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Chapter 1
Entrepreneurship is attractive to people who live in low-income countries because they cannot find jobs, but also attractive to people in high-income countries because they are able to take advantage of opportunities.  
Misconception about business failings, there are over exaggerated numbers, and the people who did fail lack motivation is not there substantially.
Entrepreneurship: the process by which individuals pursue opportunities without regard to resource they currently control for the purpose of exploiting future goods and services
More simply: art of turning an idea into a business
Entrepreneur has to identify opportunities and put useful ideas into practice and requires creativity, drive, and a willingness to take risks.
Three reasons people become entrepreneurs:
1. Be their own boss
Does not have to mean that they are difficult to work with or want to work alone, but maybe because they had a long time ambition to own their own firm or because they are frustrated with working in traditional jobs
2.        Pursue their own ideas
Some people are naturally alert and when they recognize new ideas they want to see them happen
3. Pursue financial rewards
This is secondary to the fit two and often fails to live up to its hype. Sometimes the money does not even fulfill the feeling of seeing the success of your ideas
Characteristics of Successful entrepreneurs:
1. Passion for their business
Passion stems from the entrepreneur’s belief that the business will positively influence people’s lives. The process of starting a firm is extremely demanding so having passion is essential whether the organization is for-profit or non-profit
2. Product/Customer focus
No functions in the business will make any difference if a firm does not have good products with the capability to satisfy customers. It also involves the diligence to spot product opportunities and to see them through to completion
3. Tenacity despite failure
The possibility of failure exists because the entrepreneur is trying something new. Developing a new business idea may require a degree of experimentation before a success is attained 
4. Execution intelligence
The ability to fashion a solid idea into a viable business. Commonly, this is the factor that determines whether a start up is successful or fails
Common myths about entrepreneurs:
1. They are born, not made
This myth is based on the belief that people are genetically predisposed to be entrepreneurs. They are not born, whether someone does or does not has to do with environment, life experiences, and personal choices
2. Entrepreneurs are gamblers
The truth is they are usually moderate risk takers, like most people
3. They are motivated by money
Of course they seek money, however it is rarely the primary reason they start new firms and persevere
4. They should be young and energetic
The truth is it is fairly evenly spread out over age ranges. It is not the most important criteria to be energetic 
5. They love the spotlight
Some of them are flamboyant, but the vast majority does not attract public attention. Many of them in fact avoid public notice
Types of start-up firms:
1. Salary-substitute firms: small firms that yield a level of income for their owner or owners that is similar to what they would earn when working for an employer
2. Lifestyle firms: provide their owner or owners the opportunity to pursue a particular lifestyle and earn a living while doing so (ex: personal trainer)
3. Entrepreneurial firms: bring new products and services to the market, basically creating value for the customers. Value is worth, importance, or utility
Changing demographics of entrepreneurs: 
1. Women entrepreneurs
women entrepreneurs are increasing 
2. Minority entrepreneurs
Substantial increase in minority entrepreneurs, there are many organizations that promote and provide assistance which facilitates growth
3. Senior entrepreneurs
Substantial and growing and they have a lot of experience
4. Young entrepreneurs
High among young people, higher among girls, number of organizations available to help 
The entrepreneurial process: 
1. Decision to become an entrepreneur 
Many times, a triggering event happens and influences the person to become an entrepreneur (ex: losing job) 
2. Developing successful business ideas
It is crucial for the entrepreneur to develop an effective business model, industry analysis, and writing a business plan 
Business model: a plan or a recipe for how a firm creates, delivers, and captures value for its stakeholders
Business plan: a written document that describes all the aspects of a business venture in a concise manner
3. Moving from an idea to an entrepreneurial firm
Preparing ethical and legal foundation for a firm, including selecting an appropriate for of business ownership
4. Managing and growing an entrepreneurial firm
All firms must be managed and grown properly to ensure their ongoing success because of today’s competitive environment






































Chapter 2
Difference between opportunities and ideas:
Opportunity: a favorable set of circumstances that creates a need for a new product, service, or business
Opportunity gap: the problem that the entrepreneur recognizes and creates a business to address the problem of fill the identified gap 
Four essential qualities of an opportunity:
1. Attractive. 
a. Will people like it. 
b. Do people need it.
c. Will i make money? 
d. Can we supply the demand? 
e. Scale it 
f. Competitors 
2. Timely
a. Is the timing right 
b. How long does it take to delivery or produce the service 
3. Durable: the idea has to last 
a. Products that are durable 
b. Is it sustainable over time 
c. Can competitors copy the service or the product fast 
d. 
4. Anchored in a product, service, or business that created or adds value for its buyer or end user 
a. How do people feel about the product or service? 

It is important to understand the difference between an opportunity and an idea. An idea is a thought but it may not meet the criteria of an opportunity. Not all ideas are great ideas. It is crucial to make sure that an idea fills a need and meets the criteria for opportunity. 


Three ways to identify opportunities: 
1. Observing trends
The first approach is to observe trends and study how they created opportunities for the entrepreneurs to pursue. The most important trends to follow are economic trends, social trends, technological advances, and political action and regulatory changes. Important to remain aware of changes in these areas.  
Economic forces: state of the economy, level of disposable income, consumer spending patters.  Economic trends help determine areas that are ripe for new start-ups and areas that start-ups should avoid. Need to know about your competitors, are you doing better? Are you perceived as better than them? Will we be perceived as a viable option? Perception is so important 
Social forces: social and cultural trends, demographic changes, what people think is “in”.
→ Demographics of Canada: 32,000,000 people in Canada etc. 
→ additional cost of coming into Canada- it’s a bilingual nation- in Quebec must be in French 
→ Primary target market vs. Secondary target market- primary at McDonalds would be kids and secondary would be adults 
Technological advances: new technologies, emerging technologies, new uses of old technologies
Political and regulator changes: new changes in political arena, new laws and regulation
2. Solving a problem
Recognize problems and find ways to solve them. Problems can be recognized when observing the challenges that people encounter in their daily lives. There are many problems that have yet to be solved 
a. Observe challenges people face 
b. Intuition 
c. Serendipity 
d. Change- there is a need for change.  

People who have experienced a problem in their own lives, and then realized that the solution to the problem represented a business opportunity have started many companies. 

3. Finding gaps in the marketplace
There are many examples of products that consumers need or want that aren’t available in a particular location or aren’t available at all. A common way that gaps in the marketplace are recognized is when people become frustrated because they cant find a product or service that they need and recognize that other people feel the same way.

Look for products or services that are lacking in the market place.  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.   

ASK YOURSELF- why will you buy your product. 
Personal characteristics of the entrepreneur:
Opportunity recognition: the process of perceiving the possibility of a profitable new business or a new product or service
1. Prior experience
Several studies show that prior experience in an industry helps entrepreneurs recognize business opportunities. Although it is important, in most cases people outside an industry can sometimes enter it with a new set of eyes and can innovate in ways that people with prior experience might find difficult 
2. Cognitive factors
Opportunity recognition may be an innate skill or a cognitive process. This sixth sense is called entrepreneurial alertness, which is the ability to notice things without engaging in deliberate search. Alertness is largely a learned skill 
3. Social networks 
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. 
Strong tie relationships: characterized by frequent interaction, such as ties between coworkers, friends, and spouses
Weak tie relationships: characterized by infrequent interactions, like between casual acquaintances 
More likely that an entrepreneur will get an idea through a weak-tie relationship because people with strong-tie relationships usually have like-minds
· Solo Entrepreneurs- those who identify opportunities on their own 
· Network Entrepreneurs- Those who identify ideas through social contacts. 

4. Creativity
Process of generating a novel or useful idea
Preparation to Incubation to Insight to Evaluation to Elaboration
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Preparation- Is the background, experience and knowledge that an entrepreneur brings to the opportunity recognition process. An entrepreneur needs experience to spot opportunities.
Incubation- Stage in which a person considers an idea or thinks about a problem.
Insight- Flash of recognition of the solution to the problem.
Evaluation- stage of the creative process during which an idea is subjected to scrutiny and analyzed for its viability.
Elaboration- stage in which the idea is put in final form. This is the point when the business plan is written. 
Techniques for generating ideas:
1. Brainstorming: the process of generating several ideas about a specific topic
2. Focus group: gathering of 5 to 10 people who are selected because of their relationship to the issue being discussed 
3. Library and internet research
4. Other techniques: customer advisory boards, day-in-the-life research
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’s everybody’s job, it may be no one’s responsibility.
· Another approach is to establish an idea bank (or vault), 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.  








Chapter 3 
Feasibility Analysis
The process of determining if a business idea is viable; if a business idea falls short on one or more of the four components of feasibility analysis, it should be dropped or rethought.
A mental transition must occur when completing a feasibility analysis from thinking of a business idea as just an idea to thinking of it as a business 
Completing a feasibility analysis requires both primary and secondary research
Primary research: research that is collected by the person or persons completing the analysis
Secondary research: probes data that is already collected 
The key objective behind feasibility analysis is to put an idea to the test, by getting feedback from potential customers, talking to industry experts, studying industry trends, thinking through the financials, and scrutinizing it
These things help shape and mold the idea not only says if it is feasible 
1. Product/Service Feasibility Analysis
An assessment of the overall appeal of the product or service being proposed
Although there are a lot of things that have to be considered, nothing matters if the product or service does not sell

Two components:
a. Product/Service Desirability
Used to affirm that the proposed product or service is desirable and serves a need in the marketplace
Does it make sense? Is it reasonable? Does it take advantage of an environmental trend, solve a problem, or fill a gap in the market place? Is this a good time to introduce it? Fatal flaws?
The proper mind set at this stage is to get a general sense of the answers to these and similar questions rather than try to reach final conclusions 
Best way to find this out is to get out and talk to potential customers 
Concept test: involves showing a preliminary description of a product or service idea, called a concept statement, to industry experts and prospective customers to solicit their feedback. It is a one-paged document that gives a description of the product or service, the target market, and the benefits of the product or service, description of how it will be positioned in relation to competitors, and brief description of company’s management team.


· 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 strengthened or “tweaked” before proceeding further. 

b. Product/Service Demand
Used to determine if there is demand for the product or service and has three common methods to do so
1. Talking face-to-face with potential customers
2. Utilizing online tools such as Google Ad words to asses demand
3. Library, internet, and gumshoe research

2. Industry/Target Market Feasibility Analysis
An assessment of the overall appeal of the industry and the target market for the product or service being proposed 

There is a distinct difference between a firm’s industry and its target market; knowing this is very important 
· Industry: a group of firms producing a similar product or service, such as computers, airplanes
· Target market: the limited portion of the industry that it goes after or to which it wants to appeal. Most firms do not try to service an entire industry instead they select a specific target market and try to serve that group of customers really well 

Two components:
a. Industry Attractiveness
Industries vary in terms of their overall attractiveness. The top three factors are particularly important, which are industries that are young rather than old, are early rather than late in their life cycle, and are fragmented rather than concentrated are more receptive to new entrants than industries with the opposite characteristics 
b. Target Market Attractiveness
By focusing on a smaller target market, a firm can usually avoid head-to-head competition. The challenge is finding a market big enough to join but also small enough to be able to compete with competitors 
·  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 assessing the attractiveness an entire industry.
·  Often, considerable ingenuity must be employed to find information to assess the attractiveness of a specific target market.

3. Organizational Feasibility Analysis
Conducted to determine whether a proposed business has sufficient management expertise, organizational competence, and resources to successfully launch 

Two primary issues to consider in this area:
a. Management Prowess
A business should evaluate the prowess, or ability, of its initial management team, whether it is a sole entrepreneur or a larger group 
This requires the individuals starting the firm to be honest and candid in their self-assessments 
This focuses on the passion that the person or team has for the idea and how much they understand the markets that the firm will participate in 
New venture team: group of founders, key employees, advisers that either manage or help manage a new business in its start up years
b. Resource Sufficiency
To determine whether the proposed venture has or is capable of obtaining sufficient resources to move forward
The focus is on nonfinancial resources and to identify which ones are the most important ones and assess their availability 
4. Financial Feasibility Analysis
The final component of a comprehensive feasibility analysis; A preliminarily financial assessment is usually sufficient or worth pursuing  
The most important issues to consider at this stage are total start up cash needed, financial performance of similar businesses, and the overall financial attractiveness of the proposed venture 

First screen is a template for completing a feasibility analysis. It is called First screen because a feasibility analysis is an entrepreneur’s initial pass at determining the feasibility of a business idea
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Chapter 4 –Developing an effective business model 
Business model: a firm’s plan or recipe for how it creates, delivers, and captures value for its stakeholders. You always have to think about your end game. 
· They are foundational to a firm’s ability to succeed both in the short and long term, especially when it is the first one to introduce a new product or service to customers
· It deals with the core aspects of how a firm will conduct business and try to succeed in the marketplace. The quality of the business model a firm develops, as well as the quality of how that model is executed, affect the firm’s performance in both long and short term
How well the different parts or elements of a business model fit together and are mutually supportive affects its quality. The best models are executed in ways that are difficult for competitors to understand and imitate. The greater the difference between a firm and its competitors, the stronger the likelihood a firm will competitively be successful
A firm should develop a business model that clearly specifies how the firm intends to be uniquely different from its competitors and create value for its stakeholders.
There are many business models, so it is important to know which one will most effectively match the value the firm wants to create for stakeholders. 
Business Models and Their importance.
· 
· Represent the core aspects of its business.
· Helps differentiate from competitors. 
· Helps plan your business
· Good business plan will be hard to copy, which will help your business get the competitive advantage. 

General Categories of Business Models 
1. Standard Business Models
Depict existing plans or recipes firms can use to determine how they will create, deliver, and capture value for their stakeholders.  Standard business model is like a template. For example: McDonalds. Franchises eventually are standard business models except if the product is very unique. 

Churn: the number of subscribers that a subscription-based business loses each month
When selecting a standard business model, an entrepreneurial venture believes that it can integrate the elements of that model uniquely as a means of creating value while competing against rivals 
· Common among successful startups: adopt a standard business model and build upon it in one or more meaningful ways to produce a new way of creating value 
· Disadvantage of subscription-based model is “churn” (number of subscribers lost each month) 
→ Types of Standard Business Models (view page 116 for more detail on each one)
· 
· Advertising business model
· Auction business model
· Bricks and Clicks business model 
· Franchise business model
· Premium business model 
· Low-cost business model
· Manufacturer/ Retailer business model
· Peer-to-Peer business model
· Razor and Blades business model
· Subscription business model
· Traditional Retailer business model
2. 
3. Disruptive Business Models
Rare models that do not fit the profile of a standard business model and are impactful enough that they disrupt or change the way business is conducted in an industry or an important niche within an industry Changes the way things work. 
a. New market disruption Addresses a market that previously wasn’t served (think of Google)
b. Low-end market disruption Possible when firms already competing in an industry are providing customers with products or services that exceed their expectations or desires
“Performance oversupply” created an opportunity for an entrepreneurial venture to enter an industry for the purpose of providing customers with the product or service functionality that more closely approximates what they want. They are often used to created low-end market disruption (think of Nas airlines)
Examples – UBER, Airbnb
The Barringer/Ireland Business Model Template
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Four components 
Core Strategy: Describes how the firm plans to compete with rivals 
1. Business Mission 
Describes why the business exists and what its business model is supposed to accomplish. If written carefully and use properly, a mission statement can articulate a business’s overarching priorities and act as its financial and moral compass. The first box that should be completed. A well-written mission statement is something that a business can refer back to continually as it makes important decision in other elements of the business model. Has to: define reasons for being, describe what makes the company different, be risky but achievable, use tone that represents cultures and values, convey passion and stick in mind of reader, be honest and not claim something the company isn’t. 
2. Basis of Differentiation
It is what causes the consumer to pick one company’s products over another’s. it is what solves a problem or satisfies a customer need. Limit to two or three points 
3. Target Market
A place within a larger market segment that represents a narrower group of customers with similar interests. Most new businesses do not start selling to broad markets
4. Product/Market Scope 
Defines the products and markets on which it will concentrate
Most firms start narrow and pursue adjacent product and market opportunities as the company grows and becomes financially secure 
Resources: inputs a firm uses to produce, sell, distribute, and service a product or service
1. Core Competencies – what is unique about your product/service/ company. 
A specific factor or capability that supports a firm’s business model and sets it apart from its rivals
Can take on various forms, such as technical know-how, an efficient process, a trusting relationship with customers, expertise in product design, and so forth
May also include factors such as passion for a business idea and a high level of employee morale 
2. Key Assets
The assets that a firm owns that enable its business model to work.  The assets can be physical space, equipment, vehicles, and distribution networks. Intellectual assets include resources such as patents, trademarks, copyrights, trade secrets, also company’s brand and reputation. Financial assets include cash, lines of credit, and commitments from investors. Human assets include a company’s founder or founders, key employees, and its advisors


Financials: The section that describes how the firm earns money 
1. Revenue Streams
Describes ways in which the firm makes money. Some firms have a single revenue stream, while others have several. Examples of common revenue streams are advertising, commissions; download fee, licensing, matchmaking, product sale, renting or leasing, service sale, and subscription service.
2. Cost Structure
Describes the most important costs incurred to support its business model.  It costs money to establish a basis of differentiation, develop core competencies, acquire or develop key assets, form partnerships, and so on. The goal of this box is to identify whether the business is a cost driven or a value driven business, identify the nature of the business’s costs, and identify the business’s major cost categories 
Fixed costs: remain the same despite volume of goods or services.  Variable costs: vary proportionally with the volume of goods or services produced
3. Financing/Funding 
Many business models rely on a certain amount of financing or funding to bring their business model to life. Some draw from their own resources to fund their business. In many cases however, an initial infusion of funding or financing is required and the business model template should indicate the approximate amount of funding that will be needed and where the money is going to come from. Must consider capital costs, one-time expenses, and provisions for ramp-up expenses.
Operations: Integral to a firm’s overall business model and represent the day-to-day heartbeat of the firm.
1. Product or Service Production
Focuses on how a firm’s products and/or service are produced
If a firm sells physical products, the products can be manufactured in-house, by a contract manufacturer or via an outsource provider 
If it is a service, the firm should write a brief description of how the service will be produced 
2. Channels
Describe how it delivers its product or service to the customer
Businesses sell direct, through intermediaries, or through a combination of both
3. Key Partners
Start-ups typically do not have sufficient resources to perform all the tasks needed to make the business model work, so they rely on partners to perform key roles
First partners are usually suppliers



Chapter 5 Industry and competitor analysis 
A firm must understand the industry in which it intends to compete in
Industry analysis: a business research framework or tool that focuses on an industry’s potential
The knowledge from this analysis helps a firm decide whether to enter an industry and if it can carve out a position in that industry that will provide it with a competitive advantage
Environmental trends: include economic trends, social trends, technological advances, and political and regulatory changes 
Business trends: include other business-related trends that are not environmental trends but are important to recognize and understand 
The Five Forces Model: used to understand an industry’s structure; five forces that determine an industry’s profitability
1. Threat of Substitutes 
More attractive when the threat of substitutes is low 
The extent to which substitutes suppress the profitability of an industry depends on the propensity for buyers to substitute alternatives

2. Threat of New Entrants
More attractive when the threat of new entry is low
This means competitor cannot easily enter the industry and successfully copy what others are doing to generate profits
Barrier to entry: condition that creates a disincentive for a new firm to enter an industry
Six major sources of barriers to entry:
a. Economies of scale: when mass producing a product results in lower average costs
b. Product differentiation: strong brands are difficult to break into without spending heavily on advertising also product innovation 
c. Capital requirements: the need to invest large amounts of money to gain entrance into an industry. Approach the government to change regulations in order for you have more control.  Patents can create a barrier to entry. 
d. Cost advantages independent of size: competitors may have cost advantages not related to size that are not available to new entrants (ex land and equipment purchases long ago)
e. Access to distribution channels: distribution channels are often hard to crack
f. Government and legal barriers: patents, trademarks, and copyrights form major barriers to entry, also require a license by public authority. 

3. Rivalry Among Existing Firms
Major determinant of profitability is the level of competition among the firms already competing in the industry 
Some are fiercely competitive to the point where prices are pushed below the levels of cost
Four primary factors that determine the nature and intensity of the rivalry among existing firms in an industry:

a. Number and balance of competitors: with a larger number of competitors, it is more likely that one or more will try to gain customers by cutting prices. This causes a problem for the whole industry especially when all are on the same level and there is no market leader
b. Degree of difference between the products: the degree to which products differ from one producer to another affects
c. Growth rate of an industry: competition among firms in a slow growth industry is stronger than those in fast growth industries
d. Level of fixed costs: firms that have high fixed costs must sell a higher volume of their product to reach the break even point than firms with low fixed costs
4. Bargaining Power of Suppliers
More attractive when bargaining power of suppliers is low
In some cases, suppliers can suppress the profitability of the industries to which they sell by raising prices or reducing the quality of the components they provide
a. Supplier concentration
b. Switching costs
c. Attractiveness of substitutes 
d. Threat of forward integration 
5. Bargaining Power of Buyers
More attractive when the bargaining power of buyers is low
Buyers can suppress the profitability of the industries from which they purchase
by demanding price concessions or increases in quality
Entrepreneurs should understand that each individual force has the potential to affect the ability of any firm to generate profits while competing in the industry. 
a. Buyer group concentration (size)
b. Buyer’s costs
c. Degree of standardization of supplier’s products 
d. Threat of backward integration 
The Value of the Five Forces Model: 
· Assess the attractiveness of an industry or a specific position within an industry or a specific position within an industry by determining the level of threat to industry profitability for each of the forces
· Answer key questions: 
a. Is the industry a realistic place for our new venture to enter?
b. If we do enter the industry, can our firm do a better job than the industry as a whole in avoiding or diminishing the impact of the forces that suppress industry profitability?
c. Is there a unique position in the industry that avoids or diminishes the forces that suppress industry profitability? 
d. Is there a superior business model that can be put in place that would be hard for industry incumbents to duplicate?
Industry Types and Opportunities They Offer
1. Emerging Industries: a new industry in which standard operation procedures have yet to be developed. The firm that pioneers or takes the leadership of an emerging industry often capture a first mover advantage. 
 First mover advantage: advantage gained by the first company to establish a significant position in a new market
2. Fragmented Industries: characterized by a large number of firms of approximately equal size .The opportunity is to consolidate the industry and establish industry leadership through geographic roll-up strategy. Geographic roll-up strategy: one firm starts acquiring similar firms that are located in different geographic areas
3. Mature Industries: industry that is expecting slow or no increase in demand, has numerous repeat customers, and has limited product innovation. May introduce new product or innovations to industry surprising the people already in that industry 
4. Declining Industries: an industry or part of an industry that is experiencing a reduction in demand.There are occasions when a start up will do just the opposite of what conventional wisdom would suggest and stake out a position in a declining industry 
They use leadership strategy, niche strategy, and cost reduction strategy 
a.  Leadership Strategy: the firm tries to become the dominant player in the industry 
b. Niche Strategy: focuses on a narrow segment of the industry that might be encouraged to grow through product or process innovation  
c. Cost reduction strategy: accomplished through achieving lower costs than industry incumbents through process improvement 

5. Global Industries: an industry that is experiencing significant international sales
Many firms start up trying to appeal to domestic and international customers from day one
· Multi-domestic strategy: compete for market share on a country-by-country basis and vary their product of service offerings to meet the demands of the local market
· Global strategy: use the same basic approach in all foreign markets
Competitor Analysis 
A competitor analysis is a detailed analysis of a firm’s competition. It helps a firm understand the positions of its major competitors and the opportunities that are available to obtain a competitive advantage in one or more areas.
· Direct competitors, indirect competitors, and future competitors are the three groups of competitors a new firm faces
· Successful competition demands that a firm understand its competitors and the actions they may take in the future. Future Competitors: companies that are not yet direct or indirect competitors but could move into one of these roles at any time
· Sources of competitive intelligence: There are a number of ways a firm can ethically obtain the information it seeks to have about its competitors including attending conferences and tradeshows, purchasing competitor products, studying their websites, Google email alerts, and talking to customers about what motivated them to buy your product opposed to the competitor 
· A competitive analysis grid is a tool for organizing the information a firm collects about its competitors This grid can help a firm see how it stacks up against its competitors, provide ideas for markets to pursue, and identify its primary sources of competitive advantage

Nontraditional Barriers to entry 
· Strength of management team – If start-ups put together a world-class management team. It may give potential rivals 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 existing industry, the name recognition the start-up establishes may create a formidable barrier to entry. 
· Passion of management team and employees – If the key employees are highly motivated by its unique by its unique culture, are willing to work long hours because their belief in what they are doing, and anticipate large financials gains through stock options, this is a combination that cannot be replicated by a larger firm, Think of the employees of a biotech firm trying to find a cure for a disease. 
· Unique business model – If a start up is able to construct a unique business model and establish a network of relationships that make the business model work this setoff advantages creates a barrier to entry. 
· Internet domain name – Some Internet domain names are so  “spot on” in regard to a specific product or service that they give a start up a meaningful leg up In terms of e-commerce opportunities. 
· Inventing a new approach to an industry and executing the idea in an exemplary fashion – If a start up invests a new approach to an industry and executes it in an exemplary fashion, these factors create a barrier to entry for potential imitators 



























































CHAPTER 8 – Assessing a new ventures financial strengths and viability 

Chapter Objectives
1. Learn about the importance of understanding the financial management of an entrepreneurial firm.
2. Identify the four main financial objectives of entrepreneurial firms.
3. Describe the process of financial management as used in entrepreneurial firms.
4. Explain the difference between historical and pro forma financial statements.
5. Describe the different historical financial statements and their purpose. 
6. Discuss the role of forecasts in projecting a firm’s future income and expenses.
7. Explain the purpose of pro forma financial statements. 

Financial Management
Financial Management
· Financial management deals with two things: raising money and managing a company’s finances in a way that achieves the highest rate of return.
· Chapter 10 focuses on raising money.  This chapter focuses primarily on:
· How a new venture tracks its financial progress through preparing, analyzing, and maintaining past financial statements.
· How a new venture forecasts future income and expenses by preparing pro forma (or projected) financial statements.
The financial management of a firm deals with questions such as the following on an ongoing basis:
· How are we doing? Are we making or losing money?
·  How much cash do we have on hand?
·  Do we have enough cash to meet our short-term obligations?
·  How efficiently are we utilizing our assets?
·  How do our growth and net profits compare to those of our industry peers? 
·  Where will the funds we need for capital improvements come from?
·  Are there ways we can partner with other firms to share risk and reduce the amount of cash we need?
·  Overall, are we in good shape financially?

Financial Objectives of a Firm- LO2
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Financial Objectives of a Firm
Profitability- Is 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. However, a firm must become profitable to remain viable and provide a return to its owners.
Liquidity - Is 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- Is how productively a firm utilizes its assets relative to its revenue and its profits. Southwest Airlines, for example, uses its assets very productively.  Its turnaround time, or the time its airplanes sit on the ground while they are being unloaded and reloaded, is the lowest in the airline industry.
Stability Is the strength and vigor 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.

The Process of Financial Management Importance of Financial Statements- LO3
· To assess whether its financial objectives are being met, firms rely heavily on analysis of financial statements, forecast and budgets. 
· A financial statement is a written report that quantitatively describes a firm’s financial health.  
· The income statement, the balance sheet, and the statement of cash flows are the financial statements entrepreneurs use most commonly.
Forecasts
· Are an estimate of a 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 cost of goods sold and other expenses.

Budgets
· Are itemized forecasts of a 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 ratios helps a firm determine whether it is meeting 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.
The Process of Financial Management- LO3
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Historical Financial Statements
· Reflect past performance and are usually prepared on a quarterly and annual basis
· Publicly traded firms are required by the SEC to prepare financial statements and make them available to the public. 
Pro Forma Financial Statements
· Are projections for future periods based on forecasts and are typically completed for two to three years in the future. Pro forma financial statements are strictly planning tools and are not required by the SEC.
Income statement - reflects the results of the operations of a firm over a specified period of time. It records all the revenues and its expenses for the given period and shows whether the firm is making a profit or is experiencing a loss. 
 	-  Net sales - total sales minus allowances of returned goods and discounts 
	- Cost of sales - direct cost 
	-Operating expenses 
Balance sheet - is a snapshot of the company’s assets, liabilities and owners equity at a specific point in time. 
The major categories of assets listed on a balance sheet are the following: 
· Current assets- includes cash plus items that are readily convertible to cash, such as accounts receivable, marketable securities, and inventories. 
· Fixed assets- are assets used over a longer time frame, such as real estate, buildings, equipment, and furniture. 
· Other assets- are miscellaneous assets, including accumulated goodwill. 
The major categories of liabilities on a balance sheet is the following: 
· Current liabilities - include obligations that are payable within a year, including accounts payable, accrued expenses, and the current portion of long term debt. 
· Long term liabilities- include notes or loans that are repayable beyond one year, including liabilities associated with purchasing real estate, buildings and equipment. 
· Owners equity- in the equity invested in the business by its owners plus the accumulated earnings retained by the business after paying dividends. 

Statement of cash flows - Summarizes the changes in a firm’s cash position for a specified period of time and details why the change occurred. The statement of cash flows is divided  in three parts from which a firm obtains and uses cash: 
· Operating activities - included net income ( or loss ) depreciation and changes in current assets and current liabilities other than cash and short term debt. 
· Investing activities - include the purchase, sale or investment in fixed assets, such as real estate, equipment and buildings. 
· Financing activities - include cash raised during te period by borrowing money or selling stock and or cash used during the period by paying dividends, buying back outstanding stock or buying back outside bonds. 
Comparing a firms financial results to industry norms helps a firm determine how it stacks up against its competitors and if there are any financial “red flags” requiring attention. - this works well with firms of a similar size, so the results should be interpreted with caution by new firms. 

Importance of Keeping Good Records
Ratio Analysis
The most practical way to interpret or make sense of a firm’s historical financial statements is through ratio analysis, as shown in the next slide.
Comparing a Firm’s Financial Results to Industry Norms
Comparing a firm’s financial results to industry norms helps a firm determine how it stacks up
against its competitors and if there are any financial “red flags” requiring attention.

Forecasts- The analysis of a firm’s historical financial statements is followed by the preparation of forecasts.  Forecasts are predictions of a firm’s future sales, expenses, income, and capital expenditures.
· A firm’s forecasts provide the basis for its pro forma financial statements.
· A well-developed set of pro forma financial statements helps a firm create accurate budgets, build financial plans, and manage its finances in a proactive rather than a reactive manner.
Sales Forecast
A sales forecast is a projection of a firm’s sales for a specified period (such as a year).
It is the first forecast developed and is the basis for most of the other forecasts. 
· A sales forecast for a new firm is based on a good-faith estimate of sales and on industry averages or the experiences of similar start-ups.
· A sales forecast for an existing firm is based on (1) its record of past sales, (2) its current production capacity and product demand, and (3) any factors that will affect its future product capacity and product demand.
· Regression analysis – a statistical technique used to find relationships between variables for the purpose of predicting future values. 

Forecast of Costs of Sales and Other Items
· Once a firm has completed its sales forecast, it must forecast its cost of sales (or cost of goods sold) and the other items on its income statement.
· The most common way to do this is to use the percentage-of-sales method, which is a method for expressing each expense item as a percentage of sales.
· If a firm determines that it can use the percent-of-sales method and it follows the procedures described in the textbook, then the net result is that each expense item on its income statement will grow at the same rate as sales (with the exception of items that can be individually forecast, such as depreciation).

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 pro forma financial statements helps a firm rethink its strategies and make adjustments if necessary.
The preparation of pro forma financials is also necessary if a firm is seeking funding or financing.  
Types of Pro Forma Financial Statements
Pro forma income statement – Forecast future income and expenses. 
Pro forma Balance sheet – provides the firm a sense of how its activities will affect its ability to meet short-term liabilities and how its finances will evolve over time. 
Pro forma statement of cash flows- shows the projected flow of cash flow into and out of the company during a specific period. 

Ratio 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 work is completed so the firm can get a sense of how its projected financial performance compares to its past performance and how its projected activities will affect its cash position and its overall financial soundness. 















Chapter 10 - Getting financing and funding 

Chapter Objectives 
1. Describe the importance of financing for entrepreneurial success.  
2. Explain why most entrepreneurial ventures need to raise money during their early life.
3. Identify and describe the three sources of personal financing available to entrepreneurs.
4. Identify and explain the three steps involved in properly preparing to raise debt or equity financing.
5. Explain the three most important sources of equity funding that are available to the entrepreneurial firm.
6. Chapter Objectives
7. Describe common sources of debt financing entrepreneurial firms use.
8. Describe several creative sources of financing entrepreneurial firms may choose to use.
 
The Importance of Getting Financing or Funding
The 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. 
 To understand the different ways of getting funding and financing and to get access to the right amount of capital needed to make to company successful. 
Why Most New Ventures Need Funding?
There are three reasons most new ventures need to raise money during their early life.
1. Cash flow challenges  Inventory must be purchased, employees must be trained and paid, and advertising must be paid before cash is generated from sales. 
2. Capital investment The cost of buying real estate, building facilities, and purchasing equipment typically exceeds a firms ability to provide funds for these needs on its own. 
3. Lightly product development cycles.  Some products are underdevelopment for years before they generate earnings. The up front cost often exceeds a firm’s ability to fund these activities on its own. 
Sources of Personal Financing
· Personal Funds- The vast majority of founders contributes personal funds, along with sweat equity, to their ventures. Sweat equity represents the value of the time and effort that a founder puts into a new venture.
· Friends and Family- Friends and family are the second source of funds for many new ventures.
· Bootstrapping
A third source of seed money for a new venture is referred to as bootstrapping. Bootstrapping is 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 of Bootstrapping Methods:
· Buy used instead of new equipment 
· Coordinate purchases with other businesses
· Lease equipment instead of buying 
· Obtain payments in advance for customers 
· Minimize personal expenses 
· Avoid unnecessary expenses, such as lavish office space or furniture 
· Buy items cheaply, but prudently, through discount outlets or online auctions such as eBay rather than at full price stores. 
· Share office space or employees with other businesses 
· Hire interns. 

Preparing to raise debt or equity financing
Step 1- Determine precisely how much money is needed 
Step 2 – Determine the most appropriate type of financing or funding 
· Equity financing – Means exchanging partial ownership of a firm, usually in the form of stock, in return for funding. (Angel investors, private placement, venture capital, and IPO.  
· Debt financing- is getting a loan. 
	
Step3 – Develop a strategy for engaging potential investors or bankers. 
1. Lead entrepreneurs in a new venture should prepare an elevator speech (or pitch)- a brief, carefully constructed statement that outlines the merits of a business opportunity. 
2. Develop a strategy for engaging potential investors or bankers is more deliberate and requires identifying and contacting the best prospects. 
a. First the new venture should carefully assess the type of financing or funding is likely to qualify for [personal funds, friends and family, bootstrapping, , debt financing(loan) equity (Angel investors, private placement, venture capital, and IPO.)]
b. List all potential n=bankers or investors. 
3. Prepare a completed business plan and make a presentation of the plan if requested. 

Sources of equity
Business Angels
Are 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 angel investors in the U.S. has increased dramatically over the past decade. Business angels 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 that have the potential to grow 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. 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 called 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. A distinct difference between angel investors and venture capital firms is that angels tend to invest earlier in the life of a company, whereas venture capitalists come in later.   
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. 
Corporate venture capital- similar to venture capital except that the money comes from corporations that invest in start-ups related to their areas of interest. 

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.
Reason Firms go public 
· Is a way to raise equity capital to fund current or future operations 
· Raises a firms public profile, making it easier to attract high-quality customers and business partners. 
· Is a liquidity event that provides a means for a company’s investors to recoup their investment. 
· Creates a form of currency that can be used to grow the company via acquisitions.
· 
Sources of Debt Financing
Commercial 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 Loans 
The SBA Guaranteed Loan Program.Approximately 50% of the 9,000 banks in the U.S. 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 7(A) Loan Guarantee Program is the most notable SBA program available to small businesses. 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-ups, they should not be dismissed as a possible source of financing. 

Other Sources of Debt Financing

Vendor Credit Also known as trade credit is when a vendor extends credit to a business in order to allow the business to buy its products and/or services up front but defer payment until later.
Factoring Is a financial transaction whereby a business sells its accounts receivable to a third party, called a factor, at a discount in exchange for cash.
Merchant Cash Advance Type of loan in which the lender provides a business a lump sum of money in exchange for a share of future sales that covers the payment plus fees. Online firms at an escalated interest rate arrange these types of loan.
Peer-to-Peer Lending Is a financial transaction that occurs directly between individuals or peers.
Online firms such as Funding Circle, Lending Club, and Dealstruck facilitate the loans.  

Creative Sources of Financing or Funding
Crowdfunding
Crowdfunding is the practice of funding a project or new venture by raising monetary contributions from a large number of people (the “crowd”) typically via the Internet.
Two Types of Crowdfunding Programs
1. Rewards-based crowdfunding allows entrepreneurs to raise money in exchange for some type of amenity or reward. The most popular rewards-based crowdfunding sites are Kickstarter, Indiegogo, and RocketHub.  
2. Equity-based crowdfunding helps businesses raise money by tapping individuals who provide funding in exchange for equity in the business. The catalyst for the advent of equity-based crowdfunding was the JOBS Act, which was passed in April 2012.It appears that equity-based crowdfunding will be confined to entrepreneurs raising money from accredited investors. Equity-based crowdfunding sites include FundersClub, Crowdfunder.com, and Circle Up. 
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 SBIR and the STTR programs 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 for the grants are provided on each agency’s Web site. The SBIR is a three-phase program, meaning that firms that qualify have the potential to receive more than one grant to fund a particular proposal. Historically, less than 15% of all Phase I 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 generated as the result of the grant initiative.
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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.
· The full spectrum of grants available is listed at www.grants.gov.
· Be careful of grant-related scams.

Strategic Partners
Strategic partners are another source of capital for new ventures. 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. 
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Chapter 13 –Preparing and evaluating the challenges of growth. 
Chapter Objectives

1. Explain the term sustained growth 
2. Describe how firms can properly prepare for growth.
3. Discuss the six most common reasons firms pursue growth.
4. Explain the importance of being able to manage the stages of growth.
5. Describe the challenges of firm growth, particularly those of adverse selection and moral hazard.


Explain the term-sustained growth – growth in both revenues and profits over a sustained period of time. 

Three Things a Business Can Do to  Prepare for Growth 

1. Appreciating the nature of the business growth 
a. Important Realities
i.  Not all businesses have the potential to be aggressive growth firms.
ii.  A business can grow too fast.
iii.  Business success doesn’t always scale.
2. Staying committed to a core strategy – A firm’s core strategy is largely determined by its core competencies. Or what it does particularly well. 
a. It is important that a business not lose sight of its core strategy as it prepares to grow.
b.  If a business becomes distracted or starts pursuing every opportunity for growth that it’s presented, it can easily stray into areas where it’s at a disadvantage.
3. Plan for growth 
a. A firm should establish growth-related plans.
b.  Writing a business plan greatly assists in preparing growth plans.
c.  It’s also important for a firm to determine, as soon as possible, what its growth strategies will be.
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Reasons for Growth 

1. Economies of scale – occurs when increasing product lowers the average cost of each unit produced.

2. Economies of scope – occurs when the scope ( or range) of a firm’s operations creates efficiencies- creating different product using the same raw materials 

3. Market leadership – Occurs when a firm holds the numbers one or the number two position in an industry or niche market in term of sales volumes. 


4. Influence, Power and Survivability – larger businesses usually have more influence and power than smaller firms. 

5. Accommodate the growth of key customers – Sometimes firms are compelled to grow to accommodate the growth of a key customer. 


6. Attract and retain talented employees- Growth is a firm’s primary mechanism to generate promotional opportunities for employees. 



Managing Growth 
It’s important for a business owner to know the stages of growth, along with the unique opportunities and challenges that each stage entails.


Stages of Growth 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1. Introduction
a. 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.

2. Early Growth
a. 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.

3. Continuous Growth
a. 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.


4. Maturity
a. 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’s existing product mix, the “next generation” of products should be developed.

5. Decline
a. It is not inevitable that a business enter the decline stage. Many American businesses have long histories and have adapted and survive over time. A business’s ability to avoid decline hinges on the strength of its leadership and its ability to adapt over time.

Challenges of Growth

1. Managerial Capacity 
· Firms are collections of productive resources that are organized in an administrative framework. As a firm goes about its routine activities, it recognizes opportunities to grow. The problem with this scenario is that firms are not always prepared or able to grow, because of limited “managerial capacity.”

· A Firm’s Administrative Framework
· A firm’s administrative framework 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 (or managerial capacity) 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 can’t grow. 
· The reason a firm can’t quickly increase its managerial services (to take advantage of new product or service ideas) is that it 
· Is expensive to hire new employees
· It takes time for new hires to be socialized into the culture of a firm
· 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 and service opportunities, the subsequent bottleneck is referred to as the managerial capacity problem. 
· Additional Challenges As a firm grows, it is faced with the dual challenges of adverse selection and moral hazard.
· Adverse selection means that as the number of employees a firm needs increases, it becomes increasingly difficult for the firm to find the right employees, place them in appropriate positions, and provide adequate supervision.
· Moral hazard means that as a firm grows and adds personnel, the new hires typically do not have the same ownership incentives as the original founders, so the new hires may not be as motivated as the founders to put in long hours and may even try to avoid hard work. 


Basic model of firm growth 
[image: ]












Impact of the Managerial Capacity Problem
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2. Day-to-Day Challenges of Growing a Firm
1. Cash flow management – A firm requires an increasing amount of cash as it grows to serve its customers and to meet its payroll and cover its other short-term liabilities. 

2. Price stability- If growth comes at the expense of a competitors market share, a price war can set in. This is why its important to start a business by selling a differentiated products to a clearly defined target market. 

3. Quality control- An increase in a firm activity can result in quality control issues if a firm is not able to increase its resources to handle the extra work. 

4. Capital constraints – are en ever-present problem for growing firms. It  is typically the most prevalent in the early growth and continuous growth stages of the organizational life cycle. 

 


Chapter 14- Strategies for firm Growth 
This chapter discusses the most common strategies firm use to grow. The growth strategies are divided into internal and external.  
1. Internal Growth Strategies: Involve efforts taken within the firm itself, such as new product development, other product-related strategies, and international expansion

2. External Growth Strategies: Rely on establishing relationships with third parties, such as mergers, acquisitions, strategic alliances, joint ventures, licensing, and franchising
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INTERNAL 
Internal: The distinctive attribute of internally generated growth is that a business relies on its own competencies, expertise, business practices, and employees. Internally generated growth is often called organic growth because it does not rely on outside intervention. However when a company enters the middle and later stages of its life cycle, sustaining growth strictly through internal means become challenging, and the concern is the company will “hit the wall”. 
Advantages and Disadvantages of Internal Growth Strategies
Advantages
· Incremental, even-paced growth: They can adjust to changing environmental conditions. 
· Provides maximum control: allow to maintain control of the quality of their products vs a collaborative form of growth in joint ventures. 
· Preserves organizational culture: there is no clash of culture with other companies. 
· Encourages internal entrepreneurship: New ideas come from within the company. 
· Allows firms to promote from within: Powerful tool for employee motivation. 
Disadvantages
· Slow form of growth: not able to achieve economies of scale fast enough. In some industries they will not be able to remain competitive without the help of mergers and acquisitions. 
· Need to develop new resources: internal innovation is often slow, expensive and risky. 
· Investment in a failed internal growth strategy can be difficult to recoup: running the risk that a new product or service idea may not sell. 
· Adds to industry capacity: which can bring the industry profitability down, ex: when a restaurant chain grows geographically, it may bring industry profitability down by continuing to open new restaurants in an already crowded market. 
3 Internal Growth Strategies
1. New product development
2. Other product-related strategies
3. International expansion

1. New Product Development
· Involves the creation and sale of new products (or services) as a means of increasing firm revenues.
· In many fast-paced industries, new product development is a competitive necessity.
· For example, the average product life cycle in the computer software industry is 14 to 16 months. Therefore these companies must always have new products in their pipelines.
Keys to Effective New Product and Service Development
· Find a niche and fill it: Saturated markets should be avoided, ex: industries of appliances, credit cards and cell phones. These are crowded markets with low profit margins. 
·  Develop products that add value: products that add value to customers in some meaningful way. 
·  Get quality right and pricing right: If the quality of a product and its price are not compatible the product may fail and have little chance for recovery. If customers pay a high price for a product, they expect high quality. 
·  Focus on a specific target market: Opportunity to conduct a focused promotional campaign and select the appropriate distributors. 
·  Conduct ongoing feasibility analysis: Should continue even after the product is launched. The initial market response should be tested in focus groups and surveys, and incremental adjustments should be made when appropriate. 
* New product development can result in substantial rewards, it is a high-risk strategy. The key is developing innovative new products that aren’t simply “me-too” products that are entering already crowded markets. Successful new products can also provide sufficient cash flow to fund a company’s operations and provide resources to support developing additional products. Ex: Pharmaceutical products. 
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2. Other product-related strategies (4 types)
Improving an Existing Product or Service: Often a business can increase its revenues by simply increasing the quality of an existing product or service. Enhancing quality, making it larger or smaller, making it more convenient to use, improving its durability, or making it more up-to-date. Ex: iPhone. It is typically less expensive for a firm to modify an existing product, rather than develop a new one. 
Increasing Market Penetration: Increasing the sales of a product or service through greater marketing efforts or through increased production capacity. An increase in a product’s market share is typically accomplished by increasing advertising expenditures, offering sales promotions, lowering the price, increasing the size of the sales force, or increasing a company’s social media efforts. Ex: Proactive or Gift cards from retailers and restaurants. Increased market penetration can also occur through capacity or efficiency, which permits a firm to have a greater volume of product or service. This can occur by expanding a plant, or by outsourcing a portion of production. 
Extending Product Lines: Making additional variations of a product so it will appeal to a broader range of clientele. Advantage is that it doesn’t incur significant additional expense. Ex: Computers, different versions based on size, graphics and processor speed. Firm’s pursue product extensions as a way of leveraging their core competencies into related areas, ex: Zipcar, car sharing services for consumers started offering them to businesses. 
Geographic Expansion: Growth via expanding to additional geographic locations. Most common in the retail setting. Ex: McDonalds. Keys to successful geographic expansion: 1. Perform successfully in the initial location. 2. Establish the legitimacy of the business concept in the expansion locations. 3. Don’t isolate the expansion location (employees don’t get the proper attention and training from the HQ). 

3. International expansion
· Another common form of growth for entrepreneurial firms.
· International new ventures; are businesses that, from their inception, seek to derive significant competitive advantage by using their resources to sell products or services in multiple countries.
· Although there is vast potential associated with selling overseas, it is a fairly complex form of growth.
Evaluation a firm’s overall suitability for growth through international markets. 
· Management/Organizational Issues: Depth of management commitment, depth of international experience & interference with other firm’s initiatives. 
· Product and Distribution Issues: The firm must determine if the products are suitable for overseas markets and how will they be transported. 
· Financial and Risk Management Issues: Financing export operations (how will it be funded? How will the foreign customer pay?), Foreign currency risk (How will the firm manage the fluctuation in exchange rates?). 
Foreign-Market Entry Strategies (6 types) 
· Exporting
· Producing a product at home and shipping it to a foreign market. Relatively inexpensive way to become involved in a foreign market. But high transportation costs. 
· Advantages – Exporting Is a relatively inexpensive way for a firm to become involved In foreign markets. 
· Disadvantages- High transportation cost can make exporting uneconomical, particularly for bulky products. 
· 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. The licensee puts up most of the money. The foreign company may eventually break away and start producing a variation of the product on its own. 
· Advantages – The licenses puts up most of the capital needed to establish the overseas operation 
· Disadvantages – A firm in effect “ teaches” a foreign company how to produce its proprietary product. Eventually, the foreign company will probably break away and start producing a variation of the product on its own. 
· Joint Ventures
· Involves the establishment of a firm that is jointly owned by two or more otherwise independent firms. Gaining access to the foreign partner’s knowledge and local customs. But the firm losses partial control of its business operations. 
· Fuji-Xerox is a joint venture between an American and a Japanese company.
· Advantages- Gaining access to the foreign partners knowledge of local customs and market preferences. 
· Disadvantages – A firm loses partial control of its business operations. 

· Franchising
· An agreement between a franchisor (a company like McDonald’s Inc., that has an established business method and brand) and a franchisee (the owner of one or more McDonald’s restaurants). The Franchisee puts up the majority of the capital needed. But there are potential issues with quality control and therefore brand image. 
· Advantages – The franchisee puts up the majority of capital needed to operate in a foreign market 
· Disadvantages- Quality control 
· Turnkey Project
· A contractor from one country builds 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. Advantage is that it has the ability to generate revenue, however it is usually a one-time activity. 
· Advantages- Ability to generate revenue 
· Disadvantages – It is usually a one-time activity, and the relationships that are established in a foreign market may not be valuable to facilitate future projects. 
· Wholly Owned Subsidiary
· A company that has made the decision to manufacture a product in a foreign country and establish a permanent presence. This provides a firm total control over its foreign operations. But the cost of setting up and maintaining is high. 
· Advantages – Provides a firm total control over its foreign operations 
· Disadvantages- The cost of setting up and maintaining a manufacturing facility and permanent presence in a foreign country can be high. 
Selling Overseas - Rules of thumb 
· Answer requests promptly and clearly 
· All foreign inquiries must be well documented 
· Keep promises (freight timing etc) 
· All correspondence should be personally signed 
· Culturally adapt when communicating, politeness is Asian culture is especially important 
· For personal meetings, always send someone who is equally ranked

EXTERNAL 
4 External Growth Strategies
1. Mergers and Acquisitions
2. Licensing
3. Strategic Alliances
4. and Joint Ventures
5. Franchising (Chapter 15)
External Growth Strategies relies on establishing relationships with third parties. External growth strategies usually results in a more fast paced, collaborative approach towards growth, usually involves larger companies. Ex: Disney acquiring Pixar. Disney helped Pixar grow and enhance its ability to effectively compete in the marketplace. 

Advantages and Disadvantages of External Growth Strategies
Advantages
· Reducing competition: when acquiring the competition, also it establishes price stability. By eliminating the possibility of getting in a price war with at least one competitor. Reduce the amount of competition it experiences.  
· Gaining access to proprietary products or services: through an acquisition or alliance. 
· Gaining access to new products and markets: Growth through acquisition, alliances or franchising is a quick way for a firm to gain access to new products and markets. Licensing can also provide a firm an initial entry into a market. 
· Obtaining access to technical expertise.
· Gaining access to an established brand name: through acquisition of an older, more established company. 
· Economies of scale: When combining 2 or more firms. 
· Diversification of business risk: when in different industries. 
Disadvantages
· Incompatibility of top management: may clash and make the merger difficult. 
· Clash of corporate cultures: from different countries, resulting in frustration and subpar performance. 
· Operational problems: Their equipment and business processes may lack full compatibility. 
· Increased business complexity: when acquisition of businesses in different industries. 
· Loss of organizational flexibility: Acquisition with 1 firm may foreclose the possibility of another. 
· Antitrust implications: Laws that prohibit certain businesses to form alliances or acquisitions, resulting in a monopoly. Ex: RBC and BMO. 

1. Mergers and Acquisitions
· Mergers and Acquisitions
· A merger is the pooling of interests to combine two or more firms into one.
· An acquisition is the outright purchase of one firm by another.
· Purpose of Acquisitions 
· Acquiring another business can fulfill several of a company’s needs, such as:
· Expanding its product line.
· Gaining access to distribution channels.
· Achieving competitive economies of scale.
Finding an Appropriate Acquisition Candidate Key areas to focus on:
· Targets openness to acquisition 
· Strength of target’s management team, industry 
· Compatibility of firms 
· Targets past and projected financials 
· Likelihood of key employee retention 
· Identification of legal obligations 
The Process of Completing an Acquisition
[image: ]
Steps involved in an acquisition 
· Step 1: Schedule a meeting with the target firm’s executives 
· Step 2: Evaluate he feelings of the target firm’s executives about the acquisition 
· Step 3: Determine how to most appropriately finance acquisition 
· Step 4: Actively Negotiate with the target firm 
· Step 5: Make an offer if negotiations indicate that doing so is appropriate 
· Step 6: Develop a non-compete agreement with key target firm employees who will be retained 
· Step 7: Hire an attorney to prepare closing documents 
· Step 8: As soon as practical, meet with all employees to explain the acquisition 
· Step 9: Move forwards with the plan for adding the acquired firm to the organization 
2. Licensing
· 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 to a third party.
· Licensing Agreement
· The terms of a license are spelled out by a licensing agreement. Which is a formal contract between the licensee (the company purchasing the right) and licensor (who owns the Intellectual property)

There are 2 principal types of licencing: 
Technology Licensing: The licensing of proprietary technology that the licensor typically controls by virtue of a utility patent. Ex: 1 scenario is that 1 firm finds a non-competitor licence the technology to spread out the cost and risk involved. OR they pass along their technology since they are focused on other products. There is a lot of negotiations involved here, you want to make sure you find someone who has a good track record and will pay on time. 
Merchandise and Character Licensing: The licensing of a recognized trademark or brand that the licensor typically controls through a trademark or copyright. For example Harley-Davidson licenses its trademark to multiple companies for T-shirts, Jackets, collectibles etc.  Its important however to not trademark too widely, and to ensure its product categories are relevant to the company’s consumers. Also if done too broadly, the firm can lose control of quality.

3. Strategic Alliances
A strategic alliance is a partnership between two or more firms developed to achieve a specific goal.
Strategic alliances tend to be informal and do not involve the creation of a new entity (such as a joint venture) Participating in strategic alliances can boost a firm’s rate of product innovation and foreign sales.
2 most common forms of alliances:
Technological Alliances: Feature cooperation in R&D, engineering, and manufacturing. By pooling their complementary assets, they can typically bring a product to market faster and cheaper. 
Marketing Alliances: Typically match a company with excess distribution capacity with a company that has a product to sell.

4. Joint Ventures
· A joint venture is an entity created when two or more firms pool a portion of their resources to create a separate, jointly owned organization.
· 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 and one or more local partners.
2 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. Good vehicle to develop new products.
Link Joint Venture: Positions of the partners are not symmetrical, and the partners help each other access adjacent links in the value chain. Ex: Often happens between American and Canadian food companies 
Advantages and Disadvantages of Participating in Strategic Alliances and Joint Ventures
Advantages
· Gain access to a specific resource: such as capital, employees, production facilities. 
· Economies of scale.
· Risk and cost sharing.
· Gain access to a foreign market.
· Learning: opportunity to learn from partners. 
· Speed to market: capturing first-mover advantage. 
· Neutralizing or blocking competitors.

Disadvantages
· Loss of proprietary information: when partnering with a competitor. 
· Management complexities: doubling of management can become challenging to handle. 
· Financial and organizational risks: high risk of failure. 
· Risk becoming dependent on a partner: A power imbalance. 
· Partial loss of decision autonomy: joint-planning decisions. 
· Partners’ cultures may clash. 
· Loss of organizational flexibility: again establishing a partnership with one firm may close the possibility with another. 

























































Chapter 20- Intellectual property 

Intellectual Property: Is any product of human intellect that is intangible but has value in the marketplace. It is called “intellectual” property because it is the product of human imagination, creativity, and inventiveness.
· Not all ideas, information, or knowledge qualify as intellectual property: confidential information, trade secrets and what is commonly referred to as “know-how”, though they may be protected by law, are not regarded as form of property. 
The four most recognized form of intellectual property are patents, Trademarks, Copyrights, industrial design, there’s now a new type called integrated circuit Topography.
1. Patents: New inventions or any new and useful improvements of an existing invention 
Ex: Walkie Talkie, Insulin. Most famous Canadian patent; The SKI-DOO snowmobile (Bombardier) in 1937. Graham Bell invented the telephone, Bell Canada founded in 1880. 
2. Trade-marks: A word (or words), a design, or a combination of these used to distinguish the goods and services of one person or organization from those of others in the marketplace
Ex: BlackBerry, BeaverTails, The NIKE swoosh
3. Copyrights: is a form of intellectual property protection that grants to the owner of a work of authorship the legal right to determine how the work is used and to obtain the economic benefits from the work.
Ex: Recordings by the Tragically Hip, Book content 
4. Industrial Designs:  The visual features of shape, configuration, pattern or ornament (or any combination of these features) applied to a finished article made by hand, tool or machine.
Ex: Bombardier Snowmobile, Hockey Golie Mask 
Integrated Circuit Topography - New type of IP. 3-D configuration of electronic circuits embodied in integrated-circuit products or layout designs.
Ex: Canadarm (Mechanical arm) 
Administered by the Canadian Intellectual Property Office (CIPO). CIPO plays a key role in supporting Canada’s innovation and productivity by delivering and granting quality and timely IP rights.
Determining What Intellectual Property to Protect
1. Determine whether the intellectual property in question is directly related to the firm’s competitive advantage.
2. Decide whether the intellectual property in question has value in the marketplace. 
1. Patents
New inventions or any new and useful improvement of an existing invention. To be patentable, an invention must be all of the following:
· Novel: must be new, first in the world
· Useful: functional and operative
· Inventive: must show ingenuity and must not be obvious to someone of average skill in the field of invention

· Country specific 
· Gives the inventor exclusive property of the invention for 20 years 
· Must be granted from a governing body 

What can you patent?
Using a door lock as an example 
· A Product: a door lock
· A Composition: a chemical composition in lubricants for door locks
· An Apparatus: a machine for making door locks
· A Process: a method for making door locks
… or an improvement on any of these

*90% of patents are for improvements to existing patented inventions 

Business Method Patents (Special Utility Patent)
A business method patent is a patent that protects an invention that is or facilitates a method of doing business.
The most notable business method patents that have been awarded:
· Amazon.com’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.
Obtaining a patent 
· File and application to the governing body in each country 
· Complex procedure – patent agents are highly recommended 
· Detailed claims 
· Provisional patent 
· Reviewed and then approved or rejected 
· Yearly maintenance fee 

Only the inventor of a product can apply for a patent. If two or more people make an invention jointly, they must apply for the patent together.


Patent Infringement
Takes place when one party engages in the unauthorized use of another party’s patent.
The tough part (particularly from a small entrepreneurial firm’s point of view) is that patent infringement cases are costly to litigate.
A typical patent infringement case cost each side at least $500,000 to litigate.
Public interest 
· Patents create a monopoly for the inventor, since the right is granted for 20 years. 
· Scope of the claim cannot be too broad – to ensure only genuine inventions qualify. 
· Abuse of patent right – Protection from the Attorney general to protect when it is alleged that patent right are being abused, ex: hindering the creation of a new industry. 
· Compulsory licensing 
· Patent holders are required to exploit the patent or grant licenses to others to do so. A patentee cannot simply hold a patent for the purpose of blocking trade. 
· Competition law - In order to avoid large companies to buy patents simply to prevent competition.  


2. Trademarks
A word (or words), a design, or a combination of these used to distinguish the goods and services of one person or organization from those of others in the marketplace

· Trademarks can be used to uniquely identify a brand.
· A brand is a collection of perceptions in the mind of the consumer. 
· A trademark is a distinctive indicator which uniquely identifies a particular company, individual, or product/service.
 
Example:    [image: BlackBerry.png]        [image: Ski-Doo.png]       [image: Petro-Canada.png]

· The name of an established business is a valuable asset that forms part of the goodwill of the business. A trademark may be and frequently part of a business name, but the entire name is not itself a trademark. Example: “Ford” is a trademark of the Ford Motor Company. The full name is not trademarkable, common words such as “company” or “limited” are not trademarkable. 
· A business should investigate trademark protection and availability for its name before investing in them. Registration of a business name does not give a business the right to carry on a business under that name if to do so would infringe the trademark of some other business. 

Canada’s Trade-marks Act does not contain any marking requirements. However, you may have come across the following symbols used by trade-mark owners, namely, ® (registered), TM (trade-mark), MD (marque déposée) or MC (marque de commerce). The ® or MD are generally used to identify a registered mark.  The symbols TM or MC are generally used to identify an unregistered mark.
Trade-mark Protection: In today’s competitive global marketplace, branding often becomes the most important aspect of a business or an organization. 
Registering a trade-mark has important advantages in Canada:
·  It provides proof of ownership
·  It allows you to flag infringement under the Trade-marks Act 
·  It prevents others from adopting a similar trade-mark
·  It makes licensing your products and services easier
Protection of Trademarks:
	The common-law protects a trademark owner through the tort of passing off. Passing off is misrepresenting goods, services, or business in such a way as to deceive the public into believing that they are goods, services, or business of some other person. The main purpose is to protect the theft of goodwill – the benefit and advantage of the good name, reputation, and connections of a business. 
Following are the elements of the tort of passing off:
· The plaintiff’s goods, services, or business must enjoy a reputation that is of some value worth protecting
· The defendant must have misrepresented its goods, service, or business as those of the plaintiff. 
· There must either be actual confusion or a likelihood of confusion in the public’s mind between the goods, services, or business of the plaintiff and those produces or licensed by the defendant. 
· The plaintiff must suffer or be likely to suffer damage in consequence of the passing off. 

Requirements for Registration:
In order for a trademark to be registered, it must satisfy a number of conditions, In particular the mark must NOT be; 
· A word that is primarily merely the name or surname of an individual who is living or died with the past 30 days, however a person may continue to use her own name despite the existence of a registered trademark. 
· Clearly descriptive or deceptively mis-descriptive of the character or quality of the wares of services, or of their place of origin. 
· The name of any of the wares or services in connection with which it is used 
· Likely to be confused with another registered trademark
· A protected geography, Olympic, or Paralympic mark. 
· Selecting a suitable trademark is difficult; ideally the mark should be distinctive and eye-catching and should quickly be associated with the goods and service of its owner. However it must be original so that is does not offend or confuse with another mark. 
Registered Trademarks 
· Valid for 15 years 
· Renewable indefinitely 
· Must be in use 
· Exclusive rights throughout Canada 
· No further proof of ownership required 

3. Copyrights
A copyright is a form of intellectual property protection that grants to the owner of a work of authorship the legal right to determine how the work is used and to obtain the economic benefits from the work.
A work does not have to have artistic merit to be eligible for copyright protection. As a result, things such as operating manuals and sales brochures are eligible for copyright protection. 
Rights derived from any original literary, dramatic, musical or artistic work can be registered from the moment this work is created.
The Copyright Revision Act of 1976 governs copyright law in the United States. Work is protected as soon as created.
· Registration is not necessary, but is optional 
· Duration is life of the owner +50 years 

Limits to copyright 
· Cannot copyright an idea 
· Must be created before it can be protected 

Copyright is automatic upon creation. However, it’s a good idea to:
· Have your original work witnessed and dated
· Register your copyright
· Use proper marking for your copyright ©
· Document details of any collaboration in respect of the work
Protection is automatic upon creation of the work 
· Right to reproduce work 
· Right to perform or exhibit the work in public 
· Right to publish an unpublished work 
· Right to translate the work 
· Right to convert the work into another form 
· Right to make a recording or film of the work 
· Right to communicate the work by telecommunications 
· Right to authorize any of the above 

What is protected by a Copyright?
· Literary work: books, poetry, reference works, speeches, advertising copy, employee
· manuals, games, and computer programs. Even book character. 
· Computer software 
· Pantomimes and choreographic works
· Musical compositions: also include Derivative works, which are works that are new renditions of something that is already copyrighted, are also copyrightable.
· Dramatic work: play, comedy routine, newscast, movie, or television show.
· Pictorial, graphic, and sculptural work: photographs, prints, art reproductions, cartoons, maps, globes, jewelry, fabrics, games, technical drawings, diagrams, posters, toys, sculptures, and charts
Copyright Infringement
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. 
Downloading music illegally is copy right infringement. Copyright infringement costs the owners of copyrighted material an estimated $20 billion per year in the US alone. 
Current law permits limited infringement of copyrighted material. Consider fair use, which is the limited use of copyrighted material for purposes such as criticism, comment, news reporting, teaching, or scholarship.
· Ownership of copyright 
· Normally copyright belongs to the author/creator of the work 
· Multiple copyrights could exist in different parts of one complete work 
· Employers own works created by employees 



4. Industrial Designs
The visual features of shape, configuration, pattern or ornament (or any combination of these features) applied to a finished article made by hand, tool or machine.
Features, that appeal to the eye
· Design must be original
· Can be two-or-three-dimensional 
Designs, such as sunglasses, lamps are known for their visual appeal.
· Protection by registration 
· Exclusive rights for 5 years 
· Can be renewed for 5 additional years 
· Designs are registered with the commissioner of patents 

· Industrial Design, Trademarks 
· Industrial design may also be registered as trademarks and vice versa 
· Trademark protection is superior to ID 
· Not dependent upon registration 
· Not limited to 10 years 

5. Integrated Circuit Topographies (ICTs|)
3-D configuration of electronic circuits embodied in integrated-circuit products or layout designs.
Used in many technologies, such as:
· Computers
· Automobiles
· Pacemakers
· Industrial robots
· Cameras
· Spacecraft
· New technology = need for new laws 
· Plant breeders 
· Integrated circuits 
“new technology and the movement towards an increasingly knowledge-based economy and society are throwing up issues of such scale and significance that no part of the existing policy structure can remain unaffected” – Economic Council of Canada









Social Entrepreneurship 
Social entrepreneurship signals the imperative to drive social change, and it is that potential payoff, with its lasting, transformational benefit to society, that sets the field and its practitioners part. 
Entrepreneurial spirit – who identifies a commercial opportunity- whether a material =, product, service, or business, - and organizes a venture to implement it. 
“ The entrepreneur always searches for change, responds to it, and exploits it as an opportunity” 
Entrepreneurial characteristics 
· The entrepreneur is inspired to alter the unpleasant equilibrium 
· Once inspired by the opportunity and in possession of a creative solution, the entrepreneurship takes direct action. 
· Entrepreneurs demonstrate courage throughout the process of innovation, bearing the burden of risk and staring failure squarely if not repeatedly in the face. 
· Entrepreneurs posses the fortitude to drive their creative solutions through to fruition and market adoption. 
Shift to social entrepreneurship 
· The truth is that entrepreneurs are rarely motivated by the prospect of financial gain, because the odds of making lots of money are clearly stacked against them. 
· Both the entrepreneur and the social entrepreneur are strongly motivated by the opportunity they identify, pursuing that vision relentlessly, and driving considerable psychic reward from the process of realizing their ideas.
· The social entrepreneur aims for value in form of large-scale, transformational benefit that accrues either to a significant segment of society or to society at large not to create substantial profit to its investors. 
What distinguishes social entrepreneurship is the primacy of social benefit. 
Social entrepreneurship has the following 3 components: 
1. Identifying a stable but inherently unjust equilibrium that causes the exclusion, marginalization of sufferings of a segment of humanity that lacks the financial means or political clout to achieve any transformative benefit on its own. 
2.  Identifying an opportunity in this unjust equilibrium, developing a social value proposition, and bringing to bear inspiration, creativity, direct action, courage, and fortitude, thereby challenging the stables state’s hegemony
3. Forging a new, stable equilibrium that releases trapped potential or alleviates the suffering of the targeted group, and through imitation and the creation of a stable ecosystem around the new equilibrium ensuring a better future for the targeted group and even society at large.  
Social service provision – They are direct in nature of action and the outcome is in existence. E.g. building a school for children. 
Social Activism – attempts to create change through indirect action, by influencing others. Activism can yield substantial improvements to existing systems and even result in a new equilibrium, but the strategic nature of the action in distinct in its emphasis on influence rather than on direct action. 
[bookmark: _GoBack]Social entrepreneurship signals the imperative to drive social change, and it is that potential payoff, with its lasting, transformational benefit to society, that sets the field and its practitioners part. It has a direct nature of action and builds a new equilibrium which is created and sustained over time. E.g Grameen Bank 
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