
SECTION 4: FINANCING NEW AND GROWING ENTERPRISES

THE IMPORTANCE OF CAPITAL AND PLANNING

· raising money has always been a major challenge in the venture creation process
· for a start-up venture, cash is what is needed to gain access to supplies and to purchase inventory and assets 
· growing businesses need cash to pay employee’s, restock inventory, and conduct day to day operations 
Business Stages and Financing

· the type of financing entrepreneurs can access is dictated by the stage the business is in and the type of opportunities the company is pursuing
· stage of business:
· start-up businesses are traditionally self funded and are more likely to be turned down for bank financing 
· type of opportunities: 
· entrepreneurs who are starting or managing a small business that is pursuing s slow growth strategy will often be limited to debt as their main source of capital (may also use equity when dealing with small business angels, friends or relatives)
· examples: service companies, retail operations and food and beverage businesses 
· entrepreneurs who are pursuing a high growth venture are must more likely to use debt and equity to finance their business 
· usually businesses in technology, health care, or knowledge based industries
Stages of Business Developing Funding

Early Stage Financing

· the most difficult and costly to obtain 
· most likely sources are personal savings, personal credit cards, personal loans of the entrepreneur, friends and family, angel investors and some venture capital 
· seed capital: small amount needed to conduct market research and develop the business plan
· start up with low growth potential: personal savings, personal lines or credit or credit cards, money from friends and family and government programs
· start up with high growth potential: often financed by angel investors, business is not above the radar yet so it is not seen by a venture capitalist
· start up: funding to get the business running; business is operating but is probably not profitable 
· financing is needed for working capital, inventory and marketing 
· start up with low growth potential: personal savings, personal lines of credit or credit cards, loan from a chartered bank that is personally guaranteed, trade credit, money from friends and family, government programs, retained earnings
· start up with high growth potential: usually angel investors 
Expansion/Development Financing: personal investment, venture capitalist and government programs
· easier to obtain than early-stage financing
· venture capitalist plan an active role here
1. funds are used as working capital to support the initial growth, no clear profitability or cash flow yet
2. major expansion for company wit rapid sales growth, break-even or positive profit levels but still private
3. bridge financing to prepare company to go public 
· once the concept has been proven and the business is generating positive cash flow, the primary sources are: commercial loans, commercial lines of credit and trade credit
Acquisitions and Leveraged Buyout Financing: venture capital and bank financing

· traditional acquisitions: assuming ownership and control of another company (direct purchase)
· leverage buyouts: management of a company acquiring company control by buying out the present owners (borrowing)
· going private: some of the owners/manager of the company buying all the outstanding stock, making the company private again 
3 Risk Capital Markets: 

· informal risk capital market: (angels) best source for 1st stage financing
· venture capital capital: provides some first stage funding but they usually required a minimum capital level of $500,000 because of the high costs of evaluating and monitoring a deal
· Public Equity Market: available only for high potential ventures 
Debt of Equity Financing

Debt Financing: borrowing money (usually a loan) that has to be repaid

· requires that some asset be used as collateral 
· funds borrowed must be paid back with interest 
· if the financing is short term (less than 1 year)--> money is used to provide working capital to financing inventory, accounts receivable or the operations of the business
· repaid from resulting sales and profits during the year
· long term debt is used to purchase some assets with part of the value of the asset being used as collateral 
· debt does not dilute ownership
· debt does not result in a loss of control 
· requires a monthly payment including interest (a pressure on cash flow in the early fragile stage when the best practice is to conserve cash
· done on a “fixed basis” which means that payment is fixed no matter how well the company does
Equity Financing: representing ownership in the business, raising funding this way means giving up a portion of your ownership

· investors shares in the profits of the venture as well as any disposition of its assets on a pro rata basis on the percentage of the business owned 
· implies that the investor will take risk along with the entrepreneur so there is no monthly cash outlay which allows the company to conserve cash 
· done on a “variable” basis where the investor has a large return if the business realizes its upside potential 
· small business owners are hesitant to dilute ownership by taking on equity partners 
Internal or External Funds

Internal

· can come from several sources within the company: profits, sale of assets, reduction in working capital, extended payment terms, and accounts receivable 
· in every new venture the start up years involve putting all the profits back into the venture 
· sale of assets, or leasing rather than buying at start-up and buying used instead of new 
· some argue that leasing or renting will help conserve cash
· others argue that entrepreneurs should buy assets which can be used as collateral 
· short term internal source can be obtained by reducing short term assets: inventory, cash and other working capital 
· deferring salary (and using family who will also defer salary)
· using just-in-time inventory
· minimal accounts receivable, or get down payment that covers the cost portion of the sale 
External

- self, family, friends, commercial banks, limited partnerships, government and venture capitalists 

Must be evaluated based on 3 criteria:

1. Length of time the funds are available (ex. a relative lends the entrepreneur $5,000 but then wants it back, suddenly without notice for personal reasons)
2. Cost of the funds
3. Amount of control lost 
Personal Funds

· least expensive funds in terms of cost and control 
· essential in attracting outside funding, especially from banks, private investors and venture capitalist 
· outside providers of capital feel that they entrepreneur may not be sufficiently committed to the venture if they do not have any money invested 
Family and Friends

· after the entrepreneur, family and friends are a common source of capital for a new venture, especially for young entrepreneurs since they often do not have a large amount of personal savings 
· family and friends can provide debt or equity funding 
· if family members take an equity position they may feel like they deserve to have a say in how the business is operated 
· any loans or investments from family or friends should be treated in the same businesslike manner as if the financing were from an impersonal investor 
· detailed agreement outlining payments terms, dividends, responsibilities, etc
· entrepreneur should be conscious about the impact on the family member (good and bad)
Chartered Banks

· source of short term funds most frequently used by the entrepreneur when collateral is available 
· funds provided are in the form of debt financing and therefore require some tangible guaranty or collateral 
· collateral can be in the form of business assets, personal assets, or the assets of the co-signer of the note
· asset base for loans: to ensure the repayment, these loans are based on the assets or the cash flow of the venture
· tangible collateral values at more than the amount of money borrowed
Types of Bank Loans

1. Accounts Receivable Loans: provides a good basis for a loan especially if the customer base is well known and creditworthy (bank may finance up to 80% of the value of the a/r)
2. Inventory Loans: good basis for a loan when inventory is liquid and can be easily sold (finished goods inventory can be financed up to 50%) 
3. Equipment Loans: used to secure longer-term financing 
4. Real Estate Loans: used in asset based financing 
Cash Flow Financing

1. Lines of Credit: most frequently used
a. company pays a commitment fee to ensure that the commercial bank will make the loan when requested and then pays interest on any outstanding funds borrowed by the bank
b. often, the loan must be repaid or reduced to a certain agreed upon level on a periodic basis
2. Short Term Loans: used to cover working capital needs for a period of time (30-90 days)
3. Long Term Loans: usually available only to strong, mature companies
4. Character Loans: personal loans
Bank Lending Decisions

· banks are cautious in lending money, especially to new ventures, because they don’t want to incur bad loans; they want their interest rate no matter how well the business goes 
· bank lending decisions are made according to the five C’s of lending: character, capital, capacity, collateral, and conditions; and taking into consideration the type of business the entrepreneur is running and what stage the company is in
· Character: assesses the consumer’s willingness and desire to repay a loan on time 
· Capacity: measures the applicant’s ability to repay the loan when it is due
· Collateral: as asset pledged by a borrower to a lender to guarantee a loan
· Capital: the net value of the consumer’s assets (bigger impact with larger loans)
· Conditions: external variable that will affect the risk of the loan such as the economy, social and political environment, government regulations, or competition, or changes in the banks objectives 
· certain industries are known to be especially challenging (restaurants, bars) which others have a history of strong returns on investments (real estate, manufacturing) 
The Role of Government in Small Business Financing

1. The Canadian Small Business Financing Program
· loans program that aims to increase the availability of capital for existing small and medium businesses that are looking to improve and/or expand
· maximum loan of $250,000 at any of the 1,540 participating lenders including banks, credit unions and caisse populaires, with the federal government acting as a guarantor for 85% of the lenders losses 
· eligibility requirement: business has to exist to make a profit and can not have revenues over $5million for the year the loan is approved 
2. The Business Development Centre
· BDC is a crown corporation that offers small and medium sized businesses a variety of financial products, consulting services and venture capital 
· goal: to serve the financial needs of all Canadian entrepreneurs at every state of growth 
· less stringent requirements for financing than chartered banks and offer more flexible repayment schedules 
· they take into account the five C’s and they emphasize the viability of the venture and use this as their main funding criteria 
3. Export Development Centre
· EDC focuses on assisting Canadian businesses that are exporting or considering exporting 
· assist entrepreneurs in selling their goods in foreign countries
· two EDC services particularly beneficial to growing or start up ventures:
· Accounts receivable insurance: EDC will ensure up to 90% of accounts receivable form a foreign buyer
· Working Capital: offers a variety of working capital solutions including guaranteeing up to 75% of the amount borrowed from a bank to fund the manufacturing of a product for export 
Bootstrap Financing

“Bootstrapping” (cash conserving technique) is very common in the start up phase, generally meaning using any method possible to conserve cash 

Why Bootstrapping? Problems with outside financing:

· takes a long time (3-6 months)
· can cause hiring more staff
· availability of capital increases the impulse to spend - hire more staff before they are needed 
· decrease a company’s flexibility
· can decrease profits (need to pay a %)
Bootstrapping Methods

· offer to pay in cash as a negotiating tool for discounts
· used or leased equipment if possible
· haggle and barter
· negotiate the best terms possible 
· reduce waste in every possible way
· share advertisement 
· consignment financing 
· entrepreneur should always ask about volume discounts, frequent customer discounts, promotional discounts for featuring the vendors product 
· savings can be obtained for bulk packaging or co-op advertising 
· collect as early as possible from the people who owe you money and delay as long as possible paying the people you owe
Advantages

· moves the venture form idea to implementation without delay
· pressures the venture to general positive cash flow and break even soon
· avoids premature growth
· keeps the attention on cash flow
Informal Risk-Capital Market (Angel Investors)

Who are Angel Investors?

· informal investors
· often a retired entrepreneur in the same industry
· bring expertise and contacts as a valuable member of the team
· provide the “know-how”, entrepreneur provides the energy
· they want an equity position
· they will make 1-2 deals each year and investments ranging from 10,000 to 500,000 and the average being 125,000
· unlike VC’s they do not want to assume control of a venture and will usually structure their investment as a limited partnership or hold shares in a private corporation 
· may or may not play an active role in management but will often sit on a board of advisors
· return expected decrease as the number of years the firm has been in business increases
· 5 year capital gain of 
· 10 times for start up
· 3 times for for established firms more than 5 years old 
· can wait 7-10 years before cashing out 
Meeting with Angels:

· find them through accountants, bankers, BDC, angel networks: keep in mind the industry you are in
· get as much background information about them as possible
· prepare in advance (business plan)
· Have references ready
· sell the concept (let them buy)
· draw up an agreement 
VENTURE CAPITAL

Nature of Venture Capital

· viewed as a professionally managed pool of equity
· equity pool: formed from the resources of wealthy limited partners or comes from small retail investors who are contributing to labour sponsored funds
· pool is managed by a general partner (venture capital firm) in exchange for a percentage of the gain realized on the investment and a fee
· venture capital can be best characterized as a long term investment discipline, usually occurring over a 5 year period that is found in the creation of early stage companies, the expansion of existing businesses and the financing of leveraged buyouts 
· in each investment the venture capitalist takes an equity participation through stock, warrants or convertible securities and has an active involvement in the monitoring of each portfolio company bringing investment, financing planning and business skills to the firm
Venture Capital Process

· objective of venture capital firm: generate long term capital appreciation through debt and equity investments
· to achieve this, the VC is willing to make any changes or modifications necessary in the business investment 
· since more risk is involved in financing a business earlier in its development, more return is expected from early stage financing (50% ROI) then form acquisitions or leveraged buyouts (30% ROI)
· invest in chunks of $500,000 and up, sell a portion of their equity at the “go public” phase and recover their investment and have equity left for large returns
· bring money and also may bring in the professional management to run the operation
3 Criteria Company Needs to Satisfy:

1. company must has a strong management team that consists of individuals with solid experience and backgrounds, a strong commitment to the company, capabilities in their specific areas of expertise, the ability to meet challenges and the flexibility 
a. the team should be backed with family support 
2. product and/or market opportunity must be unique having a differential advantage in a growing market 
a. uniqueness needs to spelled out in the marketing portion of the plan
b. even better when protected by a patent or a trade secret
3. The business opportunity must be high growth, very large returns for the VC
VC consider upside potential/downside risks:

· VC may wait until the initial idea has been proven and there is a track record of demand and the potential for big profits
· wants 40-60% ROI
· VC will do due diligence on industry and firm to ensure that the business has potential
· VC have rigid criteria because they need to have a success rate the will offset their failure rate
· VC will think about exit strategies very early on, and the possibility of a buyout by a bigger company 
Approaching a Venture Capitalist 

· VC’s receive more plans than they are capable of funding, many plans are screened out as early as possible 
· tend to focus and put more time and effort on plans that are referred
· VC’s tend to specialize in certain industries and will rarely invest outside these areas
· avoid pushing the decision
· avoid glib statements 
· avoid too high salaries ot even talking too much about compensation
· eliminate to the extent possible any use of new dollars to take care of past problems; new dollars of the VC are for growth to move the business forward 
· develop trust: disclose any significant problems or negative situations in the initial meeting 
SECTION 5: THE BUSINESS PLAN: CREATING AND STARTING THE VENTURE

INTRODUCTION TO BUSINESS PLANNING

· for entrepreneurs the business plan is essential to raise money and assist then in the day to day management of their company
Planning as Part of the Business Operation

· planning is a process that never ends for a business
· it is extremely important in the early stages of any new venture
· as the venture evolves from an early start up to a mature business, planning will continue as management seeks to meet its short term or long term business goals 
What is the Business Plan?

· written document prepared by the entrepreneur that describes all the relevant external and internal elements involved in starting a new venture
· addresses short term and long term decision making for the first 3 years of operation 
· potential investors, suppliers and customers will request or require a business plan 
Why a Business Plan?

· to describe the business
· to clarify the goals and serves as an operational plan for achieving them
· to show the vision to potential investors
· to identify potential problems and ways of solving them
· to state the amount of capital required to finance the venture
Scope and Value of the Business Plan - Who Reads the Plan?

· each group reads the plan for different reasons so the entrepreneur must be prepared to address all their issues and concerns
· 3 perspectives to consider:
1. The Entrepreneur: must be able to clearly articulate what the venture is all about 
2. The Customer: the marketing perspective; demand factor, why would someone buy this product?
3. The Investor: sound financial projections are required and well built financial statements
How do Potential Lenders and Investors Evaluate the Plan

Lenders:

· lenders are primarily interested in the ability of the new venture to pay back the loan, including interest, within a designation period of time
· lenders focus on the 4 C’s of credit: character, cash flow, collateral and equity contribution 
· they want the business plan to reflect the entrepreneurs credit history, the ability to meet debt and interest payments (cash flow), the collateral or tangible assets being secured for the loan, and the amount of personal equity the entrepreneur has invested
Investors: (venture capitalists)

· different needs since they are providing large sums of capital for ownership (equity) and the expected cashing out within 5-7 years 
· more emphasis on the entrepreneurs character than lenders because they will be working together 
· investors want to make sure the entrepreneur is compliant and willing to accept this involvement 
· also demand high rates of return and will focus on market and financial projections 
Investors look for:

· a clearly communicated business model
· proof that your business model makes sense
· a strong management team
· a board of advisors
· realistic financial projections
· very little salary for the entrepreneur; don’t pay yourself a large salary during the early years
· an investment in the company from the owner (savings)
· a clear marketing plan
· accurate start-up costs
· an appreciation for the lenders needs
PRIOR TO WRITING THE PLAN

Industry and Market Information

· initial element of information needed by the entrepreneur is the marker potential for the product
· first you must define the market: who will purchase the product?
· a well defined target market will make it easier to project market size and subsequent market goals 
· to build a strong marketing plan the entrepreneur needs information on the industry and market 
· start broad with general environmental and demographic trends and narrow it down to local industry trends and local competition strengths and weaknesses 
Operations Information Needs

· company’s locations and its accessibility to customer’s suppliers and distributors
· manufacturing operations - subcontracts?
· raw materials needed and suppliers names, addresses and costs should be determined
· labour skills needed, number of personnel, pay rate
· space needed and whether it will be leased or owned
· overhead
Financial Information Needs

· need to prepare a budget with a list of all possible expenditures and all revenue sources 
Legal Status Concepts

Sole Proprietorship

· easiest and good for doing business from home or part time, make sense for many small businesses, places all risks on the sole owner
Partnership

· two or more individuals, often feasible, but control issues should be identified in a written agreement
· need agreements (written), and clauses as to what happens in cases of death or disagreement 
Incorporation

· the most costly, probably in the range of 1000
· ongoing costs such as audited financial statements
· need board of directors
· need minutes of meeting
· good for limitation of liability
· usually needed as business grows larger
WRITING THE PLAN: STRUCTURE AND CONTENT

Introductory Page: title or cover page that provides a brief summary of the business plan’s content

Content:
· name and address of the business
· name, telephone number, e-mail address of the entrepreneur 
· a paragraph describing the company and nature of the business
· statement of financing needs --> important for investors because they can determine the amount of financing needed without having to read through the entire plan
· statement of confidentiality of the report 
Executive Summary: 

· prepared after the total plan is written
· should stimulate the interest of the potential investor
· investors use the executive summary to determine whether the entire business plan is worth reading
· highlights the key points in the business plan in a concise and convincing manner
Content:

· clearly defined concept
· what is the main reason to elaborate the business plan
· the window of opportunity
· the marketing strategy to fill it; sustainable marketing advantage
· who are the key people, what is their expertise , the operations processes
· how will it cost and where is the money coming from
· when will there be profits and how much
· what are the long term exist strategies
Description of the Venture/Idea (Concept/Goals/Objectives)

· briefly discuss the original idea of the entrepreneur; the background
· should begin with mission statement or company mission of the new venture: describes the nature of the business and what the entrepreneur hopes to accomplish with that business 
· a vision statement is the ultimate goal for a company but a mission statement is about how a company plans on reaching its vision
· key elements: product/service, the location and size of the business, the personnel and office equipment needed, the background of the entrepreneur and the history of the venture 
Industry/Market Analysis

· the general purpose is to show the validity of the Window of Opportunity and business expectations
· describes characteristics that will convince a skeptic that an interesting opportunity is there and will grow in the future
external analysis: described the general understanding of the industry, the niches and success factors

- assessment of external uncontrollable variables that may impact the business plan (economy, culture, technology, legal concerns)

· it starts with broad based information and further covers industry trends, demographics, competition, level of saturation, barriers to entry, consumer loyalty, itch cycle and consumer expectations
Industry Analysis: review of industry trends and competitive strategies 

· analyze the trends and changes in the industry
· how is the industry structured?
· is it stagnant or saturated: will you have to steal customers from the competition
· is it capital intensive or labour intensive
· Demand Conditions: unique selling point proposition or competitive advantage that the business opportunity has 
Industry Forces / Change

· what forces are at play in the macroeconomic environment, what is changing? opportunities and threats?
· describe what is creating the interesting opportunity in general terms
· use potential threats for the risk mitigation strategies
· look for specifics along the basic framework: PEST analysis (political, economic, societal, global and technological)
Market Potential

· use collected and analyzed information to support the idea that there is a new and interesting opportunity for the business 
· the industry analysis leads to research on the target market and competitors which is more specific
· market potential: describe the size or the market using research information, spending patterns, describe size/scope of the market
· market analysis the focus is on:
· Customers (target market)
· competitors 
1. Target Markets
· describe and analyze the target market in terms of numbers of customers, market potential
· are there trends affecting this market?
· should be stated clearly, “the target market is...”
· state how many potential customers there are in the area you intend to serve
2. Competition
· observe: visit them and pose as a customer
· assess their strengths and weaknesses
· access their ability and willingness to change
· think about how you can be differentiated from them 
The Marketing Plan

· describes how the product or service will be distributed, priced, and promoted
· the marketing strategy should introduce general approach to marketing
· discuss differentiation
· discuss intended niche
· highlight unique selling point
Product

· briefly describe the product
· highlight differentiation 
· highlight uniqueness
· packing and branding
· warranty
· mention special feature 
Price

· reflection of quality
· discuss the basis of setting up the price (cost based, competition based, consumer based)
· ming the efforts consumer spend to obtain the product
· most small business do not have the power to undersell - competition will steal market share
Place

· location issued: production/storage
· Commerical location - physical site where the product is bought or consumed
· distribution channels
· intermediaries: middlemen challenges
Promotion/Communication

· issue definition: main reason for promotion/ communication
· target audience: who is the recipient of the message
· communication objectives
· creative and design process
· choice of communication tools
· personal and non-personal communication tools
· media selection and media mix
· sales promotion techniques
Production Plan

· describe the complete manufacturing process
· if some of it is subcontracted the plan should describe the subcontractors, including location, reasons for selection, costs, and any contracts that have been completed
· if not subcontracted, need the describe the physical layout, the machinery and equipment needed, raw materials and supplier’s name addresses and terms, costs of manufacturing and future capital equipment needs
· key supplier relationships: describe any key suppliers and their relationship (any special terms) with the business
· scheduling: think of the most applicable cycle
Capacity: important to describe the ability of the business to produce or serve the customer, and the limits passed on the supply constraints of the business

Facility: physical layout of the business should be drawn in a simple sketch 

Operations Plan

· goes beyond the manufacturing process and describes the flow of goods and services from production to customers
· might include inventory or storage of manufactured products, shipping, inventory control procedures and customer support services
· retailer or service provider will need this section to explain the chronological steps in completing a business transaction 
· service: the process of delivering service quality is what distinguishes one new service venture from another and it is the focus of the operations plan
· implementation time-line: briefly describe the incremental approach to launching the expansion/diversification concept of the business plan
Organizational Plan

· human resources - key people
· who are the members of the management team and what is their background
· what are their roles and responsibilities 
· what are the salaries, bonuses and other forms of payments for each member
· the organizational structure, organization chart and legal status 
· if incorporated, who are the shareholders and how much stock do they own
· how many shares of voting and nonvoting have been issued
· who are the members of the board of directors 
Key Human Resources (organizational chart)

· the management team and organization structure are very important
· provide information on key people and their positions and functions
· analyze weaknesses in HRM operations and tools to improve 
· elaborate basic job description and recruitment strategy 
· investors are interested in who is running different aspects of the business 
· need to assess what management help you will need, where it will come from and how it will help you 
· how many employees the company will have and need in the next 3 years, when employees will be needed, what training programs will be provided, here candidates will come from, what job requirements will need to be met, how employees will be compensated, and what employee policies will be in place
Assessment of Risk

1. Entrepreneur should indicate the potential risks to the new venture
2. a discussion of what might happen if these risks become reality
3. the entrepreneur should discuss the strategy that will be employed to prevent, minimize, or respond to the risks should they occur 
Major Risks for a new venture:

· could result from a competitors reation
· weaknesses in the marketing, production, or management team
· changes in government policies
· new advances in technology that might render the new product obsolete 
One way to Identify risk in an industry is to use Porters 5 forces model:

· rivalry among competitors
· threat of new entrants - how easy is it to enter the marketplace?
· supplier power: how dependent are you on suppliers?
· buyer power: how dependent are you on your buyers
· Threat of substitution - are there readily available substitute products in the marketplace 
Financial Plan

· determines the potential investment commitment need for the new venture and indicates whether the business plan is economically feasible 
· 3 financial areas:
1. entrepreneur should summarize the forecast sales and the appropriate expenses for at least the first 3 years
2. cash flow figures for 3 years; important to determine the demands on cash on a monthly basis
3. projected balance sheet - financial condition of the business at a specific time 
Important Questions

· how much will the expansion/growth/development cost?
· sources of funds: amount contributed by entrepreneur, major purchases of capital assets, working capital needs
· how much can be covered by internal source
· how much is needed from external sources
· where will the funds come from? (debt equity)
· how will the business pay it back?
· how much control of the business could be given up (equity)
Major Cost Assumptions:

· major cost items: start up costs, equipment purchases, supplies, running/operational costs
· revenue projections
· important to describe the projections in more detail, showing calculations, estimates
· critical part of business plan
· be realistic
SECTION 7: INTELLECTUAL PROPERTY - PROTECTING YOUR IDEAS

CAPTURING THE PROFITS FROM NEW PRODUCTS AND SERVICES

· protecting their intellectual property is very important for the entrepreneur because most of the time the only advantage entrepreneurs have over established firms is the product development 
· if entrepreneurs can’t protect their intellectual property (core ideas about their new product or service) then it doesn’t matter whether they are better than established firms at product development
· the established firms can wait for the entrepreneur to complete their product and then imitate the entrepreneurs new products and services 
The Product Development Process

· process by which the entrepreneur creates the product or service that will be sold to customers
· entrepreneur has to find a solution to a need which can be produced and marketed for less than the customer would be willing to pay for it 
· difficult because it is uncertain --> you don’t know if the product development path will lead to a successful new product or service 
· other times the product development path is successful, but its successful at developing something different from what people set of to produce
· this means that entrepreneurs are most effective at product development if they quickly screen new product opportunities to identify the most promising ones
· luck is an important part of product development : good timing 
New Firm Advantages at Product Development 

· advantage of new firms at product development is important because, in general, established firms are better than new firms at manufacturing products
Advantages of Established firms

· established firms tend to have better access to capital which allows them to buy better equipment, also have more knowledge
· established firms also have advantages of economies of scale which allows them to manufacture products at a lower cost 
· established firms are better at marketing: they have access to previously developed knowledge of customer needs and preferences which help them sell their products more effectively; also have established social ties 
new firms make up for the marketing and manufacturing advantages of established firms with their superiority at product development
· tend to develop new products more easily and cheaply than more established firms because they don’t have bureaucratic structures that rules and procedures 
· small and start up firms can also offer better incentives to their employees to work hard to develop new products because they can more easily provide equity as an incentive  (also allows them to attract talented product development people are want a chance to make a lot of money)
· they have a great deal of flexibility which helps them to develop new products when the unexpected occurs 
· there are some industries in which large established firms are better than new small firms at product development:
· large firms tend to be much better at new product development in industries where production is concentrated in the hands of a few firms because these firms control access to the customer base
· industries that are capital and advertising intensive 
· industries that are very research and development intensive because they can’t afford to maintain large research laboratories
· --> nothing entrepreneurs can do to compete in these industries
· in industries that new firms are better than established firms at developing new products (medical services, computers, scientific instruments) entrepreneurs have a chance to compete with established firms by taking advantage of their superior ability to develop new products if they can protect their intellectual property
Ease of Imitating Entrepreneurs’ Intellectual Property

· most entrepreneurs’ new products and services, or intellectual property underlying them, is very easy to imitate and can be copied at a fairly low cost
· methods of imitation:
· competitors engineer can purchase the new product, take it apart, figure out how it works and produce the same thing in a process call reverse engineering
· competitors can hire away entrepreneurs employees and suppliers or have informal conversations with them to gather information about the new product 
· competitors often can work on their own new product development and imitate entrepreneurs intellectual property simply by knowing that something new have been development 
· even patenting a technology does not stop imitation but it does make it illegal 
LEGAL FORMS OF INTELLECTUAL PROPERTY PROTECTION

Patents

· Patent: legal right granted by a national government that allows an inventor to preclude others from using the same invention for a max of 20 years from the date of application, in return for disclosing how the invention work 
· Conditions
· invention must be novel 
· it must not be obvious to a person trained in the relevant field
· it must be useful
· the invention must be secret at the time that patent application has been made (if you go public, you only have 1 year to file for a patent application)
· you can patent a product, an apparatus, a process, or a composition 
· you can not patent a business idea or something that doesn’t work 
· most important aspect of patent process: determining the set of claims, or statements about what was invented 
· try to make them as broad as possible to prevent duplication 
Advantages:

· helps to raise capital by demonstrating the existence of a competitive advantage
· raises the cost of imitation by competitors
· provides a monopoly right by blocking other people form doing the same thing (up to 20 years)
· prevents a second part from using the invention as a trade secret 
Disadvantages

· costly to defend: involves going to court and paying fees associated with that
· they are not always effective: sometimes there is so much prior art (past inventions that relate to your new invention) that an inventor can only obtain a patent on a small improvement to a technology; also depends on the strength of their claims
· they require disclosure of the invention which makes it easier for someone else to duplicate the entrepreneurs invention, possible undermining the entrepreneur’s competitive advantage if the patent cannot be enforced
· the can often be invented around: depends on the industry and difference in technology (pharmaceuticals vs electrical)
· patents are less effective for most types of technology 
· can be irrelevant by the time the patent is granted (fast moving technology) 
· inventors need to obtain a patent in every county where they want to protect their inventions 
Industrial Designs

· an industrial design consists of the features of shape, configuration, patter or ornament of an object - emphasizes the design aspect of an object rather than the function
· Industrial Design Office will assess the originality of the design
· registration of the industrial design last 10 years and then anyone can copy it 
Trade Secrets

· a trade secret is a piece of knowledge that confers an advantage on a firm and is protected by nondisclosure 
· patens and trade secrets are mutually exclusive (can’t have both)
Advantages

· biggest advantage is that they provide a way for an entrepreneur to protect a competitive advantage without disclosing to others how the technology underlying a new product or service works 
· maintaining secrecy about how to exploit an opportunity is a valuable method for preventing imitation 
Disadvantages

· a trade secret must be kept hidden to remain valuable 
· difficult to keep secret for a long period (employees leave the company)
· entrepreneur must meet strict legal standards for demonstrating that they kept information secret (employees should sign nondisclosure forms)
· have a trade secret does not provide the inventor with a monopoly right
· if other people independently discover the same invention (figure it out on their own) they are free to use it
· to enforce a trade secret and clam damages in court, you must show a loss of economic advantage
· can be difficult to prove trade secret infringement because secrecy is not a granted right, you have to prove breach of confidentiality 
Trademarks

· a trademark is a word, phrase, symbol, design, or combination of these that identifies and distinguished the good and services of one company from those of another
· useful because they can keep your competitors from making their product look just like yours 
· if your register it would have the exclusive right to it for 15 years and it is renewable 
· if you don’t register it you may still have the exclusive right to use it but you have to establish through the courts that you have used it for a considerable period of time 
Copyrights 

· a copyright is a form of intellectual property protection provided to the authors of original works of authorship, including literary, dramatic, musical, artistic and certain others 
· makes it illegal for anyone else to publish the material or use it in any way
· requirement: it has to be tangible 
· can’t copyright titles, phrases, ideas, procedures, devices or common property 
· gives the owner of the copyright the right to reproduce, further derive, copy or display the protected item until 50 years after the death of the author 
OTHER STRATEGIES OF INTELLECTUAL PROPERTY PROTECTION (NON LEGAL)

· non legal strategies for intellectual property protection include first mover advantages and complementary assets
First Mover Advantages: benefits that are generated by doing something a few months or years before someone else

· sometimes the advantage involves lead time (benefits associated with doing something a few months or years before someone else)
· sometimes the advantage involves the learning curve: early efforts to learn put new firms at a relative advantage over competitors
· being the first mover can protect and entrepreneur’s product or service against imitation under certain conditions:
· when a business involves scare assets, entrepreneur can protect intellectual property by obtaining control of the scarce assets before others can get to them 
· when products become more valuable as the number of people who use the product increases (thin eBay)
· any time there are high costs to customers to switch from one product to another, first movers have an advantage: tradition in using a product, need to training (keyboards)
· any time people tend to be content with the status qui, being a first mover offers an advantage: people tend to adopt new products only if the new product is significantly better than the old 
· whenever reputations are important: first product in the market tends to make a larger and more long-lasting impression on customers, providing an advantage to the company producing it 
· learning curve: the longer you are in the business, the more you learn 
Complementary Assets: assets that must be used along with innovation to provide a new product or service to customers, typically including:

· manufacturing equipment and 
· marketing and distribution facilities 
· issue of “dominant design”: new product have to follow a standard form
· sometimes it is better to control complementary assets than try to be the innovator of new products 
SECTION 8: INTRAPRENEURSHIP / SOCIAL ENTREPRENEURSHIP 

SOCIAL ENTREPRENEURSHIP

· new concept
· no standard definition exits, however major writers agree on the following concepts:
· addresses social problems or needs that are unmet by private markers or governments: created innovative solutions to immediate social problems
· is motivated primarily by social benefit 
· generally works with - not against - market forces 
· most common claims about social entrepreneurship: they adopt a business-like approach to social innovation 
· primary difference with commercial entrepreneurship: denomination of the rewards sought 
· social entrepreneurship overcomes the gap between the business and the public sectors as it is connected to the non-profit or the third sector as well as to the concept of the social economy with emphasis on objectives to serve communities and society rather than generating a company’s profit 
The Process of Social Entrepreneurship

1. Opportunity Recognition
· a social entrepreneur recognizes an opportunity to create social value 
· might take the form of and obvious or not so obvious social problem or an unmet social need 
· tend to see opportunities where other see only threats and tragedies 
· also and unmet social need might e an unfilled demand or a latent demand
2. Concept Development 
· opportunity leads to the development of an enterprise concept
· first the social entrepreneur identifies specific new products or markets to be served 
· second they identify and define the actual social rewards to be gained fro it and sets enterprise goals in terms of these new rewards
· determining the value of rewards is very challenging and is the main reason they don’t succeed 
3. Resource Determination and Acquisition
· resources needs are determined and the necessary resources are acquired
· social enterprises rely on 3 main types of resources:
· Financial resources: from earned revenue, philanthropy and governments
· Human Resources: in the form of donated or paid human resources
· Human Capital: refers to education, experience, knowledge , expertise 
4. Launch and Venture Growth
· the social entrepreneur launches and grows the venture
· generally growth should follow a tangible business strategy that includes:
· a plan to meet growing human and financial resource needs
· delegation of responsibilities from social entrepreneur to others
· a process for dealing with and negotiating inevitable conflicts
· a coherent plan to measure progress
· involvement of stakeholders 
5. Goal Attainment 
· does not simply mean planning to reach a venture goal but rather knowing what to do when the goal is reached
· 4 options:
· it can shut down
· is can define itself to meet a new social mission
· settle into a stable service equilibrium
· integrate into another venture
Theories of Social Entrepreneurship

How is social entrepreneurship stimulated?

· need to understand 5 commercial entrepreneurship theories:
· Environment: theory that entrepreneurship is a latent condition in the population that is stimulated when the environment is conducive to it 
· Resources: theory where entrepreneurship focuses on the availability of resources for new ventures
· Perturbation: theory argues that entrepreneurship occurs when people are displaced form their regular business routines 
· Personal Traits: theory that holds that there are identifiable traits of an entrepreneurial personality 
· Preparation: idea that entrepreneurship can be taught and it depends on factors such as education and work experience
The External Forces on Social Entrepreneurship

· Environmental factors: social climate conducive to social entrepreneurship, political climate that facilitates social innovation
· Availability of financial and nonfinancial resources
· Perturbation of the environment: political change, cultural change, economic change
The Internal Forces on Social Entrepreneurship

· Entrepeneurial personality traits
· preparation to exploit opportunities: education, experience
--> social entrepreneurship process begins with these 5 forces that in the most part are complementary to one another 

Who are Social Entrepreneurs?

Dees (2001) called social entrepreneurs “change agents in the social sector” who do the following:

· Adopt a mission to create and sustain social value (not just private value) 
· Recognize and relentlessly pursue new opportunities to serve that mission 
· Engage in a process of continuous innovation, adaption and learning activities
· Act boldly without being limited by resources currently in hand
· Exhibit a heightened sense of accountability to the constituencies served and for the outcomes created
Who tends to Become Social Entrepreneurs?

· immigrants tend to be highly entrepreneurial
· first born children are most likely to be entrepreneurs
· most social entrepreneurs are men
· social entrepreneurs are disproportionately likely to have suffered a personal trauma in their lives
The 7 most frequently identified characteristics are:

1. Innovativeness

· Develop new ideas to meet specific challenges
2. Achievement Orientated
· Set personal goals and track progress
3. Independence

· Highly self-reliant and like working alone on their goals
4. Sense of control over destiny

· Rarely see themselves as victims of their own environment
5. Low risk-aversion

- Creative at finding ways to mitigate risk

6. Tolerance of ambiguity

- Particularly comfortable with situations that are not clear-cut

7. Community awareness and social concern - particular to social entrepreneurship 
· See the value in social rewards and are wiling to devote their talents and energies to accumulate these rewards
3 Leadership Characteristics for Social Entrepreneurs:

1. The social problem is characterized by extreme complexity, which the social entrepreneur is somehow able to bound into a vision that has the potential to reshape public attitudes when implemented. 
2. Social entrepreneurs are individuals with significant personal credibility, which they use to tap critical resources and actually build the necessary network of participating organizations.
3. The social entrepreneur generates followers’ commitment to the project by framing it in terms of important social values, rather than purely economic terms, which results in a sense of collective purpose among the social entrepreneur and those who join the effort.
4 Distinct Entrepreneurial Types:

	
	In Entrepreneurship
	Parallel in Social Entrepreneurship

	1. Personal Achiever
	- innovates autonomously
	- look to start social venture 

	2. Super Salesman
	- innovated through service of others
	- usually found in fundraising and innovate in the ways they find donors

	3. Real Manager
	- manager from within an established organization
	- take established social enterprises to new heights 

	4. Expert Idea Generator
	- relies on expertise and creativity for innovations
	- make it possible to meet social missions in new and innovative ways


Myths About Social Entrepreneurship

Myth 1: Social Entrepreneurs are anti-business

· Many social entrepreneurs actually come out of the business world before making social innovations.
Myth 2: The Difference between commercial entrepreneurship and social entrepreneurship is greed

· First, there is no evidence that commercial entrepreneurs are greedy. 
· Commercial entrepreneurs are most likely to be goal-obsessed rather than money-obsessed. 
· Also, many social entrepreneurs are also commercial entrepreneurs.
Myth 3: Social Entrepreneurs run non-profits

· Non-profit status is not necessary nor sufficient to make social entrepreneurship.
Myth 4: Social entrepreneurs are born, not made. 

· This deterministic view of social entrepreneurship places too much weight on the idea that the typical characteristics of the entrepreneur are all about nature, rather than nurture. 
· However some people do naturally possess more socially entrepreneurial characteristics.
Myth 5: Social entrepreneurs are misfits.

· This stereotype emerged due to the fact that a social entrepreneur is someone who has the ability to work alone. 
Myth 6: Social entrepreneurs love risk.

· There is actually little evidence that anyone seeks risk, per se, except people with a pathological gambling dependency
Chapter Summary

Social entrepreneurship is a process:

· that starts with a perceived social opportunity, 
· translates into an enterprise concept, 
· ascertains and acquires the resources necessary to execute the enterprise, 
· launches and grows the enterprise,
·  and harvests the future upon attainment of the enterprise’s goals.
Social entrepreneurship can take many forms: 

· Starting a business
· Expanding an organization
· Partnering with another firm  
There are 5 forces for the social entrepreneur process: 

· Environmental factors
· Resource availability
· A change in the social entrepreneur’s environment
· His or her preparation to see and exploit opportunities
· Personality traits
INTRAPRENEURSHIP / CORPORATE ENTREPRENEURSHIP

· the growth in interest in entrepreneurship at a corporate level is due to a combination of various internal and external factors 
· to cope with these changes large firms have increasingly adopted more innovative and enterprising approaches to management within their organization 
· one of these approaches is the development of entrepreneurship within a corporate environment --> intrapreneurship 
· intrapreneurship: attempt to integrate the strength of small firms (creativity, flexibility, innovation and nearness to market) with the market power and financial resources of large companies 
· an intrapreneur is an employee of a large organization who has the entrepreneurial qualities of drive, creativity, vision, and ambition but who prefers to remain within the security of an established company 
· intrareneurship has also been used to describe different Organizational scenarios:
· overall climate of entrepreneurship at a corporate level
· intra-corporate venturing: creation of new ventures within an existing organization to stimulate or develop new products or product improvements, includes autonomous business units established within the corporation
· initiatives by employees in the organization to undertake something new without being asked, expected or even being given permission by higher management 
· organization/rationalization of the business
· reasons why intrapreneurship has become so important in the new economy:
· labour mobility - job security
· high degree of individualism 
· demand for a higher degree of innovation in the company
· he general tendency for efficiency at work
· economic uncertainty in general 
Intrapreneurship vs Entrepreneurship 

The Business Environment

· entrepreneurial team within a new venture will gradually develop an understanding for the right rules for running the business, staff within a corporate venture can be restricted by parent corporation’s existing rulebook 
· result: corporation can restrict the new venture by assuming that it must operate under the same old rules
· to succeed: parent company must grant it the flexibility required to adapt to a previous unexplored and undefined market 
· differences in the degree or freedom each type of business has to develop its potential: corporate ventures must follow the parents firms goal and new independent ventures are free to compete in any market, develop any product and use any technology 
Establishing a New Venture

· crucial resources for a new business: adequate funding for start up and further development, they often look to venture capital firms, or business angels who only select 1-3% of proposals received
· if rejected, it can go elsewhere 
· senior management of a large corporation will review only a few proposals for internal ventures
· if rejected, the idea has nowhere to go unless the intrapreneur leaves the company and starts a new business on their own 
· internal corporate ventures will be subject to the same traditional corporate decision making criteria as other projects (minimum sales volume, minimum ROI, special restriction on use of capital and personnel) and innovation will usually have little significance 
Sources of Funding

· within large organizations, the pressure for short term gains can lead to too much early stage funding in intrapreneurial ventures --> tempted to commit to resources before understanding the new business area enough 
· limited to one source of funds - the parent company 
· early stage funding in new independent ventures is limited to the entrepreneur’s personal finances 
Staff Resources
· large organization: recruit people to an internal venture on the basis of parent-company personnel in line for transfer or promotion, rather than on the basis of the needs of the venture 
· long term success is linked to the parent corporation instead of the venture and developing a reward system for intrapreneurs is often a problem
· no BOD --> lacks source of advisors 
· independent new venture: made up of eager qualified individuals who share the founder’s vision 
Creating the Climate for Intrapreneurship

Intrapreneurs “self select” themselves, it is not something that can assigned to a person but an organization can support intrapreneurship by creating the right climate for such individuals to flourish:

1. Intrapreneurship Sponsors:
· intrapreneurs cannot sufficiently develop their ideas alone
· corporate environment favourable to intrapreneurship has sponsors and champions (chief executive, project manager) throughout the organization who support the creative activity and resulting failures and also have the planning flexibility to establish new objectives and direction as needed 
· must have the following qualities:
· visionary: must see and project the long term benefits
· power: usually to push the original idea to overcome any financial concerns form others, and to push it towards implementation 
· Influence: usually to protect the idea from bureaucracy and to defend it in meetings
2. Continuous Involvement of the Original Intrapreneur
· in many large organizations an innovator of a new idea will be forced to hand that idea to another team of individuals for its development 
· the intrapreneur might also be left behind if the idea reaches a stage of development where the intrapreneur has no direct experience 
· the removal of the original intrapreneur can often result in not completing the idea
· author of the idea should have a role in the project (if not suitable as a leader, should stay as a member of the team)
· the project team should stay together all the way to the commercialization of the project and even after (feedback, follow up, new development) 
3. Autonomy of the Intrapreneurial Team
· intrapreneurs need the power to make decisions within their project remit 
· may include have the necessary authority to source people and resources form outside the parent organization
4. Crossing Boundaries in the Organization
· Intrapreneurship requires:
· flexibility in decision making
· communication/cooperation between units
· encouraging a multi-disciplinary approach 
· from idea development to final commercialization, the intrapreneur will have to cross a number of boundaries:
· inter-functional boundaries
· divisional boundaries between different business units 
· organizational boundaries between different level of management 
5. Tolerance for Risks, Failures and Mistakes
· intrapreneurship is related to risk taking and large companies are often risk adverse 
· to foster an intrapreneurial climate tolerance towards risk and failure through experimentation should be encouraged 
· Important to establish an experimental environment: Failure through experimentation must be seen as a continuous process and even encouraged through:
· Trial and error;
· Tolerating mistakes;
· Brainstorming sessions;
· Retreats; 
6. Long Term View and Resources
· organization should take the long term view so that an idea can properly develop in stages (no expectation of return for 5-10 years)
· the organization must allocate the necessary budget and set up support systems 
· the budget must fit the formal strategic planning process, and not left as discretionary 
· if funds dry up, the intrapreneur might become an entrepreneur and start up the idea on their own or go to another large organization 
7. Effective Reward System 
· energy and effort expended by the entrapreneurial teams in the creation of the new venture needs to be appropriately rewarded
· the fixed package portion of an intrapreneur’s reward package (salary and benefits) would be low but it would be compensated by a number of benefits, including:
· Short-term variable pay benefits
· profit share which can focus the intrapreneurs attention on the corporate venture’s financial goals 
· important that the new internal venture does not imitate the reward policies of the corporation’s other traditional business divisions because these policies are designed for a complex bureaucracy and recognize the difference in pay scales according to an individual’s status in the organization
· Long-term variable pay benefits
· equity ownership is a means for rewarding intrapreneurs - gives the intrapreneurs a sense of ownership and responsibility for their venture 
· can also include stock options 
· education and health benefits
· intrapreneurs will frequently discover gaps in their education and training in the development of new ideas so they must develop new skills to contineu to be productive and innovative 
· large firms must also be aware of the changes that will occur in the working lifestyles of intrapreneurs - working hours will become longer, demands on their time will increase as will the stress of the job --> some companies provide health club memberships 
· the traditional reward within a corporate structure (promotion) is often not sufficient, as the motivation behind the development of the idea is often not career advancement and intrapreneurs rarely make good corporate managers 
· companies can offer them a choice of being promoted either on the technical or management hierarchy of the business of reward them by giving them a position of freedom within the organization to develop new ideas
Barriers to Intrapreneurship within a Corporate Culture

· large companies have a problem in being entrepreneurial for one simple reason - they are too big 
· managers have to structure the corporation in order to control it, and as the company grows bigger, even more structures of management are added in order to manage the whole operation 
· as a result, a number of barriers to intrapreneurship may be created from the big differences between traditional corporate culture and an intrapreneurial culture , with the traditional corporate structure having an emphasis on a culture and reward system that tends to favour caution in decision making 
· large businesses rarely operate on gut feeling
· large organizations may discourage the employment and advancement of entrepreneurial individuals 
· other barriers:
1. Traditional Corporate Structures
· the hierarchal nature of large corporations is not conducive to entrepreneurial behaviour, with considerable distance between top layers of management and the lowest level of the workforce 
· this also leads to many layers of approval between the potential intrapreneur and the person in charge of resources 
2. Corporate Culture
· the nature or corporate structure where job descriptions are rigidly enforced may stifle innovation 
· the established procedures, reporting systems, lines of authority and control mechanisms of a traditional hierarchal structure are there to support the existing management structure and not to promote creativity and innovation 
3. Large Firm Performance Standards
· the performance standards imposed by large businesses, especially in the short term, may adversely affect the development of intrapreneurial projects, many of which are long-term in nature 
· short term profits are generally used as the main measurement of a company’s success because it will support to company’s share price and attract new investors 
4. Planning Procedures
· planning procedures within large organizations can stifle entrepreneurship 
· as companies get bigger the corporate environment will require more control and specific performance standards to exert this control 
· this can lead to “underground innovation” where intrapreneurs become involved in product innovations not authorized by the organization 
5. Ownership
· total ownership and the associated independence in decision making is one of the primary motivations in entrepreneurship 
· within large companies, ownership or the assets of the intrapreneurial part of the business is rarely possible except in the case of management buyout 
6. Mobility of Managers
· changing managers: new manager may not be supportive 
7. Inappropriate Reward Systems 
· reward systems do not consider creativity and innovation 
· promotion to management, which is the normal route for talented employees, is rarely attractive to intrapreneurs 
Intrapreneurial Characteristics - Who is the Intrapreneur?

A person within an organization who:

· can act like a bridge between the entrepreneurial and corporate world
· has some political skills to attract supporters
· possesses the ability to network across functional boundaries and also the vertical hierarchy 
· persuasive 
· creative and innovative: has the ability to think outside the box
· visionary as well as able to take actions
· committed, shows dedication and persistence
· achievement oriented person, beyond the 9-5 concept 
In developing intrapreneurs, the task for organizational managers is to identify those individuals that possess the managerial skills to manage a project within the boundaries of a large organization and the entrepreneurial skills to to be able to take the project forward

Managerial Skills Required:

· ability to adopt a multi-disciplinary role: crossing boundaries between functions in the organization 
· understanding the environment: need to understand how their creativity can affect both internal and external environments of the corporation 
· encouragement of open discussion: to develop a good team for creating something new 
· creation of management options
· building a coalition of supporters: intrapreneur must encourage and affirm each team member, particularly during problem times 
Entrepreneurial Skills Required:

· vision and flexibility: must be a visionary leader, sell his dream to others within the organization (especially those in influential positions)
· action-oriented: intrapreneurs tend to start doing immediately, rather than spending time planning the development of their idea in detail 
· dedication
· persistence in overcoming failure: must persist through the frustration and obstacles that will inevitably occur during the creation process of a new venture; tend to see failure as a learning experience 
· setting self-determined goals: often set personal goals for the project related to high personal standards  
SECTION 9: INTERNATIONAL MARKET ENTRY 

· international market represents another window of opportunity for small businesses
· many entrepreneurs consider it from the start
· technological advances are making it easier through improved systems of transaction, shipment, financial payments
· there are still risks associated with it
· small firms will have to give up some profits and likely some control in order to fully reap the benefits of a global economy 
· also small businesses have limited resources and if a firm is not experiences in this area, it will be a new challenge full of complexities 
Selecting the Right Market Entry Strategy

· with a target market selected, a company must decide how it will deliver its goods or services to potential customers 
· different markets and industries will require a different approach 
· to select the best strategy, companies must consider the markets they have selected, the products or services they wish to sell and their overall aims for international trade
	Internal Factors
	External Factors
	Other Factors

	· company goals
· size of company
· resources
· products or services
· remittance - how will each strategy affect the price we can obtain for our product or service
	· market size
· potential for growth
· intensity of competition
· political stability of foreign market
· economic forces
· currency exchange
· tariffs and quotas
· complexity of tax system
· benefits, grants, tax exemptions
· life style issues
· national plans/ policies of foreign country
	· intermediaries 
· control over activities (direct vs indirect)
· investment required for market entry
· time available to enter the market
· flexibility (speed of withdrawing  if need be)
· risk (what level can we face)


1. EXPORTING
· traditional method for trading internationally
· involves goods produced by a company in one country being delivered to another country and marketed there
Direct Exporting:

· involves a company selling goods directly to a customer in an international market 
· wide range of customers a company can sell to, some of which act as intermediaries in the target market 
· most important types of customers:
· Importers: operate by importing goods into their country; useful because they have researched the local market and are confident they sell goods they import; they pay the customs and dities and taxes
· Wholesalers: purchase goods in bulk and distribute them to retailers or other customers in the local market; useful because they have established customers, responsible for selling, distribution and marketing
· Distributors: wholesalers that only carry non-competing lines of goods
· retailers: companies that sell to end customers
· Government procurement department: local government departments that seek out providers of goods and services that are required for serving the public
· besides the wealth of opportunities associated with selling to foreign governments, a company obtains a certain level of prestige by being able to declare itself a government supplier 
· Consumers: customers can be reached directly using sales methods such as television promotions or e-commerce
· some businesses have an export department within the company, other establish sales offices in the target market 
· if a company wants to benefit from having personnel in the target market but does not wish to invest in sales offices it can employ overseas sales personnel 
· companies new to direct exporting should start by selling to an intermediary or by contracting an agent 
Agent Vs Distributor:


Agent:

· using a 3rd party of some sort to act as a representative for the firm, but never takes possession or ownership of the goods
· agent must know the local market and usually have financial incentives (commission) and takes on the marketing responsibilities and alleviates them from the exporting firm
· good approach for products that require one-to-one contact
· advantage: exporting firm gets marketing insight and assistance, yet remains control 
· disadvantage: firm depends on the energy and drive of the agents and profits are reduced because of commission payments 

Distributor
· transaction takes place in the foreign distributors market
· low risk, the products are made in home country and shipped through the foreign distributor, however there can be complexities
· use for simple products that do not require a large amount of explanation, less direct contact
· requires a good level of trust
· advantage: can function as a partner to build success (same objective)
· disadvantage: revolves around a loss of control over pricing and promotion 
Advantages of Direct Exporting:

· company controls all its manufacturing processes and the processes are based in the in the company’s facilities (avoids overseas production risks)
· withdrawal from the market is cheap and easy
· companies can obtain in depth information about trade in the target market which will help them make future decisions
Disadvantages of Direct Exporting

· need to invest significantly in researching market information and preparing marketing strategies
· companies without exporting skills or experience can make expensive errors
· target markets in trade blocs are difficult to break into
· intermediaries will be representing other companies and cannot be relied on to operate in the best interest of the exporting company 
When is it Suitable?

· need necessary resources in terms of skill, knowledge and finances 
· might be successful if the market selected is readily available and has similar regulations and customs to the company’s country 
· the distance goods must be transported and the means of transporting can make goods too expensive for customers to purchase 
· must be comfortable with a substantial amount of risk 
Indirect Exporting

· easier option, especially for smaller companies
· a company sells to an intermediary in their own country, the intermediary sells the goods to the international market and takes on the responsibility of organizing paperwork and permits, organizing shipping and arranging marketing 
· indirect exporter can sell to:
· Export Houses: wholesalers that purchase goods and sell them to international markets; useful because they have export knowledge of international markets and have established distribution and selling channels
· Confirming Houses: represent foreign businesses that do not have a well-established reputation and cannot obtain credit to purchase goods from other countries, they take the responsibility of paying the company for exported goods and ships them to the foreign business; they assume the risk of non-payment for the goods and they arrange transportation and shipping 
· Foreign companies based in company’s country (buying offices): many large companies establish overseas offices and purchase locally produced goods 
Piggybacking

· companies (riders) use the skills, experience or resources of a company that is more experiences in exporting (carrier company)
· can only be used when:
· product/service that the rider company wants to sell is complementary to the product line or function provided by the carrier 
· product or service has a markup substantial enough to justify efforts by the carrier
· product or service has sufficient demand in the target market to predict sales
· carrier companies are paid on commission or by purchasing the product and acting as a distrbutor 
Countertrade

· method most often used for indirect exporting
· payments for goods and services are made by deliveries of other goods and services as well as or in place of financial payments 
Advantages of Indirect Exporting

· cheapest entry strategy
· flexible, can cease immediately
· intermediary company handles all exporting activities and all the risks associated with shipping and organizing payment form international market 
Disadvantages of Indirect Exporting

· loss of control on overseas activities
· the company interested in expanding will not gain valuable knowledge about how the foreign market functions 
When is is suitable?

· should be considered by a company that wants to enhance its cash flow or increase its profits 
· not useful if the company wants to develop long-term market share or if they are selling a service  
· must be able to make product adjustments as dictated by the businesses purchasing them 
· company has no control over the market its products are sold to, how they are sold, how they are marketed or the price obtained so it is unsuitable for companies that must control the export or marketing to maintain its reputation 
2. LICENSING
· transfer-related market entry strategy
· involves a company (licensor) granting permission to a company in another country to use its intellectual property for a defined time period and in return the licensor demands a fee from the company it has granted this permission to (licensee) and periodic royalty payments 
Advantages:

· enables a company to enter a market that has restrictions on foreign companies
· licensor company benefits from the licensee company’s local market knowledge
· licensor company gains a market stronghold quickly
· licensor company’s capital is not tied up in foreign operations
· licensor has the option to expand into the market further by investing in the licensee company at a later date
· licensor company can move into several markets at one time 
Disadvantages

· entry into target market is limited
· terms of the license must be monitored over the lifetime of the agreement and enforced
· licensee company might use the intellectual property provided to become a competitor company
· intensive research and planning is required to identify the best licensee and develop a beneficial licensing agreement 
When is is suitable?

· if they have a proprietary product that can be manufactured easily at a foreign location; provides an opportunity to rapidly increase the sales volume of a product but does not result in large profits because returns are limited to a % of each product until sold
· good if a company wants to expand into one or more markets with minimal risk and commitment 
· not suitable: if the company cannot cope with the risk that the intellectual property will be lost of that it might be increasing levels of competition in the future 
3. FRANCHISING 
· similar to licensing but instead of intellectual property, the company grants permission to use its name or trademarked goods
· first-generation franchise: company purchasing the franchise obtains permission to a name or produce goods
· second-generation franchise: company purchasing the franchise receive a complete business package including instructions and directions on how it must operate, staff training and advice (fast food providers)
Advantages:

· enables a company to establish an international presence quickly without having to invest significantly in the target market
· because the companies signing the franchise agreement are local, the parent company benefits from their knowledge of the local market and ties to the business community and government 
· second generation franchises permit a greater level of control which enables the parent to maintain its reputation 
Disadvantages

· products or services provided must be standardized across all countries 
· if a franchisee doesn’t operate to the terms of its contract, consumers will see its failures as a failure on the main company 
When is it suitable?

· suitable if companies have a name or trademark that they know will be seen as attractive in a target market and it they want to gain market coverage quickly 
4. SUBCONTRACTING 
· a company provides a foreign manufacturer with raw material, semi-finished products, components, a design of the technology to produce goods and then purchases these goods from the sub-contractor
· Ex. Nike, provides equipment, training and raw materials to manufacturers in China, Vietnam, Indonesia and Thailand which are contracted to produce finished goods 
Advantages

· enables a company to produce goods at a lower cost then domestic production if they choose a subcontractor in a market with lower labour and production costs 
· no real cost to establish the manufacturing process in the target market
· easy to terminate
· no need to obtain a business license to conduct operations
· products can be produced in the target market, removing the need to transportation over long distances and payment of import duties and taxes
· products produced by subcontractors are sold under the contracting company’s brand name 
· company can benefi from the knowledge of the local manufacturer 
Disadvantages

· finding a suitable subcontractor can be difficult 
· there is the potential for a company’s reputation being damaged if a subcontractor is found to be operating in unethical manner 
· subcontractors must be vetted carefully and monitored continuously 
When is is Suitable?

· companies with a goal of reducing costs should consider it if they have a product that can be manufactured easily at a foreign location 
· not suitable: if they cannot cope with the risk that its intellectual property will be lost of that it might be increasing levels of competition in the future 
5. STRATEGIC ALLIANCES
· form of partnership with a local company in the target market
· both companies share their knowledge, skills, and resources to conduct business in the market 
· they share profits from the undertaking and agree to bear any responsibility for any losses
Advantages:

· benefit immensely from the marketing knowledge and business skills the local firm as developed 
· enables companies to tell their goods at a competitive price because they can avoid the additional expenses of duties, import taxes, and international transportation 
· local presence without have to invest in the market
· cultural and language difference can be avoided
· tax benefits from local governments 
Disadvantages

· reputations of both companies are connected
· partners should be selected carefully to avoid potential problems
Branch Offices

· firm may choose to set up an actual physical presence in the international marketplace
· often used as the first step in a market entry strategy to gain a foothold, make a company’s presence known and to obtain valuable information about the foreign market 
· allows for direct access but also as risk 
· can be used for any type of business 
Advantages:

· simple way to establish a presence, gather useful intelligence, network, perform testing or even do marketing before making a more serious commitment of resources 
Disadvantages

· very expensive and time consuming, the company must assume responsibility for every link in the distribution chain and there are legal and tax issues 
When is it suitable?

· when they want to establish or expand their presence in a target country relatively easily
· when they can devote managerial time required to employ personnel, find and manage offices, and maintain operations 
· when they can deal with the legal aspects of being liable for civil action taken against them 
Joint Venture

· two firms set up another firm through an equity based set up, and share responsibility for the critical functions 
· each participant has to invest property, finances or skills and receives an interest in the assets and profits of the venture 
· each participant is jointly responsible for losses
Advantages

· provides companies with higher sales volumes, greater market penetration and greater profit potential than any other entry strategy 
· since investment amounts are shares it reduces the amount each partner must contribute and also limits liability, making a risky investment more possible 
· will likely involve local partners and therefore can ease entry
Disadvantages

· each partner has to give up some control over the operation and management decision must be shared which can lead to disagreements 
6. GREENFIELD INVESTMENT 
· firm may choose to build a wholly owned subsidiary in the target market 
· strategy involves building everything the company needs from the ground up
· will likely involve major capital investments in land, plant, equipment, etc
· historically used by large multinationals 
· requires careful planning
Advantage

· the firm has complete control
Disadvantages

· riskiest and most expensive method 
· must be committed to long term association with the country  
· no guarantee that a large investment will be successful 
· loss of flexibility
7. MERGERS AND ACQUISITIONS
· also forms of foreign direct investment
· companies decide to merge their operations to eliminate manpower, decrease cost and become more competitive 
· two companies do not remain independent after the merger
· acquisition are fast transactions that mergers

