CHAPTER 1
THE ENTREPRENEURIAL MIND: CRAFTING A PERSONAL ENTREPRENEURIAL STRATEGY

ACHIEVING ENTREPRENEURIAL GREATNESS
· Importance of timing 
· Terry Matthews 
· “Don’t be boring, do something… make a mark, don’t be part of the living dead. I don’t think I’m stubborn; I just focus on the task at hand and do what it takes. Persistence is the single most important thing for success” 
· Boyd Cohen
· “Young, entrepreneurial firms can contribute towards a more sustainable society through innovation”
· Bullfrog
· Delivering environmentally responsible electricity to the powergrids in Ontario and Alberta 
· They’re hoping to turn a profit and improve the planet
· An entrepreneur creates the culture in his or her own new venture (these ideals are at the very heart of the difference between good and great entrepreneurs and the enterprises they create

LEADERSHIP AND HUMAN BEHAVIOUR
· Behavioral scientists, venture capitalists, investors, and entrepreneurs share the opinion that the eventual success of a new venture will depend a great deal upon the talent and behavior of the lead entrepreneur and of his or her team 
· Leadership = extraordinarily complex subject depending more on the interconnections among the leader / the task / the situation
· Numerous ways of analyzing human behavior that have implications in the study of entrepreneurship 
· People are motivated by three principal needs:
· The need for achievement = the need to excel and for measurable personal accomplishment
· The need for power = the need to influence others and to achieve an “influence goal”
· The need for affiliation = the need to attain an “affiliation goal” where the goal is to build a warm relationship with someone else and/or to enjoy a mutual friendship
· The prototypical entrepreneur has a high need for achievement and power and a low need for affiliation
RESEARCH
· A study of entrepreneurs revealed that “those who like to plan are much more likely to be in the survival group than those who do not
· “Get-rich-quick” entrepreneurs  the visionary who participates in the day-to-day routine to achieve a long-term  objective and who is generally passionate and not exclusively profit-oriented
· Entrepreneurial attitudes:
· Ability “to activate vision”
· A willingness to learn about and invest in new techniques
· Be adaptable
· Professional attitude
· Be patient
· Be interested in business
· Business = “a way of life”
· A number of respondents believed that the ability to conceptualize their business and do strategic planning would be of growing importance, particularly when thinking five years ahead 
· A consulting study by McKinsey & Co. of medium-size growth companies confirms that the CEOs of winning companies were notable for three common traits: perseverance, a builder’s mentality, and a strong propensity for taking calculated risks 

CONVERGING ON THE ENTREPRENEURIAL MIND
DESIRABLE AND ACQUIRABLE ATTITUDES, HABITS, AND BEHAVIORS
· Many successful entrepreneurs have emphasized that while their colleagues have initiative and a take-charge attitude, are determined to persevere, and are resilient and able to adapt, it is not just a matter of personality; it’s what they DO that matters most
· While not all attitudes, habits, and behaviors can be acquired by everyone at the same pace and with the same proficiency, entrepreneurs are able to significantly improve their odds of success by concentrating on those that work, by nurturing and practicing them, and by elimination, or at least mitigating, the rest  
· Three attributes to success (21 entrepreneurs):
· The ability to respond positively to challenges and learn from mistakes
· Personal initiative
· Great perseverance and determination 
· The “fit” concept argues that what is required in each situation depends on the mix and match of the key players and how promising and forgiving the opportunity is, given the founder’s strengths and shortcomings 
SIX DOMINANT THEMES
 A consensus has emerged around six dominant themes

Commitment and Determination
· More important than any other factor
· Helps to overcome incredible obstacles and also compensate enormously for other weaknesses
· Almost without exception, entrepreneurs live under huge, constant pressures… first for their firms to survive start-up, then for them to stay alive, and, finally, for them to grow 
· Usually requires personal sacrifice 
· The desire to win does not equal the will to never give up
· The best entrepreneurs direct all their competitive energy toward the goal and toward their external competitors 
· If a task is unsolvable, an entrepreneur will actually give up sooner than others
· Although most entrepreneurs are extremely persistent, they are also realistic in recognizing what they can and cannot do, and where they can get help to solve a very difficult but necessary task 

Leadership
· Successful entrepreneurs are experienced, possessing intimate knowledge of the technology and marketplace in which they will compete, sound general management skills, and a proven track record
· These successful entrepreneurs are self-starters and have an internal locus of control with high standards 
· Entrepreneurial leadership paradigm:
· Three clear areas evolved from his study:
· The lead entrepreneur
· The venture team
· The external environment influences (exhibit 1.5, page 10)
· Successful entrepreneurs possess a well-developed capacity to exert influence without formal power
· Success comes when the entrepreneur is a mediator – a negotiator rather than a dictator 
· Entrepreneurs who create and build substantial enterprises actively build a team recognizing the reality that it is rarely possible to build a substantial business working all alone 


Opportunity Obsession
· Successful entrepreneurs are obsessed first with opportunity (not with the money, the resources, the contacts and networking, and not with the image or appearances)
· Entrepreneurs, in their best creative mode, are constantly thinking of new ideas for businesses by: 
· Watching trends
· Spotting patterns
· Connecting the dots to shape and mould a unique enterprise 
· Entrepreneurs realize good ideas come often, but good opportunities are few and far between (fortunately, a great deal is now known about the criteria, the patterns, and the requirements that differentiate the good idea from the good opportunity
· Time and again – even after harvesting a highly successful venture – lead entrepreneurs will start up another company
· Entrepreneur’s mind set: How to create it, shape it, mould it, or fix it so that the customer/end-user will respond: Wow!

Tolerance of Risk, Ambiguity, and Uncertainty
· Successful entrepreneurs are not gamblers; they take calculated risks
· They are willing to take a risk… but, in deciding to do so, they calculate the risk carefully and thoroughly and do everything possible to get the odds in their favor
· Entrepreneurs get others to share inherent financial and business risks with them 
· Entrepreneurs limited the risks they initiated by carefully defining and strategizing their ends and by controlling and monitoring their means
· They tailor the risks to what they saw the future to be 
· They manage risk by transferring it to others 
· Two surveys have suggested that very high levels of both satisfaction and stress characterize founders, to a greater degree than managers, regardless of the success of their ventures








Creativity, Self-Reliance, and Ability to Adapt
· Successful entrepreneurs believe that their accomplishments (and setbacks) lie within their own control and influence and influence and that they can affect the outcome
· They are dissatisfied with the status quo
· The entrepreneur has historically been viewed as an independent, highly self-reliant innovator, and champion (and occasional villain) of the free enterprise economy
· They willingly put themselves in situations where they are personally responsible for the success or failure of the operation
· Successful entrepreneurs are adaptive and resilient 
· They have an insatiable desire to know how well they are performing
· They realize that to know how well they are doing and how to improve their performance, they need to actively seek and use feedback
· These entrepreneurs often are described as excellent listeners and quick learners
· Entrepreneurs are not afraid of failing; rather, they are more intent on succeeding, counting on the fact that “success covers a multitude of blunders”
· Successful entrepreneurs learn from failure experiences 

Motivation to Excel
· Entrepreneurs are self-starters who appear driven internally by a stronger desire to compete against their own self-imposed standards and to pursue and attain challenging goals 
· Seeking out the challenge inherent in a start-up and responding in a positive way, noted by the entrepreneurs mentioned earlier, is achievement motivation in action
· These entrepreneurs have a low need for status and power, and they derive personal motivation from the challenge and excitement of creating and building enterprises
· Setting high but attainable goals enables entrepreneurs to focus their energies, be very selective in sorting out opportunities, and know what to say no to
· Having goals and directions also helps define priorities and provides measures of how well they are performing
· Successful entrepreneurs insist on the highest personal standards of integrity and reliability
· The best entrepreneurs have a keen awareness of their own strengths and weaknesses and those of their partners and of the competitive environment surrounding and influencing them

ENTREPRENEURIAL REASONING: THE ENTREPRENEURIAL MIND IN ACTION
· By understanding the attitudes, behaviors, management competencies, experience, and know-how that contribute to entrepreneurial success, one has some useful benchmarks for gauging what to do
· Successful entrepreneurs have a wide range of personality types
· Individual learning leads to group learning which leads to enterprise-level learning
· “There is no evidence of an ideal entrepreneurial personality. Great entrepreneurs can be either gregarious or low ke, analytical or intuitive, charismatic or boring, good with details or terrible, delegators or control freaks. What you need is a capacity to execute in certain key ways
· David Large’s definition of an entrepreneur:
· “Someone who stands up and says I’m going to make that happen!”
· “Seeing opportunities where others see problems”
· “Never accepting no for an answer”
· “Freedom to soar or sink”
· “Biting off more than you can chew”
· Successful entrepreneurs possess not only a creative and innovative flair, but also solid management skills, business know-how, and sufficient contacts 

THE CONCEPT OF APPRENTICESHIP
SHAPING AND MANAGING AN APPRENTICESHIP
· The more successful ones have made money for their employer before doing it for themselves
· Successful entrepreneurs are likely to have at least 8 to 10 years of experience 
· Having relevant experience, know-how, attitudes, behaviors, and skills appropriate for a particular venture opportunity can dramatically improve the odds for success
· Much of what an entrepreneur needs to know about entrepreneuring comes from learning by doing 

WINDOWS OF APPRENTICESHIP
· Age windows are especially important because of the inevitable time it takes to create and build a successful activity, whether it is a new venture or within another organization 
· Recently, it’s common for aspiring entrepreneurs to launch multiple ventures even before the first succeeds or fails
· Patience and perseverance to relentlessly pursue a long-term vision need to be balanced with the urgency and realism to make it happen
THE CONCEPT OF APPRENTICESHIP: ACQUIRING THE 50,000 CHUNKS
· Increasingly, research studies on the career paths of entrepreneurs and the self-employed suggest the role of experience and know-how is central in successful venture creation
· The ability to gain information and act on it is critical to an entrepreneur 
· One entrepreneur said: “Know what you know and what you don’t know”

ROLE MODELS
· “Family firms spawn entrepreneurs. Older generations provide leadership and role modeling. This phenomenon cuts across industries, firm size, and gender

MYTHS AND REALITIES
· Myths and realities about entrepreneurs (pp.19-20):
· Entrepreneurs are born, not made
· Anyone can start a business
· Entrepreneurs are gamblers
· Entrepreneurs want the whole show to themselves
· Entrepreneurs are their own bosses and completely independent
· Entrepreneurs work longer and harder than managers in big companies 
· Entrepreneurs experience a great deal of stress and pay a high price
· Start a business and fail and you’ll never raise money again
· Money is the most important start-up ingredient 
· Entrepreneurs should be young and energetic
· Entrepreneurs are motivated solely by the quest for the almighty dollar
· Entrepreneurs seek power and control over others
· If an entrepreneur is talented, success will happen in a year or two
· Any entrepreneur with a good idea can raise venture capital
· If an entrepreneur has enough start-up capital, he or she can’t miss
· Entrepreneurs are lone wolves and cannot work with others
· Unless you attained 700-plus on your GMAT and have an “A” average, you’ll never be a successful entrepreneur 

WHAT CAN BE LEARNED?
· Henry Mintzberg: “MBA classrooms overemphasize the science of management while ignoring its art”
· Practicing managers should be learning from their own experiences—from each other


CHAPTER 2
THE ENTREPRENEURIAL PROCESS

DEMYSTIFYING ENTREPRENEURSHIP
 Entrepreneurship is a way of thinking, reasoning, and acting that is opportunity obsessed, holistic in approach, and leadership balanced
· Entrepreneurship results in the creation, enhancement, realization, and renewal of value, not just for owners, but for all participants and stakeholders
· Typically, entrepreneurs devise ingenious strategies to marshal their limited resources
· Today, entrepreneurship has evolved beyond the classic start-up notion to include companies and organizations of all types, in all stages
· Entrepreneurship can occur – and fail to occur – in firms that are old and new; small and large; fast and slow growing; in the private, not-for-profit, and public sectors; in all geographic points; and in all stages of a nation’s development, regardless of politics 
· Very rarely is entrepreneurship a get-rick-quick proposition

CLASSIC ENTREPRENEURSHIP: THE START-UP
· The classic expression of entrepreneurship is the raw start-up company, an innovative idea that develops into a high growth company
· The ability to work as a team and sense an opportunity where others see contradiction, chaos, and confusion are critical elements of success
· Entrepreneurship also requires the skill and ingenuity to find and control resources, often owned by others, in order to pursue the opportunity

ENTREPRENEURSHIP IN POST-BRONTOSAURUS CAPITALISM: BEYOND START-UPS
· While large companies, like Nortel Network, shrink head count, new ventures add jobs
· As autopsy after autopsy was performed on failing large companies, a fascinating pattern emerged, showing, at worst, a total disregard for the winning entrepreneurial approaches of their new rivals and, at best, a glacial pace in recognizing the impending demise and the changing course





“PEOPLE DON’T WANT TO BE MANAGED. THEY WANT TO BE LED”
· A conclusion of a study of disruptive technologies:
· One of the most consistent patterns in business is the failure of leading companies to stay at the top of their industries when technologies or markets change. … But a more fundamental reason lies at the heart of the paradox: Leading companies succumb to one of the most popular, valuable management dogmas. They stay close to their customers. When they do attack, the [new] entrant companies find the established players to be easy and unprepared opponents because the opponents have been looking up markets themselves, discounting the threat from below

· One gets further insight into just how vulnerable and fragile the larger, so-called well-managed companies can become, and why it is the newcomers who pose the greatest threats
· The problem is that managers keep doing what has worked in the past: serving the rapidly growing needs of their current customers. The processes that successful, well-managed companies have developed to allocate resources among proposed investments are incapable of funneling resources in programs that current customers explicitly don’t want and whose profit margins seem unattractive

SIGNS OF HOPE IN A CORPORATE ICE AGE
-     One of the most exciting developments of the decade is the response of some       
       large, established corporations to the revolution in entrepreneurial leadership
· The e-generation has too many attractive opportunities in truly entrepreneurial environments
· Increasingly, we see examples of large companies adopting principles of entrepreneurship and entrepreneurial leadership in order to survive and to renew

METAPHORS
· Innumerable metaphors from other parts of life can describe the complex world of the entrepreneur and the entrepreneurial process






ENTREPRENEURSHIP = PARADOXES
· An opportunity with no or very low potential can be an enormously big opportunity
· Frequently, business plans rejected by some venture capitalists become legendary successes when backed by another investor
· To make money you have to first lose money
· A start-up, venture-backed company typically loses money, often $10 million or more, before sustaining profitability and going public, usually at least five to seven years later
· To create and build wealth one must relinquish wealth
· By rewarding and sharing the wealth with the people who contribute significantly to its creation, owners motivate stakeholders to make the pie bigger
· To succeed, one first has to experience failure
· It is a common pattern that the first venture fails; yet the entrepreneur learns and goes on to create a highly successful company
· Entrepreneurship requires considerable thought, preparation, and planning, yet is basically an unplannable event
· You need to make a habit of planning and reacting as you constantly re-evaluate your options, blending the messages from your head and your gut, until this process becomes second nature
· For creativity and innovativeness to prosper, rigor and discipline must accompany the process
· For years, hundreds of thousands of patents for new products and technologies lay fallow in government and university research labs because there was no commercial discipline 
· Entrepreneurship requires a bias toward action and a sense of urgency, but also demands patience and perseverance
· The greater the organization, orderliness, discipline, and control, the less you will control your ultimate destiny
· Overcontrol and an obsession with orderliness are impediments  to the entrepreneurial approach 
· Adhering to management best practice, especially staying close to the customer that created industry leaders in the 1980s, became a seed of self-destruction and loss of leadership to upstart competitors
· To realize LT equity value, you have to forgo the temptations of ST profitability 
· Building long-term equity requires large, continuous reinvestment in new people, products, services, and support systems, usually at the expense of immediate profits
· To thrive in this environment, one needs to be very adept at coping with ambiguity, chaos, and uncertainty, and at building management skills that create predictability

THE HIGHER POTENTIAL VENTURE: THINK BIG ENOUGH
· One of the biggest mistakes aspiring entrepreneurs make is strategic; they think too small
· Arthur Rock: “look for business concepts that will change the way people live or work”
· Remember, high potential ventures become high impact firms that often make the world a better place!
· Nolan Bushnell: “If you are not a millionaire or bankrupt by the time you are 30, you are not really trying”
· Amateur entrepreneurship is over; the professionals have arrived
· According to most studies, the age repartition of founders is:
· 25% are over 40 years old
· 50% are between 30-39
· 25% are under 25 years old

SMALLER CAN MEAN HIGHER FAILURE ODDS
· Most estimates place the failure rate for start-ups at 50% in the first few years
· Failure is the rule, not the exception
· One study reports:
· After year one, 71% of new ventures are still in business
· After year two, 58% are still in business
· After year three, 49% are still in business
· After five years, 37% are still in business
· After ten years, 23% of those original start-ups remain in business
· “Failure” may not always be the most appropriate term…
· There are instances where an entrepreneur chooses to get out (either to close it or sell it off)
· An idea may have run its course and no longer be viable (even after only one year)
· Often data are unable to capture businesses that de-register or change name
· Knowing the difference between a good idea and a real opportunity is vital
· “Creative destruction”  businesses fail, but entrepreneurs survive and learn
· The daunting evidence of failure poses two important questions for aspiring entrepreneurs…
· First, are there any exceptions to this general rule of failure, or are we faced with a punishing game of entrepreneurial roulette?
· Second, if there is an exception, how does one get the odds for success in one’s favor?

GETTING THE ODDS IN YOUR FAVOR
· Fortunately, there is a decided pattern of exceptions to the overall rate of failure among the vast majority of small, marginal firms created each year
· Most smaller enterprises that cease operation simply do not meet our notion of entrepreneurship

THRESHOLD CONCEPT
· Survival rates for new firms increase steadily as the firm size increases
· “Perceived satisfaction, cooperation, and trust between the customer and the organization [are] important for the continuation of the relationship. High levels of satisfaction, cooperation, and trust represent a stock of goodwill and positive beliefs which are critical assets that influence the commitment of the two parties to the relationship. Smaller organizations are found to be more responsive, while larger organizations are found to provide greater depth of service. … The entrepreneurial task is to find a way to either direct the arena of competition away from the areas where you are at a competitive disadvantage, or find some creative way to develop the required competency”

PROMISE OF GROWTH
· The definition of entrepreneurship implies the promise of expansion and the building of long-term value and durable cash flow streams as well
· Historically, two of every five small firms founded survive four years but few achieve growth during those first few years
· Odds of survival increase substantially for those enterprises that grow, and the earlier in the life of the business that growth occurs, the higher the chance of survival 








VENTURE CAPITAL BACKING
· Another notable pattern of exception to the failure rule is found for businesses that attract start-up financing from successful private venture capital companies
· As few as 1 percent of the venture-backed companies declare bankruptcy or become defunct
· These compelling data have led some to conclude a threshold core of 10 to 15 percent of new companies will become the winners in terms of size, job creation, profitability, innovation, and potential for harvesting (and thereby realize a capital gain)

PRIVATE INVESTORS JOIN VENTURE CAPITALISTS
· Entrepreneurs that have cashed out, harvesting their enterprises, by the tens of thousands have become “angels” as private investors in the next generation of entrepreneurs 
· Private investors are in search of the high potential, higher growth ventures
· Unlike the venture capitalists, however, private investors are not constrained by having to invest so much money in a relatively short period that they must invest it in minimum chunks of $3 million to $5 million or more 

FIND FINANCIAL BACKERS AND ASSOCIATES WHO ADD VALUE
· One of the most distinguishing disciplines of these higher potential ventures is how the founders identify financial partners and key team members
· They surround themselves with backers who can add value to the venture through their experience, know-how, networks, and wisdom

OPTION: THE LIFESTYLE VENTURE
· For many aspiring entrepreneurs, issues of family roots and location take precedence
· Accessibility to a preferred way of life, whether it is access to skiing, hiking, music, surfing, canoeing, a rural setting, the mountains, can be more important than how large a business one has or the size of one’s net worth






THE TIMMONS MODEL: WHERE THEORY AND PRACTICE COLLIDE IN THE REAL WORLD

INTELLECTUAL AND PRACTICAL COLLISIONS WITH THE REAL WORLD
· Core principle: In every quest for greater knowledge of the entrepreneurial process and more effective learning, there must be intellectual and practical collisions between academic theory and the real world of practice

VALUE CREATION: THE DRIVING FORCES
· It is opportunity driven
· It is driven by a lead entrepreneur and an entrepreneurial team
· It is resource parsimonious and creative
· It depends on the fit and balance among these
· It is integrated and holistic
· It is sustainable 
*These are the controllable components of the entrepreneurial process that can be assessed, influenced, and altered

CHANGE THE ODDS: FIX IT, SHAKE IT, MOULD IT, MAKE IT 
· The driving forces underlying successful new venture creation are illustrated in exhibit 2.5 (page 45)
· The business plan provides the language and code for communicating the quality of the three driving forces of the Timmons Model and of their fit and balance
· In the entrepreneurial process depicted in the Timmons Model, the shape, size, and depth of the opportunity establishes the required shape, size, and depth of both the resources and the team
· In essence, the entrepreneur’s role is to manage and redefine the risk –reward equation – all with an eye towards sustainability
· Since part of the entrepreneur’s legacy is to create positive impact without harming the environment, the community, or society, the concept of sustainability appears as the underlying foundation in the model








The Opportunity
· Successful entrepreneurs and investors know that a good idea is not necessarily a good opportunity
· An important skill for an entrepreneur or an investor is to be able to quickly evaluate whether serious potential exists, and to decide how much time and effort to invest 
· We build our understanding of opportunity by first focusing on market readiness: the consumer trends and behaviors that seek new products or services
· Once these emerging patterns are identified, the aspiring entrepreneur develops a service or product concept and, finally, the service or product delivery system is conceived
· In short, the greater the growth, size, durability, and robustness of the gross and net margins and free cash flow, the greater the opportunity

Resources: Creative and Parsimonious
· One of the most common misconceptions among untried entrepreneurs is that you first need to have all the resources in place, especially the money, to succeed with a venture
· Thinking money first is a big mistake
· Money follows high potential opportunities conceived of and led by a strong management team 
· Bootstrapping is a way of life in entrepreneurial companies and can create a significant competitive advantage
· Doing more with less is a powerful competitive weapon

The Entrepreneurial Team
· Investors are captivated “by the creative brilliance of a company’s head entrepreneur… and bet on the superb track records of the management team working as a group”
· Clearly, a new venture requires a lead entrepreneur that has personal characteristics described in exhibit 2.8 (p.48)







Importance of Fit and Balance
· Rounding out the model of the three driving forces is the concept of fit and balance between and among these forces 
· Visually, the process can be appreciated as a constant balancing act, requiring continual assessment, revised strategies and tactics, an experimental approach
· By addressing the types of questions necessary to shape the opportunity, the resources, and the team, the founder begins to mould the idea into an opportunity, and the opportunity into a business

Strategic investors: (partners) … those who can fill gaps left by other members of the team
· They can greatly enhance the balance of the driving forces
· The create balance where imbalance exists
· Their role differs according to the needs of a venture 
· The fit issue can be appreciated in terms of a question: This is a fabulous opportunity, but for whom?
· How the unique combination of people, opportunity, and resources come together at a particular time may determine a venture’s ultimate chance for success

Importance of Timing
· Decisiveness in recognizing and seizing the opportunity can make all the difference
· Don’t want for the perfect time to take advantage of an opportunity; there is no perfect time

RECENT RESEARCH SUPPORTS THE MODEL
· Over nearly 4 decades, the model has evolved and been enhanced by ongoing research, case development, teaching, and experience in high potential ventures and venture capital funds

 Bottom line: the model, in its simple elegance and dynamic richness, harnesses what you need to know about the entrepreneurial process in order to get the odds in your favor 





CHAPTER 3
THE OPPORTUNITY: CREATING, SHAPING, RECOGNIZING, SEIZING

THINK BIG ENOUGH
· One of the big differences between the growth- and equity-minded entrepreneur and the traditional small owners is that the entrepreneur thinks bigger
· This is not to say that being big is all that matters
· A small business owner may judge their effort to be a success even if the business does not pass a certain size threshold
· There are examples of firms that remained small by staying within their objectives and remaining true to their strengths, resources, and capabilities or were limited by the scope of the opportunity 

OPPORTUNITY THROUGH A ZOOM LENS
· The opportunity recognition process is complex, subtle, and situational (at the time, in the market space, in relation to the investor’s other alternatives, etc.)
· The journey from idea to high potential opportunity is illusive, contradictory, and perilous

TRANSFORMING CATERPILLARS INTO BUTTERFLIES
· One to 10 out of 100 entrepreneurs create ventures that separate themselves from the pack.
· Scrutinized through our lens, these ventures reveal a highly dynamic, constantly molding, shaping, and changing work of art, rather than a product of a formula or a meeting of certain items on a checklist 
· It is in this shaping process that the best entrepreneurial leaders and investors add the greatest value to the enterprise and creatively transform an idea into a venture

NEW VENTURE REALITIES
 Fundamental realities:
· Most new ventures are works in process and not works of art; what you start out to do is not what you end up doing
· Most business plans are obsolete at the printer
· Onset Venture Partners found that 91 percent of portfolio companies that followed their business plans failed!
· Speed, adroitness of reflex, and adaptability are crucial. Keep your knees bent!
· The key to succeeding is failing quickly and recouping quickly, and keeping the tuition low
· Success is highly situational, depending on time, space, context, and stakeholders
· The best entrepreneurs specialize in making “new mistakes” only
· Starting a company is a lot harder than it looks, or you think it will be; but you can last a lot longer and do more than you think if you do not try to do it solo, and you don’t give up prematurely 

THE CIRCLE OF ECSTASY AND THE FOOD CHAIN FOR VENTURES
· These concepts enable the entrepreneur to visualize how the company building-investing-harvesting cycle works
· Understanding this cycle and the appetites of different suppliers in the capital markets food chain enables you to answer the questions for what reason does this venture exist and for whom? 
· Knowing the answers to these questions has profound implications for fundraising, team building, and growing and harvesting the company – or coming up short in any of these critical entrepreneurial tasks
· Knowing how capital suppliers and entrepreneurs think about the opportunity creation and recognition process, their search and evaluation strategies, and what they look for is a key frame of reference
WHEN IS AN IDEA AN OPPORTUNITY?
 Superior business opportunities have the following four fundamental anchors:
1. They create or add significant value to a customer or end-user
2. They do so by solving a significant problem, removing a serious pain-point, or meeting a significant want or need – for which someone is willing to pay a premium
3. They have robust market, margin, and moneymaking characteristics that will allow the entrepreneur to estimate and communicate sustainable value to potential stakeholders
4. They are a good fit with the founder(s) and management team at the time and marketplace – along with an attractive risk-reward balance

· To summarize: a superior opportunity has the qualities of being attractive, durable, and timely and is anchored in a product or service which creates or adds value for its buyer or end-user – usually by solving a very painful, serious problem


THE REAL WORLD
· The business environment in which an entrepreneur launches his or her venture cannot be altered significantly 
· Despite assumptions often made concerning social and non-profit organizations, they also are subject to market forces and economic constraints 
· Social and non-profit organizations are just as concerned with positive cash flow and generating sufficient cash flows, even though they operate in a different type of market than for-profit organizations
· For-profit businesses operate in a free enterprise system characterized by private ownership and profits 

SPAWNERS AND DRIVERS OF OPPORTUNITIES 
· In a free enterprise system, changing circumstances, chaos, confusion, inconsistencies, lags or leads, knowledge and information gaps, and a variety of other vacuums in an industry or market spawn opportunities
· An entrepreneur with credibility, creativity, and decisiveness can seize an opportunity while others study it
· Opportunities are situational
· Some conditions under which opportunities are spawned are idiosyncratic, while at other times they generalizable and can be applied to other industries, products, or services 
· Some of the most exciting opportunities have come from fields the conventional wisdom said are the domain of big business: technological innovation
· There can be exciting opportunities in ordinary businesses that might never get the attention of venture capital investors
· The revolution in microcomputers, management information systems (MIS), and computer networking had a profound impact on a number of businesses that had changed little in decades
· Technology and regulatory changes have profoundly altered and will continue to alter the way we conceive of opportunities 
· Creating changes through technical innovation (PCs, wireless telecommunications, Internet servers, software), influencing and creating the new rules of the game (airlines, telecommunications, financial services and banking, medical products), and anticipating the various impacts of such changes is central to recognizing opportunities 



SEARCH FOR SEA-CHANGES
· Think of the profound impact that personal computing, biotechnology, and the Internet have had on the past generation
· The great new ventures of the next generation will come about by the same process and will define these next great sea-changes 
· Breakthroughs in gene mapping and cloning, biotechnology, and nanotechnology and changes brought about by the Internet will continue to create huge opportunities for the next generation 

DESIRABLE BUSINESS/REVENUE MODEL METRICS
· You don’t have an entry strategy until you have said no to lots of ideas; ideas that just come to you aren’t usually opportunities; and the numbers don’t matter but the economics really do matter


THE ROLE OF IDEAS

IDEAS AS TOOLS
· Finding a good idea is the first step in process of converting an entrepreneur’s creativity into an opportunity 
· The importance of the idea is often overrated at the expense of underemphasizing the need for products or services, or both, that can be sold in enough quantity to real customers

· Further, the new business that simply bursts from a flash of brilliance is rare
· Usually a series of trial-and-error iterations, or repetitions, is necessary before a crude and promising product or service fits with what the customer is willing to pay
· As one entrepreneur expressed it: Perhaps the existence of business plans and the language of business give a misleading impression of business building as a rational process. But, as any entrepreneur can confirm, starting a business is very much a series of fits and starts, brainstorms and barriers. Creating a business is a round of chance encounters that leads to new opportunities and ideas, mistakes that turn into miracles





THE GREAT MOUSETRAP FALLACY
· In today’s changing world, if the idea has anything to do with technology, success is certain – or so it would seem
· The truth is that ideas are inert and, for all practical purposes, worthless
· Ideas are infinite but resources simply are not

CONTRIBUTORS TO THE FALLACY
· The portrayal in oversimplified accounts of the ease and genius with which such ventures as Xerox, Seagram’s, and Polaroid made their founders wealthy
· Inventors seem particularly prone to mousetrap myopia
· The tremendous psychological ownership attached to an invention or to a new product 
· Technical and scientific orientation (a desire to do it better) 

· Related to “doing it better” is the idea of doing it first
· Having the best idea first is by no means a guarantee of success
· However, there can be a liability – a painful downside – to being first (sometimes the first ones merely prove to the competition that a market exists to be snared)
· Therefore, unless having the best idea also includes the capacity to pre-empt other competitors by capturing a significant share of the market or by erecting insurmountable barriers to entry, first does not necessarily mean most viable 


PATTERN RECOGNITION

THE EXPERIENCE FACTOR
· Experience is vital in looking at new venture ideas
· Time after time, experienced entrepreneurs exhibit an ability to recognize quickly a pattern – and an opportunity – while it is still taking shape
· The recognition of patterns is a creative process that is not simply logical, linear, and additive but intuitive and inductive as well
· Recognizing ideas that can become entrepreneurial opportunities stems from a capacity to see what others do not – that one plus one equals three 



ENHANCING CREATIVE THINKING
· The notion that creativity can be learned or enhanced holds important implications for entrepreneurs who need to unlock imaginative solutions
· Social pressures may tend to be a taming influence on creativity
· Evidence suggests that one can enhance creative thinking in later years

APPROACHES TO UNLEASHING CREATIVITY
· Today, there is a general agreement that the two sides of the brain process information in different ways
· The left side performs rational, logical functions, while the right side operates the intuitive and nonrational modes of thought
· A person uses both sides, actually shifting from one mode to the other
· Approaching ideas creatively and maximizing the control of these modes of thought can be of value to the entrepreneur
· More recently, attention has focused on the creativity process
· To keep the creative visualization process alive, entrepreneurs need to carve out some time to think freely

TEAM CREATIVITY
· Teams of people can generate creativity that may not exist in a single individual 
· Taking risks, creativity, playfulness, and constant scanning = important 

BIG OPPORTUNITIES WITH LITTLE CAPITAL
· Within the dynamic free enterprise system, opportunities are apparent to a limited number of individuals – and not just to the individuals with financial resources
· Many entrepreneurs have learned the key to success in the art of bootstrapping, which “in a start-up is like zero inventory in a just-in-time system: it reveals hidden problems and forces the company to solve them”

REAL TIME
· Opportunities exist or are created in real time and have what we call a window of opportunity
· For an entrepreneur to seize an opportunity, the window must be open and remain open long enough to achieve market-required returns
· Markets grow at different rates over time and as a market quickly becomes larger, more and more opportunities are possible
· As the market becomes established, conditions are not as favorable
· Thus, at the point where a market starts to become sufficiently large and structured, the window opens; the window begins to close as the market matures 
· In considering the window of opportunity, the length of time the window will be open is important
· It takes a considerable length of time to determine whether a new venture is a success or a failure (and, if it is to be a success, the benefits of that success need to be realized)
· The ability to recognize a potential opportunity when it appears and the sense of timing to seize that opportunity, as the window is opening, rather than slamming shut, are critical
· Opportunities are a function of real time is illustrated in a statement made by Ken Olsen

RELATION TO THE FRAMEWORK OF ANALYSIS
· Successful opportunities, once recognized, fit with the other forces of new venture creation
· Good opportunities are both desirable to and attainable by those on the team using the resources that are available
· It is easy to see why there are thousands of exceptional opportunities that will fit with a wide variety of entrepreneurs but that might not fit neatly into the framework outlined in exhibit 3.7 (p.76)

SCREENING OPPORTUNITIES
OPPORTUNITY FOCUS
· This is the most fruitful point of departure for screening opportunities
· Over the years, those with experience in business and in specific market areas have developed rules to guide them in screening opportunities 
· During such transformation periods the status quo is repeatedly proved to be no longer viable and business models are quickly evaluated and refined as consumers shift priorities dramatically

SCREENING CRITERIA: THE CHARACTERISTICS OF HIGH POTENTIAL VENTURES
· Venture capitalists, savvy entrepreneurs, and investors also use this concept of boundaries in screening ventures
· The criteria are based on good business sense that is used by successful entrepreneurs, angels, private investors, and venture capitalists 
· The criteria provide some quantitative ways in which an entrepreneur can make judgments about industry and market issues, competitive advantage issues, economic and harvest issues, management team issues, and fatal flaw issues and whether these add up to a compelling opportunity
· For example, dominant strength in any one of these criteria can readily translate into a winning entry, whereas a flaw in any one can be fatal 
· Entrepreneurs contemplating opportunities that will yield attractive companies, not high potential ventures, can also benefit from paying attention to these criteria
· These entrepreneurs will then be in a better position to decide how these criteria can be compromised


INDUSTRY AND MARKET ISSUES

Market
· Higher potential businesses can identify a market niche for a product or service that meets an important customer need and provides high value-added or value-created benefit to customers
· This invariably means the product or service eliminates or drastically reduces a major pain-point for a customer or end-user, or solves a major problem/bottleneck for which the customer is willing to pay a premium
· Lower potential opportunities are unfocused regarding customer need, and customers are unreachable and/or have brand or other loyalties to others
· Being unable to expand beyond a one-product company can make for a lower potential opportunity 

Market Structure
· Market structure, such as evidenced by the number of sellers, size distribution of sellers, whether products are differentiated, conditions of entry and exit, number of buyers, cost conditions, and sensitivity of demand to changes in price, is significant
· A fragmented, imperfect market or emerging industry often contains vacuums and asymmetries that create unfilled market niches 
· Industries that are highly concentrated, that are perfectly competitive, or that are mature or declining are typically unattractive 
· Revenge by normal competitors who are well positioned through product strategy, legal tactics, and the like, also can be punishing to the newcomer 

Market Size
· An attractive new venture sells to a market that is large and growing 
· A minimum market size of more than $100 million in sales is attractive
· Such a market size means it is possible to achieve significant sales by capturing roughly 5 percent or less and thus not threatening competitors
· However, a market can be too large
· Further, an unknown market or one that is less than $10 million in sales also is unattractive

Growth Rate
· An attractive market is large and growing
· An annual growth rate of 30 to 50 percent creates niches for new entrants, and such a market is a thriving and expansive one, rather than a stable or contracting one, where competitors are scrambling for the same niches 

Market Share Attainable
· The potential to be a leader in the market and capture at least a 20% share can create a very high value for a company that might otherwise be worth not much more than book value
· A firm that will be able to capture less than 5 percent of a market is unattractive in the eyes of most investors seeking a higher potential company

Cost Structure
· A firm that can become the low-cost provider is attractive, but a firm that continually faces declining cost conditions is less so
· Attractive opportunities exist in industries where economies of scale are insignificant (or work to the advantage of the new venture)
· Where costs per unit are high when small amounts of the product are sold, existing firms that have low promotion costs can face attractive market opportunities









ECONOMICS

Profits After Tax
· High and durable gross margins usually translate into strong and durable after-tax profits
· Attractive opportunities have potential for durable profits of at least 10 to 15 percent and often 20 percent or more

Time to Breakeven and Positive Cash Flow
· Once the time to breakeven and positive cash flow is greater than three years, the attractiveness of the opportunity diminishes accordingly

Return on Investment Potential
· Very attractive opportunities have the potential to yield a return on investment of 25% or more per year
· High and durable gross margins and high and durable after-tax profits usually yield high earnings per share and high return on shareholders’ equity, thus generating a satisfactory “harvest” price for a company
· Given the risk typically involved, a return on investment potential of less than 15 to 20 percent per year is unattractive 

Capital Requirements
· Ventures that can be funded and have capital requirements that are low to moderate are attractive 
· If the venture needs too much money or cannot be funded, it is unattractive

Internal Rate of Return Potential
· Is the risk-reward relationship attractive enough?
· The response to this question can be quite personal, but the most attractive opportunities often have the promise of – and deliver on – a very substantial upside of 5 to 10 times the original investment in 5 to 10 years
· A 25 percent or more annual compound rate of return is considered very healthy





Free Cash Flow Characteristics
· Free cash flow is a way of understanding a number of crucial financial dimensions of any business: the robustness of its economics; its capital requirements, both working and fixed assets; its capacity to service external debt and equity claims; and its capacity to sustain growth 

Gross Margins
· The potential for high and durable gross margins is important 
· Gross margins exceeding 40 to 50 percent provide a tremendous built-in cushion that allows for more error and more flexibility to learn from mistakes than do gross margins of 20 percent or less
· High and durable gross margins, in turn, mean that a venture can reach breakeven earlier, preferably within the first two years
· Gross margins of less than 20 percent, particularly if they are fragile, are unattractive

Time to Breakeven – Cash Flow and Profit and Loss (P&L)
· New businesses that can quickly achieve a positive cash flow and become self-sustaining are highly desirable
· It is often the second year before this is possible, but the sooner the better
· Obviously, simply having a longer window does not mean the business will be lousy
















HARVEST ISSUES

Value-Added Potential
· New ventures that are based on strategic value in an industry, such as valuable technology, are attractive, while those with low or no strategic value are less attractive 
· Opportunities with extremely large capital commitments, whose value on exit can be severely eroded by unanticipated circumstances, are less attractive
· Thus, one characteristic of businesses that command a premium price is that they have high value-added strategic importance to their acquirer, such as distribution, customer base, geographic coverage, proprietary technology, contractual rights, and the like

Valuation Multiples and Comparables
· Consistent with the above point, there is a large spread in the value the capital markets place on private and public companies 

Exit Mechanism and Strategy
· Businesses that are eventually sold – privately or to the public – or acquired, usually are started and grown with a harvest objective in mind
· Attractive companies that realize capital gains from the sale of their businesses have, or envision, a harvest or exit mechanism
· Unattractive opportunities do not have an exit mechanism in mind

Capital Market Context
· The context in which the sale or acquisition of the company occurs is largely driven by the capital markets at that particular time
· Initial public offerings are especially vulnerable to the vicissitudes of the capital markets; here the timing is vital
· Some of the most successful companies seem to have been launched when debt and equity capital were most available and relatively cheap 








COMPETITIVE ADVANTAGES ISSUES

Variable and Fixed Costs
· An attractive opportunity has the potential for being the lowest-cost producer and for having the lowest marketing and distribution costs
· Being unable to achieve and sustain a position as a low-cost producer shortens the life expectancy of a new venture

Degree of Control
· Attractive opportunities have potential for moderate-to-strong degree of control over prices, costs, and channels of distribution
· Fragmented markets where there is no dominant competitor have this potential 
· These markets usually have a market leader with a 20% market share or less

Entry Barriers
· Having a favorable window of opportunity is important
· Having or being able to gain proprietary protection, regulatory advantage, or other legal or contractual advantage, such as exclusive rights to a market or with a distributor, is attractive
· Having or being able to gain an advantage in response/lead times is important because these can create barriers to entry or expansion by others 
· Possession of well-developed, high-quality, accessible contacts that are the product of years of building a top-notch reputation and that cannot be acquired quickly is also advantageous
· If a firm cannot keep others out or if it faces already existing entry barriers, it is unattractive











MANAGEMENT TEAM ISSUES

Entrepreneurial Team
· Attractive opportunities have existing teams that are strong and contain industry superstars
· An unattractive opportunity does not have such a team in place or has no team

Industry and Technical Experience
· A management track record of significant accomplishment in the industry, with the technology, and in the market area, with a proven profit and lots of achievements where the venture will compete is highly desirable

Integrity
· Trust and integrity are the oil and glue that make economic interdependence possible
· Having an unquestioned reputation in this regard is a major long-term advantage for entrepreneurs and should be sought in all personnel and backers

Intellectual Honesty
· There is a fundamental issue of whether the founders know what they do and do not know, as well as whether they know what to do about shortcomings or gaps in the team and the enterprise

Fatal-Flaw Issues
· Basically, attractive ventures have no fatal flaws
· An opportunity is rendered unattractive if it suffers from one or more fatal flaws
· Usually, these relate to one of the above criteria, and examples abound of markets that are too small, that have overpowering competition, where the cost of entry is too high, where an entrant is unable to produce at a competitive price, and so on
· An example of a fatal-flaw entry barrier is experience








PERSONAL CRITERIA

Goals and Fit
· Is there a good match between the requirements of business and what the founders want out of it?

Upside/Downside Issues
· An attractive opportunity does not have excessive downside risk
· An entrepreneur needs to be able to absorb the financial downside in such a way that he or she can rebound without becoming indentured to debt obligations 
· An existing business needs to consider if a failure will be too demeaning to the firm’s reputation and future credibility, aside from the obvious financial consequences

Opportunity Cost
· While assessing benefits that may accrue in pursuing an opportunity, an entrepreneur needs to heed other alternatives, including potential “golden handcuffs,” and account honestly for any cut in salary that may be involved in pursuing a certain opportunity
· Further, pursuing an opportunity can shape an entrepreneur in ways that are hard to imagine

Desirability
· A good opportunity is not only attractive but also desirable
· Place is not only important, it’s more important than ever (it’s becoming more relevant to our individual lives)

Risk/Reward Tolerance
· Successful entrepreneurs take calculated risks or avoid risks they do not need to take
· Gamblers and overly risk-averse entrepreneurs are unlikely to sustain any long-term successes

Stress Tolerance
· Another important dimension of the fit concept is the stressful requirements of a fast-growth high-stakes venture
· But having to keep up may not be the sole reason for stress
· “There will always be setbacks. Eventually, you become accustomed to a certain level of bombardment”
STRATEGIC DIFFERENTIATION

Degree of Fit
· To what extent is there a good fit among the driving forces and the timing given the external environment?

Team
· There is no substitute for an absolutely top quality team
· The execution of and the ability to adapt and to devise constantly new strategies is vital to survival and success

Service Management
· Having a “turbo-service” concept that can be delivered consistently can be a major competitive weapon against small and large competitors alike
· Studies have also shown that service recovery is an important ingredient
· A loyal customer is worth a lot 
· Customer relations can be managed and the best individuals and organizations have learned how to keep customers loyal

Timing
· From business to historic military battles to political campaigns, timing is often the one element that can make a significant difference
· Ignoring this principle is perilous

Technology
· A breakthrough, proprietary product is no guarantee of success, but it creates a formidable competitive advantage

Flexibility
· Maintaining the capacity to commit and uncommit quickly, to adapt, and to abandon if necessary is a major strategic weapon, particularly when competing with larger organizations

Opportunity Orientation
· “Any opportunity that just comes in the door to us, we do not consider an opportunity. And we do not have a strategy until we are saying no to lots of opportunities”


Pricing
· One common mistake of new companies, with high-value-added products or services in a growing market, is to underprice
· A price slightly below to as much as 20% below competitors is rationalized as necessary to gain market entry 

Distribution Channels
· Having access to the distribution channels is sometimes overlooked or taken for granted
· New channels of distribution can leapfrog and demolish traditional channels

Room for Error
· How bad can things get, yet be able to survive?
· High leverage, lower gross margins, and lower operating margins are the signals in a small company of flights destined for fatality


GATHERING INFORMATION

FINDING IDEAS
· Finding a potential opportunity is most often a matter of being the right person, in the right place, at the right time

Existing Businesses
· Purchasing an ongoing business is an excellent way to find a new business idea
· Such a route to a new venture can save time and money and can reduce risk as well
· Excellent opportunities may be buried beneath all the financial debris of a bankrupt firm

Franchises
· Franchising is another way to enter an industry, by either starting a franchise operation or becoming a franchisee

Patents
· Patent brokers specialize in marketing patents that are owned by individual inventors, corporations, universities, or other research organizations to those seeking new commercially viable products

Product Licensing
· A good way to obtain exposure to many product ideas available from universities, corporations, and independent investors is to subscribe to information services

Corporations
· Corporations engaged in R&D often develop inventions or services that they do not exploit commercially
· These inventions either do not fit existing product lines or marketing programs or do not represent sufficiently large markets to be interesting to major corporations

Non-for-Profit Research Institutes
· These non-profit organizations do R&D under contract to the government and private industry as well as some internally sponsored investigation of new products and processes that can be licensed to private corporations
For further development, manufacturing, and marketing

Universities
· A number of universities are active in research in the physical sciences and seek to license inventions that result from this research either directly or through an associated research foundation that administers its patent program
· In addition, since a number of very good ideas developed in universities never reach formal licensing outlets, another way to find these ideas is to become familiar with the work of researchers in your area of interest


INDUSTRY AND TRADE CONTACTS

Trade Shows and Association Meetings
· Trade shows and association meetings in a number of industries can be an excellent way to examine the products of many potential competitors, meet distributors and sales representatives, learn of product and market trends, and identify potential products 

Customers
· Contacting potential customers of a certain type of product can identify a need and where existing products might be deficient or inadequate

Distributors and Wholesales
· Contacting people who distribute a certain type of product can yield extensive information about the strengths and weaknesses of existing products and the kinds of product improvements and new products that are needed by customers

Competitors
· Examining products offered by companies competing in an industry can show whether an existing design is protected by patent and whether it can be improved or imitated

Former Employers 
· A number of businesses are started with products or services, or both, based on technology and ideas developed by entrepreneurs while others employed them
· In addition, some companies will help entrepreneurs set up companies in return for equity

Professional Contact
· Ideas can also be found by contacting such professionals as patent agents, accountants, commercial bankers, and venture capitalists who come into contact with those seeking to license patents or to start a business using patented products or processes

Consulting
· A method for obtaining ideas that has been successful for technically trained entrepreneurs is to provide consulting and one-of-a-kind engineering designs for people in fields of interest 

Networking
· Social networks can be a stimulant and source of new ideas, as well as a source of valuable contacts with people
· Much of this requires personal initiative on an informal basis, but around the country, organized networks can facilitate and accelerate the process of making contacts and finding new business ideas 






SHAPING YOUR OPPORTUNITY
· Data available about market characteristics, competitors, and so on, are frequently inversely related to the real potential of an opportunity; that is, if market data are readily available if the date clearly show significant potential, then a large number of competitors will enter the market and the opportunity will diminish
· For entrepreneurs, gathering the necessary information and seeing possibilities and making linkages where others see only chaos are essential
· Using published resources is one source of such information
· Interviewing people and analyzing data are also critical
· There are, of course, less-than-ethical tactics, which include conducting phony job interviews, getting customers to put out phony bid requests, and lying, cheating, and stealing
· Entrepreneurs need to be very careful to avoid such practices and are advised to consult legal counsel when in doubt
· Much creativity, work, and analysis will be involved to find intelligence and to extend the information obtained into useful form


PUBLISHED SOURCES

ADDITIONAL SOURCES OF INTELLIGENCE
· Everything entrepreneurs need to know will not be found in libraries because this information needs to be highly specific and current

Trade Associations
· Trade shows and conferences are prime places to discover the latest activities of competitors

Employees
· Employees who have left a competitor’s company often can provide information about the competitor, especially if the employee departed on bad terms
· Students who have worked for competitors are another source of information

Consulting Firms
· Consulting firms frequently conduct industry studies and then make this information available


Market Research Firms
· Firms doing market studies can be sources of intelligence

Key Customers, Manufacturers, Suppliers, Distributors, and Buyers
· These groups are often a prime source of information

Public Filings
· Federal, provincial, and local filings, such as with the Canadian Securities Administrators, Canadian Intellectual Property Office, or Access to Information Act, can reveal a surprising amount of information

Reverse engineering
· Reverse engineering can be used to determine costs of production and sometimes even manufacturing methods

Networks
· Sources of new venture ideas also can be sources of competitor intelligence

Other
· Classified ads, buyers guides, labor unions, real estate agents, courts, local reporters, and so on, can all provide clues 


INTERNET IMPACT: RESEARCH AND LEARNING
· The rapid growth of data sources, Web sites, sophisticated search engines, and consumer response forums allows for up-to-date investigations of business ideas, competitive environments, and value chain resources
· As virtual communities of people who share a common interest or passion, blogs can be a tremendously valuable resource of insights and perspectives on potential opportunities 

SCREENING VENTURE OPPORTUNITIES
· Time is the ultimate ally and enemy of the entrepreneur
· Many will try, many will fail, some will succeed, and a few will excel

QUICKSCREEN
· The ability to quickly and efficiently reject ideas is a very important entrepreneurial mind-set
· QuickScreen should enable you to conduct a preliminary review and evaluation of an idea in an hour
· Unless the idea has been, or you are confident it can be, molded and shaped so that it has the four anchors, you will waste a lot of time on a lower potential idea

VENTURE OPPORTUNITY SCREENING EXERCISES (VOSE)
· These exercises are designed to segment the screening of ideas into manageable pieces
· The QuickScreen provides a broad overview of an idea’s potential 





























CHAPTER 4
THE BUSINESS PLAN

DEVELOPING THE BUSINESS PLAN
· The BP can transform a raw idea into a magnificent opportunity
· The plan will carefully articulate the merits, requirements, risks, and potential rewards of the opportunity and how it will be seized
· Four anchors: the BP for a higher potential venture reveals the business’s ability to:
· Create or add significant value to a customer or end-user
· Solve a significant problem, or meet a significant want or need for which someone will pay a premium
· Have robust market, margin, and moneymaking characteristics: large enough, high growth, high margins, strong an dearly free cash flow, high profit potential, and attractive realizable returns for investors
· Fit well with the founder(s) and management team at the time, in the marketspace, and with the risk-reward balance 
· The plan becomes the point of departure for prospective investors to begin their due diligence to ascertain potential and various risks of the venture: technology risks, market risks, management risks, competitive and strategic risks, and financial risks
· The investors who can bring the most insight, know-how, and contacts to the venture, and thus add the greatest value, will reveal themselves as well 
· The most valuable investors will see weaknesses, even flaws, in how the market in viewed, the technology or service, the strategies, the proposed size and structure of the financing, and the team, and will propose strategies and people to correct these 
· If it is the right investor, it can make the difference between an average and a good or great venture 

THE PLAN IS OBSOLETE AT THE PRINTER
· In today’s fast-paced climate, it is obsolete before it goes into the printer!
· The pace of technological and information-age change, and the dynamism of the global marketplace, shorten the already brief life expectancy of any business plan

WORK IN PROFRESS – BENT KNEES REQUIRED
· In such a rapidly changing environment, flexibility and responsiveness become critical survival skills
· Clear focus, commitment, and determination 
THE PLAN IS NOT THE BUSINESS
· It is this document that focuses and communicates the founder’s vision
· Without a business plan, it is exceedingly difficult to raise capital from informal or formal investors 
· Too often first-time entrepreneurs jump to a simplistic conclusion: All that is needed is a fat, polished, and enticing business plan and the business will automatically be successful
· However, some of the most impressive business plans never become great businesses
· Also, some of the weakest plans lead to extraordinary businesses 
· On the whole, evidence suggests that good business plans lead to prosperous businesses

SOME TIPS FROM THE TRENCHES
· The most valuable lessons about preparing a business plan and raising venture capital come from entrepreneurs who have succeeded in these endeavors
 (
See p. 99-100
)
RE: Venture Capitalists
RE: The Plan
RE: The Deal
RE: The Fund-Raising Process

· “Knowledge-intensive businesses in the fast-moving high technology sector are dependent upon the creation and transfer of knowledge among skilled employees. Ironically, this critical feature of organizational success resides with employees who tend to be somewhat transient”
· Entrepreneurs can work to become adept at coping with these challenges by:
· Maintaining an environment that fosters creativity, thus encouraging employees to stay
· Managing the departure of those that leave 
· Reaching that receptive audience a key; particularly, if the venture is pushing a product or service in a new realm






HOW TO DETERMINE IF INVESTORS CAN ADD VALUE 
· One of the most frequently missed opportunities in the entire process of developing a business plan and trying to convince outside investors to part with their cash is a consequence of sell-sell-sell! myopia by the founders
· Too often, however, entrepreneurs – typically out of cash, or nearly so – become so obsessed with selling to prospective investors that they fail to ask great questions and do little serious listening
· Result: these founders learn very little from these prospects, even though they probably know a great deal about the technology, market, and competitors 

· Two powerful forces:
· As a founder, you will begin to discern just how smart, knowledgeable, and, most important, creative the investors are about the proposed business
· This enables you, the founder, to ascertain just what value the investors might add to the venture and whether their approach to telling you and your team that you are “all wet” on certain things is acceptable 
· The second powerful force is the message implicitly sent to the investors when you make such genuine queries and listen, rather than become argumentative and defensive 
· Investors are much more likely to conclude that you are a founder and a team with which they can work

THE DEHYDRATED BUSINESS PLAN
· It covers key points, such as those suggested for the executive summary in the business planning guide that follows 
· Essentially, such a plan documents the analysis of and information about the heart of the business opportunity, competitive advantages the company will enjoy, and creative insights that an entrepreneur often has
· A dehydrated plan is not intended to be used exclusively in the process of raising or borrowing money; it can be a valuable compass to keep you on track






WHO DEVELOPS THE BUSINESS PLAN?
· Consideration often is given to hiring an outside professional to prepare the business plan, so the management team can use its time to obtain financing and start the business
· There are compelling reasons why it is not a good idea to hire outside professionals 

WHO IS THE BUSINESS PLAN FOR?
· Identifying and understanding the audience is important


A CLOSER LOOK AT THE WHAT
THE RELATIONSHIP BETWEEN GOALS AND ACTIONS
· Consider a team that is enthusiastic about an idea for a new business and has done a considerable amount of thinking and initial work evaluating the opportunity
· Team members believe the business they are considering has excellent market prospects and fits well with the skills, experience, personal goals, values, and aspirations of its lead entrepreneur and the management team
· They now need to ask about the most significant risks and problems involved in launching the enterprise, the long-term profit prospects, and the future financing and cash flow requirements
· The team must determine the demands of operating lead times, seasonality, facility location, marketing and pricing strategy needs, and so forth, so they can take action
· The skills to write a business plan are not necessarily the ones needed to make a venture successful (although some of these skills are certainly useful)
· Further, if a venture intends to use the business plan to raise capital, it is important for the team to do the planning and write the plan itself
· Investors attach great importance to the quality of the management team and to their complete understanding of the business they are preparing to enter






SEGMENTING AND INTEGRATING INFORMATION
- When planning and writing a business plan, it is necessary to organize information in a way that it can be managed and that is useful
· An effective way to organize information with the idea of developing a business plan is to segment the information into sections, such as the target market, the industry, the competition, the financial plan, and so on, and then integrate the information into a business plan 
· This process works best if sections are discrete and the information within them digestible
· The executive summary is prepared last 

ESTABLISHING ACTION STEPS
·  (
See p.103-104
)The following steps, centered around actions to be taken, outline the process by which a business plan is written…
· Segmenting information
· Creating an overall schedule
· Creating an action calendar
· Doing the work and writing the plan

PREPARING A BUSINESS PLAN
A COMPLETE BUSINESS PLAN
· There is a great difference between screening an opportunity and developing a business plan
· More detail is needed…
· The team needs to spend more time gathering detailed data, interpreting it, and presenting it clearly 
· The actual growth rate needs to be known and needs to be stated
· Whether the rate will or will not remain the same, and why, needs to also be explained 
· Exhibit 4.2 is a sample table of contents for a business plan
· The information shown is included in most effective business plans and is a good framework to follow 







CHAPTER 5
THE ENTREPRENEURIAL LEADER

THE ENTREPRENEURIAL DOMAIN

CONVERGING ON THE ENTREPRENEURIAL LEADER
· Key to achieving sustained growth, and an eventual harvest, is an entrepreneur’s ability to have or develop competencies as an entrepreneurial leader
· “Entrepreneurs should not automatically be forced from their firms early”
· Several factors decide when the founder should step aside
· Conventional wisdom stated that a good entrepreneur is usually not a good manager, since he or she lacks the necessary management skill and experience
· Likewise, it is assumed that a manager is not an entrepreneur, since he or she lacks some intense personal qualities and the orientation required to launch a business from ground zero 
· Some evidence suggests that new ventures that flourish beyond start-up and grow to become substantial, successful enterprises can be headed by entrepreneurs who are also effective leaders
· It is assumed that there are 3 ways founders have to adapt:
· Shift from creation to exploitation
· Shift from passionate commitment to dispassionate objectivity
· Shift from direct personal control over organizational actions to indirect impersonal control
· A study found the following:
· If the firm grows relatively slowly, and the founder is capable of some adaptation, then the firm can become quite large
· Founders with scientific or engineering backgrounds remain in control of the companies for shorter periods than do founders whose academic focus was business
· The founder’s tenure will typically be longer in family-dominated firms 
· Numerous examples clearly indicate founders can learn and grow faster than their companies do
· Growing a higher potential venture requires leadership skills
· One of the greatest strengths of successful entrepreneurs is that they know what they do and do not know
· An entrepreneur knows that he or she needs a certain skill and knows where to get it is as valuable as knowing whether he or she already has it 

PRINCIPAL FORCES AND VENTURE MODES
· Companies, whether they are new, growing, or mature, occupy a place in either a managerial or an entrepreneurial domain, an area influenced by certain principal forces and characterized by ways of acting, called venture modes
· See exhibits 5.1 and 5.2 (p.154)  each venture mode for firms in each cell is driven by certain principal forces 
· Organizations at different stages are characterized by differing degrees of change and uncertainty and are therefore more or less entrepreneurial or more or less managerial
· The managerial skills required of the firms in each cell are more evident upon examination of these principal forces and dominant venture modes


STAGES OF GROWTH

A THEORETICAL VIEW
· Exhibit 5.3 represents a theoretical view of the process of gestation and growth of new ventures and the transitions that occur at different “boundaries” in this process
· This smooth, S-shape curve in the exhibit is rarely, if ever, replicated in the real world
· If one actually tracked the progress of most emerging companies, the “curve” actually would be a ragged and jagged line with many ups and downs; these companies would experience some periods of rapid progress followed by setbacks and accompanying crises
· It is at the boundaries between stages that new ventures seem to experience transitions
· Most important and most challenging for the founding entrepreneur or a chief executive officer is coping with crucial transitions and the change in management tasks, going from leading to leading leaders

 Stages:

· Research and development (nascent) stage
· Characterized by a single aspiring entrepreneur, or small team, doing the investigation and due diligence for their business idea
· Start-up stage
· Characterized by the direct and exhaustive drive, energy, and entrepreneurial talent of a lead entrepreneur and a key team member or two
· High growth stage
· The most difficult challenge for the founding entrepreneur occurs here, when he or she finds it necessary to let go of power and control (through veto) over key decisions that he or she has always had, and when key responsibilities need to be delegated without abdicating ultimate leadership and responsibility for results 
· Maturity stage
· The key issue for the company is no longer survival; rather, it is one of steady, profitable growth
· Stability stage
· Last stage

MANAGING FOR RAPID GROWTH
· Involves a leadership orientation not found in mature and stable environments
· Results usually require close collaboration of a manager with other people than his or her subordinates, and managers invariably have responsibilities far exceeding their authority
· In rapid-growth firms, power and control are delegated
· Power and influence are derived not only from achieving one’s own goals but also from contributing to the achievements of others as well
· Thus, among successful entrepreneurs and entrepreneurial leaders, there is a well-developed capacity to exert influence without formal power
· An entrepreneurial leader must operate in a world that is increasingly interdependent 
· Whereas successful entrepreneurs are interpersonally supporting and nurturing – not interpersonally competitive – successful entrepreneurial leaders understand their interdependencies and have learned to incorporate mutual respect, openness, trust, and mutual benefit into their management style 
· In the corporate setting, the “hero-making” ability is identified as an essential attribute of successful entrepreneurial leaders
· These hero makers try to make the pie bigger and better, rather than jealously clutching and hoarding a tiny pie that is all theirs
· They have a capacity for objective interpersonal relationships as well, which enables them to smooth out individual differences of opinion by keeping attention focused on the common goal to be achieved







Compounding of Time and Change
· In the high growth stage, change, ambiguity, and uncertainty seem to be the only things that remain constant
· Change creates higher levels of uncertainty, ambiguity, and risk, which, in turn, compound to shrink time, an already precious commodity
· One result of change is a series of shock waves rolling through a new and growing venture by way of new customers, new technologies, new competitors, new markets, and new people

Nonlinear and Nonparametric Events
· Entrepreneurial leadership is characterized by nonlinear and nonparametric events
· Events do not follow straight lines, progress arithmetically, or even appear related within firms
· Rather, they occur in bunches and in stepwise leaps

Relative Inexperience
· The management team may be relatively inexperienced
· The explosive birth and growth of these firms are usually unique events that cannot be replicated, and most of the pieces in the puzzle – technology, applications, customers, people, the firm itself – are usually new

Counterintuitive, Unconventional Decision Making
· Yet another characteristic of rapidly growing ventures in the entrepreneurial domain is counterintuitive, unconventional patterns of decision making 













Fluid Structures and Procedures
· Most rapid growth ventures also defy conventional organizational patterns and structures
· If an organizational chart does exist, it usually has three distinguishing features:
· It is inevitably out of date
· It changes frequently
· The organizational structure is usually flat (few management layers), and there is easy accessibility to the top decision makers
· The informality and fluidity of organization structures and procedures do not mean casualness or sloppiness when it comes to goals, standards, or clarity of direction and purpose
· Rather, they translate into responsiveness and readiness to absorb and assimilate rapid changes while maintaining financial and operational cohesion

Entrepreneurial Culture
· There exists in growing new ventures a common value system, which is difficult to articulate, is even more elusive to measure, and is evident in behavior and attitudes
· There is a belief in and commitment to growth, achievement, improvement, and success and a sense among members of the team that they are “in this thing together”
· Managers appear unconcerned about status, power, and personal control
· They are more concerned about making sure that tasks, goals, and roles are clear than whether the organizational chart is current or whether their office and rug reflect their current status
· Likewise, they are more concerned about the evidence, competence, knowledge, and logic of arguments affecting a decision than the status given by a title or the formal position of the individual doing the arguing
· Culture – be it national or corporate – clearly has a bearing on entrepreneurial activity
· This entrepreneurial climate, or culture, exists in larger firms also
· Such a climate attracts and encourages the entrepreneurial achievers, and it helps perpetuate the intensity and pace so characteristic of high growth firms 




WHAT ENTREPRENEURIAL LEADERS NEED TO KNOW
· Education preparing students to start and lead vibrant, growing new ventures cannot afford to emphasize managerial efficiency, maintenance tasks, resource ownership, and institutional formalization
· Rather, such a program needs to emphasize skills necessary for life in the entrepreneurial domain
· This skills are particularly difficult when working with others outside one’s immediate formal chain of command 
· A study of midsized growth companies having sales or profit growth of more than 15% annually over 5 years confirms the importance of many of these same fundamentals of entrepreneurial management
· For one thing, these companies practiced opportunity-driven management 
· For another thing, these firms emphasize financial control and managing every element of the business
· The ability to shape and guide a cohesive team is particularly critical in high-tech firms where the competitive landscape can shift dramatically in the face of disruptive technologies
· Lead entrepreneurs whose companies successfully break into the mass market must then find a way to manage the hyper-growth and gigantic revenues that can result from an international surge in demand 

ETHICAL ENTREPRENEURIAL LEADERSHIP
· A leader has the unique opportunity to display honesty, integrity, and ethics in all key decisions
· A leader’s behavior serves as a model for others to emulate
· “In entrepreneurial ventures, the ethical influence of the owner is more powerful than in larger corporations because his or her leadership is not diffused through layers of management
· Entrepreneurial owners have the potential to set high ethical standards in all business decisions
· Leaders must monitor their entrepreneurial ego and know that an inflated self-view can have negative repercussions






COMPETENCIES AND SKILLS
· It would be unusual for any single entrepreneur to be outstanding in all areas
· More likely, a single entrepreneur will have strengths in one area, such as strong people management, conceptual and creative problem-solving skills, and marketing know-how, as well as some significant weaknesses
· “Entrepreneurs tend to overweight personal factors and underweight consideration of the competition when making venturing decisions”
· Having a management team whose skills are complementary is important, not the possession by an individual of a single, absolute set of skills or a profile 

SKILLS IN BUILDING ENTREPRENEURIAL CULTURE
· Leaders of entrepreneurial firms need to recognize and cope with innovation, taking risks, and responding quickly, as well as with absorbing major setbacks
· The most effective leaders seem to thrive on the hectic, and at times chaotic, pace and find it challenging and stimulating, rather than frustrating or overwhelming
· These leaders thus need interpersonal/teamwork skills that involve:
· The ability to create, through management, a climate and spirit conducive to high performance, including pressing for performance while rewarding work well done and encouraging innovation, initiative, and calculated risk taking 
· The ability to understand the relationships among tasks and between the leader and followers
· The ability to lead in those situations where it is appropriate, including a willingness to manage actively, supervise and control activities of others through directions, suggestions, and the like
· These interpersonal skills can be called entrepreneurial influence skills, since they have a great deal to do with the way these managers exact influence over others

Leadership, Vision, Influence
· Successful entrepreneurs are skillful in creating clarity out of confusion, ambiguity, and uncertainty
· Rather, it is seen as a genuine effort to clarify roles, tasks, and responsibilities, and to make sure there is accountability and appropriate approvals 
· It also requires skill in making sure the appropriate people are included in setting cross-functional or cross-departmental goals and in making decisions
Helping, Coaching, and Conflict Management
· The most effective leaders are very creative and skillful in handling conflicts, generating consensus decisions, and sharing their power and information
· They seem to know that high-quality decisions require a rapid flow of information in all directions and that knowledge, competence, logic, and evidence need to prevail over official status or formal rank in the organization
· Rather than emphasizing differences and playing the role of hard-nose negotiator or devil’s advocate to force their own solution, they blend ideas
· The gains form the motivation, commitment, and teamwork anchored in consensus are striking
· Without this consensus, each new problem or disagreement often necessitates a time-consuming and painful confrontation and renegotiation simply because it was not done initially

Teamwork and People Management
· Another form of entrepreneurial influence has to do with encouraging creativity and innovation, and with taking calculated risks
· Entrepreneurial leaders build confidence by encouraging innovation and calculated risk taking, rather than by punishing or criticizing whatever is less than perfect
· An ability to make heroes out of other team members and contributors and to make sure others are in the limelight, rather than accept these things oneself, is another critical skill
· The capacity to generate trust – the glue that binds an organization or relationship together – is critical
· Share the wealth with those who help create it by their high performance
· They understand that the task of managing in a rapid growth company usually goes well beyond one’s immediate chain of command









 (
OTHER NECESSARY COMPETENCIES
)
· Marketing
· Market research and evaluation
· Marketing planning
· Product pricing
· Sales management
· Direct selling
· Service management
· Distribution management
· Product management
· New product planning

· Operations/Production
· Manufacturing management
· Inventory control
· Cost analysis and control
· Quality control
· Production scheduling and flow
· Purchasing
· Job evaluation

· Finance
· Raising capital
· Managing cash flow
· Credit and collection management
· Short-term financing alternatives 
· Public and private offerings
· Bookkeeping, accounting, and control
· Other specific skills

· Entrepreneurial management
· Problem solving
· Communications
· Planning
· Decision making
· Project management
· Negotiating
· Managing outside professionals
· Personnel administration
· Law and Taxes
· Corporate and securities law
· Contract law
· Law relating to patent and proprietary rights
· Tax law
· Real estate law
· Bankruptcy law

· Information technology
· Sales, supply, chain, inventory, payroll from laptop to Internet
· B2B, B2C, B2G via Internet


· As has been said before, not all entrepreneurs will find they are greatly skilled in the areas listed above, and if they are not, they will most likely need to acquire these skills, either through apprenticeship, through partners, or through the use of advisors
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