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				Introduction

				If you’ve pulled this book down from the shelf or had it passed to you by a friend or loved one as a gift, you don’t have to be psychic to know something about your current business situation. You may be in need of this book for any number of reasons:

				[image: check.png] You saw Lehman Brothers’ staff queuing outside their offices with cardboard boxes and don’t want that to happen to your business.

				[image: check.png] A relative, hopefully a distant and elderly one, has died and left you a pile of dosh and you don’t fancy leaving it to your stockbroker to lose on your behalf.

				[image: check.png] Your employer is in the middle of a major downsizing operation as well as proposing to close its final salary pension scheme and relocate to somewhere with lousy schools and no healthcare facilities.

				[image: check.png] You have a great idea for a world-beating product that no one has ever thought of but every one of the world’s billion Internet users desperately needs – when they hear the good news they’re going to click a path to your website.

				[image: check.png] Your brother, sister, father, mother or best friend – or worse still, all of them – has started his or her own business and retired to a chateau in France to breed horses, tend the vines and sail on a luxury yacht.

				If your present situation is founded largely on luck and serendipity, that isn’t enough to get you through the business start-up process unaided. Good ideas, hard work, relevant skills and knowledge about your product and its market, though essential, on their own aren’t enough. The 400,000 small firms that close their doors every year in the United Kingdom, a figure that rose sharply in the recent recession, are evidence enough that the process is a tough one.

				This book is aimed at you if you either want to start up a business or to review your prospects in the small business world. It brings together, from a wide variety of sources, the essential elements of knowledge that are a prerequisite to understanding the world of small business and to achieving financial and personal success whatever the economic weather.

				Why You Need This Book

				Most business failures occur within the first 18 months of operation. That fact alone has made it increasingly clear that small businesses need special help, particularly in their formative period. The most crucial needs for owners and managers include:

				[image: check.png] Help in acquiring business skills in such areas as basic bookkeeping and accounting. Most failing businesses simply don’t know their financial position. Even if the order book is full, the cash can still run out.

				[image: check.png] Knowledge of what sorts of finance are available and how to put themselves in the best possible position to raise money. Surprisingly, funds aren’t in short supply. Problems lie, rather, in the business proposition itself or, more often, in the way in which the owner makes the proposition to the financier.

				[image: check.png] Information with which to make realistic market assessments of the size and possibilities of their chosen market. Over-optimism about the size and ease with which a market can be reached is an all too common mistake. 

				[image: check.png] Skills and tools to grow their businesses into valuable assets to pass on to family members or to sell up and sail off into the sunset.

				This book gives you help in all these areas.

				In addition, every business needs a business plan, a statement of business purpose, with the consequences of each element of that purpose spelt out in financial terms. You must describe what you want your business to do – who its potential customers are, how much they’re likely to spend, who can supply you and how much their supplies cost. Then you must translate those plans and projections into cash – how much your business needs, how much you already have and how much you expect ‘outsiders’ to put in. This plan also helps you to avoid catching the ‘common cold’ of small businesses – underestimating the amount of start-up capital you need. Going back to a bank and asking for 30 per cent more funding six months after opening your doors, and retaining any credibility at all, is difficult if not impossible. And yet new businesses consistently underestimate how much money they need to finance their growth.

				Many people have never prepared a business plan, they don’t know how to start and they need new knowledge. That’s where this book comes in. In these chapters, I give you the information you need to formulate and follow a business plan.

				The book is also invaluable to innovators, who have special problems of communication and security when they try to translate their ideas into businesses. All too often their inventions are left for other countries to exploit, or they feel unhappy about discussing ideas, believing that a patent is their only protection. But more often than not, these business owners simply don’t know who to talk to, little realising that sophisticated help is often close at hand. Thus this book illuminates a path from the laboratory to the marketplace so that small firms and inventors can see a clear route.

				How to Use This Book

				Starting a Business For Dummies can help you succeed no matter what kind of business expertise you’re looking for. If you have a great and proven business idea, you may want to plug straight into finding out how to raise finance. If you need more than just yourself to get your great business idea off the ground, then you may want to discover how to find great employees or perhaps a business partner to take some of the financial and emotional strain. This book is set up so that you can dip in and out of it in a number of ways depending on your situation.

				[image: check.png] If you haven’t started a business before, or been profit accountable for part of an enterprise, then you may want to start at the beginning and work your way through.

				[image: check.png] If you’re more experienced, then you may start by selecting the areas you are less knowledgeable about to fill in the gaps and work outwards from there.

				[image: check.png] If you’re quite confident in the business world, you can use the book as a guide and mentor to review a particular topic. You can even use it to plan to sell your business after it’s established and move on to a different challenge.

				[image: check.png] If you learn by example, you may want to flip through the book, using the True Story icon as your guide. The text next to this icon highlights ‘straight from the horse’s mouth’ examples of how successful entrepreneurs have tackled specific situations, be it finding a partner, raising finance or getting a free grant from the government.

				The next section tells you what the various parts of the book cover so that you can turn to a certain part for a specific need.

				How This Book Is Organised

				Starting a Business For Dummies is divided into five main parts based on the major elements involved in planning, launching and running a business. You don’t have to read all the parts, however, and you certainly don’t have to read them in order. Each chapter is devoted to a particular business start-up topic and you may need some chapters more than others. Feel free to jump from section to section and chapter to chapter; pick and choose what really matters to you and your business proposition.

				Part I: Getting Started

				Before you get a business off the ground you have to do all the preliminary legwork and make sure that you have a viable business on your hands before you commit too much time and money. This part gets you on track right away by helping you to gather crucial information on your marketplace, potential customers and competitors, and so test whether your idea is viable. It also provides a chance for you to check out your skills and attributes to help you establish the right business for you to start. 

				Part II: Making and Funding Your Plan

				To ensure that your business prospers you have to know something about the legal structures under which you can trade and which suits you best at the outset. You need a business plan to help you both test the viability of your proposition and to share your ideas and aspirations with others, including potential investors, bankers or partners. You also want to review the financing options to make sure that you get both the right amount and type of finance for your business needs. You don’t have to do all this on your own, because the chapters in this part list key organisations that offer advice and help to business starters.

				Part III: Staying in Business

				After you get going you’ll almost certainly need to employ staff either full time, part time or on a temporary basis. This involves legal responsibilities that you should be prepared for. A business needs controlling in much the same way as a car or plane does. You need to understand what the key control documents are, and what they tell you about how your business is performing. You also need to have a sound appreciation of your income, expenses and tax liabilities, and how to minimise those liabilities legitimately.

				Part IV: Making the Business Grow

				After you have your business up and running you want to see how fast you can make it go without blowing a gasket or running off the road. Part of this process is a bit like fine-tuning a car engine. But part involves substantially changing everything, including the products and services, the markets you serve and perhaps even the very nature of your business operations. The process may even involve adopting a strategy to franchise your business idea, bolt a franchise onto your venture or form some other form of strategic alliance. This part covers the ins and outs of expanding your business safely and smartly.

				Part V: The Part of Tens

				The Part of Tens presents four chapters. One is a collection of warnings about the problems that most new businesses are likely to encounter and how to counteract them. Another contains details of the people you absolutely have to talk to before, during and after you’ve started up. The third chapter gives vital details on how to cut costs and so keep your business competitive. The final chapter provides pointers on maximising the value of your business, finding a buyer and then moving on to pastures new.

				Icons Used in This Book

				To help you pinpoint vital information, I’ve placed icons throughout the text to steer you to nuggets of knowledge.

				[image: tip.eps] This icon calls your attention to particularly important points and offers useful advice on practical topics.

				[image: remember.eps] This icon serves as a friendly reminder that the topic at hand is important enough for you to make a note of.

				[image: jargonalert.eps] Business, like any specialist subject, is awash with specialised terms and expressions, some of which may not be familiar to you. This icon draws your attention to these.

				[image: truestory.eps] This icon alerts you that I’m using a practical example showing how another business starter has tackled a particular topic. Often you can apply the example to your own business.

				[image: warning_bomb.eps] This icon alerts you to a potential danger. Proceed with caution; look left and right before crossing. In fact, think carefully about crossing at all when you see this icon.

				[image: technicalstuff.eps] This icon refers to specialised business facts and data that are interesting as background data but not essential for you to know. You can skip paragraphs marked by this icon without missing the point – but reading them may help you build credibility with outside investors and partners.

				Where to Go From Here

				Take a minute to thumb through the table of contents and get comfortable with the topics the book covers. Pick a chapter that strikes a particular chord with the aspect of starting a business that’s uppermost in your mind. Read that and see where it leads you.

				You can also use Chapter 6, ‘Preparing the Business Plan’, as a framework for gathering knowledge and diving back into the other chapters as you go.

				If all else fails, start at the beginning. That technique has a pretty good track record.

			

		

	
		
			
			
				Part I

				Getting Started

				
				[image: 9780470978108-pp0101.eps]
			

			In this part . . .

				Before you can think seriously about starting your own business, you need to make sure you are ready for such a big step. This part lets you check out your skills and aptitude and see how they compare to the business idea you have in mind. You can see if your idea looks able to make the kind of money you’re expecting. Then check if you should start up on your own or perhaps find others to help you.

				Once you’ve done the groundwork you can start investigating the market in more detail and lay the groundwork for opening your doors for business either at home or in dedicated premises. With this work done you are ready to take your business forward!

			

		

	
		
			
				Chapter 1

				Preparing for Business

				In This Chapter

				[image: arrow] Getting to grips with the basics of business strategy

				[image: arrow] Working up to opening up

				[image: arrow] Measuring your business’s viability 

				[image: arrow] Growing for success

				When you’re starting a business, particularly your first business, you need to carry out the same level of preparation as you would for crossing the Gobi Desert or exploring the jungles of South America. You’re entering hostile territory.

				Your business idea may be good, it may even be great, but such ideas are two a penny. The patent office is stuffed full of great inventions that have never returned tuppence to the inventors who spent so much time and money filing them. It’s how you plan, how you prepare and how you implement your plan that makes the difference between success and failure. And failure is pretty much a norm for business start-ups. Tens of thousands of small firms fail, some disastrously, every year. Most are perfectly ordinary enterprises – catastrophe isn’t confined to brash Internet whiz kids entering markets a decade or so ahead of the game.

				This chapter sets the scene to make sure that you’re well prepared for the journey ahead.

				Understanding the Enduring Rules of Business Strategy

				When you’re engulfed by enthusiasm for an idea for a new business or engaged in the challenge of getting it off the ground you can easily miss out on the knowledge you can gain by lifting your eyes up and taking the big picture on board too. There isn’t much point in taking aim at the wrong target from the outset! 

				Credit for devising the most succinct and usable way to get a handle on the big picture has to be given to Michael E. Porter, who trained as an economist at Princeton, taking his MBA at Harvard Business School where he’s now a professor. Porter’s research led him to conclude that two factors above all influence a business’s chances of making superior profits – surely an absolute must if you’re going to all the pain of working for yourself.

				[image: check.png] The attractiveness or otherwise of the industry in which it primarily operates. That’s down to your research, a subject I cover in Chapters 2 and 4.

				[image: check.png] How the business positions itself within the industry in terms of an organisation’s sphere of influence. In that respect a business can only have a cost advantage if it can make products or deliver services for less than others. Or the business may be different in a way that matters to consumers, so that its offers are unique, or at least relatively so. 

				Porter added a further twist to his prescription. Businesses can follow either a cost advantage path or a differentiation path industry wide, or they can take a third path – they can concentrate on a narrow specific segment either with cost advantage or differentiation. This he termed focus strategy, which I discuss in the following sections.

				Focus, focus, focus

				Whoa up a minute. Before you can get a handle on focus you need to understand exactly what the good professor means by cost leadership and differentiation, because the combination of those provides the most fruitful arena for a new business to compete.

				Cost leadership

				Don’t confuse low cost with low price. A business with low costs may or may not pass those savings on to customers. Alternatively, the business could use low costs alongside tight cost controls and low margins to create an effective barrier to others considering either entering or extending their penetration of that market. 

				Businesses are most likely to achieve low cost strategies in large markets, requiring large-scale capital investment, where production or service volumes are high and businesses can achieve economies of scale from long runs. If you have deep pockets, or can put together a proposition that convinces the money men to stump up the cash, this could be an avenue to pursue. (I cover everything you need to put together a great business plan in Chapter 6.)

				Ryanair and easyJet are examples of fairly recent business start-ups where analysing every component of the business made it possible to strip out major elements of cost – meals, free baggage and allocated seating, for example – while leaving the essential proposition – we will fly you from A to B – intact. Enough of a strategy to give bigger, more established rivals such as British Airways a few sleepless nights.

				Differentiation

				The key to differentiation (making sure your product or service has a unique element that makes it stand out from the rest) is a deep understanding of what customers really want and need and more importantly what they’re prepared to pay more for. Apple’s opening strategy was based around a ‘fun’ operating system based on icons, rather than the dull MS-DOS. This belief was based on Apple’s understanding that computer users were mostly young and wanted an intuitive command system and the ‘graphical user interface’ delivered just that. Apple has continued its differentiation strategy, but added design and fashion to ease of control to the ways in which it delivers extra value. Sony and BMW and are also examples of differentiators. Both have distinctive and desirable differences in their products and neither they nor Apple offer the lowest price in their respective industries; customers are willing to pay extra for the idiosyncratic and prized differences embedded in their products.

				Consumers can be a pretty fickle bunch. Just dangle something faster, brighter or just plain newer and you can usually grab their attention. Your difference doesn’t have to be profound or even high-tech to capture a slice of the market. Book buyers rushed in droves to Waterstone’s for no more profound a reason than that its doors remained open in the evenings and on Sundays, when most other established bookshops were firmly closed.

				Focus

				Your patience is about to be rewarded. Now I can get to the strategy that Porter reckoned was the most fruitful for new business starters to plunge into.

				Focused strategy involves concentrating on serving a particular market or a defined geographic region. IKEA, for example, targets young, white collar workers as its prime customer segment, selling through 235 stores in more than 30 countries. Ingvar Kamprad, an entrepreneur from the Småland province in southern Sweden, who founded the business in the late 1940s, offers home furnishing products of good function and design at prices young people can afford. He achieves this by using simple cost-cutting solutions that don’t affect the quality of products. (You can read more about Kamprad in the nearby sidebar ‘Less is more’.)

				Warren Buffett, the world’s richest man, knows a thing or two about focus. His investment company combined with Mars to buy US chewing gum manufacturer Wrigley for $23 billion (£11.6 billion) in May 2008. Chicago-based Wrigley, which launched its Spearmint and Juicy Fruit gums in the 1890s, has specialised in chewing gum ever since and consistently outperformed its more diversified competitors. Wrigley is the only major consumer products company to grow comfortably faster than the population in its markets and above the rate of inflation. Over the past decade or so, for example, other consumer products companies have diversified. Gillette moved into batteries used to drive many of its products by acquiring Duracell. Nestlé bought Ralston Purina, Dreyer’s, Ice Cream Partners and Chef America. Both have trailed Wrigley’s performance.

				Businesses often lose their focus over time and periodically have to rediscover their core strategic purpose. Procter & Gamble is an example of a business that had to refocus to cure weak growth. In 2000 the company was losing share in seven of its top nine categories, and had lowered earnings expectations four times in two quarters. This prompted the company to restructure and refocus on its core business: big brands, big customers and big countries. Procter & Gamble sold off non-core businesses, establishing five global business units with a closely focused product portfolio. 

				Appreciating the forces at work in your sector

				Aside from articulating the generic approach to business strategy, Porter’s other major contribution to the field was what has become known as the Five Forces Theory of Industry Structure. Porter postulated that you have to understand the five forces that drive competition in an industry as part of process of choosing which of the three generic strategies (cost leadership, differentiation or focus) to pursue. The forces he identified are:

				[image: check.png] Threat of substitution: Can customers buy something else instead of your product? For example, Apple and to a lesser extent Sony have laptop computers that are distinctive enough to make substitution difficult. Dell, on the other hand, faces intense competition from dozens of other suppliers with near identical products competing mostly on price alone.

				[image: check.png] Threat of new entrants: If it’s easy to enter your market, start-up costs are low and no barriers to entry, such as intellectual property protection, exist then the threat is high. 

				[image: check.png] Supplier power: Usually, the fewer the suppliers, the more powerful they are. Oil is a classic example where less than a dozen countries supply the whole market and consequently can set prices.

				[image: check.png] Buyer power: In the food market, for example, just a few, powerful supermarket buyers are supplied by thousands of much smaller businesses, so the buyers are often able to dictate terms.

				[image: check.png] Industry competition: The number and capability of competitors is one determinant of a business’s power. Few competitors with relatively less attractive products or services lower the intensity of rivalry in a sector. Often these sectors slip into oligopolistic behaviour, preferring to collude rather than compete You can see a video clip of Professor Porter discussing the five force model on the Harvard Business School website (http://hbr.org/2008/01/the-five-competitive-forces-that-shape-strategy/ar/1). 

				Recognising the first-to-market fallacy

				People use the words ‘first mover advantage’ like a mantra to justify a headlong rush into starting a business without doing enough basic research. That won’t happen to you – after all, you’re reading this book and by the end of this section you’ll be glad you paused for thought. 

				The idea that you have the best chance of being successful if you get in first is one of the most enduring in business theory and practice. Entrepreneurs and established giants are always in a race to be first. Research from the 1980s claimed to show that market pioneers have enduring advantages in distribution, product-line breadth, product quality and, especially, market share.

[image: truestory.eps]

				Less is more

				Furniture company IKEA was founded by Ingvar Kamprad when he was just 17, having cut his teeth on selling matches to his nearby neighbours at the age of 5, followed by spells selling flower seeds, greeting cards, Christmas decorations and eventually furniture. Worth £16 billion, Kamprad is the world’s seventh richest man, but lives frugally, in keeping with the functional nature of the IKEA brand. He lives in a bungalow, flies easyJet and drives an 18-year-old Volvo. When he arrived at a gala dinner recently to collect a business award, the security guard turned him away because he saw Kamprad getting off a bus. He and his wife Margaretha are often seen dining in cheap restaurants. He does his food shopping in the afternoon when prices are lower and even then haggles prices down.



				Beguiling though the theory of first mover advantage is, it’s probably wrong. Gerard Tellis, of the University of Southern California, and Peter Golder, of New York University’s Stern Business School, argue in their research that previous studies on the subject were deeply flawed. In the first instance earlier studies were based on surveys of surviving companies and brands, excluding all the pioneers that failed. This helps some companies to look as though they were first to market even when they weren’t. Procter & Gamble boasts that it created America’s disposable-nappy (diaper) business. In fact a company called Chux launched its product a quarter of a century before Procter & Gamble entered the market in 1961. 

				Also, the questions used to gather much of the data in earlier research were at best ambiguous and perhaps dangerously so. For example, researchers had used the term ‘one of the pioneers in first developing such products or services’ as a proxy for ‘first to market’. The authors emphasise their point by listing popular misconceptions of who the real pioneers were across the 66 markets they analysed:

				[image: check.png] Online book sales: Amazon (wrong); Books.com (right).

				[image: check.png] Copiers: Xerox (wrong); IBM (right).

				[image: check.png] PCs: IBM/Apple (both wrong); Micro Instrumentation Telemetry Systems (right) – it introduced its PC, the Altair, a $400 kit, in 1974 followed by Tandy Corporation (Radio Shack) in 1977.

				In fact the most compelling evidence from all the research is that nearly half of all firms pursuing a first to market strategy are fated to fail, but those following fairly close behind are three times as likely to succeed. Tellis and Golder claim the best strategy is to enter the market a few years after pioneers, learn from their mistakes, benefit from their product and market development and be more certain about customer preferences.

				Getting in Shape to Start Up

				You need to be in great shape to start a business. You don’t have to diet or exercise, at least not in the conventional sense of those words, but you do have to be sure that you have the skills and knowledge you need for the business you have in mind, or know how to tap into sources of such expertise.

				The following sections help you through a pre-opening check-up so that you can be absolutely certain that your abilities and interests are closely aligned to those that the business you have in mind requires. The sections also help you to check that a profitable market exists for your products or services. You can use these sections as a vehicle for sifting through your business ideas to see whether they’re worth the devotion of time and energy that you need to start up a business.

				[image: remember.eps] You may well not have all the expertise you need to do everything yourself. Chapter 7 introduces you to the zillions of agencies and advisers who can fill in the gaps in your expertise.

				Assessing your abilities

				Business lore claims that for every ten people who want to start their own business, only one finally does. It follows that an awful lot of dreamers exist who, while liking the idea of starting their own business, never get around to taking action. Chapter 3 looks in detail at how you can assess whether you’re a dreamer or a doer when it comes to entrepreneurship. For now, see whether you fit into one of the following entrepreneurial categories:

				[image: check.png] Nature: If one of your parents or siblings runs their own business, successfully or otherwise, you’re highly likely to start up your own business. No big surprise here, as the rules and experiences of business are being discussed every day and some of it’s bound to rub off. It also helps if you’re a risk taker who’s comfortable with uncertainty.

				[image: check.png] Nurture: For every entrepreneur whose parents or siblings have a business there are two who don’t. If you can find a business idea that excites you and has the prospect of providing personal satisfaction and wealth, then you can assemble all the skills and resources needed to succeed in your own business. You need to acquire good planning and organisational skills (Chapter 6 covers all aspects of writing a business plan) and either develop a well-rounded knowledge of basic finance, people management, operational systems, business law, marketing and selling, or get help and advice from people who have that knowledge.

				[image: check.png] Risk taker: If you crave certainty in everything you do, then running your own business may be something of a culture shock. By the time the demand for a product or service is an absolutely sure-fire thing, there may already be too many other businesses in the market to leave much room for you. Don’t confuse risk taking with a pure gamble. You need to be able to weigh matters up and make your risk a calculated one.

				[image: check.png] Jack-of-all-trades: You need to be prepared to do any business task at any time. The buck definitely stops with you when you run your own business. You can’t tell a customer that his delivery is late just because a driver fails to show up. You just have to put in a few more hours and do the job yourself.

				Discovering a real need

				You may be a great potential entrepreneur, but you still need to spell out exactly what it is you plan to do, who needs it and how it can make money. A good starting point is to look around and see whether anyone is dissatisfied with their present suppliers. Unhappy customers are fertile ground for new businesses to work in.

				[image: remember.eps] One dissatisfied customer isn’t enough to start a business for. Make sure that unhappiness is reasonably widespread, because that gives you a feel for how many customers may be prepared to defect. After you have an idea of the size of the potential market, you can quickly see whether your business idea is a money-making proposition.

				Aside from asking around, one way to get a handle on dissatisfaction levels is to check out websites that allow consumers to register their feelings, such as www.complaints.com, www.grumbletext.co.uk and www.blagger.com. Then scour blogs (short for weblogs), where irate people can complain their hearts out. Check out websites such as www.technorati.com, www.totalblogdirectory.com and www.bloghub.com, which all operate blog-indexing services that can help you filter through the 70 million plus blogs and reach the few dozen that serve the sector you’re interested in.

				[image: tip.eps] The easiest way to fill a need that people are going to pay to have satisfied is to tap into one or more of these triggers:

				[image: check.png] Cost reduction and economy: Anything that saves customers money is always an attractive proposition. Lastminute.com’s appeal is that it acts as a ‘warehouse’ for unsold hotel rooms and airline tickets that you can have at a heavy discount.

				[image: check.png] Fear and security: Products that protect customers from any danger, however obscure, are enduringly appealing. When Long-Term Capital Management (LTCM), one of America’s largest hedge funds, collapsed and had to be rescued by the Federal Reserve at a cost of $2 billion, it nearly brought down the American financial system single-handedly. Two months later Ian and Susan Jenkins launched the first issue of their magazine, EuroHedge. At the time 35 hedge funds existed in Europe, but investors knew little about them and were rightly fearful for their investments. EuroHedge provided information and protection to a nervous market and five years after its launch the Jenkinses sold the magazine for £16.5 million.

				[image: check.png] Greed: Anything that offers the prospect of making exceptional returns is always a winner. Competitors’ Companion, a magazine aimed at helping anyone become a regular competition winner, was an immediate success. The proposition was simple: subscribe and you get your money back if you don’t win a competition prize worth at least your subscription. The magazine provided details of every competition being run that week, details of how to enter, the factual answers to all the questions and pointers on how to answer any tie breakers. It also provided the inspiration to ensure success with this sentence: you have to enter competitions in order to have a chance of winning them.

				[image: check.png] Niche markets: Big markets are usually the habitat of big business – encroach on their territory at your peril. New businesses thrive in markets that are too small even to be an appetite whetter to established firms. These market niches are often easy prey to new entrants because businesses have usually neglected, ignored or served them badly in the past.

				Checking the fit of the business

				Having a great business idea and possessing the attributes and skills you require to start your own business successfully are two vital elements to get right before you launch. The final ingredient is to be sure that the business you plan to start is right for you.

				Before you go too far, make an inventory of the key things that you’re looking for in a business. These may include working hours that suit your lifestyle; the opportunity to meet new people; minimal paperwork; a chance to travel. Then match those up with the proposition you’re considering. (Chapter 3 talks more about finding a good business fit.)

				Confirming Viability

				An idea, however exciting, unique, revolutionary and necessary, isn’t a business. It’s a great starting point, and an essential one, but you have to do a good deal more work before you can sidle up to your boss and tell him exactly what you think of him.

				The following sections explore the steps you need to take so that you don’t have to go back to your boss in six months and plead for your old job back (and possibly eat a large piece of humble pie at the same time).

				Researching the market

				However passionate you are about your business idea, you’re unlikely already to have the answers to all the important questions concerning your marketplace. Before you can develop a successful business strategy, you have to understand as much as possible about your market and the competitors you’re likely to face.

[image: warning_bomb.eps]

				Inflated numbers on the Internet

				If you plan to advertise on an Internet site it makes sense to check out the different sites you’re considering. Be aware that some sites publish a fair amount of gobbledygook about the high number of ‘hits’ (often millions) they receive. Millions of hits don’t mean that the site has millions of visitors. Some Internet sites increase their hit rate by the simple expedient of leading each viewer through a number of pages, each of which adds to the number of hits. Another mildly meaningless measure of the advertising value of a site is the notion of a subscriber. In Internet parlance anyone visiting a website and giving over their email address becomes part of that company’s share price! Compare that to the suggestion that anyone passing a shop and glancing in the window turns into hard cash the following day.

				Any real analysis of website use starts with page impression, which is a measure of how many times an individual page has been viewed. The Audit Bureau of Circulations, which started its life measuring newspaper response, has now turned its attention to auditing websites (www.abc.org.uk). Also check out the World Internet Usage website (www.internetworldstats.com/stats.htm) for the latest statistics on Internet penetration by continent and country. That gives you a realistic measure of the maximum traffic and relative importance of each market you’re interested in.



				The main way to get to understand new business areas, or areas that are new to you at any rate, is to conduct market research. The purpose of that research is to ensure that you have sufficient information on customers, competitors and markets so that your market entry strategy or expansion plan is at least on target, if not on the bull’s-eye itself. In other words, you need to explore whether enough people are attracted to buy what you want to sell at a price that gives you a viable business. If you miss the target altogether, which you may well do without research, you may not have the necessary resources for a second shot.

				The areas to research include:

				[image: check.png] Your customers: Who may buy more of your existing goods and services and who may buy your new goods and services? How many such customers exist? What particular customer needs do you meet?

				[image: check.png] Your competitors: Who are you competing with in your product/market areas? What are those firms’ strengths and weaknesses?

				[image: check.png] Your product or service: How can you tailor your product or service to meet customer needs and give you an edge in the market?

				[image: check.png] The price: What do customers see as giving value for money, so encouraging both loyalty and referral?

				[image: check.png] The advertising and promotional material: What newspapers, journals and so forth do your potential customers read and what websites do they visit? Unglamorous as it is, analysing data on what messages actually influence people to buy, rather than just to click, holds the key to identifying where and how to promote your products and service.

				[image: check.png] Channels of distribution: How can you get to your customers and who do you need to distribute your products or services? You may need to use retailers, wholesalers, mail order or the Internet. These methods all have different costs and if you use one or more, each wants a slice of your margin.

				[image: check.png] Your location: Where do you need to be to reach your customers most easily at minimum cost? Sometimes you don’t actually need to be anywhere near your market, particularly if you anticipate most of your sales coming from the Internet. If this is the case you need to have a strategy to make sure that potential customers can find your website.

				[image: tip.eps] Try to spend your advertising money wisely. Nationwide advertisements or blanketing the market with free CD-ROMs may create huge short-term growth, but little evidence exists that indiscriminate blunderbuss advertising works well in retaining customers. Certainly, few people using such techniques make any money.

				Doing the numbers

				Your big idea looks as though it has a market. You’ve evaluated your skills and inclinations and you believe that you can run this business. The next crucial question is – can it make you money?

				You absolutely must establish the financial viability of your idea before you invest money in it or approach outsiders for backing. You need to carry out a thorough appraisal of the business’s financial requirements. If the numbers come out as unworkable, you can then rethink your business proposition without losing anything. If the figures look good, then you can go ahead and prepare cash flow projections, a profit and loss account and a balance sheet, and put together the all-important business plan. (Chapters 6 and 13 cover these procedures.)

				[image: remember.eps] You need to establish for your business:

				[image: check.png] Day-to-day operating costs

				[image: check.png] How long it will take to reach break-even

				[image: check.png] How much start-up capital you need

				[image: check.png] The likely sales volume

				[image: check.png] The profit level you require for the business not just to survive, but also to thrive

				[image: check.png] The selling price of your product or service

				Many businesses have difficulty raising start-up capital. To compound this, one of the main reasons small businesses fail in the early stages is that they use too much start-up capital to buy fixed assets. Although some equipment is clearly essential at the start, you can postpone other purchases. You may be better off borrowing or hiring ‘desirable’ and labour-saving devices for a specific period. This obviously isn’t as nice as having them to hand all the time, but remember that you have to maintain and perhaps update every photocopier, printer, computer and delivery van you buy and they become part of your fixed costs. The higher your fixed costs, the longer it usually takes to reach break-even point and profitability. And time isn’t usually on the side of the small, new business: it has to become profitable relatively quickly or it simply runs out of money and dies.

				Raising the money

				Two fundamentally different types of money that a business can tap into are debt and equity.

				[image: check.png] [image: jargonalert.eps] Debt is money borrowed, usually from a bank, and that you have to repay. While you’re making use of borrowed money you also have to pay interest on the loan.

				[image: check.png] Equity is the money that shareholders, including the proprietor, put in and money left in the business by way of retained profit. You don’t have to give the shareholders their money back, but shareholders do expect the directors to increase the value of their shares, and if you go public they’ll probably expect a stream of dividends too.

				If you don’t meet the shareholders’ expectations, they won’t be there when you need more money – or, if they’re powerful enough, they’ll take steps to change the membership of the board.

				Alternative financing methods include raising money from family and friends, applying for grants and awards, and entering business competitions. Check out Chapter 8 for a review of all these sources of financing.

				[image: tip.eps] The Financial Services Authority, a City watchdog, ordered all banks to publish statistics on complaints on their website from 31 August 2010. Lloyds had received 288,717 complaints in the first six months of the year, Santander 244,978, Barclays 195,956 and HSBC had just 65,236. If your bank is high on this name and shame list get straight on to Chapter 8 where I cover all aspects of raising money.

				Writing up the business plan

				A business plan is a selling document that conveys the excitement and promise of your business to potential backers and stakeholders. These potential backers can include bankers, venture capital firms, family, friends and others who may help you launch your business if they only know what you want to do. (Chapter 8 considers how to find and approach sources of finance.)

				Getting money is expensive, time consuming and hard work. Having said that, you can get a quick decision. One recent start-up succeeded in raising £3 million in eight days, after the founder turned down an earlier offer of £1 million made just 40 minutes after he presented his business plan. Your business plan should cover what you expect to achieve over the next three years. (Chapter 6 gives full details on how to write a winning business plan.)

				[image: tip.eps] Most business plans are dull, badly written and frequently read only by the most junior of people in the financing organisations they’re presented to. One venture capital firm in the United States went on record to say that in one year it received 25,000 business plans asking for finance and invested in only 40. Follow these tips to make your business plan stand out from the crowd:

				[image: check.png] Hit them with the benefits: You need to spell out exactly what you do, for whom and why that matters. One such statement that has the ring of practical authority is: ‘Our website makes ordering gardening products simple. It saves the average customer two hours a week browsing catalogues and £250 a year through discounts not otherwise available from garden centres. We have surveyed 200 home gardeners, who rate efficient purchasing as a key priority.’

				[image: check.png] Make your projections believable. Sales projections always look like a hockey stick – a straight line curving rapidly upwards towards the end. You have to explain exactly what drives growth, how you capture sales and what the link between activity and results is. The profit margins are key numbers in your projections, alongside sales forecasts. Financiers tend to probe these figures in depth, so show the build-up in detail.

				[image: check.png] Say how big the market is. Financiers feel safer backing people in big markets. Capturing a fraction of a percentage of a massive market may be hard to achieve – but if you get it at least the effort is worth it. Going for 10 per cent of a market measured in millions rather than billions may come to the same number, but the result isn’t as interesting.

				[image: check.png] Introduce yourself and your team. You need to sound like winners with a track record of great accomplishments.

				[image: check.png] Include non-executive directors. Sometimes a heavyweight outsider can lend extra credibility to a business proposition. If you know or have access to someone with a successful track record in your area of business who has time on his hands, you can invite him to help. If you plan to trade as a limited company (Chapter 5 has details on legal structures) you can ask him to be a director, without specific executive responsibilities beyond being on hand to offer advice. But non-executive directors do need to have relevant experience or be able to open doors and do deals. Check out organisations such as Venture Investment Partners (www.ventureip.co.uk) and First Flight Placement’s non-exec search site (www.nonexecutivedirector.co.uk) for information on tracking down the right non-executive director for your business.

				[image: check.png] Provide financial forecasts. You need projected cash flows, profit and loss accounts and balance sheets for at least three years ahead. No one believes them after Year 1, but the thinking behind them is what’s important.

				[image: check.png] Demonstrate the product or service. Financiers need to see what the customer is going to get. A mock-up is okay or, failing that, a picture or diagram. For a service, show how customers can gain from using it – that it can help with improved production scheduling and so reduce stock holding, for example.

				[image: check.png] Spell out the benefits to your potential investors. Tell them that you can repay their money within x years, even on your most cautious projections. Or if you’re speaking to an equity investor, tell him what return he may get on his investment when you sell the business in three or five years’ time.

				Going for Growth

				Growth is as natural a feature of business life as it is of biological life. People, animals and plants all grow to a set size range and then stop. A few very small and very large specimens come to fruition, but the vast majority fit within a fairly narrow size band.

				Businesses follow a similar formula: most successful new businesses, those that survive that is, reach a plateau within five to seven years. At that stage the business employs 5 to 20 people and has annual sales of between £250,000 and £1 million. Of the 4.4 million private businesses operating in the United Kingdom, fewer than 120,000 have a turnover in excess of £1 million a year. That doesn’t represent a bad result. Viewed from the position of a one-man-band start-up, having a couple of hundred thousand pounds in sales each year is an admirable (and unusual) success.

				The following sections demonstrate the great benefits of growth (Chapters 15, 16, 17 and 18 contain more advice on how to make your business grow).

				Gaining economies of scale

				After a business starts to grow, you can spread overhead costs over a wider base. You can buy materials and services in larger quantities, which usually means better terms and lower costs. The combination of these factors generally leads to a higher profit margin, which in turn provides funds to improve the business, which in turn can lead to even lower costs. This virtuous circle can make a growing firm more cost competitive than one that’s cautiously marking time.

				Securing a competitive advantage

				A new business can steal a march on its competitors by doing something vital that established businesses can’t easily imitate. For example, a new hairdressing shop can locate where customers are, but an existing shop has to content itself with its current location, at least until its lease expires.

				A growing firm can gain advantages over its slower competitors. For example, launching new products or services gives a firm more goods to sell to its existing customer base. This puts smaller competitors at a disadvantage, because they’re perceived as having less to offer than the existing supplier. This type of growth strategy can, if coupled with high quality standards, lead to improved customer retention and this too can lead to higher profits – a further push on the momentum of the virtuous circle.

				Retaining key staff

				The surest way to ensure that a business fails is to have a continual churn of employees coming and going. You have to invest valuable time and money in every new employee before he becomes productive, so the more staff you lose the more growth you sacrifice. Most employers believe that their staff work for money and their key staff work for more money. The facts don’t really support this hypothesis. All the evidence is that employees want to have an interesting job and recognition and praise for their achievements. In Chapter 18 you can find out how to get the best out of your staff.

				By growing the business you can let key managers realise their potential. In a bigger business you can train and promote your staff, moving them up the ladder into more challenging jobs, earning higher salaries on merit, while they stay with you rather than leaving for pastures new. And if employees are good at their jobs, the longer they stay with you, the more valuable they become. You save time and money on recruitment and you don’t have to finance new managers’ mistakes while they learn how to work in your business.

				Gaining critical business mass

				Bigger isn’t always better, but a growing business has a greater presence in its market, and that’s rarely a bad strategy. Large businesses are also more stable, tending to survive better in turbulent times. Bigger businesses can and do sometimes go bust, but smaller, ‘doing nicely’ businesses are far more likely to go bump.

				A small company often relies on a handful of customers and just one or two products or services for most or all of its profits. If its main product or service comes under competitive pressure, or if a principal customer goes bust, changes supplier, or spreads orders around more thinly, then the small company is in trouble. Expanding the number of customers so that you break out of the 80/20 cycle – in which 80 per cent of the business comes from just 20 per cent of customers – is a sensible way to make your business safer and more predictable.

				One-product businesses are the natural medium of the inventor, but they’re extremely vulnerable to competition, changes in fashion and technological obsolescence. Having only one product can limit the growth potential of the enterprise. A question mark must inevitably hang over such ventures until they can broaden their product base. Adding successful new products or services helps a business to grow and become a safer and more secure venture. This process is much like buying a unit trust rather than investing in a couple of shares. The individual shares are inevitably more volatile, but the spread over dozens of shares smoothes the growth path and reduces the chances of disaster significantly.

			

			
		

	
		
			
				Chapter 2

				Doing the Groundwork

				In This Chapter

				[image: arrow] Understanding what a small business is

				[image: arrow] Checking whether you’re the business type

				[image: arrow] Running towards great ideas and avoiding bad ones

				[image: arrow] Appreciating the impact of the broader economy

				[image: arrow] Recognising success characteristics

				If you’ve worked in a big organisation, you know that a small and medium enterprise (SME) is a very different kind of animal from a big business. SMEs are more vulnerable to the vagaries of the economy, but are vital to its vigour.

				In this chapter you can find out how to come up with a great business idea and avoid the lemons. You can also look at the most common mistakes that businesses starting up make and how you can avoid them.

				Understanding the Small Business Environment

				During one of the all too many periods in recent history when the business climate was particularly frigid, the recent global credit crunch being a good example, some bright spark claimed that the only sure-fire way to get a small business safely down the slipway was to start out with a big one and shrink it down to size. There’s no denying that’s one way to get started, but even as a joke the statement completely misses the point. Small businesses have almost nothing in common with big ones. Just because someone, you perhaps, has worked in a big business, however successfully, that’s no guarantee of success in the small business world.

				Big businesses usually have deep pockets and even if those pockets aren’t actually stuffed full of cash, after years of trading under their belt they can in all but the most extraordinary of circumstances get the ear of their bank manager. Even if unsuccessful at the bank big firms can generally extract credit from suppliers, especially if the suppliers are smaller and susceptible to being lent on in order to retain them as a customer. If all else fails big businesses may have the option to tap their shareholders or go out to the stock market for more boodle – options a small business owner can only dream about. And of course if the business is very big, in times of extreme hardship it can expect a sympathetic hearing from the government. The UK Government shrank from letting Northern Rock fold, the US Government threw General Motors a lifeline and France’s Nicholas Sarkozy used public cash to keep Renault and Peugeot Citroën in business so long as they kept their French factories open. The boss of a big firm has legions of staff to carry out research, or to do all those hundred and one boring but essential jobs like writing up the books, essential preludes to tapping into credit.

				In contrast, small business founders have to stay up late burning the midnight oil, poring over those figures themselves. To cap it all, they may even have to get up at dawn and make special deliveries to customers in order to ensure that they meet deadlines. Big business bosses have chauffeurs and travel business class; after all, they don’t own a large proportion of the business’s shares, so however frugal they are they won’t be much richer. Small firm founders, in contrast, are personally poorer every time an employee makes a phone call at work, books a business trip or takes a client out to lunch, unless that call, trip or lunch generates extra business. The question that separates owners from employees – which is, after all, what bosses of big businesses really are, however powerful they look from below – is: if it was your money would you spend it on that call, business trip or lunch? Seven times out of ten the answer is no way, not with my dosh.

				Defining Small Business

				Small business defies easy definition. Typically, people apply the term small business to one-man bands such as shops, garages and restaurants, and apply the term big business to such giants as IBM, General Motors, Shell and Microsoft. But between these two extremes fall businesses that you may looked upon as big or small, depending on the yardstick and cut-off point you use to measure size.

				No single definition exists of a small firm, mainly because of the wide diversity of businesses. One wit claimed that a business was small if it felt it was, and a grain of truth exists in that point of view.

				In practical terms the only reason to be concerned about a business’s size, age or business sector is the support and constraints imposed by virtue of those factors. The government, for example, may offer grant aid, support or even constraints based on such factors. For instance, a business with a very small annual sales turnover, less than £15,000, can file a much simpler set of accounts than a larger business can.

				Looking at the Types of People Who Start Businesses

				At one level statistics on small firms are very precise. Government collects and analyses the basic data on how many businesses start (and close) in each geographic area and what type of activity those businesses undertake. Periodic studies give further insights into how new and small firms are financed or how much of their business comes from overseas markets. Beyond that the ‘facts’ become a little more hazy and information comes most often from informal studies by banks, academics and others who may have a particular axe to grind.

				The first fact about the UK small business sector is how big it is. Over 4.7 million people now run their own business, up from 1.9 million some three decades ago.

				The desire to start a business isn’t evenly distributed across the population as a whole. Certain factors such as geographic area and age group seem to influence the number of start-ups at any one time. The following sections explore some of these factors.

				Making your age an asset 

				Research by the Global Entrepreneurship Monitor (www.gemconsortium.org) and the UK Office for National Statistics (www.statistics.gov.uk) reveals a number of interesting facts about small business starters. First, people aged between 25 and 44 are more likely than those in other age groups to be planning to start a business. Over 5 per cent of people in the 25–44 age group are starting a business on their own or with others. Around 3 per cent of those under 24 or between 45 and 54 also have business start-up plans. Those over 55 are the least likely to want to start up, with only 1.5 per cent heading for self-employment.

				But those percentages are only showing those planning a start-up. Around three times those proportions are already running small or medium-sized businesses.

				Considering location

				More than three times as many people in London start a business as do those in the North East of England. At the very least you’re more likely to feel lonelier as an entrepreneur in that area, or in Wales and Scotland, than in, say, London or the South East.

				[image: technicalstuff.eps] According to the UK Office for National Statistics the chances of your business surviving are best in Northern Ireland, where just over 70 per cent are still going after three years, and worst in London, where around 60 per cent of businesses remain after three years.

				[image: tip.eps] Select Database, a direct marketing firm, has a nifty database that can tell you how many businesses have been set up recently in any postal district in the UK (www.selectabase.co.uk/startupsplus).

				Winning with women

				Women in Europe currently own less than a third of small businesses, but women start about 35 per cent of new businesses in the UK. Businesses started by women tend to be concentrated in the labour-intensive retail industries, where management skills are particularly valuable.

				The British Association of Women Entrepreneurs (www.bawe-uk.org) and Everywoman (www.everywoman.co.uk) are useful starting points to find out more about targeted help and advice for women starting up a business.

				[image: jargonalert.eps] Self-employment, a term used interchangeably with starting a business, tends to be a mid-life choice for women, with the majority starting up businesses after the age of 35. Self-employed women usually have children at home (kudos to these super-mums), and many go the self-employment route because they have family commitments. In most cases, self-employment grants greater schedule flexibility than the rigours of a nine to five job.

				The types of businesses that women run reflect the pattern of their occupations in employment. The public administration, education and health fields account for around a quarter of self-employed women, and distribution, hotels and restaurants another fifth.

				In financing a new business, women tend to prefer using personal credit cards or remortgaging their home, and men prefer bank loan finance and government and local authority grants. 

				Being educated about education

				A popular myth states that undereducated self-made men dominate the field of entrepreneurship. Anecdotal evidence seems to throw up enough examples of school or university drop-outs to support the theory that education is unnecessary, perhaps even a hindrance, to getting a business started. After all, if Sir Richard Branson (Virgin) could drop out of full time education at 16, and Lord Sugar (Amstrad), Sir Philip Green (BHS and Arcadia, the group that includes Topshop and Miss Selfridge), Sir Bernie Ecclestone (Formula One – Britain’s tenth richest man) and Charles Dunstone (Carphone Warehouse) could all give higher education a miss, education can’t be that vital.

				However, the facts, such as they are, show a rather different picture. Research shows that the more educated the population, the more entrepreneurship takes place. Educated individuals are more likely to identify gaps in the market or understand new technologies. After all, Stelios Haji-Iannou, founder of easyJet, has six degrees to his name, albeit four are honorary. Tony Wheeler, who together with his wife Maureen founded Lonely Planet Publications, has degrees from Warwick University and the London Business School. Jeff Bezos (Amazon) is an alumnus of Princeton and Google’s founders, Sergey Brin and Larry Page, graduated from Stanford. 

				So if you’re in education now, stay the course. After all, a key characteristic of successful business starters is persistence and the ability to see things through to completion. Chapter 3 outlines more entrepreneurial attributes.

				Coming Up with a Winning Idea

				Every business starts with the germ of an idea. The idea may stem from nothing more profound than a feeling that customers are getting a raw deal from their present suppliers.

				In this section you can find out some tried-and-tested ways to help you come up with a great idea for a new business.

				Ranking popular start-up ideas

				The government’s statistics service produces periodic statistics on the types of businesses operating in the UK.

				[image: technicalstuff.eps] In terms of the sheer number of business enterprises, the United Kingdom is more a nation of estate agents than of small shopkeepers, as demonstrated in Table 2-1 that shows the types of businesses being operated in Britain in 2010, according to government statistics (http://stats.bis.gov.uk/ed/sme).

				
				[image: /Table 2-1]

				You can take one of two views on entering a particularly popular business sector. Either it represents a great idea you’re mad to resist, or the business is already awash with competition. In practice, the best view to take is that if others are starting up at least a market opportunity exists. Your task is to research the market thoroughly, using Chapter 4 as your guide.

				Going with fast growth

				Entrepreneur.com produces an annual list of hot business sectors to enter (www.entrepreneur.com/trends). The 2010 list includes:

				[image: check.png] Buy local: The buy local ethos has its roots in the farmers’ markets movement but the big supermarket chains are getting in on the act, devoting sections of shelf space to local wares.

				[image: check.png] Discount retailing: Pound and second-hand businesses are booming on both sides of the Atlantic. The Americans even have a trade association for the sector, the National Association of Resale Professionals.

				[image: check.png] Education: The lack of jobs has sent millions around the globe back to college to train or retrain. Universities in the UK are full to bursting point. Unsurprisingly, a boom is occurring in online learning, tutoring and other private learning facilities.

				[image: check.png] Green energy and renewable: A growing sector because governments the world over are chucking what little money they have at this.

				[image: check.png] Senior market: With the population of over 64s exploding, this is a no-brainer sector to serve. Academics, always quick to latch on to opportunities, have singled out gerontology (the study of social, psychological and biological aspects of aging with the view of extending active life whilst enhancing its quality) as one of the hottest areas, with a university scheduled to debut a new master’s degree in aging-services management to meet the growing interest in the field.

				You can use this information to help pick a fast-growing business area to start your business in. Beginning with the current flowing strongly in the direction you want to travel makes things easier from the start.

				Spotting a gap in the market

				The classic way to identify a great opportunity is to see something that people would buy if only they knew about it. The demand is latent, lying beneath the surface, waiting for someone – you, hopefully – to recognise that the market is crying out for something no one is yet supplying.

				These are some of the ways to go about identifying a market gap:

				[image: check.png] Adapting: Can you take an idea that’s already working in another part of the country or abroad and bring it to your own market?

				[image: check.png] Locating: Do customers have to travel too far to reach their present source of supply? This is a classic route to market for shops, hairdressers and other retail-based businesses, including those that can benefit from online fulfilment.

				[image: check.png] Size: If you made things a different size, would that appeal to a new market? Anita Roddick of The Body Shop found that she could only buy the beauty products she wanted in huge quantities. By breaking down the quantities and sizes of those products and selling them, she unleashed a huge new demand.

				[image: check.png] Timing: Are customers happy with current opening hours? If you opened later, earlier or longer, would you tap into a new market?

				Revamping an old idea

				A good starting point is to look for products or services that used to work really well, but have stopped selling. Ask yourself why they seem to have died out and then try to establish whether, and how, that problem can be overcome. Or you can search overseas or in other markets for products and services that have worked well for years in their home markets but have so far failed to penetrate into your area.

				Sometimes with little more than a slight adjustment you can give an old idea a whole new lease of life. For example, the Monopoly game, with its emphasis on the universal appeal of London street names, has been launched in France with Parisian rues and in Cornwall using towns rather than streets.

				Using the Internet

				Many of the first generation of Internet start-ups had nothing unique about their offer, the mere fact that the business was ‘on the net’ was thought to be enough. Hardly surprisingly, most of them went belly-up in no time at all.

				[image: tip.eps] All the basic rules of business apply to Internet businesses. You need a competitive edge – something better and different about your product or service that makes you stand out from the crowd.

				However, you also need something about the way you use the Internet to add extra value over and above the traditional ways in which your product or service is sold. Online employment agencies, for example, can add value to their websites by offering clients and applicants useful information such as interview tips, prevailing wage rates and employment law updates.

				But using the Internet to take an old idea and turn it into a new and more cost-efficient business can be a winner. Check out the example in the nearby ‘Winning on the net’ sidebar. Chapter 15 is devoted exclusively to the subject of making a success of getting online and making money.

				Solving customer problems

				Sometimes existing suppliers just aren’t meeting customers’ needs. Big firms very often don’t have the time to pay attention to all their customers properly because doing so just isn’t economic. Recognising that enough people exist with needs and expectations that aren’t being met can constitute an opportunity for a new small firm to start up.

[image: truestory.eps]

				Winning on the net

				Harold had worked in a car salvage business for five years when he decided he wanted to be his own boss. The salvage business consists largely of broken-down cars, rusty puddles of water and lots of used notes changing hands – an unlikely e-business environment.

				His employer had two sites situated strategically at motorway junctions to cover as much of the country as possible. When recovered from an accident, the insurance company assesses the vehicle – those that are beyond repair are sold for scrap after the spare parts have been salvaged. Harold’s employer, or one of his competitors, sold the rest at auction. Historically, all vehicles were held and sold at the company’s premises, which effectively acts as a car showroom. Prospective purchasers visited, viewed and bought vehicles in the traditional way, much like a second-hand car dealership. This meant that traders who were located in prime positions had access to both the best buys and the best customers. Some customers from out of the area visited occasionally, but not often because it was too time consuming to take a day out browsing on the off chance of finding a good deal.

				But for Harold, having a prime site was too expensive a proposition. He’d read about e-business and felt that it offered the possibilities of opening up the market to entice more buyers into an auction. Also, if the auctions were conducted online, Harold could use a less expensive site to store the vehicles, because access was less important to buyers, who could have their purchases delivered to them.

				Harold bought an off-the-shelf software package that enabled him to come up with a no-mess, no-fuss website. He had all the features of an online auction up and working within six weeks and ran a promotional campaign including advertising in local and trade publications. He emailed his network of business contacts to start spreading the news by word of mouth.

				Over 100 serious buyers attend Harold’s online auctions, which compares with a comparable physical auction that is lucky to attract 50. Having a wider and larger audience ensures better prices too.

				Harold started small with just a dozen cars for sale, but quickly built up his stock. He was able to do this because all his vehicles were sold and paid for in a matter of days. His previous employer took up to three months to get his money back after buying in stock.



				Start by recalling the occasions when you’ve had reason to complain about a product or service. You can extend that by canvassing the experiences of friends, relatives and colleagues. If you spot a recurring complaint, that may be a valuable clue about a problem just waiting to be solved.

				Next you can go back over the times when firms you’ve tried to deal with have put restrictions or barriers in the way of your purchase. If those restrictions seem easy to overcome, and others share your experience, then you may well be on the trail of a new business idea.

[image: truestory.eps]

				Giving readers what they like

				For Tim Waterstone, the basic concept of his bookshop chain, Waterstone’s, came from wandering around Manhattan bookshops on his frequent trips to the US. They were brilliant places: lively and consumer led with huge stocks, accessible staff and long opening hours. He felt that book buyers in Britain were frustrated at not being able to browse outside normal working hours, because bookshops in the UK stuck pretty much to regular shop opening times. Also, shop assistants who knew about merchandising but little or nothing about books staffed the shops. This meant that unless a customer knew exactly what book she was looking for, she was unlikely to get much help to find it.

				Although Waterstone felt he was on to a winning idea, at the time he did nothing about it because he had a job. But after he was made redundant, a trip to the dole office acted as a catalyst. It was the most horrific experience of his life. Not waiting for his turn, he rushed out and sat in his car. Instead of trying to get a new job, he formulated the Waterstone’s concept. High-street banks turned him down. He then went to a finance house and struck lucky. He pledged his house and committed £6,000 savings and £10,000 borrowed from his father-in-law, and raised the rest through the government’s Small Firms Loan Guarantee Scheme (SFLG). Three months later, the first Waterstone’s opened.

				Based on a simple store plan that an art student sketched out for £25, Waterstone filled the shop with the type of books that appeal to book lovers, not bestseller buyers. Late hours, Sunday trading (where possible) and bonus schemes for his highly literate staff led to dazzling sales. Within eight years, Waterstone’s had some 40 shops employing 500 people, with a turnover of £35 million plus. Tim Waterstone sold the business to stationery chain WH Smith for nearly £60 million and was invited to stay on and run it less than a decade after his dole queue experience. Now part of HMV Group, Waterstone’s currently trades from more than 300 stores and its flagship branch on Piccadilly in London is the biggest bookshop in Europe.



				Creating inventions and innovations

				Inventions and innovations are all too often almost the opposite of either identifying a gap in the market or solving an unsolved problem. Inventors usually start by looking through the other end of the telescope. They find an interesting problem and solve it. There may or may not be a great need for whatever it is they invent.

				The Post-it note is a good example of inventors going out on a limb to satisfy themselves rather than to meet a particular need or even solve a burning problem. The story goes that scientists at 3M, a giant American company, came across an adhesive that failed most of their tests. It had poor adhesion qualities because it could be separated from anything it was stuck to. No obvious market existed, but they persevered and pushed the product on their marketing department, saying that the new product had unique properties in that it stuck ‘permanently, but temporarily’. The rest, as they say, is history.

				Never go down the lonely inventor’s route without getting all the help and advice you can get. Chapter 7 gives you details of organisations that can smooth your path from the bench to the market. You should also make sure that someone else hasn’t already grabbed your innovation, and that you can put a legal fence around it to keep rustlers out. I deal with copyrights, patents and the like in Chapter 5.

				Marketing other people’s ideas

				You may not have a business idea of your own, but nevertheless feel strongly that you want to work for yourself. This approach isn’t unusual. Sometimes an event such as redundancy, early retirement or a financial windfall prompts you to searching for a business idea.

				Business ideas very often come from the knowledge and experience gained in previous jobs, but take time to come into focus. Usually, you need a good flow of ideas before one arrives that appeals to you and appears viable.

				[image: tip.eps] You can trawl for ideas and opportunities in any number of ways:

				[image: check.png] Browse websites. The Internet is a great source of business ideas. Try Entrepreneurs.com (www.entrepreneur.com/bizoppzone), which lists hundreds of ideas for new businesses, together with information on start-up costs and suggestions for further research. It also has a series of checklists to help you evaluate a business opportunity to see whether it’s right for you. Home Working (www.homeworkinguk.com) lists dozens of current business ideas exclusively aimed at the British market.

				[image: check.png] Read business magazines. Periodicals such as Start Your Business magazine (www.sybmagazine.com) present the bones of a number of ideas each month.

				[image: check.png] Scan papers and periodicals. Almost all papers and many general magazines too have sections on opportunities and ideas for small businesses.

				[image: warning_bomb.eps] When answering advertisements for other people’s business ideas, do take precautions to ensure that you aren’t about to become a victim of a fraudulent venture. The Advertising Standards Authority (ASA) warns that not all ‘get rich quick’ offers are genuine. These advertisements can lure even quite sophisticated people into bogus schemes. The ASA believes that ‘fooling all of the people all of the time’ is entirely possible when the product or service is interesting or persuasive enough. Recent complaints include a mailshot saying: ‘No more telephone bills for you – ever.’ For £7.50, GP Services of Huntingdon offered to disclose details of a technique that had been ‘tried, tested and proven’, required no equipment or capital and was ‘currently being used throughout the UK’. The method was just to contact British Telecom’s customer services department and ask to be disconnected. Upholding complaints against the firm, the authority ruled that it ‘exploited consumers’ credulity’.

				The ASA (www.asa.org.uk) publishes a quarterly list of complaints that it’s considered or is investigating. Also check out websites such as www.scambusters.org, www.scam.com and www.fraudguides.com, which track the latest wheezes doing the rounds both on- and offline.

				Being better or different

				To have any realistic hope of success, every business opportunity must pass one crucial test: the idea or the way the business is to operate must be either different from or better than any other business in the same line of work. In other words you need a unique selling proposition (USP), or its Internet equivalent, a killer application.

				The thinking behind these two propositions is that your business should have a near unbeatable competitive advantage if your product or service offers something highly desirable that others in the field can’t easily copy: something that only you can offer. Dyson’s initial USP was the bagless cleaner, and Amazon’s was ‘one-click’ shopping, a system for retaining customer details that made buying online a less painful experience.

				[image: warning_bomb.eps] Inventors need to be persistent. James Dyson took five years and 5,127 prototypes to produce the world’s first bagless vacuum cleaner. The result was so successful that, despite patent protection, Hoover tried to imitate the product. Dyson then had an 18-month legal battle on his hands before he finally won a victory against Hoover for patent infringement.

				The trick with USPs and killer applications doesn’t just lie with developing the idea in the first place, but making it difficult for others to copy it. (Chapter 5 suggests ways to protect your USP.)

				If neither you nor the product or service you’re offering stands out in some way, then why on earth would anyone want to buy from you? But don’t run off with the idea that only new inventions have any hope of success. Often just doing what you say you’ll do, when you say you’ll do it, is enough to make you stand out from the crowd.

				That was all Tom Farmer did when he founded Kwik-Fit. He put his finger on the main criticisms people had of garages. The experience of getting an exhaust fitted or tyres changed was made seriously unpleasant simply because you couldn’t rely on the garage’s cost estimate or be sure when your car would be ready. The message always was, ring us at 4 p.m. and we’ll let you know.

				Farmer’s big idea was simply to make promises he could keep, to meet deadlines and to keep to estimated costs. And wow, that was enough to build a business that the Ford Motor Company thought was worth the billion pounds it paid for it. I point out ways to test the feasibility of your business idea in Chapter 4.

				Banning Bad Reasons to Start a Business

				You may have any number of good reasons to start a business, just make sure you’re not starting a business for the wrong reasons – some of which I explore in the following sections.

				Steering clear of bad assumptions

				You need to be sure that your business idea isn’t a lemon. You can’t be sure that you have a winning idea on your hands, but you can take some steps to make sure you avoid obvious losers. Much as you want to start a business, it won’t help you if you get in over your head because you start from a bad premise, such as those in the following list:

				[image: check.png] The market needs educating. You may think you have a situation in which the market doesn’t yet realise it can’t live without your product or service. Many early Internet businesses fitted this description and look what happened to them. If you think customers have to be educated before they purchase your product, walk away from the idea and leave it to people with deep pockets and a long time horizon; they’ll need them.

				[image: check.png] We’re first to market. Gaining ‘first-mover advantage’ is a concept used to justify a headlong rush into a new business, but as I explain in Chapter 1, the idea is probably incorrect. 

				[image: check.png] If we can get just 1 per cent of the market we’re on to a winner. No markets exist with a vacant percentage or two just waiting to be filled. Entering almost any market involves displacing someone else, even if your product is new. Po Na Na, a chain of late-night souk bars, failed despite being new and apparently without competitors. If the company had captured just 1 per cent of the dining market instead of 100 per cent of the souk-eating student market, it may have survived. But the dining market had Italian, Indian, Greek and French competitors already in place. This, when combined with the vastly improved range of ready-to-eat meals from the supermarket, means that companies fight bitterly over every hundredth of a per cent of this market.

				Every business begins with an idea, but it doesn’t necessarily have to be your own idea. It has to be a viable idea, which means that the market has to contain customers who want to buy from you. And enough of them have to exist to make you the kind of living you want. It may be an idea that you’ve nursed and investigated for years, or it may be someone else’s great idea that’s just too big for her to exploit on her own. A franchised business is one example of a business idea that has room for more than one would-be business starter to get involved with. Franchises can be run at many levels, ranging from simply taking up a local franchise, through to running a small chain of two to five such franchises covering neighbouring areas.

				Avoiding obvious mistakes

				Your enthusiasm for starting a business is a valuable asset as long as you don’t let it blind you to some practical realities. The following list contains some reasoning to resist.

				[image: check.png] Starting in a business sector of which you have little or no previous knowledge or experience. The grass always looks greener, making business opportunities in distant lands or in technologies with which you have only a passing acquaintance seem disproportionately attractive. Taking this route leads to disaster. Success in business depends on superior market knowledge from the outset and sustaining that knowledge in the face of relentless competition.

				[image: check.png] Putting in more money than you can afford to lose, especially if you have to pay up front. You need time to learn how business works. If you’ve spent all your capital and exhausted your capacity for credit on the first spin of the wheel, then you’re more a gambler than an entrepreneur. The true entrepreneur takes only a calculated risk. Freddie Laker, who started the first low-cost no-frills airline, bet everything he could raise on buying more planes than he could afford. To compound the risk he bet against the exchange rate between the pound and the dollar, and lost. Learn from Mr Laker’s mistake.

				[image: check.png] Pitting yourself against established businesses before you’re strong enough to resist them. Laker also broke the third taboo: he took on the big boys on their own ground. He upset the British and American national carriers on their most lucrative routes. There was no way that big, entrenched businesses with deep pockets would yield territory to a newcomer without a fight to the death. That’s not to say that Laker’s business model was wrong. After all, Ryanair and easyJet have proved that it can work. But those businesses tackled the short-haul market to and from new airfields and, in the case of easyJet, at least started out with tens of millions of pounds of family money that came from a lifetime in the transportation business.

				Recognising that the Economy Matters

				The state of the economy in general has an effect both on the propensity of people to start a business and on their chances of survival. Although business cycles have no doubt been in existence for centuries, a serious study of the subject is barely 150 years old. Joseph Schumpeter, the American economist who more or less invented the subject of economics, defines the cycle itself as ‘the economic ebb and flow that defines capitalism.’ ‘Cycles,’ he wrote, ‘are not, like tonsils, separable things that might be treated by themselves, but are, like the beat of the heart, of the essence of the organism that displays them.’ In a later work he went on to claim that business enterprises operate in ‘the perennial gale of creative destruction’. This creative destruction – the term for which Schumpeter is perhaps best remembered – is the by-product of the continuous stream of innovation; the more radical the innovation – steam, electricity, the Internet – the more violent the cycle.

				Spotting cycles

				Seeing a business cycle on the horizon would be a doddle if there weren’t so many of them and they weren’t all so different! At least four competing, overlapping and even contradictory theories exist about the shape and form of business cycles, including:

				[image: check.png] The Juglar Cycle, named after Clement Juglar, a French economist who studied interest rate and price changes in the 1860s and observed boom and bust waves of 9 to 11 years going through four phases in each cycle:

				 • Prosperity: Where investors rushed into new and exciting ventures

				 • Crisis: When business failures started to rise

				 • Liquidation: When investors pull out of markets

				 • Recession: When the consequences of these failures begin to be felt in the wider economy in terms of job losses and reduced consumption

				[image: check.png] The Kitchen Cycle, also known as the inventory cycle, named after Joseph Kitchin who discovered a 40-month cycle resulting from a study of US and UK statistics from 1890 to 1922. When demand appears to be stronger than it really is, companies build and carry too much inventory, leading people to overestimate likely future growth. When that higher growth fails to materialise, inventories are reduced, often sharply, so inflicting a ‘boom, bust’ pressure on the economy.

				[image: check.png] Kondratieff’s theory was that the advent of capitalism had created long wave economic cycles lasting around 50 years. His theories received a boost when the Great Depression (1929–1933) hit world economies. The idea of a long wave is supported by evidence that major enabling technologies from the first printing press to the Internet take 50 years to yield full value, before themselves being overtaken.

				[image: check.png] Kuznet’s Cycle, proposed by Simon Kuznet, is based around the proposition that it takes 15 to 25 years to acquire land, get the necessary permissions, build property and sell. Also known as the Building Cycle, this theory has credibility because so much of economic life is influenced by property and the related purchases of furniture and associated professional charges, for example for lawyers, architects and surveyors.

				[image: technicalstuff.eps] Since 1900 27 bull markets have existed in the UK, roughly corresponding to the upswing of an economic cycle, when brands can rise sharply with the incoming economic tide. For every bull market a corresponding bear market exists, when overoptimistic firms get mauled because the bottom drops out of stock markets. 

				Preparing for the ups and downs

				Clearly, it would be helpful if business starter could have warning in advance about the likelihood of a downturn. In much the same way as a shipping forecast helps sailors trim their boats before a storm, some advance warning would let businesses do the same. Sailors don’t need to have a detailed knowledge of what causes tides, currents and winds, just an indication of when a change is likely to occur and how serious and prolonged the event will be. Information on the timing, strength, shape and path of the downturn stage of an economic cycle would help managers.

				People generally understand and recognise the broad shape of the effect of the economic cycle on output, in other words total demand for goods and services. (See Figure 2-1). But a few caveats to this pattern exist. A Double dip can occur with two downturns before recovery gets properly underway) and occasionally long periods of flat lining can occur, where the economy virtually stands still, neither growing or contracting.

				Unfortunately, no one has yet come up with a reliable way of anticipating the turning points in cycles. Only two economists, Friedrich von Hayek and Ludwig von Mises, forecasted the stock market crash of 1929. The Harvard Economics Society concluded in November after the 1929 crash that ‘a depression seems improbable; we expect a recovery of business next spring with further improvements in the fall’. In fact, the Society was to dissolve itself before the depression was halfway through its life. All economic cycles are easy to predict, apart from the one you’re in, is the helpful guidance on offer from most academic economists. 

				Maynard Keynes, the famous British economist, described the cause of the violent and unpredictable nature of the business cycle as ‘animal spirits’, or people’s tendency to let emotions, particularly swings from excessive optimism to excessive pessimism, influence their economic actions. In short, the business cycle is all down to how millions of people feel!

				Two schools of thought exist on whether starting a business is more difficult when the economy is contracting, corresponding to whether you subscribe to the belief that a glass is half full or half empty. On the one hand fewer competitors are in the market, because many have failed. But on the other hand those remaining are both seasoned warriors and more desperate to keep what small amount of business exists to themselves.

				In real life most people start a business when they want to and not at a favourable stage in the economic cycle. That, however, doesn’t mean that you can simply ignore the economy. In much the same way as a prudent sailor pays attention to the state of the tide, you need to see whether the general trend of the economy is working with or against you.

				[image: remember.eps] If you have a choice of when to start up, having the current working for you is usually better than having it against you, so choose to open your business during an economic upswing, if possible.

				
					Figure 2-1: Typical path of an economic cycle.

				

				[image: 9780470978108-fg0201.eps]

				Preparing to Recognise Success

				To be truly successful in running your own business you have to both make money and have fun. That’s your pay-off for the long hours, the pressure of meeting tough deadlines and the constant stream of problems that accompany most start-up ventures.

				One measure of success for any business is just staying in business. That’s not as trite a goal as it sounds, nor is it easily achieved, as you can see by looking at the number of businesses that fail each year.

				However, survival isn’t enough. Cash flow, which I talk about in Chapter 8, is the key to survival, but becoming profitable and making worthwhile use of the assets you employ determine whether staying in business is really worth all your hard work.

				Measuring business success

				No one in their right mind sets out to run an unsuccessful business, although that’s exactly what millions of business founders end up doing. Answering the following questions can act as a check on your progress and keep you on track to success.

				[image: check.png] Are you meeting your goals and objectives? In Chapter 6 I talk about setting down business goals. Achieving those goals and objectives is both motivational and, ultimately, the reason you’re in business.

				[image: check.png] Are you making enough money? This sounds like a daft question, but it may well be the most important one you ask. The answer comes out of your reply to two subsidiary questions:

				 • Can you do better by investing your time and money elsewhere? If the answer to this question is yes, then go back to the drawing board with your business idea.

				 • Can you make enough money to invest in growing your business? The answer to this question only becomes clear when you work out your profit margins, which I cover in Chapter 13. But the fact that many businesses don’t make enough money to reinvest in themselves is pretty evident when you see scruffy, run-down premises, worn-out equipment and the like.

				[image: check.png] Can you work to your values? Anita Roddick’s Body Shop had a clearly articulated set of values that she and every employee bought into. Every aspect of the business from product and market development down to the recruitment process promoted this value system – if you weren’t green you didn’t join. Ms Roddick’s philosophy may have been a little higher than you feel like going, but values can help guide you and your team when the going gets tough.

				Exploring the myth and reality of business survival rates

				Misinformation continually circulates about the number of failing businesses. The most persistent and wrong statistic is that 70 per cent (some even quote 90 per cent) of all new businesses fail. The failure rate is high, but not that high, and in any case the term failure itself, if people use the word to mean a business closing down, has a number of subtly different nuances.

				Millions of small businesses start up, but many of these survive for only a relatively short time. Over half of all independently owned ventures cease trading within five years of starting up. However, if you can make it for five years, the chances of your business surviving increase dramatically from earlier years.

				The Office of the Official Receiver lists the following causes for business failures:

				[image: check.png] Bad debts: Unfortunately, having great products and services and customers keen to buy them is only half the problem. The other half is making sure that those customers pay up on time. One or two late or non-payers can kill off a start-up venture. In Chapter 13 you can find strategies to make sure that you get paid and aren’t left in the lurch.

				[image: check.png] Competition: Without a sound strategy for winning and retaining customers, your business is at the mercy of the competition. In Chapter 10 you can discover how to win the battle for the customer.

				[image: check.png] Excessive remuneration to the owners: Some business owners mistake the cash coming into the business for profit and take that money out as drawings. They forget that they have to allow for periodic bills for tax, value added tax (VAT), insurance and replacement equipment before they can calculate the true profit, and hence what they can safely draw out of the business. In Chapter 13 you can discover how to tell profit from cash and how to allow for future bills.

				[image: check.png] Insufficient turnover: This can happen if the fixed costs of your business are too high for the level of sales turnover achieved. Chapter 13 shows how to calculate your break-even point and so keep sales levels sufficient to remain profitable.

				[image: check.png] Lack of proper accounting: Often business founders are too busy in the start-up phase to keep track of the figures. They often pile up invoices and bills to await a convenient moment when they can enter these in the accounts. But without timely financial information you may miss key signals or make wrong decisions. In Chapter 13 you can read about how to keep on top of the numbers.

				[image: check.png] Not enough capital: You, along with most business start-ups, may hope to get going on a shoestring. But you need to be realistic about how much cash you need to get underway and stay in business until sales volumes build up. In Chapter 8 you can see how to plan your cash flow so that you can survive.

				[image: check.png] Poor management and supervision: You may well know how your business works, but sharing that knowledge and expertise with those you employ isn’t always that easy. In Chapter 11 you see how to manage, control and get the best employees to give of their best.
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Table 16-1 The Fixed Budget in £7000s

Month Year to Date
Budget Actual Variance  Budget Actual Variance

Sales 805 753 (52) 6,358 1,314 965
Materials 627 (78%) 567 60 4,942 5,704 (762)
Less cost of 178 (22%) 186 8 1,416 1,610 194
materials

Direct costs 74 79 (5) 595 689 (94)
Gross profit 104 107 3 820 921 101

Percentage 12.92 14.21 1.29 12.90 12.60 (0.30)
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Raw materials opening stock
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Less Raw materials closing stock
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Direct labour cost

Manufacturing overhead cost
Indirect labour
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Table 5-2 (continued)

Type of Entity Main Advantages Main Drawbacks
Limited Owners have limited personal More expensive to create
company liability for business debts. and run than partnership or

sole proprietorship.

Some benefits (such as pen-
sions) can be deducted as a
business expense.

Owners must meet legal
requirements for stock reg-
istration, account filing and
paperwork.

Owners can share outthe
profit and could end up paying
less overall.

Access to full range of out-
side capital.

Business can live on after
founder’s death.

Potential for value creation.

Separate taxable entity.

Co-operative

Owners have limited personal
liability for business debts.

More expensive to create
than a sole proprietorship.

Owners’ share of corporate
profit or loss reported on per-
sonal tax returns.

Owners must meet legal
requirements for account
filing, registration and
paperwork.

Owners can use corporate
loss to offsetincome from
other sources.

Restricted access to outside
capital.

Limited potential for value
creation.
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Table 10-1

Listing Features and Benefits

Feature

Benefit

Proof

We use a unique hard-
ening process for our
machine

Our tools last longer and
that saves you money.

We have a patent on the
process; independent
tests carried out by the
Cambridge Institute of
Technology show our
product lasts longest.

Our shops stay open
later than others in the
area.

You get more choice
when to shop.

Come and see.

Our computer system is
fault tolerant using par-
allel processing.

You have no downtime
for either defects or
system expansion.

Our written specifica-
tion guarantees this —
come and talk to satis-
fied customers operat-
ing in your field.
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Table 3-3 Scoring Alternatives

Secretarial Back-up Authors’
Agency Typing Manuscripts
Weighting  Points  Score  Points  Score  Points  Score
Factor

Criteria
Minimal 5 x 1 5 5 25 4 20
capital
Flexible 5 x 1 5 3 15 5 25
hours
No new 4 x 2 8 5 20 5 20
skills
Work 3x 4 12 1 3 3 9
satisfac-
tion
Minimal 2x 0 0 4 8 5 10
paper-
work
Meeting 1x 4 4 3 3 4 4
people
Total 34 74 88

score
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Table 3-2 Weighing Up the Factors

Criteria Weighting Factor

Minimal capital required

Possibility to work hours that suit lifestyle

No need to learn new skills

Minimal paperwork

Work satisfaction

—_ N W1

Opportunity to meet interesting people
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Payments Analysis

Date Name Details Amount £ | Stocks Vehicles Telephone | Other
4 June Gibbs Stock purchase 310 310

8 June Gibbs Stock purchase 130 130

12 June |[ABC Telecoms |Telephone charges [55.23 55.23

18 June |Colt Rentals Vehicle hire 87.26 87.26

22 June |VV Mobiles Mobile phone 53.24 53.24

27 June |Gibbs Stock purchase 36.28 36.28

Totals 672.01 476.28 87.26 108.47
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Table 2-1 Businesses Operating by Sector, 2010

Sector Total

Real estate, renting and business activities 1,206,505
Construction 1,009,725
Wholesale and retail trade; repairs 583,280
Other community, social and personal service activities 502,630
Manufacturing 324,330
Transport, storage and communication 294,800
Health and social work 265,585
Agriculture, hunting and forestry; fishing 174,315
Education 168,305
Hotels and restaurants 164,105
Financial intermediation 74,160
Mining and quarrying; electricity, gas and water supply 15,545

All industries

4,783,285
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Table 5-1 Popular Business Structures (%)

2008 2009
Limited companies 56.6 58.2
Sole proprietorships 25.4 24.4

Partnerships 14.1 135
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Safari Europe

Profit and Loss Account for
the year to 31 March 201X

Income

Tours sold

Insurance & other services
Non-operating revenue
Total income

Less Cost of goods sold
Tours bought

Insurance & other services
Total cost of goods sold

Gross profit

Expenditure

Rent & rates

Heat, light & power
Telephone system lease
Computer leasing
Marketing & promotion
Postage & stationery
Telephone

Insurance & legal

Wages (not owner's)
Consultancy services
Membership & subscription
Travel & subsistence
Training & staff development
Depreciation of fixtures
Total expenditure

Year 1

1,402,500
13,571

0
1,416,071

1,251,052
4,07
1,255,123

160,948

18,000
3,500
2,000
5,000
12,500
3,250
3,575
3,500
36,000
25,000
1,500
4,250
6,000
5,500
129,575
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Operating profit percentage = Profit x 100
P 9p P ge= Sales — (Cost of sales + Cost of operations)
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NET ASSETS EMPLOYED

Fixed assets

Premises 150,000
Car 7,000
Furniture 1500
Jewellery and paintings 350
Book value 158,850
Current assets

Money owed by sister 135
Cash 50
Total current assets 185

Less Current liabilities

Overdraft 100
Credit cards 50
Total current liabilities 150

Net current assets 35
Total assets 158,885
Less: Creditors, amounts

falling due in over 1year 45,500
Net total assets 113,385

FINANCED BY

My capital 113,385
Total owners’ funds 113,385
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7
Sales 100,000

Cost of goods sold 65,000
Gross profit 35,000
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International
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Local N
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Table 5-2 Pros and Cons of Various Organisational Structures
Type of Entity Main Advantages Main Drawbacks
Sole Simple and inexpensive to Owner personally liable for

proprietorship

create and operate.

business debts.

Profit or loss reported on
owner's personal tax return.

No access to outside capital.

Life of business restricted to
life of owner.

Limited potential for value
creation.

General Simple and inexpensive to Partners personally liable for
partnership create and operate. business debts.
Partners’ share of profit or The business is dissolved
loss reported on personal tax when a partner dies.
returns.
Potential for some value Only partners can raise out-
creation. side capital.
Limited Non-managing partners have General partners are person-
partnership limited personal liability for ally liable for business debts.

business debts.

General partners can raise
cash without involving outside
investors in the management
of the business.

More expensive to create
than a general partnership.

Wider access to outside capi-
tal than for a sole proprietor.

Life of business restricted to
life of first partner to die.

Potential for some value
creation.
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Table 10-2

Measuring Advertising Effect

Media Enquiries  Cost of Cost No. of Advertising
Used Advertising  per Customers  Cost per
Enquiry Customer

£ £ £

Sunday 75 340 4.50 10 34

paper

Daily 55 234 4.25 17 14

paper

Posters 30 125 4.20 10 12

Local 10 40 4.00 4 10

weekly

paper

Personal 20 N/A N/A 19 N/A

recom-

mendation
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By answering the questions below you will get some idea of how well your business plan is progressing.
Score 1, 2, or 3 following the key below for each of the questions. Mark the options closest to your instincts,
and be honest. Then add up your scores and refer to the results at the end of the questionnaire to see how
you scored and to check the potential of your plan.
Whatever your score, remember that this type of self-assessment test is broad brush. Itis designed only to
give an indication of whether you have the basic attitude, instincts, and capabilities to make a success of
launching a home-based business.
If your score is low, the chances are that you do not. If it is high, the opposite is true.
1 = Made a start 2 = Some data only 3 = Comprehensive

Title page 01 O2 O3

Name of business contact details, date of business plan, contents
Executive summary 01 O2 O3

Your details; summary of key strategies; why you are better or different; summary of profit
projections; summary of financial needs

The business and its management O01 02 O3

You and your team’s relevant experience; business goals and objectives; legal structure
of the business

The marketing strategy 01 O2 O3

Market segment analysis; pricing strategy; promotion plans; product mix and range; e-commerce
strategy; location; selling strategy

Management and staffing 01 O2 O3

Staff numbers; roles and responsibilities; recruitment needs
Operations 01 O2 O3

What facilities and equipment are needed; what services will be brought in?
Legal issues 01 O2 O3

What intellectual protection do you have as a barrier to entry; what other legal issues affect
your business?

Financial forecasts 01 O2 O3

Summary of financial projections; monthly cash flows; profit and loss accounts; balance sheets;
break-even analysis

Financing requirements 01 O2 O3

How much money do you need; what is it needed for; how much money can you provide; how
much do you need to raise from outside; what security is available?

Results:
9 points or less:
You still have a lot more information to gather or decisions to make. No serious plan can be drawn up at this
stage.
Between 10 and 20 points:
You have made progress, but still have a few gaps to fill. Concentrate your efforts on completing your plan.
More than 20 points:
Your plan is now complete and ready for final editing.






OEBPS/images/diamonds.jpg





OEBPS/images/turnover.jpg





OEBPS/images/9780470978108-pp0301_fmt.jpeg
‘Good heavens - this tax investigation must
be veally sevious - You've the thivd tax
imspector to visit my little taxidevmist
business this month.’
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Safari Europe

Profit and Loss Account for year to 31 March 201X
Income

Tours sold 1,402,500
Insurance & other services 13,571
Non-operating revenue 0

Total income 1,416,071

Less Cost of goods sold

Tours bought 1,251,052
Insurance & other services 4,071
Total cost of goods sold 1,255,123

Gross profit 160,948
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Safari Europe

Profit and Loss Account for the year to 31 March 201X

Income

Tours sold

Insurance & other services
Non-operating revenue
Total income

Less Cost of goods sold
Tours bought

Insurance & other services
Total cost of goods sold

Gross profit

Expenditure

Rent & rates

Heat, light & power
Telephone system lease
Computer leasing
Marketing & promotion
Postage & stationery
Telephone

Insurance & legal

Wages (not owner's)
Consultancy services
Membership & subscription
Travel & subsistence
Training & staff development
Depreciation of fixtures
Total expenditure
Operating profit

Less interest charges

Net profit before tax
Tax
Net profit after tax

1,402,500
13,571

0
1,416,071

1,251,052
4,07
1,255,123

160,948

18,000
3,500
2,000
5,000
12,500
3,250
3,575
3,500
36,000
25,000
1,500
4,250
6,000
5,500
129,575
31,373
5,000

26,373
5,538
20,835
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Ease of Implementation

Slow and

Easy and

Difficult

Quick

Potential Cost Saving

Low High
Catch Ups Priority 2
Action Cost Saving Action Cost Saving
1. Buy better £10,000 p.a. 1. Renegotiate supplies £350,000 p.a.
2. 2.
3. 3.
Total cost savings Total cost savings
Quick Wins Priority 1
Action Cost Saving Action Cost Saving
1. Reduce shrinkage £2,000 p.a. 1. Strip out waste £200,000 p.a.

2.
3.
Total cost savings

2.
3.
Total cost savings
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Profit and Loss Account for year to 31 March 201X

£

Income 1,416,071
Less expenses 1,389,698
Profit 26,373
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Profit
Sales — (Cost of sales + Cost of operations + Taxes paid) X

Net profit percentage = 100
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10,000 + 4,000 14.000
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Table 4-1

Sample Size and Accuracy

Number in Sample Percentage Accuracy of 95% of Surveys

250 Accurate to a range of + to —6.2% of true figure
500 Accurate to a range of + to — 4.4% of true figure
750 Accurate to a range of + to — 3.6% of true figure
1,000 Accurate to a range of + to — 3.1% of true figure
2,000 Accurate to a range of + to — 2.2% of true figure
6,000 Accurate to a range of + to — 1.2% of true figure
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Break-even profit point (BEPP)

Therefore x-3

Fixed costs + Profit goal

Selling price — Unit variable cost

6,000

10,000 + 4,000
6,000

3+233=

10,000 + 4.000
x-3

2.33

5.33
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Table 3-1 Matching a Business Idea to Your Skills

Interest/Skills Business Ideas

Cars Car dealer; repair garage; home tuning service; valet and
cleaning/taxi

Cooking Restaurant; home catering service; providing produce for
home freezers

Gardening Supplying produce to flower or vegetable shops; running a

nursery; running a garden centre; landscape design; running
a gardening service

Using a computer

Typing authors’ manuscripts from home; typing back-up ser-
vice for busy local companies; running a secretarial agency;
web design; bookkeeping service; selling online
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Table8-1  Comparing Benefits of Lenders and Investors

Category Lenders Investors

Interest Paid on outstanding None, though dividends
loan sometimes paid if profits

warrant it

Capital Repaid at end of term Returned with substan-
or sooner if lender has tial growth through new
concerns shareholders

Security Either from assets or From belief in founders

personal guarantees

and their business vision
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Table 16-2 The Flexed Budget in £'000s

Month Year to Date

Budget Actual Variance  Budget  Actual Variance
Sales 753 753 - 1314 1,314 -
Materials 587 567 20 5,685 5,704 (19)
Materials 166 186 20 1,629 1,610 (19)
Direct 69 79 (10) 685 689 (4)
costs
Gross profit 97 107 10 944 921 (23)

Percentage  12.92 14.21 1.29 12.90 12.60 (0.30)
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: Profit
Gross profit percentage = Sales — Cost of sales x 100






