro forma financial statements.

 Explain the purpose of an income statement.

 Explain the purpose of a balance sheet.
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Definition/Overview:

Financial management: Financial management deals with two things: raising money and

managing a companys finances in a way that achieves the highest rate of return.

Key Points:

1. Introduction to Financial Management

 Financial management deals with two things: raising money and managing a companys

finances in a way that achieves the highest rate of return.

 The financial management of a firm deals with questions such as the following on an

ongoing basis:

o How much cash do we have on hand?

o Do we have enough cash to meet our short-term obligations?

o How efficiently are we utilizing our assets?

o How does our growth and net profits compare to those of our industry peers?

o Where will the funds we need for capital improvements come from?

o Are there ways we can partner with other firms to share risk and reduce the

amount of cash we need?

o Overall, are we in good shape financially?

2. Financial Objectives of a Firm

 Profitability is the ability to earn a profit.

 Liquidity is a companys ability to meet its short-term financial obligations.

 Efficiency is how productively a firm utilizes its assets relative to its revenue and its

profits.

 Stability is the strength and vigor of the firms overall financial position.
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3. The Process of Financial Management

 To assess whether its financial objectives are being met, firms rely heavily on analysis of

financial statements, forecasts, and budgets.

 A financial statement is a written report that quantitatively describes a firms financial

health. The income statement, the balance sheet, and the statement of cash flows are the

financial statements entrepreneurs use most commonly.

 Forecasts are an estimate of a firms future income and expenses, based on its past

performance, its current circumstances, and its future plans.

 Budgets are itemized forecasts of a companys income, expenses, and capital needs and

are also an important tool for financial planning and control.

 The final step in the process of financial management is the ongoing analysis of a firms

financial results. Financial ratios, which depict relationships between items on a firms financial

statements, are used to discern whether a firm is meeting its financial objectives and how it

stacks up against its industry peers.

4. Financial Statements and Forecasts

 Historical financial statements reflect past performance and are usually prepared on a

quarterly and annual basis.

 Pro forma financial statements are projections for future periods based on forecasts and

are typically completed for two to three years in the future.

 Historical Financial Statements Include the income statement, the balance sheet, and the

statement of cash flows. The statements are usually prepared in this order because information

flows logically from one to the next. In start-ups, financial statements are typically scrutinized

closely to monitor the financial progress of the firm.

 Income Statement. The income statement reflects the results of the operations of a firm

over a specified period of time. It records all the revenues and expenses for the given period and

shows whether the firm is making a profit or is experiencing a loss.

▪ The consolidated income statement for the past three years for

▪ New Venture Fitness Drinks
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▪ The three numbers that receive the most attention when evaluating an

income statement are the following:

▪ Net sales consists of total sales minus allowances for returned goods and

discounts.

▪ Cost of sales includes all the direct costs associated with producing or

delivering a product or service, including the material costs and direct

labor.

▪ Operating expenses include marketing, administrative costs, and other

expenses not directly related to producing a product or service.

 Balance Sheet. Unlike the income statement, which covers a specified period of time, a

balance sheet is a snapshot of a companys assets, liabilities, and owners equity at a specified

point in time.

o The left-hand side of a balance sheet (or the top, depending on how it is

displayed), shows a firms assets, while the right-hand side (or bottom) shows its liabilities and

owners equity.

o The consolidated balance sheet for New Venture Fitness Drinks

o The major categories of assets listed on a balance sheet are the following:

▪ Current assets include cash plus items that are readily convertible to cash,

such as accounts receivable, marketable securities and inventories.

▪ Fixed assets are assets used over a longer time frame, such as real estate,

buildings, equipment, and furniture.

▪ Other assets are miscellaneous assets, including accumulated goodwill.

▪ The major categories of liabilities listed on a balance sheet are the

o following:

▪ Current liabilities include obligations that are payable within a year,

including accounts payable, accrued expenses, and the current portion of

long-term debt.
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▪ Long-term liabilities include notes or loans that are repayable beyond one

year, including liabilities associated with purchasing real estate, buildings,

and equipment.

▪ Owners equity is the equity invested in the business by its owners plus the

accumulated earnings retained by the business after paying dividends.

o Statement of Cash Flows. The statement of cash flows summarizes the changes in

a firms cash position for a specified period of time and details why the changes occurred. It is

similar to a month-end bank statement. It reveals how much cash is on hand at the end of the

month as well as how the cash was acquired and spent during the month.

▪ The statement of cash flows is divided into three separate activities:

operating activities, investing activities, and financing activities.

▪ These activities, which are explained in the following list, are the activities

from which a firm obtains and uses cash:

▪ Operating activities include net income (or loss), depreciation, and

changes in current assets and current liabilities other than cash and short-

term debt. A firms net income, taken from the income statement, is the

first line on the corresponding periods cash flow statement.

▪ Investing activities include the purchase, sale, or investment in fixed

assets, such as real estate, equipment and buildings.

▪ Financing activities include cash raised during the period by borrowing

money or selling stock and/or cash used during the period by paying

dividends, buying back outstanding debt, or buying back outstanding

bonds.

▪ The statement of cash flows for New Venture Fitness Drinks. As a

management tool, it is intended to provide perspective on the following

questions:

▪ Is the firm generating excess cash that could be used to pay down debt or

returned to stockholders in the form of dividends?

▪ Is the firm generating enough cash to fund its investments from earnings,

or is it relying on lenders or investors?
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▪ Is the firm generating sufficient cash to pay down its short-term liabilities,

or are its short-term liabilities increasing as the results of an insufficient

amount of cash?

o Ratio Analysis. The most practical way to interpret or make sense of a firms

historical financial statement is through ratio analysis.

▪ Comparing a firms financial ratios to industry norms helps a firm

determine how it stacks up against its competitors and if there are any

financial red flags requiring attention.

 Forecasts

o The analysis of a firms historical financial statement is followed by the

preparation of forecasts. Forecasts are predictions of a firms future sales, expenses, income, and

capital expenditures. A firms forecasts provide the basis for its pro forma financial statements.

o A well-developed set of pro forma financial statements helps a firm

create accurate budgets, build financial plans, and manage its finances in a proactive rather than

a reactive manner.

o As mentioned earlier, completely new firms typically base their forecasts on a

good-faith estimate of sales and on industry averages (based on a percentage of sales) or the

experiences of similar start-ups for cost of goods sold and other expenses. As a result, a

completely new firms forecast should be preceded in its business plan by an explanation of the

sources of the numbers for the forecast and the assumptions used to generate them.

▪ This explanation is called an assumption sheet.

▪ Investors typically study assumption sheets like hawks to make sure the

numbers contained in the forecasts and the resulting financial projections

are realistic.

o The two main forecasts are the sales forecast and the forecast of cost of sales and

other items.

▪ A sales forecast is a projection of a firms sales for a specified

period (such as a year), though most firms forecast their sales for two to

five years in the future.
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▪ A sales forecast for an existing firm is based on (1) its record of past

sales, (2) its current production capacity and product demand, and (3) any

factors that will affect its future production capacity and product demand.

▪ Forecast of Costs of Sales and Other Items. Once a firm has completed

its sales forecast, it must forecast its cost of sales and the other items on

income statement.

▪ The most common way to do this is to use the percent-of-sales method,

which is a method for expressing each expense item as a percentage of

sales.

▪ Once a firm completes its forecast using the percent-of-sales method, it

usually goes through its income statement on an item-by-item basis to see

if there are opportunities to make more precise forecasts.

▪ If a firm determines that it can use the percent-of-sales method and

it follows the procedure described in the chapter, then the net result is that

each expense item on its income statement (with the exception of those

items that can be individually forecast) will grow at the same rate as sales.

This approach is called the constant ratio method of forecasting.

5. Pro Forma Financial Statements

 A firms pro forma financial statements are similar to its historical financial statements

except that they look forward rather than track the past.

 Pro Forma Income Statement

o Once a firm forecasts its future income and expenses, the creation of the pro

forma income statement is merely a matter of plugging in the numbers.

 Pro Forma Balance Sheet

o The pro forma balance sheet provides a firm with a sense of how its activities will

affect its ability to meet its short-term liabilities and how its finances will evolve over time.

o The pro forma balance sheet is also used to project the overall financial soundness

of a company.

o The pro forma balance sheet for New Venture Fitness Drinks
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 Pro Forma Statement of Cash Flows

o The pro forma statement of cash flows shows the projected flow of cash into and

out of the company during a specified period.

o The most important function of the pro forma statement of cash flows is to project

whether the firm will have sufficient cash to meet its needs.

o The pro forma consolidated statement of cash flows for New Venture

o Fitness Drinks

 Ratio Analysis

o The same financial ratios used to evaluate a firms historical financial statements

should be used to evaluate the pro forma financial statements.

o This work is completed so the firm can get a sense of how its projected financial

performance compares to past performance and how its projected activities will affect its cash

position and its overall financial soundness.

Example/Case Study:

: Preparing A Proper Ethical And Legal Foundation

Topic Objective:

At the end of this topic student would be able to:

 Identify the two most important issues to consider when leaving an employer.

 Discuss the importance of nondisclosure and noncompete agreements.

 Explain the criteria that are important in selecting an attorney for a new firm.

 Discuss the importance of a founders agreement.
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Definition/Overview:

Legal: All legal systems deal with similar issues and behaviors, but each country categorises and

identifies its legal standards and principals in different ways. A common distinction is that

between "public law" (a term related closely to the state, and including constitutional,

administrative and criminal law), and "private law" (which covers contract, tort and property).In

civil law systems, contract and tort fall under a general law of obligations, while trusts law is

dealt with under statutory regimes or international conventions. International, constitutional and

administrative law, criminal law, contract, tort, property law and trusts are regarded as the

"traditional core subjects", although there are many further disciplines which may be of greater

practical importance.

Key Points:

1. Initial Ethical and Legal Issues Facing a New Firm

 As the opening case suggests, new ventures must deal with important ethical and legal

issues at the time of their launching. Ethical and legal errors made early on can be extremely

costly for a new venture down the road.

 And there is a tendency for entrepreneurs to overestimate their knowledge of the law.

 Ethically Departing From an Employer

o Although some entrepreneurial firms are started by students or by self-employed

individuals, people holding traditional jobs start the majority of new ventures.

o The following are the two most important guidelines when leaving an employer.

▪ Behave in a Professional Manner. First, it is important that an employee

give proper notice of an intention to quit and that the employee perform all

assigned duties until the day of departure. An employee shouldnt spend

the last few days on a job making arrangements for the launch of the new

venture.
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▪ Honor All Employment Contracts. It is also important that an employee be

fully aware of the employment agreements that he or she has signed and

honor them.

▪ A nondisclosure agreement is a promise made by an employee or another

party (such as a supplier) to not disclose the companys trade secrets.

▪ A noncompete agreement prevents an individual from competing against a

former employer for a specific period of time.

▪ A sample nondisclosure and noncompete agreement

 Choosing An Attorney for the New Firm

o It is important for an entrepreneur to select an attorney as early as possible when

developing a business venture.

o It is critically important that the attorney be familiar with start-up issues and that

he or she has successfully shepherded entrepreneur through the start-up process before.

o Many attorneys recognize that start-ups are short on cash and will work out an

installment plan or other payment arrangement to get the firm the legal help it needs without

starving it of cash.

o The following are several ways for entrepreneurs to save on legal fees.

▪ Group together legal matters

▪ Offer to assist the attorney

▪ Ask your attorney to join your advisory board

▪ Use nonlawyer professionals

 Drafting a Founders Agreement

o A founders agreement (or shareholders agreement) is a written document that

deals with issues such as the relative split of the equity among the founders of the firm, how

individual founders will be compensated for the cash or the sweat equity they put into the firm,

and how long the founders will have to remain with the firm for their shares to fully vest.
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o Most founders agreements include a buyback clause, which legally obligates the

departing founder to sell to the remaining founders his or her interest in the firm if the remaining

founders are interested.

2. Avoiding Legal Disputes

 Most legal disputes are the result of misunderstandings, sloppiness, or a simple lack of

knowledge of the law. Getting bogged down in legal disputes is something that an entrepreneur

should work hard to avoid.

 There are several steps entrepreneurs can take to avoid legal disputes and complications.

▪ Meet all contractual obligations

▪ Avoid undercapitalization

▪ Get everything in writing

▪ Promote business ethics

 Many organizations have both codes of ethics and ethics training programs to assist in

promoting business ethics among their employees.

o A code of ethics describes the firms general value system, moral principles and

specific ethical rules that apply.

o Many organizations also have formal ethics training programs that teach

employees how to respond to the types of ethical dilemmas that might arise on their jobs.

3. Choosing a Form of Business Ownership

 When a business is launched, a form of legal entity must be chosen. The most common

legal entities are sole proprietorships, partnerships, corporations and limited liability companies.

 There is no single form of business ownership that works best in all situations. It is up to

the owners of a firm and their attorney to select the legal entity that best meets their needs.

 The decision typically hinges on several factors, including the following:

▪ The cost of setting up and maintaining the legal form
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▪ The extent to which an entrepreneur can shield his or her personal assets

from the liabilities of the business

▪ Tax considerations

▪ The ease of raising capital

 Sole Proprietorship

o A sole proprietorship is a form of business organization involving one person, and

the person and the business are essentially the same.

o Setting up a sole proprietorship is cheap and relatively easy compared to the other

forms of business ownership. The only legal requirement, in most states, is to obtain a license to

do business.

o A sole proprietorship is not a separate legal entity. For tax purposes, the profits or

losses of the business flows through to the owners personal tax return.

o The primary advantages and disadvantages of a sole proprietorship are as follows:

o Advantages of a Sole Proprietorship

 Creating one is easy and inexpensive.

▪ The owner maintains complete control of the business.

▪ Business losses can be deducted against the sole proprietors other sources

of income.

▪ It is not subject to double taxation.

o Disadvantages of a Sole Proprietorship

▪ Liability on the owners part is unlimited.

▪ The business relies on the skills and abilities of a single owner to be

successful.

▪ Raising capital can be difficult.

▪ The business ends at the owners death or loss of interest in the business.

▪ The liquidity of the owners investment is low.

 Partnerships
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o Partnerships are organized as either general or limited partnership.

▪ A general partnership is a form of business organization where two or

more people pool their skills, abilities, and resources to run a business.

The primary advantages and disadvantages of a general partnership are as

follows:

o Advantages of a General Partnership

▪ Creating one is relatively easy and inexpensive compared to a corporation

or limited liability company.

▪ The skills and abilities of more than one individual are available to the

firm.

▪ Business losses can be deducted against the partners other sources of

income.

▪ It is not subject to double taxation.

o Disadvantages of a General Partnership

▪ Liability on the part of each general partner is unlimited.

▪ The business relies on the skills and ability of a fixed number of partners.

▪ Raising capital can be difficult.

▪ The business ends at the death or withdrawal of one partner unless

otherwise stated in the partnership agreement.

▪ The liquidity of each partners investment is low.

o A limited partnership is a modified form of a general partnership. The major

difference between the two is that a limited partnership includes two classes of owners: general

partners and limited partners.

▪ Similar to a general partnership, the general partners are liable for the

debts and obligations of the partnership, but the limited partners are liable

only up to the amount of their investment.
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▪ Limited partnerships are common in real estate development, oil and gas

exploration, and motion picture ventures.

 Corporations

o A corporation is a separate legal entity organized under the authority of a state.

o Corporations are organized as either C corporations or subchapter S corporations.

▪ A C corporation is a separate legal entity that, in the eyes of the law, is

separate from its owners.

▪ A corporation is formed by filing articles of incorporation with the

secretary of states office in the state of incorporation.

▪ If the owners of a corporation dont file their annual paperwork, neglect to

pay their annual fees, or commit fraud, a court could ignore the fact that a

corporation has been established, and the owners could be held personally

liable for actions of the corporation. This chain of events is referred to as

piercing the corporate veil.

▪ A disadvantage of corporations is that they are subject to double taxation,

which means that a corporation is taxed on its net income and, when the

income is distributed to shareholders in the form of dividends, is taxed

again on shareholders personal income tax returns.

▪ The following are the advantages and disadvantages of a C Corporation.

o Advantages of a C Corporation

▪ Owners are liable only for the debts and obligations of the corporation up

to the amount of their investment.

▪ Raising money is easy (depending on the strength of the business).

▪ No restrictions exist on the number of shareholders, which differs from

subchapter S corporations.

▪ - Stock is liquid if traded on a major stock exchange.

▪ The ability to share stock with employees through stock options or other

incentive plans can be a powerful form of employee motivation.
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o Disadvantages of a C Corporation

▪ Setting up and maintaining one is more difficult than for a sole

proprietorship or a partnership.

▪ Business losses cannot be deducted against the shareholders other sources

of income.

▪ Income is subject to double taxation, meaning that it is taxed at the

corporate and the shareholder levels.

▪ Small shareholders typically have little voice in the management of the

firm.

▪ A subchapter S corporation combines the advantages of a partnership and

a C corporation. It is similar to a partnership in that the profits and losses

of the business are not subject to double taxation.

o Standards to Qualify for a Subchapter S Corporation

▪ The business cannot be a subsidiary of another corporation.

▪ The shareholders must be U.S. citizens. Partnerships and C Corporations

may not own share in a subchapter S corporation

▪ Certain types of trusts and estates are eligible to own shares in a

subchapter C corporation

▪ It can have only one class of stock issued and outstanding (either preferred

stock or common stock

▪ It can have no more than 75 members. Husbands and wives count as one

member, even if they own separate shares of stock.

▪ All shareholders must agree to have the corporation formed as a

subchapter S.

▪
 Limited Liability Company

o The limited liability company is a form of business organization that is rapidly

gaining popularity in the U.S.

o As with partnerships and corporations, the profits of an LLC flow through to the

tax returns of the owners and are not subject to double taxation.
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o The main advantage of the LLC is that all partners enjoy limited liability.

o This differs from regular and limited partnerships, where at least one partner is

liable for the debts of the partnership.

o The advantages and disadvantages of an LLC are as follows:

o Advantages of an LLC

▪ Members are liable for the debts and obligations of the business only up to

the amount of their investment.

▪ The number of shareholders is unlimited.

▪ The number of members, tax issues, and implementation is flexible.

▪ Because profits are taxed only at the shareholder level, there is no double

taxation.

o Disadvantages of the LLC

▪ Setting up and maintaining one is more difficult and expensive.

▪ Tax accounting can be complicated.

▪ Some of the regulations governing LLCs vary by state.

4. The Legal Environment of the Internet

 The World Wide Web

o There are three types of Web sites shop window Web sites, contributed content

Web sites, and full e-commerce Web sites and each has its own set of legal issues to consider.

▪ Shop Window Web Site This type of site provides information about a

company and its products but encourages very little interaction. There are

several important legal issues for shop window Web sites.

o Important Legal Issues for Shop Window Web Sites

▪ All content placed on the Web site, including pictures, graphs, text,

images, narrative, and music, should be original unless specific permission

has been obtained from the owners of the material to use it.
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▪ Hyperlinking and deep linking should be avoided unless permission is

granted from the owner of the material that is being linked to.

▪ Pricing information should be frequently updated. Having misleading

pricing information online could result in penalties levied against the firm.

▪ Contributed Content Web Sites Web sites that encourage visitors to

interact are exposed to several additional forms of legal risk.

o Additional Legal Issues for Contributed Content Web Sites

▪ The most common problem in this area arises when sites encourage

visitors to interact by making discussion boards or chat rooms available.

▪ The owners of contributed content Web sites can be subject to civil or

even criminal penalties unless reasonable measures are taken to control the

material that appears on the Web site.

▪ Full E-Commerce Web Sites These sites sell goods and services via the

Web. New businesses that plan to sell products or services via the Web

should consult with an attorney to be sure they know all the current laws

and regulations that apply.

 Trademark and Domain Names

o A domain name is a companys Internet address (e.g., www.intel.com).

o Cybersquatting, which is less of a problem than it was when the

o Internet was young, is the act of registering a popular Internet address with the

intent of reselling it to its rightful owner.

o To stop cybersquatting from happening, Congress passed the Anticybersquatting

Consumer Protection Act in 1999.

 Electronic Contracts and Digital Signatures

o According to the Electronic Signatures in Global and International Commerce

Act, electronic contracts and electronic signatures are now just as legal as traditional paper

contracts signed in ink.
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o The passage of this act was considered a major victory for proponents of e-

commerce and the Internet.

o A digital signature is a computer-generated block of text that accurately identifies

both the signer and the content, helping to ensure the authenticity and integrity of electronic

documents.

Example/Case Study:

: Writing A Business Plan

Topic Objective:

At the end of this topic student would be able to:

 Explain the purpose of a business plan.

 Discuss how a business plan can be a dual-use document.

 Explain how the process of writing a business plan can be as important as the plan itself.

 Identify the advantages and disadvantages of using software packages to assist in the

preparation of a business plan.

 Explain the difference between a summary business plan, a full business plan, and an

operational business plan.

Definition/Overview:

Business plan: A business plan is a written narrative, typically 25 to 35 pages long, that

describes what a new business plans to accomplish and how it plans to accomplish it.
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Key Points:

1. The Business Plan

 A business plan is a written narrative, typically 25 to 35 pages long, that describes what a

new business plans to accomplish and how it plans to accomplish it.

 For most new ventures, the business plan is a dual-purpose document used both inside

and outside the firm.

o Inside the firm, the plan helps the company develop a road map to follow in

executing its strategies and plans.

o Outside the firm, it introduces potential investors and other stakeholders with the

business opportunity the firm is pursuing and how it plans to pursue it.

 Why a Business Plan is Important

o A business plan is important for two major reasons.

▪ First, a business plan is an internal document that helps a new business

flesh out its business model and solidify its goals.

▪ Second, a business plan is a selling document for a company. It provides a

mechanism for a young company to present itself to potential investors,

suppliers, business partners, and key job candidates by showing how all

the pieces of a new venture fit together to create an organization capable

of meeting its goals and objectives.

o Who Reads the Business Plan And What Are They Looking For?

o A Firms Employees. A clearly written business plan, which articulates the vision

and future plans of a firm, is important for both the management team and the rank-and-file

employees of a new venture.

o Investors and Other External Stakeholders. External stakeholders, such as

investors, potential business partners, potential customers, and key employees who are being

recruited to join a firm, are the second audience for a business plan.

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

58
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



▪ A firm must validate the feasibility of its business idea, develop an

effective business model, and have a good understanding of its

competitive environment prior to presenting its business plan to others.

▪
 Guidelines for Writing a Business Plan

o Structure of the Business Plan. To make the best impression, a business plan

should follow a conventional structure, such as the outline of the business plan.

▪ Although some entrepreneurs want to demonstrate creativity in everything

they do, departing from the basic structure of the conventional business

plan format is usually a mistake. Typically, investors are very busy people

and want a plan where they can easily find critical information.

▪ There are many software packages available that employ an interactive,

menu-driven approach to assist in the writing of a business plan. Some of

these programs are very helpful. However, entrepreneurs should avoid

creating a boilerplate plan that looks as through it came from a canned

source.

o Content of the Business Plan. The business plan should give clear and concise

information on all the importance aspects of the proposed venture.

o For most plans, 25 to 35 pages are sufficient.

o Style or Format of the Business Plan. The appearance of the plan must be

carefully thought out. It should look sharp but not give the impression that a lot of money was

spent to produce it.

▪ There are three types of business plans.

▪ Summary plan: A summary business plan is 10 to 15 pages and works

best for companies that are very early in their development and are not

prepared to write a full plan.

▪ Full business plan: A full business plan, which is the assumed focus of our

discussion to this point in the chapter, is typically 25 to 35 pages long.

▪ Operational business plan: Some established businesses will write an

operational business plan, which is meant primarily for an internal
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audience. Commonly running between 40 and 100 pages in length, these

plan can obviously feature a great amount of detail.

2. Outline of the Business Plan

 A specific firms business plan may vary, depending on the nature of the business and the

personalities of the founding entrepreneurs. Most businesses do not include all the elements.

 Exploring Each Section of the Plan

o Cover Page and Table of Contents. The cover page should include the name of the

company, its address, its phone number, the date, and contact information for the lead

entrepreneur.

o Executive Summary. The executive summary is a short overview of the entire

business plan; it provides a busy reader with everything that needs to be known about the new

ventures distinctive nature.

▪ Although the executive summary appears at the beginning of the business

plan, it should be created after the plan is finished. Only then can an

accurate overview of the plan be written.

o The Business. The most effective way to introduce the business is to describe the

opportunity the entrepreneur has identifiedthat is, the problem to solve or the need to be filledand

then describe how the business plans to address the issue.

o Management Team: As mentioned earlier, one of the most important things

investors want to see when reviewing the viability of a new venture is the strength of its

management team. If it doesnt pass muster, most investors wont read further.

▪ The amount of money the management team has invested in a new venture

is often called skin in the game. Investors are wary of investing in a

venture if the founders and the key members of the management team

havent put some of their own money (or skin) into the venture.

▪ The material in this section should include a brief summary of the

qualifications of each key member of the management team, including his

or her relevant employment and professional experiences, significant

accomplishments, and educational background.
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o Company Structure, Ownership, and Intellectual Property. This section should

begin by describing the structure of the new venture, including the reporting relationships among

the top management team members.

▪ An organizational chart is a graphic representation of how authority and

responsibility are distributed within a company.

o Industry Analysis. This section should begin by discussing the major trends in the

industry in which the firm intends to compete along with important characteristics of the

industry, such as its size, attractiveness, and profit potential.

▪ For example, the health care industry in the U.S. is attractive to many

investors because of the aging of the American population.

▪ After reading the industry analysis, an investor should have a good grasp

on the future prospects of the industry (or industries) in which the firm

intends to compete along with an understanding of the target market the

firm will pursue and how it will defend its position.

o Marketing Plan. The marketing plan should immediately follow the industry

analysis and should provide details about the new firms products and services.

▪ This section of the business plan typically is carefully scrutinized. It is

very important to investors, in particular, to be confident that a new

venture has a product that people will buy and has a realistic plan for

getting that product to market.

▪ This section should begin with a fuller description of the product the firm

will sell than has been provided in previous sections of the plan. The

results of the feasibility analysis should be reported, including the results

of the concept tests and the usability tests.

o Operations Plan. This section of the plan deals with the day-to-day operations of

the company.

▪ An increasingly common feature of many business plans for start-ups

is a reliance on outsourcing certain functions to third parties as a way of allowing the start-up to

focus on its distinctive competencies.

o Financial Plan. The financial section of a business plan must demonstrate the

financial viability of the business. A careful reader of the plan will scrutinize this section.
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▪ The financial plan should begin with an explanation of the funding that

will be needed by the business during the next three to five years along

with an explanation of how the funds will be used. This information is

called the sources and uses of funds statement.

▪ The next portion of the section include financial projections, which are

intended to further demonstrate the financial viability of the business.

▪ The financial projections should include three to five years of pro forma

income statements, balance sheets, and statements of cash flows.

o Critical Risk Factors. Although a variety of potential risks may exist, a business

should tailor this section to depict its truly critical risks.

▪ One of the most important things that a business plan should convey to its

readers is a sense that the ventures management team is on the ball and

understands the critical risks facing the business.

o Appendix. Any material that does not easily fit into the body of a business plan

should appear in an appendix.

o Putting It All Together. In evaluating and reviewing the completed business plan,

the writers should put themselves in the readers shoes to determine if the most important

questions on the viability of their business venture have been answered.

3. Presenting the Business Plan to Investors

 The Oral Presentation of a Business Plan

o When asked to meet with an investor, the founders of a new venture should

prepare a set of PowerPoint slides that will fill the time slot allowed for the presentation portion

of the meeting.

o The first rule in making an oral presentation is to follow instructions. If an

investor tells an entrepreneur that he or she has one hour and that the hour will consist a 30-

minute presentation and a 30-minute question-and-answer period, the presentation shouldnt last

more than 30-minutes.

o The presentation should be smooth and well rehearsed. The slides should be sharp

and not cluttered with material.
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 Questions and Feedback to Expect from Investors

o Whether in the initial meeting or on subsequent occasions, an entrepreneur will be

asked a host of questions by potential investors. The smart entrepreneur has a good idea of what

to expect and is prepared for these queries.

o In the first meeting, investors typically focus on whether a real opportunity exists

and whether the management team has the experience and skills to pull off the venture.

Example/Case Study:

In Section 4 of this course you will cover these topics:
Getting Funding Or Financing

Unique Marketing Issues

The Importance Of Intellectual Property

You may take as much time as you want to complete the topic coverd in section 4.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Getting Funding Or Financing

Topic Objective:

At the end of this topic student would be able to:

 Explain why most new ventures need to raise money at some point during their early life.

 Identify the three sources of personal financing available to entrepreneurs.

 Provide examples of how entrepreneurs bootstrap to raise money or cut costs.
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 Identify the three steps involved in properly preparing to raise debt or equity financing.

Definition/Overview:

Funding or financing: Funding or financing is to provide capital (funds), which means money

for a project, a person, a business or any other private or public institutions.

Those funds can be allocated for either short term or long term purposes. The health fund is a

new way of funding private healthcare centers.

Key Points:

1. The Importance of Getting Financing or Funding

 Why Most New Ventures Need Funding

o There are three reasons that most new firms need to raise money during their early

life:

▪ Cash Flow Challenges. Inventory must be purchased, employees must be

trained and paid, and advertising must be paid for before cash is generated

from sales.

▪ Cash Investments. The cost of buying real estate, building facilities, and

purchasing equipment typically exceeds a firms ability to provide funds

for these needs on its own.

▪ Lengthy Product Development Cycles. Some products are under

development for years before they generate earnings. The up-front costs

often exceed a firms ability to fund these activities on its own.

 Source of Personal Financing
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o Typically, the seed money that gets a company off the ground comes from the

founders themselvesfrom their personal savings, mortgages, and credit cards and by tapping into

the cash value of life insurance.

o Friends and family are the second source of funds for many new ventures.

o This form of contribution is often called love money, which can consist of

outright gifts, loans, or investments but often comes in the form of forgone or delayed

compensation or reduced or free rent.

o Another source of seed money for new ventures is referred to as bootstrapping.

Bootstrapping is the use of creativity, ingenuity, and any means possible to obtain resources

other than borrowing money or raising capital from traditional sources.

 Preparing to Raise Debt or Equity Financing

o Step 1: Determine precisely how much money is needed.

o Step 2: Determine the most appropriate type of financing or funding.

▪ Equity financing means exchanging partial ownership in a firm, usually

▪ in the form of stock, for funding.

▪ Debt financing is getting a loan.

o Step 3: Develop a strategy for engaging potential investors or bankers.

▪ An elevator speech is a brief carefully constructed statement that outlines

the merits of a business opportunity.

2. Sources of Equity Funding

 Business Angels

o Business angels are individuals who invest their personal capital directly in

startups.

▪ The prototypical business angel is about 50 years old, has high income and

wealth, is well educated, has succeeded as an entrepreneur, and is

interested in the start-up process.

▪ The number of angel investors in the U.S. has increased dramatically over

the past decade, partly because of the high returns some report.
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▪ Business angels are valuable because of their willingness to make

relatively small investments. This gives access to equity funding to a start-

up that needs just $50,000 rather than the $1 million minimum investment

that most venture capitalists require.

 Venture Capital

o Venture capital is money that is invested by venture-capital firms in start- ups and

small businesses with exceptional growth potential.

o Venture capital firms are limited partnerships of money managers who raise

money in funds to invest in start-ups and growing firms. The funds, or pools of money, are raised

from wealthy individuals, pension plans, university endowments, foreign investors, and similar

sources.

o The investment preferences of venture capitalist are fairly narrow. For example,

in 2002, 20 percent of all venture capital investments were in the software industry.

Telecommunications, networking, computers and peripherals, semiconductors, medical devices,

and biotechnology are other industries attracting funding from venture capitalists.

o Many entrepreneurs get discouraged when they are repeatedly rejected for venture

capital funding, even though they may have an excellent business plan. Venture capitalists are

looking for the home run and so reject the majority of the proposals they consider.

o

 Initial Public Offering

o An IPO is the first sale of stock by a firm to the public. When a company goes

public, its stock is typically traded on one of the major stock exchanges.

o Firms decided to go public for the following reasons: (1) it is a way to raise equity

capital to fund current and future operations; (2) an IPO raises a firms public profile; (3) an IPO

is a liquidity event; and (4) an IPO creates another form of currency for a firm (liquid stock).

o Although there are many advantages to going public, it is a complicated and

expensive process. The first step is to hire an investment bank. An investment bank is an

institution, such as Credit Suisse First Boston, that acts as an underwriter or agent for a firm

issuing securities. The investment bank acts as the firms advocate and adviser and walks it

through the process of going public.
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3. Sources of Debt Financing

 Commercial Banks

o Historically, commercial banks have not been viewed as practical sources of

financing for startup firms. This sentiment is not a knock against banks, it is just that banks are

risk adverse, and financing start-ups is risky business.

o There are two reasons that banks have historically been reluctant to lend money to

startups.

▪ First, as mentioned previously, banks are risk adverse. In addition, banks

frequently have internal controls and regulatory restrictions prohibiting

them from making high-risk loans.

▪ Second, lending to small firms is not as profitable as lending to large

firms. In many instances, it is simply not worth a bankers time to do the

due diligence necessary to determine the entrepreneurs risk profile.

 SBA Guaranteed Loans

o Approximately 50 percent of the 9,000 banks in the United States participate in

the SBA Guaranteed Loan Program. While these loans typically arent available to startups, they

are an important source of funding for small businesses in general.

o The most notable SBA program available to small businesses is the 7(A) Loan

Guarantee Program. This program accounts for 90 percent of the SBAs loan activity. Almost all

small businesses are eligible to apply for an SBA guaranteed loan.

o The SBA can guarantee as much as 85% (debt to equity) on loans up to $150,000

and 75% on loans of over $150,000.
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4. Creative Sources of Financing and Funding

 Leasing

o A lease is a written agreement in which the owner of a piece of property allows an

individual or business to use the property for a specified period of time in exchange for

payments.

o The major advantage of leasing is that it enables a company to acquire the use of

assets with very little or no down payment.

o The two most common types of leases that new ventures enter into are leases for

facilities and leases for equipment.

 Government Grants

o The Small Business Innovation Research (SBIR) and the Small Business

Technology Transfer (SBTT) programs are two important sources of early- stage funding for

technology firms. These programs provide cash grants to entrepreneurs who are working on

projects in specific areas.

o The SBIR Program is a competitive grant program that provides over $1 billion

per year to small businesses for early-stage and development projects. Each year, 10 federal

departments and agencies are required by the SBIR to reserve a portion of their research and

development funds for awards to small businesses.

▪ The SBIR is a three-phase program, meaning that firms that qualify have

the potential to receive more than one grant to fund a particular proposal.

▪ Historically, less than 15 percent of all phase I proposals are funded, and

about 30 percent of all phase II proposals are funded. The payoff for

successful proposals, however, is high. The money is essentially free. It is

a grant, meaning that it doesnt have to be paid back and no equity of the

firm is at stake.

o The SBTT Program is a variation of the SBIR for collaborative research projects

that involves small businesses and research organizations, such as universities and federal

laboratories.
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 Strategic Partners

o Strategic partners are another source of capital for new ventures. Indeed, strategic

partners often play a critical role in helping young firms fund their operations and round out their

business models.

o Biotechnology, for example, relies heavily on partners for financial support.

o Biotech firms, which are typically fairly small, often partner with larger drug

companies to conduct clinical trials and bring products to market.

Example/Case Study:

: Unique Marketing Issues

Topic Objective:

At the end of this topic student would be able to:

 Explain the purpose of market segmentation.

 Describe the importance of selecting a target market.

 Explain why its important for a start-up to establish a unique position in its target market.

 Describe why its important to position a companys products on benefits rather than

features.
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Definition/Overview:

Marketing: Marketing is defined by the American Marketing Association as the activity, set of

institutions, and processes for creating, communicating, delivering, and exchanging offerings

that have value for customers, clients, partners, and society at large. The term developed from

the original meaning which referred literally to going to market, as in shopping, or going to a

market to sell goods or services.

Key Points:

1. Selecting a Market and Establishing a Position

 In order to succeed, a new firm must address this important question: Who are the

customers, and how will we appeal to them?

 A well-managed start-up approaches this query by following a three-step process:

segmenting the market, selecting or developing a niche within a target market, and establishing a

unique position in the target market.

 Segmenting the Market

o The first step in selecting a target market is to study the industry in which the firm

intends to compete and determine the different potential target markets in that industry.

o This process is called market segmentation and is important because a new firm

typically only has enough resources to target one market segment, at least initially.

o Markets can be segmented in a number of different ways, including product type,

price point, and customers served.

o There are several important objectives a new firm should try to accomplish as part

of its market segmentation process:

▪ The process should identify one or more relatively homogeneous groups

of prospective buyers within the industry the firm plans to enter in regard

to their wants and needs.
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▪ Differences within the segment the firm chooses should be small

compared to differences across segments.

▪ The segment should be distinct enough so that its members can be easily

identified.

▪ It should be possible to determine the size of the segment so that a firm

knows how large its potential market is before it aggressively moves

forward.

 Selecting a Target Market

o Once a firm has segmented the market, the next step is to select a target market.

o Typically, a firm (especially a start-up venture) doesnt target an entire segment of

a market because many market segments are too large to target successfully.

 Instead, most firms target a niche with the segment.

▪ A niche market is a place within a market segment that represents a

narrower group of customers with similar interests.

▪ In most cases, the secret to appealing to a niche market is to understand

the market and meet its customers needs. By focusing on a clearly defined

target market, a firm can become an expert in that market and then be able

to provide its customers with high levels of value and service.

 Establishing a Unique Position

o After selecting a target market, the firms next step is to establish a position within

it that differentiates it from its competitors.

o Position is concerned with how the firm is situated relative to its competitors. In a

sense, a position is the part of a market or of a segment of the market the firm is claiming as its

own.

o A firm establishes a unique position in its customers minds by consistently

drawing attention to two or three of its products attributes that define the essence of what the

product is and what separates it from its competitors.
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▪ Firms often develop a tagline to reinforce the position they have staked out

in their market, or a phrase that is used consistently in a companys

literature, advertisements, promotions, stationery, and even invoices and

thus becomes associated with the company. An example is Nikes familiar

tagline, Just do it.

2. Key Marketing Issues for New Ventures

 Selling Benefits Rather Than Features

o Many entrepreneurs make the mistake of positioning their companys products or

services on features rather than benefits.

o A positioning or marketing strategy that focuses on the features of a product, such

as its technical merits, is usually much less effective than a campaign focusing on what the

merits of the product can do.

 Establishing a Brand

o A brand is the set of attributes positive or negative that people associate

o with a company.

o Some companies monitor the integrity of their brands through a program of brand

management, or protecting the image and value of an organizations brand in consumers minds.

o The different ways people think about the meaning of a brand.

o The difference between a companys brand and its positioning strategy is this: the

brand is all about the attributes and promises that people associate with a company, and the

position is all about the details.

o Start-ups must build a brand from scratch. One of the keys is to create a strong

personality for the firm that appeals to the chosen target market.

▪ So how does a new firm develop a brand? On a philosophical level, a firm

must have meaning in its customers lives. It must create value.

▪ On a more practical level, brands are built through a number of

techniques, including advertising, public relations, sponsorships, support

of social causes, and good performance.
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▪ Ultimately, a strong brand can be a very powerful asset for a firm.

▪ Brand equity is the term that denotes the set of attributes and liabilities

that are linked to a brand and enable it to raise a firms valuation.

▪ Cobranding refers to a relationship between two or more firms where the

firms brands promote each other.

3. The Four Ps of Marketing For New Ventures

 Once a company decides on its target market, establishes a position within that market,

and establishes a brand, it is ready to begin planning the details of its marketing mix.

 A firms marketing mix is the set of controllable, tactical marketing tools that it uses to

produce the response it wants in the target market.

 Most marketers organize their marketing mix into four categories: product, price,

promotion, and place (or distribution).

 Product

o A firms product, in the context of its marketing mix, is the good or service it

offers to its target market.

o Determining the product or products to be sold is central to the firms entire

marketing effort.

o As the firm prepares to sell its product, an important distinction should be made

between the core product and the actual product.

▪ While the core product may be a CD that contains an antivirus software

program, the actual product, which is what the customer buys, may have

as many as five characteristics: a quality level, features, design, a brand

name, and packaging.

 Price

o Price is the amount of money consumers pay to buy a product. It is the only

element of the marketing mix that produces revenue; all other elements represent costs.

o Most entrepreneurs use one of two methods to set the price for their products:

cost-based pricing or value-based pricing.
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▪ In cost-based pricing, the list price is determined by adding a markup

percentage to a products cost.

▪ In value-based pricing, the list price is determined by estimating what

consumers are willing to pay for a product and then backing off a bit to

provide a cushion.

o Regardless of the method of pricing, a company cant charge a premium price

without delivering on its positioning and branding promises and unless circumstances are right.

o To charge a premium price, one or more of the following circumstances must be

present:

▪ Demand for the product is strong relative to supply.

▪ Demand for the product is inelastic.

▪ The product is patent protected and has a clearly defined target market.

▪ The product offers additional features that are valued.

▪ A new technology is being introduced.

▪ The product is positioned as a luxury product.

 Promotion

o Promotion refers to the activities the firm takes to communicate the merits of its

product to its target market. Ultimately, the goal of these activities is to persuade people to buy

the product.

o The two most common activities entrepreneurs use to promote their firms are

advertising and public relations.

▪ Advertising is making people aware of a product or service in hopes of

persuading them to buy it. Advertisings major goals are to do the

following:

▪ Raise customer awareness of a product

▪ Explain a products comparative benefits

▪ Create associations between a product and a certain lifestyle
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▪ Public relations refers to efforts to establish and maintain a companys

image with the public. There are a number of techniques that fit the

definition of public relations. These include:

▪ Press releases

▪ New conferences

▪ Media coverage

▪ Articles in the industry press and periodicals

▪ Civic, social, and community involvement

 Place (or Distribution)

o Place, or distribution, encompasses all the activities that move a firms product

from its place of origin to the consumer. A distribution channel is the route a product takes from

the place it is made to the customer who is the end user.

o The first choice a firm has to make regarding distribution is whether to sell its

products directly to consumers or through intermediaries (such as wholesalers and retailers).

▪ Selling Direct. Many firms sell direct to customers. Being able to control

the process of moving their products from their place of origin to the end

user instead of relying on third parties is a major advantage of selling

direct. The disadvantage of selling direct is that a firm has more of its

capital tied up in fixed assets because it must own or rent retail outlets or

must field a sales force to sell its products.

▪ Selling Through Intermediaries. Firms that sell through intermediaries

typically pass off their products to wholesalers who place them in retail

outlets to be sold. An advantage of this approach is that the firm does not

need to own as much of the distribution channel. The disadvantage of

selling through intermediaries is that a firm loses control of its product.

There is no guarantee that Best Buy or Circuit

▪ City will talk up the firms product as much as the manufacturer would

have if it had its own stores.
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Example/Case Study:

: The Importance Of Intellectual Property

Topic Objective:

At the end of this topic student would be able to:

 Define the term intellectual property and describe its importance.

 Discuss the four major forms of intellectual property: patents, trademarks, copyrights,

and trade secrets.

 Specify the rules of thumb for determining whether a particular piece of intellectual

property is worth the time and expense of protecting.

 Describe the six-step process for obtaining a patent.

Definition/Overview:

Intellectual property: Intellectual property is any product of human intellect that is intangible

but has value in the marketplace. It is called intellectual property because it is the product of

human imagination, creativity, and inventiveness.
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Key Points:

1. The Importance of Intellectual Property

 Intellectual property is any product of human intellect that is intangible but has value in

the marketplace. It is called intellectual property because it is the product of human imagination,

creativity, and inventiveness.

 Traditionally, businesses have thought of their physical assets, such as land, buildings,

and equipment, as their most important assets. Increasingly, however, a companys intellectual

assets are the most valuable.

 Determining What Intellectual Property to Legally Protect

o There are two primary rules of thumb for determining whether intellectual

property protection should be pursued for a particular intellectual asset.

▪ First, a firm should determine whether the intellectual property in question

is directly related to its competitive advantage.

▪ Second, a firm should determine whether the intellectual property has

value in the marketplace.

 The Four Key Forms of Intellectual Property

o Patents, trademarks, copyrights, and trade secrets are the four key forms of

intellectual property.

o Intellectual property laws exist to encourage creativity and innovation by granting

to individuals who risk their time and money in creative endeavors exclusive rights to the fruits

of their labors for a period of time.

2. Patents

 A patent is a grant from the federal government conferring the rights to exclude others

from making, selling, or using an invention for the term of the patent.

 Patent protection has deep roots in U.S. history and is the only form of intellectual

property right expressly mentioned in the original articles of the U.S. Constitution.

 Since the first patent was granted in 1790, the U.S. Patent and Trademark
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 Office has granted over six million patents. There is an increasing interest in patents, as

shown in Table 12.2, as advances in technology spawn new inventions.

 The Three Types of Patents

o Utility Patents. Utility patents are the most common type of patent and

o cover what we generally think of as new inventions. Patents in this category may

be granted to anyone who invents or discovers any new and useful improvement thereof.

▪ There are three basic requirements for utility patents: the invention must

be useful, it must be novel in relation to prior arts in the field, and it must

not be obvious to a person of ordinary skill in the field.

▪ The term of a utility patent is 20 years from the date of the initial

application.

 Design Patents. Design patents are the second most common type of patent and cover the

invention of new, original, and ornamental designs for manufactured products.

▪ A design patent is good for 14 years from the grant date.

▪ While a utility patent protects the way an invention is used and works, a

design patent protects the way it looks.

o Plant Patents. Plant patents protect new varieties of plans that can be reproduced

asexually. Such plants are reproduced by grafting or crossbreeding rather than by planting seeds.

 Who Can Apply For a Patent?

o Only the inventor of a product can apply for a patent. If two or more people make

an invention jointly, they must apply for the patent together.

o There are notable exceptions to this rule. First, if an invention is made during the

course of the inventors employment, the employer typically is assigned the right to apply for the

patent through an assignment of invention agreement signed by the employee as part of the

employment agreement. The second exception is the right to apply for an invention can be sold.

 The Process of Obtaining a Patent

o Obtaining a patent is a six-step process.
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3. Trademarks

 A trademark is any word, name, symbol, or device used to identify the source or origin of

products or services and to distinguish those products or service from others.

 As is the case with patents, trademarks have a rich history. Archaeologists have found

evidence that as far back as 3,500 years ago, potters made distinctive marks on their articles of

pottery to distinguish their work from others.

 The Four Types of Trademarks

o Trademarks include any word, name, symbol, or device used to identify and

distinguish one companys products from anothers. Trademarks are used in the advertising and

promotion of tangible products, such as Quicken for software and Electronic Arts for electronic

games.

o Service marks are similar to ordinary trademarks, but they are used to identify the

services or intangible activities of a business rather than a businesss physical product. Service

markets include Princeton Review for test prep services and eBay for online auctions.

o Collective marks are trademarks or service marks used by the members of a

cooperative, association, or other collective group. The American

o Bar Association and The International Franchise Association are examples of

collective marks.

o Certification marks are marks, words, names, symbols, or devices used by a

person other then its owner to certify a particular quality about a product or service. An example

is the Good Housekeeping Seal of Approval.

 What Is Protected Under Trademark Law?

o Trademark law protects the following items:

▪ Words

▪ Numbers and letters

▪ Designs or logos

▪ Sounds

▪ Fragrances (as long as the product is not known for its fragrance)
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▪ Shapes

▪ Colors (as long as the color is not functional)

▪ Trade dress

 Exclusions from Trademark Protection

o There are notable exclusions from trademark protection that are set forth in the

U.S. Trademark Act:

▪ Immoral or scandalous material

▪ Deceptive matter

▪ Descriptive marks

▪ Surnames

 The Process of Obtaining a Trademark

o Selecting and registering a trademark is a three-step process.

o Once a trademark has been used in interstate commerce, it can be registered with

the U.S. Patent and Trademark Office for a renewable terms of 10 years and can theoretically

remain registered forever as long as the trademark stays in use.

o There are three steps in selecting and registering a trademark:

▪ Select an appropriate mark

▪ Perform a trademark search

▪ Create rights in the trademark

4. Copyrights

o A copyright is a form of intellectual property protection that grants to the owner

of a work of authorship the legal right to determine how the work is used and to obtain the

economic benefits from the work.

o The work must be in tangible form, such as a book, operating manual, magazine

article, musical score, or computer software program. If something is not in a tangible form,

copyright law does not protect it.
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o Businesses typically possess a treasure trove of copyrightable material.

 What Is Protected by a Copyright?

o Copyright laws protect original works of authorship that are fixed in a tangible

form of expression. The primary categories of material that can be copyrighted are as follows:

▪ Literary works

▪ Musical compositions

▪ Dramatic works

▪ Pantomimes and choreographic works

▪ Pictorial, graphic, and sculptural works

 Exclusions from Copyright Protection

o There are exclusions from copyright protection. The main exclusion is that

copyright laws cannot protect ideas. The legal principle describing this concept is called the idea-

expression dichotomy. An idea is not copyrightable, but the specific expression of an idea is.

 How to Obtain a Copyright

o First, copyright protection can be enhanced for anything written by attaching the

copyright notice, or copyright bug as it is sometimes called (i.e., ).

o Second, further protection can be obtained by registering a work with the U.S.

Copyright Office. Filing a simple form and depositing one or two samples of the work with the

U.S. Copyright Office completes the registration process.

 Copyright Infringement

o Copyright infringement occurs when one work derives from another or is an exact

copy or shows substantial similarity to the original work.

o To prove infringement, a copyright owner is required to show that the alleged

infringer had prior access to the copyrighted work and that the work is substantially similar to his

or her own.
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o One of the most famous copyright infringement cases involved Napster, the

company that was launched by then 18-year-old Shawn Fanning and his partner, Sean Parker.

 Copyrights and the Internet

o Every day, vast quantities of material are posted on the Internet and can be

downloaded or copied by anyone with a computer. Because this information is stored somewhere

on a computer or Internet server, it is in tangible form and probably qualifies for copyright

protection.

o Copyright laws, particularly as they apply to the Internet, are sometimes difficult

to follow, and it is easy for people to dismiss them as contrary to common sense. Still,

entrepreneurs should guard themselves against taking too lax of an attitude regarding copyright

laws and the Internet.

 Trade Secrets

o A trade secret is any formula, pattern, physical device, idea, process, or other

information that provides the owner of the information with a competitive advantage in the

marketplace.

o Trade secrets include marketing plans, product formulas, financial forecasts,

employee rosters, and logs of sales calls.

o The Federal Economic Espionage Act, passed in 1996, criminalizes the theft of

trade secrets.

 What Qualifies for Trade Secret Protection?

o Not all information qualifies for trade secret protection. In general, information

that is known to the public or that competitors can discover through legal means doesnt qualify

for trade secret protection.

o The general philosophy of trade secret legislation is that the law will not protect a

trade secret unless its owner protects it first.

o Companies can maintain protection for their trade secrets if they take reasonable

steps to keep the information confidential.
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 Trade Secret Disputes

o Trade secret disputes arise most frequently when an employee leaves a firm to

join a competitor and is accused of taking confidential information with him or her.

o A company damaged by trade secret theft can initiate a civil action for damages in

court. The action should be taken as soon after the discovery of the theft as possible.

 Trade Secret Protection Methods

o Aggressive protection of trade secrets is necessary to prevent intentional or

unintentional disclosure.

o In addition, one of the key factors in determining whether something constitutes a

trade secret is the extent of the efforts to keep it secret. Companies protect trade secrets through

physical measures and written agreements.

4. Conducting an Intellectual Property Audit

o The first step a firm should take to protect its intellectual property is to complete

an intellectual property audit. An intellectual property audit is completed to determine the

intellectual property a company owns.

 Why Conduct an Intellectual Property Audit?

o There are two primary reasons for conducting an intellectual property audit.

▪ First, it is prudent for a company to periodically determine whether its

intellectual property is being properly protected.

▪ The second reason for a company to conduct an intellectual property audit

is to remain prepared to justify its value in the event of a merger or

acquisition. Larger companies purchase many small, entrepreneurial firms

primarily because the larger company wants the small firms intellectual

property. The small firm should be ready to justify its valuation when a

larger company comes calling.

 The Process of Conducting an Intellectual Property Audit

▪ The first step in conducting an intellectual property audit is to develop an

inventory of a firms existing intellectual property.

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

83
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



▪ The second step is to identify works in progress to ensure that they are

being documented in a systematic, orderly manner.

Example/Case Study:

In Section 5 of this course you will cover these topics:
Preparing For And Evaluating The Challenges Of Growth

Strategies For Firm Growth

Franchising

You may take as much time as you want to complete the topic coverd in section 5.
There is no time limit to finish any Section, However you must finish All Sections before

semester end date.

If you want to c ontinue remaining courses later, you may save the course and leave.
You can continue later as per your convenience and this course will be avalible in your

area to save and continue later.

: Preparing For And Evaluating The Challenges Of Growth

Topic Objective:

At the end of this topic student would be able to:

 Explain the term sustained growth.

 Describe the potential downsides to firm growth.

 Discuss the six most common reasons firms pursue growth.

 Explain the advantages of having a scalable business model.
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Definition/Overview:

Sustained growth: Sustained growth is defined as growth in both revenues and profits over an

extended period of time.

Key Points:

1. Preparing for Growth

 Sustained growth is defined as growth in both revenues and profits over an extended

period of time. According to a recent study by Bain & Company, only one in seven companies

generates sustained, profitable growth.

 Despite these numbers, most firms try to grow and see it as an important part of their

ability to remain successful.

 Reasons for Firm Growth

o Capturing Economies of Scale. Economies of scale occur when increasing

production lowers the average cost of each unit produced.

o Executing a Scalable Business Model. A scalable business model is one in which

increased revenues cost less to deliver than current revenues, so profit margins increase as sales

go up.

▪ The classic example of a scalable business model is computer software.

▪ Developing software is very expensive, but delivering a copy of a software

program to a consumer is relatively inexpensive.

▪ The catch to having a scalable business model that actually works is

having sufficient demand for the product to continually drive revenues up.

o Market Leadership. Market leadership occurs when a firm is the number one or

the number two firm in an industry or niche market in terms of sales volume. Many firms work

hard to achieve market leadership, to realize economies of scale in production, and to be

recognized as the brand leader.
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o Influence, Power, and Survivability. Larger businesses usually have more

influence and power than smaller firms in regard to setting standards for an industry, getting a

foot in the door with major customers and suppliers, and garnering prestige.

o Need to Accommodate the Growth of Key Customers. Sometimes firms are

compelled to grow to accommodate the growth of key customers.

o Ability to Attract and Retain Talented Employees. The final reason that firms

grow is to attract and retain high-quality personnel. Growth is a firms primary mechanism to

generate promotional opportunities for employees, while failing to retain key employees can be

very damaging to a firms growth efforts.

 Benchmarking Against Successful Growth Firms

o By benchmarking, a firm improves the quality of an activity by identifying and

copying the methods of other firms that are successful in that activity.

▪ For example, if a small agricultural products firm in the Midwest decided

to start exporting to Europe, it would be wise to identify other agricultural

products firms in the Midwest that export to Europe so that it could study

their methods and experiences.

▪ Along with the insight into the best practices of the firms they benchmark

against, there are additional advantages of benchmarking to a firm:

▪ Facilitating the setting of goals.

▪ Motivating staff by showing what is possible.

▪ Providing an early warning of competitive disadvantages.

2. Challenges of Growth

 Managerial Capacity

o Managerial Capacity Problem. Problem that arises when the growth of a firm is

limited by the managerial capacity (i.e., personnel, expertise, and intellectual resources) that a

firm has available to implement new business ideas

o The firms administrative framework consists of two kinds of services that are

important to a firms growthentrepreneurial services and managerial services.
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o Entrepreneurial services generate new market, product, and service ideas, while

managerial services administer the routine functions of the firm and facilitate the profitable

execution of new opportunities.

o When a firms managerial resources are insufficient to take advantage of its new

product and service opportunities, the subsequent bottleneck is referred to as the managerial

capacity problem.

o As a firm grows, it is faced with the dual challenges of adverse selection and

moral hazard.

▪ Adverse selection means that as the number of employees a firm needs

increases, it becomes increasingly difficult for it to find the right

employees, place them in appropriate positions, and provide adequate

supervision.

▪ Moral hazard means that as a firm grows and adds personnel, the new

hires typically do not have the same ownership incentives as the original

founders, so the new hires may not be as motivated as the founders to put

in long hours or may even try to avoid hard work.

 Typical Challenges of Growing a Firm

o Cash Flow Management. As a firm grows, it requires an increasing amount of

cash to service its customers.

o Growth usually increases rather than decreases the challenges involved with cash

flow management because an increase in sales means that more cash will be flowing into and out

of the firm.

o Price Stability. If firm growth comes at the expense of a competitors market

share, a price war can result.

o Quality Control. Firm growth is typically accomplished by an increase in firm

activity. This means that a firm must handle more service requests and paperwork and contend

with more customers, stakeholders, and vendors.

o Capital Constraints. Capital constraints are an ever-present problem for growing

firms.

 Developing and Maintaining Professional Business Practices

www.bsscommunitycollege.in   www.bssnewgeneration.in  www.bsslifeskillscollege.in

87
www.onlineeducation.bharatsevaksamaj.net        www.bssskillmission.in

WWW.BSSVE.IN



o Many firms grow quickly and do not take the time to develop formal management

systems or procedures. Although this approach may work for a while, it is rarely, if ever,

sustainable.

o The need for an organization to grow must be tempered by the need to maintain

control of growth. The trick is to find the right balance between the ability to move quickly and

seize market opportunities and the need for a well-managed growth plan and professional

business practices.

 Myths About Growth

o Myth 1: Growth companies are predominantly technology companies.

o While technology and health care companies are represented in any list of rapid-

growth firms, they do not necessarily dominate.

o Myth 2: Rapid-growth firms emerge only in rapid-growth industries.

o Of course rapid-growth firms do emerge in rapid-growth industries, but there are

many examples of firms in fairly ordinary industries that have maintained impressive growth

rates.

o Myth 3: To grow quickly, you must have a first-mover advantage.

3. Attributes of Successful Growth Firms

 Growth Related Attributes

o Growth-Oriented Vision. A growth-oriented vision helps a firm crystallize the

importance of growth for its stakeholders and ensure that its major decisions are made with

growth in mind.

o Commitment to Growth. The concept commitment to growth deals with the extent

to which a firm is committed to pursuing growth.

o Business Growth Planning. Business growth planning is the process of setting

growth-related goals and objectives, and then mapping out a plan to achieve those goals and

objectives.

o Participation in Business Partnerships. Participation in business partnerships also

spurs growth.
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Example/Case Study:

: Strategies For Firm Growth

Topic Objective:

At the end of this topic student would be able to:

 Explain the difference between internal and external growth strategies.

 Identify the keys to effective new product development.

 Explain the common reasons new products fail.

 Discuss a market penetration strategy.

 Explain the term international joint venture.

Definition/Overview:

Growth: Growth refers to an increase in some quantity over time. The quantity can be physical

(e.g., growth in height, growth in an amount of money) or abstract (e.g., a system becoming

more complex, an organism becoming more mature). It can also refer to the mode of growth, i.e.

numeric models for describing how much a particular quantity grows over time.
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Key Points:

1. Internal Growth Strategies

 Internal growth strategies rely on efforts generated within the firm itself, such as new

product development, other product-related strategies, and international expansion.

 The distinctive attribute of internally generated growth is that a business relies on its own

competencies, expertise, business practices, and employees.

o Internally generated growth is often called organic growth because it does not rely

on outside intervention.

 New Product Development

o New product development involves the creation and sale of new products (or

services) as a means of increasing firm revenues.

o In many fast-paced industries, new product development is a competitive

necessity. For example, the average product life cycle in the computer software industry is 14 to

16 months. Because of this, to remain competitive, software companies must always have new

products in their pipelines.

o The keys to effective new product and service development, which are consistent

with the material on opportunity recognition and feasibility analysis in are the following:

▪ Find a need and fill it

▪ Develop products that add value

▪ Get quality right and pricing right

▪ Focus on a specific target market

▪ Conduct ongoing feasibility analysis

 Other Product Related Strategies

o Improving an Existing Product or Service. Often, a business can increase its

revenue by improving an existing product or serviceenhancing quality, making it larger or

smaller, making it more convenient to use, improving its durability, or making it more up to date.
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o Increasing the Market Penetration of an Existing Product or Service. A market

penetration strategy seeks to increase the sales of a product or service through greater marketing

efforts or through increased production capacity and efficiency.

o Extending Product Lines. A product line extension strategy involves making

additional versions of a product so that it will appeal to different clientele. For example, a

company may take a low-end product, make another version of it that is a little better, and then

make another version of it that represents the top of the line.

o Geographic Expansion. Geographic expansion is another internal growth strategy.

Many entrepreneurial businesses grow by simply expanding from their original location to

additional geographic sites. This type of expansion is most common in retail sites.

 International Expansion

o International expansion is another common form of growth for

entrepreneurial firms.

▪ International new ventures are businesses that, from inception, seek to

derive significant competitive advantage by using their resources to sell

products or services in multiple countries.

▪ Although there is vast potential associated with selling overseas, it is a

fairly complex form of firm growth.

o Assessing a Firms Suitability for Growth Through International Markets

o Foreign market entry strategies

o Selling overseas

▪ Many entrepreneurial firms first start selling overseas by responding to an

unsolicited inquiry from a foreign buyer. It is important to handle the

inquiry appropriately and to observe proper protocols when trying to serve

the needs of customers in foreign markets.

▪ A set of rules-of-thumb is provided in the chapter regarding selling

products in foreign countries.
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2. External Growth Strategies

 External growth strategies rely on establishing relationships with third parties, such as

mergers, acquisitions, strategic alliances, joint ventures, and franchising.

 An emphasis on external growth strategies results in a more fast-paced, collaborative

approach towards growth than the slower-paced internal strategies.

 Mergers and Acquisitions

o Many entrepreneurial firms grow through mergers and acquisitions.

▪ A merger is the pooling of interests to combine two or more firms into

one. An acquisition is the outright purchase of one firm by another.

▪ In an acquisition, the surviving firm is called the acquirer, and the firm

that is acquired is called the target.

o Acquiring another business can fulfill several of a companys needs, such as

expanding its product line, gaining access to distribution channels, achieving competitive

economies of scale, or expanding the companys geographic reach.

o Although it can be advantageous, the decision to grow the entrepreneurial firm

through acquisitions should be approached with caution. Many firms have found that the process

of assimilating another company into their current operation is not easy. Primarily for this

reason, 65 to 70 percent of acquisitions fail to deliver anticipated results.

o Finding an appropriate acquisition candidate. If a firm decided to grow through

acquisition, it is extremely important for it to exercise extreme care in finding acquisition

candidates.

o Steps involved in an acquisition.

 Licensing

o Licensing is the granting of permission by one company to another company to

use a specific form of its intellectual property under clearly defined conditions.

o The terms of a license are spelled out through a licensing agreement, which is a

formal contract between a licensor and a licensee.

▪ The licensor is the company that owns the intellectual property. The

licensee is the company purchasing the right to use it.

▪ There are two principle types of licensing: technology licensing and

merchandise and character licensing.
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▪ Technology licensing is the licensing of a proprietary technology that the

licensor typically controls by virtue of a utility patent.

▪ Merchandise and Character Licensing. Merchandise and character

licensing is the licensing of a recognized trademark or brand that the

licensor controls through a registered trademark or copyright.

 Strategic Alliances and Joint Ventures Strategic Alliances. A strategic alliance is a

partnership between two or more firms developed to achieve a specific goal. According to a

recent survey, over three-fourths of technology businesses are active in strategic alliances.

▪ Technological alliances feature cooperation in research and development,

engineering, and manufacturing.

▪ Marketing alliances typically match a company that has a distribution

system with a company that has a product to sell in order to increase sales

of a product or service.

o Joint Venture. A joint venture is an entity created when two or more firms pool a

portion of their resources to create a separate, jointly owned organization.

▪ In a scale joint venture, the partners collaborate at a single point in the

value chain to gain economies of scale in production or distribution.

▪ In a link joint venture, the position of the parties is not symmetrical, and

the objectives of the parties may diverge. For example, many of the joint

ventures between American and Canadian food companies provide the

American partner with access to Canadian markets and distribution

channels and the Canadian partner with the opportunity to add to its

product line.
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Example/Case Study:

: Franchising

Topic Objective:

At the end of this topic student would be able to:

 Explain what franchising is and how it differs from other forms of business ownership.

 Describe the differences between a product and trademark franchise and a business

format franchise.

 Explain the differences among an individual franchise agreement, an area franchise

agreement, and a master franchise agreement.

 Describe the advantages of setting up a franchise system as a means of firm growth.

Definition/Overview:

Franchising: Franchising is a form of business organization in which a firm that already has a

successful product or service (franchisor) licenses its trademark and method of doing business to

other business (franchisee) in exchange for an initial franchise fee and an ongoing royalty.
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Key Points:

1. What is Franchising, and How Does It Work?

 Franchising is a form of business organization in which a firm that already has a

successful product or service (franchisor) licenses its trademark and method of doing business to

other business (franchisee) in exchange for an initial franchise fee and an ongoing royalty.

 Some franchises are established firms, while others are first-time enterprises being

launched by entrepreneurs.

 What is Franchising?

o The word franchise comes from an old dialect of French and means privilege or

freedom.

o Many of the most familiar franchises in the United States, including Kentucky

Fried Chicken (1952), McDonalds (1955), and H&R Block (1958), started in the post-World

War II era of the 1940s and 1950s.

 How Does Franchising Work?

 There is nothing magical about franchising. It is a form of business growth that allows a

business to get its products or services to market through the efforts of business partners or

franchisees.

 There are two distinctly different types of franchise systems: the product and trademark

franchise and the business format franchise.

▪ A product and trademark franchise is an arrangement under which the

franchisor grants to the franchisee the right to buy its products and use its

trade name.

▪ The second type of franchise, the business format franchise, is by far the

more popular approach to franchising and is more commonly used by

entrepreneurial firms. In a business format franchise, the franchisor

provides a formula for doing business to the franchisee along with

training, advertising, and other forms of assistance.

▪ Fast-food restaurants, convenience stores, and consulting services are

well-known examples of business format franchises.
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 For both product and trademark franchises and business format franchises, the franchisor-

franchisee relationship takes one of three forms of a franchise agreement.

▪ Individual franchise agreement. The most common type of franchise

agreement is an individual franchise agreement. This type of agreement

involves the sale of a single franchise for a specific location.

▪ An area franchise agreement allows a franchisee to own and operate a

specific number of outlets in a particular geographic area.

▪ Master franchise agreement. Finally, a master franchise agreement is

similar to an area franchise agreement, with one major difference. A

master franchisee, in addition to having the right to open and operate a

specific number of locations in a particular area, also has the right to offer

and sell the franchise to other people in the area.

o An individual who owns and operates more than one outlet of the same franchisor

is referred to as a multiple-unit franchisee.

2. Establishing a Franchise System

 Establishing a franchise system should be approached carefully and deliberately. An

entrepreneur should be aware that over the years a number of fraudulent franchise organizations

have come and gone and left financially ruined franchisees in their wake.

 Because of this, franchising is a fairly heavily regulated form of business expansion.

 Despite these challenges, franchising is a popular form of expansion.

 When to Franchise

o In order for a company to grow, it has at least two options. One alternative is to

build company-owned outlets. However, this choice presents a company with the challenge of

raising the money to fund its expansion.

o Franchising is another growth alternative available to firms. Franchising is

perhaps especially attractive to young firms in that the majority of the money needed for

expansion comes from the franchisees.

o In some instances, franchising is simply not appropriate. For example, franchising

works for Burger King but would not work for Wal-Mart.
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 Steps to Franchising a Business

o Step 1: Develop a franchise business plan

o Step 2: Get professional advice

o Step 3: Conduct an intellectual property audit

o Step 4: Develop franchise documents

o Step 5: Prepare operating manuals

o Step 6: Plan an advertising strategy and a franchise training program

o Step 7: Put together a team for opening new franchise units

o Step 8: Plan a strategy for soliciting prospective franchisees

o Step 9: Help franchisees with site selection and the grand openings of their

franchise outlets.

 Selecting and Developing Effective Franchisees

o The qualities that franchisors look for in prospective franchisees and the steps that

franchisors can take to develop their franchisees potential.

 Advantages and Disadvantages of Establishing a Franchise System

o There are two primary advantages to franchising.

▪ First, early in the life of an organization, capital is typically scarce, and

rapid-growth is needed to achieve brand recognition and economies of

scale. Franchising helps an organization grow quickly because franchisees

provide the majority of the capital.

▪ Second, a management concept called agency theory, argues that for

organizations with multiple units (such as restaurant chain), it is more

effective for the units to be run by franchisees than by managers, who run

company-owned stores.

o Primary disadvantage of franchising.

▪ The primary disadvantage of franchising is that an organization allows

others to profit from its trademark and business method.
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3. Buying a Franchise

 Is Franchising Right for You?

o Purchasing a franchise should be weighed against the alternatives of buying an

existing business or launching an entrepreneurial venture from scratch.

o Answering the following questions will help determine whether franchising is a

good fit for people thinking about starting their own business.

▪ Are you willing to take orders?

▪ Are you willing to be part of a franchise system rather than an independent

businessperson?

▪ How will you react if you make a suggestion to your franchisor and your

suggestion is rejected?

▪ What are you looking for in a business?

▪ How willing are you to put your money at risk?

 The Cost of a Franchise

o The initial cost of a business format franchise varies, depending on the franchise

fee, the capital needed to start the business, and the strength of the franchisor.

o The costs of buying into several franchise organizations. The initial cost ranges

from a low of $36,000 for a Curves International franchise to more than $2.8 million for a

Burger King franchise.

o The following costs are typically associated with buying a business format

franchise:

▪ Initial franchise fee

▪ Capital requirements

▪ Continuing royalty payment

▪ Advertising fee

▪ Other fees

 Finding a Franchise
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o There are thousands of franchise opportunities available to prospective

franchisees.

o There are many periodicals, Web sites, and associations that provide information

about franchise opportunities. Every Thursday, for example, ads for franchise opportunities

appear in special sections of the Wall Street Journal and USA Today.

 Advantages and Disadvantages of Buying a Franchise

o There are two primary advantages to buying a franchise over other forms of

business ownership.

▪ First, franchising provides an entrepreneur with the ability to own a

business using tested and refined business methods. This attribute lessens

the probability of business failure.

▪ Second, when an individual purchases a franchise, the franchisor typically

provides training, technical expertise, and other forms of support.

o The main disadvantage of buying a franchise are the costs involved.

 Steps in Purchasing a Franchise

o Purchasing a franchise is a seven step process.

 Watch Out! Common Misconceptions About Franchising

o The following is a list of misconceptions that franchisees often have about

franchising:

▪ Franchising is a safe investment

▪ A strong industry ensures franchise success

▪ A franchise is a proven business system

▪ There is no need to hire a franchise attorney or an accountant

▪ The best systems grow rapidly, and it is best to be a part of a rapid-growth

system

▪ I can operate my franchise outlet for less than the franchisor predicts

▪ The franchisor is a nice personhell help me out if I need it
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3. Legal Aspects of the Franchise Relationship

 Federal Rules and Regulations

o The offer and sale of a franchise is regulated at the federal level.

o According to Federal Trade Commission Rule 436, franchisors must furnish

potential franchisees with written disclosures that provide information about the franchisor, the

franchised business, and the franchise relationship.

o In most cases, the disclosures are made through a lengthy document referred to as

the Uniform Franchise Offering Circular (UFOC). The UFOC contains 23 categories of

information that give prospective franchisees a broad base of information about the background

and financial health of the franchisor.

o The UFOC requires the franchisor to attach a copy of the franchise agreement and

any other related contractual documents to the circular. The franchise agreement, or contract, is

the document that consummates the sale of the franchise.

 State Rules and Regulations

o In addition to the FTC disclosure requirements, 17 states have laws providing

additional protection to potential franchisees.

o In most of these states, a franchisor is required to file its UFOC with a designated

stage agency, making the UFOC public record.

4. More About Franchising

 Franchise Associations

o Many franchise systems have franchise associations to represent the franchisees

collective interests and to provide a forum for franchisees to communicate with one another.

 Franchise Ethics

o The majority of franchisors and franchisees are highly ethical individuals who are

interested only in making a fair return on their investment.
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o There are certain features about franchising, however, that make it subject to

ethical abuse. An understanding of these features can help franchisors and franchisees guard

against making ethical mistakes. These features are as follows:

▪ The get-rich-quick mentality

▪ The false assumption that buying a franchise is a guarantee of business

success

▪ Conflicts of interest between franchisors and their franchisees

 International Franchising

o International opportunities for franchising are becoming more prevalent as the

markets for certain franchised products in the United States have become saturated.

o Foreign firms are also taking advantage of the trend towards globalization and are

offering franchises in the United States and other countries.

 The Future of Franchising

o The future of franchising appears bright. Franchise opportunities represent a

larger and growing segment of the retail and service sectors of U.S. businesses and are in some

cases replacing more traditional forms of small business ownership.

o The International Franchise Association estimates that franchising employs more

than eight million people, that a new franchise outlet opens in the

o U.S. every eight minutes, and that approximately one out of every 12 retail

business establishments is a franchised business.
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