Chapter 1 – Introduction to Entrepreneurship
Entrepreneurship: The process of pursuing opportunities without regard to the resources one controls for the purpose of exploiting a future product/service. Typically requires:
· Drive
· Creativity
· Willingness to take risks
	Conceptualization of entrepreneurship at firm level

	Position
	Entrepreneurial Firms 
	Conservative Firms 

	Entrepreneurial Intensity & Position on Continuum
	Proactive
	Take a more wait and see approach 

	
	Innovative
	Less Innovative

	
	Risk taking 
	Risk Averse 



Why do people become entrepreneurs?
· To become their own boss:
· Long-time ambition to own their own firm
· Fed up with regular day job
· Better to start first time in order to determine if new business is really something that they like, and to grow customer list until sufficient to be profitable full-time.
· To pursue their own ideas:
· Naturally alert individuals
· When an idea/opportunity is recognized, they want to see it realized
· Employees in conservative firms who are left with good ideas that are left unfulfilled
· To pursue financial rewards:
· Usually secondary motif
· Doesn’t usually live up to its hype
Characteristics of successful entrepreneurs
	Characteristics
	Description

	Passion for the business 
	Belief that business will positively influence people’s lives 

	Product/ customer focus 
	Most entrepreneurs are craftspeople at heart 

	Tenacity despite failure
	Ability to persevere through setbacks and failures, regardless if 1st of 100th attempt

	Execution intelligence 
	Fashion  a solid business idea into a viable business 









5 Common myths about entrepreneurs
	Myth 
	Fact 

	Entrepreneurs are born not made
	· Everyone has potential to become an entrepreneur
· Function of environment, life experiences and personal choices
· Common trains and characteristics

	Entrepreneurs are gamblers (high risk takers)
	· Moderate risk takers
· Jobs are less structured→ face more uncertainties
· High achievers with high goals →associated to risk taking  

	Entrepreneurs are motivated primarily by money
	· Rarely the reason they start a new firm 

	Entrepreneurs must be young and energetic
	· Spread out over age ranges 
· Investors focus on experience, maturity, reputation and track record 

	Entrepreneurs love the spotlight
	· Some are flamboyant; majority do not attract public attention



Changing Demographics of Entrepreneurs
· Business owner increases in 
· Women 
· Minority
· Senior
· Young 
Types of start-up firms
	Type
	Description

	Salary-Substitute
	Provides owner similar income level to what would be earned in conventional job

	Lifestyle 
	Provides owner opportunity to pursue particular lifestyle and make a living at it 

	Entrepreneurial 
	Bring new products/services to market by creating/seizing opportunities regardless of current resources



Impact of Entrepreneurial Firms
	Type
	Description

	Economic
	· Innovation → process of creating something new 
· Job Creation → small business create majority of new jobs an annual basis

	Society
	· New product & services to make people’s lives easier 

	Large Firms  
	· Producing products to help larger firms become more efficient and effective



Entrepreneurial Process 
· Deciding to become an entrepreneur
· Developing successful business ideas
· Moving from an idea to an entrepreneurial firm 
· Managing and growing the entrepreneurial firm 

Chapter 2 – Recognizing Opportunities and Generating Ideas
Opportunities vs. Ideas
· Opportunity: Favourable set of circumstances that creates a need for a new product/service/business
· Essential qualities of an opportunity:
· Attractive
· Timely
· Durable
· Anchored in product/service that creates or adds value to the end user

· Entrepreneurs:
· Recognize problem/opportunity gap and creates a business to solve/fill
· Common mistake is to pick an existing product/service and build a business around a slightly better version of it
· Idea: thought, notion, or impression
Three way to identify opportunities:
· Observing trends → Important to distinguish from fads – PEST ANALYSIS
	TREND 
	DESCRIPTION 
	EXAMPLE

	ECONOMIC FORCES 
	· Help determine areas for new start-ups and what to avoid
	Weak economy favors start-ups that help consumers save money

	SOCIAL FORCES
	· Alter how people/business behave and set priorities
· Opportunities to accommodate changes 
	Aging population, increased diversity, increasing focus on wellness & health 

	TECHNOLOGICAL ADVANCES
	· Often creates business opportunities
· Once created, products often emerge to advance it 
	Computer industry, internet, biotechnology, digital photography

	POLITICAL ACTION & REGULATORY CHANGES 
	· Provide basis for opportunity
· Company created to help others comply with law 
	Environmental protection laws → environmental focused law firms 



· Solving a problem 
· Simply involves noticing a problem and finding a way to solve it 
· Can be pinpointed through observing trends, using intuition, serendipity or change
· Many companies started by someone with a problem in their own life and using this as a business opportunity. 
· Finding gaps in the marketplace  → Potentially viable business opportunities
· Recognized when people get frustrated over not finding a product/service that they need, and other people feel the same way
· A related technique consist of taking an existing product/service and targeting a completely new marker; create gap and then fill it.


4 Personal Characteristics of the Entrepreneur
	Characteristics
	Description

	Prior Experience 
	· Helps recognize business opportunities 
· Working in industry allows individual to spot underserved market nice
· Allows building of network of social contacts 

	Cognitive Factors
	· Potentially innate skill – sixth sense to see missed opportunities 
· Entrepreneurial alertness – ability to notice things without engaging in deliberate search 

	Social Networks
	· Extent and depth of social network affects opportunity recognition
· Strong-tie relationship→ frequent interaction formed between likeminded people 
·  Weak-tie relationship → infrequent interaction, formed between casual acquaintances (best for new ideas)

	Creativity
	· Process of generating a novel or useful idea 
· Opportunity recognition is in part creative process 
1) Preparation → Background, experience, knowledge
2) Incubation → Considers idea, thinks about problem
3) Insight → “Eureka” moment, recognize opportunity
4) Evaluation → Analyzed for viability
5) Elaboration → Put into final form, business plan is written



Techniques for generating ideas
	Techniques
	Description

	Brainstorming 
	· Generate large numbers of ideas and solutions quickly, in a group of people
· No criticism, free-wheeling and leap-frogging encouraged, session should move quickly

	Focus Groups
	· Small group of people selected based on common characteristics relative to issue discussed 
· Overseen by moderator
· Useful in generating new business idea 

	Library and Internet Research
	· Browsing trade journals/industry reports can generate new ideas
· Access to industry reports and search engines

	Other
	· Customer Advisory Board → customers who meet regularly to discuss needs, wants, problems 
· Day in the life research → employees spend a day with a customer 



Encouraging development of new ideas:
· Focal point for ideas
· Designating specific person to screen them
· Idea bank (or vault) → to store ideas, only available to qualified employees
· Encouraging creativity at firm level
· The level to which a firm encourages creativity will affect the output of employees
Chapter 3 – Feasibility Analysis
Feasibility analysis: Process of determining whether a business idea is viable and worth pursuing
· Timing is key, conduct early on → purpose is to screen ideas 
· Assessment of potential business, not strictly a product/idea
· Primary research: collected by person completing analysis
· Secondary research: probes data that has already been collected
	Component 
	Purpose 
	Sub-Component 
	Description

	Product/ Service Feasibility
	Appeal of product/service being proposed to see if this is what customers want
	Product/Service Desirability 
	1. Determine basic appeal of offering 
2. Administer concept test
a. Description of the product/service
b. The intended target market
c. Benefits of the product/service
d. Positioning relative to competitors
e. Description of managing team


	
	
	Product/Service Demand 
	1. Face to Face with potential customers 
2. Use online tools to assess demand 

	Industry/ Target Market Feasibility
	Appeal of industry and target market for proposed business
	Industry Attractiveness 
	· Young vs. old
· Growing vs declining
· Fragmented vs. concentrated
· Early in life cycle vs. late
· Selling products that customers must have vs. want to have
· High operating margins vs. low
· Not crowded
· Not dependent on low price of key raw materials

	
	
	Target Market Attractiveness
	Large enough for business but small enough to avoid competition

	Organization Feasibility
	Sufficient management expertise, organizational competence, and resources to successfully launch
	Management Prowess
	1. Passion about idea and business
2. Expertise and market knowledge

	
	
	Resource Sufficiency
	List 6 of 12 most critical non-financial resources needed→ if none, impractical to move forward 

	Financial Feasibility
	Preliminary financial assessment
	Total start up cash needed
	How much cash needed for first sale → prepare budget to anticipate capital purchases/expenses 

	
	
	Financial performance of similar business
	1. Consult detailed industry reports about trends and similar firms 
2. Observational research needed 

	
	
	Overall financial attractiveness of proposed venture 
	· Extent of business opportunity is positive based on estimate rather than actual performance 
· Steady growth; recurring revenues; reasonable income forecasts, internally generated funds 




Chapter 4 – Developing an Effective Business Model
Business Model 
· Firm’s plan for how it creates, delivers, and captures value for stakeholders 
· Integral to firm’s ability to succeed both in short and long term
	Business Model 
	Description 
	Examples 

	Standard
	existing plans/recipes firms can use to determine how they’ll create, deliver, and capture value for their stakeholders
	· Advertising → Provides advertisers access to highly targeted customer niches
· Auction → Synonymous with eBay
· Bricks and Clicks → Integrates online/offline presence
· Franchise → License trademark and way of doing things to other businesses
· Freemium → Basic free version + paid premium version
· Low-Cost → Relies on driving down costs
· Manufacturer/Retailer → Produces and sells products
· Peer-to-peer → Business acts as matchmaker for those seeking product/service and those offering (i.e. Airbnb)
· Razor and Blades → Sale of dependent goods for difference prices (i.e. razors at discount, blades at premium)
· Subscription → Pays a subscription fee
· Traditional retailer → Sells products/services made by others at a markup


	Disruptive
	rare, don’t fit the profile of a standard business model, and disrupt/change the way business is conducted within an industry
	· New market disruption → addresses a market that previously wasn’t served
· Low-end market disruption → Product/service is improved to the point where they’re better than a sizeable portion of their clientele needs/desires; offer simpler, cheaper, more convenient ways to do things




· New market disruption → addresses a market that previously wasn’t served
· Low-end market disruption → Product/service is improved to the point where they’re better than a sizeable portion of their clientele needs/desires; offer simpler, cheaper, more convenient ways to do things


The Barringer/Ireland business model template
· Business Model Canvas: 9 basic parts that show the logic of how a firm intends to create, deliver, and capture value for its stakeholders


	Attribute 
	Description 
	Sub-Category
	Description 

	Core Strategy
	Describes how firm plans to compete relative to competitors
	Business Mission
	Why business exists and what model is supposed to accomplish

	
	
	Basis of Differentiation
	What causes consumers to pick a company over another→ solves/satisfies need

	
	
	Target Market
	Place within large market segment representing customers with similar interests

	
	
	Product/Market Scope
	Defines products and markets in which company will concentrate→ start narrow

	Resources
	Inputs a firm uses to produce, sell, distribute, and service a product/service → must be difficult to imitate, find, substitute
	Core Competencies
	Specific factor/capability that supports firm and sets it apart from rivals → 2-3 listed

	
	
	Key Assets
	Asset firm owns that enable business model to work → physical, financial, IP, human 

	Financials
	Describes how firm’s business model earns money→ fundamental aspect
	Revenue Streams
	Describes ways in which firm makes it money

	
	
	Cost Structure
	· Cost driven vs. value driven
· Nature of business costs 
· Major cost categories

	
	
	Financing/Funding
	Identifying funding needed and where money will come from
· Capital costs 
· One-time expenses
· Provisions for ramp-up expenses

	Operations 
	Integral to a firm’s overall business model and represent day to day heartbeat of a firm
	Product/Service Production
	How products/services are produced → provide brief description of how it is  produced

	
	
	Channels
	How Products/services are delivered to customers → direct or intermediaries 

	
	
	Key Partners
	Reliance on key partners to perform important roles, if not enough resources



Chapter 5 – Industry and Competitor Analysis
Industry analysis
· Business research that focuses on potential of an industry
· Must answer 3 questions:
1) Is the industry accessible?
2) Does the industry contain markets that are ripe for innovation/are underserved?
3) Are there positions in the industry that will avoid some of the negative attributes of the industry as a whole?
· Must think about its position at both the company level and product/service level


Porter’s Five Forces model
· Framework to understand industry’s structure → comprised of forces that determine industry profitability
	Force 
	Attractive
	Unattractive 
	Description 
	Questions to Ask 

	Threat of New Entrants
	High Barriers
	Low Barriers
	Industry Barriers
· Economies of Scale
· Product Differentiation
· Capital requirement
· Access to distribution channels
· Cost disadvantage independent of scale
· Government policy
	What is industry’s barrier to entry?

	
	
	
	Entrepreneurial Barriers 
· Strength of management team 
· First mover advantage 
· Passion of management team and employees
· Unique business model 
· Internet domain name 
· Inventing new approach to an industry
	Can entrepreneurial firm create any additional barriers to entry?

	Supplier Power 
	Low Power 
	High Power 
	Suppliers are powerful when supplier
· Industry is dominated by few 
· Products have high switching costs 
· Products have few substitutes 
· Poses credible threat of forward integration 
	Do suppliers pose significant threat to firms in industry? 

	Buyer Power 
	Low Power
	High Power 
	Buyers are powerful when 
· Buyers purchases large relative to seller’s sales 
· Purchase accounts for significant fraction of industry sales 
· Buyer faces low switching costs 
· Products are undifferentiated 
· Buyer presents credible threat of backward integration 
	Who are buyers? 
Do they pose significant threat to firm?

	Threat of Substitutes 
	Low Threat 
	High Threat 
	Substitute product/services are 
· With similar function that limit prices firms can charge 
· Improving price/performance trade-offs relative to present 
· Not similar products withing an industry 
	What are trade-offs between substitutes? 
Are they viable?

	Competitive Rivalry
	Low Rivalry 
	High Rivalry
	Rivalry is assessed through 
· Number and balance of competitors 
· Degree of difference between products 
· Industry growth rate 
· Level of fixed costs 
	What is intensity of rivalry amongst competitors?



Identifying Key Success Factors 
· Things a company must do to be successful in industry 
· Should not be generic; specific to industry 

5 Industry types and opportunities they offer
	Industry
	Description
	Strategy / Opportunity

	Emerging
	Standard operating procedures have yet to be developed
	· First-mover advantage
· Barriers to entry are low
· No established pattern of rivalry

	Fragmented
	Large number of firms of approximately equal sizes
	· Opportunity to consolidate industry and become industry leader
· Geographic roll-up → Acquire similar firms located in different geographic areas

	Mature
	Experiencing slow or no increase in demand, numerous repeat customers, and limited product innovation
	· Process Innovation
· After-sale service innovation

	Declining
	Reduction in demand
	· Leadership strategy → Attempt to become dominant player
· Niche strategy → Focus on narrow segment of industry
· Cost reduction strategy → Achieving lower costs through process improvements

	Global
	Significant international sales
	· Multi-domestic strategy → Compete for market share country by country; product/service matches demands of local market
· Global strategy → Same basic approach in all foreign markets



Competitor analysis
	Competitor Type
	Description

	Direct
	Businesses offering identical or similar products 

	Indirect
	Businesses offering close substitute products 

	Future
	Businesses not yet in direct or indirect competition but could be at any time 

	Status Quo
	Toughest competitor – create meaningful value and sharp differentiation 


Purpose
· Understand behaviours, strategies and position of major competitors (competitive intelligence)
· Create competitive analysis grid to organize information collected 
· Identify gaps or opportunities through ideas for markets to pursue and primary sources of competitive advantage 
Chapter 8 – Assessing a New Venture’s Financial Strength and Viability
Financial management
· To pursue an opportunity and to turn that pursuit into a viable venture, entrepreneurs require financial capital.
· Financial management deals with this reality, they deal with two activities 
· Raising money 
· Managing a company’s finances in a way that achieves the highest rate of return. 

· Questions to be asked 
· 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? 
· Sources: 
· Internal → generated through earnings
· External → investors/lenders

	Financial Objectives of a Firm

	Profitability
	· A company’s ability to make profit 
· Firm needs to remain profitable over the longer-term

	Liquidity
	· A company’s ability to meet its short-terms obligations
· Firm can be profitable, but also needs to have cash to pay its short-term obligations

	Efficiency
	· How productively a firm utilizes its assets
· Can a company achieve 85% + asset utilization

	Stability
	· The overall health of the financial structure of the firm, particularly as it relates to its debt- to-equity ration 
· Firm needs to keep its debt in check 



Process of financial management
· Process of financial management includes the activities a firm takes to determine if its financial objectives are being met. Several documents are foundational to an entrepreneur’s efforts to assess the degree to which a firm’s financial objectives are being met. 
· Financial statement: written report that quantitatively describes financial health
· Forecasts: estimate of future expenses and income based on past performance, current circumstances, and future plans → new ventures base forecasts on estimate of sales and industry average
· Budgets: itemized forecasts of income, expenses, and capital needs
· Steps:
1) Preparation of historic financial statements 
· Income statement
· Reflects the results of the operations of a firm over a specified period of time. 
· Records all the revenues and expenses for the given period and shows whether the profit or experiencing a loss
· Balance sheet
· Snapshot of a company’s assets, liabilities and owner’s equity at a specific point in time.
· Statement of cash flows
· Summarizes the changes in a firm’s cash position for a specified period of time and details why the changed occurred. 
2) Forecasts are predictions of a firm’s future sales, expenses, income and capital expenditures
a. Forecast’s provide the basis for its pro forma financial statements
b. When developed effectively, provide the foundation for a firm to prepare its future oriented pro forma financial statements. 
3) Preparation of pro forma financial statements
4) Ongoing analysis of financial results: Ratio analysis, results vs. plans , results vs. industry norms
· Ratios:
· Return on assets =  net income/average total assets
· Return on equity = net income/average shareholders’ equity
· Profit margin = net income/net sales
· Current ratio = current assets/current liabilities
· Quick ratio = quick assets/current liabilities
· Debt ratio = total debts/total assets
· Debt to equity ratio = total liabilities/owner’s equity

Chapter 10 – Getting Financing or Funding
Why new ventures need funding
	Reason
	Justification

	Cash flow challenges
	· Inventory must be purchased 
· Employees must be trained and paid
· Advertising must be paid
· Burn rate → rate at which firm is spending its capital until it reaches profitability

	Capital Investments 
	· Cost of real estate, facilities, equipment typically exceeds firm’s ability to provide funds for these on own

	Lengthy Product Development Cycles 
	· Some products are developed for years before being able to generate earnings
· Upfront costs often exceed firm’s ability to fund these activities on own












Alternatives for Raising Money for a New Venture 
	Alternative 
	When to Use
	Method 
	Description 

	Personal Funds 
	Business has high risk with uncertain returns
· Weak cash flow 
· Low-moderate growth
·  High Leverage
·  Unproven management
	Sweat Equity
	Represents value of time and effort that founder puts into new venture

	
	
	Friends & Family 
	Usually second source of funds for many new ventures

	
	
	Bootstrapping 
	Reducing external financing need through creativity, ingenuity, thriftiness, cost cutting or any means necessary

	Equity Capital 
	Business offers a high return 
· Unique business idea
·  High growth
· Niche market
· Proven Management
	Business Angels 
	Individuals who invest their personal capital directly in startups 
· High income and wealth, educated, successful entrepreneur, invest locally
·  Investment of $10,000 – $500,000 
· Seek 30-40% annual growth

	
	
	Venture Capital (VC)
	Investment by VC firms in start-up/small business with high growth potential
· Fund fewer than business angels; seek “home run”  Invest later in life of business, and done so in “stages” (not all at once) 
·  Performing due diligence is key

	
	
	Initial Public Offering 
	First sale of stock to public; Mostly on NASDAQ (towards tech, biotech) Reasons to go public (4)
1. Raise equity capital    
2. Raise firm’s public profile 
3. Enable investors to cash out 
4. Growth using “authorized but unissued stock” for company acquisitions  

	Debt Financing 
	Business has low risk and more predictable return 

· Strong cash flow
·  Low leverage
· Audited financials
·  Good management
·  Healthy Balance Sheet
	Banks 
	Risk averse, therefore focused on firms which meet criteria under “when to use”

	
	
	SBA Guaranteed Loans
	Loans for small business not able to obtain credit elsewhere, useable for any legitimate business purpose

	
	
	Other 
	· Vendor credit→ postpone payment on good/service
·  Factoring→ Sell accounts receivable to third party
· Merchant cash advance→ Loan for future share of sales 
· Peer-to-peer lending→ Loan between individuals/peers

	Creative Sources 
	Additional source of funding for any business
	Grants/Programs
	Provides cash grants to entrepreneurs who are working on specific projects in specific areas

	
	
	Strategic Partners 
	Formed to share costs of product/service to gain access to particular resources, or facilitate speed to market

	
	
	Crowdfunding
	Funding project through contributions by large #people 
· Rewards-based Exchange money for type of amenity/reward
· Equity-based Exchange money for equity in business

	
	
	Leasing 
	Acquiring assets with very little/no down payment


Chapter 13 – Preparing for and Evaluating the Challenges of Growth
Preparing for growth
· Appreciating the nature of business growth
· Not all businesses have the potential to be aggressive growth firms → fastest growth are those who solve a significant problem or have a major impact on their customers’ productivity or lives
· A business can grow too fast → can stress a business financially and drain owners emotionally; must recognize when to put the brakes. A business can only grow as fast as its infrastructure allows
· Business success doesn’t always scale → individualized services often don’t grow or scale well. Example businesses that thrive in individualized customer service or businesses that promote quality over price.
· Staying committed to a core strategy
· Start by selling a product/service consistent with core strategy
· Successful businesses keep their heads down and do one thing particularly well
· Planning for growth
· Think ahead and anticipate type and amount of growth
· Revise business plans periodically
· Should determine its growth strategies 
· Measure company’s growth plans against your own goals and aspirations

	10 Warning Signs that a business is growing too fast 

	Borrowing Money to pay for routine operating expenses 

	Extremely tight profit margins 

	Over stretched staff

	Declining product quality 

	Email and text messages start going unanswered

	Customer complaints are up 

	Employees dread coming to work 

	Productivity is falling 

	Operating in a crisis mode becomes the norm rather than the exception 

	Those working with the business’s financial structure are starting to worry 



	Reasons for Growth

	Economies of Scale
	Occurs when increasing production it lowers the average of each unit produced – make use of unused resources 

	Economies of Scope 
	Occur when the scope or range of a firm’s operations creates efficiencies 

	Market Leadership
	When a firm holds the number one or two position in an industry or niche market in terms of sales volume

	Influence, Power and Survivability 
	Larger businesses usually have more influence and power than smaller firms
Less vulnerable to the loss of people’s participation or passion 

	Accommodate the Growth of Key Customers 
	Sometimes firms are compelled to grow to accommodate the growth of a key customer 

	Attract and Retain Talented Employees 
	Growth is a firm’s primary mechanism to generate promotional opportunities for employees. 
Talented employees want to work for firms that can offer growth opportunities 



	Stages of Growth

	
Introduction Stage
	· Start-up phase where a business determines what its strength and core capabilities are 
· Very hands on phase 
· Goal is to get off to a good start and gain momentum in the marketplace 
· Use this stage to test different concepts to find out what works 
· Challenge is to make sure initial product or service is right and to perfect the business model 
· Document what works and what doesn’t in this stage 
· Emphasis on flexibility 

	Early Growth Stage 
	· Characterized by increasing sales and heightened complexity 
· Capture market share and launch differentiated products/services 
· Two important things must happen for a business to be successful in this stage 
· Founder must start working on the business rather than in the business 
· Increased formalization must take place, and the business has to start developing policies and procedures. 

	Continuous Growth Stage 
	· Need for structure and formalization increases 
· Business will start developing related products and services 
· Toughest decisions take place in this stage 
· Can the owner of the business/current management team take the business to the next level?
· Smaller firms may be acquired 
· Most aggressively partnering with other firms 

	Maturity Stage 
	· Growth stalls (slows down)
· Focused more in managing efficiently than developing new products 
· To breathe new life, firm look for partnering, acquisitions or licensing deals 
· If new growth cannot be achieved through a firms existing product mix, the next generation of products should be developed 
· Must remain passionate 

	Decline Stage 
	· Not evitable that a business will enter the decline stage 
· Strength of leadership and ability to adapt over time may help a business avoid a decline phase 



	Challenges of Growth

	Managerial Capacity Problem 
	· As a firm goes about its routine activities, it recognizes opportunities to grow 
· Firms are not always prepared or able to grow, because of limited managerial capacity 
· Productive opportunity set → set of opportunities firm feels capable of pursuing
· Entrepreneurial services → generate new market, product and service ideas
· Managerial services → administer routine functions and facilitate profitable execution of new opportunities
· Managerial capacity problem → resources are insufficient to take on opportunities
· Adverse selection → as employee needs increase, harder to find the right employees
· Moral hazard → new hires don’t have the same advantages, may be less motivated and avoid hard work

	Day to Day challenges of growing a firm 
	· Cash flow management
· Need enough cash on hand to meet financial obligations
· Price stability
· Start business with differentiated product and defined target market to avoid price competitions
· Serve a different market than competitors and serve it well
· Quality control
· Plan for increased activity
· Capital constraints
· Ability to raise capital determines in part if growth plans can be achieved



Chapter 14 – Strategies for Firm Growth
	Internal Growth Strategies : involve efforts taken within the firms itself

	New Product Development (NPI)
	· Involves the creation and sale of new products or services as a means of increasing firms revenues 
· High-risk strategy
· Key → developing innovative products that aren’t “me too” products entering an already saturated market
· Find a need and fill it
· Develop product that adds value
· Get price and quality right → consumers will pay more for higher quality and accept lower quality for a lower price
· Focus on a specific target market
· Conduct ongoing feasibility analysis → focus groups, surveys

	Other Product Related Strategies 
	· Improve existing product/service
· Increases value and price potential
· Less expensive to modify existing product
· Increase market penetration
· Increase advertising
· Offer sales promos
· Lower pricing
· Increase sales force
· Increase social media efforts
· Increase capacity/efficiency
· Outsourcing
· Extending product lines
· Additional versions of same product to appeal to different clientele
· Related products to appeal to same clientele
· Geographic expansion
· Most common in retail
· Keys to successful geographic expansion:
· Perform successfully in initial location
· Establish legitimacy of business concept
· Don’t isolate expansion location

	International Expansion 
	· 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
· Selling overseas
· Answer requests promptly and clearly
· Replies (other than fax/email) should be communicated through some form of overnight delivery or airmail
· Set up file with lists of names from foreign inquiries
· Keep promises
· All correspondence should be personally signed
· Be polite, courteous, and respectful and avoid using business slang
· Personal meetings should be with people of equal rank
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International Expansion
· Emerging markets, four key countries 
· Brazil
· Russia
· India
· China 
· Why expand internationally?
· Increased Market Size 
· Return on Investment 
· Location Advantage
· Economies of Scale and Scope
· Increased Revenue, Earnings, Cost Savings, Growth Potential and competitive advantage. 
· Greater Market Opportunities 
· Access to a larger global market, emerging markets 
· Heightened domestic competition
· Potential for increased profitability
· Economies of scale and scope gains: productivity/efficiency, greater bargaining power, fixed costs spread
· Low cost sources for material and labour 
· Potential for grants, tax exemptions and subsidies
· Facilitated Access
· Low cost access to global clientele via internet
· Less trade barriers
· Assistance from Federal/Provincial governments 
· Global Economy Key Trends
· Disintegrating borders 
· Growing cross-border trade and investment 
· Rise of global products and global customers
· Internet and IT
· Privatizations
· New competitors in the world market
· Rise of global standards of quality and production 
· Corporate social responsibility and ethics
· International Expansion Risks
· Economic Risks 
· Exchange rate exposure fluctuations 
· Hard vs. soft currencies 
· Differences in prevailing wage rates and efficiency
· Protection of patents and intellectual property
· Political Risks	
· Related to instability in national governments, potential of war (civil or international)
· Potential to nationalization of firm’s resources 
· Management Issues 
· Cultural, experiences, coordination, integration 


	International Entry Modes

	Type of Entry 
	Characteristics 

	Exporting (Direct or Indirect)
	Easiest way to sell in an international market. Low cost, low control. Direct or indirect through agents 

	Licensing, Franchising 
	Low cost, low risk, little control, lower returns

	Strategic Alliances 
	Shared costs, shared resources, shared risks, problems of integration.

	Foreign Direct Investment – Mergers and Acquisitions 
	Quick Access to new market, high cost and risk, complex negotiations, problems of merging with domestic operations 

	Foreign Direct Investment – Green Field Investments 
	Complex, often costly, time consuming, high risk , maximum control, potential for above-average returns. 



	Internal Growth Strategies

	Advantages
	Disadvantages

	Incremental, even paced growth
Allows to continually adjust to changing environmental conditions to fine-tune its strategies over time.
	Slow form of growth
In some industries slow growth does not allow a firm to develop competitive economies of scale fast enough.

	Provides maximum control
Allows a firm to maintain control over the quality of its products and services during the growth process.
	Need to develop new resources
Require a firm to be innovative and develop new resources, typically slow, expensive and risky

	Preserves organizational culture
Firms emphasizing internal growth are not required to blend their organizational culture with another organization. Venture can grow under the auspices of a clearly understood unified corporate culture.
	Investment in a failed internal growth
Run the risk that a new product or service idea may not sell, making it difficult to recoup the development cost the firm incurred.

	Encourages internal entrepreneurship
Firms that grow via internal growth are looking for new ideas from within the business rather than from outsiders.
	Strategy can be difficult to recoup

	Allows firms to promote from within
Firms emphasizing internal growth strategies have the advantage of being able to promote from within their own organizations.
	Adds to industry Capacity
Some internal growth strategies add to industry capacity and this can ultimately help force industry profitability down.
Ex. Opening a restaurant chain in an already crowded market.



	Top 10 Reasons New Products Fail

	Target Market is not defined correctly 

	Product is not positioned effectively 

	Product’s benefits are not understood by the target customer 

	Product doesn’t address important customer needs 

	Product is seen as incomplete, or it requires too many ancillary services or other pre-requisites 

	Product costs too much or the total cost of ownership is out of line with perceived benefits 

	Sales and marketing efforts are not focused and aligned 

	Sales cycles are longer than expected 

	The company is under investing in marketing and sales efforts 

	Target market is smaller than originally projected or product is to far ahead of the market 






	External Growth Strategies : rely on establishing relationships with third parties 

	Mergers and Acquisitions 
	· Mergers → pooling of interests to combine 2+ firms into one
· Acquisitions → outright purchase of one firm by another
· Acquiring another business can fulfill several of a company’s needs 
· Expanding its product line 
· Gaining access to distribution channels 
· Achieving competitive economies of scale 
· Steps in acquisition
1) Schedule meeting with target firm’s executives → both firms should have legal representation
2) Evaluate feelings of the target firm’s executives
3) Determine how to finance acquisition → should be financially prepared to complete transaction
4) Actively negotiate → obtain all necessary consents/approvals
5) Make offer → must be reviewed by attorneys and CPAs, determine how payment will be structured
6) Develop non-compete with key target firm employees who will be retained
7) Hire attorney to prepare closing documents
8) Meet with all employees to explain acquisition
9) Move forward with plan
· Key areas to focus on when acquiring:
· Target firm’s openness to the idea of being acquired
· Strength of management team, industry
· Compatibility with management team and corporate culture
· Past and projected financial performance
· Likelihood of retaining key employees and customers
· Legal complications
· Protection of intellectual property


	Strategic Alliances and Joint Ventures  
	· Strategic alliance → partnership to achieve common specific goal, informal
· Technological Alliances 
· Cooperation in R&D, engineering and manufacturing

· Marketing Alliances 
· Match a company with excess distribution capacity with a company that has a product to sell 
· Joint venture → partnership to create separate jointly owned organization
· Scale Joint Venture 
· Partners collaborate at a single point in the value chain to gain economies of scale in production or distribution 
· Link Joint Venture
· Positions of the partners are not symmetrical and the partners help each other access adjacent links in the value chain

	Licensing 
	· Granting of permission to use specific form of its intellectual property under clear defined conditions
· Any IP a company owns that is protected by a patent, trademark, copyright can be licensed to a third party.
· Types of licensing 
· Technology licensing
· Licensing of proprietary technology that the licensor typically controls by virtue of a utility patent 
· Merchandise and Character Licensing
· Licensing of a recognized trademark or brand that the licensor typically controls through a trademark or copyright. 


	Franchising 
	




	External Growth Strategies

	Advantages
	Disadvantages

	Reducing Competition
Competition is reduced when a firm acquires a competitor. 
	Incompatibility of top management
Top management of the firms making the implementation of the initiative difficult.

	Gaining Access to proprietary products/services 
Motivated by a desire on the part of one firm to gain access to the proprietary property of another 
	Clash of corporate cultures 
Could result in frustration and subpar performance

	Gaining access to new products and markets
Quick way for a firm to gain access to new products and markets
	Operational Problems 
Equipment and business processes may lack full compatibility

	Obtaining access to an established brand name
Acquiring an older business to gain access to its trademark and name recognition
	Increased business complexity
Acquire a business not similar in industry, can increase dependency on acquired brands, reducing the firm’s ability to maintain a unique identity in the marketplace. 

	Obtaining access to technical expertise
	

	Economies of Scale 

	Loss of organizational flexibility
Acquiring or establishing a partnership with one firm may result in not being able to establish a partnership with another.

	Diversification of business Risk
Principal driving forces behind all forms of collaboration or shared ownership is to diversify business risk.
	Anti-trust implications




	Strategic Alliances and Joint Ventures 

	Advantages
	Disadvantages

	Gain Access to a specific resource
	Loss of proprietary info 

	Economies of Scale
	Management complexities  

	Risk and Cost Sharing 
	Financial and Organizational Risks 

	Gain access to a foreign market
	Risk becoming dependent on a partner 

	Learning
	Partial loss of decision autonomy

	Speed to Market
	Partner’s cultures may clash 

	Neutralizing or blocking competitors
	Loss of organizational flexibility












Chapter 20 – Intellectual Property
	Aspect
	Description
	Key Notes

	Patent 
	Used to protect creation of innovative and new goods or methods 
	· Grants monopoly on production of good 
·  Only as good as its claim (what is disclosed) 
·  Must register for and takes time to put in place 
· Utility – 20 years 
· Design – 14 years 
· Plant – 14 years 

	Copyright 
	Used to protect any type of artistic work (written, audio, video) must be tangible 
	· Need something original to apply for
·  Writing Software code applies under copyright 
· Free to register for and is immediate 
· Other must pay you royalties to use the work
·  Valid for life of owner + 70 years (after death)

	Trademark
	Used to identify brand and make link between it and product 
	· More based on customer (less creativity) 
·  More popular the company, more brand equity you have 
· Can register based on product 
· Valid for 10 years, renewable indefinitely
· Certification mark, collective mark, service mark 

	Trade Secret
	Refers to formulas/recipes of goods produced by company 
	No limited time in trade secret  Depends on how long company wants to protect information  Use for something that cannot be patented

	Industrial Design 
	Used to protect aesthetic design of a product
	 Can be registered as Trademark and vice versa  Exclusive rights for 5 years, renewable for another 5 years  Does not protect against others creating same product  



Model of Successful Family Owned Business (FOB) Succession 
	Secrets of Successful Family Business 

	Each generation grows up around the company, takes responsibility for the family fortune and is driven to exceed the previous generation’s performance 

	A company run by a small family group can make decisions faster than corporations with large bureaucracies 

	Family firm demand, and reward, loyalty in employees. They resist layoffs and provide better benefits 

	Family companies reinvest more in their business. They put their profits into expansion, research and development or new markets rather than dividends

	Family ownership of large blocks of shares gives members incentive to keep management in line and knowledge of the company outsiders lack




	Family Business Pros & Cons

	Advantages 
	Disadvantages 

	Long Term Orientation
	Costly family infighting

	Shared values, beliefs and vision
	Succession drama 

	Greater independence of action
	Confusing organization

	Greater resilience in hard times 
	Nepotism 

	Less bureaucratic and impersonal
	Spoiled kid syndrome

	Family culture as a source of pride 
	Requirement for non-family management

	Financial benefits 
	Financial Strain 

	Knowledge of the business
	Lack of objectivity



Formal Succession Process 
	Step
	Process
	Description

	Ground Rules & 1st Steps 
	Succession planning 
	Needs to be planned long in advance

	
	Shared Vision 
	Having shared vision of company’s future 

	
	Communicate rules 
	Establish time frame for succession & who forms selection committee

	
	Identification of candidates
	Identify who potential successors are? (family, external)

	
	Criteria for successor
	How exactly to make the selection

	Nurturing /Development of Successor(s)
	Establish Gaps 
	Determine what skills are missing

	
	Formal Development 
	1. Formal education & training
2. Apprenticeships
3. Career development 
4. Outside work experience

	Selection 
	Design legitimate process
	Be open and clear about criteria and process

	
	CEO/management selection 
	Who will be selected to manage and business operations 

	Transition Process & Transfer
	Incumbent phase out
	Set timeframe and process for transition

	
	Successor evaluation 
	Determine criteria and process for evaluating

	
	Transfer of Capital 
	Process and formal agreements(relating to partition of shares)



FOB factors to consider 
	Factor
	Reasoning

	FOB context
	· Board of Directors (composition and frequency)
· Strategy and organizational culture & design 
· Size, formalization & form of ownership
· Previous succession experiences 

	Incumbent
	· Relationship between incumbent and successor
· Incumbent motivation & willingness
· Incumbent personality & needs

	Successor 
	· Successor motivation (willing & committed)
· Successor abilities (decision making, experience, interpersonal skills)


Other factors to Consider
	Factor
	Reasoning

	Industry Context
	How have industry evolved & what type of management is needed? (Competitive structure, regulations…) 

	Social Context
	Cultural & social norms, estate division conventions, ethics, religion, laws

	Family Context
	· Family dynamics (type of relationships, values, openness…)
· Family influence on business decisions, commitment to business & importance of family funding
· Family council/meetings (frequency, mission, norms, rules, responsibilities, roles, privileges, rights)



Entrepreneurship vs. Social Entrepreneurship
Social Entrepreneurship
· Defined as any organization or business that uses market-oriented production and sale of goods and/or services to pursue a public benefit mission 
1. Addresses social problems or needs that are unmet by private markets or governments 
2. Is motivated primarily by social benefit 
3. Generally works with market forces
Components 
1.  Identifying stable but inherently unjust equilibrium that causes exclusion, marginalization, or suffering of segment of humanity
2.  Identifying opportunity in unjust equilibrium, developing social value proposition, thus challenging stable state’s hegemony
3. Forging new, stable equilibrium that releases trapped potential or alleviates suffering of targeted group
Forms of Social Entrepreneurship
	Form 
	Focus 
	Nature of Action 
	Outcome

	Social Entrepreneur
	Takes direct action and generates new and sustained equilibrium
	Direct 
	New Equilibrium created and sustained

	Social Activist
	Influences others to generate new and sustained equilibrium
	Indirect 
	New equilibrium created and sustained 

	Social Service Provider
	Takes direct action to improve outcomes of current equilibrium 
	Direct 
	Extant system maintained and improved 



Landscape of Social Entrepreneurship
· Includes following 6 categories 
1. Starting new product/service 
2. Expanding new product/service 
3. Expanding existing activity for new group of people 
4. Expanding existing activity for new geographic area
5. Acquiring an existing business 
6. Partnership or merger with existing business
Social Entrepreneur  7 psychological attributes 
	Attributes 
	Description 

	Innovativeness
	Develop new ideas to meet specific challenges

	Achievement Oriented
	Set personal goals and track progress

	Independence 
	Highly self-reliant and like working alone on their goal

	Sense of Control over Destiny
	Rarely see themselves as victims of their own environment

	Low Risk Aversion
	Creative at finding ways to mitigate risk

	Tolerance of Ambiguity
	Particularly comfortable with situations that are not clear-cut

	Community Awareness and Social Concern 
	See value in social rewards



4 distinct Entrepreneurial Types 
	Type 
	In Entrepreneurship
	In Social Entrepreneurship

	Personal Achiever
	Innovates autonomously
	Look to start social ventures

	Super Salesman
	Innovates through service to others
	Usually found in fundraising and innovate in ways they find donors

	Real Manager
	Manager from within an established organization
	Takes established social enterprises to new heights

	Expert Idea Generator
	Relies on expertise and creativity for innovation
	Make it possible to meet social missions in new and innovative ways


[bookmark: _GoBack]
image1.png
External
Internal Strategies
Strategies

New Product
development

Other product-
related strategies

Expansion





