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Chapter 1: Introduction to Entrepreneurship
What is Entrepreneurship?
Academic definition: the process by which individuals pursue opportunities without regard to resources they currently control.
Venture Capitalist: Entrepreneurship is the art of turning an idea into a business entrepreneurship 
Explanation of what entrepreneurs do: Entrepreneurs assemble and then integrate all the resources needed – the money, the people, the business model, the strategy – to transform an invention or an idea into a viable business.
Corporate Entrepreneurship:
· The conceptualization of entrepreneurship at the firm level
· All firms fall along 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:
· Proactive
· Innovative
· Risk taking
Conservative firms:
· Take a more “wait and see” posture
· Less innovative
· Risk averse
Why do people become entrepreneurs?
· Desire to be their own boss
· Desire to pursue their own ideas
· Financial rewards
Characteristics of successful entrepreneurs:
· Passion for the business
· The number on characteristic shared by successful entrepreneurs is a passion for the business
· This passion typically stems from the entrepreneur’s belief that the business will positively influence people’s lives
· Product/customer focus
· A second defining characteristic of successful entrepreneurs is a product/customer focus
· An entrepreneur’s keen focus on products and customers typically stems from the fact that most entrepreneurs are, at heart, craftspeople
· Tenacity despite failure
· Because entrepreneurs are typically trying something new, the failure rate is naturally high
· A defining characteristic for successful entrepreneurs is their ability to persevere through setbacks and failures
· Execution intelligence
· The ability to fashion a solid business idea into a viable business is a key characteristic of successful entrepreneurs.
Common Myths About Entrepreneurs
1. Entrepreneurs are born, not made
· This myth is based on the mistaken belief that some people are genetically predisposed to be entrepreneurs
· The consensus of many studies is that no one is “born” to be an entrepreneur; everyone has the potential to become one
· Whether someone does or doesn’t become an entrepreneur is a function of their environment, life experiences, and personal choices
· Although no one is born to be an entrepreneur, there are common traits and characteristics of successful entrepreneurs: moderate risk taker, networker, achievement motivated, alert to opportunities, creative, decisive, energetic, has a strong work ethic, lengthy attention span, optimistic disposition, persuasive, promoter, resource assembler/leverage,  self-confident, self-starter, tenacious, tolerant of ambiguity, visionary
2. Entrepreneurs are gamblers
· Most entrepreneurs are moderate risk takers
· The idea that entrepreneurs are gamblers originates from two sources:
· Entrepreneurs typically have jobs that are less structured, and so they face a more uncertain set of possibilities than people in traditional jobs
· Many entrepreneurs have a strong need to achieve and set challenging goals, behaviour that is often equated with risk taking
3. Entrepreneurs are motivated primarily by money
· While it is naïve to think that entrepreneurs don’t seek financial rewards, money is rarely the reason entrepreneurs start new firms
· In fact, some entrepreneurs warn that the pursuit of money can be distracting
4. Entrepreneurs should be young and energetic
· Entrepreneurial activity is fairly easily spread out over age ranges
· While it is important to be energetic, investors often cite the strength of the entrepreneur as their most important criteria in making investment decisions
· What makes an entrepreneur strong in the eyes of an investor is experience, maturity, a sild reputation, and a track record of success
· These criteria favour older rather than younger entrepreneurs
Types of start-up firms:
Salary-substitute Firms: firms that basically provide their owner or owners a similar level of income to what they would be able to earn in a conventional job

Lifestyle firms: firms that provide their owner or owners the opportunity to pursue a particular lifestyle, and make a living at it
Entrepreneurial firms: firms that bring new products and services to the market by creating and seizing opportunities regardless of the resources they currently control

Changing Demographics of Entrepreneurs:
Women Entrepreneurs:
· There were 6.2 million women-owned businesses in 2002 (the most recent statistics available)
· This number was up 20% from 1997
· There are a growing number of organizations that support and advocate for women-owned businesses
Minority Entrepreneurs:
· There has been a substantial increase in minority entrepreneurs in the US from 1996 to 2010
· The biggest jump has come with Latino entrepreneurs, which increase from 11% to 23% from 1996 to 2010
Senior Entrepreneurs:
· The percentage of US entrepreneurs who are seniors jumped from 15% to 23% from 1996 to 2010
· The increase is attributed to corporate downsizing, a desire among older workers for more fulfillment in their lives, a need for additional income, and similar factors
Young Entrepreneurs:
· Interest among young people in entrepreneurial careers is high
· According to a Harris Interactive survey, 40% of people eight to 21 years old said they’d like to start their own business one day
· A total of 95% of the eight to 21 year olds said they know someone who has started their own business

Economic Impact of Entrepreneurial Firms:
Innovation:
· Is the process of creating something new, which is central to the entrepreneurial process
· Several studies have found that small businesses outperform their larger counterparts in terms of obtaining patents
Job Creation:
· Small businesses are the creators of most new jobs in the US, and employ half of all private sector employees
· According to a survey, 02% of Americans say entrepreneurs are critically important to job creation

Entrepreneurial Firms’ Impact on Society and Larger Firms:
Society:
· The innovations of entrepreneurial firms have a dramatic impact on society
· Think of all new products and services that make our lives easier, enhance our productivity at work, improve our health, and entertain us in new ways
Larger firms:
· Many entrepreneurial firms have built their entire business models around products and services that help larger firm become more efficient and effective

Entrepreneurial Process:
1. Deciding to become and entrepreneur
2. Developing successful business ideas
3. Moving from an idea to an entrepreneurial firm
4. Managing and growing the entrepreneurial firm
Chapter 2: Recognizing Opportunities and Generating Ideas
What is an opportunity?
· A favourable set of circumstances that creates a need for a new product, service, or business
Four essential qualities of an opportunity:
1. Attractive
2. Timely
3. Durable
4. Anchored in a product, service or business that creates or adds value for its buyer or end user

Ways to identify an opportunity:
1. Observing trends
· Trends create opportunities for entrepreneurs to pursue
· The most important trends are:
· Economic forces: state of the economy, level of disposable income, consumer spending patterns
· Economic trends help determine areas that are ripe for new start-ups and areas that start-ups should avoid
· Examples of economic trend creating a favourable opportunity: a weak economy favours start-ups that help consumers save money; GasBuddy.com states to help consumers save money on gas
· Social forces: social and cultural trends, demographic changes, what people think is “in”
· Social trends alter how people and businesses behave and set their priorities. These trends provide opportunities for new businesses to accommodate the changes
· Examples of social trends: aging baby boomers, increasing diversity in the workplace, increase in interest in social media, health awareness, green products
· Technological advances: new technologies, emerging technologies, new uses of old technologies
· Advances in technology frequently create business opportunities
· Once a technology is created, products often emerge to advance it
· Examples: computer industry, internet, biotechnology, digital photography
· Political action and regulatory change: new changes in political arena, new laws and regulations
· Political action and regulatory changes also provide the basis for opportunities
· Ex: laws to protect the environment have created opportunities for entrepreneurs to start firms that help other firms comply with environmental laws and standards
· It’s important to be aware of changes in these areas
2. 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 change
· A problem facing US and other countries is finding alternatives to fossil fuels
· A large number of entrepreneurial firms, like solar farms, are being launched to solve this problem
3. Finding gaps in the marketplace
· A third approach to identifying opportunities is to find a gap in the marketplace
· A gap in the marketplace is often created when a product or service is needed by a specific group of people but doesn’t represent a large enough market to be of interest to mainstream retailers or manufacturers
· Product gaps in the marketplace represent potentially viable business opportunities
· Ex: in 2000 tish cirovolv realized that there were no guitars on the market made specifically for women. To fill this gap, she started Daisy Rock Guitars, a company that makes guitars just for women.

Personal Characteristics of an Entrepreneur:
Prior Experience:
· Several studies have shown that prior experience in an industry helps and entrepreneur recognize business opportunities
· By working in an industry, an individual may spot a market niche that is underserved
· It is also possible that by working in an industry, an individual builds a network of social contacts who provide insights that lead to recognizing new opportunities
Cognitive Factors:
· Studies have shown that opportunity recognition may be an innate skill or cognitive process
· Some people believe that entrepreneurs have a 6th sense that allows them to see opportunities that others miss
· This 6th 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 individual’s social network affects opportunity recognition
· People who build a substantial network of social and professional contacts will be exposed to more opportunities and ideas than people with sparse networks
· Research results suggest that between 40 and 50% of people who start a business got their idea via a social contact
· Strong vs Weak tie relationships:
· Strong-tie relationships are characterized by frequent interaction and form between coworkers, friends, and spouses
· Typically form between like-minded individuals, tend to reinforce insights and ideas that people already have
· Weak-tie relationships are characterized by infrequent interaction and form between casual acquaintances
· Not as apt to be between like-minded individuals, so one person may say something that sparks a completely new idea
· It is more likely that an entrepreneur will get new business ideas through weak-tie rather than strong-tie relationships
Creativity:
· Creativity is the process of generating a novel or useful idea
· Opportunity recognition may be, at least in part a creative process
· For an individual, the creative process can be broken down into five stages:
1. Preparation
2. Incubation
3. Insight (Eureka, business idea conceived, problem solved)
4. Evaluation
5. Elaboration

Full view of the Opportunity Recognition Process:
Combination of environmental trends and personal characteristics of entrepreneur which identify business, product, or service opportunity gap, which generates new business, product, and service ideas.

Techniques for generating ideas:
Brainstorming:
· Is a technique used to generate a large number of ideas and solutions to problems quickly
· A brainstorming session typically involves a group of people, and should be targeted to a specific topic
· Rules for brainstorming session:
· No criticism
· Freewheeling is encouraged
· Session should move quickly
· Leap-frogging is encouraged
Focus Groups:
· A focus group is a gathering of five to ten people who have been selected based on their common characteristics relative to the issues being discussed
· These groups are led by a trained moderator, who uses the internal dynamics of the group environment to gain insight into why people feel the way they do about a particular issue
· Although focus groups are used for a variety of purposes, they can be used to help generate new business ideas
Library Research:
· Libraries are often an underutilized source of information for generating new business ideas
· The best approach is to talk to a reference librarian, who can point out useful resources, such as industry-specific magazines, trade journals, and industry reports
· Simply browsing through several issues of a trade journal or an industry report on a topic can spark new ideas
· Large public libraries typically have access to search engines and industry reports that would costs thousands of dollars to access on your own
Internet Research:
· If you are starting from scratch, simply typing “new business ideas” into a search engine will produce links to newspapers and magazine articles about the hottest new business ideas
· If you have a specific topic in mind, setting up email alerts will provide you with links to a constant stream of newspaper articles, blog posts, and news releases about the topic
· Targeted searches are also useful
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:
· A type of anthropological research, where the employees of a company spend a day with a customer

Encouraging New Ideas
Establishing a Focal Point for Ideas:
· Some firms meet the challenge of encouraging, collecting, and evaluating ideas by designating a specific person to screen and track them – for if it is everybody’s job, it may be no one’s responsibility
· Another approach is to establish an idea bank which is a physical or digital repository for storing ideas
Encouraging Creativity at the Firm Level
· Creativity is the raw material that goes into innovation and should be encouraged at the organizational and individual supervisory level

Protecting Ideas from being Lost or Stolen
1. The idea should be put in a tangible form such as entered into a physical idea logbook or saved on a computer and the date of the idea was first thought of should be entered
2. The idea should be secured. This may seem an obvious step, but it is often overlooked
3. Avoid making an inadvertent or voluntary disclosure of an idea, in a manner that forfeits the right to claim exclusive rights to it.
Chapter 3: Feasibility Analysis
What is feasibility Analysis?
· The process of determining whether a business idea is viable
· It is the preliminary evaluation of a business idea, conducted for the purpose of determining whether the idea is worth pursuing

When to conduct a feasibility Analysis:
· The proper time to conduct a feasibility analysis is early in the thinking through the prospects for a new business
· The thought is to screen ideas before a lot of resources are spent on them

Outline for a comprehensive feasibility analysis:
1. Product/service feasibility
a. Product/service desirability
b. Product/service demand
2. Industry/target market feasibility
a. Industry attractiveness
b. Target market attractiveness
3. Organizational feasibility
a. Management prowess
b. Resource sufficiency
4. Financial feasibility
a. Total start-up cash needed
b. Financial performance of similar businesses
c. Overall financial attractiveness of the proposed venture
5. Overall assessment

Product/service feasibility analysis
· An assessment of the overall appeal of the product or service being proposed
· Before a prospective firm rushes a new product or service into development, it should be sure that the product or service is what prospective customers want
· Product/Service desirability:
· Does it make sense? Is it reasonable? Is it something consumers will get excited about?
· Does it take advantage of an environmental trend, solve a problem, or take advantage of a gap in the marketplace?
· Is this a good time to introduce the product or service to the market?
· Are there any fatal flaws in the product or service’s basic design or concept?
· Concept test:
· A concept statement should be developed
· A concept statement is a one page description of a business that is distributed to people who are asked to provide feedback on the potential of the business idea
· The feedback will hopefully provide the entrepreneur:
· A sense of the viability of the product or service idea
· Suggestions for how the idea can be strengthen or tweaked before proceeding further
· Product/service demand:
· Step 1: administer a buying intentions survey
· Is an instrument that is used to gauge customer interest in a product or service
· It consists of a concept statement or a similar description of a product or survey with a short survey attached to gauge customer interest
· Internet sites like SurveyMonkey make administering a buying intentions survey easy and affordable
· Step 2: conduct library, internet, and gumshoe research
· The second way to assess the demand for a product or service is by conducting library, internet and gumshoe research
· Reference librarians can often point you towards resources to help you investigate a business idea, such as industry-specific trade journals and industry reports
· Internet searches can often yield important information about the potential viability of a product or service idea
· Gumshoe research:
· A gumshoe is a detective or an investigator that scrounges around for information or clues wherever they can be found
· Be a gumshoe. Ask people what they think about your product or service idea/ if your idea is to sell educational toys, spend a week volunteering at a daycare centre and watch how children interact with toys

Industry/target market feasibility analysis
· This is an assessment of the overall appeal of the industry and the target market for the propose business
· An industry is a group of firms producing similar product or service
· A firms target market is the limited portion of the industry it plans to go after
· Components of an industry/target market analysis:
· Industry attractiveness
· Target market attractiveness
Industry attractiveness:
· Industries vary in terms of their overall attractiveness
· The degree to which environmental and business trends are moving in favour rather than against the industry
· Characteristics of attractive industries:
· Young rather than old
· Early rather than late in their life cycle
· Fragmented rather than concentrated
· Growing rather than shrinking
· Selling products and services that customers “must have” rather than “want to have”
· Are not crowded
· Have high rather than low operating margins
· Are not highly dependent on the historically low price of key raw materials
Target Market Attractiveness:
· The challenge in identifying an attractive target market is to find a market that’s large enough for the proposed business but is yet small enough to avoid attracting larger competitors
· Assessing the attractiveness of a target market is tougher than an entire industry
· Often, considerable ingenuity must be employed to find information to assess the attractiveness of a specific target market

Organizational Feasibility Analysis
· Conducted to determine whether a proposed business has sufficient management expertise, organizational competence, and resources to successfully launch a business
· Focuses on non-financial resources
· Components of organisational feasibility analysis:
· Management prowess
· Resource sufficiency
Management Prowess:
· A proposed business should candidly evaluate the prowess, or ability, of its management team to satisfy itself that management hast the requisite passion and expertise to launch the venture
· Two of the most important factors in this area are:
· The passion that the sole entrepreneur or the founding team has for the business idea
· The extent to which the sole entrepreneur or the founding team understands the markets in which the firm will participate
Resource sufficiency:
· This topic pertains to an assessment of whether an entrepreneur has sufficient resources to launch the proposed venture
· To test resource sufficiency, a firm should list the 6 to 12 most critical nonfinancial resources that will be needed to move the business idea forward successful
· If critical resources are not available in certain areas, it may be impractical to proceed with the business idea
· Examples of non-financial resources:
· Affordable office space
· Lab space, manufacturing space, or space to launch a service business
· Availability of contract manufacturers or service providers
· Key management employees (now and in the future)
· Key support personnel (now and in the future)
· Ability to obtain intellectual property protection
· Ability to form favourable business partnerships
Financial Feasibility Analysis:
· The final component of a comprehensive feasibility analysis
· A preliminary financial assessment is sufficient
Total Start-Up Cash Needed
· The first issue refers to the total cash needed to prepare the business to make its first sale
· An actual budget should be prepared that lists all the anticipated capital purchases and operating expenses needed to generate the first $1 in revenues
· The point of this exercise is to determine if the proposed venture is realistic given the total start-up cash needed
Financial Performance of Similar Businesses
· Estimate the proposed start-up’s financial performance by comparing it to similar, already established businesses
· There are several ways of doing this, all of which involve a little ethical detective work
· There are many reports available, some for free and some that require a fee, offering detailed industry trend analysis and reports on thousands of individual firms
· Simple observational research may be needed. For example the owners of NV Fitness Drinks could estimate their sales by tracking the number of people who patronize similar restaurants and estimating the average amount each customer spends
Overall Financial Attractiveness of the Proposed Venture:
· A number of other financial factors are associated with promising business start-ups.
· In the feasibility analysis stage, the extent to which a business opportunity is positive relative to each factor is based on an estimate rather than actual performance
· The table on the next slide lists the factors that pertain to the overall attractiveness of the financial feasibility of the business idea
· Financial factors associated with promising business ideas:
· Steady and rapid growth in sales during the first 5 to 7 years in a clearly defined market niche
· High percentage of recurring revenue – meaning that once a firm wins a client, the client will provide recurring sources of revenue
· Ability to forecast income and expenses with a reasonable degree of certainty
· Internally generated funds to finance and sustain growth
· Availability of an exit opportunity for investors to convert equity to cash
Chapter 5: Industry and Competitor Analysis
Industry: a group of firms producing a similar product or service, such as airlines, fitness drinks, furniture, or electronic games
Industry analysis: business research that focuses on the potential of an industry
Importance of Industry Analysis:
· Once it is determined that a new venture is feasible in regard to the industry and market in which it will compete, a more in-depth analysis is needed to learn the ins and outs of the industry
· The analysis helps a firm determine if the target market it identified during feasibility analysis is favourable for a new firm

The Three Questions
1. Is the industry accessible – in other words, is it a realistic place for a new venture to enter?
2. Does the industry contain markets that are ripe for innovation or are underserved?
3. Are there positions in the industry that avoid some of the negative attributes of the industry as a whole?

How Industry and firm-level factors affect performance:
· Firm-level factors
· Firm’s assets, products, culture, teamwork among employees, reputation, and other revenues
· Industry-level factors:
· Threat of new entrants, rivalry among existing firms, bargaining power of buyers, and related factors
· Conclusion
· On various studies, researchers have found that from 8% to 30% of the variation in firm profitability is directly attributable to the industry in which a firm competes

Techniques available to assess industry attractiveness:
· Study environmental and Business Trends:
· Environmental:
· Economic trends, social trends, technological advances, and political and regulatory changes
· Ex: industries that sell products to seniors are benefiting by the aging of the population
· Business Trends:
· Other trends that impact an industry
· Ex: are profit margins in the industry increasing or falling? Is innovation accelerating or waning? Are input costs going up or down?
· Explanation of the Five Force Model:
· The five competitive forces model is a framework for understanding the structure of an industry
· The model is composed of the forces that determine industry profitability 
· They help determine the average rate of return for the firms in an industry
· Each of the five forces impacts the average rate of return for the firms in an industry by applying pressure on industry profitability
· Well managed firms try to position their firms in a way that avoids or diminishes these forces – in an attempt to beat the average rate of return of the industry

The 5 Forces:

Threat of Substitutes:
· The price that consumers are willing to pay for a product depends in part on the availability of substitute products
· Ex: there are few if any substitutes for prescription medicines, which is why the pharma industry is so profitable
· In contrast, when close substitutes for a product exist, industry profitability is suppressed, because consumers will opt out if the price gets too high
· The extent to which substitutes suppress the profitability of an industry depends on the propensity for buyers to substitutes between alternatives
· This is why firms in an industry often offer their customers amenities to reduce the likelihood that they will switch to a substitute product, even in light of a price increase
· Ex: an independently owned coffee shop doesn’t just sell coffee, it also offers patrons a convenient and pleasant place to meet, socialize, and study. It provides these amenities to decrease the likelihood that its customers will substitute coffee at this shop or less expensive alternatives

Threat of New Entrants:
· If the firms in an industry are highly profitable, the industry becomes a magnet to new entrants
· Unless something is done to stop this, the competition in the industry will increase, and average industry profitability will decline
· Firms in an industry try to keep the number of new entrants low by erecting barriers to entry
· A barrier to entry is a  condition that creates a disincentive for a new firm to enter an industry
· Barriers to entry:
· Economies of scale: industries that are characterized by large economies of scale are difficult for new firms to enter, unless they are willing to accept a cost disadvantage
· Product differentiation: industries such as the soft drink industry that are characterised by firms with strong brands are difficult to break into without spending heavily on advertising
· Capital requirements: the need to invest large amounts of money to gain entrance to an industry is another barrier to entry
· Cost advantages independent of size: existing firms may have cost advantages not related to size. Ex: the existing firms in an industry may have purchased land when it was less expensive than it is today
· Access to distribution channels: distribution channels are often hard to crack this is particularly true in crowded markets, such as the convenience store market
· Government and legal barriers: some industries, such as broadcasting, require the granting of a license by a public authority to compete
· Non-traditional Barriers to entry:
· It is difficult for start-ups to execute barriers to entry that are expensive, such as economies of scale, because money is usually tight
· Start-ups have to reply on non-traditional barriers to entry to discourage new entrants, such as assembling a world-class management team that would be difficult for another company to replicate
· Strength of management team: if a start-up puts together a world-class management team, it may give potential rivals a pause in taking on the start-up in its chosen industry
· First-mover advantage: if a start-up pioneers an industry or a new concept within an industry, the name recognition the start-up establishes may create barrier to entry
· Passion of the management team and employees: if the employees of a start-up are motivated by the unique culture of the start-up, and anticipate a large financial reward, this is a combination that cannot be replicated by larger firms
· Unique business model: if a start-up is able to construct a unique business model and establish a network of relationships that makes this business model work, this set of advantages create a barrier to entry
· Internet domain name: some internet domain names are so spot on that they give a start-up a meaningful leg up in terms of e-commerce capabilities
· Inventing a new approach to an industry: if a start-up invest a new approach to an industry and executes it in an exemplary fashion, these factors create a barrier to entry for potential imitators

Rivalry Among Existing Firms:
· In most industries, the major determinant of industry profitability is the level of competition among existing firms
· Some industries are fiercely competitive, to the point where prices are pushed below the level of costs, and industry-wide losses occur
· In other industries, competition is much less intense and price competition is subdued
· Factors that determine the intensity of rivalry:
· Number and balance of competitors: the more competitors there are, the more likely it is that one or more will try to gain customers by cutting its price
· Degree of difference between products: the degree to which products differ from one product to another affects industry rivalry
· Growth rate of an industry: the competition among firms in a slow-growth industry is stronger than among those in fast-growth industries
· Level of fixed costs: firms that have high fixed costs must sell a higher volume of their product to reach the breakeven point than firms with low fixed costs

Bargaining Power of Suppliers:
· 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
· Factors that have an impact on the ability of suppliers to exert pressure on buyers:
· Supplier Concentration: when there are only a few suppliers that supply a critical product to a large number of buyers, the supplier has an advantage
· Switching costs: switching costs are the fixed costs that buyers encounter when stitching or changing from one supplier to another. If switching costs are high, a buyer will be less likely to switch suppliers
· Attractiveness of substitutes: supplier power is enhanced if there are no attractive substitutes for the product or service the supplier offers
· Threat of forward integration: the power of a supplier is enhanced if there is a credible possibility that the supplier might enter the buyers industry

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 companies that buy products from thousands of suppliers in different industries. This allows the automakers to suppress the profitability of the industries from which they buy by demanding price reductions
· Factors that have an impact on the ability of suppliers to exert pressure of buyers:
· Buyer group concentration: if there are only a few large buyers, and they buy from a large number of suppliers, they can pressure the suppliers to lower costs and thus affect the profitability of the industries from which they buy
· Buyer’s costs: the greater the importance of an item is to a buyer, the more sensitive the buyer will be to the price it pays
· Degree of standardization of supplier’s products: the degree to which a supplier’s product differ from its competitors affects the buyer’s bargaining power
· Threat of backward integration: the power of buyers is enhanced if there is a credible threat that they buyer might enter the suppliers industry

First application of the five forces model:
· The five forces model can be used to assess the attractiveness of an industry by determining the level of threat to industry profitability for each of the forces
· If a firm fills out the form below and several of the threats to industry profitability are high, the firm may want to reconsider entering the industry or think carefully about the position it would occupy
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Second application of the five forces model:
· 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
· The questions are shown in the figure below, and help a firm project the potential success of a new venture in a particular industry
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Industry types and the opportunities they offer:
· Emerging industries: industries in which standard operating procedures have yet to be developed
· Opportunity: first-mover advantage
· Fragmented industries: industries that are characterized by a large number of firms of approximately equal size
· Opportunity: consolidation
· Mature industries: industries that are experiencing slow or no increase in demand
· Opportunity: process innovation and after-sale service innovation
· Declining industries: industries that are experiencing a reduction in demand
· Opportunity: leadership, establishing a niche market, pursuing a cost reduction strategy
· Global industries: industries that are experiencing significant international sales
· Opportunity: multidomestic and global strategies

What is Competitor Analysis?
· A competitor analysis is a detail analysis of a firm’s competition
· It helps a firm understand the positions of its major competitors and the opportunities that are available
· A competitive analysis grid is a tool for organizing the information a firm collects about its competitors

Types of Competitors new ventures face:
· Direct competitors: businesses offering identical or similar products
· Indirect competitors: businesses offering close substitute products
· Future competitors: businesses that are not yet direct or indirect competitors but could be at any time

Sources of Competitive Intelligence:
· To complete a competitive analysis grid, a firm must first understand the strategies and behaviours of its competitors
· The information that is gathered by a firm to learn about its competitors is referred to as competitive intelligence
· A new venture should take care that it collects competitive intelligence in a professional and ethical manner
· Many companies attend trade shows to not only display their products, but to see what their competitors are up to
Ethical ways to obtain information about competitors:
· Attend conferences and trade shows
· Purchase competitors’ products
· Study competitors’ web sites
· Set up Google and Yahoo! Email alerts
· Read industry-related books, magazines, and web sites
· Talk to customers about what motivated them to buy your product as opposed to your competitor’s product

Competitive analysis grid:
· A tool for organizing the information a firm collects about its competitors
· A competitive analysis grid can help a firm see how it stacks up against its competitors, provide new ideas for markets to pursue, and identify its primary sources of competitive advantage
Chapter 6: Developing an Effective Business Model
What is a business model?
Model: a plan or diagram that’s used to make or describe something
Business model:
· A firm’s business model is its plan or diagram for how it competes, uses its resources, structures its relationships, uses its resources, structures its relationships, interfaces with customers, and creates value to sustain itself on the basis of the profits it generates
· The term “business model” is used to include all the activities that define how a firm competes in the marketplace

Dell’s business model:
· It is important to understand that a firm’s business model takes it beyond its own boundaries
· Almost all firms partner with others to make their business models work
· In Dell’s case, it needs the cooperation of its suppliers, customers, and many others to make its business model work.

Having a clearly articulated business model is important because it does the following:
· Serves as an ongoing extension of feasibility analysis. A business model continually asks the question, “Does this business make sense?”
· Focuses attention on how all the elements of a business fit together and constitute a working whole
· Describes why the network of participants needed to make a business idea viable are willing to work together
· Articulates a company’s core logic to all stakeholders, including the firms employees

Diversity or Variety in business models:
· There is no standard business model for an industry or for a target market within an industry
· However, over time, the most successful business models in an industry predominate
· There are always opportunities for business model innovation

The Value Chain:
· The value chain is a 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 product’s or service’s value chain, an organization can identify ways to create additional value and assess whether it has the means to do so
· Value chains analysis is also helpful in identifying opportunities for new businesses and in understanding how business models emerge
· Entrepreneurs look at the value chain of a product or a service to pinpoint where the value chain can be made more effective or to spot where additional “value” can be added
· This type of analysis may focus on:
· A single primary activity such as marketing and sales
· The interface between one stage of the value chain and another, such as the interface between operations and outgoing logistics
· One of the support activities, such as human resource management

Fatal flaws of business models:
· A complete misread of the customer
· Utterly unsound economics

Four components of a business model:
1. Core strategy: describes how a firm competes relative to its competitors
· Business mission statement: describes why it exists and what its business model is supposed to accomplish
· 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 firm’s products or services aren’t different from those of its competitors, why should anyone try them?
2. Strategic resources: a firm is not able to implement a strategy without resources, so the resources a firm has affect its business model substantially. For a new venture, its strategic resources may initially be limited to the competencies of its founders, the opportunity they have identified, and the unique way they plan to serve their market
· Core competencies: resources or capabilities that serves as a source of a firm’s competitive advantage. Ex: competence in miniaturization or supply chain management
· Strategic assets: anything rare and valuable that a firm owns. Ex: plan and equipment, location, brands, patents, customer data, highly qualified staff, and distinctive partnerships.
· Importance of strategic resources:
· New ventures ultimately try to combine their core competencies and strategic assets to create a sustainable competitive advantage
· This factor is one that investors pay close attention to when evaluating a business
· A sustainable competitive advantage is achieved by implementing a value-creating strategy that is unique and not easy to imitate
· This type of advantage is achievable when a  firm has strategic resources and the ability to use them
3. Partnership network: new ventures typically do not have the resources to perform key roles.  In most cases, a business does not want to do everything itself because the majority of tasks needed to build a product or deliver a service are not core to a company’s competitive advantage
· Suppliers: a company that provides parts or services to another company.
· Partners: firms partner with other companies to make their business models work. An entrepreneur’s ability to launch a firm that achieves a competitive advantage may hinge as much on the skills of the partners as on the skills within the firm itself.
· Types of partnerships:
· Joint Venture: an entity created by two or more firms pooling a portion of their resources to create a separate, jointly owned organization
· Network: a hub and wheel configuration with a local firm at the hub organizing the interdependencies of a complex array of firms
· Consortia: a group of organizations with similar needs that band together to create a new entity to address those needs
· Strategic alliance: an agreement between two or more firms that establishes an exchange relationship but has no joint ownership involved
· Trade associations: organizations that are formed by firms in the same industry to collect and disseminate trade info, offer legal and technical advice, furnish industry-related training, and provide a platform for collective lobbying.
4. Customer Interface: the way a firm interacts with its customer hinges on how it chooses to compete
· Target customer: a limited group of individuals or business that it goes after or tries to appeal to
· Fulfillment and support: the way a firm’s product or services reaches its customers. It also refers to the channels a company uses and what level of customer support it provides
· Pricing structure: pricing models vary, depending on a firm’s target market and its pricing philosophy
Chapter 4: Writing a Business Plan
Business plan: 
· a written narrative, typically 25 to 35 pages long, that describes what a new business plans to accomplish
· for most new ventures, the business plan is a dual-purpose document used both inside and outside the firm
Primary audiences of a business plan:
· The firm’s employees: a clearly written business plan helps the employees of a firm operate in sync and move forward in a consistent and purposeful manner.
· Investors/external stakeholders: a firm’s business plan must make the case that the firm is a good use of an investor’s funds or the attention of others

Structure of a business plan:
· To make the best impression, a business plan should follow a conventional structure
· Although some entrepreneurs want to demonstrate creativity, departing from the basic structure of the conventional business plan is usually a mistake
· Typically, investors are busy people and want a plan where they can easily find critical information
· Software packages:
· 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 a boilerplate plan that looks as though it came from a canned sources
· Sense of excitement:
· Along with facts and figures, a business plan needs to project a sense of anticipation and excitement about the possibilities that surround a new venture

Content of the Business plan:
· The business plan should give clear and concise information on all the important aspects of the proposed venture
· It must be long enough to provide sufficient information yet short enough to maintain reader interest
· For most plans, 25 to 35 pages is sufficient

Types of business plans:
· Summary business plan: 10-15 pages; works best for new ventures in the early stages of development that want to “test the waters” to see if investors are interested in their idea
· Full business plan: 25-35 pages; works best for new ventures who are at the point where they need funding or financing; serves as a blueprint for the company’s operations
· Operational business plan: 40-100 pages; meant primarily for an internal audience; works best as a tool for creating a blueprint for a venture’s operations and providing guidance to operational managers

Recognizing the elements of the plan may change:
· New insights invariable emerge when an entrepreneur or a team of entrepreneurs immerse themselves in writing the business plan and start getting feedback from others

Outline of a business plan:
· Most business plans do not include all the elements introduced below
· Each entrepreneur must decide which elements to include in their plan

1. Executive summary:
· A short overview of the entire business pan
· Provides a busy reader with everything that needs to be known about the new venture’s distinctive nature
· Shouldn’t exceed two single-spaced pages
· In many instances an investor will ask for a copy of a firm’s executive summary and will ask for a copy of the entire plan only if the executive summary is sufficiently convincing
· Arguably the most important section of a business plan
2. Industry Analysis
· This section should begin by describing the industry the business will enter in terms of its size, growth rate, and sales projections
· Items to include:
· Industry size, growth rate, and sales projections
· Industry structure
· Nature of participants
· Kew success factors
· Industry trends
· Long-term prospects
· Before a business selects a target market it should have a good grasp of its industry – including where its promising areas are and where its points of vulnerability are
· The industry that a company participates in largely defines the playing field that a firm will participate in
3. Company Description
· General description of the company
· Items to include:
· Company description
· Company history
· Mission statement
· Products and services
· Current status
· Legal status and ownership
· Key partnerships (if any)
· While at first glance this section may seem less important than the others, it is extremely important
· It demonstrates to your reader that you know how to translate an idea into a business
4. Market Analysis
· Breaks the industry into segments and zeroes in on the specific segment to which the firm will try to appeal
· Items to include:
· Market segmentation and target market selection
· Buyer behaviour
· Competitor analysis
· Most start-ups do not service their entire industry; instead they focus on convincing a specific market within the industry
· It is important to include a section in the market analysis that deals with the behaviour of the consumers in the market. The more a start-up knows about the consumers in its target market, the more it can tailor its products or services appropriately
5. Economics of the Business
· Addresses the basic logic of how profits are earned in the business and how many units of a business’s profits must be sold for the business to break even and then start earning a profit
· Items to include:
· Revenue drivers and profit margins
· Fixed and variable costs
· Operating leverage and its implications
· Start-up costs
· Break-even chart and calculations
· Two companies in the same industry may make profits in different ways: one may be a high-margin, low-volume business, while the other may be a low-margin, high-volume business. It is important to check to make sure the approach you select is sound
· Computing a break-even analysis is an extremely useful exercise for any proposed or existing business
6. Marketing Plan
· Focuses on how the business will market and sell its product or service
· Items to include
· Overall marketing strategy
· Product, price, promotions and distribution
· Sales process (or cycle)
· Sales tactics
· The best way to describe a start-up’s marketing plan is to start by articulating its marketing strategy, positioning, and points of differentiation, and then talk about how these aspects of the plan will be supported by the 4 Ps
· It is also important to discuss the company sales process
7. Design and Development Plan
· If you are developing a completely new product or service, you need to include a section in your business plan that discusses on the status of your development efforts
· Items to include:
· Development status and tasks
· Challenges and risks
· Projected development costs
· Proprietary issues (patents, trademarks, copyrights, licenses, brand names)
· Many seemingly promising start-ups never get off the ground because their product development efforts stall or the actual development of the product or service turns out to be more difficult than thought
· As a result, this is a very important section for businesses developing a new product or service
8. Operations Plan
· Outlines how your business will be run and how product or service will be products
· A useful way to illustrate how your business will be run is to describe it in terms of back stage and from stage activities
· Items to include:
· General approach to operations
· Business location
· Facilities and equipment
· You have to strike a careful balance between adequately describing this topic and providing too much detail
· It is best to keep this section short and crisp
9. Management Team and Company Structure
· Management team of a new venture typically consists of the founder or founders and a handful of key management personnel
· Items to include:
· Management team
· Board of directors
· Board of advisors
· Company structure
· This is a critical section of the business plan
· Many investors and others who read the business plan look first at the exec summary and then go directly to the management team section to assess the strength of the people starting the firm
10. Overall Schedule
· A schedule should be prepared that shows the major events required to launch the business
· The schedule should be in the format of milestones critical to the business’s success
· Examples of milestones:
· Incorporating the venture
· Completion of prototypes
· Rental of facilities
· Obtaining critical financing
· Starting production
· Obtaining first sale
· An effectively prepared and presented schedule can be extremely helpful in convincing potential investors that the management team is aware of what needs to take place and has a plan in place to get there
11. Financial Projections
· Presents a firm’s pro forma (projected) financial projections
· Items to include:
· Sources and uses of funds statement
· Assumptions sheet
· Pro forma income statements
· Pro forma balance sheets
· Pro forma cash flows
· Ration analysis
· Having completed the earlier sections of the plan, it’s easy to see why the financial projections come last
· They take the plans you’ve developed and expresses them in financial terms

Presenting the Business Plan to Investors:
· The Oral Presentation
· The first rule in making an oral presentation is to follow directions. If you’re told you have 15 minutes, don’t talk for more than the allotted time.
· The presentation should be smooth and well-rehearsed
· The slides should be sharp and not cluttered
· Questions and feedback to expect from investors:
· The smart entrepreneur has a good idea of the questions that will be asked, and will be prepared for those queries
Chapter 9: Building a New Venture Team
New Venture Team:
· The group of founders, key employees, and advisors that move a new venture from an idea to a fully functioning firm
· Usually, the team doesn’t 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 – board of directors, advisors, and professionals on whom they rely for direction and advice
Liabilities of Newness:
· New ventures have a high propensity to fail
· The high failure rate is due in part to liabilities of newness, which refers to the fact that new companies often falter because the people involved can’t adjust fast enough to their new roles and because the firm lacks a track record of success
· Assembling a talented and experienced management team is one path that firms can take to overcome these limitations
The founder or founders:
· The characteristics of the founder or founders of a firm and their early decisions have a significant impact on the manner in which the new-venture team takes shape
Size of the founding team:
· Studies have shown that 50% to 70% of all new ventures are started by more than one individual
· Experts disagree about whether new ventures started by  team have an advantage over those started by a sole entrepreneur
Advantages and Disadvantages of starting as a team:
	Advantages
	Disadvantages

	· Teams bring more talent, resources and ideas to a new venture
· Teams bring a broader and deeper network of social and professional contacts to a new business
· The psychological support that the cofounders of a business can offer one another can be an important element of a new venture’s success
	· Team members may not get along
· If two or more people start a firm as equals, conflicts can arise when the firm needs to establish a formal structure and designate one person to be CEO
· If the founders have similar areas of expertise, they may duplicate rather than complement one another
· Team members can easily disagree in terms of work habits, tolerances for risk, levels of passion for the business, ideas on how the business should be run, and similar key issues



Preferred attributes of sole entrepreneurs and member of a new-venture team:
· Higher education: evidence suggest that important entrepreneurial skills are enhanced through higher education
· Prior Entrepreneurial experience: founders familiar with the entrepreneurial process are more likely to avoid costly mistakes than founders without similar experience
· Relevant industry experience: founders with relevant industry experience are more likely to have better established professional networks and more applicable marketing and management skills
· Board social and professional network: founders with large networks have potential access to additional know-how, capital, and customer referrals
Recruiting Key employees:
· Start-ups vary in terms of how quickly they need to add personnel
· In some instances, the founders will work alone for a period of time. In other instances, employees are hired immediately
· A skills profile is a chart that depicts the most important skills that are needed and where skills gaps exist in a new firm
Board of Directors:
· If a new venture organizes as a corporation, it is legally required to have a board of directors
· A board of directors is a panel of individuals who are elected by a corporation’s shareholders to oversee the management of the firm
· A board is typically made up of both inside directors (also an officer of the firm) and outside directors (not an employee of the firm)
Formal responsibilities of the board:
· Appoint the officers of the firm
· Declare dividends
· Oversee the affairs of the corporation
Frequency of meetings and compensation:
· Most boards of directors meet three to four times a year
· New ventures are more likely to pay their board members in company stock or ask them to serve on a voluntary basis rather than pay a cash honorarium
What the board can do to help:
· Provide guidance: although the board has formal governance responsibilities, its most useful role is to provide guidance and support to the firm’s managers
· Lend legitimacy: well-known and respected board members bring instant credibility to a firm
Professional advisors:
· Board of advisors
· Lenders and investors
· Other professionals
Board of Advisors:
· A panel of experts who are asked by a firm’s managers to provide counsel and advice on an ongoing basis
· Unlike a board of directors, an advisory board possess no legal responsibility for the firm and gives nonbinding advice
· An advisory board can be established for general purposes or can be set up to address a specific issue or need
· Many people are more willing to serve on a company’s board of advisors than its board of directors because it requires less time and there is no potential legal liability involved
· Like the members of the board of directors, the members of the company’s board of advisors provide guidance and lend credibility to the firm
Guidelines to organizing a board of advisors:
· Advisors will become disillusioned if they don’t play a meaningful role in the firm’s development and growth
· A firm should look for board members who are compatible and complement one another in terms of experience and expertise
· When inviting people to serve on its board of advisors, a company should carefully spell out to the individuals involved the rules in terms of access to confidential information
Lenders and Investors:
· Lenders and investors have a vested interest in the companies they finance, often causing them to become very involved in helping the firms they find
· Like the other non-employee members of a firm’s new-venture team, lenders and investors help new firms by providing guidance and lending advice
· In addition, a firm’ lenders and investors assume the natural role of providing financial oversight
Ways lenders and investors add value to an entrepreneurial firm:
· Help identify and recruit key management personnel
· Help the venture fine-tune its business model
· Provide introductions to additional sources of capital
· Provide insight into the markets that the new venture plans to enter
· Serve as a sounding board for new ideas
· Serve on the new venture’s board of directors or board of advisors
· Recruit customers
· Serve on the board of directors or board of advisors
· Help to arrange business partnerships
· Provide a sense of stability and calm
Other professionals:
· Include attorneys, accountants, and business consultants
Business consultants:
· An individual who gives professional or expert advice
· Business consultants fall into two categories: paid consultants and consultants who are available for free or at a reduced rate through a non-profit or governmental agency
Chapter 10: Getting Financing or Funding
Nature of the funding and financing process:
· Few people deal with the process of raising investment capital until they need to raise capital for their own firm
· As a result, many entrepreneurs go about the task of raising capital haphazardly because they lack experience in this area
Why new ventures need funding:
· There are three reasons most new ventures need to raise money during their early life
· Cash flow challenges: inventory must be purchased, employees must be trained and aid, and advertising must be paid for before cash is generated from sales
· Capital investments: the cost of buying real estate, building facilities, and purchasing equipment typically exceeds a firm’s ability to provide funds for those 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 firm’s ability to fund these activities on its own
Alternatives for raising money for a new venture:
· Personal funds:
· The vast majority of founders contribute personal funds, along with sweat equity, to their ventures
· Sweat equity represents the value of their time and effort that a founder puts into a  new venture
· Friends and family:
· Bootstrapping:
· Finding ways to avoid the need for external financing or funding through creativity, ingenuity, thriftiness, cost cutting, or any means necessary
· Many entrepreneurs bootstrap out of necessity
· Examples:
· Buying used instead of new equipment
· Coordinating purchases with other businesses
· Leasing equipment instead of buying
· Obtaining payments in advance from customers
· Minimizing personal expenses
· Avoiding unnecessary expenses
· Buying items cheaply by prudently via options such as eBay
· Sharing office space or employees with other businesses
· Hiring interns
Preparing to raise debt or equity financing:
1. Determine precisely how much money is needed
2. Determine the type of financing or funding that is the most appropriate
3. Develop a strategy for engaging potential investors or bankers
Equity funding: exchanging partial ownership in a firm, usually in the form of stock, for funding
Debt financing: getting a loan
Elevator Speech:
· A brief, carefully conducted statement that outlines the merits of a business opportunity
· There are many occasions when a carefully constructed elevator speech may come in handy
· Most elevator speeches are 45 seconds to 2 minutes long
· Steps:
1. Describe the opportunity or problem that needs to be solved (20 seconds)
2. Describe how your product meets the opportunity or solves the problem (20 seconds)
3. Describe your qualifications (10 seconds)
4. Describe your market (10 seconds)
Sources of Equity Funding:
Business Angels:
· Individuals who invest their personal capital directly in start-ups
· 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 angels investors in the US has increase dramatically over the past decade
· Angel investors are valuable because of their willingness to make relatively small investments
· These investors generally invest between $10,000 and $500,000 in a single company
· Are looking for companies have the potential to grow between 30% to 40% per year
· Business angels are difficult to find
Venture Capital:
· Money that is invested by venture capital firms in start-ups and small businesses with exceptional growth potential
· There are about 800 venture capital firms in the US
· 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 pool of money, are raised from wealthy individuals, pension plans, university 
· endowments, foreign investors, and similar sources
· The investors who invest in venture capital funds are called limited partners. The venture capitalists are general partners
· Venture capital firms fund very few entrepreneurial firms in comparison to business angels
· 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
· Venture capitalists fund between 3,000 and 4,000 companies per year, compared to about 62,000 per year for business angels
· An important part of obtaining venture capital funding is going through the due diligence process
· Venture capitalists invest money in start-ups in stages, meaning that not all the money that is invested is disbursed at the same time
· Some venture capitalists also specialize in certain stages of funding
Initial Public Offering:
· An initial public offering (IPO) is a company’s first sale of stock to the public. When a company goes public, its stock is traded on one of the major stock exchanges
· Most entrepreneurial firms that go public trade on the NASDAQ, which is weighted heavily toward technology, biotech, and small-company stocks
· An IPO is an important milestone for a firm. Typically, a firm is not able to go public until it has demonstrated that it is viable and has a bright future
· Reasons that motivate firms to go public:
· It is a way to raise equity capital to fund current and future operations
· Raises a firm’s public profile, making it easier to attract high-quality customers and business partners
· It is a liquidity event that provides a means for a company’s investors to recoup their investments
· Creates a form of currency that can be used to grow the company via acquisitions
Sources of Debt Financing:
Banks:
· Historically, commercial banks have not been viewed as a practical source of financing for start-up firms
· This sentiment is not a knock against banks, it is just that banks are risk averse, and financing start-ups is a risky business
· Banks are interested in firms that have a strong cash flow, low leverage, audited financials, good management, and a healthy balance sheet
SBA Guaranteed Loan Program:
· Approximately 50% of the 9,000 banks in the US participate in the SBA guaranteed loan program
· The program operates through private-sector lenders who provide loans that are guaranteed by the SBA
· The loans are for small businesses that are not able to obtain credit elsewhere
· The most notable SBA program available to small businesses is the 7(A) loan guarantee program
Size and types of loans:
· Almost all small businesses are eligible to apply for an SBA guaranteed loan
· The SBA can guarantee as much as 85% on loans up to $150,000 and 75% on loans over $150,000
· An SBA guaranteed  loan can be used for almost any legitimate business purpose
· Although SBA guaranteed loans are utilized more heavily by existing small businesses than start up, they should not be dismissed as a possible source of financing
Other sources of debt financing:
· Vendor credit: also known as trade credit, when a vendor extends credit to a business in order to allow the business to buy its products/services up front but defer payment until later
· Factoring: a financial transaction whereby a business sells its accounts receivable to a third party, called a factor, at a discount in exchange for cash
· Peer-to-peer lending: a financial transaction that occurs directly between individuals or peers.
· Crowdfunding: a form of raising money that takes place, usually via the internet, where people pool their money to support a start-up or other initiative, usually in return for some sort of amenity rather than a loan
Creative Sources of Financing and Funding:
Leasing:
· 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
· The major advantage of leasing is that it enables a company to acquire the use of assets with very little or no down payment
· Most leases involve a modest down payment and monthly payments during the duration of the lease
· At the end of an equipment lease, the new venture typically has the option to stop using the equipment, purchase it for fair market value, or renew the lease
· Leasing is almost always more expensive than paying cash for an item, so most entrepreneurs think of leasing as an alternative to equity or debt financing
SBIR and STTR Programs:
· The Small Business Innovation Research (SBIR) and the Small Business Technology Transfer (STTR) 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
· The main difference between the two is that the STTR program requires the participation of researchers working at universities or other research institutions
SBIR Program:
· The SBIR program is a competitive grant program that provides over $1 billion per year to small businesses in early-stage and development projects
· Each year, 11 federal departments and agencies are required by the SBIR to reserve a portion of their R&D funds for awards to small businesses
· Guidelines for how to apply are on the agency’s website
· This is a 3 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% of all phase one proposals are funded. The payoff for successful proposals, however, is high
· The money is essentially free. It is a grant, meaning that it doesn’t have to be paid back and no equity in the firm is at stake
· The small business receiving the grant also retains the rights  to any intellectual property granted as a result of the grant initiative
Other grant programs:
· Private grants:
· There are a limited number of grant programs available
· Getting grants takes a little detective work
· Granting agencies are low key, and must be sought out
· Other government grants:
· The federal government has grant programs beyond the SBIR and STTR programs
· You can find them on the governments website
Strategic Partners:
· Many partnerships are formed to share the costs of product or service development, to gain access to particular resources, or to facilitate speed to market
· Older established firms benefit by partnering with young entrepreneurial firms  by gaining access to their creative ideas and entrepreneurial spirit
Chapter 12: The Importance of Intellectual Property
Intellectual Property:
· 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 the most important, but companies are increasingly placing more importance on intellectual assets
Determining what intellectual property to protect:
· Determine whether the intellectual property in question is directly related to the firm’s competitive advantage
· Decide whether the intellectual property in question has value in the marketplace
Common mistakes firms make in regard to protecting their intellectual property:
· Not properly identifying all of their intellectual property
· Not fully recognizing the value of their intellectual property
· Not legally protecting the intellectual property that needs protecting
· Not using their intellectual property as party of their overall plan for success
Patents: 
· 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
·  a patent does not give its owner the right to make, use or sell an invention; rather the right is granted to only disclude others from doing so
· If an inventor obtains a patent for a new kind of computer chip, and the chip would  infringe on a prior patent owned by intel, they would not be able to product it
Basic requirements for obtaining a patent:
· Useful: it must have utility
· Novel: it must be different from what has come before
· Not obvious: it must not be obvious to a person of ordinary skill in the field
Types of patents:
· Utility: new or useful process, machine, manufacturer, or composition of material or any new and useful improvement there of (20 years)
· Design: invention of new, original, and ornamental design for manufactured products (14 years)
· Plant: any new varieties of plants that can be reproduced asexually (20 years)
Business method patent:
· A patent that protects an invention that is or facilitates a method of doing business
· Examples:
· Amazon’s one-click ordering system
· Priceline.com’s “name your price” business model
· Netflix’s method for allowing customers to set up a rental list of movies to be mailed to them 
Process of obtaining a patent:
1. Make sure the invention is practical
2. Document when the invention is made
3. Hire a patent attorney
4. Conduct a patent search
5. File a patent application
6. Obtain decision from the patent office
Patent Infringement:
· Takes place when one party engages in the unauthorized use of another party’s patent
· The tough part is that the patent infringement cases are costly to litigate
Trademarks:
· Any word, name, symbol, or device used to identify the source or origin of products and services and to distinguish those product or services from others
· Trademarks also provide customers with useful information
Types of Trademarks:
· Trademark: any word, name, symbol or device used to identify and distinguish one company’s goods and services from another (10 years)
· Service mark: similar to trademarks; are used to identify the services or intangible activities of a business, rather than a business’s physical products (10 years)
· Collective mark: trademarks or service marks used by the members of a cooperative, association or other collective group (10 years)
· Certification mark: marks, words, names, symbols, or devices used by a person other than the owner to certify a particular quality about a good or service (10 years)
What is protected under trademark law?
· Words (YouTern, PledgeMusic, GIftZip)
· Number and letters (3M, 1-800-FLOWERs)
· Designs and logos (Nike swoosh)
· Sounds (MGM lion’s roar)
· Fragrances
· Shapes (shape of iPhone)
· Colours (Nexium – the purple pill)
· Trade dress (layout/décor or a restaurant)
Exclusions from trademark protection:
· Immoral or scandalous matter (profane words)
· Deceptive matter (100% beef as company name)
· Deceptive marks (golf ball, fried chicken)
· Surnames (Anderson, Smith)
Process of obtaining a trademark:
1. Select an appropriate mark
2. Perform a trademark search
3. Create rights in the trademark
Copyrights:
· 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
· A work does not have to have artistic merit to be eligible for copyright protection (operating manuals, sales brochures)
What is protected by copyright?
· Literary works
· Musical compositions
· Computer software
· Dramatic works
· Pantomimes and choreographic works
· Pictorial, graphic, and sculptural works
Exclusions from copyright protection
· Cannot protect ideas
· An entrepreneur may have the idea to open a soccer-themed restaurant. The specific layout and décor can be protected, but not the whole soccer restaurant idea
· Called idea-expression dichotomy
How to obtain a copyright:
· Copyright law protects any work of authorship the moment it assumes  a tangible form
· Technically, it is not necessary to provide a copyright notice or register work with the US copyright office
· Steps can be taken to enhance protection:
· Attaching the copyright notice ©to something
· Further protection can be granted by registering the work with the US copyright office
Copyright infringement:
· Occurs when one work derives from another or is an exact copy or shows substantial similarity to the original work
· 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 the owner’s
Trade Secrets:
· Any formula, pattern, physical device, idea, process or other information that provides the owner of the information with a competitive advantage in the marketplace
· Trade secrets include marketing plans, product formulas, financial forecasts, employee rosters, logs of sales calls, and similar types of proprietary information
· The federal economic espionage act criminalizes the theft of trade secrets
Trade secret protection:
· Not all information qualifies for trade secret protection
· Information that is known to the public or that competitors can discover through legal means doesn’t qualify for trade secret protection
· Companies protect trade secrets through physical measures and written documents
· Trade secrets are qualified by the following:
· Not known outside the company
· Known only inside on a “need-to-know” basis
· Safeguarded by stringent efforts to keep the information confidential
· Valuable and provides the company a competitive advantage
· Was developed at great cost, time and effort
· Cannot be easily duplicated, reverse engineered, or discovered
Physical measures for protecting trade secrets:
· Restricting access
· Labeling documents
· Password protecting confidential computer files
· Maintaining logbooks for visitors
· Maintaining logbooks for access to sensitive material
· Maintaining adequate overall security measures
Conducting an intellectual property audit:
· Conducted to determine the intellectually property a firm owns
· Two reasons to conduct an audit:
· It is prudent for a company to periodically determine whether its intellectual property is being properly protected
· It is important for a firm to remain prepared to justify its valuation in the event of a merger or acquisition
· First step is to develop an inventory of a firm’s existing intellectual property. Should include registrations of patents, trademarks and copyrights
· Second step is to identify work in progress to ensure that they are being documented and protected in a systematic, orderly manner.
Chapter 13: Preparing for and Evaluating the Challenges of Growth
Three things a business can do to prepare for growth:
· Appreciate the nature of business growth
· Not all businesses have the potential to be aggressive growth firms
· A business can grow too fast
· Business success doesn’t always scale
· Stay committed to a core strategy
· It is important that a business not lose sight of its core strategy as it prepares to grow
· If a business becomes distracted or starts pursuing every opportunity for growth that It’s presented, it can easily stray into areas where it is at a disadvantage
· Plan for growth
· A firm should establish growth-related plans
· Writing a business plan greatly assists in preparing growth plans
· It’s also important for a firm to determine, as soon as possible, what its growth strategies will be
10 warning signs a business is growing too fast:
· Borrowing money to pay for  routine operating expenses
· Extremely tight profit margins
· Over-stretched staff
· Declining product quality
· Email starts going unanswered
· Customer complaints are up
· Employees dread coming to work
· Productivity is falling
· Operating in a crisis mode become the norm rather than the exception
· Those working with the business’s financial structure are starting to worry
Reasons for growth:
· Economies of scale: occur when increasing production lowers the average cost of each unit produced
· Economies of scope: occur when the scope of a firm’s operations creates efficiencies
· Market leadership: occurs when a firm holds the number one or number two position in an industry or niche market in terms of sales volume
· Influence, power, and survivability: larger businesses usually have more influence and power than smaller firms
· Accommodate the growth of key customers: sometimes firms are compelled to grow to accommodate the growth of a key customer
· Attract and retain talented employees: growth is a firm’s primary mechanism to generate promotional opportunities for employees
Stages of Growth
Introduction
· Start-up phase where a business determines what its core strengths and capabilities are
· The main challenge is to make sure the initial product or service is right
· It’s important to document what works and what doesn’t work during this stage
Early Growth:
· Generally characterized by increasing sales and heightened complexity
· Two important things must happen for a business to be successful in this stage:
· The founder must start working “on the business” rather than “in the business”
· Increased formalization must take place, and the business has to start developing policies and procedures
Continuous Growth:
· The need for structure and formalization increases
· Often the business will start developing related products and services
· The toughest decisions take place in this stage
· One tough decision is whether the owner of the business and the current management team have the experience and the ability to take the business further
Maturity:
· A business enters the maturity stage when its growth stalls
· At this point, a firm is typically more intently focused on managing efficiently than developing new products
· Well-managed firms often look for partnering opportunities or opportunities for acquisitions or licensing deals to breathe new life into the firm
· If new growth cannot be achieved through a firm’ existing product mix, the next generation of products should be developed
Decline:
· It is not inevitable that a business enter the decline stage
· Many American businesses have long histories and have adapted and survived over time
· A business’ ability to avoid decline hinges on the strength of its leadership and its ability to adapt over time
Challenges of growth:
· Managerial capacity problem
· Day-to-day challenges of growing a firm
Managerial Capacity
· Firms are collections of productive resources that are organized in an administrative framework
· As a firm goes about its routine activities, it recognized opportunities to grow
· The problem with this scenario is that firms are not always prepared or able to grow, because of limited managerial capacity
Administrative network:
· Consists of two kinds of services that are important to firm growth
· 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
· New product and service ideas require substantial managerial services to be successfully implemented
· This is a complex problem because if a firm has insufficient managerial services to properly implement its new product and service ideas, it’s can’t grow
· The reason a firm can’t quickly increase its managerial services is that it is expensive to hire new employees, it takes time for new hires to be socialized into the culture of the firm, and it takes time for new employees to acquire firm-specific skills and establish trusting relationships with other members of the firm
· When a firm’s managerial resources are insufficient to take advantage of its new product or service opportunities, the subsequent bottleneck is referred to as the managerial capacity problem
Additional challenges:
· Adverse selection: as the number of employees of a firm needs increases, it becomes increasingly difficult for the firm to find the right employees, place them in appropriate positions, and provide adequate supervision
· Moral hazard: as a firm grows and adds personnel, the new hires  typically do not have the same ownership incentive as the original founders, so the new hires may not be as motivated as the founders to put in long hours and may even try to avoid hard work
Basic Model of firm growth:
· Entrepreneurial services (recognition of new market, product and service opportunities)
· Require increase in
· Managerial services (administration of the routine functions of the firm and the execution of new business opportunities
· To accomplish
· Firm growth
The ability to increase managerial capacity is constrained by:
· Socialization of new managers
· Managerial motivation
· Adverse selection
· Moral hazard
Day –to-day challenges of growing a firm:
· Cash flow management: a firm requires an increasing amount of cash as it grows
· Price stability: if growth comes at the expense of a competitor’s market share, a price war could ensue
· Quality control: an increase in firm activity can result in quality control issues if a firm is not able to increase its resources to handle the extra work
· Capital constraints: ever present problem for growing firms
Chapter 8: Assessing a New Venture’s Financial Strength and Viability
Financial Management:
· Deals with two things:
· Raising money
· Managing a company’s finances in a way that achieves the highest rate of return
Financial objectives of a firm
Profitability: the ability to earn a profit
· Many start-ups are not profitable during their first one to three years while they are training employees and building their brands
· A firm must become profitable to remain viable and provide a return to its owners
Liquidity: a company’s ability to meet its short-term financial obligations
· Even if a firm is profitable, it is often a challenge to keep enough money in the bank to meet its routine obligations in a timely manner
Efficiency: how productively a firm utilizes its assets relative to its revenue and its profits
Stability: the strength and vigour of the firm’s overall financial posture
· For a firm to be stable, it must not only earn a profit and remain liquid, but also keep its debt in check
Importance of financial statements:
· To assess whether its financial objectives are being met, firms rely heavily on analysis of financial statements
· A financial statement is a written report that quantitatively describes a firm’s financial health
· The income statement, the balance sheets, and the statement of cash flows are the financial statements entrepreneurs use most commonly
Forecasts:
· An estimate of a firm’s future income and expenses, based on past performance, its current circumstances, and its future plans
· New ventures typically base their forecasts on an estimate of sales and then on industry averages or the experiences of similar start-ups regarding the costs of goods sold and other expenses
Budgets:
· Itemized forecasts of company’s income, expenses, and capital needs and are also an important tool for financial planning and control
Financial Ratios:
· Depict relationships between items on a firm’s financial statements
· An analysis of its financial objectives and how it stacks up against industry peers
Importance of financial management:
· Many experienced entrepreneurs stress the importance of keeping on top of the financial management of the firm
Process of Financial Management:
1. Preparation of historic financial statements: reflect past performance and are usually prepared on a quarterly and annual basis
· 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 a given period and shows whether the firm is making a profit or experiencing a loss
· Balance sheet: is a snapshot of a company’s assets, liabilities and owner’s equity at a specific point in time
· Statement of cash flows: summarized the changes in a firm’s cash position for a specified period of time and details why the changes occurred
2. Preparation of forecasts
· Income 
· Expenses
· Capital expenditures
3. Preparation of the Pro Forma financial statements: projection for future periods based on forecasts and are typically completed for two to three years in the future
· Pro forma income statement
· Pro forma balance sheets
· Pro forma statement of cash flows
4. Ongoing analysis of financial results
· Ratio analysis
· Measuring results vs plans
· Measuring results versus industry norms
Forecasts:
· Predictions of a firm’s future sales, expenses, income, and capital expenditures
· Provide the basis for its pro forma financial statements
Sales forecast:
· A projection of a firm’s ales for a specified period
· The fist forecast developed and is the basis for more of the other forecasts
· Sales forecasts of new firms are based on good-faith estimates of sales and industry averages or the experiences of similar start-ups
· Sales forecasts of existing firms are based off of past sales, current production capacity and demand, and other factors
Forecast of Costs of Sales and Other Items
· Most common way to do this is to use the percentage-of-sales method
Pro forma financial statements:
· A firm’s pro forma financial statements are similar to its historical financial statements except that they look forward rather than track the past
· The preparation of these statements helps a firm rethink its strategies and make adjustments if necessary
· These are also necessary if a firm is seeking funding or financing
Ration Analysis:
· The same financial ratios used to evaluate a firm’s historical financial statements should be used to evaluate the pro forma financial statements
· This is completed so the firm can get a sense of how its projected financial performance compares to its past performance and who its projected activities will affect its cash position and its overall financial soundness
Chapter 14: Strategies for Growth
Internal growth strategies: involve efforts taken within the firm itself, such as new product development, other product-related strategies, and international expansion
	Advantages
	Disadvantages

	· Incremental, even-paced growth
· Provides maximum control
· Preserves organizational culture
· Encourages internal entrepreneurship
· Allows firms to promote from within
	· Slow firm growth
· Need to develop new resources
· Investment in a failed internal growth strategy can be difficult to recoup
· Adds to industry capacity


New product development:
· Involves the creation and sale of new products as a means of increasing firm’s revenues
· In many fast-paced industries, new product development is a competitive necessity
Keys to Effective new product and service development:
· Find a niche 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:
· Improving an existing product or service: often a business can increase its revenues by simply increasing the quality of an existing product or service
· Increasing market penetration: increasing the sales of a product or service through greater marketing efforts or through increased production capacity
· Extending product lines: making additional variations of a product so it will appeal to a broader range of clientele
· Geographic expansion: growth via expanding to additional geographic locations
International expansion:
· International new ventures are businesses that, form their inception, seek to derive significant competitive advantage by using their resources to sell products or services in multiple countries
· Vast potential associated with selling overseas, but it is a complex form of growth
Foreign market entry strategies:
· Exporting: producing a product at home and shipping it to a foreign market
· Licensing: an arrangement whereby a firm with the proprietary rights to a product grants permission to another firm to manufacture that product for specified royalties or other payments
· Joint ventures: the establishment of a firm that is jointly owned by two or more otherwise independent firms
· Franchising: an agreement between a franchisor and a franchisee
· Turnkey project: a contractor from one country build a facility in another country, trains the personnel that will operate the facility, and turns over the keys to the project when it is completed and ready to operate
· Wholly owned subsidiary: a company that has made the decision to manufacture a product in a foreign country and establish a permanent presence
External growth strategies: rely on establishing relationships with third parties, such as mergers, acquisitions, strategic alliances, joint ventures, licensing and franchising
	Advantages
	Disadvantages

	· Reducing competition
· Gaining access to proprietary products or services
· Gaining access to new products and markets
· Obtaining access to technical expertise
· Gaining access to an established brand name
· Economies of scale
· Diversification of business risk
	· Incompatibility of top management
· Clash of corporate cultures
· Operational problems
· Increased business complexity
· Loss of organizational flexibility
· Antitrust implications




Merger: the pooling of interests to combine two or more firms into one
[bookmark: _GoBack]Acquisition: the outright purchase of one firm by another
Purpose of acquisitions:
· Expanding product line
· Gaining access to distribution channels
· Achieving competitive economies of scale
Process of completing an acquisition:
1. Meet with the target firm’s top management team
2. Assess the mood of the acquisition target
3. Identify sources of financing for the transaction
4. Continue negotiations
5. Make an offer to purchase if acceptable terms are available
6. Negotiate a non-compete agreement with the target firm’s key employees who are to be retrained
7. Retain an attorney to prepare documents for closing
8. Meet as soon as possible with all affected employees
9. Implement the plan for the acquired firm
Licensing:
· The granting of permission by one company to another company to use a specific form of its intellectual property under clearly defined conditions
· Virtually any intellectual property a company owns that is protected by a patent, trademark, or copyright can be licensed
· The terms of the license are spelled out by a licensing agreement
Types of licensing:
· Technology licensing: the licensing of proprietary technology that the licensor typically controls by virtue of a utility patent
· Merchandise or character licencing: the licensing of a recognized trademark or brand that the licensor typically controls through a trademark or copyright
Strategic Alliances:
· A partnership between two or more firms developed to achieve a specific goal
· Tend to be informal and do not involve the creation of a new entity
· Participation can boost a firm’s rate of product innovation and foreign sales
Types of strategic alliances:
· Technological alliances: feature cooperation in R&D, engineering and manufacturing
· Marketing alliances: typically match a company with excess distribution capacity with a company that has a product to sell
Join Ventures:
· An entity created when two or more firms pool a portion of their resources to create a separate, jointly owned organization
· A common reason to form a joint venture is to gain access to a foreign market. In these cases, the joint venture typically consists of the firm trying to reach a foreign market with one or more local partners
Types of joint ventures:
· Scale joint venture: partners collaborate at a single point in the value chain to gain economies of scale in production or distribution
· Link joint venture: positions of the partners are not symmetrical, and the partners help each other access adjacent links in the value chain
	Advantages
	Disadvantages

	· Gain access to specific resource
· Economies of scale
· Risk and cost sharing
· Gain access to a foreign market
· Learning
· Speed to market
· Neutralizing or blocking competitors
	· Loss of proprietary information
· Management complexities
· Financial and organizational risks
· Risk of becoming dependent on a partner
· Partial loss of decision autonomy
· Partners’ cultures may clash
· Loss of organizational flexibility
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