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NEW VENTURE PLANNING & DEVELOPMENT
Subject Code L T P S Credits Instruction Hours CIA External Total
— 2 — — — 2 2 25 75 100

Learning Objectives

LO1: To acquaint students with knowledge of setting up a new business.

LO2: To enable students to understand the legal challenges involved in establishing a business.

LO3: To impart knowledge about sources of entrepreneurial capital and financing options.

LO4: To enable students to gain in-depth knowledge of marketing aspects of new ventures.

LO5: To understand the importance and preparation of a business plan for new ventures.

Course Outcomes

After successful completion of the course, students will be able to:

CO1: Generate a business idea using different techniques and describe sources of innovative ideas.

CO2: Evaluate the advantages of acquiring an ongoing venture with the help of case studies.

CO3: Present a comparative analysis of various government schemes suitable for a business idea.

CO4: Develop a marketing plan for a proposed business idea.

COS5: Prepare and present a well-structured business plan for a new venture.

Unit I — Starting New Ventures

Unit I: Starting New Ventures New Venture: Meaning and features. Opportunity
identification. These arch for new ideas .Source of innovative ideas. Techniques for
generating ideas. Entrepreneurial imagination and creativity: The role of creative thinking.
Developing creativity. Impediments to creativity. The pathways to New Ventures for
Entrepreneurs,

Creating New Ventures. Acquiring an established Venture: Advantages of acquiring
an ongoing Venture. Evaluation of key issues. Franchising: How a Franchise works.
Franchise law. Evaluating the franchising opportunities.

Unit II: Legal Challenges in Setting up Business

Intellectual Property Protection: Patents, Trademarks, and Copyrights. Requirements a
nd Procedure for filing a Patent, Trademark, and Copyright. Legal acts governing
businesses in India. Identifying Form of Organisation and their procedures and
compliances.

Unit I1I: Search for Entrepreneurial Capital

The Entrepreneur’s Search for Capital. The Venture Capital Market. Criteria for
evaluating New-Venture Proposals. Evaluating the Venture Capitalist.

Financing stages. Alternate Sources of Financing for Indian Entrepreneurs. Bank Fund
in g. Government Policy Packages. State Financial Corporations (SFCs). Business
Incubators and Facilitators. Informal risk capital: Angel Investors. Government schemes
for new ventures like: Startup India, Stand Up India, Make in India, etc.

Unit IV: Marketing Aspects of New Ventures

Developing a Marketing Plan: Customer Analysis, Geographical Analysis, Economical
Analysis, Linguistic Analysis, Sales Analysis and Competition Analysis. Market
Research



. Sales Forecasting. Evaluation. Pricing Decision.
Unit V: Business Plan Preparation for New Ventures

Business Plan: Concept. Pitfalls to Avoid in Business Plan. Benefits of a Business Plan.
Developing a Well-Conceived Business Plan. Elements of a Business Plan: Executive
Summary. Business Description. Marketing: Market Niche and Market Share. Research,
Design and Development. Operations. Management. Finances. Critical-Risk. Harvest
Strategy.Milestone Schedule

Practical Exercises

Learners are required to:

1. Generate a business idea using different techniques and describe sources of innovative
ideas.

2. Evaluate the advantages of acquiring an ongoing venture with a case study.

3. Present an idea that can have Intellectual Property Rights (IPR) such as patents and
compare it with existing patents in the same field.

4. Present a comparative analysis of government schemes suitable for the proposed business
idea.

5. Develop a marketing plan for the proposed business idea.

6. Prepare and present a well-conceived business plan.

Text Books

1. Allen, K. R. (2015). Launching New Ventures: An Entrepreneurial Approach. Cengage
Learning.

2. Barringer, B. R., & Ireland, R. D. (2015). Entrepreneurship: Successfully Launching New
Ventures. Pearson.

3. Kuratko, D. F., & Rao, T. V. (2012). Entrepreneurship: A South-Asian Perspective. Cengage
Learning.

4. Kuratko, D. F., & Hornsby, J. S. (2021). New Venture Management. Routledge, USA.

Supplementary Readings

1.

(O8]

Barrow, C., Barrow, P., & Brown, R. (2015). The Business Plan Workbook: A Practical
Guide to New Ventures. Kogan Page Ltd., Great Britain.

Butler, D. (2006). Enterprise Planning and Development. Routledge, USA.

Butler, D. (2014). Business Planning for New Ventures: A Guide to Startup. Routledge, USA.
Lussier, R. N., & Corman, J. (2014). Entrepreneurial New Venture Skills. Routledge, USA.



UNIT-1

Meaning of New venture

A new venture refers to a project or activity that is innovative, exciting, and challenging

because it involves risk and uncertainty. It typically involves starting a new business, launching

a new product or service, or pursuing a new opportunity in an existing business. New ventures

are characterized by their focus on innovation, creativity, and the pursuit of financial gain.

Features of a New Venture

New venture planning involves the process of developing a strategic roadmap for a new

business or project. It helps entrepreneurs and organizations outline their goals, identify

resources, and create a plan of action to achieve success. Here are some key features of new

venture planning:

1.

Innovation and Creativity: One of the fundamental features of a new venture is its
emphasis on innovation and creativity. New ventures often introduce new ideas,
products, or services to the market, challenging existing norms and offering unique
solutions

Opportunity Identification: New ventures arise from the identification of
opportunities that have the potential for success. This involves recognizing unmet
needs, gaps in the market, or emerging trends and developing strategies to capitalize on
them.

Validation and Testing: Before committing significant resources, it is crucial to
validate the viability of a new venture. This can be done through prototyping,
conducting pilot studies, or gathering feedback from the target audience. Validation
helps refine the opportunity and ensures alignment with customer needs and market

dynamics



4. Risk and Uncertainty: New ventures inherently involve risk and uncertainty. They
require entrepreneurs to take calculated risks, navigate challenges, and adapt to
changing circumstances. Managing risk effectively is essential for the success of a new
venture.

5. Entrepreneurial Culture: New ventures foster a culture of entrepreneurship, inspiring
individuals to pursue their entrepreneurial aspirations and contribute to societal
progress. They provide a platform for individuals to exercise their creativity, take

ownership of their careers, and potentially achieve financial independence

6 Vision and Goal Setting: New venture planning begins with establishing a clear vision
and setting specific goals for the venture. This involves defining the purpose, mission, and
desired outcomes of the business or project.

7 Market Analysis and Opportunity Identification: Conducting a thorough market

analysis is crucial in new venture planning. It involves researching the target market,

identifying customer needs and preferences, and assessing the competitive landscape. This
analysis helps entrepreneurs understand the market potential and identify opportunities for
differentiation and innovation.

8 Business Model Development: Developing a sound business model is an essential
aspect of new venture planning. It involves determining the value proposition, revenue
streams, cost structure, and key partnerships required to make the venture financially
viable.

9 Risk Assessment and Mitigation: New ventures inherently involve risks, and effective
planning includes identifying and assessing potential risks and uncertainties. This
allows entrepreneurs to develop strategies to mitigate risks and develop contingency

plans.



10 Resource Allocation and Financial Planning: New venture planning involves
determining the necessary resources, such as capital, human resources, technology, and
infrastructure, required to execute the plan. Financial planning includes estimating
costs, projecting revenues, and creating a budget to ensure the venture's financial
sustainability.

11 Implementation and Execution: A well-developed plan is only effective if it is
properly executed. New venture planning includes defining action steps, assigning
responsibilities, and establishing timelines for implementation. Regular monitoring
and evaluation are essential to track progress and make necessary adjustments.

12 Flexibility and Adaptability: New venture planning should allow for flexibility and
adaptability to changing market conditions and unforeseen challenges. It is important
to regularly review and update the plan as needed to ensure its relevance and
effectiveness.

NEW VENTURE OPPORTUNITY IDENTIFICATION

Opportunity identification is a critical step in the development of a new venture. It involves
recognizing and assessing potential market gaps, unmet customer needs, emerging trends, and
untapped business opportunities. Effectively identifying opportunities sets the foundation for
creating a viable and successful venture. Here are key considerations in the process of
opportunity identification:

Market Research and Analysis

Conducting thorough market research is essential to identify potential opportunities. This
includes analyzing market trends, consumer behaviour, competitive landscapes, and industry
dynamics. Market research helps entrepreneurs understand the existing market demands and

gaps that can be addressed through a new venture.



Customer Needs Assessment

Understanding customer needs is crucial for identifying opportunities. Entrepreneurs must
interact with potential customers, gather feedback, conduct surveys, and analyze customer
preferences and pain points. This enables them to identify specific problems or unmet needs
that can be solved through a new product or service.

Industry and Technological Trends

Keeping abreast of industry trends and emerging technologies is important for spotting
opportunities. Entrepreneurs should stay updated on advancements, disruptions, and shifts in
the market landscape. This allows them to identify gaps or areas where existing solutions can
be improved or new solutions can be introduced.

Observing Market Gaps

Entrepreneurs should pay attention to gaps or areas where existing products, services, or
business models fall short. These gaps indicate potential opportunities for innovation and
improvement. By observing customer frustrations, inefficient processes, or unaddressed market
segments, entrepreneurs can uncover opportunities to create value.

Identifying Unique Competencies

Entrepreneurs must conduct a thorough assessment of their individual competencies, skills,
and expertise to identify areas where they possess a distinct competitive advantage. This self-
awareness exercise involves critically evaluating their professional background, talents, and
unique capabilities. By recognizing their areas of expertise, entrepreneurs can pinpoint
opportunities where they can leverage their skills to create value in the marketplace.
Understanding their competitive advantage allows entrepreneurs to tailor their offerings to
meet the demands of their target audience more effectively. By developing products or services
that capitalize on their strengths, entrepreneurs can differentiate themselves in crowded

markets and establish a compelling value proposition. For instance, if an



entrepreneur possesses exceptional technical skills in software development, they may identify
an opportunity to create a software solution that addresses a specific pain point in an
underserved market segment. By leveraging their expertise, they can develop a superior product
that outperforms existing solutions and attracts customers. Furthermore, entrepreneurs can use
their unique competencies to innovate and disrupt traditional business models, identifying
unmet needs or inefficiencies in their industry. This approach allows entrepreneurs to develop
groundbreaking solutions that revolutionize the way products or services are delivered. In
essence, recognizing and leveraging their unique competencies empowers entrepreneurs to
identify opportunities that align with their strengths, differentiate themselves from competitors,
and create meaningful value for their target market. By focusing on their areas of expertise,
entrepreneurs can increase their chances of success and build sustainable ventures that thrive
in dynamic market environments.

Networking and Collaboration

Engaging with industry professionals, potential partners, and experts is paramount for
entrepreneurs seeking to gain valuable insights and unlock collaborative opportunities. By
actively participating in networking events, conferences, and industry associations,
entrepreneurs can forge meaningful connections and broaden their horizons. These platforms
serve as fertile grounds for exchanging ideas, gaining fresh perspectives, and identifying
potential partnerships that can propel their ventures forward. Whether through informal
discussions or structured sessions, entrepreneurs can glean valuable insights, stay abreast of
industry trends, and uncover emerging opportunities. Moreover, networking facilitates the
exchange of knowledge and experiences, enabling entrepreneurs to learn from the successes
and challenges of their peers. By nurturing these relationships and fostering a spirit of
collaboration, entrepreneurs can tap into a wealth of resources, expertise, and support networks

that can catalyze their growth and success in the competitive business landscape.



Evaluating Market Size and Growth Potential

Assessing the market size and growth potential is a critical step in evaluating the viability of
an opportunity. Entrepreneurs must delve into market data, forecasts, and projections to gain
a comprehensive understanding of the demand for their offerings. By analyzing these insights,
entrepreneurs can gauge the size of the market and its potential for expansion over time. A
sizable market indicates a broader customer base and greater revenue potential, while a growing
market suggests increasing demand and opportunities for market penetration. These factors
collectively contribute to the attractiveness of the opportunity and its potential for long-term
sustainability. Therefore, entrepreneurs should meticulously evaluate market trends and
dynamics to make informed decisions and capitalize on opportunities that align with their
strategic objectives.

Testing and Validation

Upon identifying an opportunity, it becomes imperative to validate its viability prior to
allocating substantial resources. This validation process is crucial in ensuring that the
opportunity aligns effectively with customer needs and market dynamics. To achieve this,
entrepreneurs employ various methodologies such as prototyping, conducting pilot studies, or
soliciting feedback from a target audience. Prototyping allows for the creation of a preliminary
version of the product or service, facilitating early-stage testing and refinement. Pilot studies
involve deploying the offering in a limited capacity within a real-world setting to assess its
performance and gather user feedback. Additionally, directly engaging with the target audience
enables entrepreneurs to collect valuable insights regarding preferences, pain points, and
overall receptiveness to the proposed solution. Through wvalidation, entrepreneurs can
iteratively refine the opportunity, enhancing its appeal and ensuring that it addresses genuine
market needs. Ultimately, this process enhances the likelihood of success while mitigating the

risks associated with resource allocation.



SEARCH FOR NEW IDEAS

Search for new Ideas: Identifying suitable project ideas is the most important step in the whole
process of project preparation. The search for promising project ideas is the first step towards
establishing a successful venture. The key to success lies in getting into the right business in
the right time. The objective is to identify investment opportunities which are feasible and
promising.
Generation of an idea of producing a new product, new business, requires imagination
sensitivity to environmental changes and the realistic assessment of what the firm can do? A
project is not a product or commodity to be purchased. It has a promise as well as a risk.
An idea regarding a required intervention in a specific area to address identified problem is
formed and developed. This idea is usually hatched through discussions by specialists and
local leaders in a community need based on issues and turned into a proposal.
Generally project ideas are generated depending on:

e Consumer needs

e Market demand

e Resource availability

e Technology

e Natural calamity

e  SWOT analysis

o Political considerations etc.,
The project idea selection is selection of project idea from available alternatives is to be best
suited to the entrepreneurs‘ capacity, competence and willingness. The project Selection
includes

e Profitability

e Feasibility



» Resource-ability

e Acceptability
The basic criterion for selection of a project could be existence of a favorable cost-benefit
relationship.
People would like to select a project which requires a minimum investment, low degree of
competence, completed in the shortest time, and which has the highest return potential.
A project idea should be SMART:
S: Specific objective
M: Measurable
A: Achievable
R: Realistic
T: Time bounded
Project identification: A search for promising project ideas could contribute towards
achieving specified development objectives. Project identification should be an integral part of
the Macro-planning exercise of the state with sectored information and strategies as the main
source of the ideas.
Generally, ideas are formed from several sources based merely on some vested interests of the
individuals involved. However irrespective of their origin, project ideas should be in general
aim at overcoming constraints on the national development effort.
Good project ideas are the key to success. Therefore, a wide variety of sources should be tapped
to analyse them. To have a wide range of options, the sources of project ideas can be
categorized into two they are:

1. Micro level sources

2. Macro level sources



A Micro level

At micro level project ideas can be generated from various sources. Some of these are

discussed below.

I.

Analysis of the performance of existing industries:

An examination of existing industries in terms of their profitability and utilization
serves as a critical indicator for identifying investment opportunities that offer both
profitability and relatively low risk. By analyzing profitability metrics and utilization
rates across different sectors, investors can assess the potential for lucrative returns and
the level of risk associated with investment in those industries. Assessing capacity
utilization provides insights into how effectively industries are utilizing their production
capacities, offering clues about demand levels and potential for further investment.
Industries operating at or near full capacity may indicate high demand for their products
or services, suggesting opportunities for expansion. Conversely, underutilized capacity
in certain sectors may signal opportunities for investment aimed at optimizing
efficiency or gaining market share. Regional analysis enhances the relevance of such
studies, as it allows investors to tailor their strategies to local market dynamics and
regulatory environments. This approach is particularly beneficial for products with
high demand and significant potential for production scalability. By conducting a
thorough examination of existing industries on a regional basis, investors can identify
promising investment opportunities that align with their risk tolerance and growth
objectives, ultimately maximizing their chances of success in the market.
Examination of the input-outputs of various industries: The analysis of inputs
required for various industries may throw some project ideas. Opportunities exist when

Materials, purchased parts, or supplies are presently procured from distance



sources with considerable time lag and transportation cost and Several firms produce
internally some components parts which can be supplied at lower cost by a single
producer who can enjoy economics of scale. Similarly, a study of the output of the
existing industries may reveal opportunities for adding value through further processing
of the main outputs, by produce, by products as well as waste products.

Review of imports and exports; Analysis of import statistics for a period of five to
seven years is helpful in understanding the trend of imports of various goods and the
potential for import substitution. Indigenous manufacture of goods currently imported
is advantageous for several reasons. It improves the balance of payments situation. It
generates employment, and it provides market for the supporting industries and
services. Likewise an examination of export statistics is useful in learning about the
export possibilities of various products.

Investigation of local materials and resources: A search for project ideas may begin
an investigation into local resources and skills. Various ways of adding value to locally
available materials may be examined. Similarly, the skills of local artisans may suggest
products that might be profitably produced and marketed. Such assessment may
consider issues such as the human and material resources, Infrastructure facilities and
market for various products.

Analysis of economic and social changes: A study of economic and social trends is
helpful in projecting demands for various goods and services. Changing economic
conditions and consumer preferences provide new businesses opportunities. For
example, a greater awareness of the value of time is dawning on public. Hence the
demand for time saving products like prepared food items, ovens and powered vehicles

has been increasing. The other change that can be seen during analysis is the

10



increasing desire for the leisure and recreational activities. This has caused a growth in
the market for recreational products and services.

6. Study of new technological developments: New products are the new process and
technologies for existing products developed by the research laboratories may be
examined for profitable communication.

7. Exploring the possibility of reviving sick units: Industrials sickness is spread in many
countries. There are innumerable bossiness units which have been characterized as
sick. These units either closed are have reached the prospect of closure. A significant
proportion of sick units however can be nursed back to health by sound management,
fusion of further capital and provision of complementary inputs. Hence there is a fairly
good scope investment in this area.

8. Identification of unfulfilled psychological needs:

For well-established multi brand product groups like bathing soaps, detergents, cosmetics and
tooth paste, the questions to be asked is not whether there is an opportunity to manufacture
them for satisfying an actual physical need, but whether there are certain psychological needs
of the consumers which are presently unfulfilled.

9. Attending trade fairs:

National and international trade fairs provide an excellent opportunity to know about new
product and developments.

10. Stimulating creativity for generation’s new product lines:

New product ideas may be generated by thinking along the following lines: Modifications,
rearrangements, reversal, magnifications, reductions, substitutions, adoptions and
combinations.

2. At Macro level:

At macro level project ideas can be obtained from various sources as mentioned below:

11



1. Project ideas from government policies and plan:
From time to time governments produce guidelines such as the national development plans
and session papers which spell out the directions the government should take to achieve certain
targets in various sectors of the economy and guidelines to various organizations and
individuals. The information contained in these documents is useful in generating ideas for
new projects for Ex: If the government intends to start number of new schools in a given area
then a number of projects which of related to the establishment such schools would be
considered.

2. Project ideas from technical specifications:
For many industrial projects, ideas will usually tend to come from technical specifications,
which by virtue of their experience and for research findings will give use full information
which may lead to the manufacturing of new products or improving the existing products.

3. Project ideas from local leaders:
For community and social projects, local leaders usually have important ideas, which they
together with their local people, have identified as being important in improving the welfare of
the people. In the case of social projects depending in which one is to identify, there may be
number of other projects which are linked to the identified projects.
Ex: A project of constructing a dam for the generation of hydro electric power will be giving
suggestions for the start of irrigation projects, a fishing project and other related projects.

4. Project ideas from Entrepreneurs:
For commercial and industrial projects, Entrepreneurship is an important source of ideas.
Entrepreneurships include the characteristics of preparation of managerial competence and
motivation to achieve results. Although entrepreneurship skills have been passed on from one

generation to another along Family and social-economic circles, it has been recognized that
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programs for entrepreneurship development will help individuals to come up with useful ideas
which can be translated into viable projects.
Monitoring the environment
Basically a promising investment idea enables a firm to exploit opportunities in the
environment by drawing on its competitive strengths. Hence the firm must systematically
monitor the environment and asses its competitive abilities. For purposes of monitoring the
business environment may be divided into six broad sectors. They are as follows:
Economic Sector

e State of the economy

e Overall rate of growth

e Growth rate of primary, secondary, and territory sectors

e Cyclical fluctuations

e Linkage with the world economy

e Trade surplus/deficits balance of payment situation
Government Sector

e Industrial policy

e Government programs and projects

e Tax frame work

e Subsidies, incentives, and concessions

e Import and export policies

e Financing norms

e Lending conditions of financial institutions and commercial banks
Technological Sector

e Emergence of new technologies

e Access to technical know-how, foreign as well as local

13



» Receptiveness on the part of industry
Socio-demographic Sector

e Population trends

e Age shifts in population

e Income distribution

e Educational profile Employment of women

e Attitudes toward consumption and investment
Competition Sector

e Number of firms in the Industry

e Degree of homogeneity and differentiation among products

e Entry barriers

e Comparison with substitutes in terms of quality, price, appeal, and functional

performance

e Marketing policies and practices
Supplier Sector

e Availability and cost of raw materials

e Availability and cost of energy
Screening potentially promising project ideas
Once a list of project ideas has been put forward, the first step is select one or more of them as
potentially promising. This calls for quick preliminary screening by experienced professionals
who could also modify some of the proposals. At this stage, the screening criteria are vague
and rough, that becomes specific and refined as project planning advances, during the
preliminary screening to eliminate ideas, which are not promising, and one is required to look

into the following aspects
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1. Compatibility with the promoter:
The idea must be compatible with the interest, personality, and resources of the entrepreneur.
It means it should fit to the personality of the entrepreneur; it should be accessible to him and
it should offer him the prospect growth and high return on the invested capital.

2. Consistency with government priorities:
The project idea must be feasible given the national goals and governments regularity

framework.

Sources of Innovative Ideas
Sources of innovative ideas can come from various places and avenues. Here are some
introductions to different sources of innovative ideas:

1. Customers: Customers play a crucial role in providing valuable insights and feedback
on their needs, preferences, and pain points. Through active listening and engagement
with customers, entrepreneurs gain valuable information that can guide the
development of new product or service ideas tailored to meet specific market demands.
This direct interaction allows entrepreneurs to understand customer behaviours, desires,
and challenges more intimately, facilitating the identification of untapped opportunities
for innovation and improvement. Prioritizing customer- centricity not only helps in
developing products or services that resonate with the target audience but also fosters
stronger relationships, enhances brand loyalty, and provides a deeper understanding of
evolving market dynamics.

2. Existing organization: Within an existing organization, employees often possess
innovative ideas that have the potential to spark new ventures. By fostering a culture of
innovation and providing platforms for employees to share their ideas, organizations

can tap into a wealth of creative potential and uncover new venture
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opportunities. Encouraging open communication and idea-sharing cultivates an
environment where employees feel empowered to contribute their insights and
perspectives. This not only promotes engagement and collaboration but also nurtures
a sense of ownership and investment in the organization's success. By harnessing the
collective creativity of their workforce, organizations can identify promising ideas,
explore new markets, and pursue innovative ventures that drive growth and
differentiation in the marketplace.

3 Distribution channels: Exploring diverse distribution channels presents an avenue

for discovering novel approaches to reaching customers and delivering products or services.

By investigating alternative distribution methods and cultivating partnerships, businesses

can unveil innovative business models that capitalize on untapped market opportunities.

Examining different distribution channels allows organizations to adapt to changing

consumer behaviours and preferences, as well as to penetrate new market segments.

Moreover, forging strategic partnerships with complementary businesses or leveraging

emerging technologies can facilitate the development of innovative distribution strategies.

This not only enhances the accessibility and availability of products or services but also

fosters customer engagement and loyalty. Ultimately, embracing a flexible and dynamic

approach to distribution enables businesses to stay ahead of the competition and drive
sustainable growth in today's rapidly evolving marketplace.

4. Government: Government initiatives, policies, and regulations can create
opportunities for entrepreneurs. Keeping abreast of government programs, grants, or
incentives can help identify new venture possibilities.

5. Financial institutions and Development Agencies: Financial institutions and

development agencies often provide support and resources for entrepreneurs. They
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10.

11.

may offer funding opportunities, mentorship programs, or business development
services that can spark new ideas.

Research and Development: Formal institutional research and development efforts
can lead to new product ideas. However, innovative ideas can also emerge from
informal research endeavours at the private level .

Trade Shows, Fairs, and Exhibitions: Trade shows and exhibitions showcase new
products, innovations, and processes. Attending these events can inspire entrepreneurs
to adapt or modify existing ideas and develop new products or services

Focus Groups: Focus groups are a valuable source of product ideas. By facilitating
open, in-depth discussions, moderators can guide participants in conceptualizing and
developing new product ideas that fulfil market needs

Brainstorming: Brainstorming is a creative technique that involves generating a large
number of ideas in a group setting. It encourages free thinking and idea generation,
allowing entrepreneurs to explore various possibilities.

Collective Notebook Method: The collective notebook method involves creating a
shared notebook or digital platform where individuals can contribute their ideas. This
collaborative approach can lead to the generation of new and innovative ideas
Heuristics Method: The heuristics method is a problem-solving approach that
encourages thinking outside the box and helps entrepreneurs overcome mental barriers
to explore unconventional solutions. It involves using problem-solving techniques or
rules of thumb to generate ideas. Heuristics are practical methods that simplify decision-
making by relying on readily accessible information and mental shortcuts. They are
useful when faced with limited time, too much information, or when relevant examples
come to mind easily. While heuristics can lead to biases or errors in judgment, they

serve as valuable tools for quick decision-making in
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situations where exhaustive analysis is impractical. Entrepreneurs can leverage the
heuristics method to generate innovative ideas and explore unconventional solutions,
allowing for more efficient problem-solving and decision-making processes.

12. Checklist Method: The checklist method involves using a predefined checklist of
criteria or questions to stimulate idea generation. It provides a structured approach and
ensures that important aspects are considered during the ideation process.

13. Dream Approach: The dream approach involves envisioning an ideal scenario or
outcome and working backward to identify the steps or ideas needed to achieve it. It
encourages thinking big and can inspire innovative ideas .

14. Market Gap Analysis: Market gap analysis involves identifying gaps or unmet needs
in the market. By analyzing customer frustrations or unaddressed market segments,
entrepreneurs can uncover opportunities for innovation and develop new products or
services.

15. Lifestyle Analysis Method: The lifestyle analysis method involves studying consumer
lifestyles, behaviours, and preferences to identify new venture opportunities. By
understanding consumer needs and desires, entrepreneurs can develop innovative
solutions that cater to specific lifestyle choices.

Entrepreneurial imagination and Creativity

Entrepreneurial imagination and creativity are essential qualities that drive innovation and
differentiation in the world of entrepreneurship. They play a crucial role in identifying new
opportunities, generating unique ideas, and developing ground-breaking solutions. Let‘s
explore the significance of entrepreneurial imagination and creativity in the context of new
ventures:

Imagination as a Source of Ideas

18



Entrepreneurial imagination involves the ability to envision possibilities beyond the
existing boundaries. It allows entrepreneurs to think beyond conventional wisdom, challenge
the status quo, and imagine new ways of solving problems or meeting customer needs.
Imagination acts as a catalyst for generating innovative ideas and laying the foundation for
new ventures.

Identifying Opportunities

Entrepreneurs with a vivid imagination can spot opportunities that others might
overlook. They possess a keen sense of observation and are attuned to market trends, emerging
technologies, and evolving customer preferences. Their imaginative thinking helps them
connect disparate ideas and recognize potential gaps or unmet needs in the market, creating
fertile ground for new venture opportunities.

Creativity in Problem Solving

Creativity is the ability to generate original and valuable ideas. Entrepreneurs who
leverage creativity can develop novel solutions to complex problems. They approach
challenges with a fresh perspective, seeking unconventional approaches and leveraging their
imagination to think outside the box. Creative problem-solving is crucial for overcoming
obstacles and finding innovative ways to differentiate a new venture from competitors.
Differentiation and Competitive Advantage

In today‘s competitive business landscape, standing out from the crowd is crucial.
Entrepreneurial imagination and creativity play a vital role in creating unique value
propositions that differentiate new ventures. Creative entrepreneurs are capable of offering
fresh and compelling products, services, or business models that capture the attention of
customers, leading to a competitive advantage.

Adaptability and Innovation

19



Entrepreneurial imagination and creativity also drive adaptability and innovation in
new ventures. Imagination enables entrepreneurs to envision future trends, anticipate changes,
and adapt their strategies accordingly. Creativity allows them to innovate continuously, finding
new ways to improve their offerings, optimize processes, and respond to evolving market
demands.

Inspiring and Motivating Others

Entrepreneurs with a strong imagination and creative mindset can inspire and motivate
their teams. Their ability to communicate their vision, generate excitement, and encourage
innovative thinking fosters a culture of creativity within the organization. This culture, in turn,
attracts talented individuals and promotes an environment where ideas can flourish, driving the

success of the new venture.

Risk-Taking and Entrepreneurial Courage

Imagination and creativity often involve taking risks and challenging conventional
thinking. Entrepreneurs who possess these qualities are willing to step out of their comfort
zones and pursue uncharted territories. They have the courage to embrace uncertainty,
overcome setbacks, and learn from failures. This entrepreneurial courage is essential for
turning imaginative ideas into tangible outcomes.
The Role of Creative thinking

Creative thinking plays a pivotal role in various aspects of life, including
entrepreneurship, problem-solving, innovation, and personal growth. In the context of new
ventures, creative thinking is essential for generating novel ideas, finding unique solutions,
and driving business success. Let‘s explore the role of creative thinking in the following areas:

Idea Generation
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Creative thinking is instrumental in generating new and innovative ideas. It involves
breaking free from traditional patterns of thinking and exploring alternative perspectives.
Entrepreneurs who engage in creative thinking are more likely to generate unique business
concepts, products, or services that can disrupt existing markets or create new ones. Creative
idea generation is the foundation upon which successful new ventures are built.

Problem Solving

Creative thinking enables entrepreneurs to approach problems from fresh angles and
find unconventional solutions. By exploring different viewpoints and challenging assumptions,
entrepreneurs can uncover hidden opportunities and overcome obstacles. Creative problem-
solving involves thinking outside the box, connecting seemingly unrelated ideas, and adapting
to new circumstances. It allows entrepreneurs to address challenges effectively and drive their
ventures forward.

Innovation and Differentiation

Innovation is at the heart of entrepreneurial endeavors, and creative thinking is a crucial
driver of innovation. Creative entrepreneurs constantly seek ways to improve and differentiate
their products, services, or business models. They explore uncharted territory, experiment with
new approaches, and push the boundaries of what is possible. Creative thinking gives rise to
innovative ideas that can revolutionize industries, capture market attention, and provide a
competitive edge.

Flexibility and Adaptability

Creative thinking fosters flexibility and adaptability, enabling entrepreneurs to navigate
through dynamic and uncertain environments. Creative entrepreneurs are open to change and
willing to embrace new ideas and perspectives. They can quickly pivot their strategies, adjust

their business models, and seize emerging opportunities. Creative thinking
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helps entrepreneurs anticipate and respond to market shifts, ensuring the sustainability and
growth of their ventures.

Collaboration and Teamwork

Creative thinking encourages collaboration and teamwork within new ventures. Entrepreneurs
who value and foster creative thinking create an environment where team members feel
empowered to contribute their ideas and perspectives. By bringing together diverse viewpoints
and harnessing collective creativity, new ventures can benefit from the synergy of collaborative
problem-solving and generate more innovative solutions.

Continuous Improvement

Creative thinking drives continuous improvement within new ventures. Entrepreneurs who
embrace creative thinking are always seeking ways to refine their products, processes, and
customer experiences. They encourage feedback, embrace experimentation, and are open to
iterating and evolving their ventures based on insights and new ideas. Continuous improvement
fueled by creative thinking enables new ventures to stay relevant and exceed customer
expectations.

Personal Growth and Learning

Creative thinking is not only beneficial for new ventures but also for personal growth and
development. Engaging in creative thinking expands an entrepreneur‘s perspective, cultivates
a curious mindset, and enhances their ability to adapt to changing circumstances. Creative
thinking challenges individuals to push their boundaries, learn from failures, and embrace a
growth-oriented mindset, fostering personal and professional growth.

Developing Creativity

Creativity is a skill that can be developed and nurtured over time. Here are some strategies to

enhance and develop creativity:
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e Embrace Curiosity: Cultivate a curious mindset by actively seeking out new
experiences, ideas, and perspectives. Ask questions, explore diverse fields, and
challenge assumptions to expand your knowledge and spark creativity.

» Foster an Open Mind: Be open to new possibilities and perspectives. Avoid rigid
thinking and embrace ambiguity. Encourage yourself to explore different viewpoints
and consider unconventional ideas.

e Practice Divergent Thinking: Divergent thinking involves generating multiple ideas
and solutions without judgment or evaluation. Engage in brainstorming sessions, mind
mapping, or free writing exercises to enhance your ability to generate a wide range of
ideas.

 Engage in Creative Activities: Pursue creative hobbies or activities that stimulate
your imagination. Engaging in art, writing, music, or other forms of creative expression
can unlock your creative potential and inspire new ideas.

e Collaborate and Share Ideas: Interact with others and engage in collaborative
brainstorming sessions. Sharing ideas and perspectives with others can ignite new
insights and foster creative thinking through the synergy of diverse viewpoints.

e« Embrace Failure and Learn from Mistakes: Fear of failure can hinder creativity.
Embrace failure as an opportunity for learning and growth. Analyze your mistakes,
extract lessons from them, and use those experiences to fuel your creative process.

e Create a Supportive Environment: Surround yourself with people who support and
encourage your creative endeavors. Build a network of like-minded individuals who
inspire and challenge you to think creatively.

Impediments to Creativity
While creativity can be developed, certain factors can impede or hinder the creative process.

Here are some common impediments to creativity:
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Fear of Failure: The fear of making mistakes or being judged can stifle creativity.
Overcome this fear by reframing failure as a natural part of the creative process and a
source of learning and growth.

Limited Thinking Patterns: Rigid thinking or adherence to fixed routines and
conventions can restrict creative thinking. Challenge established patterns and explore
alternative perspectives to break free from limitations.

Negative Self-Talk: Negative self-talk or self-doubt can undermine creativity.
Cultivate self-belief and positive affirmations to counteract negative thoughts and
embrace your creative potential.

Lack of Inspiration or Exposure: Creativity thrives when it is fueled by inspiration.
Lack of exposure to new experiences, ideas, or diverse perspectives can hinder the
generation of fresh and innovative ideas. Seek out new experiences, explore different
cultures, and expose yourself to a variety of stimuli to inspire creativity.

Time Pressure and Stress: Creativity requires time and a relaxed state of mind.
Excessive time pressure or stress can inhibit the creative process. Create a conducive
environment that allows for reflection, relaxation, and contemplation.

Resistance to Change: Resistance to change or a preference for the familiar can impede
creative thinking. Embrace change as an opportunity for growth and exploration, and
be open to new ideas and perspectives.

Lack of Supportive Environment: A lack of support or criticism can discourage
creative thinking. Surround yourself with individuals who support and encourage your
creative endeavours, and seek out environments that foster a culture of creativity and

innovation.
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PATHWAYS TO NEW VENTURES FOR ENTREPRENEURS

Entrepreneurs have various pathways to explore when embarking on new ventures. Here

are some pathways that entrepreneurs can consider:

I.

Identifying market gaps: By conducting market research and analysis, entrepreneurs
can identify unmet needs or gaps in the market. This can involve studying customer
preferences, analyzing industry trends, and understanding emerging technologies. By
identifying these gaps, entrepreneurs can develop innovative solutions to address them
and create new ventures.

Leveraging personal expertise: Entrepreneurs can leverage their own skills,
knowledge, and expertise to identify opportunities for new ventures. This can involve
identifying areas where they have a competitive advantage or a unique perspective. By
capitalizing on their expertise, entrepreneurs can develop ventures that align with their
passions and strengths.

Adapting existing technologies or business models: Entrepreneurs can explore
existing technologies or business models and find ways to adapt them to different
industries or markets. This can involve taking an existing concept and applying it in a
new context or finding innovative ways to improve upon existing solutions. By adapting
existing ideas, entrepreneurs can create ventures that offer unique value propositions.
Collaborating with others: Entrepreneurs can seek out partnerships or collaborations
with other individuals or organizations. This can involve joining forces with
complementary skill sets, forming strategic alliances, or participating in incubators or
accelerators. Collaborations can provide access to resources, expertise, and networks

that can help entrepreneurs launch and grow their ventures.
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5. Identifying emerging trends: Keeping a pulse on emerging trends and technologies
can provide entrepreneurs with insights into new venture opportunities. This can
involve monitoring industry publications, attending conferences and events, and
engaging with thought leaders in relevant fields. By staying informed about emerging
trends, entrepreneurs can position themselves at the forefront of innovation and identify
new venture possibilities.

6. Solving personal pain points: Entrepreneurs can identify problems or challenges they
personally face and develop solutions to address them. By solving their own pain points,
entrepreneurs can create ventures that resonate with others who face similar challenges.
This approach can provide a deep understanding of the problem and a passion for
finding a solution.

These pathways offer entrepreneurs a range of approaches to explore when seeking new

venture opportunities. By combining creativity, market insights, personal expertise, and

collaboration, entrepreneurs can discover and pursue promising pathways to launch

successful ventures.

CREATING NEW VENTURES, ACQUIRING AN ESTABLISHED

VENTURE, ADVANTAGES OF ACQUIRING AN ONGOING VENTURE

Successful entrepreneurs understand the importance of continuous learning and
adaptation. They remain open to feedback, seek mentorship, and actively engage in
networking opportunities to expand their knowledge and refine their approach. They
embrace failures as learning experiences, pivot when necessary, and seize emerging

opportunities.
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Furthermore, the creation of new ventures goes beyond economic considerations. It
has the potential to generate employment, drive innovation, and contribute to
societal progress. Entrepreneurship can foster economic growth, empower
individuals, and address social and environmental challenges through innovative

solutions.

Creating New Ventures

Creating new ventures is an exhilarating and challenging journey undertaken by aspiring
entrepreneurs who dare to turn their innovative ideas into reality. This essay explores the
process of creating new ventures, highlighting the key steps, critical considerations, and the
factors that contribute to their success. From opportunity identification to business planning,
funding, and execution, this essay delves into the various aspects of launching and growing a

new venture.

Opportunity Identification

The first step in creating a new venture is identifying a promising opportunity in the market.
This involves conducting extensive market research, analyzing consumer needs, trends, and
gaps in the industry. Entrepreneurs must stay alert to emerging technologies, changing
customer preferences, and unmet demands. By identifying these opportunities, entrepreneurs

lay the foundation for their new venture and set the stage for future success.

Ideation and Concept Development

Once an opportunity is identified, entrepreneurs engage in ideation and concept development.

This stage involves brainstorming ideas, exploring different solutions, and refining the
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concept that aligns with the identified opportunity. Creative thinking, collaboration, and open-
mindedness play a crucial role in generating and selecting the most viable idea for the new

venture.

Business Planning and Strategy

After finalizing the concept, entrepreneurs develop a comprehensive business plan and
strategy. This includes defining the target market, conducting a competitive analysis, outlining
the value proposition, and establishing the business model. The business plan serves as a
roadmap for the new venture, guiding its operations and providing a framework for achieving

its goals.

Financial Considerations and Funding

Financial considerations are vital when creating a new venture. Entrepreneurs must assess the
financial feasibility of their business idea, develop financial projections, and determine the
required funding. They can explore various funding options such as bootstrapping, seeking
loans from financial institutions, or attracting investments from venture capitalists or angel
investors. Securing adequate funding is crucial for initiating and sustaining the new venture‘s

growth.

Building the Team

Creating a strong and capable team is essential for the success of a new venture. Entrepreneurs
need to recruit individuals with the necessary skills, expertise, and passion to bring their vision
to life. Building a diverse and complementary team enhances creativity, problem-solving, and

the overall capabilities of the venture.
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Execution and Operations

Once the groundwork is laid, entrepreneurs focus on executing the business plan and
establishing efficient operational processes. This includes setting up the necessary
infrastructure, implementing marketing strategies, managing finances, and delivering the
product or service to the target market. Effective execution and continuous monitoring are vital

to ensure that the venture remains on track and adapts to evolving market conditions.

Growth and Scaling

As the new venture gains traction, entrepreneurs strive for sustainable growth and scalability.
They explore strategies to expand the customer base, enter new markets, and increase market
share. This may involve product diversification, strategic partnerships, mergers and
acquisitions, or exploring international markets. Effective scaling requires a balance between

innovation, operational efficiency, and maintaining the core values and vision of the venture.

Managing Challenges and Risks

Creating a new venture is not without its challenges. Entrepreneurs must anticipate and
navigate various risks, such as market fluctuations, regulatory hurdles, competition, and
operational issues. Flexibility, resilience, and effective risk management strategies are essential

to overcome impact, and contribute to the entrepreneurial ecosystem.

Acquiring an established Venture

Acquiring an established venture can be an attractive option for entrepreneurs seeking to enter
or expand their presence in a particular market. Acquisitions offer several advantages,

including access to an existing customer base, established infrastructure, and operational
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efficiencies. This essay explores the strategies, considerations, and benefits associated with

acquiring an established venture.

Identify Strategic Fit

Before embarking on the acquisition process, entrepreneurs must identify a target venture that
aligns with their strategic goals and vision. They should assess the compatibility of the target
venture‘s products, services, market position, and customer base with their own business
objectives. A strategic fit ensures that the acquisition contributes to the long-term growth and

success of the acquiring company.

Conduct Due Diligence

Thorough due diligence is essential before proceeding with an acquisition. This involves
conducting a comprehensive assessment of the target venture‘s financials, operations, legal
obligations, intellectual property rights, and potential risks. Due diligence provides valuable

insights into the target venture‘s assets, liabilities, growth potential, and overall viability.

Determine Acquisition Structure

Entrepreneurs have various options for structuring the acquisition, such as a complete buyout,
partial acquisition, or merger. The chosen structure depends on factors such as the
entrepreneurs financial capacity, growth strategy, and the extent of control desired over the
target venture. Legal and financial advisors can assist in determining the most suitable structure

for the acquisition.

Negotiate and Valuation
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Negotiating the terms of the acquisition and determining the valuation of the target venture are
critical steps. Valuation methods may include assessing the target venture‘s financial
performance, market position, growth prospects, and comparable transactions in the industry.
Effective negotiation skills and a thorough understanding of the target venture‘s value drivers

are essential to achieve a fair and favourable deal.

Integration Planning

Post-acquisition, effective integration planning is crucial for the smooth transition and
alignment of the target venture with the acquiring company‘s operations and culture.
Integration planning involves identifying synergies, streamlining processes, integrating
systems, and aligning the workforce. A well-executed integration plan ensures a seamless

integration of the acquired venture and maximizes the value of the acquisition.

Leverage Existing Resources

Acquiring an established venture allows entrepreneurs to leverage the existing resources and
capabilities of the target venture. This includes access to an established customer base,
distribution channels, intellectual property, technology, and skilled workforce. By leveraging
these resources, entrepreneurs can accelerate their market entry or expansion, reduce costs,

and gain a competitive edge.

Rapid Market Entry and Expansion

Acquiring an established venture provides entrepreneurs with a shortcut to market entry or
expansion. Instead of starting from scratch, entrepreneurs can quickly gain market share,

penetrate new geographies, or enter new market segments. This rapid entry or expansion can
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significantly reduce the time and resources required to establish a presence and compete in the

market.

Mitigate Risks

Acquiring an established venture can mitigate certain risks associated with starting a new
venture. The target venture has already undergone market validation, established customer
relationships, and proven business processes. This reduces the uncertainty and risks typically
associated with launching a new business. Additionally, the acquisition allows entrepreneurs

to benefit from the target venture‘s existing brand reputation and goodwill.

Advantages of acquiring an ongoing Venture

Acquiring an ongoing venture can provide entrepreneurs with numerous advantages and

opportunities for growth. Here are some key advantages of acquiring an established business:

Established Brand and Reputation

One of the significant advantages of acquiring an ongoing venture is gaining access to an
established brand and reputation. The acquired business has already built recognition and
credibility in the market, which can take years to establish from scratch. This can give the
acquiring entrepreneur an immediate competitive advantage and a solid foundation to build

upon.

Existing Customer Base

Acquiring a business means inheriting its existing customer base. This provides the acquiring

entrepreneur with an immediate revenue stream and a ready-made market for their products
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or services. By leveraging the acquired customer base, entrepreneurs can increase market

share, cross-sell or upsell additional offerings, and deepen customer relationships.

Established Systems and Processes

An ongoing venture typically has well-defined systems and processes in place for operations,
sales, marketing, and customer service. These established systems can save the acquiring
entrepreneur significant time and effort compared to starting from scratch. They provide a
blueprint for efficient operations, allowing the entrepreneur to focus on growth and innovation

rather than building foundational processes.

Skilled Workforce

When acquiring an ongoing venture, entrepreneurs gain access to an experienced and skilled
workforce. This eliminates the need for extensive recruitment and training efforts. The existing
employees bring valuable knowledge, expertise, and institutional memory to the business,

contributing to its continuity and smooth transition under new ownership.

Strong Supplier and Distribution Networks

An established business has likely developed relationships with suppliers, distributors, and
other strategic partners. Acquiring the venture allows the entrepreneur to tap into these
established networks, which can expedite the supply chain, reduce costs, and enhance
distribution capabilities. Leveraging these relationships can create synergies and unlock new

growth opportunities.

Proven Business Model
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Acquiring an ongoing venture means acquiring a proven business model that has demonstrated
its viability and profitability. This mitigates the risks associated with starting a new venture
and provides the entrepreneur with a tested blueprint for success. The entrepreneur can leverage
the existing business model, make improvements if necessary, and focus on scaling and

expanding the venture.

Access to Intellectual Property and Assets

The acquisition of an ongoing venture often includes the acquisition of valuable intellectual
property, such as patents, trademarks, copyrights, or trade secrets. These assets can provide a
competitive advantage and serve as a foundation for innovation and future growth.
Additionally, the acquisition may include physical assets such as equipment, real estate, or

inventory, further enhancing the acquiring entrepreneur‘s capabilities.

Synergy and Growth Opportunities

Acquiring a business can create synergies with the acquiring entrepreneur‘s existing operations
or other ventures. These synergies can result in cost savings, operational efficiencies, and
revenue growth. The combined strengths of both businesses can open up new market

opportunities, expand product lines, or enter new geographic regions.

Reduced Time to Market

Acquiring an on-going venture significantly reduces the time required to enter a market
compared to starting a new business. The entrepreneur can bypass the time-consuming tasks

of market research, product development, and customer acquisition. This accelerated entry to
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the market allows the entrepreneur to capitalize on market opportunities, respond to

competition quickly, and gain a competitive edge.

Potential for Faster Return on Investment

By acquiring an established venture, entrepreneurs can potentially achieve a faster return on
their investment compared to starting a new business. With an existing revenue stream,
customer base, and operational infrastructure, the acquiring entrepreneur can focus on

optimizing the business, driving growth, and generating profits from the outset.

Franchising, How a Franchise works, Franchise law, evaluating the

franchising opportunities.

Franchising is a business expansion model that has gained significant popularity worldwide.
It offers entrepreneurs the opportunity to grow their business by granting third parties the right
to operate under their established brand, business model, and support systems. This essay
explores the concept of franchising, its key elements, benefits, and considerations for both

franchisors and franchisees.

Franchising is a business arrangement in which the franchisor grants the franchisee the rights
to operate a business using its established brand, trademarks, products or services, and
operating systems. The key elements of franchising include a legal relationship, payment of
fees or royalties, ongoing support and guidance from the franchisor, and adherence to the

franchisor‘s standards and guidelines.

Benefits for Franchisors:
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» Rapid Expansion: Franchising enables rapid business expansion by leveraging the
resources, capital, and efforts of franchisees. Franchisors can quickly establish a
presence in new markets without the need for substantial investments in infrastructure

and personnel.

e Brand Extension: Franchising allows franchisors to extend their brand presence and

increase brand visibility through the multiple locations operated by franchisees.

e Shared Risk: Franchisees bear a significant portion of the financial risk associated
with establishing and operating individual franchise units, reducing the burden on the

franchisor.

* Revenue Streams: Franchisors generate revenue through initial franchise fees, ongoing

royalties, and other fees collected from franchisees.

e Operational Control: Franchisors can maintain a certain level of control over the

operations of individual franchise units by providing guidelines, training, and support.

Benefits for Franchisees:

e Established Brand and Business Model: Franchisees benefit from operating under
an established brand with a proven business model. This reduces the risks associated

with starting a new business and increases the chances of success.

e Training and Support: Franchisees receive initial training and ongoing support from
the franchisor. This includes guidance on operations, marketing, purchasing, and other

aspects of running the business effectively.
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» Reduced Business Risks: Franchisees can leverage the experience and expertise of the
franchisor, benefiting from their market knowledge, research, and operational systems.

This can help mitigate risks and increase the likelihood of profitability.

» Marketing and Advertising Support: Franchisees often benefit from national or
regional marketing campaigns funded by the franchisor. This enhances brand

recognition, attracts customers, and supports the franchisee‘s local marketing efforts.

e Group Purchasing Power: Franchisees can take advantage of the collective
purchasing power negotiated by the franchisor, accessing favorable pricing and terms

from suppliers, reducing costs, and improving profitability.

Considerations for Franchisors:

e Franchise Development and Support: Franchisors need to invest in developing
comprehensive franchise packages, including operations manuals, training programs,

marketing support, and ongoing assistance to franchisees.

e Legal Compliance: Franchisors must comply with relevant legal requirements,
including preparing accurate and transparent disclosure documents and adhering to

franchise regulations.

e Franchisee Selection: Selecting the right franchisees is crucial for the success of the
franchise system. Franchisors should establish criteria, conduct thorough due diligence,

and provide comprehensive training and support to ensure franchisee success.

Considerations for Franchisees:
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Investment and Financial Resources: Franchisees need to assess the financial
requirements, including franchise fees, initial investment, ongoing royalties, and
working capital. They should carefully evaluate the potential return on investment and

consider the associated risks.

Franchise Agreement and Terms: Franchisees should thoroughly review the franchise
agreement, understanding the rights, obligations, and limitations imposed by the
franchisor. Seeking legal counsel is advisable to ensure a clear understanding of the

contractual terms.

Training and Support: Franchisees should assess the level of training and ongoing
support provided by the franchisor. Understanding the extent of assistance available,
such as operational guidance, marketing support, and access to resources, is crucial for

the franchisee‘s success.

Franchisee-Franchisor Relationship: Franchisees should consider the dynamics and
expectations of the relationship with the franchisor. Open communication, trust, and

alignment of goals are important for a successful partnership.

Challenges and Risks:

Loss of Control: Franchisors may face challenges in maintaining consistency and
quality across multiple franchise units. Balancing the need for standardized operations

with the flexibility required by individual franchisees can be a challenge.
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* Franchisee Performance: Franchisors rely on the performance of their franchisees to
uphold the reputation and success of the overall franchise system. Poorly performing

franchisees can impact the brand and profitability.

» Legal and Regulatory Compliance: Both franchisors and franchisees must comply
with legal and regulatory requirements specific to franchising. Failure to do so can

result in legal issues and reputational damage.

e Franchisee Independence: Franchisees may desire more independence and flexibility
in operating their businesses. Striking a balance between maintaining the consistency

of the brand and allowing franchisee autonomy can be a challenge.

e Market Saturation and Competition: Entering a market with a high number of
existing franchise units or strong competition can pose challenges for both franchisors
and franchisees. Market research and careful analysis are essential to identify viable

opportunities.

How a Franchise works

Franchising is a business model that allows individuals or entities (franchisees) to operate a
business under the established brand, systems, and support of a larger company (franchisor). It
is a legal and commercial relationship in which the franchisor grants the franchisee the right
to use its trademarks, business methods, and intellectual property for a specified period, usually

in a specific territory. Here‘s a breakdown of how a franchise works:

Franchise Agreement
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The franchise relationship begins with a legally binding contract known as the franchise
agreement. This agreement outlines the rights, obligations, and responsibilities of both the
franchisor and the franchisee. It covers areas such as territorial rights, fees and royalties,
training and support, quality standards, marketing requirements, and other operational

guidelines.

Initial Investment

Franchisees are required to make an initial investment, which includes franchise fees and often
covers the costs of initial training, equipment, inventory, and store build-out. The franchise
fees are typically a one-time payment made to the franchisor for the right to use their brand and

systems.

Training and Support

Franchisors provide comprehensive training to franchisees to ensure they understand the brand
standards, operating procedures, and customer service protocols. Training programs can
include classroom instruction, on-the-job training, and ongoing support. Franchisees receive

guidance on various aspects such as operations, marketing, accounting, and human resources.

Operating under Brand and Systems

Franchisees operate their business under the established brand identity and systems of the
franchisor. This includes using the franchisor‘s trademarks, trade dress, and proprietary
methods. Franchisees follow standardized operating procedures to maintain consistency and

quality across all franchise locations.
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Financial Obligations

Franchisees typically pay ongoing fees to the franchisor, including royalties based on a
percentage of their sales, advertising or marketing fees, and possibly other fees related to
ongoing support or system updates. These fees contribute to the ongoing support and

development of the franchise system as a whole.

Marketing and Branding

Franchisees benefit from the marketing and branding efforts of the franchisor. The franchisor
often conducts national or regional advertising campaigns, and franchisees may contribute to
local marketing efforts. This collective marketing approach helps build brand recognition,

attract customers, and create a consistent brand image across all franchise locations.

Quality Control

Maintaining consistent quality and standards is crucial in franchising. Franchisors have quality
control mechanisms in place to ensure that franchisees adhere to the brand‘s standards. This
may include regular inspections, mystery shopper programs, customer satisfaction surveys,

and ongoing training and support to address any deficiencies.

Territory and Expansion

Franchisees are typically granted exclusive or protected territories, ensuring they have a
defined market to operate within. This helps prevent direct competition between franchisees of
the same brand. Franchisees may also have the opportunity to expand their business by opening
additional units within their territory or by acquiring additional territories, subject to the

franchisor‘s approval.
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Franchisee-Franchisor Relationship

The franchisee-franchisor relationship is a partnership built on trust, open communication, and
mutual cooperation. Franchisors provide ongoing support and guidance to franchisees,
including operational assistance, marketing materials, and access to the franchisor‘s network

of suppliers and vendors.

Renewal and Exit

Franchise agreements typically have a defined term, often ranging from 5 to 20 years. At the
end of the initial term, franchisees may have the option to renew the agreement, subject to
meeting certain conditions. Franchisees may also have the option to sell their franchise unit to
a new owner, subject to the franchisor‘s approval and any transfer fees or conditions outlined

in the franchise agreement.

Benefits for Franchisees:

Franchisees enjoy several benefits when operating within a franchise system:

» Established Brand: Franchisees benefit from the instant recognition and reputation of

an established brand, which can attract customers and build trust.

* Proven Business Model: Franchisees can leverage a tried and tested business model
that has demonstrated success in the market. This reduces the risks associated with

starting a new business from scratch.
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e Training and Support: Franchisees receive initial training and ongoing support from
the franchisor, which helps them navigate the challenges of operating the business

effectively.

» Marketing and Advertising: Franchisees can benefit from the collective marketing
and advertising efforts of the franchisor, which often include national or regional

campaigns to promote the brand.

e Group Purchasing Power: Franchisees can access bulk purchasing discounts and
favorable supplier relationships negotiated by the franchisor, which can lead to cost

savings and improved profitability.

Advantages for Franchisors:

Franchisors also derive several advantages from the franchise model:

e Rapid Expansion: Franchising allows franchisors to expand their business rapidly by

leveraging the efforts and investments of franchisees.

e Capital Infusion: Franchisees provide capital through initial franchise fees and

ongoing royalties, allowing the franchisor to invest in further growth and development.

e Brand Extension: Franchising enables franchisors to extend their brand presence into
new markets and geographic locations, creating more opportunities for revenue

generation.
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» Economies of Scale: The collective operations of multiple franchise units can create
economies of scale, leading to cost savings in areas such as purchasing, marketing, and

administrative functions.

e Motivated Entrepreneurs: Franchisors benefit from the passion and entrepreneurial

spirit of franchisees who are invested in the success of their individual businesses.

Potential Challenges and Considerations:

While franchising offers numerous advantages, there are potential challenges that both

franchisors and franchisees should consider:

e Relationship Dynamics: Maintaining a strong and mutually beneficial relationship

between franchisors and franchisees is crucial for the success of the franchise system.

e Consistency and Quality Control: Ensuring consistent adherence to brand standards
and quality across all franchise units can be a challenge, requiring effective monitoring

and support mechanisms.

e Franchisee Autonomy: Balancing the need for standardization and the entrepreneurial

freedom of franchisees can require clear communication and alignment of expectations.

e Legal and Regulatory Compliance: Franchise systems are subject to specific laws
and regulations, and both franchisors and franchisees must ensure compliance to avoid

legal issues.
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» Selecting the Right Franchisees: Franchisors must carefully select franchisees who
align with the brand‘s values, have the necessary skills and resources, and are

committed to following the franchisor‘s systems and guidelines.

Franchise law in INDIA

Franchise law in India encompasses the legal framework and regulations that govern
franchising activities within the country. While there is no specific legislation dedicated solely
to franchising, franchise relationships in India are subject to various laws, regulations, and

guidelines. Here are some key aspects of franchise law in India:

e Contract Law: Franchise relationships are primarily governed by the Indian Contract
Act, 1872. The franchise agreement, which outlines the rights, obligations, and
responsibilities of both the franchisor and the franchisee, is considered a legally binding

contract under this Act.

e Consumer Protection Laws: Franchisees are considered consumers under the
Consumer Protection Act, 2019. This law protects franchisees from unfair trade
practices, misleading advertisements, and substandard goods or services. Franchisees

can seek legal remedies in case of any consumer rights violations.

e Competition Law: The Competition Act, 2002, aims to prevent anti-competitive
practices in the market. Franchisors and franchisees are required to comply with the
provisions of this law, which include restrictions on anti-competitive agreements, abuse
of dominant market position, and combinations or mergers that may have an adverse

impact on competition.
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Intellectual Property Rights (IPR): Intellectual property rights play a crucial role in
franchising, particularly regarding trademarks, copyrights, and trade secrets. Franchise
agreements typically address the licensing and protection of intellectual property owned
by the franchisor. The Trade Marks Act, 1999, and the Copyright Act, 1957, provide

legal protection for trademarks and copyrights, respectively.

Disclosure and Transparency: While there is no specific franchise disclosure law in
India, the Ministry of Corporate Affairs has issued the Indian Franchise Disclosure
Guidelines in 2011. These guidelines recommend certain disclosure requirements to
ensure transparency in franchise relationships, such as providing detailed information
about the franchisor, its financials, terms of the franchise agreement, and other relevant

details.

Foreign Direct Investment (FDI) Regulations: Franchising activities involving
foreign franchisors or foreign franchisees are subject to foreign investment regulations
in India. The Department for Promotion of Industry and Internal Trade (DPIIT) sets the
guidelines and policies governing foreign investment in various sectors, including

franchising.

Taxation Laws: Franchise arrangements are subject to applicable tax laws, including
income tax, goods and services tax (GST), and other indirect taxes. Franchisors and
franchisees must comply with tax regulations and fulfill their tax obligations based on

the nature of their business activities.

Dispute Resolution: In case of disputes between franchisors and franchisees, the
parties can seek resolution through negotiation, mediation, or arbitration. The

Arbitration and Conciliation Act, 1996, governs arbitration proceedings in India and
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provides a mechanism for resolving commercial disputes, including those arising

from franchise agreements.

Evaluating the franchising opportunities

Evaluating franchising opportunities is a crucial step for entrepreneurs considering entering
the franchise business. It involves assessing various aspects of the franchisor and the franchise
system to determine its suitability and potential for success. Here are key factors to consider

when evaluating franchising opportunities:

Franchisor’s Track Record
Research the franchisor‘s history, reputation, and track record in the industry. Evaluate their
experience, success stories, and overall brand recognition. Consider how long they have been

in business, the number of franchise units they have, and their growth rate over the years.

Franchise Concept and Market Potential
Assess the uniqueness and viability of the franchise concept in the market. Consider factors
such as the demand for the product or service, target market demographics, and any competitive

advantages the franchise has over similar businesses.

Franchise Fee and Financial Obligations

Understand the initial franchise fee and ongoing financial obligations, such as royalty fees,
marketing fees, and other recurring costs. Evaluate the financial projections provided by the
franchisor and assess whether the potential return on investment is realistic and aligns with

your financial goals.
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Support and Training
Evaluate the level of support and training provided by the franchisor. Assess the quality and
extent of initial training programs, ongoing support, and operational guidance offered to

franchisees. A strong support system can greatly contribute to the success of a franchisee.

Franchisee-Franchisor Relationship
Assess the franchisor‘s communication style, responsiveness, and willingness to work
collaboratively with franchisees. Speak to existing franchisees to understand their experiences

and satisfaction level with the franchisor‘s support and relationship dynamics.

Franchise Agreement and Legal Considerations

Carefully review the franchise agreement and seek legal advice to ensure you fully understand
the terms and conditions, rights, and obligations involved. Pay attention to factors such as
territory rights, renewal options, termination clauses, and any restrictions or limitations

imposed by the franchisor.

Site Selection and Location Support
If the franchise concept requires a physical location, evaluate the franchisor‘s support in site
selection, lease negotiation, and store layout. Consider factors such as foot traffic,

demographics, and competition when assessing potential locations.

Marketing and Branding
Assess the franchisor‘s marketing strategies, brand recognition, and advertising support.
Evaluate the effectiveness of their marketing campaigns and the extent to which they assist

franchisees in local marketing efforts.
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Existing Franchisee Feedback
Speak to existing franchisees within the system to gather insights into their experiences,
challenges, and overall satisfaction. Understand their profitability, support received, and any

concerns they may have.

Legal and Regulatory Compliance
Ensure the franchisor operates within the legal framework and complies with all applicable
laws and regulations. Research any legal issues or litigations involving the franchisor and

evaluate their adherence to ethical business practices.

Exit Strategy
Consider the franchisor‘s policies and options for exiting the franchise agreement. Evaluate
the franchisor‘s support in selling the franchise unit or transferring ownership, should you

decide to exit the franchise in the future.

UNIT I — Starting New Ventures

. Bloom’s
No Question Marks Level
1 Define a new venture and state its features. 5 K1, K2
2 What is opportunity identification? 5 K1
3 List the sources of innovative ideas. 5 K1
4 What are the impediments to creativity? 5 K2
5 State the advantages of acquiring an existing venture. 5 K2
6 Explain the concept and features of a new venture. 8 K2
7 Discuss techniques for generating business ideas. 8 K3
8 Explain the role of creativity and imagination in entrepreneurship. 8 K2
9 Describe the process of acquiring an ongoing venture and key evaluation issues. 8 K3, K4
10 Explain franchising and the factors to be considered while evaluating franchising 3 K3, K4

opportunities.

49



UNIT -2
INTELLECTUAL PROPERTY PROTECTIONS: PATENTS, TRADEMARKS, AND
COPYRIGHTS
Intellectual property (IP) protections are legal rights that safeguard various forms of
creative and innovative works. The three main types of IP protections are patents, trademarks,
and copyrights. Each type of protection serves a distinct purpose and applies to different types

of intellectual property.

PATENT MEANING

A patent is the granting of a property right by a sovereign authority to an inventor.
This grant provides the inventor exclusive rights to the patented process, design, or invention
for a designated period in exchange for a comprehensive disclosure of the invention. They are
a form of incorporeal right.
Government agencies typically handle and approve applications for patents. In the United
States, the U.S. Patent and Trademark Office (USPTO), which is part of the Department of

Commerce, handles applications and grants approvals.

Types of Patents
There are three types of patents available in the United States: utility patents, design patents,

and plant patents. Each has its own specifications and durations.

Utility Patent

A utility patent covers the creation of a new or improved product, process, or machine. Also
known as a —patent for invention, |l it bars other individuals or companies from making, using,
or selling the creation without consent. Utility patents are good for up to 20 years after the

patent application is filed, but require the holder to pay regularly scheduled maintenance fees.
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While most people associate patents with machines and appliances, they can also apply to

software, business processes, and chemical formulations such as in pharmaceutical products.

Plant Patent

A plant patent protects a new and unique plant‘s key characteristics from being copied, sold,
or used by others. It is also good for 20 years after the application is filed. The plant must be
asexually reproducible with reproduction being genetically identical to the original and

performed through methods such as root cuttings, bulbs, division, or grafting and budding.

Design Patent

A design patent, on the other hand, applies to the unique look of a manufactured item. Take,
for example, an automobile with a distinctive hood or headlight shape. These visual elements
are part of the car‘s identity and may add to its value; however, without protecting these

components with a patent, competitors could potentially copy them without legal consequences.

REQUIREMENTS AND PROCEDURE FOR FILING A PATENT, TRADEMARK,

COPYRIGHT

Filing a patent, trademark, or copyright in India involves specific requirements and procedures.
Here‘s an overview of the requirements and steps for filing each type of intellectual property:
Patent Filing in India:
Requirements:

e Novelty: The invention must be new and not disclosed or published anywhere in the

world before the filing date.
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Inventive Step: The invention must involve an inventive step, meaning it is not obvious

to a person skilled in the relevant field of technology.

Industrial Applicability: The invention must have practical applicability in an

industrial or technical field.

Procedure:

Patent Search: Conduct a thorough search to ensure that the invention is novel and

does not infringe upon existing patents.

Drafting the Patent Application: Prepare a detailed description of the invention,
including drawings, if necessary. Claims defining the scope of the invention and an

abstract should also be included.

Filing the Application: Submit the patent application to the Indian Patent Office either
online or through physical filing. Include the necessary forms, fees, and supporting

documents.

Examination: The application undergoes a substantive examination to assess its
patentability. If any objections or rejections are raised, responses must be filed within

the prescribed period.

Grant and Publication: If the application meets all requirements and objections are
overcome, the patent is granted and published in the official journal. The term of a

patent in India is 20 years from the filing date.
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Trademark Filing in India:

Requirements:

» Distinctiveness: The trademark must be distinctive, not generic or descriptive of the

goods or services it represents.

e Non-conflict: The proposed trademark should not conflict with existing registered or

pending trademarks.

* Proper Representation: The trademark should be capable of graphical representation,

such as words, logos, or a combination of both.

Procedure:

e Trademark Search: Conduct a comprehensive search to ensure the proposed

trademark is available and not already registered or pending.

e Filing the Application: Prepare and file the trademark application with the appropriate
forms, fees, and supporting documents. The application can be filed online or

physically.

e Examination and Publication: The trademark application undergoes examination for
any conflicting marks or objections. If no objections are raised, the trademark is

published in the Trademark Journal.

e Opposition: After publication, there is a three-month period during which third parties

can oppose the registration of the trademark.
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Registration: If no opposition is filed or successfully resolved, the trademark is
registered, and a registration certificate is issued. The trademark registration is valid

for ten years and can be renewed indefinitely.

Copyright Filing in India:

Requirements:

Originality: The work must be original and created by the author.

Fixation: The work must be fixed in a tangible medium, such as writing, recording, or

digital format.

Minimal Threshold: Copyright protection is granted automatically, and there is no
formal registration requirement. However, registering the work provides additional

evidence of ownership.

Procedure:

Application Preparation: Prepare the copyright application by completing the
necessary forms and providing details about the work, including its title, authorship,

and nature.

Filing the Application: Submit the application along with the prescribed fees to the

Copyright Office. The application can be filed online or physically.

Registration and Certificate: After verification of the application, the Copyright
Office issues a registration certificate, providing prima facie evidence of ownership.
The certificate is not mandatory but serves as a valuable document in case of legal

disputes.
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IDENTIFYING FORM OF ORGANISATION AND THEIR PROCEDURES AND

COMPLIANCES

When setting up a business, it is important to identify the appropriate form of organization.

Here are some common forms of organization:

1.

Sole Proprietorship: This is the simplest form of organization where a single
individual owns and operates the business. The procedures for starting a sole
proprietorship are relatively straightforward, involving obtaining necessary licenses
and registrations. However, the proprietor is personally liable for all debts and

obligations of the business.

Partnership: A partnership is a business organization where two or more individuals
come together to carry on a business with a view to making a profit. The procedures for
forming a partnership involve drafting a partnership deed that outlines the rights,
responsibilities, and profit-sharing arrangements among the partners. Partnerships
require compliance with registrations, maintaining proper books of accounts, and filing

income tax returns.

Limited Liability Partnership (LLP): An LLP is a hybrid form of organization that
provides limited liability protection to its partners. The procedures for forming an LLP
involve filing an application with the Registrar of Companies (RoC) and drafting an
LLP agreement. LLPs have compliances such as maintaining proper books of accounts,

filing annual returns with the RoC, and complying with other regulatory requirements.
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4. Private Limited Company: A private limited company is a separate legal entity with
limited liability for its shareholders. The procedures for forming a private limited
company involve obtaining Director Identification Numbers (DINs), Digital
Signatures, and filing various documents with the RoC. Compliances for private limited
companies are more extensive and include holding regular board meetings, filing
annual financial statements and returns, conducting audits, and complying with tax

laws.

5. Public Limited Company: A public limited company is similar to a private limited
company but can offer its shares to the public. The procedures for forming a public

limited company are more complex and involve additional regulatory requirements.

6. Cooperative Society: A cooperative society is a voluntary association of people who
work together for a common purpose. The procedures for setting up a cooperative
society require the consent of at least ten adult people and registration under the

Cooperative Societies Act. Cooperative societies have their own unique compliances.

LEGAL ACTS GOVERNING BUSINESS IN INDIA.

Successful startup business is driven by passionate entrepreneurs focused on building unique
solutions that deliver customer delight. While it is imperative to have a strong focus on
customers and the market, it is equally critical to have a good understanding of the basic laws,

rules, and regulations applicable for the business‘s smooth running.

From formalizing a founders® agreement to safeguarding intellectual property to enforcing
business contracts, it is essential that entrepreneurs are aware and up to date with the latest laws

governing their business and market. Here are some essential legal basics that startups
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and entrepreneurs in India should be aware of before embarking on a business venture or

planning to convert the startup idea into reality:

1. Formalizing a business structure and founders’ agreement for startup business

Thinking of startup business ideas is a successful company‘s first and foremost step. In a
nutshell, an individual must be clear about the nature and type of startup business they are
planning to grow. With grinding on the startup ideas, founders will need to incorporate the
business as a specific business type — sole proprietorship, private limited, public limited,
partnership, limited liability partnership, etc. Having this clarity at the very beginning will be
integral to the business‘ overall vision and goals, both short-term and long-term. Along with

that, it also helps the founder in anticipating the direction they should move for startup funding.

Each startup business type comes with its own set of legal requirements, regulations and

businesses should pay special attention to them before incorporating the business.

Here is a quick look into the legal implications for the major startup business types in India:

Legal Details Business Types
Proprietorship Partnership Limited Liability | Private Limited
Company (LLP) Company
Registration No formal | Registration is | Has to be registered | Has to be registered
registration required | optional with the Ministry of | with the Ministry of

Corporate  Affairs | Corporate Affairs

under the LLP Act | under the Companies

2008 Act 2013
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Legal Status

Not recognised as a

Not recognised as

Is a separate legal

Is a separate legal

separate entity and | a separate entity | entity. The promoters | entity. The promoters
promoter is | and promoters are | of the LLP are not | of the company are
personally personally personally liable | not personally liable
responsible for all | responsible for all | towards the LLP towards the company
liabilities liabilities
Member Liability | Unlimited liability Unlimited Limited liability to | Limited Liability to
liability the extent of | the extent of share
contribution towards | capital
to the LLP
Number of | Can only have one | Minimum of two | Minimum of two | Minimum of one
Members person persons required | persons required to | person required to
Required to start a | starta LLP start a Private
Partnership Limited Company
Transferability Not transferable Not transferable Ownership can be | Ownership can be
transferred transferred by means
of share transfer
Taxation Taxed as individual, | Partnership LLP profits are taxed | Private Limited

based on total

income of proprietor

profits are taxed
as per the slabs
under

provided

Income Tax Act,

as per the slabs
provided under
Income Tax Act,

1961 plus surcharge

Company profits are
taxed as per the slabs
under

provided

Income Tax Act,

1961 plus | and cess as applicable | 1961 plus surcharge
surcharge and and cess as
cess as applicable applicable
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Annual Statutory | No requirement for | No requirement | No requirement for | Board and General
Meetings annual statutory | for annual | annual statutory | Meetings should be
meetings statutory meetings | meetings conducted
periodically
Annual Filings No requirement to | No requirement to | Must file Annual | Must file Annual

file annual report

with the Registrar of

file annual report

with the Registrar

Statement of Returns

& Solvency and

Statement of Returns

&  Solvency and

Companies. Income | of = Companies. | Annual Return with | Annual Return with
tax to be filed on the | Income tax to be | the Registrar every | the Registrar every
income of  the| filed for the | year. Tax returns | year. Tax returns
proprietorship partnership must also be filed | must also be filed
annually annually
Existence or | Proprietorship Partnership Existence not | Existence not
Survivability existence is | existence is | dependent on | dependent on
dependant on | dependant on | partners. Can be | directors or
proprietor partners. Can be | dissolved voluntarily | shareholders. Can be
dissolved at will | or by order of the | dissolved voluntarily
or upon on the | Company Law Board | or by Regulatory
death of Authorities
partner(s)
Foreign Foreigners are not | Foreigners are not | Foreigners are | Foreigners are
Ownership allowed to be sole | allowed to be part | allowed in invest | allowed to invest
proprietors of a partnership with/without the | with/without the
approval  of  the | approval of RBI and
Reserve Bank of | other applicable

India (RBI) and other

permissions for the
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applicable relevant Government
permissions for the | of India authorities
relevant Government | depending on the
of India authorities | category of business
depending on the | they are interested to
category of business | invest.

they are interested to

invest.

Another important question that startup business founders should be asking themselves is if
they are looking to raise external startup funding or bootstrap their business. A private limited
company is the best option for startups looking to raise funds as it provides the required

flexibility to manage external investments and company stock.

Given how dynamic the startup business ecosystem in India is, it is also advisable to draft a
Founders Agreement. A Founder‘s Agreement is essentially a document that specifies
important details about the founding team and the business, such as, roles, responsibilities,

executive compensation, operational details and exit clauses among others.

The purpose of such an agreement is to reduce the possibility of surprises when the startup
business is fully functional. Having a clear Founders Agreement with all basic details clearly
laid out forms a solid foundation to start and scale a business. The agreement can also act as

the go to guide should disagreements arise.

2. Applying for startup business licenses
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Licenses or startup registration are integral to running any business. Depending on the nature
and size of business, several licenses are applicable in India. Knowing the applicable licenses

for your startup business and obtaining them is always the best way to start a business.

The lack of relevant licenses can lead to costly lawsuits and unwanted legal battles for the
startup business. Licenses are the legal documents that allow a business to operate while startup
registration is the official process of listing a business (along with relevant information) with

the official registrar.

The common license that is applicable to all startup business is the Shop and Establishment
Act which is applicable to all premises where trade, business or profession is carried out. Other

business licenses vary from industry to industry.

For instance, if you have e-commerce startup business, then you may require additional licenses
like VAT registration, Service Tax Registration, Professional Tax, etc., while a restaurant may
require licenses like Food Safety License, Certificate of Environmental Clearance, Prevention
of Food Adulteration Act, Health Trade License, etc. along with the permits as mentioned

earlier.

3. Understanding taxation and accounting laws

Taxes are part and parcel of every startup business. An entrepreneur must know all the tax laws
before proceeding with the business. There are a broad variety of taxes, such as, central tax,
state tax and even local taxes that may be applicable for certain startup business. Different
business and operating sectors attract different taxes and knowing this beforehand can prove

to be useful.
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Recently, the Government of India launched the _Startup India‘ initiative to promote startups
and introduced many exemptions and tax holidays for new and startup businesses. According
to this initiative, a startup business can avail income tax exemption for a period of 3 years as

well as tax exemptions from capital gains and investments above Fair Market Value.

The conditions that startups need to qualify to leverage these exemptions are:

1. The startup business should not be more than 7 years old (or 10 years for biotech)

from the date of incorporation.

2. Is incorporated as a Registered Partnership, Limited Liability Company, or Private

Limited Company.

3. Turnover in any year should not have exceeded 25 crores.

4. The startup business should not have been formed by splitting or reconstructing an

existing business.

As far as startup business accounting is concerned, it is good hygiene to maintain proper books
of accounts and audit them from time to time to ensure that relevant accounting and taxation
rules are adhered to. Given the small size of business, many startups initially do not pay close
attention to accounting requirements. However, this situation cannot be ignored for long as it

can lead to serious accounting discrepancies.

Having a sound payment and invoicing system for customers is one part of ensuring a clear
accounting system. If you are an online business, look at Razorpay‘s payment solutions that

ensure easy, effective, and secure payment solutions.
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4. Adhering to labour laws

Adhering to labour laws are integral to every startup business whether small or big. When you
are established as a company and have hired people to work for your organization, you are

subject to several labour laws regardless of the size of the organization.

Laws with regards to minimum wages, gratuity, PF payment, weekly holidays, maternity
benefits, sexual harassment, payment of bonus among others will need to be complied with. It
is best to consult a legal counsel to assess the laws applicable to your startup company and

ensure that your startup business is compliant to the required labour laws.

With regards to labour laws, startup business registered under the Startup India initiative can
complete a self-declaration (for nine labour laws) within one year from the date of
incorporation in order and get an exemption from labour inspection. The nine labour laws

applicable under this scheme are:

1. The Industrial Disputes Act, 1947

2. The Trade Unit Act, 1926

3. Building and Other Constructions Workers® (Regulation of Employment and

Conditions of Service) Act, 1996

4. The Industrial Employment (Standing Orders) Act, 1946

5. The Inter-State Migrant Workmen (Regulation of Employment and Conditions of

Service) Act, 1979
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6. The Payment of Gratuity Act, 1972

7. The Contract Labour (Regulation and Abolition) Act, 1970

8. The Employees® Provident Funds and Miscellaneous Provisions Act, 1952

9. The Employees* State Insurance Act, 1948.

Startup business under this scheme will have to file self-certified return for the second and

third year to continue with the exemption.

Startup businesses also often hire consultants or freelancers in addition to full time staff, hence
employee policies should cover all employment details with regards to employees both fulltime

and part time.

Having a well-designed employee policy can be a major differentiator for startup companies.
An attractive employee policy can be the key to attract and retain good talent. Employee
policies can also prove to be the starting point for boosting employee morale and increasing

productivity. It results in long term success of the startup business.

5. Ensuring protection of intellectual property

Intellectual property is the secret sauce for most startup businesses today, especially for tech
centric businesses. Codes, algorithms, and research findings among others are some of the
most common intellectual properties owned by organizations. Startups Companies can leverage
the _Scheme for Startups Intellectual Property Protection‘(SIPP) under the Startup India

Initiative.
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The scheme was set up to nurture and mentor innovative and emerging technologies among
startup business and help in the protection and commercialization of intellectual property. For
the effective implementation of the scheme, facilitators have been empanelled by the Controller

General of Patents, Trademarks and Design.

Such facilitators help startup business by providing advisory services, assisting in patent filing
and disposal of patent application among other services at a minimum charge. Complete details

with regards to SIPP can be obtained in IPR Facilitation for Start-ups

The Office of the Controller General of Patents, Designs and Trademarks controls all patents

in India and startup business can also directly e-file their patents .

6. Ensuring effective contract management

Contracts lie at the crux of running any startup business. A contract is required to ensure the
smooth functioning of work and is a great mechanism to ensure recourse in case of non-
fulfillment of work. Having basic knowledge about various aspects of contract management

can prove to be useful for entrepreneurs.

As per the Indian Contract Act, 1872, all agreements of startup business are contracts if they
are made by the free consent of parties competent to contract, for a lawful consideration with

a lawful object, and are not expressly declared to be void.

Employee contracts are one of the most crucial aspects to be investigated while starting a
venture. Founders many a time collaborate with their own trusted circle of friends in the
beginning and while this ensures a certain ease and efficiency to startup business operations,

outlining and formalizing employee contracts with details about salary, scope of work and
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stock options (if any) with even your first few employees is always recommended. Having this

clarity from the very beginning helps startup business reduce risks at a later point in time.

In the early stage of operations, startup business also tends to hire contract staff and vendors
and having an effective contract management system will ensure that the right checks are in

place for the timely fulfillment of required work.

Another important contract that startup business might find useful to have are NDAs. Startup
companies often thrive in a crowded market with stiff competition, and they often discuss ideas

with a host of people from potential investors to employees to customers.

While this is much needed for the growth of the startup business, it exposes new startups to
risks like the theft of ideas and other proprietary business information. Ideas that might have

been shared in goodwill might be used inappropriately to the disadvantage of the business.

Hence, to avoid such scenarios, non-disclosure agreements or NDAs need to be drafted and
used by startups while discussing critical startup business information with people outside the

organization.

7. Details about winding down the startup business

Closing a company or shutting it down due to not so good startup idea is a difficult call to make
for any entrepreneur. When a startup business decides to shut down, all the stakeholders from
vendors to employees to customers and investors need to informed in advance and the whole

process must be properly planned and executed in order to make the exit easy on everyone.

From the legal standpoint, there are basically three ways to shut down a startup:
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e Fast Track Exit Mode

e Court or Tribunal Route

e Voluntary Closure

Of all the three ways, the Fast Track Exit Mode is the best suited for startup business as it allows
companies to expedite shutdown at a lower cost and a shorter time. In order to apply for a fast-
track exit, a company should (a) not have any assets and liabilities (b) not have had any startup
business operation for the past year. If these two conditions are met, the company can be struck

off the registrar of the Registrar of Companies (RoC).

If you are looking at winding up your startup business via the Fast Track Mode, you can get all

details in Close Company form.

Another quick way for a startup company to shut down is through Voluntary Closure; however,
this requires the shareholders and/or creditors of the company to be on the same page with
regards to the details of the closure. While it is an easy route, it might not always be practical
or applicable at all times. The traditional mode of closure via courts or tribunals is not the best
suited for startup business as it involves several meetings with various stakeholders leading to

prolonged court proceedings.

In addition to the above stated means, The Insolvency and Bankruptcy Bill, 2015 is a new
closure tool that entrepreneurs can use for their startup business. Leveraging this bill requires
startups to have simple debt structures, where an insolvency professional is hired to liquidate

the assets of the company within 90 days, in accordance with the _Startup India Action Plan‘.
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If a startup business does not wish to operate but also not shut down, it can apply to be a
_Dormant Company*, that allows a company to stay afloat with minimum compliance.

However, a company dormant for a period of 5 years is automatically struck off from the RoC.

Whether it is a startup company or well-established firm adhering to legal requirements is very
important for everyone; knowledge and compliance to applicable laws is the first step to ensure
smooth startup business operations. Hiring a professional legal counsel to provide advice,
oversee and maintain legal records is one of the best ways to ensure that your startup business

is always safe and does not face legal complications and consequences.

Compliances for Different Forms of Organization in India

Here are the key compliances for different forms of organization in India:

1. Private Limited Company:

e Private limited companies have several compliances under the Companies Act, 2013.

e Annual compliances include filing annual financial statements (AOC-4) within 30 days
of the annual general meeting, maintaining statutory registers, conducting statutory

audits, and filing income tax returns.

e Other compliances include TDS payment, GST payment and return filing, filing of

quarterly TDS returns, advance tax payment, and filing of tax audit reports.

e Private limited companies must also comply with the requirements of the Registrar of

Companies (RoC) and other regulatory authorities.
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2. Sole Proprietorship:

e Compliances for sole proprietorships are relatively minimal compared to other forms

of organization.

e The proprietor is responsible for maintaining proper books of accounts, filing income

tax returns, and complying with other tax-related obligations.

e Depending on the nature of the business, the proprietor may need to obtain specific

licenses and registrations, such as GST registration.

3. Partnership:

e Partnerships have compliances related to maintaining proper books of accounts, filing

income tax returns, and complying with tax-related obligations.

e Partnerships also need to adhere to the terms and conditions mentioned in the

partnership deed.

e Depending on the nature of the business, partnerships may need to obtain specific

licenses and registrations.

4. Public Limited Company:

e Public limited companies have additional compliances compared to private limited

companies.

e They are required to issue a prospectus and add the word "limited" to their name.
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e Public limited companies need to comply with the regulations of the Securities and

Exchange Board of India (SEBI) if they are listed on a stock exchange.

e They must also comply with the requirements of the Companies Act, 2013, including

filing annual financial statements, conducting audits, and holding general meetings.

UNIT II — Legal Challenges in Setting up Business

No Question Marks Bloom’s Level
1 What is intellectual property protection? 5 K1

2 Define patent, trademark, and copyright. 5 K1

3 List the legal forms of business organization. 5 K1

4 What are the basic requirements for filing a patent? 5 K2

5 Write a note on legal compliances for new businesses. 5 K2

6 Explain the importance of intellectual property protection for entrepreneurs. 8 K2

7 Describe the procedure for filing patents, trademarks, and copyrights in India. 8 K3

8 Discuss the legal acts governing businesses in India. 8 K3

9 Explain different forms of business organization and their compliances. 8 K2,K3
10 Analyze the legal challenges faced while setting up a new venture. 8 K4
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UNIT - III

The Search for Entrepreneurial Capital

Meaning

The term entrepreneurial capital refers to the money raised by a new company in order to

meet its initial costs.

* Entrepreneurs who want to raise startup capital have to create a solid business plan or

build a prototype in order to sell the idea.

» Startup capital may be provided by venture capitalists, angel investors, banks, or other

financial institutions and is often a large sum of money that covers any or all of the

company's major initial costs such as inventory, licenses, office space, and product

development.

Sources of funding available for entrepreneurs

Below you can find an overview of thirteen typical sources of funding for entrepreneurs.

Some apply to early-stage startups, while others are more relevant for fast-growth mature

companies. Nonetheless, all the options should provide you with a good amount of

inspiration for your next funding round

1. Venture Capital: Venture capital is a form of private equity investment provided to
early-stage, high-potential companies with growth potential. Entrepreneurs may seek
venture capital to finance their start-up or scale their business .

2. Angel Investors: Angel investors are individuals who provide capital to start-ups in
exchange for equity ownership. They often offer guidance, mentorship, and connections

in addition to capital .
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Bank Loans: Entrepreneurs can explore obtaining small business loans through
organizations like the Small Business Administration (SBA). These loans can help
entrepreneurs get their businesses off the ground with affordable financing .
Crowdfunding: Crowdfunding platforms like Kickstarter or Indiegogo have become
popular ways for entrepreneurs to raise capital. Entrepreneurs create a page for their
product or idea and set a monetary goal, promising certain rewards or experiences to
those who contribute .

Search Funds: Search funds are vehicles for entrepreneurs to raise funds from
investors interested in making private equity investments. These funds typically target
companies in the $5-30 million price range, with sustainable market positions and
opportunities for growth .

Debt Financing: Entrepreneurs can also explore debt financing options, such as bank
loans or lines of credit, to fund their business operations. Debt financing involves
borrowing money that needs to be repaid with interest over a specified period.

Equity Financing: Equity financing involves selling a portion of the business
ownership to investors in exchange for capital. This can be done through private

placements, initial public offerings (IPOs), or private equity investments.

Venture Capital Market

Meaning

The venture capital market in India refers to the ecosystem and activities surrounding the

investment of capital in high-potential, early-stage companies with growth prospects. Here

are some key points about the venture capital market in India:

Venture capital is a tool for funding businesses and an avenue for wealthy individuals

and large investors to engage, contribute, and invest in promising companies.
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» Venture capitalists invest in startups and early-stage companies, providing them with
capital, mentorship, and guidance to help them grow and scale.

e The Indian venture capital market has witnessed significant growth and development
since its formalization in the 1990s.

e Organizations like IFC, ICICI, and IDBI were among the early players in establishing
venture capital funds in India.

e The total value of venture capital deployed in India has been increasing, with
significant investments being made in sectors like blockchain, artificial intelligence,
robotics, and more.

e Venture capitalists in India evaluate business proposals based on various criteria,
including the entrepreneur's capabilities, market growth potential, track record, and
the fit with the venture firm's lending guidelines.

» Entrepreneurs seeking venture capital funding can benefit from the expertise,
network, and financial support provided by venture capitalists.

e The venture capital market in India has attracted both domestic and international
investors, contributing to the growth of financial markets in the country.

It's important to note that the venture capital market is dynamic and subject to market trends,
economic conditions, and regulatory changes. Entrepreneurs and investors should stay
informed about the current landscape and seek professional advice when navigating the
venture capital market.

Types of Venture Capital

There are various types of venture capital, each with advantages and disadvantages. Let's
understand each of them.

1. Seed Capital
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Before a business's inception, seed capital is necessary to conduct market research and
establish company formation. A few investors are willing to invest during the early phases of
a company's development. Although the amount can be small, it has numerous benefits for
the entrepreneurs.

2. Startup Money

This capital is essential to recruit essential management, undertake additional research, and
make the product or service market-ready. After a business's inception, early-stage capital
can assist in increasing sales to attain break-even and enhance efficiency.

3. Early Stage Investment

If your company has been operating for at least two or three years, you can look for venture
capital firms willing to provide funding at this time. Additionally, three-year-old businesses
have a managerial team and successful offerings.

With venture capital, your business can grow. For example, increase sales and market share,
and enhance company efficiency and productivity.

4. Expansion Funding

As you can guess, this fund helps a company to expand its operation. The company can use
this fund to enter new markets, develop new products, invest in technology, or acquire
another company.

5. Bridge Financing

Bridge financing is available to assist a business in reaching a significant milestone, like an
initial public offering or a merger. For instance, during IPOs, bridge financing can help meet
the flotation expenses (like stock exchange fees, underwriting, etc.).

Features of Venture Capital

The following are the features of venture capital:
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» It focuses on financing startups that have difficulty hitting the capital market during
their early phases of development.
» The objective of venture capital investors is to profit monetarily from the profitability
of the business they fund.
e Itisalong-term investment made in companies with high growth prospects. The
provision of venture capital will result in the rapid expansion of the business.
» The venture capital provider will engage in the borrowing business, providing
financial support and managerial knowledge.
What is the Process of Venture Capital in India?
In general, venture capitalists serve venture capital firms that raise funds from external
investors instead of angel investors who engage their own funds. The following category of
investors, known as limited partners, may include high-net-worth individuals, large
corporations, and investment agencies.
The funds raised by venture capitalists are invested in companies with the potential to grow
or have already experienced accelerated expansion. Although some venture capital firms
specialise in particular phases of the company's lifecycle, other individuals take a broader
approach and make investments in businesses at various stages. Numerous VC firms
concentrate their investments on a particular industry or business vertical.
Criteria for evaluating New Venture Proposals
Financials - Assess the company's financial performance or potential financial performance.
Evaluate historical sales revenues, profit margins of products and services, recent sales trends
and cash flow. Examining cash flow lets you determine when you will getyour money in and
how much credit you might need to obtain.
«Sales - A thorough sales assessment will give you insight into how sales have taken place and

where you might improve them. Spot trends by analyzing where products are selling and
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to what types of customers. For example, if a business is selling exclusively through
independent retailers, you might have a chance to grow market share by entering mass retailers.
*Market Data - Researching the marketplace will help determine if it is being underserved or
possibly saturated. Detailed demographic data can show that even if the marketplace contains
significant competition, you have an opportunity to successfully introduce a new business or
improve the performance of an existing one. Demographics such as gender, age, race and
marital status will help you better understand who your potential customers are. Analyzing the
price points of your competitors will also give you insight into why people might be buying a
particular product or service
*Relationships - Key factors in a small business‘s success often include personnel,
endorsements and relationships. Key personnel such as a well-known IT professional or top
sales performer can make or break a business. Having a professional sports league or a celebrity
endorse a business might be key to driving its sales.
*Opportunity Costs — understand what entering a new business will cost you, in terms of lost
revenue, personal time or sales connected to other business or opportunities available. For
example, using cash to buy a business reduces the company‘s ability to pay down debt, lower
interest payments, improve or upgrade current facilities, increase advertising and make other
investments with that cash.
Evaluating the Venture Capitalist
When entrepreneurs evaluate venture capitalists, they consider several factors, including:
1. Investment Track Record: Assessing the investment track record of a venture
capitalist is crucial when evaluating their expertise and ability to generate value. By
examining their past investments, success stories, and returns, entrepreneurs can gain

insights into the venture -capitalist's investment strategy and performance.

76



Understanding the outcomes of their previous investments and the returns they have
achieved provides an indication of their investment acumen. Additionally, considering
their industry focus and successful investments in specific sectors demonstrates their
deep understanding and expertise. Evaluating how they have exited investments, such
as through acquisitions or IPOs, showcases their ability to create value and generate
liquidity. Long-term performance and consistency in generating returns over multiple
investment cycles are also important factors to consider. Lastly, assessing their
reputation within the industry and relationships with stakeholders helps gauge their
credibility. Thorough due diligence and research on venture capitalists' track records
can help entrepreneurs make informed decisions and find the right partner for their
venture.

Industry Expertise: Evaluating the venture capitalist's knowledge and experience in
the relevant industry can provide valuable insights. Industry-specific expertise allows
venture capitalists to offer strategic guidance and make valuable network connections.
By understanding the nuances of the industry, venture capitalists can provide valuable
insights and advice to entrepreneurs, helping them navigate challenges and capitalize
on opportunities. This industry knowledge can also help in identifying potential
synergies, partnerships, and growth strategies for portfolio companies. Additionally,
venture capitalists with industry expertise are better equipped to assess market trends,
competitive dynamics, and potential risks, enabling them to make more informed
investment decisions. Therefore, considering the venture capitalist's knowledge and
experience in the relevant industry is an important factor when evaluating their
suitability as a partner.

Network and Connections: Understanding the venture capitalist's network and

connections within the industry can provide entrepreneurs with valuable opportunities
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and resources. These networks can grant access to a wide range of resources, potential
customers, and future funding opportunities. Venture capitalists often have extensive
connections with partners, experts, and industry professionals that they can leverage to
benefit portfolio companies. By tapping into these networks, entrepreneurs can gain
access to crucial resources, such as introductions to potential suppliers, distributors, or
strategic partners who can help expand the market reach of their startup. Additionally,
venture capitalists with industry connections can offer strategic guidance based on their
network's collective knowledge and experience. This guidance can help entrepreneurs
navigate market trends, competitive dynamics, and best practices. Furthermore, venture
capitalists' networks can also open doors to additional funding opportunities by
introducing entrepreneurs to other investors or venture capital firms. Lastly, the industry
connections of venture capitalists can help entrepreneurs establish relationships with
key stakeholders, including potential customers, advisors, industry experts, and other
entrepreneurs. These connections can provide valuable insights, support, and
collaboration opportunities. Overall, understanding the venture capitalist's network
and connections within the industry can provide entrepreneurs with a significant
advantage in terms of resources, expertise, and growth opportunities for their ventures.
Value-Add Beyond Capital: Assessing the value-add beyond capital that a venture
capitalist can provide is crucial for entrepreneurs seeking investment. While financial
investment is important, venture capitalists can offer additional support and expertise
that can significantly benefit startups. One key aspect to consider is mentorship and
strategic guidance. Venture capitalists with experience can offer valuable insights and
advice, helping entrepreneurs navigate challenges and make informed decisions.

Furthermore, venture capitalists may bring operational expertise to the table, assisting
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startups in optimizing their business operations and improving efficiency. Another
advantage is the industry connections that venture capitalists possess. These networks
can provide access to resources, potential customers, and future funding opportunities.
Additionally, venture capitalists can offer market insights, leveraging their industry-
specific knowledge to identify trends and guide startups in positioning their products
or services effectively. Lastly, post-investment support is often provided by venture
capitalists, ensuring ongoing assistance and guidance to their portfolio companies. By
evaluating the value-add beyond capital, entrepreneurs can choose a venture capitalist
who can provide the necessary support, expertise, and connections to help their startup
thrive.

Reputation and Credibility: Evaluating the venture capitalist's reputation, credibility,
and standing in the industry is an important aspect when considering a partnership. The
reputation of a venture capitalist can provide insights into their professionalism,
integrity, and ability to build long-term partnerships. A venture capitalist with a strong
reputation is more likely to have a track record of successful investments and a network
of trusted relationships within the industry. This can instill confidence in entrepreneurs
and attract other potential investors. Additionally, a reputable venture capitalist is more
likely to have a solid understanding of market trends, industry dynamics, and
investment opportunities. Their credibility can also enhance the startup's credibility,
making it easier to attract talent, customers, and other strategic partners. By evaluating
the venture capitalist's reputation and standing in the industry, entrepreneurs can gain
insights into their ability to provide valuable support, guidance, and connections beyond
financial investment.

Alignment with Goals and Values: Ensuring that the venture capitalist's investment

thesis, approach, and expectations align with the entrepreneur's goals, vision, and
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values is crucial for a successful partnership. It is important to evaluate whether the
venture capitalist's investment strategy and focus align with the entrepreneur's business
model and industry. This includes considering factors such as the stage of investment
(early-stage, growth-stage, etc.), the types of companies the venture capitalist typically
invests in, and their investment criteria. Understanding the venture capitalist's approach
to risk, expected returns, and time horizon for investments is also essential.
Additionally, assessing the venture capitalist's track record and past investments can
provide insights into their ability to support and add value to portfolio companies. By
ensuring alignment between the entrepreneur's goals, vision, and values, and the venture
capitalist's investment approach and expectations, both parties can establish a strong
foundation for a successful and mutually beneficial partnership.

Entrepreneurs should conduct thorough research, seek recommendations, and engage in

discussions with potential venture capitalists to evaluate their fit and suitability for their

specific venture.

Financing Stages for Start-up Businesses
A start-up business presents a higher risk investment than a mature business. The mature
business has assets for collateral and a known cash flow that allows investors and lenders to
assess business risk. By its nature, the risk profile of a start-up business is much more difficult
to assess.
The importance of focusing on early stage and expansion stage financing and the various phases
within each stage is to understand the unique business and financing characteristics at each of

these phases.
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Early Stage Financing
Seed Financing Phase

The seed phase, also known as the pre-commercialization stage, is the proof-of-concept stage
in which a business idea is tested for its viability. At this stage, the basic research may have
been completed, but the commercial capabilities are not yet proven. Generally, a formal
business entity has not been formed because the decision of whether to move forward with
creating a business has not been decided.

During the seed stage, the entrepreneur generally requires relatively small amounts of financing
to conduct business feasibility studies, develop prototypes, evaluate market potential, protect
intellectual property, and investigate other aspects of the business idea.

At the end of the seed financing phase, the entrepreneurs make the decision of whether to move
forward with a commitment to create a business (often called the go/no go decision).
Pre-launch Financing Phase

The pre-launch phase occurs after the decision has been made to move forward with the
creation of a business. In this phase, the foundation for the business is created. The development
of a detailed business plan explaining how the business will be created and function is critical
at this time. This phase usually requires substantially more funding than the seed state.
Depending on circumstances, angel investors may be interested in providing funding at this
stage.

Often the first step in this phase is to create a legal entity for the business. The legal entity will
define the boundaries of how the business will operate. Then the business founders may search
for and acquire land and facilities in which to operate the business. Along with this, is the
acquisition of equipment and other assets needed for business operations. During this phase,
the business will often hire management and investigate all regulations that must be met and

licenses that must be obtained. The business founders, along with the newly hired
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management team, will need to finalize the development of distribution and marketing
relationships along the business‘ supply chain.

Start-up Financing Phase

During the start-up phase, also known as the launch phase, production is initiated and sales
occur. It is characterized by hiring employees and establishing the products in the marketplace.
Financing for the start-up phase involves bridge financing from the time the pre- launch phase
is funded until operations commence, sufficient working capital for the smooth operation of
the business, funding of any losses during the start-up phase and contingency funds in case of
an unexpected interruption in the start-up process. Funding for the pre-launch stage and the
start-up phase may occur at the same time.

First-Stage Financing Phase

First-stage financing, also known as the ramp-up phase, is the final phase in early stage
financing. It is characterized by ramping up production and sales. Ramping up the business by
increasing sales is an indication of success because the company‘s business model is being
validated.

Business volume may be approaching breakeven and profitability is within sight. If the
company achieves profitability in the start-up phase or shows clear signs of being able to
achieve profitability in the ramp-up phase, venture capitalists may be interested in financing
this phase.

From a strategic perspective, the ability to accelerate the ramp-up momentum into growth may
catapult the company into its growth stage, in which it establishes profitability and is able to
finance its operations from internal resources.

Expansion Stage Financing
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Second-Stage Financing Phase

This financing follows first-stage financing and provides working capital for the initial
expansion of a business that is producing and shipping product and has growing accounts
receivable and inventories. Although the company has made progress, there are instances in
which it may not yet be profitable.

Third-Stage or Mezzanine Financing Phase

This is provided for major expansion of a company that has an increasing sales volume and is
profitable. These funds are used for further plant expansion, marketing, working capital, or
developing an improved product.

Bridge Financing

Bridge financing involves filling a time gap between when an expenditure is made and returns
are generated. For example, government grants often involve bridge financing because the
grant will not pay directly for the purchase of an asset (e.g., equipment) but will reimburse the
company after the purchase is made. So, bridge financing fills the time gap from the time the
expenditure is made (equipment is purchased) and the company is reimbursed by the grant for
the purchase of the equipment.

ALTERNATIVE SOURCE OF FINANCING FOR INDIAN ENTREPRENEURS
Alternative sources of finance are those channels of finances that have emerged outside of the
traditional finance systems like the regulated banks and capital markets. Alternative sources
of finance come into the picture when an individual or a company is not able to borrow
money from the bank.

1. The ever-evolving Financial Sector has brought about continuous improvements in

the Financial Technology (FinTech). Hence, the traditional sources of finance such as
the bank loans, private equity, invoice discounting, overdrafts, etc. are no longer

relied upon.
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2. Today, there are other alternatives available through which individuals and/ or
companies can arrange their finances. These are clubbed together and called the
Alternative Sources of Finance.

3. These sources include crowd funding, leasing, financing, forfeiting, angel investors,
and so on.

Different Types of Alternative Sources of Finance

The different types of alternative sources of finance are listed as below:

1. Leasing

2. Franchising

3. Forfeiting

4. Peer-to-peer Platform

5. Crowdfunding

6. Angel Investors

7. Venture Capitalists

Leasing

1. A lease is defined as an agreement between the lessor (owner of the asset) and the
lessee (user of the asset), wherein, the lessor purchases an asset for the lessee and
allows him to use it in exchange of periodic payments called lease rentals or minimum
lease payments (MLP).

2. The lessee is bound to pay the lease rental to the lessor for the use of the assets. After
the end of the period of the contract, the asset is transferred back to the lessor.

3. It refers to the renting of an asset for a certain period of time.

4. Parties involved include lease broker, lessor, lessee, and the lease assets.

84



Lessee

Appiraaches o Rental Prapasy

Waayne Industry |Lessee]

Lease Agressnent q
™ S HA

Iedoems they hisw premises lor Lesseg

ABC Rental Company

Gins Rl Tram Wasgine

Indusary for 10 Years

Stark Industry [Lessor]

Advantages

Disadvantages

Lessee acquires the asset with a lower

investment

May impose certain restrictions on the use of the

assets

Simple documentation process

Normal business may be impacted in the case of

non-renewal of lease

Does not dilute the capital structure

Higher payout obligation in case equipment not

found

Risk of obsolescence is born by the lesser

Lessee cannot become the owner of the asset

Lease rentals are deductible for

computing taxable profits

Regular maintenance of the asset

Franchising

1. Franchising is the model in which the Company that does not have enough capital to

expand, gives its franchise rights to an individual or a company.

2. The company giving rights is called _franchisor® while the company being given the

franchise is called _franchisee*.

3. Itis an arrangement where one party grants or licenses some rights and authorities to

another party.
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4. Franchising is a well-known marketing strategy to expand the business.
Advantages Disadvantages

Helps in expanding business Franchisor own goodwill may suffer in case

of failure by the franchisee

Builds a brand name and goodwill Lack of secrecy

Less efforts by franchisee for startup Lack of autonomy to the franchisee
Zero cost involved for training and assistance Sharing of royalty and profits with the
as it is provided by the franchisor franchisor

Types of Franchise:

1. Product franchise: An agreement where manufacturers allow retailers to distribute
their products and use names and trademarks.

2. Business format franchise: An agreement in which the franchisor provides the
franchisee with an established business, including name and trademarks for the
franchisee to run independently.

3. Management franchise: The franchisee provides the management expertise, format
and/ or procedure for conducting the business.

Forfeiting

1. Itis a form of financing of receivables arising out of international business. Wherein,
a bank or financial institution undertakes the purchase of trade bills or promissory
notes without recourse to the seller.

2. Purchases are made through discounting of the documents, hence covering the entire
risk of payment failure at the time of collection.

3. Allrisks become the full responsibility of the purchase

4. Forfeiture pays cash to the seller after the discounting of the said notes or bills.
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Immediate funds available for the exporters

It is not available for deferred payments

Commercial bank can gain when the currency

values appreciate

Only selected currencies are considered for

forfeiting

Letter of credit provides great help

No international credit agency to guarantee

in case of default

Peer-to-peer (P2P) Lending

1. Peer-to-peer lending is a form of direct lending of money to businesses or individuals

without any official participation of any financial institution as an intermediary in the

agreement

2. It is generally done through online platforms that relate lenders with potential

borrowers

3. Peer-to-peer lending offers both secured and unsecured loans. However, most of the

loans are unsecured personal loans. Secured loans are an exception and are usually

backed by luxury goods.
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High returns to the investors as Credit risk because of low credit rating buyers

there are no middlemen involved

More accessible sources of Government do no provide any insurance or protection
funding because of less on such types of loan. It is not allowed in many
complexity countries

Services provided by P2P Platforms:

1.

2.

Finding new lenders and borrowers

Verification of borrower identity, bank account, income, and employment history
Legal compliance and reporting

Performing borrower credit checks and sorting out the unqualified ones

Servicing loans, providing customer service to borrowers, and attempting to collect

payments from borrowers who are in default

Check latest notifications for Govt. Job preparation here!

Crowdfunding

1.

It is the practice of funding a project by raising money from a large group of people.
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2. Itis a way of raising capital using the social networking sites like Facebook or Twitter

or by using some popular crowdfunding websites

3. Crowdfunding helps improve the presence of small businesses and startups across

social media, it increases their investment base, and funding prospects.

4. Various types of crowdfunding include debt-based, equity-based, cause-based,

rewards-based, software value token, litigation, etc.

CrowdFunding Flow Chart
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It may not result in comprehensive financing

Easy to track progress
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Cheap source of finance

Lack of project secrecy
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Venture Capital

1. Tt refers to that capital and knowledge which are given for the formation and setting
up of companies, especially to those who possess any new methodologies or
technology.

2. It is not merely a way of acquiring funds into a new firm but also a parallel support of
the skills required to set up the firm, devising its marketing strategy, organizing, and
its management as well.

Stages of Crowdfunding

1. Seedling finance for the development of the business idea

2. Start-up finance for starting up the new business enterprise

3. Fledgling finance for the supply of funds as the company operates if it is not able to
generate funds on its own

4. Establishment finance to scale-up the business
Advantages Disadvantages

Feeds wealth and expertise into the business Autonomy and control is shared with

venture capitalists

No obligation to repay the money Process is lengthy and complex

A large sum of equity finance is available Uncertain forms of financing

It provides valuable information, resources, and Benefits are available only in the long-
technical assistance run

Angel Investors

1. They are an individual or a group of individuals who invest their own money

2. They invest in the early stages of the company and in return opt for a share in the
company

3. Angel investors typically invest less money that the venture capitalists
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4. They are not involved much in the functions and management of the company.

However, they may advise and ask for reports and status.

Advantages

No need for collateral like
personal assets

No repayments or interest on

borrowings

Better discipline due to outside

vigilance

Disadvantages
Not suitable for investments below INR 5 lakhs or
above INR 15 lakhs

It takes longer to find a suitable angel investor

Less structural support available

91



GOVERNMENT SCHEMES FOR STARTUPS IN INDIA TO SUPPORT

ENTREPRENEURS.

India is going through the era of startups, where the country is creating a robust ecosystem for
businesses and entrepreneurs. India is now called the 'Startup Hub' as it has more than 99,000
startups, and 107 unicorn companies worth $30 billion. Prime Minister Narendra Modi has

started several initiatives to help the budding entrepreneurs.

The government initiatives aim to provide technical support, subsidies, financial assistance,
and other services to help startups grow and mark their presence in the global business domain.

Government backing helps startups to get worldwide recognition and attract foreign investors.

Government schemes to support Indian startups

Atal Innovation Mission (AIM)

The scheme was launched by the government in 2016, and the scheme aims to foster innovation
as the government creates new programs and policies to assist start-up development in several

economic areas.

The Atal Innovation Mission (AIM) grants approximately Rs 10 crores to finance firms over
five years. This scheme can be utilised by all the emerging organisations in health, agriculture,

education, transportation, etc.

Multiplier Grant Scheme (MGS)
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The Department of Electronics and Information Technology initiated the Multiplier Grant
Scheme (MGS) to empower collaborative research and development among industries for the
growth of goods and services. The government gives a maximum amount of Rs 2 crore per

project for a duration of less than two years.

Dairy Entrepreneurship Development Scheme (DEDS)

The Department of Animal Husbandry, Fisheries, and Dairying has launched the DEDS
scheme, which aims to create self-employment in the dairy sector. The activities include milk
production, procurement, preservation, marketing, etc. The DEDS scheme offers back-end
capital for bankable projects for 25 per cent of total project cost for general category candidates

and 33.33 per cent for farms that belong to the SC/ST category.

Startup India Initiative

This is one of the most popular government schemes for startups in India. The Startup India
Initiative aims to provide tax benefits to entrepreneurs for over five years. As of now, the
government has recognised 114,458 startups by the Department for Promotion of Industry and
Internal Trade (DPIIT). To recognise startups under this government scheme, the maximum
age for eligible startups is 7 years; for biotechnology companies, the age is 10 years after the

date of establishment.

Startup India Seed Fund Scheme

The government of India introduced this scheme in January 2021 to assist early-stage startups.
The selected entrepreneurs under this scheme will get the funding of Rs 5 crore. Startups will

receive up to Rs 20 lakhs for developing concepts or demonstrations and up to
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Rs 50 lakhs for growing their goods or services. Over 1000 startups have received more than

Rs 177 crore under the Startup India seed fund scheme.

SFC

The State Finance Corporations (SFCs) are an integral part of institutional finance structure of
a country. Where SEC promotes small and medium industries of the states. Besides, SFC help
in ensuring balanced regional development, higher investment, more

employment generation and broad ownership of various industries.

SFC — State Finance Corporation

At present in India, there are 18 state finance corporations (out of which 17 SFCs were
established under the SFC Act 1951). Tamil Nadu Industrial Investment Corporation Ltd.

which is established under the Company Act, 1949, is also working as state finance corporation.

Organization and Management

A Board of ten directors manages the State Finance Corporations. The State Government
appoints the managing director generally in consultation with the RBI and nominates the name

of three other directors.

All insurance companies, scheduled banks, investment trusts, co-operative banks, and other

financial institutions elect three directors.

Thus, the state government and quasi-government institutions nominate the majority of the

directors.

94


https://www.toppr.com/guides/general-awareness/industrial-development-and-foreign-trade/introduction-to-industry/

Functions of State Finance Corporations

The various important functions of State Finance Corporations are:

(1) The SFCs provides loans mainly for the acquisition of fixed assets like land, building, plant,

and machinery.

(i1) The SFCs help financial assistance to industrial units whose paid-up capital and reserves
do not exceed Rs. 3 crore (or such higher limit up to Rs. 30 crores as may be notified by the

central government).

(ii1) The SFCs underwrite new stocks, shares, debentures etc., of industrial units.

(iv) The SFCs grant guarantee loans raised in the capital market by scheduled banks, industrial

concerns, and state co-operative banks to be repayable within 20 years.

Working of SFCs

The Indian government passed the State Financial Corporation Act in 1951. It is applicable to

all the States.

The authorized Capital of a State Financial Corporation should be within the minimum and

maximum limits of Rs. 50 lakhs and Rs. 5 crores which are fixed by the State government.

It is divided into shares of equal value which were acquired by the respective State

Governments, the Reserve Bank of India, scheduled banks, co-operative banks, other

financial institutions such as insurance companies, investment trusts, and private parties.
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The State Government guarantees the shares of SFCs. The SFCs can augment its fund through
issue and sale of bonds and debentures also, which should not exceed five times the capital and
reserves at Rs. 10 Lakh.

Problems of State Financial Corporations

No Independent Organization

All SFCs are dependent upon the rules and regulations made by the state government.

SFCs*‘ problem is that all decision of these institutions is dependent on the political environment
of the state. Due to this, the loan is not available at the right time for the right person.
Corruption

Like other government offices of our country, we can also see the evil of corruption in state
financial corporation. Hoarding of wealth and money, SFCs* officer object has become to earn
by a good or bad way. That is the problem that these institutions have no proper transparency
like banks.

Effect of the World Bank and WTO Policies

Approx. all SFCs in India is tied up with World Bank and WTO agreement. Due to this, these
institutions* decisions are influenced by the World Bank and WTO policies. World Bank can
easily pressurize for accepting his policies. It may also influence the Indian small scale industry

adversely.

Business Incubators

1. Meaning of Business Incubators:

A business incubator is a company that helps new and startup companies to develop by
providing services such as management training or office space. This is also Facility established
to nurture young (startup) firms during their early months or years. It usually

provides affordable space, shared offices and services, hand-on management training,
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marketing support and, often, access to some form of financing. Business incubators differ
from research and technology parks in their dedication to startup and early-stage companies.
Research and technology parks, on the other hand, tend to be large-scale projects that house
everything from corporate, government or university labs to very small companies. Most
research and technology parks do not offer business assistance services, which are the
hallmark of a business incubation program. However, many research and technology parks
house incubation programs.

The formal concept of business incubation began in the USA in 1959 when Joseph Mancuso
opened the Batavia Industrial Center in a Batavia, New York, warehouse. Incubation expanded
in the U.S. in the 1980s and spread to the UK and Europe through various related forms. The
U.S.based International Business Innovation Association estimates that, there are about 7,000
incubators worldwide.

Incubation activity has not been limited to developed countries; incubation environments are
now being implemented in developing countries and raising interest for financial support from
organizations such as UNIDO and the World Bank.

Definitions of Business Incubation:

1) The National Business Incubation Association (NBIA) defines business incubators as a
catalyst tool for either regional or national economic development.

(i) According to Allen and Rahman, —The universal purpose of a business incubator is to
increase the chances of a firm surviving its formative years, but the business incubator also
adds value by maximizing the firms® growth potential.ll

(i11) As per Allen, —A business incubator is defined as a facility that provides affordable rent
to new and small firms, shared office and logistical services, and arranges business

management and financial assistance. |l
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(iv) —Business incubation helps startups by providing their clients with services on a _one-
stop-shop*“ basis and enabling overheads to be reduced by sharing costs, business incubators
significantly improve the survival and growth prospects of new start-ups.

(v) Sherman and Chappell have defined —Business incubator as an economic development
tool primarily designed to help create and new businesses in a community. Business incubators
help emerging businesses by providing various support services, such as assistance in
developing business and marketing plans, building management teams, obtaining capital, and
access to a range of more specialized professional services. They also provide flexible space,
shared equipment, and administrative servicesll.

(vi) Dulf has stated that —A business incubator may be defined as an organization which
offers a range of business developments services and access to small space on flexible terms,
to meet the needs of new firms. The package of services offered by a business incubator is
designed to enhance the success and growth rates of new enterprises thus maximizing their
impact on economic developmentll.

Types of Incubation Services:

Since startup companies lack many resources, experience and networks, incubators provide
services which helps them get through initial hurdles in starting up a business. These hurdles
include space, funding, legal, accounting, computer services and other prerequisites to running
the business.

Following are the most common incubator services:

(1) They help with business basics

(i1) They provide Networking activities

(ii1) They provide Marketing assistance

(iv) Incubators help in Market Research

(v) They provide High-speed Internet access
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(vi) Incubators Help with accounting/financial management
Types of Incubators:

There are a number of business incubators that have focused on particular industries or on a
particular business model, earning them their own name.

(i) Virtual Business Incubators:

These are also known as online business incubators.Business incubators began in the 1950s
and took off in the late 1990s as support for startup companies who need advice and venture
capital to get their ideas off the ground. As the dot-com bubble burst, many high-tech business
incubators did so too. Now the model of a business incubator is changing.

Several of the incubator companies who survived the dot-com bubble switched to a virtual
model. The old incubator model required a startup venture to set up shop at the incubator*s site.
The virtual model, on the other hand, allows a company to garner the advice of an incubator
without actually being located at the incubator site.

This new model suits those entrepreneurs who need the advice an incubator offers but still want
to maintain their own offices, warehouses, etc.

(ii) Medical Incubator:

This is a business incubator focused on medical devices & biomaterials. For encouraging
innovation and entrepreneurship in medical technologies, through technology, business
incubation support is given to innovators, start-ups and industry.

(iii) Kitchen Incubator:

It is a business incubator focused on the food industry. Specialty foods are typically high- value
and, at least in the beginning, low production. Starting a commercial kitchen from scratch can
cost a huge amount of investment. The average food entrepreneur has to spend plenty before

even making their first batch of food item.
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This need for low-cost kitchen space has led to the development of shared commercial kitchens
that can be rented for hourly or monthly rates. But finding a place to make specialty food
products is only the first step. Entrepreneurs who want to make a profit have to successfully
package, market, and sell their products, too and the food incubators provide help with all this.
(iv) Public/Social Incubator:

This is a business incubator focused on the public good. Social incubators aim to provide social
entrepreneurs with the tools to expand their business. The challenging economic environment
is changing the landscape of how we do business. At one end, some businesses avoid their
social responsibility and, at the other, charities have to find ways to be more business savvy to
survive. India has embraced the concept, with a twist, creating the idea of

—social businessll.

(v) Seed Accelerator:

This is a business incubator focused on early startups. Seed accelerators, also known as startup
accelerators, are fixed-term, cohort-based programs, that include mentorship and educational
components and culminate in a public pitch event or demo day. While traditional business
incubators are often government-funded, generally take no equity, and focus on biotech,
financial technology (—FinTechll), medical technology (—MedTechll), clean tech or product-
centric companies, accelerators can be either privately or publicly funded and focus on a wide
range of industries.

Unlike business incubators, the application process for seed accelerators is open to anyone, but
highly competitive. There are specific types of seed accelerators, such as corporate accelerator,

which are often subsidiaries or programs of larger corporations that act like seed accelerators.
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(vi) Corporate Accelerator:

It is a program of a larger company that acts akin to a seed accelerator. A corporate accelerator
is a specific form of seed accelerator which is sponsored by an established for- profit
corporation. Similar to seed accelerators they support early-stage startup companies through
mentorship and often capital and office space. In contrast to regular programs, though,
corporate accelerators derive their objectives from the sponsoring organization. These
objectives can include the wish to stay close to emerging trends or to establish a funnel for
corporate venture capital investments.

Corporate accelerators differ from Business incubators, which usually have a continuous
intake, due to their fixed-term, cohort-based organization (similar to seed accelerators) and are
distinct to corporate venture capital which is a direct, targeted investment.

(vii) Startup Studio:

This is a business incubator with interacting portfolio companies. Startup studio, also known
as a startup factory, or a startup foundry, or a venture builder, is a studio-like company that
aims at building several companies in succession. This style of business building is referred to
as —parallel entrepreneurshipll.

Idealab, founded by Bill Gross in 1996, was one of the first to introduce the _incubator
industry‘, and has started over 75 companies. Idealab was founded to test many ideas at once
and turn the best of them into companies while also attracting the human and financial capital
necessary to bring them to the market.

The startup studio trend had really begun to gain momentum around 2008. Betaworks is one
of the pioneers of this model. Today, there are over 65 startup studios across the world, of

which 17 have been built since 2013.
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(viii) Venture Builder:
These are similar to a startup studio, but builds companies internally. Venture-builders are also
called tech studios, startup factories, or venture production studios: They are organizations that
build companies using their own ideas and resources. Unlike incubators and accelerators,
venture builders do not take any applications, nor do they run any sort of competitive program.
Instead, they pull business ideas from within their own network of resources and assign internal
teams to develop them such as Engineers, advisors, business developers, sales managers,
etc.Venture builders develop many systems, models, or projects at once and then build separate
companies around the most promising ones by assigning operational resources and capital to
those portfolio companies.
In its most basic form, the venture-building company is a holding company that owns equity
in the various corporate entities it helped created. The most successful venture builders are,
however, much more operational and hands-on than holding companies- They raise capital,
staff resources, host internal coding sessions, design business models, work with legal teams,
build MVPs (minimum viable products), hire business development managers, and run very
effective marketing campaigns during their ventures® pre-and post-launch phases.

Business Facilitator Meaning
In the present era, _facility* is no longer a general term. Now, it is a specific and much wider
in nature. In terms of business, business facilitation is the combination of arrangements that
ease the doing of business. The people or the organization which provide such facilities to the
businesses are known as _Business Facilitators®.
They are also famous with the names of the _helpers‘. The level of the need of the facilities for
business completely depends upon the complexity of the business processes. Hence, more

professional businesses require professional helpers.
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Organizations Facilitating Business In India

Organizations in India which are facilitating the businesses are mainly divided into 2 parts,

i.e., Non-Funding Institutions and Funding Institutions.

Further, both the parts have separate bodies under them. Non-Funding Institutions in India

are as follows:

(a) Reserve Bank of India (RBI)

(b) Securities Exchange Board of India (SEBI)

(c) Competition Commission of India (CCI)

(d) Industry Specific Facilitation Institutions (IRDAI)

Funding Institutions are as follows:

(a) Industrial Finance Corporation of India (IFCI)

(b) Small Industries Development Bank of India (SIDBI)

(c) Export-Import Bank (EXIM Bank)

(d) National Bank for Agriculture and Rural Development (NABARD)

Status of Aids to Trade as Business Facilitator

Aids to Trade or Auxiliaries to Trade are the activities which make the trade easy and

convenient. If we are talking about business facilitators, then we also need to talk about the

aids to trade. It is because they form the major component of the business facilitators. There

are many auxiliaries like banking, insurance, warehousing, transport, etc. All of them act as

the —Business Facilitatorsll as all of them makes the functioning of the business easy.
Different Business Facilitators and their Contribution

1. Freight Forwarder

Firstly, a freight forwarder is a person or an organization who organizes shipments at the time

of purchase from the seller. Then, they also organize shipments for the ultimate distribution of

the goods to the customers. They do so by getting in contact with various agencies of
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transportations like Railways, Airways, Warehousing agencies, etc. That is how they act as a

business facilitator for the ease in the transportation and storage of goods and services.

2. Business Incubator

This era is the era of startups. In the initial phase, startups face many issues related to finance

and technical knowledge. Hence, there is a great need for certain bodies which can provide

these facilities, especially to young businesses.

Here comes the concept of _Business Incubators‘ and _Business Accelerators‘. Business

Incubators provide facilities of finance and technical assistance to young businesses. On the

other hand, Business Accelerators provide facilities which help the budding businesses to

quickly launch a product.

3. Financial Consultants

There are various bodies or organizations which provide advisory support to the organizations.

Firstly, they help the organizations by advising them on the various sources of finance, both

short term, and long term finances. Moreover, they also help them to mobilize the requirements

of finance.

4. Merchandiser

Supply is an important aspect of any business. A continuous supply of raw material is very

necessary for any business organization. It becomes a great challenge when the knowledge of

the market is not easily available, business is new to contact the suppliers, etc. In order to cope

up with this issue of supply, the role of merchandisers came into existence. They are the

business facilitators because they help the businesses to obtains its supplies from the suppliers.
Government as a Business Facilitator

Government policies are an important aspect of the economy. In this present era, no business

can save themselves from the effect of government policies. Hence, there is rarely any
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segment of business and commerce that is not affected by government policies. The
government as a business facilitator supports the businesses by performing 2 major functions:
(a) Firstly, the government helps businesses by formulating _business friendly‘ policies. If the
policies are in favor of the businesses then it will improve the performance of the businesses
as well as the economy as a whole. In 1991, the LPG policy in India helped the businesses to
grow at a great speed. More business-friendly policies include tax relief policies for budding
businesses, subsidies for special businesses, etc.

(b) Secondly, the government creates an institutional apparatus for the implementation of the
policies. There are various government bodies which protect the businesses and help them to

grow further. These include RBI, SEBI, BIFR, etc.

Informal Risk Capital and Angel Investors

Informal risk capital refers to the funding provided by individuals or groups outside of
traditional financial institutions, such as banks or venture capital firms. These individuals are
often referred to as angel investors, business angels, or informal investors. Angel investors
play a significant role in providing funding to startups and early-stage companies, particularly
those in the technology-based sector .

Angel investors are individuals who provide capital to businesses, including startups, in
exchange for convertible debt or ownership equity. They often invest in companies at a very
early stage when the risk of failure is relatively high. Angel investors are willing to take on this
risk when other investors may not be prepared to do so .

The informal risk capital market, where angel investors operate, can be challenging to navigate
for entrepreneurs seeking funding. It can be difficult to raise risk capital and identify informal
risk capital investors . However, angel investors are a significant source of funding for

technology-based inventors and firms in need of startup and growth capital .
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Angel investors distinguish themselves from traditional investors by typically assuming a more
hands-on approach in the companies they invest in. They may provide guidance, support, and
advice beyond mere funding. Some angel investors may serve on the board of directors or act
as informal advisors to the management team of the startups they invest in .

Angel investors often invest in a portfolio of companies to diversify their risk. They may invest
in multiple startups and early-stage companies, understanding that investing in such ventures

inherently carries a higher level of risk .

GOVERNMENT SCHEMES FOR NEW VENTURES: STARTUP INDIA AND MAKE
IN INDIA
Startup India: The Sta up India scheme aims at promoting entrepreneurship among women
and scheduled castes and tribes. The scheme is anchored by Department of Financial Services
(DFES), Ministry of Finance, Government of India.
Stand-Up India Scheme facilitates bank loans between Rs 10 lakh and Rs 1 Crore to at least
one Scheduled Caste (SC) or Scheduled Tribe (ST) borrower and at least one woman borrower
per bank branch for setting up a greenfield enterprise. This enterprise may be in manufacturing,
services or the trading sector. In case of non-individual enterprises at least 51% of the
shareholding and controlling stake should be held by either an SC/ST or woman entrepreneur.
Startup India is an initiative of the Government of India. The campaign was first announced
by Indian Prime Minister, Narendra Modi during his speech in 15 August 2015.

The action plan of this initiative is focussing on three areas:
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e Simplification and Handholding.

e Funding Support and Incentives.

e Industry-Academia Partnership and Incubation.
An additional area relating to this initiative is to discard restrictive States Government policies
within this domain, such as License Raj, Land Permissions, Foreign Investment Proposals, and
Environmental Clearances. It was organized by The Department for promotion of industry and
internal trade (DPI&IT).
Key points

e 10,000 crore startup funding pool.

e Reduction in patent registration fees.

e Improved Bankruptcy Code, to ensure a 90-day exit window.

e Freedom from inspections for first 3 years of operation.

e Freedom from Capital Gain Tax for first 3 years of operation.

e Freedom from tax for first 3 years of operation.

e Self-certification compliance.

e Created an Innovation hub, under the Atal Innovation Mission.

e To target 5 lakh schools, and involve 10 lakh children in innovation-related

programmes.

e New schemes to provide IPR protection to startup firms.

e Built Startup Oasis as Rajasthan Incubation Center.
Registration for Startup India

e A person must follow the below-mentioned steps that are important for the successful

registration of their business under the Startup India scheme:
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A person should incorporate their business first either as a Private Limited Company
or as a Limited Liability Partnership or as a Partnership Firm along with obtaining the
certificate of Incorporation, PAN, and other required compliances.

A person needs to log in to the official website of Startup India where he/she has to fill
all the essential details of the business in the registration form and upload the required
documents.

A letter of recommendation, Incorporation/Registration Certificate, and a brief
description of the business are some of the essential documents required for the
registration purpose.

Since the start-ups are exempted from income tax benefits, therefore, they must be
recognized by the Department of Industrial Policy and Promotion (DIPP) before
availing these benefits. Also, they should be certified by the Inter-Ministerial Board
(IMB) to be eligible for IPR related benefits.

After successful registration and verification of the documents, you will be immediately
provided with a recognition number for your startup along with a certificate of

recognition.

Simplification and Handholding

Compliance Regime based on Self-Certification: Startups shall be allowed to self-certify

compliance (through the Startup mobile app) with 9 labour and environment laws. In case of

the labour laws, no inspections will be conducted for a period of 3 years. Startups may be

inspected on receipt of credible and verifiable complaint of violation, filed in writing and

approved by at least one level senior to the inspecting officer. In case of environment laws,

Startups which fall under the _white category* (as defined by the Central Pollution Control

Board (CPCB)) would be able to self-certify compliance and only random checks would be

carried out in such cases.
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Startup India Hub: To create a single point of contact for the entire Startup ecosystem and
enable knowledge exchange and access to funding.
Rolling-out of Mobile App and Portal: To serve as the single platform for Startups for
interacting with Government and Regulatory Institutions for all business needs and information
exchange among various stakeholders
Legal Support and Fast-tracking Patent Examination at Lower Costs: Under this scheme,
the Central Government shall bear the entire fees of the facilitators for any number of patents,
trademarks or designs that a Startup may file, and the Startups shall bear the cost of only the
statutory fees payable. Rebate on filing of application: Startups shall be provided an 80% rebate
in filing of patents vis-a-vis other companies. The scheme is being launched initially on a pilot
basis for 1 year; based on the experience gained, further steps shall be taken.
Relaxed Norms of Public Procurement for Startups: In order to promote Startups,
Government shall exempt Startups (in the manufacturing sector) from the criteria of —prior
experience/ turnoverll without any relaxation in quality standards or technical parameters. The
Startups will also have to demonstrate requisite capability to execute the project as per the
requirements and should have their own manufacturing facility in India.
Faster Exit for Startups: Startups may be wound up within a period of 90 days from making
of an application for winding up on a fast track basis, as per the recently tabled Insolvency and
Bankruptcy Bill 2015, which has provisions for voluntary closure of businesses. This process
will respect the concept of limited liability.
Funding Support and Incentives

e Providing Funding Support through a Fund of Funds with a Corpus of INR 10,000 crore

— In order to provide funding support to Startups, Government will set up a fund with

an initial corpus of INR 2,500 crore and a total corpus of INR 10,000 crore over
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a period 4 years (i.e. INR 2,500 crore per year) . The Fund will be in the nature of Fund
of Funds, which means that it will not invest directly into Startups, but shall participate
in the capital of SEBI registered Venture Funds.

e Credit Guarantee Fund for Startups — Credit guarantee mechanism through National
Credit Guarantee Trust Company (NCGTC)/ SIDBI is being envisaged with a
budgetary Corpus of INR 500 crore per year for the next four years.

e Tax Exemption on Capital Gains — With this objective, exemption shall be given to
persons who have capital gains during the year, if they have invested such capital gains
in the Fund of Funds recognized by the Government. In addition, existing capital gain
tax exemption for investment in newly formed manufacturing MSMEs by individuals
shall be extended to all Startups.

e Tax Exemption to Startups for 3 years — The profits of Startup initiatives are exempted
from income-tax for a period of 3 years. The exemption shall be available subject to
non-distribution of dividend by the Startup.

e Tax Exemption on Investments above Fair Market Value — Under The Income Tax Act,
1961, where a Startup (company) receives any consideration for issue of shares which
exceeds the Fair Market Value (FMV) of such shares, such excess consideration is
taxable in the hands of recipient as Income from Other Sources. Investment by venture
capital funds in Startups is exempted from operations of this provision. The same shall
be extended to investment made by incubators in the Startups.

Concerns with Start-up India

e Role of Government as investor: Start-up India initiative proposes a fund of funds® of

Rs. 10,000 crores (about $1.5 billion) corpus deployed in tranches of Rs. 2,500 crores

over a period of four years. The government‘s ambitions of turning limited partner to
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venture capital funds has drawn sharp criticism from several quarters. The primary
gripe is whether it is prudent on the part of the government to invest taxpayers® money
in venture capital funds, which will in turn invest in enterprises that carry a high risk of
failure. However, it is important to encourage the growth of a domestic venture capital
industry that is not overwhelmingly dependent on foreign capital. There are two key
reasons. One, firms backed by foreign capital tend to gravitate towards start-ups that
replicate business models that have been successful in the US, or in other developing
markets. The fund of funds aims to fix that imbalance by specifically investing in funds
that will, in turn, invest in sectors such as health, education, manufacturing and
agriculture. Two, the dependence on foreign capital makes firms here vulnerable to the
ups and downs of those markets.

Start-ups have been exempted from paying taxes for the first three years. But
considering most startups don‘t make money so early, such an exemption would have
little impact.

Defining innovation: The Action Plan requires an enterprise or partnership to be
innovative by developing and commercialising a new product or service; a step to
promote truly innovative ideas. But it institutes an inter-ministerial body led by DIPP
to examine whether an enterprise is _innovative’. It also requires a
_recommendation’ from an incubator setup by the government or be supported by an
incubator in a post-graduate institution recognised by the government; this need for
validation and recommendation goes against the very steps the Action Plan takes to
reduce government involvement. This additional layer of bureaucracy could slow down
the starting up process and needs to go. Also, the government‘s definition of a start-up
has been questioned. It seems to include only those aspirants who can make clever use

of technology. If somebody wants to develop a new app-based business,
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that could qualify as a start-up. But if a young person in some remote corner of the
country wants to start a new business, which is traditional in nature, it may not

necessarily qualify as a start-up.

Startup India Benefits

After the launch of the Startup India scheme, a new program was launched by the government

named the [-MADE program which focused on helping the Indian entrepreneurs in building 1

million mobile app start-ups. The government of India had also launched the Pradhan Mantri

Mudra Yojana which aimed to provide financial supports to the entrepreneurs from low

socioeconomic backgrounds through low-interest rate loans. Some of the key benefits of

Startup India are as follows:

To reduce the patent registration fees.

Improvement of the Bankruptcy Code ensuring a 90-day exit window.

To provide freedom from mystifying inspections and capital gain tax for the first 3
years of operation.

To create an innovation hub under the Atal Innovation Mission.

Targeting 5 lakh schools along with the involvement of 10 lakh children in
innovation-related programmes.

To develop new schemes that will provide IPR protection to startup firms.

To encourage entrepreneurship throughout the country.

To promote India as a start-up hub across the world.

MAKE IN INDIA
Make in India is an initiative by the Government of India to encourage companies to

manufacture in India and incentivize dedicated investments into manufacturing. The
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policy approach was to create a conducive environment for investments, develop a
modern and efficient infrastructure, and open up new sectors for foreign capital. The
initiative targeted 25 economic sectors for job creation and skill enhancement, and
aimed —to transform India into a global design and manufacturing hub.ll
Prime Minister Narendra Modi launched the Make in India initiative on September 25, 2014,
with the primary goal of making India a global manufacturing hub, by encouraging both
multinational as well as domestic companies to manufacture their products within the country.
Led by the Department of Industrial Policy and Promotion, the initiative aims to raise the
contribution of the manufacturing sector to 25% of the Gross Domestic Product (GDP) by the
year 2025 from its current 16%. Make in India has introduced multiple new initiatives,
promoting foreign direct investment, implementing intellectual property rights and developing
the manufacturing sector.
It targets 25 sectors of the economy which range from automobile to Information Technology
(IT) & Business Process Management (BPM), the details of each can be viewed on the official
site (www.makeinindia.com).
—Make in Indiall had three stated objectives:
e To increase the manufacturing sector‘s growth rate to 12-14% per annum;
e To create 100 million additional manufacturing jobs in the economy by 2022;
e To ensure that the manufacturing sector‘s contribution to gdp is increased to 25% by
2022 (later revised to 2025).
Ease of Doing Business
India jumped to 63rd place out of 190 countries in the world Banks‘ 2019 Ease of Doing
Business Index from 130th in 2016. In February 2017, the government appointed the United
Nations Development Programme (UNDP) and the National Productivity Council —to

sensitise actual users and get their feedback on various reform measures.ll As a result, now
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there is competition among the states of India to improve their current ranking on the ease of
doing business index based on the completion percentage scores on 98-point action plan for
business reform under Make in India initiative. Currently Andhra Pradesh, Telangana,
Haryana, Odisha, Chhattisgarh and West Bengal (44.35%) are top six states (c. Feb 2018).

» New Processes: The government is introducing several reforms to create possibilities
for getting Foreign Direct Investment (FDI) and foster business partnerships. Some
initiatives have already been undertaken to alleviate the business environment from
outdated policies and regulations. This reform is also aligned with parameters of World
Bank‘s _Ease of Doing Business‘ index to improve India‘s ranking on it.

e New Infrastructure: Infrastructure is integral to the growth of any industry. The
government intends to develop industrial corridors and build smart cities with state- of-
the-art technology and high-speed communication. Innovation and research activities
are supported by a fast-paced registration system and improved infrastructure for
Intellectual Property Rights (IPR) registrations. Along with the development of
infrastructure, the training for the skilled workforce for the sectors is also being
addressed.

e New Sectors: _Make in India‘ has identified 25 sectors to promote with the detailed
information being shared through an interactive web-portal.1 The Government has
allowed 100% FDI in Railway2and removed restrictions in Construction.3 It has also
recently increased the cap of FDI to 100% in Defense and Pharmaceutical.

e New Mindset: Government in India has always been seen as a regulator and not a
facilitator. This initiative intends to change this by bringing a paradigm shift in the way
Government interacts with various industries. It will focus on acting as a partner in the

economic development of the country alongside the corporate sector.
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Since the launch of Make in India in September 2014, FDI inflows of USD 77 billion including
a equity inflows of USD 56 billion has been received for the period October 2014 to March
2016. This represents about a 44% increase in FDI Equity inflows over the same corresponding

period.

Make in India Schemes
Several schemes were launched to support the Make in India programme. These schemes are
discussed below:
Skill India
This mission aims to skill 10 million in India annually in various sectors. Make in India to turn
into a reality, there is a need to upskill the large human resource available. This is important
because the percentage of formally skilled workforce in India is only 2% of the population.
Startup India
The main idea behind this programme is to build an ecosystem that fosters the growth of
startups, driving sustainable economic growth, and creating large-scale employment.
Digital India
This aims to transform India into a knowledge-based and digitally empowered economy. To
know more about Digital India, click on the linked page.
Pradhan Mantri Jan Dhan Yojana (PMJDY)
The mission envisages financial inclusion to ensure access to financial services, namely
banking savings & deposit accounts, remittances, credit, insurance, pension in an affordable
manner. Click the linked article to know more about Pradhan Mantri Jan Dhan Yojana
(PMIDY).

Smart Cities
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This mission aims to transform and rejuvenate Indian cities. The goal is to create 100 smart
cities in India through several sub-initiatives.
AMRUT
AMRUT is the Atal Mission for Rejuvenation and Urban Transformation. It aims to build
basic public amenities and make 500 cities in India more livable and inclusive.
Swachh Bharat Abhiyan
This is a mission aimed at making India more cleaner and promoting basic sanitation and
hygiene. For more information on Swachh Bharat Mission, click on the linked article.
Sagarmala
This scheme aims at developing ports and promoting port-led development in the country.
Read more on the Sagarmala Project in the linked article.
International Solar Alliance (ISA)
The ISA is an alliance of 121 countries, most of them being sunshine countries, which lie either
completely or partly between the Tropic of Cancer and the Tropic of Capricorn. This is India‘s
initiative aimed at promoting research and development in solar technologies and formulating
policies in that regard.
AGNII
AGNII or Accelerating Growth of New India‘s Innovation was launched to push the innovation
ecosystem in the country by connecting people and assisting in commercializing innovations.
Advantages
The Make in India campaign has had several positive developments for the country. Below
are some more benefits that have been derived from this mission.

* Generating employment opportunities.

e Increasing the GDP by expanding economic growth.
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e When FDI inflows become more, the rupee will be strengthened.
e Small manufacturers will get a thrust, particularly when investors from abroad invest
in them.
*  When countries invest in India, they will also bring with them the latest technologies
in various fields.
e Due to the various initiatives taken under the Mission, India has moved up the ranks
in the EoDB index.
e Setting up manufacturing centres and factories in rural areas will foster the
development of these areas as well.
Digital India, Background, Pillars, Initiatives, Infrastructure
Digital India is a transformative initiative launched by the Government of India in 2015 with
the aim of leveraging technology to bring about inclusive growth and development across the
country. It seeks to bridge the digital divide, empower citizens, and enhance the delivery of
government services through the use of digital technologies. The program encompasses a
wide range of initiatives that cover various aspects of governance, infrastructure, and digital

empowerment. Here is a detailed look at Digital India:

Digital India is a transformative initiative launched by the Government of India in 2015 with
the aim of leveraging technology to bring about inclusive growth and development across the
country. It seeks to bridge the digital divide, empower citizens, and enhance the delivery of
government services through the use of digital technologies. The program encompasses a
wide range of initiatives that cover various aspects of governance, infrastructure, and digital

empowerment. Here is a detailed look at Digital India:

Background and Rationale:
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Digital India was conceived to address the challenges posed by the digital divide in
India. It aimed to harness the power of information and communication technologies (ICTs)
to drive economic growth, improve service delivery, and enable citizens® participation in the
digital economy.

Pillars of Digital India:
The Digital India initiative is built on nine key pillars, each focusing on a specific area of
development:

e Broadband Highways: Expanding high-speed internet connectivity across the
country, especially in rural and remote areas, to ensure seamless digital access for all.

e Universal Access to Mobile Connectivity: Ensuring that every citizen, regardless of
their geographical location, has access to mobile network coverage.

e Public Internet Access: Establishing digital infrastructure, such as Common Service
Centers (CSCs), to provide internet access and e-services to citizens.

* E-Governance and Services on Demand: Transforming government services and
processes to be digital, efficient, and citizen-centric, reducing bureaucracy and
enhancing transparency.

e E-Kranti (Electronic Delivery of Services): Enabling electronic delivery of
government services to citizens, businesses, and other institutions.

e Information for All: Providing citizens with easy access to information and
knowledge resources online, ensuring that information is readily available and
accessible.

e Electronics Manufacturing: Promoting domestic production of electronic goods and
hardware, driving economic growth and creating job opportunities.

e IT for Jobs: Focusing on skill development and capacity building in the IT sector to

empower the youth with employable skills.
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o Early Harvest Programmes: Initiating specific projects with immediate impact in

areas such as healthcare, education, and agriculture.
Initiatives under Digital India:

« National Digital Literacy Mission (NDLM): Aimed at making one person in every
family digitally literate.

o Digital Locker: A secure platform for citizens to store and access important
documents electronically.

o e-Sign: Allows citizens to electronically sign documents online using Aadhaar
authentication.

*  MyGov: A citizen engagement platform that enables people to participate in the
governance process.

» e-Hospital: An initiative to digitize and streamline hospital services and patient
records.

e BHIM (Bharat Interface for Money): A digital payment app to facilitate cashless
transactions.

e  UMANG (Unified Mobile Application for New-age Governance): An integrated
platform for accessing various government services on a single app.

« DigiLocker for Education: Providing students with a secure platform to store and
access educational certificates and documents.

Infrastructure Development:

Digital India places significant emphasis on building robust digital infrastructure. This
includes the establishment of high-speed broadband networks, the expansion of mobile
network coverage, and the creation of digital access points in rural areas.

E-Governance and Service Delivery:

119



The initiative seeks to transform government processes and services by leveraging
technology. This includes initiatives like the National e-Governance Plan (NeGP) and the
implementation of e-Office solutions for paperless governance.

Empowering Citizens:

Digital India aims to empower citizens by providing them with access to information,
services, and resources online. This includes initiatives like the Digital Seva Portal, which
enables citizens to access various government services.

Impact and Achievements:

Since its launch, Digital India has made significant strides in bridging the digital divide and
enhancing digital inclusion. It has facilitated easier access to government services, improved
transparency, and increased the use of digital payment systems.

Challenges and Future Prospects:

While Digital India has achieved notable successes, there are still challenges such as internet
connectivity in remote areas, digital literacy, and cyber security that need to be addressed.
The program‘s future prospects lie in further expanding digital infrastructure, enhancing

cyber security measures, and continuing to drive digital empowerment.

UNIT III — Search for Entrepreneurial Capital

No Question Marks Bloom’s Level
1 What is venture capital? 5 K1

2 Who are angel investors? 5 K1

3 List the stages of venture financing. 5 K1

4  What are business incubators? 5 K1

5 Write a note on Startup India. 5 K2

6 Explain the entrepreneur’s search for capital and sources of finance. 8 K2

7 Discuss the venture capital market and evaluation criteria for new ventures. 8 K3, K4
8 Explain the role of banks and State Financial Corporations in financing. 8 K2

9 Discuss government schemes supporting new ventures in India. 8 K3

10 Explain informal risk capital and the role of angel investors. 8 K2
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UNIT -1V

MARKETING ASPECTS OF NEW VENTURES

Customer Analysis in Developing a Marketing Plan

Customer analysis is a crucial component of developing a marketing plan. It involves

understanding your target customers, their needs, preferences, and behaviours. Here are some

key steps to consider when conducting customer analysis for your marketing plan:

1.

Identify your customers: Begin by clearly defining the specific customer segments
you are targeting. This includes demographic information such as age, gender, location,
income level, and occupation. It's important to be specific and avoid broad
generalizations .

Define customer needs: Once you have identified your target customers, delve deeper
into understanding their needs and desires. Conduct market research to gather insights
into what motivates them to purchase products or services like yours. This can be done
through surveys, interviews, or analyzing existing data.

Segmentation: Consider segmenting your customers based on common characteristics
or behaviors. This allows you to tailor your marketing strategies and messages to each
segment more effectively. For example, you might have different marketing approaches
for millennials versus baby boomers .

Behavioral analysis: Analyze the behaviors and buying patterns of your target
customers. This includes understanding their purchasing frequency, average transaction
value, preferred channels of communication, and factors that influence their buying
decisions. This information helps you tailor your marketing efforts to meet their specific
needs.

Competitor analysis: Assess your competitors and their offerings in relation to your

target customers. Identify what sets your product or service apart and how it addresses
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customer needs better than your competitors. This analysis helps you position your
brand effectively and develop unique selling propositions.

6. Product-customer fit: Ensure that your product or service aligns with the needs and
preferences of your target customers. Highlight the features and benefits that are most
relevant to them and demonstrate how your offering meets their specific
requirements .

7. Customer relationship management: Develop strategies to build and maintain strong
relationships with your customers. This includes personalized communication, loyalty
programs, and excellent customer service. Building customer loyalty can lead to repeat

business and positive word-of-mouth recommendations.

Geographic segmentation

Geographic Analysis in Developing a Marketing Plan

Geographic analysis is a marketing strategy used to target products or services at people who
live in, or shop at, a particular location. It works on the principle that people in that location
have similar needs, wants, and cultural considerations. By understanding what people in that
area require, brands can target more relevant marketing messages and suitable products to
customers who are then aware and more likely to buy.
important to analyse customers based on geographical variables
e It makes your brand relevant: targeted marketing campaigns attract customers and
increase revenue because they appeal to the needs and wants within a geographic

location, triggering purchases.
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* You save money: your marketing budget is more efficient when it offers appropriate
and available products and services, rather than being wasted on promoting things that
nobody needs

e It’s easy: Location information is objective, easy to measure and analyse, and cheaper
than psychographic, demographic or behavioural segmentation

e« Larger companies: can offer different or more relevant products in different
geographic areas, and market them more efficiently there

e Smaller companies: can target marketing directly at their specific areas of interest and
target audience, rather than taking an inefficient blanket approach

Geographic segmentation advantages

As you have a finite amount of money to spend on marketing, geographic segmentation will
give you the best chance of successfully connecting with specific audiences. Here‘s what it can
do for your organisation:

» Increase profits: As geographic segmentation allows you to target specific audiences
and deliver tailored marketing campaigns, you can generate profits faster while saving
time and money.

» Drive growth: By targeting the right people, you can increase sales and drive business
growth. Ensure you revisit your geographic segmentation regularly — especially when
entering new markets or advertising new products — to get the best value from your
campaigns.

e Focus efforts: Geographic segmentation allows you to target location-specific
keywords and demands. This is incredibly useful if you‘re operating with a smaller
budget or want to develop awareness in a particular region.

e Improve communication: Every region has different needs, shopping habits and ways

of doing business. Geographic segmentation takes into consideration the way
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people communicate within regions and communities. With this kind of insight, you

can move forward with confidence and ensure a high engagement rate from the start.
Geographic variables (with geographic segmentation example list)
There are several geographic parameters (or types of market segmentation) you can use to
focus your marketing efforts and target your customer base. Each geographic segmentation
example explores the different variables, to give you a better picture of how to use it in practice
in your target market.
Location
This variable can impact geographic segmentation by covering a small area, like a
neighbourhood, or a large area like a continent, with towns, cities, states and countries in
between.
If companies have your location data, it may impact the kinds of sales ad messages you receive.
For example, if you‘re looking for nearby restaurants in New York City, then Google
search results will use your location (based on your device‘s IP address) to search for places to
go in a small radius.

Another way products differ by location is through target market buying preferences.
For example, Nike in the US is likely to focus on American football and baseball , while you‘re
unlikely to see American football or baseball commercials in Europe — you‘ll see product ads
for Soccer (Football in Europe) instead.
If you‘re targeting a new geographic location with your segmentation strategy, ensure you
understand the nuances of the regions you want to operate in
Climate
Climate segmentation involves selling products that are appropriate for the climate, weather,
and season in a particular area. This means that the right products and services are chosen for

the climate.
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For example, if you‘re planning a trip to Antarctica, warm clothes and boots will be crucial to
keep you comfortable and safe. Therefore, if you‘re a winter boots manufacturer like Cool
Antarctica, your product marketing strategy revolves around targeting people who are
searching for holidays in that region.

Culture

You may have to adapt your products to take account of cultural variations and sensitivities. In
different countries and regions, it‘s not culturally acceptable to serve certain products or some
customs prescribe a certain dress code.

For example, with McDonald‘s, the company takes into consideration cultural differences. In
India, McDonald‘s doesn‘t serve any beef or pork in any form, in any of their outlets. Instead
of ground beef and pork patties, the McDonald‘s menu in India features Indian burgers that are
100% vegetarian.

The reason for this is that diets in India have been affected by different religions for centuries.
Hindus don‘t eat beef — and the cow is considered sacred. Since the majority of the population
follows Hinduism, there‘s no beef on McDonalds‘ menu in India. There‘s also no pork out of
respect for Muslims.

Also, different countries will enjoy different flavours and often have unique items, such as
Thailand McDonald‘s (Samurai Pork Burger) vs. UK McDonald‘s (Mozzarella Dippers).
Population

An integral factor of your marketing efforts is understanding the potential customers within
your geographic location. Population density or population type will help make effective
marketing campaigns because you‘re more likely to relate to and serve customers within your
target audience groups.

A brand may choose to market in cities rather than rural areas because there are simply more

target buyers, and urban distribution is easier. On the other hand, a Chinese grocery store
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would do more trade in a city area with South Asian communities, than in a less diverse rural
farming village.

For example, in China and Japan, capsule hotels are an increasingly popular method of
accommodation for Japanese citizens who want to keep costs low. For tourists, on the other
hand, demand for traditional hotels is on the up.

Urban, suburban and rural

These different environments — across urban, suburban, and rural communities — require
different marketing strategies.

Customer needs are different: e.g. a car manufacturer may target their smaller, electric vehicles
at city and suburb dwellers, while rural customers may enjoy larger, four-wheel- drive cars.
Generally, customers in cities and suburbs have more purchasing power than rural areas,
so products can be more expensive. The site Realtor.com recently ranked Salt Lake City as the
No. 1 housing market positioned for growth in 2022, providing a 15.2% year-over-year sales
growth.

Language

Not everyone can, or wants to, read marketing in English, Spanish, or Mandarin. It‘s essential
to use languages of targeted areas for labelling, online communication, and promotion. More
than 20% of the population in the US speaks a language other than English at home,
according to 2017 U.S. Census data.

There‘s a lot of support for this with marketing platforms — for example, Google Ads says it
offers language targeting, which lets you target your ads to potential customers who use

Google products and third-party websites based on the languages those customers understand.
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Language learning brand Berlitz used language misunderstanding very effectively to connect
two geographic segments at once (German and English) in the famous TV ad about a new
German Coastguard on his first day at work:

How to build a geographic customer profile
There are many tools that can help you layout a geographic segmentation strategy:
Survey research
One of the first tools businesses turn to in order to understand the geographic preferences of
their customer base is to conduct survey research. Here are four survey research approaches
you may want to consider:

1. Take a random sample of your customer base and ask about their product
preferences. Filter the results by region to breakout geographic preferences.

2. Use conjoint analysis methodology to rank order product traits using trade-off
questions and filter results by state or region to understand which regional differences
exist.

3. Test your messaging and advertising concepts with prospects in different areas
to understand where different messages are well or poorly received.

4. Survey your employees in different regions to understand how engagement may
affect the customer experience they are providing per region.

Sales data

Check your operational sales data to see where product sales are increased or decreased by
region. Consider trends in seasonality to understand how they affect your sales by region.
Combine your sales operational data with your customer experience and survey data to pick up
trends by region.

Website data
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Use web traffic tracking patterns by region to see where your traffic is coming from. Conduct
analysis on the types of products that ship to various regions to pick up differences in purchase
preferences.
Mobile usage data
Mobile devices present unique opportunities to better understand customers by very specific
location — sometimes down to the foot. By using app-based location services available with
most smartphones, you can send the right message at the right time with pinpoint accuracy.
Social media profiles
Social media data can provide tremendous insights into the location preferences of your
customers and prospects. Many social media platforms even allow you to target messaging by
area or zip code.
Secondary data sources
Many third-party technologies and agencies specialise in helping you to build and execute a
geographic segmentation strategy. Claritas PRIZM, Carto, and ad platforms like Google and
Twitter are often able to help you target the right prospects in the right locations.

Create an Economic Analysis for Your Business Opportunities
1. The Purpose of Economic Analysis
Economic analysis is a process used to evaluate the potential outcomes of a business
opportunity or investment. The purpose of economic analysis is to identify the costs and
benefits of the proposed venture, and to assess whether or not the benefits outweigh the costs.
There are two primary types of economic analysis: cost-benefit analysis and cost-
effectiveness analysis. cost-benefit analysis weighs the costs and benefits of the proposed
venture in order to determine whether or not the project is worth pursuing. cost- effectiveness

analysis, on the other hand, compares the costs and benefits of the proposed
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venture to those of alternative projects in order to determine which option is the most efficient.
Regardless of which type of economic analysis is used, there are certain steps that must be
followed in order to ensure that the process is conducted correctly. First, the decision-
maker must identify all of the relevant costs and benefits associated with the proposed venture.
Next, these costs and benefits must be quantified in monetary terms. Finally, a comparison
must be made between the costs and benefits in order to reach a conclusion about the feasibility
of the project.
The process of economic analysis can be complex, but it is an essential tool for any business
decision-maker. By taking the time to carefully consider all of the potential costs and benefits
associated with a proposed venture, businesses can increase their chances of success and avoid
making costly mistakes.

The Benefits of Economic Analysis
Economic analysis is a process businesses use to assess the feasibility of investments or other
projects. The analysis measures the costs and benefits of a proposed project to determine
whether it is worth undertaking.
There are many benefits to conducting an economic analysis prior to making a business
decision. The analysis can provide insights into the potential profitability of a project and help
businesses to make informed decisions about where to allocate their resources.
An economic analysis can also help businesses to avoid making costly mistakes
by identifying risks and uncertainties associated with a proposed project. By considering all of
the potential costs and benefits of a project, businesses can make more informed decisions

about whether or not to proceed.
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In addition to providing valuable insights, an economic analysis can also help businesses to
negotiate better terms with suppliers and other partners. By understanding the full costs and
benefits of a project, businesses can be in a stronger position to bargain for favorable terms.
Overall, an economic analysis is a valuable tool that can help businesses to make informed
decisions about investments and other projects. The benefits of conducting an economic
analysis typically outweigh the costs, making it an essential part of any business decision-
making process.

The Different Types of Economic Analyses

There are four different types of economic analyses that businesses use to help them make
decisions about opportunities: cost-benefit analysis, cost-effectiveness analysis, break-even
analysis, and sunk cost analysis.

1. Cost-Benefit Analysis

A cost-benefit analysis is used to compare the expected costs of an opportunity with the
expected benefits. The benefits can be measured in financial terms, or in terms of other benefits
such as improved customer satisfaction or reduced environmental impact.

To carry out a cost-benefit analysis, you will need to estimate the future costs and benefits of
the opportunity over a period of time. This can be difficult to do, and there is always some
uncertainty involved. However, a cost-benefit analysis is a useful tool for comparing
different opportunities and for making decisions about whether to go ahead with an
opportunity.

2. Cost-Effectiveness Analysis

A cost-effectiveness analysis is used to compare the expected costs of an opportunity with the
expected benefits, measured in terms of a common unit such as dollars. This type of analysis

is often used when the benefits of an opportunity cannot be easily measured in financial terms.

130



To carry out a cost-effectiveness analysis, you will need to estimate the future costs and benefits
of the opportunity over a period of time. You will also need to choose a common unit in which
to measure the benefits (such as dollars). This can be difficult to do, and there is always some
uncertainty involved. However, a cost-effectiveness analysis is a useful tool for comparing
different opportunities.

3. Break-Even Analysis

A break-even analysis is used to calculate the point at which the expected costs of an
opportunity are equal to the expected benefits. This point is known as the break-even point.
To carry out a break-even analysis, you will need to estimate the future costs and benefits of
the opportunity over a period of time. You will also need to choose a common unit in which to
measure the benefits (such as dollars). This can be difficult to do, and there is always some
uncertainty involved. However, a break-even analysis can be a useful tool for deciding whether
or not to go ahead with an opportunity.

4. Sunk Cost Analysis

A sunk cost is a cost that has already been incurred and cannot be recovered. A sunk cost
analysis is used to compare the expected future costs of an opportunity with the sunk costs that
have already been incurred.

To carry out a sunk cost analysis, you will need to estimate the future costs and benefits of the
opportunity over a period of time. You will also need to identify the sunk costs that have already
been incurred. This can be difficult to do, and there is always some uncertainty involved.
However, a sunk cost analysis can be a useful tool for deciding whether or not to go ahead with
an opportunity.

Linguistic analysis Meaning

Linguistic analysis refers to the examination and study of language and its use in various

contexts. In the context of marketing, linguistic analysis involves analysing the language used
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in marketing communications, messages, and strategies. It aims to understand how language

influences consumer behaviour, shapes perceptions, and creates brand images .

The importance of linguistic analysis in a marketing plan lies in its ability to provide valuable

insights into how language can be used effectively to build a brand image, communicate with

customers, and create impactful marketing messages. Here are some key reasons why linguistic

analysis is important in a marketing plan:

1.

Effective Communication: Language is a powerful tool for communication. By
analyzing the language used in marketing communications, linguistic analysis helps
ensure that the messages are clear, persuasive, and resonate with the target audience.
Brand Image and Differentiation: Linguistic analysis helps in developing a
distinctive brand language that sets a brand apart from its competitors. It ensures that
the language used in marketing materials aligns with the brand's values, personality,
and positioning.

Understanding Consumer Behavior: Language plays a significant role in influencing
consumer behavior. Linguistic analysis helps identify language patterns, preferences,
and motivations that influence buying decisions. This understanding can inform
marketing strategies and tactics to better connect with the target audience.

Market Research and Insights: Linguistic analysis can be applied to market research
to gain insights into consumer preferences, language usage, and trends. This
information can guide the development of marketing strategies and help tailor messages
to specific target markets.

Effective Messaging: By analyzing the language used in marketing messages,
linguistic analysis helps ensure that the messages are impactful, persuasive, and
resonate with the target audience. It helps in crafting compelling calls to action, slogans,

and taglines.
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6. Cultural Sensitivity: Language is deeply connected to culture. Linguistic analysis
helps marketers understand cultural nuances and adapt their messaging accordingly. It
ensures that marketing messages are culturally sensitive and avoid any unintended

misinterpretations or offense.

Developing a Marketing Plan: Linguistic Analysis
When developing a marketing plan, it is important to consider the role of language and
linguistic analysis. Language plays a crucial role in marketing as it is used to create,
communicate, and deliver offerings that have value for customers. Linguistic analysis can
provide valuable insights into how language is used in marketing and help shape effective
marketing strategies. Here are some key considerations for incorporating linguistic analysis
into your marketing plan:
1. Recognize the Linguistic Foundations of Marketing
Bourdieu's conceptualization of the linguistic market emphasizes the economic foundations of
all linguistic exchanges. It suggests that economic exchanges should be treated as just another
type of exchange. Understanding the linguistic foundations of marketing helps you appreciate
the importance of language in creating value for customers.
2. Unmask Market Discourses
Critical Discourse Analysis, particularly the British School led by Norman Fairclough, aims to
uncover the pervasiveness of market discourses in society . By analysing market discourses,
you can gain insights into how language is used to shape perceptions, influence consumer
behaviour, and create marketing messages that resonate with your target audience.
3. Language in Marketing Activity
Language is at the heart of marketing activity. It is used to create messages, communicate with

customers, and develop marketing materials. Understanding the role of language in
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marketing helps you craft effective marketing strategies that resonate with your target
audience .

4. Linguistic Analysis of Marketing Strategies

Linguistic analysis can be applied to analyse marketing strategies. By examining the language
used in marketing communications, you can gain insights into the effectiveness of messages,
the impact of language choices, and the overall success of marketing campaigns .

5. Brand Language Audit

Conducting a brand language audit can help you assess the linguistic devices used by your
brand and ensure that your language aligns with your overall communications strategy. This
audit can guide the development of a distinctive brand language that is deployed throughout
all marketing initiatives .

6. Linguistics in Market Research

Linguistics can provide value in market research by analysing messaging testing and helping
to equip your sales force with language that makes customers feel understood . By
incorporating linguistic analysis into market research, you can gain insights into consumer
behavior, preferences, and language patterns that can inform your marketing strategies.

7. Language and Branding

Language plays a crucial role in branding. A brand language brief can guide the development
of language used in brand naming, claims, advertising, packaging, and other marketing
initiatives. It ensures that the brand's language aligns with its overall communications
strategy .

Incorporating linguistic analysis into your marketing plan can help you understand the role of
language in marketing, analyse marketing strategies, and develop effective messaging that

resonates with your target audience. By recognizing the linguistic foundations of marketing
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and unmasking market discourses, you can create impactful marketing campaigns that
effectively communicate your brand's value proposition.

Sales Analysis
Meaning: Sales analysis is the process of evaluating sales data, revenue, units sold, customer
behavior, and market trends to assess the performance of your sales efforts.
Importance:

e Evaluating sales performance: Sales analysis helps you evaluate the overall
performance of your sales team, identify strengths and weaknesses, and make data-
driven decisions to improve sales effectiveness.

e Identifying product performance: By analyzing individual product sales, you can
determine which products are top sellers, identify underperforming products, and make
informed decisions about product improvement or expansion.

e Understanding customer behavior: Sales analysis allows you to gain insights into
customer preferences, buying patterns, and trends. This understanding helps tailor sales
strategies to meet customer needs and improve customer acquisition and retention.

* Optimizing sales channels: Analyzing different sales channels helps identify the most
effective ones for reaching your target audience and generating sales. This information
can guide resource allocation and channel optimization efforts.

Needs and Techniques:

e Evaluate sales performance: Assess sales revenue, profit margins, growth rates, and
customer acquisition and retention rates.

e Analyze product performance: Identify top-selling products, low-performing products,

and opportunities for improvement or expansion.
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Understand customer behaviour: Analyse customer data to gain insights into
preferences, buying patterns, and trends.

Assess sales channels: Evaluate the performance of different sales channels and
determine the most effective ones for reaching your target audience.

Forecast future sales: Use historical data and market trends to forecast future sales and

set realistic targets.

Sales analysis is the process of examining sales data and performance to gain insights into the

effectiveness of sales strategies, identify trends, and make informed business decisions. It

involves analysing various aspects of sales, such as revenue, units sold, customer behaviour,

and market trends. Here are some key points to consider when conducting a sales analysis:

1.

Sales Performance Evaluation: Analyse sales data to evaluate the overall performance
of your sales team and identify areas of strength and weakness. This includes assessing
sales revenue, profit margins, sales growth, and customer acquisition and retention
rates.

Product Analysis: Evaluate the performance of individual products or services to
determine their contribution to overall sales. Identify top-selling products, low-
performing products, and opportunities for product improvement or expansion.
Customer Analysis: Analyse customer data to gain insights into customer behaviour,
preferences, and buying patterns. Identify your most valuable customers, understand
their needs, and tailor your sales strategies to meet their expectations.

Sales Channel Analysis: Assess the performance of different sales channels, such as
online sales, direct sales, or retail partnerships. Determine which channels are most

effective in reaching your target audience and generating sales.
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Market Analysis: Conduct a market analysis to understand the competitive landscape,
market trends, and customer demands. Identify opportunities for growth, potential
threats, and areas where you can differentiate your products or services.

Sales Forecasting: Use historical sales data and market trends to forecast future sales.
This helps in setting realistic sales targets, allocating resources effectively, and
planning for future growth.

Sales Funnel Analysis: Analyse the sales funnel to identify bottlenecks and areas for
improvement. Evaluate conversion rates at each stage of the sales process and
implement strategies to optimize the funnel and increase sales efficiency.

Competitor Analysis: Assess the sales performance of your competitors to understand
their market share, pricing strategies, and sales tactics. Identify areas where you can

differentiate yourself and gain a competitive advantage.

By conducting a thorough sales analysis, businesses can gain valuable insights into their sales

performance, customer behaviour, and market dynamics. This information can guide strategic

decision-making, help optimize sales strategies, and drive business growth.

Competition Analysis

Competition analysis involves evaluating your competitors to gain insights into their strategies,

strengths, weaknesses, and market positioning. It helps businesses understand the competitive

landscape and make informed decisions to gain a competitive advantage. Here are some key

points to consider when conducting a competition analysis:

1.

Identify Competitors: Identify direct and indirect competitors who operate in the
same market or offer similar products or services. Consider both established
competitors and emerging players.

Competitor Profiling: Gather information about your competitors, including their

market share, target audience, pricing strategies, product offerings, distribution
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channels, and marketing tactics. This helps in understanding their strengths and
weaknesses.

3. SWOT Analysis: Conduct a SWOT analysis (Strengths, Weaknesses, Opportunities,
and Threats) for each competitor. This analysis helps identify areas where your business
has a competitive advantage and areas where you need to improve.

4. Differentiation: Identify how your products, services, or brand can differentiate from
your competitors. Determine unique selling points (USPs) that set you apart and appeal
to your target audience.

5. Pricing Analysis: Analyse your competitors' pricing strategies to understand their
pricing models, discounts, and promotions. This helps in positioning your products or
services competitively in the market.

6. Marketing and Advertising: Evaluate your competitors' marketing and advertising
efforts, including their messaging, branding, online presence, and customer
engagement. Identify opportunities to improve your own marketing strategies.

7. Customer Feedback: Gather customer feedback and reviews about your competitors
to understand their strengths and weaknesses from a customer's perspective. This can
provide insights into areas where you can excel or address customer pain points.

8. Opportunity Analysis: Identify gaps or unmet needs in the market that your
competitors have not addressed. This can help you identify new opportunities for

product development, market expansion, or targeting specific customer segments.

Sales Forecasting in Developing a Marketing Plan
Meaning
Sales forecasting plays a pivotal role in the development of a comprehensive marketing plan

for businesses across various industries. By providing valuable insights into future sales
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trends and customer behavior, sales forecasting enables businesses to make informed decisions,

allocate resources effectively, and optimize their marketing strategies for maximum impact

and profitability. In this introduction, we will explore the significance of sales forecasting

within the context of developing a marketing plan and outline its key components and benefits.

1. Understanding Market Dynamics

Sales forecasting serves as a fundamental tool for understanding the ever-evolving
dynamics of the market. By analyzing historical sales data, market trends, and customer
behavior, businesses can gain valuable insights into future demand patterns and market

fluctuations.

2. Strategic Resource Allocation

A robust sales forecasting process empowers businesses to allocate resources
strategically, ensuring that they are adequately prepared to meet anticipated demand
levels.

Whether it's inventory management, staffing, or production scheduling, accurate sales
forecasts enable businesses to optimize resource allocation, minimize wastage, and

maximize operational efficiency.

3. Driving Marketing Strategies

Sales forecasting provides a foundation for developing effective marketing strategies
tailored to meet specific business objectives.

By forecasting future sales volumes and revenue projections, businesses can identify
target markets, allocate marketing budgets efficiently, and deploy promotional

campaigns that resonate with their target audience.

4. Enhancing Decision-Making
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e Informed decision-making lies at the heart of successful marketing initiatives. Sales
forecasting equips businesses with the insights needed to make data-driven decisions
and adapt their strategies in real-time.

»  Whether it's pricing adjustments, product launches, or expansion plans, accurate sales
forecasts enable businesses to anticipate market trends and capitalize on opportunities
effectively.

5. Measuring Performance and Accountability

e Sales forecasting serves as a benchmark for measuring the performance of marketing
initiatives and sales efforts.

e By comparing actual sales outcomes with forecasted projections, businesses can
evaluate the effectiveness of their strategies, identify areas for improvement, and hold
teams accountable for achieving targets.

6. Improving Customer Relationships

» Anticipating customer needs and preferences is essential for building strong customer
relationships. Sales forecasting enables businesses to anticipate demand fluctuations
and tailor their offerings to meet customer expectations.

e By ensuring product availability, delivering exceptional service, and offering
personalized experiences, businesses can foster customer loyalty and drive repeat sales.

Benefits of Sales Forecasting

Sales forecasting is a crucial tool for businesses, offering numerous advantages that contribute
to their overall success and competitiveness in the market. Below are detailed explanations of
the key benefits:

1. Anticipating Customer Needs and Market Changes
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Sales forecasting enables businesses to anticipate shifts in customer preferences and
market trends, allowing them to adapt their strategies proactively.

By analyzing historical sales data and market indicators, businesses can predict changes
in demand and adjust their product offerings accordingly, ensuring they meet customer

needs effectively.

2. Developing Accurate Pricing Strategies

With insights gained from sales forecasting, businesses can develop more accurate
pricing strategies that reflect market demand and competitive dynamics.

By understanding how changes in pricing impact sales volumes and profitability,
businesses can optimize their pricing structures to maximize revenue while remaining

competitive in the market.

3. Efficient Resource Planning

Sales forecasting helps businesses plan their resources more efficiently by providing
visibility into future sales volumes and revenue projections.

By accurately predicting sales levels, businesses can optimize inventory levels, staffing
requirements, production schedules, and other resources, minimizing wastage and

improving operational efficiency.

4. Predicting Future Market Trends

By analyzing historical sales data and market trends, sales forecasting enables
businesses to identify patterns and predict future market trends.

This predictive capability allows businesses to capitalize on emerging opportunities,
mitigate risks, and stay ahead of competitors by aligning their strategies with future

market dynamics.

5. Improving Customer Service
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Sales forecasting facilitates better customer service by ensuring businesses have the
necessary inventory and resources to meet customer demand.

By accurately predicting sales volumes and demand fluctuations, businesses can avoid
stockouts, backorders, and delays in fulfilling customer orders, thereby enhancing

customer satisfaction and loyalty.

6. Competitive Edge and Adaptability

Sales forecasting provides a competitive edge by enabling businesses to adapt quickly
to changing market conditions and customer preferences.
By staying agile and responsive, businesses can capitalize on opportunities, mitigate

risks, and maintain a competitive advantage in dynamic market environments.

7. Streamlined Sales Processes with CRM Integration

Integration with Customer Relationship Management (CRM) systems streamlines sales
forecasting processes, reducing administrative overhead and improving data accuracy.
By leveraging CRM data, businesses can track sales leads, monitor pipeline activity,
and generate more reliable forecasts, empowering sales teams to make data-driven

decisions and achieve better forecasting accuracy.

8. Empowering Sales Teams for Better Forecasting

Sales managers can empower their sales teams to provide input for forecasting by
soliciting estimates of expected sales leads closure within specific timeframes.

This collaborative approach fosters a culture of accountability and accuracy within the
sales team, ensuring that forecasts are based on real-time insights and market

intelligence.

9. Understanding and Optimizing Sales Pipeline
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e To achieve better forecasting accuracy, businesses must thoroughly understand their
current sales pipeline, including the status of leads, opportunities, and deal closures.
e By analysing pipeline data and conversion rates, businesses can identify bottlenecks,

optimize sales processes, and improve the overall efficiency of their sales operations.

Different Types of Sales Forecasting Techniques
A sales forecast uses a variety of data points to provide an accurate prediction of future
revenue and sales performance. There are several different types of sales forecasting
techniques. These include historical data and trend analysis, market research, and
regression models from actual data. Historical forecasting and trend analysis looks at
historical sales data to determine future performance, while market research uses customer
surveys and interviews to understand the needs and preferences of customers. Regression
models use mathematical equations to predict future performance based on the
relationships between different variables.
Qualitative Forecasting
Qualitative forecasting is based on subjective opinions and judgments from experts. It can
be used to make predictions about customer behavior, market trends, and industry
developments. Qualitative forecasting is often combined with quantitative methods for a
more accurate picture of the future.
Quantitative Forecasting
Quantitative forecasting uses statistical models to predict future sales performance. This
type of forecasting is based on past data and trends, and can be applied to many different
types of businesses. It helps businesses identify potential problems or opportunities that
may arise in the future and make more informed decisions about pricing, product launches,

marketing campaigns, and more.

143



The Process of Building a Sales Forecast
The process of sales forecasting typically begins with gathering and analyzing data from
past sales trends and market research. The data is then used to develop forecasts for
different products, services, or markets. These forecasts are then compared to actual results
to identify any discrepancies and make necessary adjustments. Finally, the forecast is used
to drive decisions about pricing, product development, marketing strategies, and more.
Sales forecasting is an important tool for businesses of all sizes, as it helps them understand
their current performance, anticipate customer needs, and evaluate market changes. By
using different types of sales forecasting techniques, businesses can make better decisions
about pricing, product launches and marketing campaigns, amongst other things. This will
ensure they remain competitive in a volatile market.
Determining the Forecasting Time Frame
The forecasting time frame is determined based on the business‘s goals and objectives.
Generally, businesses will forecast sales for either a short-term (typically five years or less)
or long-term (more than five years). The time frame chosen will determine which type of
forecasting technique should be used.
Establishing the Forecasting Model
The forecasting model should be based on the data available, the business‘s goals and
objectives, and the time frame. Different models can be used for different types of
businesses, such as linear regression for retail businesses or time-series for seasonal
businesses.
Estimating the Forecasting Accuracy
Estimating the forecasting accuracy is an important part of the process. Companies should

use different methods to measure accuracy and make improvements as needed. This could
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include analyzing trends over time, testing different forecasting models, or comparing

results with actual sales data.

Analyzing the Forecasted Data

After the forecasting model has been created and the accuracy estimated, the forecasted

data should be analyzed. This includes assessing potential risks and opportunities in the

market, evaluating customer demand for products or services, and understanding changes

in customer preferences. By analyzing the forecasted data, businesses can develop

strategies to maximize sales and gain a competitive edge.

Updating the Sales Forecasts

Sales forecasting should be an ongoing process, as the market and customer preferences

can change quickly. Companies should regularly update their forecasts with new data and

adjust their strategies accordingly. This helps ensure that businesses remain competitive in

a dynamic market.

The process of sales forecasting requires careful consideration to ensure accurate

forecasting. It begins by gathering and analyzing data from past sales trends and market

research. Different models are used based on the time frame and data available, and

accuracy should be estimated. The forecasted data should then be analyzed to identify

potential risks and opportunities. Finally, the forecasting model should be regularly updated

with new data. By following this process, businesses can gain a better understanding of

their current performance, anticipate customer needs, and evaluate market changes.
Commonly Used Forecasting Tools

Businesses use a variety of tools and techniques to create accurate sales forecasts. Here are

some of the most common sales forecasting tools used:
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» Spreadsheet software: Spreadsheets can be used to store and analyze data, calculate
trends and correlations, and create visualizations.

» Statistical analysis: Various statistical methods such as linear regression, time-series
analysis, or Monte Carlo simulations can be used to create forecasts.

e Al/machine learning models: Artificial intelligence and machine learning algorithms
are becoming increasingly popular in sales forecasting. They can help automate the
process and provide more accurate results.

e Sales Forecasting software: Sales forecasting software can help automate the process
and provide more accurate results. It is, by-far, the best option for the majority of
businesses. By using the right combination of tools and techniques, businesses can
create sales forecasts that are reliable and accurate. This helps them make informed
decisions about pricing, product launches, marketing campaigns, and more.

Challenges of Obtaining an Accurate Sales Forecast

While sales forecasting can be a powerful tool for businesses and different businesses may

use a different forecasting process, it also comes with some challenges. Here are a few key

challenges of sales forecasting:

e Data accuracy: Accurate data is essential for an accurate forecast. If there are gaps or
inaccuracies in the data, it can lead to incorrect predictions and poor decision-making.

e Changing markets: Markets can change quickly, and forecasts need to be updated
regularly. As customer preferences evolve, businesses must adjust their sales forecasts
accordingly.

e Cost: Creating accurate sales forecasts requires a significant investment of time and
money. Companies must take into account the cost of gathering data, creating models,

and updating their forecasts.
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» Complexity: Sales forecasting can be a complex process, and businesses must have the
right skills and resources in place. Companies should seek out external help if they lack

the necessary expertise or capacity to create accurate forecasts.

Market research

Customers are the foundation of your business. In order for your company to succeed,
you need to understand them and their relationship to your products and services. That is where
market research comes into play.

According to the Small Business Administration, market research is —the process of
analysing data to help you understand which products and services are in demand, and how to
be competitive.ll That data can include valuable intelligence about your marketplace, your
industry, your competition — but especially and most importantly, about your customers and
how they feel about your company and its offerings.

In short, market research helps you understand three things: your industry, your

competition, and your target market. You can use it to:

1. Understanding Customers' Habits, Trends, Opinions, Needs, and Wants:

Market research allows you to gather information directly from customers and potential

customers. This includes understanding their habits, trends, plans, opinions, needs, and

wants .

3. Determining if You’re Company Meets Customer Needs: By conducting market
research, you can assess whether your company and its offerings meet the needs of your
target market. This helps you identify areas for improvement and make necessary
adjustments to better serve your customers.

4. Finding Potential New Customers: Market research helps you identify potential new

customers based on demographic traits such as age, gender, income, education level,
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and geography. This information allows you to target your marketing efforts more
effectively.
5. Determining the Best Ways to Market and Advertise: Through market research,
you can gain insights into the preferences and behaviors of different types of customers.
This helps you determine the most effective ways to market and advertise your products
or services to different segments of your target market .
Business Benefits of Market Research
Market research provides numerous benefits to businesses, helping them make informed decisions and

drive growth. Here are some key business benefits of conducting market research:

1. Reducing Business Risks: Market research helps reduce risks by providing valuable
insights into the market, competition, and customer preferences. It allows businesses
to make informed decisions based on data and minimize the chances of failure or costly
mistakes .

2. Spotting Current and Upcoming Problems in Your Industry: Through market
research, businesses can identify current and upcoming problems in their industry. This
includes understanding industry trends, challenges, and potential disruptions. By
staying ahead of these issues, businesses can adapt their strategies and mitigate risks.

3. Identifying New Sales and Profit Opportunities: Market research helps businesses
identify new sales and profit opportunities. By understanding customer needs,
preferences, and market gaps, businesses can develop new products or services that
meet customer demands. It also helps identify untapped or underserviced markets,
allowing businesses to expand their customer base and increase revenue .

4. Gaining a Competitive Advantage: Market research helps businesses gain a

competitive edge by providing insights into their competitors' strategies, strengths,
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weaknesses, and market positioning. This information allows businesses to differentiate
themselves and develop unique value propositions that attract customers.

Improving Customer Satisfaction and Loyalty: By understanding customer
preferences, needs, and pain points through market research, businesses can tailor their
products, services, and customer experiences to better meet customer expectations.
This leads to increased customer satisfaction and loyalty.

Optimizing Pricing Strategies: Market research helps businesses determine the
optimal pricing for their products or services. By understanding customer perceptions
of value, price sensitivity, and willingness to pay, businesses can set prices that
maximize profitability while remaining competitive in the market.

Enhancing Product Development and Innovation: Market research provides
valuable insights into customer preferences, unmet needs, and emerging trends. This
information can guide businesses in developing new products or improving existing
ones, ensuring that they align with customer expectations and stay ahead of the
competition.

Guiding Marketing and Advertising Campaigns: Market research helps businesses
understand the most effective ways to reach and engage their target audience. By
identifying the preferred communication channels, messaging, and promotional tactics,
businesses can optimize their marketing and advertising campaigns for better results.
Supporting Business Expansion and Market Entry: Market research plays a crucial
role in assessing the feasibility and potential success of entering new markets or
expanding existing operations. It helps businesses understand market dynamics,
customer behaviour, and competitive landscapes in different regions, enabling them to

make informed decisions and minimize risks.
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Reason for conducting Market Research
Market research provides critical information about your market and your business landscape.
It can tell you how your company is perceived by the target customers and clients you want to
reach. It can help you understand how to connect with them, show how you stack up against
the competition, and inform how you plan your next steps.

Market research can also play an important role in the process of developing your products
and services, bringing them to the marketplace, and marketing them to consumers. Here are a

few ways that market research can help inform your business strategy:

e [t can give you an accurate view of your business and your marketplace. For example,
you can see how you are perceived in comparison to your competitors, and evaluate
what your competitors are doing to attract customers.

e It can help you determine who and where your customers are, and which customers are
most likely to do business with you. (In fact, for customers who indicate that they don‘t
want to do business with you, market research is your opportunity to ask them
—why not?ll.)

e It can reveal how customers and prospects view your existing business and products,
and show you if you are or are not meeting your customers‘ needs. It‘s even possible
you may uncover some opinions about your business and/or products that you weren‘t
aware of.

e It can help you decide whether a new idea for a business or product will fly — that is, if
customers will find it appealing — based on how similar products have performed in the

marketplace.
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e It can help you make wise product packaging and promotional decisions, as well as
effective marketing messages.

For many businesses, market research is a key component in developing marketing strategy by
providing a fact-based foundation for estimating sales and profitability. In fact, it can make the
difference between making wise decisions that drive business forward and poor decisions that
can damage your business.

The competitive environment you face is increasingly challenging. It‘s safe to assume that
your competitors are conducting research to gain their own advantage. That may be the best
reason of all to make market research a key part of your business growth strategy.

Types of Research: Primary vs Secondary
Market research generally involves two different types of research: primary and secondary.
Primary research is research you conduct yourself (or hire someone to do for you.) It
involves going directly to a source — usually customers and prospective customers in your
target market — to ask questions and gather information. Examples of primary research are:
Interviews (telephone or face-to-face)

e Surveys (online or mail)

e Questionnaires (online or mail)

e Focus groups

e Visits to competitors' locations
When you conduct primary research, you‘re typically gathering two basic kinds of

information:

1. Exploratory. This research is general and open-ended, and typically involves lengthy

interviews with an individual or small group.
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2. Specific. This research is more precise, and is used to solve a problem identified in
exploratory research. It involves more structured, formal interviews.
Primary research usually costs more and often takes longer to conduct than secondary research,

but it gives conclusive results.

Secondary research is a type of research that has already been compiled, gathered,
organized and published by others. It includes reports and studies by government agencies,
trade associations or other businesses in your industry. For small businesses with limited
budgets, most research is typically secondary, because it can be obtained faster and more
affordably than primary research.

A lot of secondary research is available right on the Web, simply by entering key words
and phrases for the type of information you‘re looking for. You can also obtain secondary
research by reading articles in magazines, trade journals and industry publications, by visiting
a reference library, and by contacting industry associations or trade organizations. (Note: When
you locate the research you want, check its publication date to be sure the data is fresh and not
outdated.)

One excellent source of secondary research data is government agencies; this data is usually
available free of charge. On the other hand, data published by private companies may require

permission, and sometimes a fee, for you to access it.
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How to Conduct Market Research?
The goal of market research is to reduce the risks associated with making business decision. It
can replace misinformation and assumptions with facts successful market research consists of
four steps; define the objectives, collect the data, analyze and interpret the data and draw
conclusions and act.
Step 1 —Defines the objectives:
The first and most crucial step in market research is defining the research objective clearly and
concisely. The most effective way to began is for the entrepreneur to sit down and make a list
of the information that will be needed to prepare the market plan. For example the entrepreneur
may think there is a market for his or her product but is not sure who the customer will be or
even if the product is appropriate in its present form.
Some objectives for marketing research may be:
o How much potential customers would be willing to pay for the product or service.
o  Where potential customers would prefer to purchase the product or service.
o  Where the customer would expect to here or learn about such a product or service.
Step 2 — Collects the Data
i.  Gathering data from secondary source: - the most obvious source of information for
the entrepreneur is data that already exists, or secondary data. This is usually found in
trade magazines, libraries, government agencies, universities, and the internet. A search
in library will often reveal published information on the industry, competitors, trends
in consumer tests and preferences, innovations in the market. Before considering either
primary source or commercial source of information, the entrepreneur should exhaust
all free sources i.e. Secondary sources.
ii. Gathering data from primary source: - information that is new is primary data.

Gathering primary data involves a data collection procedure®such as observation,
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networking, interviewing, focus groups or experimentation®and usually a data
collection instrument, such as a questionnaire, observation, experimentation
Step 3 —Analyzing and Interpreting the Result
Depending on the size of the sample, the entrepreneur can hand-tabulate the results or entering
them on a computer. The results should be evaluated and interpreted in response to the research
objective that was specified in the first step of the research process.
Step 4 — Draw Conclusion and Acts
This is the final step in marketing research. The entrepreneur should conclude the research
based on what the data collected and analyzed. And shows what actions are appropriate for the

finding by adding his personal judgment.

5.2 Marketing Intelligence
Market Intelligence is the information relevant to a company‘s markets gathered and analyzed
specifically for the purpose of accurate and confident decision-making in determining market
opportunity, market penetration strategy, and market development matrices. Market
intelligence is necessary when entering a foreign market.
Market Intelligence can get information from two sources. Namely Market Intelligence based
on external data and Market Intelligence based on internal data.

A. Market Intelligence From External Data
Market intelligence from external data is normally gathered through what is known as desk
research. This means sourcing and analyzing published information to build a picture of a
market and to try and answer some specific commercial questions such as what is the market
potential.
Central to successful desk research is the ability to track down sources of information and to

provide the right level of analysis. For example identifying who your competitors are and
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analyzing their market position against yours to find strengths and weaknesses and indications
of new developments.
Related to desk research is list building. This involves seeking out lists of likely prospects or
partners for relationship or network building and finding out key information about the
company for marketing purposes.

B. Market Intelligence From Internal Data
Much marketing intelligence information can come from making better use of existing
information. For instance by carrying out database analysis on orders taken it may be possible
to understand where you have cross-sale and up-sale opportunities, or to understand what type
of customers are your most profitable.
Your website may also include a high degree of valuable information about who is looking for
your products and services. Web site traffic analysis can help you understand what customers
are looking for and why.
Finally, don't overlook knowledge about customers, markets and competitors that comes from

your staff. Often this is a poorly tapped source of information.

5.3. Competitive Intelligence /Analysis/

Competitive Intelligence is a special form of market Intelligence as it typically involves
sourcing and gathering information on a continuous basis to enable you to keep track of who
your competitors are and what they are doing and planning. Because of the danger of
accusations of industrial espionage, there are some strict ethical codes about how competitive
intelligence can and cannot be carried out.

As Competitive Intelligence is normally carried out on an on-going basis, central focus is in
putting together structures that will enable information to be gathered, collected and reviewed

in a regular and frequent fashion.
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In particular, you should be able to obtain competitive information not just from published
information, but also from comments and ideas picked up from customers, suppliers, partners
and associates. However, often companies do not have systems in place for this information to
be reported, analyzed and communicated.
A basic Competitive Intelligence function would include:
o Monitoring the press and journals for article, press releases and job adverts
o Benchmarking competitive products and services
o Monitoring and collecting promotional materials
o Taking views from customers, suppliers and partners
o Monitoring for company reports and analyst reports
o Attending exhibitions and conferences and membership of trade associations
o Monitoring patents
o Maintaining regular searches and reports on the internet
o The importance of market and competitive intelligence if an organization wants to be
close to the market it needs to fully understand it, including the roles that the
competitors and customers play there. Some of the benefits are:
o Market and customer orientation — promote external focus
o Identification of new opportunities — e.g. identify new trends before our markets and
competitors
o Early warning of competitor moves — enable counter measures
o Minimizing investment risks — detect threats and trends early on
o Better customer interaction —intensified customer market view
o Better market selection & positioning — understand where your offer fits and discover

untapped or under-served potential
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o Quicker, more efficient and cost-effective information — avoid duplication of report

acquisitions and expensive consultant work.

5.4. Marketing Strategies
A small firms to service and grow they should know some marketing strategies In order to
succeed in business a firm should have some advantages over its competitors.
The aim of any competitive strategy is to cope with and, if possible change the rules in value
of the company.
According to Michael porter, in his book on competitive advantage claims that five forces
that determine competitiveness are:
o The power of business
o The power of suppliers:
o The treat of new
o The treat of substitute
o The intensity of rivalry
1. Economies of Scale - How the total cost per unit produced changes as more units are
produced. Thus, the potential for economies of scale in a high capital intensity industry
like chemicals is great, where as in retailing the potential savings are much smaller.
Total cost include production, selling, and distribution costs and are therefore dependent
up on the state of technology, the size of the market, and the location of potential
customers.
2. Niche Marketing -A small business will not be able to survive as a small business in
the long run in an industry where economies of scale are important. Following a niche

strategy is having a differentiated, specialist product or service often goes hand in
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o

hand with having a well targeted market segment. It is important for small firms since
it offers a better chance of selective, sustainable growth than the _big-bang* strategy.
The life-cycle concept- The life cycle concept is a relatively simple idea, which
provides a useful framework for looking at the development of either products or
services and a small business. The idea is that every product or service faces a life cycle
of four stages listed as follows: -

Introduction

Growth

Maturity

Decline

Clearly the marketing strategies that you use at different stages of a product life-cycle can be

different. For example, in the introduction stage you may decide to low price to capture the

market as quickly as possible.

1.

o

o

Diversification strategies
Introduce new product (diversify the product)

Go into new market (diversify the market)

In search for further growth, a business has four options

1.

Stay with the base product or service and its existing market and simply try to penetrate
the market further. This is selling more of the same product to the same market.
Develop related or new product for the existing market (product development)
Develop related or new market for the existing product (market development)

Move into related or new market with related or new product.
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Market development is to be preferred to product development because; developing new
customer is less risky than developing a new product. The strategies discussed above are called
horizontal strategies.

Two further strategies for growth open to the small firm are: -

First- _backward vertical integration® — they become own supplier of some basic raw materials
or services

Second- _forward vertical integration‘ they become own distributor or retailer.

5.5 International Markets

International marketing is the export, franchising, joint venture or full direct entry of a
marketing organization into another country. This can be achieved by exporting a company's
product into another location, entry through a joint venture with another firm in the target
country, or foreign direct investment into the target country. The development of the marketing
mix for that country is then required - international marketing. It can be as straightforward as
using existing marketing strategies, mix and tools for export on the one side, to a highly
complex relationship strategy including localization, local product offerings, pricing,
production and distribution with customized promotions, offers, website, social media and
leadership. Internationalization and international marketing meets the needs of selected foreign
countries where a company's value can be exported and there is inter-firm and firm learning,
optimization and efficiency in economies of scale and scope. The firm does not need to export
or enter all world markets to be considered an international marketer.

Elements of the Global Marketing

Not only do standard marketing approaches, strategies, tactics and processes apply, global
marketing requires an understanding of global finance, global operations and distribution,

government relations, global human capital management and resource allocation, distributed
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technology development and management, global business logic, inter firm and global
competitiveness, exporting, joint ventures, foreign direct investments and global risk
management.

The standard —Four Psll of marketing: product, price, placement, and promotion are all
affected as a company moves through the five evolutionary phases to become a global
company. Ultimately, at the global marketing level, a company trying to speak with one voice
is faced with many challenges when creating a worldwide marketing plan. Unless a company
holds the same position against its competition in all markets (market leader, low cost, etc.)
Product: A global company is one that can create a single product and only have to tweak
elements for different markets. For example, Coca-Cola uses two formulas (one with sugar,
one with corn syrup) for all markets. The product packaging in every country incorporates the
contour bottle design and the dynamic ribbon in some way, shape, or form. However, the
bottle can also include the country‘s native language and is the same size as other beverage
bottles or cans in that same country.

Price: Price will always vary from market to market. Price is affected by many variables: cost
of product development (produced locally or imported), cost of ingredients, cost of delivery
(transportation, tariffs, etc.), and much more. Additionally, the product‘s position in relation to
the competition influences the ultimate profit margin. Whether this product is considered the
high-end, expensive choice, the economical, low-cost choice, or something in- between helps
determine the price point.

Placement: How the product is distributed is also a country-by-country decision influenced
by how the competition is being offered to the target market. Using Coca-Cola as an example
again, not all cultures use vending machines. In the United States, beverages are sold by the
pallet via warehouse stores. In India, this is not an option. Placement decisions must also

consider the product‘s position in the market place. For example, a high-end product would
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not want to be distributed via a —dollar storell in the United States. Conversely, a product
promoted as the low-cost option in France would find limited success in a pricey boutique.
Promotion: After product research, development and creation, promotion (specifically
advertising) is generally the largest line item in a global company‘s marketing budget. At this
stage of a company‘s development, integrated marketing is the goal. The global corporation
seeks to reduce costs, minimize redundancies in personnel and work, maximize speed of
implementation, and to speak with one voice. If the goal of a global company is to send the
same message worldwide, then delivering that message in a relevant, engaging, and cost-
effective way is the challenge.

Effective global advertising techniques do exist. The key is testing advertising ideas using a
marketing research system proven to provide results that can be compared across countries.
The ability to identify which elements or moments of an ad are contributing to that success is

how economies of scale are maximized.

5.6.1. Forms of Entering International Market

Once a company decides to target a particular country, it has to determine the best mode of
entry. Its broad choices are indirect exporting, direct exporting, licensing, joint ventures and
direct investments. Each succeeding strategy involved more commitment, risk, control and
profit potential.
A. Indirect Exporting
Companies typically starts with indirect exporting that is they work through independent
intermediaries to export their products. There are four types of intermediaries.

o Domestic based export merchant- Buys the manufacturer‘s products and then sells

them abroad.
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o Domestic based export agent- Secks and negotiate foreign purchases and is paid a
commission. In this export type, trading companies are Included.

o Cooperative organization- Carries on exporting activities on behalf of several
producers and is partly under their administrative control. Often used by producers of
primary product — fruits, nuts and so on.

o Export Management Company-Agrees to manage a company‘s export activities for
a fee.

Indirect export has two advantages: -
i.  Itinvolves less investment and
ii.  Itinvolves less risk
B. Direct Export
Companies eventually may decide to handle their own exports. The investment and risk are
some what greater. The company can carry on direct exporting in several ways;

a. Domestic based export department or division- An export sales manager carries on
the actual selling and draws market assistance as needed. The department might evolve
into a self — contained export department performing all the activities involved in export
and operating as a profit center.

b. Overseas sales branch or subsidiary- An overseas sales branch allows the
manufacturer to achieve greater presence and programs control in the foreign market.
The sales branch handles sales and distribution and might handle warehousing and
promotion as well. It often servers as a display center and customer — service center
also.

c. Traveling export sales representation- The company sends home — based sales

representatives abroad to find business.
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d. Foreign — based distributors or agents- The company can hire foreign based

distributors or agents to sell the company‘s goods. These distributors and agents might
be given exclusive rights to represent the manufacturer in that country or only limited
rights. Whether companies decide to enter foreign markets through direct or indirect
exporting, one of the best ways to initiate or extend export activities is by exhibiting at

an overseas trade show.

C. Licensing

Licensing is a simple way for a manufacturer to become involved in international marketing.

The licensor gives license a foreign company to use a manufacturing process, trademark,

patent, or other item of value for a fee or royalty. The licensor thus gains entry into the foreign

market at a little risk. The licensee gains production expertise or a well-known product or name

without having to start from scratch.

There are several forms of licensing arrangements:

a.

Management contract- The company can sell a management contract to the owners
of a foreign hotel, airport, hospital or other organization to manage these businesses for
a fee.Management contracting is a low risk method of getting into a foreign market,
and it yields income from a beginning. Management contracting prevents the company
from competing with its clients.

Contract manufacturing- The firm engages local manufacturers to produce the
product. Contract manufacturing has the drawback of giving the company less control
over the manufacturing process and the loss of potential profits on manufacturing.
However, it offers the company a chance to start faster, with less risk and with the
opportunity to form a partnership or to buy out of the local manufacturer later.
Franchising- A company can enter a foreign market through franchising, which is a

more complete form of licensing. Here the franchiser offers a franchisee a complete
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brand concept and operating system. In return, the franchisee invests in and pays certain
fees to the franchiser.

Joint Venture- Foreign investors may join with local investors to create a joint venture in

which they share ownership and control. Forming a joint venture might be necessary or

desirable for economic or political reasons. The foreign firm might lack the financial,
physical or managerial resources to undertake the venture alone. Or the foreign government
might require joint ownership as a condition for entry. Joint ownership has certain drawbacks.

The partners might disagree over investment, marketing or other policies i.e. one partner

might want to reinvest earnings for growth, and the other partner might want to withdraw

these earnings.

d. Foreign Direct Investment-The ultimate form of foreign involvement is direct
ownership of foreign-based assembly or manufacturing facilities. The foreign company
can buy part or full interest in a local company or build its own facilities. As a company
gains experience in export, and if the foreign market appears large enough, foreign

production facilities offer distinct advantages.

Benefits of International Marketing

The benefits include: -

1 Grow your business- When trading internationally the —universell of potential clients and
suppliers will increase significantly. Just imagine increasing the number of potential clients by
100 percent each time you start selling in a new country. In all likelihood, this will probably be
much easier than trying to expand your market place in your —homell country.

2 Diversify risks- The idea that a business relies solely on one market and directs all its
resources into a single currency may prove to be more risky than it may first seem. Just look

at the number of unprecedented global —disastersll (financial meltdown, earthquakes and
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unrest in the Middle East) over the last few years and the drastic impacts these have had on
markets. Your home market could contract or even disappear, but your business may be saved
by the revenue it generates overseas.
3 Better margins- As well as seeing increased sales, you may well enjoy better margins.
Sterling which is currently weak may give you a head start when exporting. Pricing pressure
could be less and it could also reduce seasonal market fluctuations.
4 Earlier payments- When working with companies overseas, both you and your customer
will want to execute the transaction in the safest and most efficient manner possible. One of
the many advantages when trading internationally is that overseas payers often pay upfront.
This reduces payment risk and may well help your working capital.
5 Less competition - The ability to stand out amongst competitors is a crucial factor in
business. When there are fewer competitors, this task is made easier. By making the product
or service available to worldwide buyers, you instantly create another life line for the business
by being in less competition and increasing the possibility of standing out. This will in turn
boost sales potential and allow your business to flourish.

Barriers to International Marketing
The major legal, political and economical forces affecting international marketers are barriers
created by governments to restrict trade and protect domestic industries. Examples include the
following: -

o Tariff: - a tax imposed on a product entering a country. Tariffs are used to protect
domestic producers and / or to raise revenue. E.g. Japan has a high tariff on imported
rice.

o Import quota: - a limit on the amount of a particular product that can be brought into

a country. Like tariffs, quotas are intended to protect local industry.
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Unstable governments: - high in debt-ness, high inflation, and high unemployment in
several countries have resulted in high unstable governments that exposed foreign firms
in business risks and profit repatriation.

Foreign exchange problems: - high indebtedness and economic and political
instability decrease the value of a country‘s currency. Profit repatriation for foreign
firms is not available in many markets.

Foreign government entry requirements and bureaucracy. Government places many
regulations on foreign firms. For example: - they might require joint ventures with the
majority share going to the domestic partner, a high number of nationals to be hired,
limits on profit repatriation etc.

Corruption: - an official in several countries requires bribes to cooperate. They award
business to the highest briber rather than the lowest bidder. Etc.

Technological pirating: - a company locating its plant abroad worries about foreign
managers learning how to make its product and breaking away to compete openly. L.e.

machinery, electronics, chemicals, pharmaceuticals area

The Concept of Pricing Decisions

Pricing decisions in a new venture involve more than just calculating production costs and

adding a margin. They require careful consideration of several complex factors. Here's an

elaboration on the concept of pricing decisions:

Pricing decisions are the process of selecting an optimal price for a product or service based on

various factors such as demand, supply, competition, and cost of production. These factors

include:

Customer's Willingness to Pay: Understanding the price customers are willing to pay

for your product or service is crucial. It involves assessing their perceived value,
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affordability, and price sensitivity. Customer research and market analysis can help
determine the price range that aligns with customer expectations.

Competitors' Pricing Strategies: Analyzing your competitors' pricing strategies is
essential to position your offering effectively in the market. It involves evaluating their
pricing levels, discounts, promotions, and value propositions. This information helps
you differentiate your pricing strategy and identify opportunities to offer unique value
to customers.

Perceived Value of the Product or Service: The perceived value of your product or
service influences customers' willingness to pay. Factors such as quality, features,
brand reputation, and customer experience contribute to the perceived value. Pricing
decisions should align with the value proposition you offer to customers.

Cost of Production: Understanding the cost of production is fundamental in setting a
pricing strategy. It involves considering direct costs (materials, labor, production) and
indirect costs (overhead, marketing, administrative expenses). Pricing decisions should
ensure that the selling price covers the costs while allowing for a reasonable profit
margin.

Brand Identity: Your brand identity and positioning in the market can influence
pricing decisions. A premium brand may command higher prices based on its
reputation, exclusivity, and perceived value. On the other hand, a value-oriented brand

may adopt a lower pricing strategy to attract price-sensitive customers.

Factors Influencing Pricing Decisions

When making pricing decisions, it is essential to identify and understand the myriad factors

that come into play. By comprehending these influencers, businesses are better equipped to

make data-driven pricing strategies that maximize profitability and competitiveness. Here are

some key factors that influence pricing decisions:
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Cost and Demand: The fundamental economic principles of cost and demand form
the crux of pricing decisions. The cost of producing a product or providing a service is
a bottom-line consideration in pricing. However, the market demand for the product or
service is equally pivotal. It governs how much a customer is willing to pay, which can
influence the final price point.

Competitors: In an increasingly global and digitized marketplace, competition is
fierce. Competitors' pricing strategies can significantly affect a firm's own pricing
decisions. Businesses often need to price their products or services competitively to
keep or gain market share.

Government Policies: Regulatory frameworks and government policies can also
influence pricing. Laws regarding taxes, tariffs, import/export, and other governmental
regulations may affect your final price.

Marketing Research: Thorough, in-depth marketing research helps organizations
understand their customer base, their needs, and their behaviours. It offers critical
insights that guide pricing decisions, making them more precise and effective.

Brand Identity: Brand identity plays a role in pricing decisions. Established brands
with strong reputations may command higher prices based on their perceived value and
customer loyalty. On the other hand, new or lesser-known brands may need to adopt
competitive pricing strategies to attract customers.

Market Conditions: Factors such as market saturation, industry trends, and economic
conditions can influence pricing decisions. Understanding the current market

conditions and adapting pricing strategies accordingly is crucial for success.
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Competitor and Environmental Factors on Pricing Decisions
The world of business studies is filled with complexities, and pricing decisions are no
exception. Competitor and environmental factors play a pivotal role in shaping these decisions.
A firm's pricing decisions are often affected by the prices set by its competition. Moreover,
various environmental forces such as socio-economic conditions, market regulations and
industry trends can also have profound impacts. To comprehend how these elements influence
pricing decisions, it is essential to delve deeper into these aspects and understand their
intricacies.
Navigating Competitor Pricing Influence on a Firm's Pricing Decisions
When defining pricing strategies, a key consideration of most businesses is the pricing
decisions of their competitors. This involves closely observing and analysing competitor prices,
discounts, and promotional offers. Regarding this, firms often have two primary strategies at
their disposal: price matching and differentiation.

Price Matching: In this strategy, firms match their prices to the prices launched by its
competitors. This is particularly common in highly competitive industries, where price wars
are a frequent occurrence.

Differentiation: Conversely, some firms may opt to differentiate themselves by setting
their prices either higher or lower than their competitors. A higher price may signify superior
quality or unique features. On the other hand, a lower price can attract price- sensitive
customers. Both strategies come with their unique set of pros and cons, and the choice between
them largely depends on a firm's individual circumstances, industry dynamics and strategic
objectives.

Learning from Competitor Pricing Strategies
Learning and adapting from competitor pricing strategies can potentially provide businesses

with an edge in highly competitive markets. One such strategy often employed by
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organisations is known as 'me-too' pricing. In 'me-too' pricing, a company sets its prices on par
with its competitor's prices. This strategy is typically employed in markets with homogeneous
products, where the price is the primary differentiator. By pricing products similar to their
competitors, businesses ensure that they remain competitive and do not lose market share due
to price differences. Another common strategy is 'competitive undercutting', where companies
set their prices marginally lower than their competitors to appeal to cost- sensitive customers.
However, this approach can sometimes lead to a 'race to the bottom', where competitors
continually attempt to undercut each other, eventually eroding profitability. It's also worth
noting that understanding and monitoring competitor pricing strategies isn't just about copying
or reacting. It also delivers valuable insights into market trends and consumer behaviours,
which can inform a company's broader pricing strategy and decisions.

Assessing Environmental Influences on Pricing Decisions

The business environment, filled with a myriad of external factors, also deeply influences
pricing decisions. Environmental factors can range from socio-economic conditions, legal
regulations, technological advancements, to cultural norms. These factors can create direct or
indirect impacts on an organisation's pricing strategies. For instance, a change in legislation or
a new tax law may increase the cost of production, indirectly influencing pricing decisions.
Similarly, a rise in consumer purchasing power due to favourable economic conditions could
allow businesses to increase prices, thereby improving profit margins. On the other hand, a
sudden technological breakthrough could lower production costs, allowing businesses to
reduce their prices and increase market competitiveness.

Recognising the Impact of Socio-Economic Factors on Pricing

A crucial environmental influence on pricing decisions comes from socio-economic factors.

These encompass an array of elements like consumer income levels, employment rates,
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education levels, and demographic characteristics. When consumer income levels and
purchasing power are high, businesses might have the space to price their products higher as
consumers can afford to pay more. This is often seen in luxury markets or high-income
countries where goods and services are generally priced higher. Other socio-economic factors
like employment rates and education levels can also play a noteworthy role. High employment
rates often lead to increased consumer confidence and spending, which can support higher
price levels. Similarly, highly educated consumers may be willing to pay a premium for high-
quality, innovative, or eco-friendly products. Demographics, too, can influence pricing
decisions. As an example, a younger, tech-savvy customer base might be willing to pay higher
prices for innovative, technology-based goods. On the contrary, in regions with lower income
levels, or during economic downturn periods when consumer confidence is low, businesses
might need to adopt competitive or even penetration pricing strategies to attract cost-sensitive
customers. In essence, competitor and environmental factors play a significant role in pricing
decisions, directly affecting how a firm positions its products or services among consumers.
By understanding these influences, firms are better equipped to make strategic pricing
decisions, enhancing their market competitiveness and profitability in the long run.

Real-Life Examples of Pricing Decisions

In business studies, nothing brings theory to life better than examining real-world examples.
Observing how various businesses approach pricing decisions can offer valuable insights and
aid you in understanding the complex dynamics of pricing in different market contexts.
Analysing Pricing Decisions Examples in Businesses

Every business, regardless of the industry or market it operates in, faces the difficult task of

setting prices for its products or services. While some rely on cost-based pricing, others may

171



choose value-based or competition-based pricing. Let's delve into some specific examples of

business entities deploying differing pricing decision strategies.

Apple Inc.: Apple is renowned for its value-based pricing strategy. Recognising the
high-quality perception of their products, combined with a strong branding strategy and
market positioning, they set their product prices significantly higher than their
competitors. Despite this higher price, customers are willing to purchase their products
because they perceive a higher sense of value and quality in Apple's offerings.
Amazon.com: Amazon, the world's largest online retailer, heavily employs a dynamic
pricing strategy, utilising a sophisticated algorithm that considers factors such as
competitor pricing, product demand, and inventory levels. This means the prices of
products on Amazon fluctuate frequently, maximising profitability while offering
competitive prices to customers.

Walmart: Walmart utilises a cost-focused pricing strategy, exemplified by their
"Everyday Low Prices" slogan. Maintaining low operational costs through efficiencies
in their supply chain allows them to keep the price of goods low, attracting price-

conscious customers.

Examining these examples reveals how pricing decisions are influenced by factors such as the

brand's market positioning, customer perception, and operational efficiency.

UNIT IV — Marketing Aspects of New Ventures

No

O 00 9 O i B W N =

Question Marks Bloom’s Level
What is a marketing plan? 5 K1
Define market research. 5 K1
What is sales forecasting? 5 K1
List the components of customer analysis. 5 K1
What is pricing decision? 5 K1
Explain the steps in developing a marketing plan. 8 K2
Discuss the importance of market research for new ventures. 8 K2
Explain different types of market analysis. 8 K3
Describe the process of sales forecasting and evaluation. 8 K3
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No Question Marks Bloom’s Level

10 Discuss pricing decisions for new ventures. 8 K3
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UNIT -V

BUSINESS PLAN
A business plan is a formal written document containing the goals of a business, the methods
for attaining those goals, and the time-frame for the achievement of the goals. It also describes
the nature of the business, background information on the organization, the organization‘s
financial projections, and the strategies it intends to implement to achieve the stated targets. In
its entirety, this document serves as a road-map (a plan) that provides direction to the business.
Written business plans are often required to obtain a bank loan or other kind of financing.
Templates and guides, such as the ones offered in the United States by the Small Business
Administration can be used to facilitate producing a business plan.
Business plans may be internally or externally focused. Externally-focused plans draft goals
that are important to outside stakeholders, particularly financial stakeholders. These plans
typically have detailed information about the organization or the team making effort to reach
its goals. With for-profit entities, external stakeholders include investors and customers, for
non-profits, external stakeholders refer to donors and clients, for government agencies, external
stakeholders are the tax-payers, higher-level government agencies, and international lending
bodies such as the International Monetary Fund, the World Bank.
Business plans are decision-making tools. The content and format of the business plan are
determined by the goals and audience. For example, a business plan for a non-profit might
discuss the fit between the business plan and the organization‘s mission. Banks are quite
concerned about defaults, so a business plan for a bank loan will build a convincing case for
the organization‘s ability to repay the loan. Venture capitalists are primarily concerned about

initial investment, feasibility, and exit valuation. A business plan for a project requiring
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equity financing will need to explain why current resources, upcoming growth opportunities,
and sustainable competitive advantage will lead to a high exit valuation.

Preparing a business plan draws on a wide range of knowledge from many different business
disciplines: finance, human resource management, intellectual property management, supply
chain management, operations management, and marketing, among others. It can be helpful to
view the business plan as a collection of sub-plans, one for each of the main business
disciplines.

Objectives:

Create goals and objectives

An organization depends heavily on the business plan to arrive at the description of business it
performs. There are several areas that a company will focus on if it wants to realize its
objectives, understand the market that it is planned to operate in and the strategy to achieve the
goals.

Dedicating enough time for planning

A workable business plan cannot be created overnight. It is bound to take its own time to
develop. So, a perfect business plan will attempt to spend enough time and hard work to achieve
successful implementation. This should be one of the crucial stages in a business plan.
Evaluating Performance:

A business needs proper planning and control over the activities for enhanced performance. It
will be an essential step towards achieving the long term survival of the organization as a
whole. The business plan also comes with a financial part to it and used for comparing the
actual performance with the estimated one.

Arranging financial resources
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A business plan can be much helpful and instrumental in acquiring adequate business
financing. Like we stated already, banks and lenders look for a proper business plan before
lending you any sort of finance.

A business plan should be prepared in such a manner that the banks will have a clear
understanding of the business perspective that the owner has. The lenders will be able to get to
the root of the actual vision shared by the promoters and the methods of operation that will be
employed.

Gauging business strategy and applying due correction

A Business plan is what would assist you in assessing the efficiency of your strategies for
achieving business goals. In an ideal condition, a business needs to have the planned results
with which the actual results can be compared, and the way forward is decided.

Keep your goals 'SMART’

No, we are not referring to SMART as in the word intelligent. We mean your goals in the
business plan should be S-M-A-R-R-T (Specific, Measurable, Actionable, Realistic, and Time-
Bound) to achieve success.

This will help you achieve the business goals as laid out in the business plan effectively and
efficiently. It would be practical to have your team member analyze the goals set so that you
will get back to a realistic approach.

Performing SWOT Analysis

SWOT Analysis is one of the best options you would want to go with when it comes to focus
on an effective business plan. Having perfect knowledge of the strengths and weaknesses of
your organization helps you come up with a better insight into the realistic goals.

The SWOT analysis also takes into account the opportunities and threats that the organization
can come to face to face. This will assist you to focus on the positive factor and take corrective

actions against the negatives.
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Marketing Analysis:
Marketing forms an integral part of a business and so does with the business plan. This part of
the business plan should be focussed on determining the potential of your product or service

while letting the business owners know more about future customers.

PITFALLS TO AVOID IN BUSINESS PLAN
At the risk of sounding like a buzz kill however, it‘s also important to understand that
navigating the business landscape takes more than just passion and a good idea. Many new
entrepreneurs stumble into common pitfalls that can be avoided with the right strategies and
planning. This guide dives into nine common small business mistakes, offering insights on
how to steer clear of them.
1. Not having a solid business plan
While enthusiasm and vision for your business are important, they need to be grounded in a
structured plan. A business plan doesn‘t have to be a hundred-page behemoth. But it should
clearly outline your business goals, strategies, and the pathways to achieve them.
The process of creating a business plan involves doing thorough market research, establishing
clear objectives, and understanding the legal and financial requirements of your business. It
forces you to confront potential small business difficulties and translates your ideas into
actionable strategies and benchmarks.
Moreover, a comprehensive business plan is often a prerequisite for securing funding. Investors
and financial institutions look for a well-defined business plan that outlines your vision, market
analysis, and path to profitability. Having a well-structured business plan shows you‘re serious

and have a clear vision of where you want your business to go.
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2. Forgetting to do your research

A common small business mistake many new entrepreneurs make is not conducting
enough research before launching their venture. It‘s easy to be swept up in the excitement of
a new idea. But without proper research, you risk launching an expensive business model that
might not even appeal to your target audience.
Before making any significant investments, assess whether your idea solves a real problem for
potential customers. Master the basics of your business by learning essential skills, and
applying them to small-scale projects first. With that, you can build a solid foundation based
on actual market needs and personal skills development, setting a sustainable path for your
business.
3. Trying to go solo

Many new entrepreneurs hesitate to seek help. However, there real benefits to
collaboration and external support. Establishing a network of mentors, advisors, or even
forming an advisory board can provide perspectives and ideas that you might not have
considered.
Furthermore, sharing the burden with a partner or a team can make the entrepreneurial journey
less daunting. A co-founder or a dedicated team can provide moral support and help you
through the difficulties of running a small business. The key is to find individuals who share
your vision and complement your skills, creating a cohesive environment where everyone
contributes to the business‘s growth.
4. Neglecting to secure proper funding

In the initial excitement of launching a business, it‘s easy to overlook the importance
of detailed financial planning. This business funding mistake can lead to significant financial

challenges just as your business begins to gain momentum.
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Exploring various financing options is crucial for maintaining healthy cash flow. This can
include applying for business loans, seeking out angel investors, or even crowdfunding. Each
source of financing has its pros and cons, so it‘s important to research and choose the one that
aligns best with your business goals and financial capacity.
5. Failing to set a budget

One of the most common startup mistakes for new entrepreneurs is the lack of a
structured budget. Without a budget, it‘s easy to either overspend or underspend, both of which
can hinder the growth of your business. Setting a reasonable budget helps track cash flow and
ensures that resources are allocated effectively.
When setting up your budget, focus on tracking key expenses such as employee salaries, office
essentials, marketing costs, and raw materials. Remember, frugality should not come at the
cost of essential services. Quality legal advice, professional branding, and expert business
coaching are investments that can pay dividends in the long run. They provide your business
with the necessary tools and knowledge to survive in a competitive market.
6. Thinking you don’t need insurance

In the excitement of launching and growing a business, insurance can often be an
afterthought. However, the reality is that every business, regardless of size or industry, faces
risks that could be financially devastating.
Without proper insurance, you‘re exposing your business to potential threats that could hinder
its growth or even lead to closure. Evaluate your business‘s specific risks and consider
insurance options like Cyber Liability, Professional Indemnity, or others relevant to your field
to protect your business.
7. Overlooking marketing

Underestimating the importance of marketing and advertising is a common business

mistake for new entrepreneurs. While word-of-mouth can be a powerful tool, it has its limits.
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Developing a strategic marketing plan can open doors to a vast pool of potential customers and
significantly boost your revenue.
Social media stands out as an accessible and powerful marketing tool for startups. It allows
you to create a vibrant business profile, engage with customers, and promote your products or
services creatively. From sharing your entrepreneurial journey to running exclusive
promotions, social media can amplify your reach and deepen customer relationships.
8. Setting your prices too low

Many new entrepreneurs fall into the trap of undervaluing their services, often with the
notion that they can adjust prices later on. But making the business mistake of setting prices
too low can not only diminish the perceived value of your offerings but also put your financial
stability at risk.

Your pricing not only affects your revenue but also how customers perceive your brand.
If your product or service is premium, your prices should mirror that quality. Taking the time
to thoroughly assess the value of your offerings helps you avoid confusion among customers
and ensures you‘re not leaving money on the table. Effective pricing is about balancing
competitive positioning with the true worth of your business‘s output.
9. Losing your focus

For new entrepreneurs, staying focused on their primary business goal can be
challenging, especially when opportunities to branch out arise. To avoid losing sight of your
business goals, you have to keep a laser-like focus on your primary objective. This means
avoiding the temptation to take on multiple projects simultaneously, which can stretch you thin
and divert resources from your main goal. Concentrate on one or two key areas that align with
your business‘s core purpose. By doing so, you‘ll ensure that your efforts are focused and

effective.
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You should also establish a clear vision of what you want your business to achieve in the short
and long term. This vision acts as your compass, guiding your decisions and ensuring you don‘t
stray off course.
Advantages of a business plan
Although a business plan takes time and money to create, it can help save both in the future if
done properly. Below we take a look at some of the key advantages of creating a business plan:
1. It helps you forecast future steps

The primary purpose of a business plan is to give you (and investors) an idea of whether
your business has the potential to be successful. By mapping out your next steps and setting
milestones, you can spot strengths and weaknesses in your ideas and set targets. This is helpful
as it may prevent you from proceeding with a business idea that may end up costing you money.

On the other hand, these initial forecasts may provide the positive projections you need
to actually get started and even attract outside investment. Even if your business plan produces
an uncertain forecast, it still provides a small glimpse of the direction your business wants to
head in and how it may perform on the way. This is valuable information, both for business
owners and third-party stakeholders.
2. Itis required if you want to apply for credit

In order to secure a business loan from an official lender, a business plan is essential.
Most banks will not even meet with you to discuss financing unless you have a business plan
to present. This is because financial institutions like banks and credit unions need a way to
accurately gauge their lending risks.
A well-thought-out business plan gives you the opportunity to show lenders how organised

and prepared you are. It should explain how your business will use any capital you are lent
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and how you intend to make repayments. This level of detail can help to instil confidence in
your business by persuading lenders you are a good risk.

3. It helps you to identify future cash flow issues

A business plan should contain detailed cash flow forecasts and analysis. This shows potential
lenders how money is expected to travel in and out of your business. It can also be useful for
owners to determine if/when the business is expected to have cash flow problems under certain
strategies. Having this information at hand can make it easier to financially plan, ensuring the
business is always properly funded.

4. It helps you to allocate resources

One of the biggest challenges for new business owners is resource management. From how
much inventory you should buy to setting initial budgets, these decisions can be difficult. A
business plan encourages you to create a workable budget and allocate resources before you
start spending. This ensures you can afford everything you need and you don‘t overspend
before your business can start making money.

5. It helps you better understand your competition

Creating a business plan requires a great deal of industry research. While you may think you
have a strong handle on what you want your business to achieve, only by analysing your
competition will you be able to see the full picture. A business plan can help you produce highly
valuable insights into competitor demographics. This includes existing consumer trends and
preferences, as well as costing insights. These findings are not always viable without
conducting business plan competitor analysis.

6. It can help to secure talent

In order for a business to be successful, attracting talented workers is crucial. A business plan

can help to secure this talent by setting out a clear vision for the business. From management
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to skilled entry level staff, by showing individuals the direction and potential of the business,
you can start to build a strong and coherent team.

The disadvantages of a business plan

Business plans can be time-consuming and expensive to produce. On top of this, there is also
no guarantee that they will be accurate or help you to achieve the investment you are looking
for. With this in mind, below we outline a number of disadvantages when it comes to creating
a business plan:

1. It may not be accurate

Putting together credible business plans is a highly skilled process. For this reason,
many businesses seek the help of experienced business advisors when creating one. However,
even with the help of a broad range of expert opinions, there is no guarantee that what is
produced will be accurate. Industries and even wider business climates can change very
quickly. This means that even taking the time and money to create an in-depth business plan
can be risky.

2. It can make you become ‘tunnel-visioned’

In a world where nothing is 100% certain, treating your business plan as an
uncompromising manual is a bad idea. The fact is, they are nothing more than a set of forecasts.
If followed religiously, these strategy documents can ultimately do more harm than good. This
is especially true if you become tunnel-visioned by your business plan and fail to adapt when
market forces and changing economic environments demand it.

3. It can waste precious time and money

Creating a business plan can take a lot of time and money to produce. It may require

the help of third-party experts, such as business advisors, lawyers and accountants, all of which

will charge for their services. Additionally, it can also take you and other employees
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away from the day-to-day tasks involved with launching a new business. This can lead to

precious resources being wasted on a task whose cost may exceed its benefits.

PROCESS FOR DEVELOPING YOUR BUSINESS PLAN

This section presents the steps for developing your business plan. This is the basic
information that you will be required to provide to lenders and investors and is the minimum
you‘ll need to operate your business effectively. Read each step, and complete the tasks
outlined in each. Then, depending upon the nature of your business, you may want to add
further information that may prove valuable to potential investors and lenders. Where possible,
examples will be included to provide you with further clarification on what you should supply.
Following is a ten step process you can use to develop your business plan.

e Begin the Plan with a Summary

e Describe Your Company — Its Business, Goals and Objectives

e Analyze Your Market and Determine Your Marketing Strategy

e Describe Your Product/Service and How They are Produced

e Describe Your Management Organization

e Describe Your Operations

e Summarize Your Financial Needs

e Determine Your Proposed Financing

e Outline Your Plan(s) for the Future

e Other Considerations
These steps are presented in a logical order for discussion. Use your judgment on how you
work through the process. You may be able to perform many of the steps simultaneously. Use

the checklists provided in each step to ensure that your information is complete.
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Begin The Plan With a Summary

Most investors and lenders are inundated with potential opportunities, so provide a focused
and brief summary — about one or two pages in length. Your summary will give them a first
impression of whether your business is worth further scrutiny. A business plan is unique to
your company and, accordingly, the approach used and structure of plans vary considerably.
Regardless of form, however, certain basic questions should be addressed considering your
plan. They are:

e Cover Sheet: Include the company name, owner‘s name(s), business address, and phone
number.

* Business Description: Briefly describe the business that you are in. For instance, is your
business in high tech computer imaging, or are you a developer of shopping malls? If
you have an existing company, describe your company‘s history, highlighting your
successes/achievements that might be pertinent. Also, include your major short-term
and long-term goals and objectives with the strategy and tactics that will enable you to
achieve them.

e Describe the purpose of your business plan. Are you seeking financing from lenders
and investors or are you using it to attract potential managers for your business?

e Describe your product/service sufficiently so that someone reasonably familiar with
the technology or the industry can determine whether it is viable and what stage of
development it‘s in — concept, prototype, or market-ready. Discuss the extent of
invention or development required for successful commercialization of the
product/service. Highlight the track record of key personnel who have completed
similar developments. Explain why your product/service is better than what exists.

Don‘t forget to include proprietary or any other sustainable competitive advantage
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that you may have. For instance, do you own any patents? Does your location restrict
entry of additional competitors?

e Describe the five or six critical factors that will make a difference in your success.
Also, discuss your most vulnerable spot, what would happen if it were exposed, and
what you will do to guard against it. For example, if you are a high tech firm in the
computer imaging business, potential factors might be key R&D personnel, a highly
trained workforce, state-of-the art imaging equipment, and a strategic alliance with a
reputable technical school.

e Customers: List your present major customers and describe your market potential.
You‘ll want to highlight the results of your market analysis here.

e Financial Picture: Describe your financial forecasts and explain how they were
determined. Include relevant assumptions such as projected market share, market
potential, market penetration, etc. State your desired financing and show how the funds
will be allocated. Show when and how the money will be paid back.

Describe Your Company — Its Business, Goals And Objectives
It is critical that you present a thorough picture of your company — a description of your
business with your key goals and objectives.

e Describe your business. Include an explanation of the business that you are in. While
this may sound obvious, it really isn‘t. For instance, if you manufacture catalytic
converters, are you in the pollution control business or the auto supply business?
Different answers to that question can mean different businesses altogether. When you
decide on the type of business that you‘re in, you‘ll know the types of product and
services you need to provide, the market that you should target, the competitors that

you are up against.
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Also include your company history, current business conditions, industry trends, and what

makes you unique. To help you with your business description, ask yourself the following

questions:

When and why was your company formed?
What is the nature of the product/service that you provide?
What successes have you experienced over the years?

What is your competitive advantage?

An example of a business description is:

For example:

Pets with Pizzazz, Inc. was established in 1989 to supply specialty collars for
the pet supply industry. The premium pet supply market experienced strong
growth over the past five years due, in part, to the trend that couples are delaying
starting families and are opting for pets instead. Many of these are dual income
couples and are choosing to spend significant amounts on their pets. Their pets
are their children. Pets with Pizzazz has experienced an average annual growth
rate of 30% over the past five years, maintaining its competitive edge through
customer service excellence, an innovative supply system, and a patented
fastener for its premium collars. The company is currently located in a 10,000
square foot building which houses its collar assembly operation.

Describe your goals and objectives for the short and long term.

What are your major goals and objectives?

Where do you see your firm at the end of this year, in three years, in five years?

What is your vision for the future of your company?
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Pets with Pizzazz will be THE premium pet supply company. In the next 1-2 years, we plan to
double market share from 16% to 32% for our premium collars. By the year 2000 we plan to
offer a broader product line for the premium market including specialty dishes, bowls, beds,
and houses. We plan to do that by...

Analyse Your Market And Determine Your Marketing Strategy

It is critical that you understand your market. A good product is not enough to guarantee
marketing success. For example, you may make the best buggy whips in the world, but this
doesn‘t matter if there aren‘t customers to buy your product. This is one of the most important
sections of your business plan. It will be scrutinized carefully, therefore, your market analysis
should be as specific as possible, focusing on believable, reliable, achievable projections. You
may want to refer to the following training Business Builders to help you with this step:

You may want to introduce this section with a one page summary highlighting the key elements
of your marketing plan. Follow your summary with the information that will support this page.
Finally, include additional information and evidence that you feel is necessary in the appendix.

e Potential Market: This is where you present a picture of your customers. Convey your
broad understanding by describing relevant characteristics such as their demographic
breakdown, their buying habits, their interests, their special needs, and their geographic
location. Explain how you did your market research — the resources you used, the
types of studies you conducted, the focus groups you led. Most of the information that
you need here can be found at your library, from the U.S. Small Business
Administration, U.S. Department of Commerce, and the Census Bureau. See the
resources section for information on how to contact these groups.

Questions you should consider in describing your potential market are:
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e Who are your prospective customers?

e What characteristics make them similar? What makes them different?
e What are their buying habits?

e What is your projected market size for your product or service?

e Where are you going to sell your product? Where are your customers?
e How much market share do you plan on capturing?

e What are your customers* needs?

e How will you satisfy those needs?

e Sales: Include your forecasted sales volume. What do you expect to achieve in the next
three years? Make sure you specify sales in dollars. If you want to include units, that‘s
fine, but don‘t forget to translate units into sales dollars. Do you experience any
seasonality effects? Do any of your customers account for a significant portion of sales?
Are there any other unique considerations you should include?

Since cost of sales is usually a company‘s largest expenditure, it‘s important to forecast it
realistically. Costs should be divided among materials, labor and overhead with special
attention provided to the most significant cost components. For instance, in high tech
companies specialty materials and high-priced labor are frequently significant costs.

e What are your material, labor and overhead costs?

* How does your cost of sales compare against industry norms?

e Competitive Analysis: Now consider your competitors, how they market their products,
and why people buy from them. Determine their strengths and weaknesses, their
position in the marketplace, and their status (growing, maintaining, scaling back).
Investors sense danger when an entrepreneur suggests there is no competition for his
product/service. In fact, there are two kinds of competition of which you should be

aware — direct and indirect. Direct competition offers the same
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product/service to the same market; indirect competition offers similar
products/services, only to a different market. You‘ll need to include a discussion on
both. As you evaluate your competition, you‘ll want to include:

e Names of your major competitors

e Their location

e Products or services they offer

e Their market share and dollar sales

e Current performance

e Strengths and weaknesses

e Names of competitive operations that have recently closed with reason why
Market Feasibility: State why the market will support your business. Include trends in
your industry, an economic analysis, and "optimistic-pessimistic-realistic" scenarios.
Again, you can find this information at your library. Start with The Encyclopedia of
Business Information Sources published by Gale Research Company for manuals,
publications, trade associations, and directories on more than 1200 industries and
businesses. Also include any anticipated impact that laws and regulations may have on
the market.
Marketing Strategy: Explain how you will sell your product(s), and how you will move
into new markets. Identify the specific marketing techniques you plan to use. For
instance:

e How do you plan to identify, contact and sell to potential customers?

e How will you distribute your product/service? Will you sell it directly through

your own sales force or indirectly through agents, brokers, reps?
e How will you price your product/service? Do you have a different pricing

structure for different markets — retail, wholesale, catalog? Consider
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materials and supplies, labor and operating expenses, planned profit and
competition when determining your pricing. Include your price list in the plan.

e What is your planned timing for product/service introduction? Include a
tentative calendar with targets for introduction.

* Present your promotional plan, including your budget. Make sure you describe
your mix. What will you allocate for media, print, direct response, and public
relations? Attach any product literature or marketing brochures in your
appendix.

Describe Your Products/Services And How They Are Produced
Describe your product/service in layman‘s terms. Explain any niche you may have. Discuss
your competitive advantage — why people will choose your product over your competitors®,
the benefits of your product/service, and how you will sustain your edge.
e Product Lines: Detail the features and benefits of your product/service. Remember,
features are the characteristics of a product or service that automatically comes with it.
The benefit is the result your customer enjoys — in other words, what he gets from it.
For instance, a telephone company may offer an automatic switching line to re- route
calls to another location in the case of a power failure. That‘s the feature. The benefit
to the customer is that potential sales will not be lost.
Explain how you acquire, produce or develop your offerings. Do you manufacture all of your
products or do you purchase some from other vendors? Do you utilize contract manufacturers?
Is your service provided internally or do contract employees perform a portion of them? If your
business is manufacturing or retail, list your suppliers, average inventory costs, and timing of
deliveries.
e Unique Features: Explain your competitive advantage. What makes your

product/service better, faster, more durable, etc.? Include any proprietary features. Do

191



you have any patents, copyrights, trademarks? Include evidence of these in your
appendix. Also, describe how you are going to sustain your competitive advantage.
Describe Your Management Organization
Describe your business structure. Also, include a discussion of your management team in this
section. List officers and/or principal owner/managers, and detail your management team‘s
responsibilities and qualifications. Referring to the Business Builder How to Determine the
Legal Structure of Your Business may help you with this step. Make sure you include:

e Legal Structure: If you are an existing business, describe your business structure. If
you‘re just starting out, your options include sole proprietorship, general partnership
and joint venture, limited partnership, corporation, S corporation and limited liability
corporation. Consult with your accountant and lawyer to determine the best approach
for structuring your business.

e Management team: Show that you have the talent in place to develop your
product/service, sell it, and manage the financials. Explain your hiring criteria, training
plan, salary and benefits structure, and your system for performance evaluation.
Financiers invest in people especially people who have run or are likely to run
successful operations. Potential investors and lenders will look closely at the members
of your management team. Your team should have experience and talents in the most
important functions of your business, whether it‘s research and development, sales and
marketing, manufacturing or finance. You may want to include an organizational chart
to demonstrate functional interactions.

e Resumes: Attach detailed resumes for all key personnel in an appendix.

e Board of Directors: If you have a board, include their names and place of employment.
If you have an advisory board, include them, too.

Describe Your Operations
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Describe how you plan to operate your business. Go into detail about location, facilities,
equipment, raw materials and suppliers, workforce, hours of operation, and methods of
recordkeeping. Make sure you include:

e Manufacturing or Service Operations: List your basic process for producing your
product or service. You may want to use a flowchart to explain it.

e Location and Facilities: Describe the advantages and disadvantages. Location and
facilities may be crucial to projecting your business image. They can provide you with
a competitive advantage (e.g., modern, state-of-the-art facility, a strategic location).
Provide plans of the exterior and interior if your customers will visit your facilities, or
if you plan to manufacture your products.

e Equipment: List the equipment necessary for producing your product. Include leasing
arrangements, service agreements, and warranties.

e Raw Materials and Suppliers: List the materials that go into producing you product and
who will provide them to you. The reputation of your suppliers may be important to
potential investors and lenders. Are any special considerations necessary for storage?

o Staffing analysis: Your workforce projections should represent a head count by function
or department for a specified time period. This analysis not only will allow you to better
plan your hiring, but will also demonstrate to potential investors the sensitivity of your
plans to the hiring of key personnel. Include job descriptions for all functions in your
appendix.

Develop Your Financial Forecast
Most forms of business financing require forecasts. These forecasts serve to demonstrate not
only the need for funds but also the potential future value of equity investments or debt

repayment. Developing the proper financial forecasts is, therefore, a critical factor in
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obtaining capital for your business. It may be the most crucial task in determining the viability
of your business. You will need to:

» Establish the need for funds in the amount requested.

» Demonstrate your ability to realize investments or repay loans.

» Indicate your understanding of the financial implications of your business‘s growth
plans.

Y our forecast should cover a minimum of three years — a period in which realistic assumptions
can be made without much speculation. Your forecast should be broken out monthly, at least
until you achieve positive cash flow. This is important because an overall annual cash flow
total could hide some cyclical problems that you have and should provide for in your financial
plan.

Be sure to include:

e Operating Profit and Loss Statements: Project revenues and expenses out on a month-
to-month basis for the first year, and on a yearly basis for the next three years of
operation. All expense categories should be reflected in your financial forecasts.
Although they are frequently subjective determinations, revenues and expenses should
be tied to historical numbers and expected projections. Key financial ratios should be
compared to industry norms.

e Cash Flow Statements: Project all cash receipts and disbursements out on a month-to-
month basis for each of the next three years. Cash flow analysis is critical to any capital
investment and the overall survival of the enterprise.

e Balance Sheets: Project your assets, liabilities, and retained earnings (capital) at the end
of the first, second and third years. Because your balance sheet performance has an
impact on your cash flow (current assets and current liabilities), it will be a key concern

to potential investors. The balance sheet must be utilized the same
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assumptions as the profit and loss (or income) statement. Again, you may want to

compare some financial ratios to industry norms.

» Break-even Analysis: A break-even analysis will provide you the information on how
much you need to sell to cover costs. This will be done to determine the level of sales
in which a new product/service will start paying for itself. The formula for determining
your break-even is:

Break-even = total fixed costs/(selling price — variable cost per unit)

For instance, if Pets with Pizzazz has a fixed cost base of $110,000, its variable costs per collar
sold is $5, and each collar sells for an average of $25, then its break even point is 5,500 collars.
Break-even = $110,000/($25 — $5) = 5,500 collars

e Notes describing all assumptions made in the forecast. Provide a summary of all
significant assumptions used in forecasts including changes in customer base, price
increases, margin improvements, cost reductions, capital expenditures, etc.

When properly prepared, financial forecasts can increase the probability of obtaining capital
and can act as a tool to measure and evaluate actual performance. Prepared improperly, they
seriously deteriorate your chances of obtaining financing and increase your risk of not
managing the business properly from a financial perspective.

Financial Forecast or Operating Budget?

There is a distinction between a budget and a financial forecast. A budget is a
company ‘s planned course of operating during a period and generally is structured to motivate
performance as well as communicate planning strategy. Budgets may or may not factor in the
negative effects of all significant contingencies and uncertainties. The budget is prepared as

part of the planning process, but normally is not an item for external distribution.
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A financial forecast, on the other hand, is management‘s best estimate of the company‘s most
likely results of operations and financial position in the forecast period. A good financial
forecast is realistic, considers achievable opportunities and recognizes all cost factors and
contingencies. More importantly, the financial forecast covers a much broader financial
perspective — the impact assets, liabilities, income, expenses, and cash sources and uses. It is
this comprehensive, realistic forecast that is used in a business plan, not the budget.
Determine Your Proposed Financing

If you are looking for funds, you‘ll need to include this section. If the purpose of your
business plan is not to secure funds, you can omit this altogether. Based on your financial
forecast, determine how much money you require, when you need the money, how you will
use the money, and how you will pay it back. You should distinguish your capital request in
either of three ways — working capital financing, growth capital financing, and equity capital
financing. Working capital financing is generally a short-term loan for normal business
expenses to be paid back within a year through cash generated by the business. Growth capital
financing 1s needed to finance the growth of your business, usually requiring longer term
financing, and must be paid utilizing the profits of the growth it financed. Finally, equity capital
financing 1s obtained from investors for permanent needs and paid back through dividends,
capital gains, or a share of the business.
When seeking financing, make sure you include:

e Summary of Financial Needs: State why you are seeking funds, how much you need

to borrow, and how much you, or others, have to invest.

For example, a summary of financial needs could look something like this:
1. Pets with Pizzazz is seeking a loan to increase growth capital for the

following:

196



1. Additional equipment to meet the increased market demand for
premium collars.

2. Hiring of personnel to assemble additional collars.

2. Funds needed are $50,000. Please see "Loan Fund Dispersal Statement" for

distribution of funds and supporting information.
e Loan Fund Dispersal Statement: First, you‘ll need to explain how you will use the
funds, then back up your need with specifics. An example might be:

1. Dispersal of Loan Funds
Pets with Pizzazz will use loan funds of $50,000 to add resources needed for its doubling of
revenues due to market share growth. This will include purchasing one piece of equipment and
the hiring and training of two additional people to run that piece of equipment.

2. Back-up Statement

1. The piece of equipment needed is the Super Duper Collar Assembler
($27,000).

2. Training will be provided by the manufacturer on his premises in
Chicago, IL (2 @ $3,000 for $6,000).

3. The remaining $17,000 will be used to pay the salaries for the two new
employees during the quarter that they become trained and skilled at
running the new machine.

4. Purchase of the equipment and the hiring of the two people will increase
production by 100% and decrease unit cost by 25%. This will
yield a profit sufficient to repay the loan plus interest over the next three

years. Please see pages 15 and 23 for back-up of these numbers.
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Collateral: Describe what you will offer as security such as accounts receivable,
inventory, marketable securities and fixed assets.

Repayment Terms: Describe your requested payment terms.

Present Your Plan(s) For The Future

An important point to remember — whether you‘re planning a new business or expanding an

existing business — is that you must show that you have the potential for continued

profitability. Be sure to include:

Startup Plan: Present the tasks involved, their priorities, how long each task will take,
and who is responsible for each task. Also, include any "deliverables" for each task.
Extend your plan through at least the first year.

Three Year Plan: Again, provide the detail listed above in the startup plan. Project how
your business will compete in years three to five. Much of this work has been done in

the financial forecast, but you will want to support it with a clear explanation.

Other Considerations

Table of Contents — Make sure you include a table of contents in your business plan,
especially if its length exceeds more than ten pages. It should appear after your
summary but before your company description. Although it is one of the first pages in
your business plan, it will be one of the last that you create. Now it is fairly easy to
create your table of contents if you are using a popular word-processing software
package. It‘s worth the extra few minutes to create, especially when people, who are
not as familiar with your business plan as you, must present it for consideration.
Addendum of Supporting Documents — there are some documents that don‘t warrant
inclusion in the body of the plan, but are important enough to offer as support. They
are:

e Resumes of the owner and other principals.
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o Personal financial statement of the owner that includes assets, liabilities, and
net worth. Include it here only if you are a current business owner. Otherwise,
you‘ll need to include it in the Financial section if this is your first attempt at
business ownership.

e Evidence of credit worthiness which include letters of credit from existing
suppliers, a Dun & Bradstreet rating, or a personal credit history from a credit
bureau or a bank that you‘ve worked with.

e Current leases for facilities, equipment, cars, etc.

e Letters of reference.

e Completed and current contracts including loan agreements, —high ticketll
purchase agreements, service contracts, etc.

e Legal documents of the business including articles of incorporation, titles,
insurance policies, partnership agreements, patents, etc.

e Other miscellaneous documents that provide supporting evidence to your

claims.

Seven Elements of a Business Plan

According to Nerd Wallet, most business plan templates include seven elements: an executive
summary, company description, products and services, market analysis, marketing strategy,
financials, and budget. You will also want to include an appendix that contains data supporting
the main sections. You don‘t have to follow a specific outline or template. Instead, include
sections that make the most sense for your business and its needs.

No two business plans are the same, but they should include these seven key elements:
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Executive summary: This section details the business and what it wants to accomplish.
It includes the mission statement and information about the leadership, employees,
operations, and location.
Company description: This overviews the business‘s plan and vision. It should
include the company‘s name, business structure, and an overview of the target market.
As Forbes notes, the company description should state whether the business is a sole
proprietorship, Limited Liability Company (LLC), partnership, or corporation. It should
also include a section that outlines the company‘s history and evolution.
Products and services: This section details the products and services offered. It can
include pricing, product lifespan, benefits, and similar products and competitors. You
want to show the difference between your product or service and how it will rise above
the competition. Other topics in the section can include production and manufacturing
processes, research and development, company
patents, and proprietary technology.
Market analysis: A business needs to understand its industry and target market.
The market analysis details the competition and plans on how to differentiate. It also
explains how the company fits in with the industry and details its strengths and
weaknesses. This section details the target market and the expected consumer demand
for the product or service. Research should also show how easy or difficult it will be to
grab market shares (the percentage of total sales generated by the company that is
calculated by taking the company‘s sales over a period and dividing them by the
industry‘s total sales over the same period).
Marketing strategy: This part explains how the company plans to attract and retain

customers, it outlines a clear distribution channel, and defines planned advertising
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and marketing strategies. It can also describe the types of media used for those strategies
and campaigns.

6. Financials: A business plan should include a company‘s financial planning and
projections. For an established business, this includes financial statements, balance
sheets, and other documents. New businesses can include targets and estimates for the
first few years of operation. It can also outline the company‘s potential investors and
what financial assistance the company may need.

7. Budget: Every business needs a budget, so every business plan should detail staffing,
development, manufacturing, and marketing costs.

NICHE MARKET

A niche market is a focused set of people or businesses who want to purchase a specific

offering. Think of niche marketing as the act of specializing in what you provide.

When your company offers specific products and services instead of a wide variety of

offerings, you benefit by saving money and becoming more productive. You‘ll also build

a comparative advantage over competitors who are generalists.

For example, in the pet industry, there are animals like dogs and cats. Creating a business

that sells dog collars is a niche market. The same applies to cat sweaters and pet GPS

trackers. When companies decide to sell to a niche market, they attract more customers to
their product or service. Let‘s look at some benefits of operating in a niche market.

Benefits of a Niche Market

The benefits of targeting a niche market

1. Reduced Competition: Niche markets often have fewer competitors compared to

broader markets. By focusing on a specific segment, you can differentiate yourself and

stand out from the competition .
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2. Clear Focus: Targeting a niche allows you to have a clear focus on a specific group of
customers with specific needs and wants. This makes it easier to tailor your products or
services to meet their requirements .

3. Expertise and Credibility: By specializing in a niche market, you can develop
expertise and become known as an expert in that particular area. This can enhance your
credibility and attract customers who are looking for specialized solutions .

4. Increased Customer Loyalty: Niche markets tend to have a more loyal customer base.
When you cater to a specific audience and provide tailored solutions, customers are more
likely to develop a strong connection with your brand and become repeat buyers .

5. Cost-Effective Marketing: Niche marketing can be more cost-effective compared to
targeting a broader market. With a smaller target audience, you can focus your marketing
efforts and resources on specific channels that are more likely to reach your niche
customers .

6. Opportunities for Innovation: Niche markets often have unique needs and
preferences. This provides opportunities for innovation and the development of specialized
products or services that cater to those specific needs.

7. Word-of-Mouth Marketing: Niche markets tend to have a close-knit community
where customers share information and recommendations. Positive word-of-mouth within
a niche can be a powerful marketing tool, helping to attract new customers .

How to Find a Niche Market

1. Reflect on your passions and interests.

2. Identify the problems and needs of your customers.

3. Research the competition.

4. Define your niche and its profitability.

5. Test your product or service.
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1. Reflect on your passions and interests.

Is there a hobby or skill you're passionate about or good at? Take some time to reflect on
those areas of interest as potential niche market ideas.

Below are a few questions to help you brainstorm:

e What skills come naturally to me?

e How do I approach problem-solving?

e What topics do I enjoy learning about?

e How do I enjoy spending my free time?

e Do friends, family, and colleagues request my advice on a specific topic?

Writing your answers to these questions will help you identify your core strengths. This
allows you to build on a niche market idea you already love.

2. Identify the problems and needs of your customers.

Now that you have some niche market ideas, think of the problems faced by your target
market. Can your passion or interest meet your customer needs? Do you know their motive
to buy?

Conducting market research will help you determine the buying behaviors and challenges
of customers.

There are a variety of tools (including free ones) for exploring your customer persona.
Using them gives you a better idea of how your business can provide value to your niche
market.

3. Research the competition.

Before devoting your time and energy to developing a brand-new business, research your
potential competitors. You might have a viable product idea, but how many other
businesses will you be competing with?

This is where research tools come in handy. Let‘s explore some of them.
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4. Define your niche and its profitability.

If you‘re dedicating your resources and time to a new business, it should have the ability to

become profitable. Here are a few factors to consider when finalizing the niche you‘ll cater

to:

* Product quality. Is your product handmade, eco-friendly, or premium?

e Price. Do you want to sell luxury items or will you price them moderately?

e Customer location. Where is your target audience? Are they in a certain country or
region?

e Customer values and interests. Are you targeting vegans, environmental enthusiasts,
travelers, or sports lovers?

e Customer demographics. Are you selling to straight folks or those in the LGTBQ+
community? What‘s their age range, education, and income level?

Your idea could be profitable if you research the market and discover similar products,

but few companies sell them.

Look at the price points of competitor products so you can price yours competitively.

Resources like Amazon (for products), G2 (for software), agency directories (for

services), and PRICEFY.IO (for price monitoring) are helpful in evaluating competitor

pricing and determining prices for your products and services.

5. Test your product or service.

Create a simple website or landing page for your business so customers can find you. Offer

a trial period of the product or give out free samples to your target customers. This initial

test period should not cost a large amount of money. However, you can certainly use paid

ads to drive traffic to your website.

See if people want to put money towards your product with crowd funding sites. Not only

can you gain funding, but you‘ll also get your product in front of potential customers.
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If the test is not as successful as you hoped, don‘t scrap your idea entirely. Go back to the

drawing board and find key areas where you can improve your product or marketing.

If you‘re wondering what a niche business looks like, below are seven examples of

businesses that cater to niche markets.

Market Share Meaning:

Market share refers to the percentage of total sales or revenue that a company or brand

captures within a specific market or industry. It is a measure of a company's relative size

or importance within its market segment. Market share can be calculated by dividing a

company's sales or revenue by the total sales or revenue of the entire market or industry.

Importance in Business Plan Preparation for a New Venture:

Including market share analysis in a business plan for a new venture is important for

several reasons:

1. Market Assessment: Calculating market share helps in assessing the size and potential
of the target market. It provides insights into the competitive landscape and the
company's positioning within the market.

2. Competitive Advantage: Market share analysis helps identify the company's
competitive advantage. A higher market share indicates a stronger position in the
market and the ability to attract customers away from competitors.

3. Growth Potential: Monitoring market share over time can indicate the growth
potential of the new venture. Increasing market share demonstrates the company's
ability to gain traction and expand its customer base.

4. Marketing and Sales Strategies: Understanding market share helps in developing
effective marketing and sales strategies. It provides insights into customer preferences,

market trends, and areas of opportunity for capturing a larger share of the market.
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5. Investor Appeal: Investors often consider market share as an important metric when

evaluating the potential of a new venture. A higher market share indicates a greater
likelihood of success and can attract potential investors.

Benchmarking: Market share analysis allows for benchmarking against competitors.
It helps in evaluating the company's performance relative to industry standards and

identifying areas for improvement.

RESEARCH DESIGN AND DEVELOPMENT

When preparing a business plan for a new venture, research design and development play

crucial roles. Here's why they are important:

1.

Market Research and Analysis: Researching the market helps you understand
customer needs, preferences, and trends. It provides insights into the target market's
size, growth potential, and competitive landscape. This information is essential for
identifying opportunities, defining target customers, and developing effective
marketing strategies .

Product Development and Enhancement: Research and development (R&D)
activities enable you to develop, design, and enhance your products or services. R&D
helps you stay innovative, create unique value propositions, and differentiate yourself
from competitors. It allows you to refine your offerings based on customer feedback
and market demands .

Competitive Advantage: Through research and development, you can identify gaps
in the market and develop solutions that give you a competitive edge. By investing in
R&D, you can create products or services that are superior in quality, functionality, or

features, attracting customers and increasing market share .
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4. Market Opportunities: Research and development can uncover new market

opportunities that align with your business goals. By exploring new technologies,
emerging trends, and customer needs, you can identify untapped markets or niche
segments to target. This can lead to business growth and expansion .

Risk Mitigation: Research and development help in mitigating risks associated with
launching a new venture. By conducting market research and feasibility studies, you
can assess the viability of your business idea, identify potential challenges, and make
informed decisions. R&D allows you to test and refine your concepts before investing
significant resources.

Investor Appeal: Demonstrating a strong research and development strategy in your
business plan can attract investors. Investors are often interested in ventures that show
innovation, growth potential, and a commitment to continuous improvement. R&D
activities can enhance the perceived value and long-term prospects of your venture .

Critical Risk

In the context of business planning, critical risks refer to potential events or factors that could

significantly impact the success or viability of a new venture. Identifying and addressing

critical risks is essential for effective risk management and ensuring the long-term

sustainability of the business. Some common examples of critical risks include:

1.

Market Risk: Changes in market conditions, such as shifts in consumer preferences,
economic downturns, or the entry of new competitors, can pose a significant risk to a
new venture. It is important to assess and monitor market trends and adapt strategies
accordingly.

Operational Risk: Operational risks include factors such as supply chain disruptions,
equipment failures, or regulatory compliance issues. These risks can impact the day-

to-day operations and the ability to deliver products or services effectively.
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3. Financial Risk: Financial risks involve factors such as inadequate cash flow, high
levels of debt, or unexpected expenses. It is crucial to have a solid financial plan,
including budgeting, forecasting, and contingency plans, to mitigate financial risks.

4. Technological Risk: Technological risks arise from factors such as reliance on
outdated technology, cyber security threats, or the inability to adapt to technological
advancements. Staying updated with technology trends and investing in appropriate
infrastructure and security measures can help mitigate these risks.

5. Legal and Regulatory Risk: Legal and regulatory risks include compliance issues,
changes in laws or regulations, or potential lawsuits. It is important to stay informed
about relevant laws and regulations and ensure compliance to avoid legal and
reputational consequences.

Addressing critical risks in a business plan involves identifying and analyzing potential risks,
developing strategies to mitigate them, and establishing contingency plans. This demonstrates
to stakeholders, such as investors or lenders, that you have considered the potential challenges
and have a plan in place to manage them effectively.

Harvest Strategy
A harvest strategy refers to a planned approach for extracting value from a business or
investment. It is typically used when a company or investor wants to realize the value of their
investment, either partially or fully, by selling, divesting, or exiting the venture. The harvest
strategy is an important component of the overall business plan, especially for investors or
stakeholders who are interested in understanding the exit strategy.
The specific approach to a harvest strategy can vary depending on the nature of the business
and the goals of the stakeholders involved. Some common harvest strategies include:

1. Initial Public Offering (IPO): Taking the company public through an IPO allows the

stakeholders to sell their shares to the public and realize the value of their investment.
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2.

Acquisition or Merger: Selling the company to another company or merging with
another company can provide an opportunity to exit and realize the value of the
investment.

Management Buyout (MBO): In an MBO, the existing management team or
employees of the company purchase the business from the current owners, allowing
them to take control and realize the value of their investment.

Divestiture or Asset Sale: Selling specific assets or divisions of the company can be

a way to extract value from the business while retaining ownership of other parts.

The choice of a harvest strategy depends on various factors, including the company's growth

stage, market conditions, and the goals of the stakeholders. It is important to carefully consider

the potential financial and strategic implications of each strategy and align it with the overall

business objectives.

Milestone Schedule in Business Plan

A milestone schedule is an essential component of a business plan as it helps track the progress

and implementation of strategies. It serves as a mile marker, indicating how far along the road

the business is in achieving its goals. Here's why a milestone schedule is important in a business

plan:

1.

Tracking Progress: A milestone schedule allows you to break down the business plan
into specific tasks or milestones. These milestones represent significant achievements
or events that need to be completed within a specific timeframe. By tracking the
completion of these milestones, you can monitor the progress of your business plan and
ensure that it stays on track.

Goal Orientation: The milestone schedule helps keep the business plan focused on
achieving specific goals. Each milestone represents a step towards the overall objectives

of the business. By setting clear milestones and deadlines, you create a
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sense of urgency and accountability within the team, ensuring that everyone is working
towards the same goals.

3. Resource Allocation: The milestone schedule helps in allocating resources effectively.
By identifying the tasks and milestones that require specific resources, such as budget,
personnel, or equipment, you can plan and allocate resources accordingly. This ensures
that resources are available when needed, minimizing delays and bottlenecks in the
execution of the business plan.

4. Risk Management: The milestone schedule allows you to identify potential risks and
challenges early on. By breaking down the plan into smaller milestones, you can assess
the feasibility and potential risks associated with each milestone. This enables you to
proactively address any challenges or obstacles that may arise during the execution of
the plan.

5. Communication and Accountability: The milestone schedule serves as a
communication tool, both internally within the team and externally with stakeholders.
It provides a clear timeline and roadmap for the business plan, allowing stakeholders
to understand the progress and expected outcomes. It also creates a sense of
accountability within the team, as each milestone has a designated owner responsible
for its completion.

When creating a milestone schedule, it is important to identify the most critical milestones that
align with the business objectives. These milestones should be realistic and achievable within
the given timeframe. Regularly reviewing and updating the milestone schedule ensures that it

remains relevant and adaptable to any changes or adjustments in the business plan.

210



OPERATION MANAGEMENT IN BUSINESS PLAN

In a business plan, the operations management section outlines how the business will

operate on a day-to-day basis. It includes details about the processes, resources, and

activities required to run the business effectively. Here are some key elements to consider

when including operations management in a business plan:

I.

Operational Processes: Describe the specific processes involved in delivering your
products or services. This includes production, service delivery, quality control,
inventory management, and any other operational activities that are critical to the
business.

Facilities and Equipment: Explain the physical facilities and equipment needed to
support your operations. This includes details about the location, layout, capacity, and
technology requirements of your facilities. Consider factors such as space, utilities,
machinery, and IT infrastructure.

Supply Chain Management: Outline how you will manage the flow of materials,
products, and information throughout your supply chain. This includes sourcing
suppliers, managing inventory, logistics, and distribution channels. Discuss any
strategies to optimize efficiency and reduce costs.

Human Resources: Describe how you will manage your workforce. This includes
recruitment, training, scheduling, performance management, and employee
development. Highlight any unique aspects of your HR strategy, such as employee
engagement initiatives or talent retention programs.

Quality Control: Explain how you will ensure the quality of your products or services.
Discuss quality control measures, inspections, testing procedures, and any certifications
or standards you will adhere to. Emphasize your commitment to delivering high-quality

offerings to customers.
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6. Risk Management: Address potential risks and how you plan to mitigate them.

Identify operational risks such as supply chain disruptions, equipment failures, or

regulatory compliance issues. Outline contingency plans and strategies to minimize the

impact of these risks on your operations.

7. Operational Timeline: Provide a timeline that outlines key milestones and deadlines

related to your operations. This helps track progress and ensures that tasks are

completed in a timely manner. Consider including milestones related to hiring,

production, facility setup, and other operational activities.

UNIT V — Business Plan Preparation

No Question

1  Define business plan.

2 List the benefits of a business plan.

3 What are the common pitfalls in business plan preparation?

4 What is an executive summary?

5 Define harvest strategy.

6  Explain the concept and importance of a business plan.

7 Discuss the steps in developing a well-conceived business plan.
8 Explain the elements of a business plan in detail.

9 Describe the financial and risk aspects of a business plan.

10 Discuss milestone schedule and harvest strategy in venture planning.
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