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Chapter One: - Nature of Entrepreneur and Entrepreneurship 

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Define the term entrepreneurship and entrepreneur; 

· Identify types and characteristics of entrepreneur/s/; 

· Recognize the role of entrepreneurship in the economy;

· Analyze the entrepreneurial competences; 

· Understand creativity and innovation.


1.1. History and Philosophy of Entrepreneurship

What is entrepreneurship? And who is an entrepreneur? These two questions are asked more frequently reflecting the increasing demand in the field of entrepreneurship. Offering a specific and unambiguous definition of the term entrepreneurship /entrepreneur presents a challenge. This is not because definitions are not available, but because there are so money. Here let us took in to the historical development of entrepreneurship so as to grasp the meaning of the word entrepreneurship.  During the ancient period the word entrepreneur was used to refer to a person managing large commercial projects through the resources provided to him.

In the 17th Century a person who has signed a contractual agreement with the government to provide stipulated products or to perform service was considered as entrepreneur. In this case the contract price is fixed so any resulting profit or loss reflects the effort of the entrepreneur. In the 18th Century the first theory of entrepreneur has been developed by Richard Cantillon. He said that an entrepreneur is a risk taker. If we consider the merchant, farmers and /or the professionals they all operate at risk. For example, the merchants buy products at a known price and sell it at unknown price and this shows that they are operating at risk. The other development during the 18th Century is the differentiation of the entrepreneurial role from capital providing role. The later role is the base for today’s venture capitalist.

In the late 19th and early 20th Century an entrepreneur was viewed from economic perspectives. The entrepreneur organizes and operates an enterprise for personal gain. In the middle of the 20th Century the notion of an entrepreneur as an inventor as established. “The function of the entrepreneur is to reform or revolutionize the pattern of production by exploiting an invention or more generally untried technological possibility for producing new commodities or producing an old one in a new way or opening a new outlet for products by reorganizing a new industry.”

The concept of innovation and newness are at the heart of the above definition. From the historical development it is possible to understand the fact that the perception of the word entrepreneur was evolved from managing commercial project to the application of innovation (creativity) in the business idea.

1.2. Definition of Entrepreneur, Enterprise and Entrepreneurship

There have been hundreds of definitions in dozens of books.  Some of them are given as follows: Entrepreneurs are action-oriented, highly motivated individuals who take risks to achieve goals.  Entrepreneurs are people who have the ability to see and evaluate business opportunities; the ability to gather the necessary resources to take advantage of them; and the ability to initiate appropriate action to ensure success.  

Entrepreneur:- is a person who introduces innovative changes. Entrepreneur is an integral part of economic growth and is a fundamental source of economic disequilibria (Schumpeter). 

According to Francis A. Walker observed that the true entrepreneur is one who always searches for change, responds to it, and exploits it as an opportunity.

Robert D. Hisrich said entrepreneur is the person who establishes a new business venture and is a visionary leader—a person who dreams great dreams.

Entrepreneur is person who has the ability to see and evaluate business opportunities, to gather the necessary resources to take advantage of them, and to initiate appropriate action to ensure success (Meredith, 1982).

Entrepreneur is someone who is specialized in taking judgmental decisions about the coordination of scarce resources (Casson).

Entrepreneur is a person who owns, organizes, manages and runs an enterprise assuming the risk of a business (NIESBUD, 1994).

· Therefore Entrepreneur is an individual who:

· Has the ability to identify and pursue a business opportunity

· Undertake a business venture

· Raises the capital to finance it 

· Gathers the necessary resources

· Sets goals for him/herself and others

· Assumes all or a major portion of the risk

The word ‘Entrepreneurship’ is very often confused with the word Entrepreneur’. They look alike but carry different meanings. Entrepreneurship is nothing but all those activities which are to be undertaken by an entrepreneur. The prevailing socio, political and economic activities act as a propelling force for the aspiring personalities to become entrepreneurs. Entrepreneurship development is the outcome of the entrepreneurs. In other words, the entrepreneurs give birth to entrepreneurship. This statement is partially true because certain activities of the entrepreneurs are due to the existing policies and program of the Central as well as the state governments and not only by the entrepreneurs themselves. Under such circumstances, it is not the entrepreneurs who give birth to entrepreneurship. Instead, it is the existing entrepreneurship development program that gives birth to entrepreneurs. The emergence of entrepreneurs and the level of entrepreneurship development are also the far reaching changes that are taking place in the social and political activities rather than changes taking place in the economic activities.
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Intrapreneurs :-are generally defined as a person endowed with corporate success as moving up the hierarchy. In broader terms intrapreneurs are people functioning with the preview of an entrepreneurial organization
. 

Intrapreneurs:- A person employed to work independently within a company in order to introduce innovation and to revitalize and diversify its business.

Intrapreneurship:- is the development, within a large corporation, of internal markets and relatively small autonomous or semiautonomous business units, producing products, services, or technologies that employ the firm’s resources in a unique way.  It is something new for the corporation and represents, in its fullest manifestation, a complete break with the past.  Intrapreneurship: - gives the managers of a corporation the freedom to take initiative and try new ideas.  

· Thus Entrepreneur refers a person, entrepreneurship indicates the process adopted by him and enterprise is the work place where in he adopts his entrepreneurial skilled.

Summary of entrepreneur, entrepreneurship and enterprise. 
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1.3.  Types of Entrepreneur 

Entrepreneurs are classified as under different heads as given below. This helps the potential entrepreneurs to choose his/her/ own style of entrepreneurship.

1.3.1. According to Types of Business 

i) Business Entrepreneur: - They may set up a big establishment or a small business unit. Trading entrepreneur is one who undertakes trading activities and is not concerned with the manufacturing work. He identifies potential markets, stimulates demand for his product line and creates a desire and interest among buyers to go in for his product. They engaged in both domestic and overseas trade in buying and selling product.

ii) Industrial Entrepreneur: - Industrial entrepreneur is essentially a manufacturer who identifies the potential needs of customers and tailors product or service to meet the marketing needs. He is a product oriented man who starts in an industrial unit because of the possibility of making some new product.

iii) Social Entrepreneur: - refers to “entrepreneurial activity with an embedded social purpose.” In other words, a social entrepreneur is one who comes up with innovative solutions to society’s most pressing needs, problems, and opportunities. They are striving for betterment of society by alleviating backward attitude. 

iv) Agro-preneur:- Agricultural entrepreneurs are those entrepreneurs who undertake on improved animal and crop farming.  They focuses on agricultural activities as raising and marketing of improved animals product, crops, fertilizers and other inputs of agriculture by using technology.

v) Techno-preneurs: - They continuously producing new technologies in different arenas and innovate new features on the existing technologies and integrating these technologies with business to make easy the life of human beings. 

1.3.2. According to Motivation

i) Pure Entrepreneur: - A pure entrepreneur is an individual who is motivated by psychological and economic rewards. He undertakes an entrepreneurial activity for his personal satisfaction in work, ego or status.

ii) Induced entrepreneur is one who is being induced to take up an entrepreneurial task due to the policy measures of the government that provides assistance, incentives, concessions and necessary overhead facilities to start a venture. Most of the entrepreneurs are induced entrepreneurs who enter business due to financial, technical and several other several other provided to them by the state agencies to promote entrepreneurship.

iii) Artisan entrepreneur: - A person with primarily technical skills and little business knowledge who starts a business. 

iv) Opportunistic Entrepreneur: - A person with both sophisticated business knowledge and technical skills that starts a business.

1.3.3. According to Stages of Development 

i) Innovating entrepreneurs: - innovative entrepreneurship is characterized by aggressive assemblage of information and the analysis of results derived from sound combination of factors. An innovating entrepreneur is the one who introduces new goods, inaugurates new methods of production, discovers new market and reorganizes the enterprise.

ii)  Adoptive or imitative entrepreneurs: - these are characterized by readiness to adopt successful innovations inaugurated by successful innovating entrepreneurs. They lap up innovations originated by innovating entrepreneurs. Imitative entrepreneurs do not innovate the changes themselves, they only imitate techniques and technology innovated by others. 

iii) Fabian entrepreneurs: - entrepreneurs of this type are very cautious and skeptical while practicing any change. They neither the will to introduce new changes nor the desire to adopt new methods innovated by the most enterprising entrepreneurs. They imitate only when it becomes perfectly clear that failure to do so would result in a loss of the relative position in the enterprise. Their dealings are determined or dominated more by customs, religion, tradition and past practices.

iv) Drone entrepreneurs:- is characterized by a refusal to adopt and use opportunities to make change in production formulae even at the cost of severely reduced return relative to other like producers. Such entrepreneurs may even suffer losses but they are not ready to make changes in their existing production methods. They struggle to exist, not to grow. Thus, they are laggards as they continue to operate in their traditional way and resist changes. They blindly follow traditional methods of production even when it causes losses to them.

1.4. Characteristics of Entrepreneurs 

 Entrepreneurs have some competences, which distinguish them from the general population and even from hired professional manager.  Some of the characteristics that can be easily perceived are the following:

i) Commitment and Determination: Entrepreneurs are highly committed in that they exert their utmost effort to make their venture a reality. They often immerse themselves completely in their businesses. It is often suggested that many entrepreneurs are workaholics. Most entrepreneurs have a strong appetite for hard work.

ii) Self Confidence:-Entrepreneurs must have belief in themselves and the ability to achieve their goals.

iii) Derive to achieve: Entrepreneurs are internally driven by a strong desire to compete, to excel against self-imposed standards. Besides, they have the desire to achieve something that they can be proud of.  Individuals with a low need for achievement are those who seem to be contented with their present status.  On the other hand, individuals with the high need for achievement like to compete with some standard of excellence and prefer to be personally responsible to their own assigned tasks.

iv) Creativity and Innovation: The ability to create new ideas, new concepts, and new ways of viewing problems is at the heart of successful entrepreneurs.  The ability to see an opportunity instead of a problem and a solution instead of a dilemma is a fundamental skill associated with many entrepreneurs.

v) Tolerance for Failure:  Entrepreneurs do not get disappointed, distressed or discouraged by failures. Rather, they use failure as a learning experience. Entrepreneurs learn more from their failures than their successes. They use their willpower to conquer the barriers that stand in their way. Japanese proverb, “Fall seven times; stand up eight.”

vi) High Degree of Endurance: - Success of an entrepreneur demands the ability to work long hours for sustained period of time.

vii) Facilitating Character: - An entrepreneur must build a team, keep it motivated, and provide an environment for individual growth and career development. 

viii) Independence: Entrepreneurs want to be their own bosses. They don’t wish to be commanded by others. They don’t like to be ordered by others. They have a high need for autonomy.  

ix) Goal Setting
A Goal - is a general direction, or long-term aim that you want to accomplish. It is not specific enough to be measured. It is large in scope, not necessarily time-bound, and is something that people strive for by meeting certain objectives which will hopefully add up to eventually achieving the goal.

Objectives - are specific and measurable. They are concise and specific. Think of the word “object.” You can touch it, it’s there, it’s actual, and it’s finite.

An entrepreneur must have a goal and an objective which is specific, measurable, attainable relevant, and time bound (SMART).

· Specific: Great goals are well-defined and focused. The moment you focus on a goal, your goal becomes a magnet, pulling you and your resources toward it. The more focused your energies, the more power you generate.

· Measurable: A goal without a measurable outcome is like a sports competition without a scoreboard or scorekeeper. Numbers are an essential part of business. Put concrete numbers in your goals to know if you’re on track.

· Attainable: Far too often, entrepreneurs can set goals which are beyond their reach. Dream big and aim for the stars but keep one foot firmly based in reality.

· Relevant: Achievable business goals are based on the current conditions and realities of the business climate. For example, you may desire to have your best year in business or increase revenue by 50%, but if a national economic crisis is looming and three new competitors just opened in your market, then your goals are not relevant to the realities of the market.

· Time-Based: Business goals and objectives just don’t get done when there’s no time frame tied to the goal-setting process. Whether your business goal is to increase revenue by 20% or to find two new clients, it is important to choose a time-frame to accomplish your goal.

x) Persuasion and Networking
Persuasion is a way of convincing someone to get something or make a decision in your favor. It is inducing or taking a course of action or embracing a point of view by means of argument, reasoning, or entreaty; to convince; to succeed in causing a person to do or consent to something; to win someone over, as by reasoning or personal forcefulness; to cause to believe; to induce, urge, or prevail upon successfully.

Importance of Persuasion in Business

· We purchase goods from people

· We sell goods to people

· We need support from people

· We work with people.

Without people, be they are suppliers, workers, and most importantly customers, there is no business.

Networking is an extended group of people with similar interests or concerns who interact and remain in informal contact for mutual assistance or support. In a business environment where we are in, we network with customers, suppliers, competitors, various firms, different organizations, government offices and family, etc.

Factors that Affect Persuasion and Networking

· Socio-cultural background and perceptions

· Communication skills (both verbal and non-verbal).

· Negotiation skills

xi) Successful entrepreneurs persuade others.  They are good at convincing others. Convinces someone to buy a product, convinces someone to provide financing, and convinces someone to do something else that he would like that person to do.

xii) Information Seeking: Entrepreneurs take action on own to get information to help reach objectives or clarify problems. They does personal research, consult experts for business and technical advices and use their personal networks for the same.

xiii) Opportunity Oriented: Entrepreneurs start by finding a need and quickly satisfying it. Successful growth minded entrepreneurs focus on opportunities rather than on resources, structure, and strategy. They look for and take action on opportunities.

xiv) Initiative and Responsibility: entrepreneurs take action that goes beyond job requirement. They do things before being asked or forced by others/ events. They morally, legally and mentally accountable for their ventures.

xv) Goal Setter:- An entrepreneur must be able to set challenging but realistic goals.

xvi) Persistence Problem Solving: entrepreneurs are not intimidated by difficult situations. They attack problems/ obstacles that are impeding to business operations. They take repeated action to overcome obstacles. If tasks are extremely easy/ unsolvable ones, they don’t warrant their time.

xvii) Seeking Feedback: “How are we doing?”  The question is ever present in the entrepreneurs mind. Unlike other people, entrepreneurs have a strong desire to know how well they are doing and how they are going to improve.

vii) Internal Locus of Control: Successful entrepreneurs believe success and failure of their venture will be controlled and governed by their accomplishment and they believe that they can influence their outcomes and actions.

viii) Calculated Risk Taking: Entrepreneurs are calculated/moderate risk-takers. Risk taking is an inherent part of business ownership. Staying safe rarely pays of in the long run. Risks are not taken blindly, careful research and previous are taken into account. With this in concern, they carefully think about these four forms of risks: Financial risk, career risk, family risk, and psychic risk.

ix) Persevering: An entrepreneur always makes concerted efforts towards the successful completion of a goal. An entrepreneur perseveres and is undeterred by uncertainties, risks, obstacles, or difficulties which could challenge the achievement of the ultimate goal.
Activity 1.1:  Understanding perseverance
	Objective of activity: To enable students to internalize the concept of perseverance

	The story of Thomas Edison (please adapt to the context)

When he was young, Thomas Edison’s parents took him out of school after his teachers declared that he was “stupid” and “unteachable.” Edison spent his early years working and being fired from various jobs, culminating in his firing from a telegraph company at the age of 21. Despite these numerous setbacks, Edison was never discouraged from his true calling in life: inventing! Throughout his career, Edison obtained more than one thousand patents. And although several of these inventions such as the light bulb, stock printer, phonograph and alkaline battery -- were groundbreaking innovations, the vast majority of them could be fairly described as failures. Edison is now famous for saying that genius is “1% inspiration and 99% perspiration.”

One of Edison’s best examples of perseverance occurred after he was already a successful man. After inventing the light bulb, he began seeking an inexpensive light bulb filament. At the time, ore was mined in the Midwest of the United States, and shipping costs were very high. In order to minimize his costs with ore, Edison established his own ore-mining plant in Ogdensburg, New Jersey. For nearly ten years, he devoted his time and money to the enterprise. Edison also obtained 47 patents for innovations that helped make the plant run more smoothly. And even despite those inventions, Edison’s core project failed because of the low quality of ore on the East Coast.

However, despite that failing, one of those 47 inventions (a crushing machine) revolutionized the cement industry, and actually earned Edison back almost all of the money he had lost. Later, Henry Ford would credit Edison’s Ogdensburg project as the main inspiration for his Model T Ford assembly line. And in fact, many believe that Edison paved the way for modern-day industrial laboratories. Edison’s foray into ore-mining demonstrates that dedication can pay off even in a losing venture.

	Instructions: Read the story of Thomas Edison for the students 

	Reflection questions:

• What are the major challenges that Thomas Edison faced?

• What were his achievements?

• What are the causes for his success?

• What do we learn from the story of Thomas Edison?


Source: - (MoSHE-Module, 2019; PP-10). 

1.5. Role of Entrepreneurship in Economic Development 

Entrepreneurial development is the most important input in the economic development of any country. The objectives of industrial development, balanced regional growth, and generation of employment opportunities are achievable through entrepreneurial development. Entrepreneurs are at the core of industrial development which results in greater employment opportunities to  the unemployed youth, increase in per capita income, higher standard of living and increased revenue to the government in the form of income, sales tax, export duties, import duties etc.  The entrepreneurs serve as a key to the creation of new enterprises, thereby rejuvenating economy and sustaining the process of economic development in the following ways:  

1) Improvement in per capita Income/Wealth Generation: Entrepreneurs play a vital in the economic development of a region. From the fall of Rome (AD 476) to the eighteenth century, there was virtually no increase in per capita wealth generation in the West. With the advent of entrepreneurship,  however,  per  capita  wealth  generation  and  income  in  the  west  grew exponentially by  20 Percent  in the  1700s, 200  percent in the 1800s, 740 percent in  the 1900 (Drayton, 2004). 

2) Generation of Employment Opportunities: By creating a new business enterprise, entrepreneurs generate employment opportunities for others.  Unemployment is a major issue, especially in the context of developing economies like Ethiopia.  Educated youth often are unable to get to get a suitable employment themselves. Thus, entrepreneurs not only self-employ themselves, but also create jobs for others. 

3) Inspire others Towards Entrepreneurship: The team created by an entrepreneur for his new undertaking often provides the opportunity for the employees to have a first-hand experience of getting involved in an entrepreneurial Venture.  An existing venture provides a number of entrepreneurial opportunities through forward and backward linkages, to these employees even to become entrepreneurs themselves.  Thus,  this  process  helps  in  forming  a  chain  reaction  of entrepreneurial activity which directly contributes to the health of the economy. 

4) Balanced Regional Development: Entrepreneurs help to remove regional disparities in economic development. They  set  up  the  industries  in  the  backward  areas  to  avail  various subsidies and  incentives offered by the Central  and State Governments, thereby  balancing the economic growth in different regions in the country.

5) Enhance the Number of Enterprise: When new firms are created by entrepreneurs, the number of enterprises based upon new ideas/ concepts/ products in a region increases. Not only does an increase in the number of firms enhance the competition for new ideas, but greater competition across firms also facilitates the entry of new firms specializing in a particular new product or service. This is because the necessary complementary inputs are more likely available from small specialist niche firms than from large vertically integrated products (Jacobs, 1969). 

6) Provide Diversity in Firms: Entrepreneurial activity often results into creation of a variety of firms in a region. These firms operate into diverse activities and it has been found that it is this diversity in firms which fosters economic development and growth rather than homogeneity. According to Jacobs (1969), it is the exchange of complementary knowledge across diverse firms and economic agents that yield an important return on new economic knowledge. 

7) Economic Independence:  Entrepreneurship is essential for self-reliance for a country. Entrepreneurs create industries that manufacture indigenous substitutes, thereby reducing the dependence on imports. Also, the goods are exported to other countries to earn foreign exchange. This import substitution and export promotion results in more economic independence to the country

8) Combine Economic factors: All the products bought and sold in an economy are a mix of three primary economic factors (the raw materials, nature offers up, the physical and mental labor people provide and capital (money). Now value is created by combing these three things together in a way which satisfies human needs.

9) Provide Market efficiency: Efficient means resources are distributed in an optimal way that is the satisfaction that people can gain from them is maximized. An economic system can only reach this state if there is competition between different suppliers. If a supplier is not using competition then they will tend to demand profit in excess of what the market would allow and reduce the overall efficiency of the system.

10) Backward and forward linkages: an entrepreneur initiates change which has a chain reaction.

11) Innovation and imitation: entrepreneurs have contributed many innovations in developing new products and existing products and services. In fact, the innovation activity raises the productive efficiency of the economy resulting in greater output and income. Imitative entrepreneurs are the best medicine for developing countries because it brings substantial economic development.  

12) Maximize Investor’s Return: Entrepreneurs create and run organizations which maximize long-term profit on behalf of the investors which in turn generates overall economic efficiency.

1.6. Entrepreneurial Competence and Environment 

Under this topic entrepreneurial mindset (that will address subtopics such as, who become an entrepreneur; entrepreneurial skills; the entrepreneur’s task and wealth of the entrepreneur), and Entrepreneurship and Environment.

1.6.1 Entrepreneurial Mindset

1.6.1.1 Who Becomes an Entrepreneur?

Anyone with the following characteristics can be an entrepreneur.

1) The Young Professional: Increasingly young highly educated people often with entrepreneurial qualifications are skipping the experience of working for an established organization and moving directly to work on establishing their own ventures. 
2) The Inventor: The inventor is someone who has developed an innovation and who has decided to make a career out of presenting that innovation to the market. It may be a new product or it may be an idea for a new service. It may be a high-tech or it may be based on a traditional technology. 
3) The Excluded: Some people turn to an entrepreneurial career because nothing is open to them. Displaced communities and ethnic and religious minorities have not been invited to join the wider economic community due to a variety of social, cultural and political and historical reasons. As a result they may form their own internal networks, trading among themselves and, perhaps, with their ancestral countries.

1.6.1.2 Entrepreneurial Skills
A skill is simply knowledge which is demonstrated by action. It is an ability to perform in a certain way. An entrepreneur is someone who has a good business idea and can turn that idea into reality. To be successful, an entrepreneur must not only identify an opportunity but also understand it in great depth. He or she must be able to spot a gap in the market and recognize what new products or services fill the gap. He or she must know what features it will have and why they will appeal to the customer. The entrepreneur must also know how to inform the customer about it and how to deliver the new offerings. All this calls for an intimate knowledge of a particular sector of industry. Turning an idea into reality calls upon two sorts of skills, these are:

I. General management skills and 

II. People management skills

I) General Management Skills: These are skills required to organize the physical and financial resources needed to run the venture. Some of the most important general management business skills are:
· Strategy Skills – An ability to consider the business as a whole, to understand how it fits within its market place, how it can organize itself to deliver value to its customers, and the ways in which it does this better than its competitors.

· Planning Skills – An ability to consider what the future might offer, how it will impact on the business and what needs to be done to prepare for it now. 

· Marketing Skills – An ability to see past the firm’s offerings and their features, to be able to see how they satisfy the customer’s needs and why the customer finds them attractive.

· Financial Skills – An ability to manage money; to be able to keep track of expenditure and to monitor cash-flow, but also an ability to assess investments in terms of their potential and their risks.

· Project Management Skills – An ability to organize projects, to set specific objectives, to set schedules and to ensure that the necessary resources are in the right plat of the right time. 

· Time Management Skills – An ability to use time productively, to be able to priorities important jobs and to get things done to schedule.

II) People Management Skills: Businesses are made by people. A business can only be successful if the peoples who make it up are properly directed and are committed to make an effort on its behalf. An entrepreneurial venture also needs the support of people from outside the organization such as customers, suppliers and investors. To be effective, an entrepreneur needs to demonstrative a wide variety of skills in the way he/she deals with other peoples. Some of the more important skills we might include under this heading are:
· Communication Skills – An ability to use spoken and written language to express ideas and inform others. 
· Leadership Skills – An ability to inspire people to work in a specific way and to undertake the tasks that are necessary for the success of the venture. 
· Motivation Skills – An ability to enthuse people and get them to give their full commitment to the tasks in hand. Being able to motivate demands an understanding of what drives people and what they expect from their jobs.
· Delegation Skills – An ability to allocate tasks to different people. Effective delegation involves more than instructing. It demands a full understanding of the skills that people possess how they use them and how they might be developed to fulfill future needs. 
· Negotiation Skills – An ability to understand what is wanted from a situations, what is motivating others in that situation and recognize the possibilities of maximizing the outcomes for all parties. 
All these different people skills are interrelated. Here entrepreneurial performance results from a combination of industry knowledge, general management skills; people skills and personal motivation (see the figure shown below). The successful entrepreneur must not only use these skills but learn to use them and to learn from using them. Entrepreneurs should constantly avoid their abilities in these areas, recognize their strengths and weaknesses, and plan how to develop these skills in the future. 
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Fig1.1:- Eentrepreneurial skills 
Source: - (MoSHE-Module, 2019; Pp-19). 
1.6.1.3 The Entrepreneurial Tasks  

We recognize entrepreneurs, first and foremost, by what they actually do – by the tasks they undertake. A number of tasks have been associated with the entrepreneur. Some of the more important are:

1) Owning Organizations: Ownership lies with those who invest in the business and own its stock – the principals, while the actual running is delegated to professional agents or managers. Therefore, if an entrepreneur actually owns the business then he is in fact undertaking two roles at the same time that of an investor and that of a manager. Here we can also recognize many people as entrepreneur even if they do not own the venture they are managing. 
2) Founding New Organizations: The entrepreneur is recognized as the person who undertakes the task of bringing together the different elements of the organization (people, property, productive resource, etc.) and giving them a separate legal entity. The entrepreneur makes major changes in their organizational word.
3) Bringing Innovations to Market: The idea of innovation encompasses any new way of doing something so that value is created. Innovation can mean a new product or service but it can also include a new way of delivering an existing product or service, new methods of informing the consumer about the product or new ways of organizing the company.
4) Identification of Market Opportunity: An opportunity is the gap in a market where the potential exists to do something better and create value. New opportunities exist all the time but they do not necessarily present themselves. If they are to be exploited they must be actively sought out. Note that opportunity always takes priority over innovation. 

5) Application of Expertise: A slight more technical notion is that they have a special ability in deciding how to allocate scarce resources in situations where information is limited. It is their expertise in doing this that makes entrepreneurs valuable to investors. 
6) Provision of leadership: Entrepreneurs can rarely drive their innovation to market on their own. They need the support of other people both from their organizations and from people outside such as investor customer and supplier. 
7) The entrepreneur as manager: At the end of the day the entrepreneur is a manager. The distinction between an entrepreneur and ordinary manager may lie on what the entrepreneur manager manages, how they manage, their effectiveness and the effect they have as a manager not by the particular tasks they undertake.
1.6.1.4 Wealth of the Entrepreneur 

Wealth is money and anything that money can buy. It includes money, knowledge and assets of the entrepreneur. 

Who Benefits from the entrepreneur’s Wealth?

No entrepreneur works in a vacuum. The venture they create touches the lives of many other people. To drive his/her venture forward, the entrepreneur calls up on the support of a number of different groups. In return for their support these groups expect to be rewarded from the success of the venture. Peoples who have a part to play in the entrepreneurial venture generally are called stakeholder. The stakeholder groups are; employees, investor, supplier, customer, the local community and government. Let us look at the benefits of each stakeholder. 

1) Employees: They contribute physical and mental labor to the business. Success of the entrepreneurial venture depends on their effort and motivation. Therefore, they are rewarded with:
· Money – their wage or salary

· The possibility of owning a part of the firm through share schemes.

· A stage of which they can develop social relationships.

· The possibility of personal development.
2) Investors: These are the peoples who provide the entrepreneur with the necessary money to start the venture and keep it running. There are two main sorts of investors: stockholders and lenders. Stockholders are those who buy the stock of the company and are true owners of the firm. The actual return of the stockholders varies depending on how the business performs. Lenders, on the other hand, are people who offer money to the venture on the basis of it being a loan. They do not actually own a part of the firm and their return is independent of the businesses performance. They also take priority for payment over shareholders and face lower level of risk than the stockholders. 
3) Supplier: They are the individuals and organizations who provide the business with the materials, productive assets and information it needs to produce its output. They are paid for providing these inputs.
4) Customers: Customers may need to make an investment in using a particular supplier. Changing supplier may involve switching costs and supplier, risk of quality and expenses incurred in changing over to new inputs. The entrepreneur may reward customers by offering quality products, fair prices, regular and consistency of supply, loan arrangement etc. 
5) The local community: Business has physical locations. The way they operate may affect the people who live and other businesses which operate nearby.
 A business has a number of responsibilities, which may be defined or not in national laws, to this local community. Such as:
· Not polluting their shared environment 

· Contributing and sponsoring local development activities

· Contribution for political and cultural stabilities and economic improvements

· Acting in an ethical way.

6) Government: The responsibility of government is to ensure that businesses can operate in an environment which has political and economic stability. In addition, it provides central services such as education and health-care. These activities cost money to provide. Therefore, government should be rewarded for its services. Hence, government taxes individuals and businesses. 
1.6.2 Entrepreneurship and Environment

Business environment refers to the factors external to a business enterprise which influence its operations and determine its effectiveness. Business environ​ment may be healthy or unhealthy. Healthy business environment means the conditions are favorable to the growth of business whereas unhealthy environ​ment implies conditions hostile or unfavorable to business operations. Business and its environment interact with each other. Economic system and other condi​tions in the environment determine the success of business enterprises. The firm and its management have to adjust to the conditions prevalent around it. However, business enterprises try to influence and shape the environment. Suc​cessful working of business concerns improves the economic and social condi​tions in the country.
No business concern can ignore the environment around it except at its own peril. “The penalty of environ mental disregard is heavy. It not only reduces profit margins and makes opportunities for expansion slip, but it also arouses social hostility and makes social environment growingly inhospitable to business operations.”
A study of business environment offers the following benefits:
1) It provides information about environment which is essential for successful operation of business firms.
2) It opens up fresh avenues for the expansion of new entrepreneurial operations. The entrepreneurs may come forward with new ideas and with new ventures when they find environment suitable to their enterprises.
3) Knowledge about changing environment enables businessmen to adopt a dynamic approach and maintain harmony of business operations with the envi​ronment.
4) By studying the environment entrepreneurs can make it hospitable to the growth of business and thereby earn popular support.
Thus, the entrepreneur should continuously study the nature of environment and its influence on business. However, mere study is not enough. Attempts must be made to influence the environment in order to make it congenial and favorable to entrepreneurial activities. The most successful entrepreneur is one who not only adjusts to the environment but also modifies the environment to suit his requirements through the direct and indirect influences he can exercise over the system.
1.6.2.1 Phases of Business Environment
Business environment may be classified into two broad categories; namely external; and internal environment 

A) External Environment 

It is the environment which is external to the business and hardly to influence independently. The following are the components of external environment:

i) Economic Environment
Economic environment is of multidimensional nature. It consists of the structure of the economy, the industrial, agricultural, trade and transport policies of the country, the growth and pattern of national income and its distribution, the conditions prevailing in industrial, agricultural and other sectors, the position relating to balance of trade and balance of payments, and other miscellaneous conditions of the economy. There is a close relationship between a business firm and the economic environment around it. The success of a business enterprise depends considera​bly upon the State and growth of the economy.

ii) Legal Environment
Business must function within the framework of legal structure. Therefore, an adequate knowledge of laws and rules is necessary for efficient managerial performance. When new laws are made and controls exercised through legal enactments, the first reaction of the business community is to oppose them and disobey them. Management should try to understand what should be the right laws and strictly obey them when so made. In addition, it can influence the govern​ment to change and improve the law and make it useful to the business community.
There are several business laws in our country. A working knowledge of these laws is very helpful for the entrepreneur. Such knowledge will keep them away from innocent breaches and resultant penalties. Some laws differ from region to region and amendments are made from time to time. Therefore, the entrepreneur must always keep in touch with those who know the latest position in law. In addition, an entrepreneur should:
b) Read the books that enlighten on the legal side of business
c) Consult government agencies concerned with the implementation of business laws.
d) Retain labor law consultants.
iii) Political Environment
In a democratic country, politics cannot be ignored. Managers and entrepreneurs should understand the working of the political system. Such understanding and concern for national problems will help them in the long run in discharging their responsibilities to the satisfaction of the public.
Public opinion is very important and today's public opinion becomes tomorrow's legislation. Businessmen should, therefore, learn to take public opinion into account in the decision-making process. If business does not learn how to deal adequately with public opinion, it will face a disaster. This does not mean that business should surrender itself to public opinion. Rather, it implies in​telligent response in order to change wherever necessary and a constructive approach to problems.

iv) Socio-Cultural Environment 
It consist the social and cultural norms of a society in a given period of time. The variables that are appraised are values, beliefs, norms, fashions and fads of a particular society. It can help in understanding the level of rigidity/flexibility of a given society towards a new product/service/concept. Traditional culture should be protected in so far as it is not a hindrance to innovation, motivation, and development.

v) Demographic Environment

It assesses the overall population pattern of a given geographical region. It includes variables like age profile, distribution, sex, education profile, income distribution etc. The demographic appraisal can help in identifying the size of target customers.

B) Internal Environment

Internal environment is the environment which is under the control of a given organization. Following are the components of internal environment of a business:

ii) Raw Material: It assesses the availability of raw material now and in the near future. If the availability of raw material is less now or would be less in future then the entrepreneur should give a serious thought to establishing a venture as the entire system can come to a standstill due to shortage of raw material.

iii) Production/Operation: It assesses the availability of various machineries, equipment, tools and techniques that would be required for production/operation.

iv) Finance: It assesses the total requirements of finance in terms start-up expenses, fixed expenses and running expenses. It also indicates the sources of finance that can be approached for funding.

v) Human Resource: It assesses the kind of human resources required and its demand and supply in the market. This further helps in estimating the cost and level of competition in hiring and retaining the human resources.

As stated above, the objective of environmental scanning should be to gather information from as many sources as possible and to maximize this information for enhanced probability of success in the business.

1.6.2.2 Environmental Factors Affecting Entrepreneurship
A complex and varying combination of financial, institutional, cultural and personality factors determines the nature and degree of entrepreneurial activity at any time. The personal backgrounds of the entrepreneurs are determined mainly by the environment in which they are born and brought up and work. A multitude of environmental factors determine the entrepreneurial spirit among people. The entrepreneurs in turn create impact on the environment. The interaction between the entrepreneur and his environment is an ongoing process. At any given point of time, the entrepreneurs derive meanings from the environment prevailing at that time and try to adapt and/or change the environment to suit their needs.

Some of the environmental factors which hinder entrepreneurial growth are given below:

· Sudden changes in Government policy.

· Sudden political upsurge.

· Outbreak of war or regional conflicts.

· Political instability or hostile Government attitude towards industry.

· Excessive red-tapism and corruption among Government agencies.

· Ideological and social conflicts.

· Unreliable supply of power, materials, finance, labor and other inputs.

· Rise in the cost of inputs.

· Unfavorable market fluctuations.

· Non-cooperative attitude of banks and financial institutions.

Entrepreneurship is environmentally determined. The most important essential for entrepreneurial growth is the presence of a favorable business environment. A healthy business environment requires active social and cultural behavior of the people, efficient economic conditions, helpful motivating Government policies, etc. When environment mitigates entrepreneurship it must be modified.

1.7. Creativity, Innovation and Entrepreneurship 

Creativity, innovation and entrepreneurship, have been recognized as important contributors to a nation’s economic growth. These three terminologies are chronologically interrelated and it is very important to look in to them to get their full picture.

   1.7.1 Creativity 

Creativity is defined as the tendency to generate or recognize ideas, alternatives, or possibilities that may be useful in solving problems, communicating with others, and entertaining ourselves and others.

Creativity is the ability to come up with new idea and to identify new and different ways of looking at a problem and opportunities.

It is a process of assembling ideas by recombining elements already known but wrongly assumed to be unrelated to each other. This definition has several key elements that are worth considering:

· Process: creativity is a process (implying among other things, that it is more like a skill than an attitude, and that you can get better at it with practice)

· Ideas: creativity results in ideas that have potential value.

· Recombining: the creative process is one of putting things together in unexpected ways.

In order to be creative, you need to be able to view things in new ways of from a different perspective. Among other things, you need to be able to generate new possibilities or new alternatives. Tests of creativity measure not only the number of alternatives that people can generate but the uniqueness of those alternatives. The ability to generate alternatives or to see things uniquely does not occur by change; it is linked to other, more fundamental qualities of thinking, such as flexibility, tolerance of ambiguity or unpredictability, and the enjoyment of things heretofore unknown.

Thus, creativity is the development of ideas about products, practices, services, or procedures that are novel and potentially useful to the organization.   

1.7.1.1 Steps in the Creative Process

Step1: Opportunity or problem Recognition: A person discovers that a new opportunity exists or a problem needs resolution.

Step2: Immersion: the individual concentrates on the problem and becomes immersed in it. He or she will recall and collect information that seems relevant, dreaming up alternatives without refining or evaluating them.

Step 3: Incubation: the person keeps the assembled information in mind for a while. He or she does not appear to be working on the problem actively; however, the subconscious mind is still engaged. While the information is simmering it is being arranged into meaningful new patterns.

Step 4: Insight: the problem-conquering solution flashes into the person’s mind at an unexpected time, such as on the verge of sleep, during a shower, or while running. Insight is also called the Aha! Experience. 

Step 5: Verification and Application: the individual sets out to prove that the creative solution has merit. Verification procedures include gathering supporting evidence, using logical persuasion, and experimenting with new ideas. 

1.7.1.2 Barriers to Creativity
Be aware that there are numerous barriers to creativity, including:
1. searching for the one ‘right’ answer

2. focusing on being logical

3. blindly following the rules

4. constantly being practical

5. viewing play as frivolous

6. becoming overly specialized

7. avoiding ambiguity

8. fearing looking foolish

9. fearing mistakes and failure

10. believing that ‘I’m not creative

1.7. 2 Innovation 

Innovation lies at the heart of the entrepreneurial process and is a means to the exploitation of opportunity. It is the implementation of new idea at the individual, group or organizational level. Innovation is a process of intentional change made to rate value by meeting opportunity and seeking advantage.

There are four distinct types of innovation, these are as follows: 

· Invention - described as the creation of a new product, service or process

· Extension - the expansion of a product, service or process

· Duplication - defined as replication of an already existing product, service or process

· Synthesis - the combination of existing concepts and factors into a new formulation

 1.7.2.1 The Innovation Process
1. Analytical planning: carefully identifying the product or service features, design as well as the resources that will be needed.

2. Resources organization: obtaining the required resources, materials, technology, human or capital resources

3. Implementation: applying the resources in order to accomplish the plans

4. Commercial application: the provision of values to customers, reward employees and satisfy the stakeholders.

1.7.2.2 Areas of Innovation
The following are some of the major areas in which valuable innovation might be made.

A. New product: A new product can be developed through new or existing technology. The new product may offer a radically new way of doing something or it may simply be an improvement on an existing item. The new product must offer the customer an advantage if it is to be successful. 
B. New Services: A service is an act which is offered to undertake a particular task or solve a particular problem.
C. New Production Techniques: Innovation can be made in the way in which a product is to be manufactured. A new production technique should allow the end user to obtain the product at a lower cost, or a product of higher quality or better service in the supply of the product.

D. New Way of Delivering the Product or Service to the Customer: Customer can only use product/service they can access. A common innovation is to take a more direct routine by cutting out distributors or middlemen.
E. New Operating Practices: As with innovations in the production of physical products, innovation in service delivery must address customers need and offer them improved benefits, for example easier access to the service, a higher quality service, a more consistent service, a faster or less time consuming service etc.
F. New Means of Informing the Customer about the Product: People will only use a product or service if they know about it. Demand will not exist if the offering is not properly promoted to them. Promotion consists of two parts; a message what is said and a means – the route by which that message is delivered. 
G. New Means of Managing Relationship within the Organization: Any organization has a wide variety of communication channels running through it. The performance of the organization will depend to a great extent on the effectiveness of its internal communication channels. These communication channels are guided by the organization’s structure.
H. New Ways of Managing Relationships between Organizations: Organizations sit in a complex web of relationships to each other. The way they communicate and relate to each other is very important.
1.7.3 From Creativity to Entrepreneurship

Creativity is the ability to develop new ideas and to discover new ways of looking at problems and opportunities. Innovation is the ability to apply creative solution to those problems and opportunities in order to enhance people’s lives or to enrich society.

 Entrepreneurship = creativity + innovation.
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Fig 1.2: Flow of Creativity, Innovation and Entrepreneurship

Creativity is the capability or act of conceiving something original or unusual
Innovation is the implementation of something new.

Invention is the creation of something that has never been made before and is recognized as the product of some unique insight.

Creativity is the ability to think and act in ways that are new and novel. In our minds, there are two kinds of creativity, innovation and invention. Innovation is thinking creatively about something that already exists (e.g., the tape recorder, Walkman, and CD player are all innovations on the phonograph). Invention is creating something that did not exist before (e.g. the phonograph). 

1.8. Women and Entrepreneurship  

One of the reasons for our slow economic growth is the relative absence of women in the mainstream of economic activities. There are not many women in the corporate world, especially in the old economy enterprises. Women entrepreneurs comprise about a half of human resources in developing economies (World Bank, 2009).
Women Entrepreneurship

Women have some inherent qualities that make them successful entrepreneurs. This is due to the following reasons:

a) Endurance among Women: A United Nation study on Asian women supports the view that women on the rural area work more than men. This is because women not only work on farms, they also do house-hold work like fetching water, fodder for cattle, fuel for cooking etc. and looking after the children.  Thus, women look after the household work, the animal, children, husband in addition to farm, this distinctly make women more hard working than men. 

b) Responsibility: A girl child is burdened with the responsibility much before her brothers. In rural and to an extent in urban area, girls starts to help her overburdened mother in bringing up children i.e. her own sibling and other house hold work as soon as she is capable of the same. They also get married at a younger age. This enhances a sense of responsibility among the women at an early age.

c) Managerial Acumen: Women have inborn managerial acumen. This is due to their single handedly managing various kind activities. Managing one household itself is a juggling of a number of activities and people that women easily do, without even realizing the complexity involved in the same. This develops their people and managerial skills. 

d) Financial Skills: Although, men are the earners most of the time, it is the women that have the financial power. Any marketing or advertising person would vouch for it. This is the reason most of the companies target their advertisement towards the women. Because of the responsibility of running, the household women learn instinctively how to make judicious usage of limited resources. This makes them become a good financial manager.

e) Communication Skill: It is proven by research, that women have better communication skills than men. In their day-to-day communication, they have to interact with men and women in various age groups, such as children, old parents, in-laws etc. As we are aware of that a manger needs to have excellent communication skills. This makes women endowed with one of the important managerial competencies. 

Weakness of Women Entrepreneurs: Women lack certain skills that limit their abilities as an Entrepreneur, these are as follows:

a) Lack of Assertiveness: Women lack assertiveness that hinders their ability to sell a new idea. That might result in their getting disheartened and giving up the idea altogether. This is because of the child rearing habits. Therefore, women are brought up to be submissive.  

b) Limited understanding of legal Issues: Women are so preoccupied in their household activities and responsibilities that they leave these issues on others and take it up only when they are required to do so. Hence, their grasp of legal issue is limited.  

c) Lack of exposure: Due to religious and social matter women have limited exposure to outside world. Therefore, this hampers their ability to run business and deal with various agencies that need to be dealt with in the course of business. 

Summary 

This chapter briefly discusses about historical origin of the word entrepreneur.  In the 18th Century the first theory of entrepreneur has been developed by Richard Cantillon. He said that an entrepreneur is a risk taker. And similarly the word entrepreneur, entrepreneurship and enterprise is defined. As Entrepreneur refers a person, entrepreneurship indicates the process adopted by him and enterprise is the work place where in he adopts his entrepreneurial skilled. This chapter classifies entrepreneurs in different categories based on types of business they are engaged, motivation and stages of development.

This chapter narrates about the role of entrepreneurship in in the economy, creativity, invention and innovations and women and entrepreneurs too. 

Review Questions 

1) Ato Gelagile has been graduated from institute of technology by electronics. And he wants to open his own business enterprise. Which type of entrepreneur most likely fit with his education background? 

a) Agri-preneur

b) Educ-preneur

c) Techno-preneur

d) Socio-preneur 

2) An entrepreneur that has technical skills but little business know-how is considered as….

a) Social entrepreneur 

b) Industrial entrepreneur 

c) Business entrepreneur

d) Artesian entrepreneur  

3) Which of the following is/are/ not valid statement/s/?

a) An entrepreneur establishes a business venture. 

b) An entrepreneur raises capital. 

c) An entrepreneurship is searching new market. 

d) An enterprise is a person creating a job. 

4) An entrepreneur is/are/ someone who is/are/ except 

a) Raising finance 

b) Taking initiatives

c) Careless person 

d) Taking moderate risk  

Chapter Two: - Business Enterprise Formation

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Distinguish classification of business enterprise; 

· Differentiate legal form of business ownership;

· Examine success and failure factors of business enterprise;

· Identify problems of small scale business in Ethiopia.


2.1. Classification and Role of Business Enterprise in Ethiopia

MSEs are defined in a range of ways using different factors like; number of employees, volume of sales, and the capital value of the business. Although many countries around the globe seem to use common factors in their definitions, the degree of emphasis and measures used differ quite considerably. To this end, different governments and writers in MSEs’ definition differ considerably.
This difference is influenced largely by, the industry within which the MSE is competing and population and stage of a country’s economic development (Hillary, 2000).
A definition of MSEs in the industrialized world would differ from how MSEs are defined in the emerging economies. An enterprise categorized as micro enterprise in USA may be treated as medium enterprise in Africa or somewhere in Asia for the fact that the definition of MSE is relative to economic development. The annual turnover figures also differ from country to country, depending among other factors on population size and stage of economic development. From this we can learn that there is no common definition of MSEs and that the definitions vary from country to country depending largely on the size of the economy, the levels of development, culture and population size of a country involved.

Size of employment, capital investment, sales turnover and extent of automation is used as criteria to categorize enterprises along scales of operation and define micro, small, medium and large enterprises. This categorization is important for functional and promotional purposes to achieve the desired levels of development.

	Level of Enterprise 
	Sector 
	Capital 
	Labour 

	Micro Business 
	Industry 
	50,000
	<5 employee + owner

	
	Service 
	100,000
	<5

	Small Business 
	Industry 
	50,001 – 500,000
	6 – 30 employee 

	
	Service 
	100,001 – 1,500,000
	6 – 30 employee 

	Medium Business 
	Industry 
	1,500,001 – 20,000,000
	31 – 100 employee 

	
	Service 
	1,500,001 – 20,000,000
	31 – 100 employee

	Large Business 
	Industry 
	>20,000,000
	>100 employee 

	
	Service 
	>20,000,000
	>100 employee


Source: - Fmse
 and Fsme
 Regulation No 201/2001 and Regulation No 373/2016 respectively.

*When ambiguity is encountered between manpower and total assets as explained above, total asset is taken as primary yardstick.

2.1.1. Characteristics of Small Scale Business 

i. High Labor Intensity: Small scale industries are fairly labor-intensive. They provide an economic solution by creating employment opportunities in urban and rural areas at a relatively low cost of capital investment.

ii. Less Capital Intensive: Small scale industries can be started with very less investment. They usually have much smaller capital than larger enterprises. The term “shoe-string budget” refers to businesses that operate under very tight budgets. Small businesses are sometimes run out of a room in the business owner’s home; this cuts the cost of renting office space.

iii. Use of Local Skills and Knowledge: creation of productive employment opportunities based on optimal use of local raw materials and skills.

iv. Flexibility: Small scale industries are flexible in their operation. They adapt quickly to various factors that play a large part in daily management. Their flexibility makes them best suited to constantly changing environment.

v. Entrepreneurial Spirit: A small scale unit is generally a one-man show. It is mostly set up by individuals. Even some small units are run by partnership firm or company; the activities are mainly carried out by one of the partners or directors. 

Therefore, they provide an outlet for expression of the entrepreneurial spirit. As they are their own boss, the decision making process is fast and at times more innovative.

vi. Use of Indigenous Raw Materials: Small scale industries use indigenous raw materials and promote intermediate and capital goods. They contribute to foster balanced economic growth in a transitional economy through decentralization and dispersal of industries in the local areas.

vii. Localized Operation: Small scale industries generally restrict their operation to local areas in order to meet the local and regional demands of the people. They cannot enlarge their business activities due to limited resources.

viii. Lesser Gestation Period: Gestation period is the period after which the return on investment starts. It is the time period between setting the units and commencement of production. Small scale industries usually have a lesser gestation period than large industries. This helps the entrepreneur to earn after a short period of time. Capital will not be blocked for a longer period.

ix. Workplace Culture: Small businesses have fewer employees. Employees of small businesses are less specialized than in larger businesses. In larger enterprises, employees have specific job descriptions, but in small businesses employees are more often expected to help with a variety of tasks, because there are fewer people to do everything.

2.1.2. Appealing factors of Starting Small Business

The desire for individuals to own and operate their own small business is growing. As stated earlier, this continual creation of new business at the heart of free enterprise system. For individuals pursuing a career in business ownership, numerous benefits can be attained personally as well as professionally. The next section examines the motivation factors to start small business.

a) Independence: - most small business owners enjoy being their own boss; they like the freedom to do things their way. 

b) Financial Opportunity: - many small business owners make more money running their own company than they would be working for someone else.

c) Job security: - individuals can work as long as he/she wants; no mandatory retirement exists. 

d) Community service: - sometimes an individual will realize that a particular good/service is not available. If the person has reason to believe the public will pay for such output, he/she will start a company to provide it.
2.1.3. Priority Sectors and Sub-Sectors for MSEs Engagement In Ethiopia

1. Manufacturing Sector- This is the one which comprises textile and garment;                          leather and leather products; food processing and beverage; metal works and engineering                         wood works including furniture and ornaments service; and agro-processing.                                             

2. Construction Sectors- This is the one which comprises sub-contracting; building materials;                                            traditional mining works; cobble stone;  infrastructure sub-contract; and  prestigious goods                        
3. Trade Sectors- This is the one which comprises whole sale of domestic products; retail sale of domestic products and raw materials supply.

4. Service Sectors- This is the one which comprises small and rural transport service; café and restaurants; store service; tourism service; canning/packing service;  management service; municipality service; project engineering service; product design & development service; maintenance service; beauty salon; and electronics software development; decoration and internet café.

5. Agriculture Sector (Urban Agriculture) - This is the one which comprises modern livestock raring; bee production; poultry; modern forest development; vegetables and fruits; modern irrigation; and animal food processing.
2.1.4. Levels of MSEs in Ethiopia 
Start-up:- Start up level refers to enterprises that incorporate people who are interested to establish MSE and those who completed the required profession/skill from various institutions and innovated by legally either in the form of association or private. It is a level where an enterprise begins production and service under legal framework or legal entity.

· Growth Level: - An enterprise is said to be at growth level when an enterprise become competent in price, quality and supply and profitable using the support provided. At this level, the enterprise man power and total asset is larger than at startup level; and use book keeping system.

· Maturity Level: - Maturity level means when an enterprise able to be profitable and invest further by fulfilling the definition given to the sector and using the support provided.

· Growth- Medium Level:- An enterprise is said to be transformed from small to medium level of growth is when it enabled to be competent in price, quality and supply using the support given to the level.
2.2. Legal form of Business Ownership

Various legal forms of business organizations are available to organize businesses enterprises.  Most commonly there are three forms business ownership which is stipulated as follows;-

1. Sole Proprietorship,

2. Partnership, 

3. Corporations,

4. Cooperatives 
· Criteria used to Choosing among the Form of Business Ownership

i. Organizational Costs

The cost of organizing a business increases as the formalities required for setting up a business are more. Sole proprietorship form of business ownership has the least organizational costs followed by partnership, cooperatives, and corporation.

ii. Liability

With regard to liability, the safest for owners is Corporation and the least safe is sole proprietorship.

iii. Continuity

With regard to continuity criteria, the most favorable form of business ownership is corporation or cooperatives, and the least favorable is sole proprietorship.

iv. Share Transfer

The least problematic in transferring ownership to another person is corporation and the most problematic is partnership.

v. Control

Sole proprietorship form of business ownership provides absolute control to the owner. In partnership, the control is shared among the different general partners. In corporation, the control may not be at all also with the owners as professional managers may manage the business.

vi. Assembling New/More Resources

The corporation form of business ownership is the most favorable with regarding to raise more capital. The least favorable is sole proprietorship. This is so because it depends only on one person’s ability in raising capital and generally his or her capability is limited.

vii. Income Tax

With regard to the payment of income tax, sole proprietorship and partnership are most favorable. The least favorable is corporation because it leads to double taxation. So in selecting the form of business ownership for their enterprises, the above criteria are taken into consideration by the entrepreneurs or owners.

2.2.1. Sole Proprietorship: - A sole proprietorship is a business that is owned, and usually managed, by one individual.
Sole proprietorship is the most popular form of business ownership. Many sole proprietorship concerns are involved in service businesses rather than on manufacturing businesses.

This is so because service businesses require less capital when compared to manufacturing businesses. This form of business ownership has its own advantages and disadvantages when compared with other forms of business ownership.

Advantages of Sole Proprietorship

a)  Ease to Start or Terminate the Business

Among all the forms of business ownership, sole proprietorship is the most easy and inexpensive to form and at the same time it is also easy to dissolve. Because this type of business ownership requires has no or minimal legal formalities.

b) Owner Discretion

The sole proprietorship owners have complete control and discretion to do what they want. He/she has complete freedom and need not consult any one in taking decisions because he/she totally owns the firm. And also there are minimal government regulations.

c) Full Ownership over Profits

The sole proprietor doesn’t have to share the sole proprietorship profits with anyone else. All profits of business belong to the owner and so can enjoy them. This is so because in sole proprietorship there is only one person as owner and there are no joint owners.

d) Business Secrecy

In conducting business operations, secrecy is of much vital importance. The sole proprietorship form of business ownership permits a high degree of secrecy because it is owned and managed by one person and so he/she doesn’t have to reveal information to anybody except to a few government organizations.

e) No Multiple Taxes

The profits of sole proprietorship will be treated as the personal income of the owner and so has to pay income tax only once and not twice.

f) Being your Own Boss

“Working for others does not have the same excitement as working for their own.” That’s the way sole proprietorship owners feel.

Disadvantages of Sole Proprietorship

There are some risks and limitations involved with this form of business ownership.

a) Unlimited Liability: - The owner is personally liable for business debts. The creditors can claim the personal property of sole proprietorship owners when business property is not sufficient enough to cover the debts.
b) Limited Funds
The sole proprietorship owner has limited sources for raising funds and may also find it difficult to borrow. Often, the limited sources of funds act as a constraint on the business operations. This lack of resources hinders their development into large-scale operations.

c) Difficulty in Operating/Managing the Business

The owner must rely usually upon his/her expertise, as skilled employees are expensive. The owner must be jack-of-all-trades managers to handle various and different activities.

d) Lack of Certainty/Continuity

The survival of the business is tied mostly to the life of the owner unless and otherwise the ownership is taken over by heirs or sold to others.

e) Working Long Hours

The sole proprietorship owners may have to put in long hours in managing the business. This is so because he/she has to do most of the work by themselves as they cannot afford the required employees.

f) Full Responsibility of Losses

The sole proprietorship owner must bear by himself/herself all losses arising of sole proprietorship venture.

2.2.2. Partnership

This form of business ownership has emerged due to the limitations of sole proprietorship of business ownership. The limitations of limited funds, management difficulty, and single bearer of losses have paved the way for partnership form of business ownership.

Contribution is one of the most important of any business organization. It is a kind of input made by the parties to the association to be created. There are four kinds of contributions under the Ethiopian Law of Partnership:

· Contribution in kind

· Contribution of debts (claims)

· Contribution in cash

· Skill (knowledge) contribution

According to Article 211, Commercial Code of 1960,Ethiopia,“a partnership agreement is a contract where by two or more persons who intend to join together and to cooperate undertake to bring together contributions for the purpose of carrying out activities of an economic nature and of participating in the profits and losses arising out thereof, if any.”

According to Article 212 of commercial code of Ethiopia business organization will be classified in to six forms of business organizations under this Code:
a) Ordinary Partnership;

b) Joint venture;

c) General Partnership;

d)  Limited Partnership;

e) Share Company;

f)  Private Limited Company.  

Special provisions applicable to cooperative organizations. 

Characteristics of Partnership

The important characteristics of partnership are as follows:

i. Formation:-

Partnership is based on a contract among two or more persons. The formation doesn’t involve any complicated legal formalities. Generally, a simple agreement either orally or in writing is enough to create a partnership.
But to prevent misunderstanding in the future it is desirable to have the partnership agreement in writing and signed. This agreement is called partnership deed or partnership contract and it lays outs the rights and duties of partners. As part of the formation procedure, this type of business ownership is required to be made known to the outside parties or to the public.

ii. Contribution to Capital

Partners contribute to the partnership capital depending upon their share of profits. Capital contribution can be in the form of money, property, receivables, or skills. So some persons can contribute their skills and abilities to partnership instead of money and become partners.
iii. Management

Unless agreed upon, every partner has a right to manage the firm and participate in the operations of business. So as to avoid problems of managing the partnership firm; the partnership agreement may include the division of responsibilities among different partners depending on their skills/specialization such as purchases, production, sales, etc.

iv. Duration

The duration of the partnership may or may not be fixed by the partners. When the duration is fixed, the partnership comes to an end once the fixed term is over. Partnership is also dissolved on the death, retirement, or insolvency of any one partner of the partnership.

v. Unlimited Liability

The partners in partnership firm are liable jointly and individually for all debts of the firm and their liability is unlimited. Personal property of partners can be claimed by creditors for partnership firm’s debts when partnership firm’s assets are not sufficient and do not cover the entire business debts.

vi. Implied Authority/Agency

Partnership business is run on the principles of implied authority vested in every partner of general partnership. This means that every general partner can bind his/her other general partners by his/her acts in the ordinary course of business.

vii. No Separate Legal Entity

The partnership firm has no independent legal entity apart from the persons who constituted it. In other words, partners are partnership and partnership is partners and they cannot stand as separate constituents.

viii. Share Transfer Restriction

Generally, the transfer of partnership firm’s shares is restricted to among the partners. Without the unanimous consent of all the other partners the shares of partnership could not be transferred to outside persons by any one partner.

ix.  Change in Nature of Business

Unanimous consent is also required to make any changes in the nature of business. No partner can act out of the specified way or make major and special decisions without the consent/agreement of all the other partners.

x. Utmost Good Faith

A partnership is based upon mutual confidence and trust of the partners. So each partner must be just and honest to every other partner. They must disclose all the facts and render true accounts relating to the operations and not make any secret profits.

Advantages of Partnership

There are many advantages to having one or more partners in a business. Often, it is much easier to own and manage a business with one or more partners. The following are the advantages of partnership when compared to that of sole proprietorship.

a)  Easy Formation

Partnerships are also generally easy to organize like that of sole proprietorship. Partnership has minimal legal requirements.

b) Additional Financial Resources

More capital is available in partnership form than in sole proprietorship form because of the multiple sources of money. By having more persons as partners the partnership firm can raise more capital.

c)  Better Credit

Partnership firms have higher credit ratings than that of sole proprietorship firms because of the partners’ combined wealth. Partnership form of business ownership makes it easier than that of sole proprietorship form to borrow money. This is so because more owners means that more security is available than for a sole proprietorship.

d)  Wider Expertise/Larger Talent Pool

Partnership form provides a larger pool of talent than that of sole proprietorship form of business ownership. Partners’ specialization can help in making faster decisions than that of corporations and at the same time better decisions than that of sole proprietorship because of combined experience. Additional talents help in running the business in a better way as responsibility of managing the business is shared between partners.

e) Risk Reduction

There is no sole responsibility for losses in partnership like in sole proprietorship. Business loss would be shared among the different partners according to their share in capital.

f) Tax Benefits

Like in sole proprietorship form of business ownership, partnership firm’s income/profits is taxed as the personal income of the partner. Partners pay taxes on their personal share of earnings, but their businesses are not taxed.

Disadvantages of Partnership


a) Unlimited Liability

Each general partner is liable for the debts of the firm, no matter who was responsible for causing those debts.

b) Risk of Implied Authority

Any partner can legally commit the entire business without the other partners’ consent. So the other partners’ are bided by the actions of one partner’s mistakes.

c) Interpersonal Conflicts

As many persons are involved in the management of business as partners, it may lead to interpersonal conflicts. These conflicts may take place over disagreements over money matters, hiring, and firing employees.

d) Lack of Continuity

The partnership legally dies on the withdrawal or death of any one partner in the partnership. This happens even if the other partners agree to continue in the partnership. This leads to the situation of uncertainty.

e) Limited Resources

Even though partnership form of business ownership can raise more capital than that of sole proprietorship, it still faces a problem of limited resources.

Because of its form of business ownership the creditors are not willing to provide much credit. This situation would hinder in its growth and at the same time it may not be competitive enough to compete in the market if the market consists of corporations as competitors.
f) Difficulty of Transferring Ownership

Any partner in the partnership firm cannot sell his shares in the partnership firm to outsiders without the consent of the other partners. Many a times getting the consent of the other partners is difficult and hence the investment in partnership firm is said to be as “frozen investment”.

2.2.3. Corporation

Most large organizations, and some smaller organizations, use the corporation as the basis for business ownership. A corporation is a legal entity created under the law that is independent of any single individual. Its assets and liabilities are distinct from those of owners of the corporation. So like an individual, a corporation can borrow money, enter into contracts, own property, sue and be sued. The owners of the corporation are the stockholders. A corporation continues to exist despite the retirement or death of any of its owners, and it can often borrow money easily. Corporations have higher start-up costs, however, and they are subject to increased regulation and double taxation.

Characteristics of a Corporation

a) Separate Legal Entity

A corporation is a separate legal entity, or body, created by the state. A corporation is a legal entity separate from the natural persons connected with it either as owners or managers. As a legal entity, a corporation has many of the rights, duties and powers of a person, including receiving, owning, and transferring property. Corporations can enter into contracts with individuals or with other legal entities. They can sue and be sued in court.

b)  Limited Liability

The owners of corporation form of business ownership are liable for the firm’s debt only to the extent to their investment in the firm.

c) Transferability of Shares

The owner of shares in a corporation can sell his ownership over shares to other persons without the consent of the other shareholders. The corporation maintains a record of its shareholders and once ownership over shares has been changed and it has been informed to the corporation, it would delete the old shareholder name and enter then new shareholder name in its records.
d) Death and Withdrawal of Stockholders

Corporations usually have a perpetual life and it is not affected by the death or withdrawal of any of its share holders.

e) Common Seal

A corporation has a common seal with the name of the company engraved on it, which is used as a substitute for its signature though it acts through its agents. As it is an artificial person, a corporation cannot sign documents for itself. Corporate seals state the name, date, and state of incorporation.

f) Separation of Ownership from Management 

Mostly owners of a corporation do not manage it. Corporations form governing bodies called as boards, who hire directors and officers to manage the affairs of the business and the interests of the corporation.

g) Regulation

The corporation performs business functions without direct involvement of the stockholders

Therefore, it is subject to more government regulation than a sole proprietorship or a partnership.

h) Written Constitution

A corporation has no mind of its own to decide upon what to do. A corporation should have a written constitution in the form of bylaws so that it helps in understanding the rights, duties, and powers of the different groups that comprise the corporate structure. For forming a corporation, one should file “articles of incorporation”.

A Corporation's "Articles of Incorporation" is the main filing document which begins the corporation's existence under state law. Once filed, the corporation comes into existence.
The level of complexity for a corporation's Articles of Incorporation can range from very simple to extremely complex. 

Generally, Articles of incorporation contain, at a minimum, information about the Corporate Name, the Registered Agent, and the Corporation's business address.

Corporate bylaws have to be created and these are important because they set out the basic rules that govern the ongoing formalities and decisions of corporate life, such as how and when to hold regular and special meetings of board of directors and shareholders and the number of votes that are necessary to approve corporate decisions.

Bylaws serve as the internal operating document for the corporation. 

Generally, Bylaws detail the responsibilities, rights, and duties of directors, shareholders and officers.

Advantages of a Corporation

a. Financial Muscle

Corporations can raise additional funds through the sale of stock. 

b. Limited Personal Liability

Shareholders have limited liability for the corporation's debts or judgments against the corporations. Generally, shareholders can only be held accountable for their investment in stock of the company.

c. Scope of Expansion

Corporations have better chance of expanding rapidly because of better financial and human resources.

d. Better Decision Making

Corporations have efficient people to assist in its operations in the role of directors and managers. It is having a larger talent pool because it is able to attract talented people as it is able to pay higher salaries and also people are attracted by its form of ownership.

e. Easy Transfer of Shares/Ownership

A stockholder can sell his stock/shares in the corporation at any time to anybody without taking the consent of the other shareholders or the corporation.

f. Separate Legal Entity

A corporation is a legal entity created under the law that is independent of any single individual. Its assets and liabilities are distinct from those of owners of the corporation.

A corporation continues to exist despite the retirement or death of any of its stockholders.

Disadvantages of a Corporation

a. Difficulty in Formation

The process of incorporation requires more time and money than other forms of organization. 

b. Lack of Owner’s Personal Interest

This may lead to a stage where the corporation may not be able to reach its full potential as the directors or officers who have been given the task of operating the business may not show the same interest as that of owners.

c. Slow Decision Making

As there are many decision makers and some of these decisions have to be consented by the top management, board of directors, and ultimately stockholders, and this lead to slow decision making.

d. Lack of Secrecy

Corporations have to provide much information about their operations on a regular basis to different organization.

This could lead to a situation where it could not maintain secrecy on some of its important business matters.

e. Double Taxation

Incorporating may result in higher overall taxes. Dividends paid to shareholders are not deductible form business income, thus this income can be taxed twice. 
f. Much Regulated

Corporations are monitored by federal, regional/state and some local agencies, and as a result may have more paperwork to comply with regulations. 
2.2.4. Cooperatives

A cooperative is defined as an autonomous association of persons united voluntarily to meet their common economic, social, and cultural needs and aspirations through a jointly-owned and democratically-controlled enterprise.
“Cooperative society" means an autonomous association having legal personality and democratically controlled by persons united voluntarily to meet their common economic, social and cultural needs and other aspirations, which could not addressed individually, through an enterprise jointly owned and operated on the basis cooperative principles
.
2.2.4.1. Role of Co-operatives 

Cooperatives create job opportunities thereby providing income to many. They produce and supply safe and quality products and services to their members and the community in which they operate, they promote solidarity, tolerance, and equality, they respond to the needs of their members by providing education and trainings and they play a significant role in the national economy by contributing their fair share in the wellbeing of the entire population at national level.

The importance of cooperatives in job creation, mobilizing resources, generating investment and contributing to the national economy, and promoting the fullest participation in the economic and social development of all people is clearly stated in the preamble of Promotion of Cooperatives Recommendation No 193 of the International Labour Organization. 
In similar vein, it is provided under Art.4 of Proclamation No 147/1998 that cooperatives are established for the following objectives.

· To solve problems collectively which member cannot individually achieve;

· To achieve a better result by coordinating their knowledge, wealth and labour;

· To promote self-reliance among members;

· To collectively protect, withstand and solve economic problems;

· To improve the living standards of members by reducing production and service costs by providing input or service at a minimum cost or by finding a better price to their products or services;

· To expand the mechanism by which technical knowledge could be put into practice;

· To develop and promote saving and credit services;

· To minimize and reduce the individual impact of risks and uncertainties; and

· To develop the social and economic culture of the members through education and Training.

· Cooperative Principles are 

· Voluntary and open membership

· Democratic member control

· Economic participation by members

· Autonomy and independence

· Education, training and information

· Cooperation among cooperatives

· Concern for community

· Cooperatives Values are based on "self-help, self-responsibility, democracy, equality, equity and solidarity." Co-operative members believe in the ethical values of honesty, openness, social responsibility and caring for others.

A co-operative is a business owned and operated by its members. Each member of the co-operative can:

· Vote at meetings

· Take part in making decisions

· Receive a share of the profits

Cooperatives enable a number of small organizations to pool resources and share markets.

2.2.4.2. Types of Co-operatives 

Cooperatives could be classified on the basis of the purpose for which they are established and on the nature of services rendered by them. Accordingly, they could be single purpose cooperatives or multipurpose cooperatives as is the case with most cooperatives. 

Cooperatives could also be classified on the basis of the target group they stand to benefit, i.e. whether or not the members are the sole beneficiaries/users. In the case of consumes’ cooperatives, saving and credits cooperatives, housing cooperatives, insurance cooperatives etc, the users are the members. In the case of producers’ cooperatives, transport cooperatives, construction cooperatives and marketing cooperatives, the users are not necessarily members.

Cooperatives exist virtually in all forms of traditional economic sectors such as agriculture, fisheries, consumer and financial services, housing, and production (workers’ cooperatives).

The scope of cooperative activity also extends to large a number and activities including handicrafts, agriculture, housing, saving and credit, health and social care, funeral and schools.

Co-operative societies may be classified into different categories according to the nature of activities performed by them. The main types of co-operative societies are:

1) Consumers’ co-operative societies.

2) Producers’ co-operative societies.

3) Co-operative marketing societies.

4) Co-operative credit societies.

5) Co-operative farming societies.

6) Co-operative housing societies.
2.3. Setting up Small Scale Business

Steps for Setting up the Entrepreneurial Venture 

Once an individual decides to take up entrepreneurship as a career path, to be a job provider instead of a job seeker, s/he has to establish an enterprise. However, setting up of a small new enterprise is a very challenging as well as a rewarding task. Several problems are involved in this task. It is extremely important to take utmost care in identifying the product or service to be launched by the entrepreneur; otherwise it might prove to be a costly mistake. After tentatively identifying four to five ideas, s/he should go in for detailed assessment and feasibility study. This will help the entrepreneur to crystallize one idea in an objective and systematic manner, which will greatly enhance his/ her chances of success.

The entrepreneurial process of launching a new venture can be divided into three key stages of: Discovery; Evaluation; and Implementation. These can be further sub-divided into seven steps as shown below:
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Fig. 2.1. 

Discovery: The first stage of discovery is to identify opportunities that may form the basis of an entrepreneurial venture. It requires creative thinking to identify issues that can benefit from an entrepreneurial vision. This stage can be divided into two steps: 
Step 1
:-Discovering your entrepreneurial potential - the first step is to know more about your personal resources and attributes through some self-evaluation– what will you bring to the venture? What are your strengths and challenges? These will affect the type of venture you choose. 

Step 2:- Identifying a problem and potential solution – a new venture has to solve a problem and meet a genuine need.

Evaluation: By the end of first stage of discovery, you should have selected an idea worthy of further detailed investigation. The next stage evaluates if this all adds up to a feasible business in two further steps: 

Step 3
Evaluating the idea as a business opportunity– find out information about the 
 market need. Is the solution to this problem really wanted by enough customers? Investigate the feasibility of the proposed solution (technically, economically, socially, and legally). 

Step 4
Investigating and gathering the resources – How will the product/service get to market? How will it make money? What resources are required?

Exploitation: By the end of the second stage of evaluation, you should have identified an opportunity that has reasonable prospects of success, and analyzed what is required to launch it.  The next stage is to make the final preparations and launch it into the market. It can be developed in three further steps:  

Step 5
Forming the enterprise to create value – set up a business entity and protect any intellectual property. Get ready to launch the venture in a way that minimizes risk and maximizes returns.

Step 6
Implementing the entrepreneurial strategy – activate the marketing, operating, and financial plans. 

Step 7
Planning the future – look ahead and visualize where you want to go.

Environmental Analysis: Entrepreneurship does not exist in a vacuum. It is affected by and affects the environment. Relationship between entrepreneurship and environment is shown in the figure below.
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Entrepreneurship vs Environment
As the economies are getting internationally integrated, for an analysis of the environment of entrepreneurship you would be required to develop an understanding of macroeconomic, and industry/sector specific factors.

a) Macro Environment

The macro environment of an entrepreneur consists of the political, technological, social, legal and economic environments. All of these are not immediate part of the entrepreneur’s venture yet they have an impact on his/her enterprise. 

b) Sectorial Analysis

After having understood the general environment in which the business has to take birth, it is important to study the sector or industry conditions in which the entrepreneur proposes to launch a venture. This will help to put the proposed venture in the proper context. The purpose of industry analysis is to determine what makes an industry attractive- this is usually indicated either by above normal profits or high growth rates. For such analysis one should study the history of the industry, the future trends, new products developed in the industry, forecasts made by the government or the industry. It is also advisable to study the existing or potential competition, threat of substitutes and entry barriers. Sometimes there might be bilateral agreements between countries regarding some sectors or government policy that is sector specific or some event that throw up challenges.

There might be certain constraints regarding availability of technology, manpower or raw materials, which are industry specific. Similarly, there might be certain strengths of a particular sector, which might outweigh some negative general trends. For instance, currently the cement and steel sector are on an upward swing with a favorable climate in the housing sector as well as government’s thrust on the construction sector.


SWOT Analysis

At this stage, conducting a SWOT analysis will help the entrepreneur to clearly identify his/her own strengths and weaknesses as well as the opportunities and threats in the environment. 

Strengths are positive internal factors that contribute to an individual’s ability to accomplish his/her mission, goals and objectives. Weaknesses are negative internal factors that inhibit an individual’s ability to accomplish his/her mission, goals and objectives. An entrepreneur should try to magnify his strengths and overcome or compensate for his/her weaknesses.

Opportunities are positive external options that an individual could exploit to accomplish his/her mission, goals and objectives. Threats are negative external forces that hinder an individual from accomplishing his/her mission, goals and objectives. These could arise due to competition, change in government policy, economic recession, technological advances etc. Threats in the environment can arise from competition, technological breakthroughs, change in government policies etc. S/he might possess certain unique skills or abilities, which along with his/ her knowledge and experience can provide him/ her cutting edge.

An analysis of the above can give the entrepreneur a more realistic perspective of the business, pointing out foundations on which s/he can build future strengths and remove obstacles. The hierarchical approach to the development of business idea is given below.


The entrepreneur has to use the opportunities provided by the environment, combine these with his/her unique strengths in terms of knowledge, skills, experience etc. and then take a decision to launch a particular product or service. The proposed product / service should be compatible with the capability of the entrepreneur, resources available in the environment and the need of the society.
2.4. Small Business Success and Failure Factors 

Entrepreneurship will flourish only under the right atmosphere to be conducive to the social, political and economic issues. Even though the urge to excel others and to create something new is inborn and psychologically oriented in the larger analysis, this urge to excel others will fail to obtain the full freedom of expression unless the right environment is available.

The rates of business failure vary greatly by industry and are affected by factors such as type of ownership, size of the business, and expertise of the owner. The causes of business failure are many and complex;

· Small Business failure factors:- 

Michael Gerber, founder and CEO of Gerber Business Development Corporation, author of The E-Myth : “Why Most Small Business Don’t Work and What To Do About It” (Harper Business), has compiled, based on his 17 years of small business research, his own list of reasons why small business fail. Among the reasons he cites:

1. Lack of Management Systems: Most entrepreneurs have no systematic way of generating information or determining what is and is not working.  Also, there is little or no effort to covert data into usable information.

2. Lack of Vision and Purpose by the Principals: Entrepreneurs need to view their business as a means to an end. Bill Gates; for example, has become successful because his purpose was to put a computer in every home and his business was a way to achieve that goal – not vice versa.

3. Lack of financial planning and review: Most self-employed people concentrate primarily on generating income when they should be most concerned with building equity.

4. Poor Market Segmentation or Strategy: Most entrepreneurs don’t know who their customers are. Factors such as customer age, geographic locations, and family size can have an impact on what and how they buy.

5.  Lack of market knowledge: The self-employed are often so engrossed in the daily task of running a business that the last thing they think about is what their competition is doing and how they can do it better.

6. Inadequate capitalization/underfunded: A1though this factor commonly rates as the primary reason for business failure, it is actually a symptom of underling problems.

· Small Business success factors:-

1. Conducive Environment;

2. Adequate Credit Assistance;

3. Markets and Marketing Support.

1. Conducive Environment

Successful small enterprises do not emerge, and thereafter survive and grow unless the environment is conductive.  Political, economic, technological and socio-cultural factors in the environment impinge upon the life of the small business and generate much of the needs required for their existence.

Political Climate: - 
The overall political climate in a country is important for the small scale entrepreneur to consider. Small scale entrepreneur will need positive and encouraging measures by government and political constituencies to establish private investment. Such measures could include liberal or nonrestrictive investment policy, creation of promotional agencies, creation of industrial estates and free trade zones and availability of low-cost loan capital for private investors.

The Economic Environment: - An analysis of the economic environment is particularly helpful in investment decision, market measurement and in forecasting. 

The general state of the economy dictates what the small enterprise will need especially since it is handicapped in obtaining capital and credit owning to greater unit costs of small transactions, greater risks involved, etc. . 

Technology: -
Technological advances in the environment create new needs for the small entrepreneur as far as adaptation and adjustment is concerned. 

Small scale entrepreneur needs to learn how to adjust to the new technological environment surrounding him/her, or needs to take a set of advance technologies and bring these to his/her own level in the small enterprise. Either way, constant reexamination is needed for possible utilization and improvement of existing technologies.

Socio-Cultural Environment: - Finally, the socio-cultural environment also creates a very important climate for the survival of the enterprises.

2. Adequate Credit Assistance

Small enterprise development cannot be ensured without arrangement for financing. Adequate and timely supply of credit is critical for new entrepreneurs to emerge especially from a wide base. A great majority of micro and small business activities have come about because of special financing programs offered to them. 

Thus, requirements are less strict in terms of lower interest rates than the prevailing commercial rates; less collateral requirements and lower equity ratio; various assistance schemes such as preparing the project study; etc. 

3. Markets and Marketing Support 

Market for a small enterprise in a developing country can be quite a problem. The small business entrepreneur will be in competition not only with locally mass-produced goods but even imports.

Small enterprises can brand together and sell their products as one body through closely-knit associations or organizations. The government too can take an active part in marketing specific products or assisting small groups of entrepreneurs in selling their products.

2.5. Problems of Small Scale Business in Ethiopia

Small-scale businesses have not been able to contribute substantially to the economic development, particularly because of financial, production, and marketing problems. These problems are still major handicaps to their development. Lack of adequate finance and credit has always been a major problem of the Ethiopian small business.

Small-scale units do not have easy access to the capital because they mostly organized on proprietary and partnership basis and are of very small size. They do not have easy access to industrial sources of finance partly because of their size and partly because of the fact that their surpluses which can be utilized to repay loans are relatively small. Because of their size and partly because of the limited profit, they search for funds for investment purposes. Consequently, they approach traditional money lenders who charge extra high rate of interest hence small enterprise continue to be financially weak.

Small scale enterprises find it difficult to get raw materials of good quality at reasonable prices in the field of production. Furthermore, the techniques of production, which the enterprises have adopted, are usually outdated. Because of their poor financial position they are not able to buy new equipment, consequently their productivity suffers. 

 Small business’s owner can avoid some of the common pitfalls that lead to business failure by knowing the business in depth; developing a solid business plan; managing financial resources; understanding financial statements; and learning to manage people effectively.

2.6. Supporting Packages for MSEs Development in Ethiopia

When entrepreneurs are deciding to involve and develop MSEs in Ethiopia, they are more likely entitled with some supporting packages which include awareness creation about the sector; provision of legal services, to form legal business enterprises; providing Technical and business management training; financial support based on personal saving, 20/80 (the beneficiaries are save 20% and the MFIs provide Loan 80% of the projects); facilitate working premises; industry extinction services and BDS provision; bookkeeping and audit services.
Summary 

This chapter discuss about classification of business enterprise in to different categories based on the capital investment, job creation and amount of revenue they generate. Based on this criteria business enterprises classified in to micro, small, medium and large business enterprises. 

Based on legal ownership as per it is stipulated in commercial code of Ethiopia business ventures classified into sole proprietorship, partnership, corporations and cooperative societies as special considerations. 

This chapter discusses about success and failure factors of small business, problems of small business in Ethiopia and supporting packages of MSE in Ethiopia.  

Review Questions 
1. Ato Endalikachew” has birr 350,000 in his saving account, while he was working in government organization. Now he decided to quit and wants to establish business enterprise. Before starting the business enterprise he wants piece of information about the type of business. Advise him by stipulating legal form of business organization and enumerating the criteria to choose the legal form of business organization.  
2. W/t Meron is working as a lecturer in one of the university found in Ethiopia for the last 10 years. She has no her own house, she is living by renting house around the university for decade. She is dreaming day and night to have her own house however she has no enough money to purchase house. One day the university community is talking about their house problems and how to alleviate their house problem; one of their co-worker said why we form association and claim land from the regional government to construct our own house. Accordingly they asked the regional government and the regional governments said legalize your association and put some money in closed account in bank. W/t Meron joined the association after fulfilling the membership requirement. Based on the case what type of co-operative society is formed in the university and list the merits and demerits of co-operative societies.
3. According to Article 211 define partnership and according to article 212, 1952 E.C. or 1960 G.C. commercial code of Ethiopia. Business organizations classified in to six major categories. Identify (list) the type of business organization and distinguish each type of the business organization referring the articles
Chapter Three: - Concepts of Product/Service/ Development

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Comprehend the concepts of product; 

· Apprehend product development process;

· Recognize legal and regulatory frameworks of entrepreneurs;

· Identify intellectual property and its system in Ethiopia.


3.1. The Concept of Product/Service Technology

The product is at the heart of your marketing mix. Remember that product means tangible goods, intangible services, or a combination of these. Many businesses offer a combination of goods and services. Restaurants, for instance, provide both goods (food and drink) and services (preparation and delivery). When determining your product strategy, it is useful to think about different levels of product satisfaction. Products are the “bundle of satisfaction” that consumers receive in exchange for their money. The most basic level of product satisfaction is its core benefit, or the fundamental reason why people buy products. For an automobile, the core benefit is transportation from point A to point B. With a hotel room, the core benefit is a night’s sleep. The next level of product satisfaction is the generic product. For an automobile, the generic product is the steel, plastic, and glass. For the hotel, the building, the front desk, and the rooms represent the generic product. The third level of product satisfaction is the expected product, which includes the set of attributes and conditions that consumers assume will be present. Consumers expect comfortable seats, responsive handling, and easy starting from their cars. A hotel guest expects clean sheets, soap, towels, relative quiet, and indoor plumbing. The augmented product, the fourth level of product satisfaction, is all the additional services and benefits that can distinguish your business. For example, night vision built into windshields, satellite-linked navigational systems in autos, and express checkout and health club facilities in hotels are product augmentations. Augmentations represent the sizzle that you sell along with the steak.

3.2. Product/Service Development Process

Once the opportunity is selected, and a business model has been designed, the next step is to develop a commercial version of the opportunity which in most cases is either a product or a service. One of the essential characteristics of a successful business is exemplified by its ability to continuously and rapidly develop new or improved versions of existing products that deliver values more than customers expect.
Product development is the process through which companies react to market signals, respond to changes in customer demand, adopt new technologies, foray into new areas, and ensure continuous growth. It is a core process in achieving strategic objectives, renewal of the company business model and deterring competition from displacing the company from its market position.

Product/service development process is part of the overall new-venture creation process. Even though there are many models that advocate what the product/service generation process should look like, for this purpose we shall adopt four distinct stages.

These stages can be referred to as:


i) Idea Generation 

ii) Incubation

iii) Implementation

iv) Diffusion
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Fig. 3.1. The various stages of new product development process are explained next:

i) New Idea Generation

The new product development process starts with search for ideas. Companies have to encourage any new idea coming. The key to successful domestic and international entrepreneurship is to develop an idea that has a market for the new product/service idea conceived.

Some of the more fruitful sources of ideas for entrepreneurs include consumers, existing products and services, distribution channels, the federal government, and research and development.

ii) Idea Screening

In the 2nd stage, the purpose is to lessen the number of ideas to few vital/valuable ideas. The ideas should be written down and reviewed each week by an idea committee who should sort the ideas into three groups- Promising Ideas, Marginal Ideas, and Rejects: Each promising idea should be researched by committee member.

iii) Concept Development and Testing

Attractive ideas must be refined into fast able product concepts since people do not purchase ideas but they buy concepts. Any product idea can be turned into several product concepts. The questions asked probably include:-

· Who will use the product?

· What benefits should the product provide? 

· When will people consume the produced?

Concept Testing: - calls for testing product concepts with an appropriate group of target consumers/customers, and then getting the consumers’ reactions. At this stage, the concepts can be in words or picture description.

iv) Marketing Strategy Development

After testing the new product the concerned body must develop a preliminary marketing strategy plan for introducing the new product into the market. The marketing strategy will undergo further refinement in subsequent stages.

The marketing strategy plan consists of three parts: (1) Market size, structure, behavior ;( 2) Planned price, distribution strategy, and marketing budget of the 1st year; and (3) Long run sales and profit goals, marketing mix strategy.

v) Business Analysis

After management develops product concept and marketing strategy, it can evaluate the proposals’ business attractiveness. Management needs to prepare sales, cost and profit projections to determine whether they satisfy the company's objective or not. 

Estimated Total Sales: - Management needs to estimate whether sales will be high enough to yield satisfactory profit. 

Estimating Cost and Profits: - After sales forecast the management should estimate the expected cost and profit at various levels of sales volume.

The company can use other financial measure to evaluate the merit of a new product proposal. The simplest is breakeven analysis.

vi) Product Development

If product concept passes the business test, it moves to R&D or engineering to be developed to one or more physical version of the product concept. Its goal is to find a proto type that the consumers/customers see as embodying the key attribute described in the product concept statement, 

Scientists must not only design the products’ required functional characteristics but also know how to communicate its psychological aspects through physical cues and how will the consumer/customer react to different colors, sizes, weight & other physical cues.

When the prototypes are ready, they must be put through regroups functions and consumer/customer tests. Functional tests are conducted under laboratory & field conditions to make sure that the product performs safely and effectively (Durability, Speed, Cost, etc) Consumer testing can take variety of forms, from bringing consumers/customers into laboratory to giving them samples to use in their homes.

vii) Market Testing

After management is satisfied with the products’ functional and psychological performance, the product is ready to be dressed up with the brand name.

The goals are to test the new product is more authentic consumer/customer settings and to learn how large the market is and how consumers/customers and dealers react to handling, using and repurchasing the actual product. 

Most companies know that market testing can yield valuable information about buyers, dealers, marketing program effectiveness, market potential & other matters. 

Test Marketing yields several benefits include more reliable forecast of future sale, and pretesting of alternative of future sale.

viii) Commercialization

When (Timing):- In commercializing, market entry timing is critical. If the company hears about a competitor nearing the end of its development work, it will face three choices. The 1st choice is First Entry. Under this category, the firm usually enjoys the "first mover advantage" of locking up key distributors & gaining reputation. The 2nd choice goes with Late Entry Strategy- which has three advantages include:-

· The competition will have borne the cost of educating the market;
· The competing product may reveal fault that the late entrant can avoid; and 

· The company can learn the size of the market. 

The 3rd strategy- Parallel Entry- can be also chosen by the company to get in the market. The strategy to work, a prospective businessman can take the advantage of opting for the latest technology and production process and operate at higher volume of operation. This leads to reduced production cost and production of quality goods and services. A new businessman can thus provide improved quality goods and services at lower cost and further tap the market with an innovative marketing approach. 

Where (Geographical Strategy):- The company must decide whether to launch the new product in a single locality, a region/several regions, in the national/international market. 

To Whom (Target-Market-Prospect):- Within the rollout markets, the company must target its distribution and promotion to the best prospect group. Prime prospects for a new consumer/customer’s product would ideally have the following characteristics:

· They would be early adapters;

· They would be  heavy users;

· They would be  Opinion leaders; and

· Could be reached at low cost.

How (Introductory Markets Strategy):- To sequence and coordinate many actives involved in launching a new product may/can use network-planning techniques such as Critical Path Scheduling (CPS).

 3.3. Legal and Regulatory Frameworks for Entrepreneurs

Since there are many options that an entrepreneur can choose in setting up an organization, it will be necessary to understand all the advantages and disadvantages of each regarding such issues as liability, taxes, continuity, transferability of interest, costs of setting up, and attractiveness for raising capital. Legal advice for these agreements is necessary to ensure that the most appropriate decisions have been made.

One of the challenges the novice entrepreneur will face as she goes into business understands the regulatory environment which is made up of numerous laws and regulations. To operate as a legal businessperson and protect the business from unnecessary suits and liabilities, the entrepreneur needs to understand the various laws that govern his/her business. Following are the key legal issues for the entrepreneur.

3.4. Intellectual Property Protection/Product/Service Protection

Intellectual property (IP) refers to the legal rights which result from intellectual activity in the industrial, scientific, literary and artistic fields. These rights attach not only to inventions, business methods, industrial processes, chemical formulae, unique names (the so-called ‘industrial property branch’ of IP), but also to all information products that derive their intrinsic value from creative expression, literary creation, ideas, or presentations (the so-called ‘copyright branch’ of IP). For instance, the text that you are currently reading, the articles and books that are referred to in this text, and the various pieces of software that have been used to produce this text are all intellectual properties.

In order to strike a balance between these two conflicting problems, IP law grants exclusive rights only for a limited period of time. That is, IP law addresses the two problems sequentially. First, legal protection makes the good excludable: to enjoy the services, users have to pay royalties to the producer. Second, once the protection is over, the good falls in the public domain, which means that all users may access the good for free (i.e., at marginal cost).

3.4.1 What is Intellectual Property?
Intellectual Property which includes patents, trademarks, copyrights, and trade secrets represents important assets to the entrepreneur and should be understood even before engaging the services of an attorney. Too often entrepreneurs, because of their lack of understanding of intellectual property, ignore important steps that they should have taken to protect these assets. 

Intellectual property is a legal definition of ideas, inventions, artistic works and other commercially viable products created out of one's own mental processes. In the same sense that real estate titles establish ownership of tangible items, intellectual property is protected by such legal means as patents, copyrights, and trademark registrations. In order to enjoy the benefits arising from the exclusive ownership of these properties, the entrepreneur needs to protect these assets by the relevant law. This is the reason why’ experts strongly recommend that those in creative fields seek protection through official registration of their intellectual properties. 
 3.4.2 Patents

An entrepreneur who invents a new thing or improves an existing invention needs to get legal protection for their invention through a patent right. A patent is a contract between an inventor and the government in which the government, in exchange for disclosure of the invention, grants the inventor the exclusive right to enjoy the benefits resulting' from the possession of the patent.

· Utility Patent: A utility patent protects any new invention or functional improvements on existing inventions.

· Design Patent: This patent protects the appearance of an object and covers new, original, ornamental, and unobvious designs for articles of manufacture. Like utility patents, design patents provide the inventor with-​exclusive right to make, use and/or sell an item having the ornamental appearance protected by the patent. This patent is appropriate when the basic product already exists in the marketplace and is not being improved in function but only in style. These patents are particularly important to companies such as shoe producers and product package design firms that need to protect their ornamental designs. 

A patent provides the owner with exclusive rights to hold, transfer, and license the production and sale of a product/process. It is an intellectual property right and It is issued by government to the inventor. This exclusive property right can be granted for a number of years depending on the countries laws and type of property. Patents are property rights that can be sold and transferred, willed as well as licensed and at times used as collateral.
What Can Be Patented Then?

· Processes: Methods of production, research, testing, analysis, technologies with new applications.

· Machines: Products, instruments, physical objects.

· Manufactures: Combinations of physical matter not naturally found.

· Composition of matter: Chemical compounds, medicines, etc.

3.4.3 Trademarks
A trademark may be a word, symbol, design, or some combination of such, or it could be a slogan or even a particular sound that identifies the source or sponsorship of certain goods or services. 

These are distinctive names, marks, symbols or motto identified with a company’s product or service and registered by government offices. Unlike the patent, a trademark can last indefinitely, as long as the mark continues to perform its indicated function. Trademarks unlike patents are periodically renewed unless invalidated by cancellations, abandonment, or other technical registration/renewal issues.
Service Marks— A service mark is very similar to a trademark except that the logo, symbol, or design represents a service rather than a product. Examples of service marks include Wendy’s (restaurant services), COMPUSA (retail and wholesale computer services), and Citibank (banking and financial services).

Benefits of a Registered Trademark

· It provides notice to everyone that you have exclusive rights to the use of the mark throughout the territorial limits of the country.

· It entitles you to sue in federal court for trademark infringement, which can result in recovery of profits, damages, and costs.

· It establishes incontestable rights regarding the commercial use of the mark.

· It establishes the right to deposit registration with customs to prevent importation of goods with a similar mark.

· It entitles you to use the notice of registration (®).

· It provides a basis for filing trademark application in foreign countries.

*Trademark rights may be used to prevent others from using a confusingly similar mark, but not to prevent others from making the same goods or selling the same goods or services under a clearly different mark.
3.4.4 Copyrights
Copyright is a right given to prevent others from printing, copying, or publishing any original works of authorship. Copyrights provide exclusive rights to creative individuals for the protection of literary or artistic productions. It protects original works of authorship including literary, dramatic, musical, and artistic works, such as poetry, novels, movies, songs, computer software, and architecture. Protects published and unpublished. The copyright protects the form of expression rather than the subject matter of the writing. 
Usually copyrights are valid for the life of the inventor plus a few decades.
3.5. The Intellectual Property System in Ethiopia

Ethiopia became a party to the convention establishing the world Intellectual Property Organization (WIPO) in February 1998 right after some time the Country had joined the Nairobi Treaty on the Protection of the Olympic Symbol in 1981. It is a member of the Treaty establishing the Common Market for Eastern and Southern Africa (COMESA) which was formed in 1994, the Partnership Agreement between members of the African, Caribbean and Pacific (ACP) Group of States and the European Union (EU). 

The Ethiopian Government established the Ethiopian Intellectual Property Office in the year 2003 containing the understated Objectives:-

· To facilitate the provision of adequate legal protection for and exploitation of   intellectual property in the country;

· To collect, organize and disseminate technological information contained in patent documents and encourage its utilization;

· To study, analyze and recommend policies and legislation on intellectual property to the government; and

· To promote knowledge and understanding of intellectual property among the general public;

The existing laws and directives in Ethiopia in the field of Intellectual Property (IP) are the Patent Proclamation and the Implementing Regulation, the Copyright and Related Rights Proclamation and The Trademark Registration Directive.

According to the proclamation in order to be granted a patent, an invention must fulfill three conditions- (1) it must be new- It should never have been published or publicly used before; (2) It should be capable of industrial application- It must be something which can be industrially manufactured or used; and (3) It must be "non-obvious”- It should not be an invention which would have occurred to any specialist working in the relevant field.

The proclamation excludes the following from patentability:-

· Inventions contrary to public order or morality; 

· Plant or animal varieties or essentially biological processes for the production of plants or animals; and

· Schemes, rules or methods for playing games or performing commercial and industrial    activities and computer programs;

· Discoveries, scientific theories and mathematical methods; and

· Methods for treatment of the human or animal body by surgery or therapy as well as diagnostic methods practiced on the human or animal body.

Rights of a patentee include making, using and exploiting the patented invention in any other way. Any person who wants to use the patented invention has to get the authorization of the owner/inventor. The patentee does not have import monopoly right over the products of the patented invention in Ethiopia.

 There are certain limitations of rights of the patentee included in the proclamation such acts done for non-commercial purposes; the use of the patented invention solely for the purposes of scientific research and experimentation; the use of patented articles on aircraft, land vehicles or vessels of other countries which temporarily or accidentally enter in to the air space, territory or waters of Ethiopia; acts in respect of patented articles which have been put on the market in Ethiopia by   the owner of the patent or with his/her consent; the use of the patented invention for national security, nutrition, health or for the development of vital sectors of the economy, subject to payment of an equitable remuneration to the patentee; the duration of a patent is 15 years which may be extended for a further period of five years if proof is furnished that the invention is properly worked in Ethiopia.

Trademark Directive is issued in the country in 1986 with the following objectives in that it helps:-

· To centrally deposit trademarks which are used by local and foreign enterprises to distinguish their goods or services;

· To distinguish the products or services of one enterprise from those of other enterprises and prevent consumers from being victims of unfair trade practices;

· To provide information on trademark ownership and right of use when disputes arise between parties;

· To provide required information on trademarks to government and individuals; and

· Protection is granted after publication of cautionary notice;

Copyright is protected on the basis of the copyright and related rights proclamation issued in 2004. The proclamation gives protection to literary, artistic and scientific works which include books, pamphlets, articles, computer programs and other writings; 
speeches, lectures, addresses, sermons, and other oral works; dramatic, dramatic-musical works, pantomimes, choreographic works, and other works created for stage production; musical works, with or without accompanying words; audiovisual works and sound recordings works of architecture; works of drawing, painting, sculpture, engraving, lithography, tapestry, and other works of fine arts; photographic and cinematographic works; illustrations, maps, plans, sketches, and three dimensional works related to geography, topography, architecture or science; derivative works; and collection of works, collection of mere data (databases) whether readable by machine or other form.

 The Proclamation gives protection to:

· Works of authors who are nationals of or have their habitual residence in Ethiopia;

· Works first published in Ethiopia; or works first published in another country and published within thirty days in Ethiopia;

· Audio-visual works whose producer has his headquarter or habitual residence in Ethiopia; and

· Works of architecture erected in Ethiopia and other artistic works incorporated in a building or other structure located in Ethiopia.

The author of a work shall be entitled to protection, for his work upon creation where it is an original work; and written down, recorded, fixed or otherwise reduced to any material form. Quality of the work and the purpose for which the work may have been created is not taken in to consideration.

The rights of performers, producers of phonograms and broadcasting organizations are also protected by law. Copyright is protected for the life of the author plus fifty years. Fifty years for the rights of performers and producers of sound Recordings and 20 years for the rights of broadcasting organizations.

Summary 
These chapter discuses about product development and its processes and Laws and regulations exist to protect competition, consumers, people in the workplace, and intellectual property; to allow bankruptcy; and to establish contracts. 
Patents, copyrights, and trademarks are legal way to protect intellectual property. A patent grants an inventor the exclusive right to make, use, and sell. 
Since all business is regulated by law, the entrepreneur needs to be aware of any regulations that may affect his or her new venture and will need legal advice. 

Review Questions 

1) Discus the product development process.

2) Elaborate the applications of intellectual property.

3) Which intellectual property protects literary works?  

a) Trade mark          b) copy right         c) patent right          d) service mark   
Chapter Four: - Business Plan

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

· Understand how to identify business idea;

· Distinguish how generate and screen business idea;   

· Differentiate components of business plan;

· Understand how to develop business plan.


Introduction 

It is useful to prepare a business plan for your business. For independent business in freehold, tenanted, leased or franchised businesses, a business plan is essential. Even managed units in chain organizations can benefit from producing a business plan. Business plans assist managers to plan the direction of the business, compare performance with the plan, and take corrective action. 

· Preparing a business plan allows you to think about the mission and key objectives of the business, and the actions needed to achieve the objectives.

· Identify the information needed to understand the customers and competition.

· Develop a competitive business strategy for the business.

· Plan all the activities needed to make the strategy work.

· Forecast the results of the plan to overcome difficulties.

· Keep track of the business and take corrective action where needed.

Preparing a business plan helps managers to understand the business and the planning process. It is this process that is important to the manger’s role as a manager and owner, because the hospitality sector is fast moving and dynamic and a plan provides a sense of direction and purpose. It enables mangers to make changes and amendments as circumstances unfold. The business plan shows how the business will contribute to overall goals and objectives of the organization.
4.1. Opportunity Identification and Evaluation

The term opportunity has a distinct meaning in entrepreneurship. Opportunities have inherent characteristics that enable them to be converted into positive, sustainable Money Machines in the right hands and under the right conditions.

Opportunity recognition corresponds to the principal activities that take place before a business is formed or structured. The opportunity identification and evaluation stage can be divided into five main steps namely; getting the idea/scanning the environment, identifying the opportunity, developing the opportunity, evaluating the opportunity and evaluating the team.

1) Scanning the Environment/ Getting the Idea

While scanning the environment it may be provide you with idea and business opportunities. Idea is a thought or suggestion about a possible course of action. Synonymous with “idea” are the terms thought, intention, scheme, suggestion, proposal, initiative, spur, impulse, brainwave, insight, concept and connotation. Whereas, opportunity is a favorable time or set of circumstances for doing something. Synonymous with opportunity are chance, opening and prospect. A business opportunity is a gap left in a market by those who currently serve it, giving a chance to others to add unrealized value by performing differently from and better than competitors in order to create new possibilities. 

Business opportunities are distinguished from ideas; an idea is not synonymous with opportunity. The difference between an idea and an opportunity is that an opportunity is the possibility of occupying the market with a specific innovative product that will satisfy a real need and for which customers are willing to pay but idea is all about opinion about anything we can have. Successful venturing may well rest upon the ability of an individual to recognize or distinguish an opportunity from an idea.

2) Opportunity Identification

Opportunity identification is ability to see, to discover and exploit opportunities that others miss. It is the process of seeking out better ways of competing. It includes scanning the informational environment, being able to capture, recognize and make effective use of abstract, implicit and changing information from the changing external environments.

It is important for the entrepreneur to understand the cause of the opportunity. Is it technological change, market shift, government regulation, or competition?  These factors  and  the  resulting  opportunity  have  a  different  market  size  and  time dimension. The market size and the length of the window of opportunity form the primary basis for determining risks and rewards which serves for opportunity evaluation.  

Opportunity identification is a very difficult task, as most opportunities do not just appear but rather result from an entrepreneur’s alertness to possibilities. In developing countries, problems may be changed to business opportunities. 

3) Opportunity Development

Having recognized the opportunity, timely adaptation of that opportunity to suit actual market need is key to new venture success. Opportunity development is the process of combining resources to pursue a market opportunity identified. 

This involves systematic research to refine the idea to the most promising high potential opportunity that can be transformed into marketable items.

4) Opportunity Evaluation

Opportunity screening and evaluation is a critical element of the entrepreneurial process. A professional executed evaluation can tell whether the specific product or service has the returns needed to justify the investment and the risk to be taken. 

Opportunity screening and evaluation is perhaps the most critical element of the entrepreneurial process, as it allows the entrepreneur to assess  whether  the  specific  product  or  service  has  the  returns  needed  for  the resources  required.  This evaluation process involves looking at the creation and length of  the opportunity,  its  real  and  perceived  value,  its  risks and  returns,  its  fit with the personal skills and goals of the entrepreneur, and its differential advantage in its competitive environment.  According to experts, evaluating the opportunity must answer the questions listed in table 4.1 below: 
Table 4.1: Business factors and questions for opportunity evaluation
	Business factor
	Questions for Evaluation

	Product or

Service
	Description of the product or service, its differentiator, purpose and the need it fills

· What competitive advantage / benefits does the product have?

· What is the required customer care support for this product/service?

· Is the company able to produce product and supply required aftercare support?

	Market

Opportunity
	· Where is the market demand? What is the target market? Is it generic or a niche?

· Industry characteristics (growth rates, change, entry barriers).

· What market share can the product reasonably expect today? In 2, 5 or 10 years?

· Timing and length of the window of opportunity?

· What competition exists in this market? Substitutes? How big is their turnover?

· How accessible are the desired distribution channels?

	Costing and

Pricing
	· How much will it cost to develop the product and commercialize it?

· Where will the funds come from?

· How do the pricing, costs and economies of scale compare with competitors?

· How easy is it to acquire equipment, skills and other inputs required?

	Profitability
	· Where is the money to be made in this activity? What are the gross margins?

· Would the return on investment be acceptable? What is the payback period?

· What are the cash flow patterns and the source of working capital?

	Capital

Requirements
	· How much capital (people, operating expense and assets) is required to start?

· What are the long-term capital needs?

· How much of the required capital is secured and where will the rest come from?

· What securities are available to guarantee the required funds?

· Is there a list of potential funders? In case the funders withdraw their capital?


	Issues and risks
	· What risks (real and perceived) are inherent with the product/service?

· Industry based risks e.g. is the market on a decline?

· Are there plans for surviving the death of the lead entrepreneur?

· Unreliable forecasts? Inadequate cash flow?

· Inability to grow with the demand or cope with shrinking sales?

· Supplier and value chain management?


5) Assessment of the Entrepreneurial Team

Regardless of how right the opportunity may seem to be, it will not make a successful business unless it is developed by a team with strong skills. Gartner et al (1999:230) advices that once the opportunity has been evaluated, the next step is to ask pertinent questions about the people who would run the company. Such questions are illustrated in table.

Table 4.2: Team factors and questions for opportunity evaluation
	Team factor
	 Questions for evaluation

	Focus:
	· Is the founder really an entrepreneur, bent on building a company?

· Does the entrepreneur (or his team) have some experience (work or industry)?

· Do they really like this product/sector? Do they really want this?

· Can the team create products to suit that market need?

· How stressful is the opportunity for the team?

	Selling:
	· Does the team have the necessary selling and closing skills?

	Management:
	· Who will work full time? Do your managers represent competitive advantage?

· Does the team have the necessary management and technical skills?

· If the required skills are not available, can they be acquired at competitive rates?

· How is their relationship with the entrepreneur, commitment and motivation?

	Ownership:
	· Have the critical decisions about ownership and equity splits been resolved?

· Are the members committed to these?

· Does the owners have enough financial capital for required own contributions?


4.2. Business Idea Identification and Development

A business idea is a short and precise description of the basic operation of an intended business. There are three types of business ideas. They are:

1. Old Idea – Here an individual copies an existing business idea from someone.

2. Old Idea with Modification – In this case the person accepts an old idea from someone and then modifies it in some way to fit a potential customer’s demand.

3. A New Idea – This one involves the invention of something new for the first time

Before you start a business, you need to have a clear idea of the sort of business you want to run. Your business idea will tell you:

· Which needs will your business fulfill for the customers and what kind of customers will you attract?

· What good or service will your business sell?

· Who will your business sell to?

· How is your business going to sell its goods or services?

· How much will your business depend upon and impact the environment? A good business idea will be compatible with the sustainable use of natural resources and will respect the social and natural environment on which it depends.

All business ideas are not equally worth. Therefore, to identify promising business idea among others, it is important to answer the above raised questions. Let we see the explanation for the questions raised above.  

4.2.1. The Need will Your Business Fulfill for the Customers 

Your business idea should always have customers and their needs in mind.

It might be a good idea to start a day care center in the commercial area as many other parents may have the same need.

It might be a good idea to start a waste collection and recycling service in this area. Not only would the owner of this restaurant need the service, but many other residents in the area might need it as well.

4.2.2 Good or Service will your Business Sell

Depending on your skills and the needs of the customers, you should decide which good or service your business will sell. Also, keep in mind that they must be goods or services that people are willing to pay for and at a price that will allow you to make a profit.

A good is an item that people pay for and use. It may be something you make yourself or it may be something you buy to resell. Tools, baked goods, clothes and retail items are all products. A service is something you do for people that they then pay you for. For example, delivering goods, banking, babysitting, repairing items, collecting recyclable waste from apartment buildings, operating tours, etc. are all services.

4.2.3 Identifies Potential Customer 

Any business cannot succeed without customers. Therefore, it is essential that you know who your customers will be. Will you sell to a specific type of customer or to everyone in an area? There must be enough people who are able and willing to pay for your goods and services or the business will not survive.

4.2.4 Strategy for Selling Goods or Services
How are you going to sell your goods or services? If you plan to open a shop, you know how you will sell your product, but manufacturers or service operators can sell their products in many different ways. A manufacturer, for example, can sell either directly to customers, to retailers or to wholesalers.

4.2.5 Relation between Business and Environment

Your business can only be sustainable in the long run if it works in harmony with the social and natural environment. How much does your business depend on the environment? Does it rely on the weather, soil or other natural resources? Does it need any specific type of labor from the local community? Does it need the local community to support it? What should you do to make sure that your business nurtures the natural environment and helps the local community? Will your business nurture the natural environment or will it have a detrimental impact? How would you minimize or reverse any negative effect that your business might have?

4.3. Methods for Generating Business Ideas

Every business idea should be based on knowledge of the market and its needs. The market refers to people who might want to buy a good or service; i.e. the customers. The market differs from place to place, depending on who lives in the area, how they live and for what goods or services they spend their money. When you understand the market in your area, you might recognize many business ideas that you may have previously ignored.

When generating business ideas, it is best to try to keep your mind open to everything. Your first goal is to think of as many ideas as possible and make a list of all the possible business opportunities. With a list, you will have more choices! You then can scan the list and nail down the idea(s) that sound most feasible to you and that you think will be most profitable.

There are many ways to come up with business ideas, such as surveying local businesses or asking existing business owners. The information gained from one approach may supplement another and help you to clearly describe your business ideas. Below, we will examine a few different approaches to generating business ideas. 

4.3.1. Learn from successful business owners

You can learn a lot from people in your area who have already gone through the process of establishing a business. You should try to get the following information from them:

· What kind of idea did these businesses start with?

· Where did the ideas come from?

· How did they develop their ideas into successful businesses?

· How does the business profit and fit into the local environment?

· Where did they get the money to start their business?

When to meet successful business owners, use the Business Ideas Analysis Form shown below, to write down their answers to the above listed questions.

4.3.2. Draw From Experience

4.3.2.1. Your own Experience 

Look at the list of your interests, your experiences and your networks. Are there any possible business ideas that you can derive from your own past experience? Think about each type of experience.

Start with yourself. What has your experience been as a customer in the market place? Have you ever searched all day for some items that you could not find in any store in your area? Think about the goods and services you have wanted at different times and that you have had difficulty finding.

4.3.2.2. Other People’s Experience 
The people around you are potential customers. It is important to understand their experience trying to find goods and services that are unavailable or not exactly what they need. Listen carefully to what these people say about their shopping experience.

Ask your family and friends about the things they would like to find that are not locally available. Expand your social knowledge by talking to people from different age groups, social classes, etc. You can also visit community groups, colleges, etc. for a greater understanding of the market.

Here are some examples of comments that would help with your search for a business idea:

· “I cannot find a lunch box that keeps the food warm.”

· “The choice of cooking pots in the shops is very limited.”

· “There is no reliable way of sending gift packages to my friends and relatives living in the villages.”

· “There is not enough entertainment in this town and the weekends are so boring.”

· “I really need to buy some marketing textbooks, but there are no good bookstores in this town.”

· “There is so much garbage on the streets. Somebody should do something about it.”
4.3.3. Survey Your Local Business Area

Another way of discovering business ideas is to look around your local community. Find out what type of businesses are already operating in your area and see if you can identify any gaps in the market.

If you live in a village or small town, you may be able to identify all the fields of business in the whole town. Otherwise, you may need to focus on the preferred business fields and business types that you identified. This is an activity that will be much easier to do with a business partner or friend. Visit the closest industrial area, markets and shopping centers in your area.

4.3.4. Scanning Your Environment

You can use your creativity to find more business ideas in your area. Look at the list of existing local businesses. If the list has included most of the local markets, you may be able to learn about the industries or service providers on which the local economy relies.

It may be useful to think about business ideas by considering all the resources and institutions in your area. For example think about:

· Natural resources;

· Characteristics and skills of people in the local community;

· Import substitution;

· Waste products;

· Publications;

· Trade fairs and exhibitions.

4.3.4.1. Natural Resources
Think of what is abundantly available in your area that could be made into useful products without harming the environment. Natural resources include materials from soil, agriculture, forest, mineral, water, etc.

Perhaps there is good clay soil in the area that can be used for making bricks. It may be used for other business ventures such as making plates, cups or tiles.

Think about a way to use this resource that would enable you to continue working with it for many years. In other words, make sure that your business idea will not exhaust the natural resource that would be the foundation of your business.

4.3.4.2. Characteristics and Skills of People in the Local Community
Consider whether the people in your area have some special characteristics or skills that could be useful for a business:

· Are there people in your community who are good artisans, tailors or carpenters or who have specific skills creating items unique to your area?

· Are there recent graduates looking for jobs who you could employ?

· Are there caregivers, nurses or people who could offer services to children, the elderly or the sick?

· Is your community digitally connected?

· Is the infrastructure in your community well developed?

4.3.4.3. Waste Products
Business opportunities can also be generated by using materials that have been previously used by both homeowners and businesses. Think about the possible use of waste materials for the production of other useful and marketable items. Recyclable waste products can be identified by analyzing certain items to see how they are discarded. Man-made waste has a detrimental effect on the environment. In most cases, companies are keen to work with entrepreneurs who can turn their waste products into valuable and marketable items.

Usually there is something that can be reused in things that we throw away. Recycling may be done with waste products that come from agricultural processing, household garbage, used machinery and appliances or industrial waste. People throw away food that could be used to make compost or animal feed. They also throw away paper, glass and aluminum that can be recycled. Think of things that can be made from what others thought was garbage.

Many industries dispose of useful materials. A clothing company might throw out small pieces of cloth that could be used to make something else. Plastics factories usually have materials left over that might be useful for insulation, stuffing for pillows or a new kind of fuel.

Is there a possibility that you could recycle something that is found in abundance in your neighborhood? Is there a way of using resources more efficiently? May be you could offer a service to help individuals or institutions dispose of their waste in a way that is environmentally-friendly or maybe you can make something new out of the waste.

4.3.4.4. Import Substitution

Can you think of anything that is imported that might be made locally? Some imported goods have high import duties, making them very expensive. You could investigate the possibility of operating a business that can easily make the imported goods locally.

4.3.4.5. Publications
Publications from the internet and other printed material may help you find ideas. There are many sites on the internet that you can visit to find out about business ideas as well as franchise businesses for sale. There are also web-based businesses that you can search from home if you have internet connection.

Newspapers are a great source of ideas. They often describe types of businesses that you could start or products that you could provide in your area. The classified advertisements may give your ideas, as well as articles about business trends in other places.

4.3.4.6. Trade Fairs and Exhibitions
Organizations hold trade fairs for different goods or services. Attending these fairs may give you exposure to a number of new business ideas that you had not previously considered. Be sure to attend any trade fair for fields of business in which you may be interested.
4.3.5. Brainstorming

Brainstorming means opening up your mind and thinking about many different ideas. You start with a word or a topic and then write down everything that comes to mind relating to that subject. You continue writing for as long as possible, putting down things that you think of, even if they seem irrelevant or odd. Good ideas can come from concepts that initially seem strange.

Brainstorming works best in a group. Get your family, friends or classmate together and ask them to help by writing down ideas they have when they hear the word or subject matter.

4.3.6. Structured Brainstorming

Structured brainstorming is when you think of the different processes that are involved in the operation of a particular business and the goods/services that can be offered with respect to those processes. This is different from thinking about random items related to a particular business field and type.

Try to think of all the businesses that are related to different aspects of a product:

· Those involved in production,

· Those involved in the selling process,
· Those involved in recycling or re-using materials,

· Those indirectly related (spin-offs),

· Those involved in servicing,

For example, you can think of different processes within each line. You continue until you have run out of ideas. Again, whatever comes to mind should be written down. Decide later if it is worthwhile or correct. Let’s take the example of cotton T-shirts:

As far as all brainstorming exercises are concerned, it is essential to recall the basic  rules  of  brainstorming:  no  criticizing  or  censoring  of  ideas,  wild  and turbulent sessions  allowing  the  uninterrupted  flow of ideas,  no  interruption once  the  basic  idea  of  the  exercise  has  been  introduced,  no shyness and no limitations.
4.3.7. Focus Group 

Focus group is a group of individuals providing information on a structured format which is led by moderators. It is characterized by an open and in depth discussion: rather than simply asking questions to solicit student response. The moderator focuses the discussion in either Directive or non-directive manner. It is useful for both getting new idea on existing product or screening idea/concepts.

4.3.8. Problem Inventory Analysis 
It is similar to focus group to generate new product ideas. The difference is rather than generating new idea themselves, consumers are provided with a list of problems in general product category. It is a method of obtaining “New Idea” and solutions by focusing on problems.

4.3.9. Free Association 
One of the simplest methods that entrepreneurs can use to generate new ideas is free association. This technique is particularly helpful in developing an entirely new slant to a problem. First, a word or phrase related to the problem is written down, then another and another, with each new word attempting to add something new to the ongoing thought processes, thereby creating a chain of ideas ending with a new product/service idea emerging.

4.3.10. Forced Relationships 
Forced relationships- as the name implies- is the process of forcing relationships among some product combinations. It is a technique that asks questions about objects or ideas in an effort to develop a new idea. 

4.3. 11. Attribute Listing
Attribute listing is an idea-finding technique that has the entrepreneur list the attributes of an item or problem and then look at each from a variety of viewpoints. Through this process, originally unrelated objects can be brought together to form a new combination and possibly a new product/service that better satisfies a need.

4.4. Business Idea Screening

Idea screening is the process to spot good ideas and eliminate poor one.  To screen the business idea generated, three approaches are discussed as follow: -

1) Macro screening: is aimed screening down ideas to 10. And the common criteria are:- 
· Are my own competencies (see strength detector) sufficient?

· Can I finance it to a large extent with my own equity?  

· Will people buy my product/service (i.e. is it needed and can people afford it)? 
2) Micro Screening: is aimed screening down ideas into 3. The common criteria used for screening are:-

· Solvent demand

· Availability of raw materials  
· Availability of personal skills
· Availability of financial resources  
3) Scoring the Suitability of Business Idea: 

This approach is most appropriate when deciding on starting a business. When there are more than one possible business ideas and one needs to decide which one to follow, we use score business ideas (e.g., BI1, BI2, BI3) by assigning a rating from 1 to 3 for each question, with 3 being the strongest. After we score the ideas we sum the total and select the idea with the highest score.

	S. No
	Questions 
	BI1
	BI2
	BI3

	1. 
	Are you familiar with the operations of this type of business?
	
	
	

	2. 
	Does the business meet your investment goals?
	
	
	

	3. 
	Does the business meet your income goals?
	
	
	

	4. 
	Does the business generate sufficient profits?
	
	
	

	5. 
	Do you feel comfortable with the business?
	
	
	

	6. 
	Does your family feel comfortable with the business?
	
	
	

	7. 
	Does the business satisfy your sense of status?
	
	
	

	8. 
	Is the business compatible with your people skills?
	
	
	

	9. 
	Is there good growth projected for the overall industry of the business?
	
	
	

	10. 
	Is the risk factor acceptable?
	
	
	

	11. 
	Does the business require long hours?
	
	
	

	12. 
	Is the business location-sensitive?
	
	
	

	13. 
	Does the business fit your personal goals and objectives?
	
	
	

	14. 
	Does this business fit your professional skills?
	
	
	

	Totals
	
	
	


Notes: while to answer the above listed questions it is important to conduct survey. Collecting information on your business idea gives you an opportunity to promote your business idea and to present yourself as a potential entrepreneur. While to answer the above questions, there are four important groups that you should talk to:

· Potential customers: Their views are essential to your understanding of whether or not your proposed product is important to them and if you need to modify your idea to meet their needs.

· Competitors, suppliers and entities with financial resources: Their views will reveal the challenges of competition that you would face, as well as other issues related to your potential business.

· Financial institutions: Find out the lending requirements to determine whether borrowing for a new business is possible.

· Key informants and opinion leaders: These are people who would know a lot about the type and field of business you want to go into and/or a lot about your potential customers. Their views would give you a lot to think about and could also give you a better insight into the feasibility of your business idea.

When you have completed the summary of your business idea, you can go on to the next step to start your own business: Prepare a business plan for the proposed business.

4.5. Concepts and Developing a Business Plan

Business plan: - A document that presents the basic idea for the business venture and includes descriptions of where you are now (current business situations evaluation), where you want to go (your business aspiration), and how you intend to get there (the methods/strategies used to achieve your business plan/).

4.5.1 Business Planning Process

A plan, which looks very feasible at the first instance, might actually not be when the details are drawn. Hence documenting the business plan is one of the early steps that an entrepreneur should take. As discussed above, the successful entrepreneur lays down a step-by-step plan that she/he follows in starting a new business. This business plan acts as a guiding tool to the entrepreneur and is dynamic in nature – it needs continuous review and updating so that the plan remains viable even in changing business situations. The various steps involved in business planning process are discussed here below:

1)  Preliminary Investigation

Before preparing the plan entrepreneur should:

· Review available business plans (if any).

· Draw key business assumptions on which the plans will be based (e.g. inflation, exchange rates, market growth, competitive pressures, etc.).

· Scan the external environment and internal environment to assess the strengths, weakness, opportunities and threats (SWOT).

· Seek professional advice from a friend/relative or a person who is already into similar business (if any).
2) Opportunity Identification and Idea Generation

Entrepreneurship is not just limited to innovation (generation of an entirely new concept, product or service, but it also encompasses incremental value addition to the concept/product/ services offered to the consumer, shareholder and employee).

Opportunity identification and business idea generation is the first stage of business planning process. It involves generation of new concepts, ideas, products or services to satisfy demand. 

3) Environmental Scanning

Once a promising idea emerges through idea generation phase the next step is environmental scanning, which is carried out by analyzing both external (General Env’t, Industry & Competitive Env’t) and internal (Resource & Capabilities, Core Competence and Integrate SWOT) and collect the information about the possibilities of the business idea in light of these external and internal environment.  

4) Feasibility Analysis

Feasibility study is done to find whether the proposed business idea (considering the above environmental scanning) would be feasible or not. It is important to demarcate environmental scanning and feasibility study at this point. Environmental scanning is carried out to assess the external and internal environment of the geographical area/areas where, entrepreneur intends to set up his business enterprise, whereas feasibility study is carried out to assess the feasibility of the business idea itself in a particular environment in greater detail.

5) Report Preparation

After environmental scanning and feasibility analysis, a business plan report is prepared. It is a written document that describes step-by- step, the strategies involved in starting and running a business.

4.6. Components/Elements/ of Business Plan 

I) Cover Sheet: Cover sheet is like the cover page of the book. It mentions the name of the business venture, address of the headquarters (if any) and name and address of the promoters.

II)  Executive Summary: Executive summary is the first impression about the business proposal. As the saying goes, the first impression is the last impression. A careful presentation of information should be done to attract the attention of the evaluators. It should be in brief (not more than two or three pages) yet it should have all the factual details about the project that can improve its marketability. It should briefly describe the company; mention some financial figures and some salient features of the project. Generating interest in the minds of the readers is the prime motive of the executive summary.

III) The Business: This will give details about the business concept. It will discuss the mission and objective of the business, a brief history about the past performance of the company (if it is an old company), what would be the form of ownership (whether it would be a single proprietor, partnership, cooperative society or a company under company law). It would also label the address of the proposed headquarters.

IV)  Funding Requirement: Since the investors and financial institutions are one of the key bodies examining the business plan report and it is one of the primary objectives of preparing the business plan report, a careful, well-planned funding requirement should be documented. It is also necessary to project how these requirements would be fulfilled. Debt equity ratio should be prepared, which can give an indication about how much finance would the company require and how it would like to fund the project.

V) The Product or Services: A brief description of product/services is given in this subsection. It includes the key features of the product, the product range that would be provided to the customers and the advantages that the product holds over and above the similar products/ substitute products available in the market. It also gives details about the patents, trademarks, copyrights, franchises, and licensing agreements.

VI) The Plan: Now the functional plans for marketing, finance, human resources and operations are to be drawn.

6.1. Marketing Plan: Marketing mix strategies are to be drawn, based on the market research.

6.2. Operational Plan: The operational plan would give information about (i) Plant location: why was a particular location chosen? Is it in the vicinity of the market, suppliers, labor or does it have an advantage of government subsidies for that particular location or are there any other specific reasons for choosing the particular location?, (ii) Plan for material requirements, inventory management and quality control are also drawn for identifying further costs and intricacies of the business. Finally, the budget for operational plan is also drawn.

6.3. Organizational Plan: The organizational plan indicates the pattern of flow of responsibilities and duties amongst people in the organization, it provides details about the manpower plan that would be required to put life into the business and it would also enlist the details about the laws that would be governed in managing the employees of the organization. In the end the organizational plan is also budgeted.

6.4. Financial Plan: The financial plan is usually drawn for two to five years for an existing company. For a new organization the following projections are drawn:

a) Projected Sales

b) Projected Income and Expenditure Statement

c) Projected Break Even Point

d) Projected Profit and Loss Statement

e) Projected Balance Sheet

f) Projected Cash Flows

g) Projected Funds Flow

h) Projected Ratios

VII) Critical Risks: The investors are interested in knowing the tentative risks to evaluate the viability of the business and to measure the risks involved in the business. This can further give confidence to the investors as they can calculate the risks involved in the business from their perspectives as well.

VIII) Exit Strategy: The exit strategies would provide details about how the organization would be dissolved, what would be the share of each stakeholder in case of winding-up of the organization. It further helps in measuring the risks involved in investing.

IX) Appendix: The appendix can provide information about the Curriculum Vitae of the owners, Ownership Agreement and the like.

4.7. Sample Business plan Format

	Business plan outline  
for Micro-Enterprises - Ethiopian application

	Business Plan 
1.  Full name of the business operator...................................

2.  Address:       Woreda.......................... Town...................

                         Kebele........................... House no..............

3.  Type of the plan/work/business in which the operator is to be engaged.

    ........................................................................................

4. Year of the plan:  From............................... to....................

5. Work premises at the disposal of the operator..................

    ..........................................................................................

    ..........................................................................................

Specify, if there is any problem:

..............................................................................................

 6. Yearly sales plan:
Ser. no.

Product/service to be sold, marketed / year

Unit

   Qua.

Unit price

Total price

Remark

 

 

 

 

 

 

 

 

Total sales

 

 

 

 

 

 Months during which sales are expected to be high 

.........................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................
1. Equipment currently owned by the operator:

Ser. no.

Type of equipment

Unit of measure

    Qua.

Unit 
cost

Total 
cost

Remark

 

 

 

 

 

 

 

 

Total cost of equipment

 

 

 

 

 

 8.  Equipment to be purchased by the operator
Ser. no.

Type of equipment

Unit of measure

 Qua.

Unit 
cost

Total 
cost

Remark

 

 

 

 

 

 

 

 

Total cost of equipment

 

 

 

 

 

 9.  Yearly raw material requirement:
Ser. no.

Type of raw material

Unit

              Qua.

Unit price

    Total        price

  Remark

 

 

 

 

 

 

 

 

Total yearly raw material cost

 

 

 

 

 

 Source of raw material............................................................................................................................................................................................................................................................................................

.....................................................................................................................................................
 10. Other yearly operating expenses (e.g. labor expense, sales expense, depreciation expense, tax       expense etc..)

Ser. no.

Types of expense

Amount of expense in Birr

Remark

 

 

 

 

 

Total expense

 

 

11. Yearly production/service plan:
Ser. no.

Types of production/service to be produced or rendered

               Unit

     Qua.

Unit cost

Total cost

Remark

 

 

 

 

 

 

 

 

Total cost

 

 

 

 

 

12. Financial plan:
Capital requirements
Equity
Loan
Total
Investment capital:
 
 
 
·       Machinery + equipment
·       Furniture + fixture
·       Business premises
·       Any other initial and significant outlay
 
 
 
Working capital:
 
 
 
· Salary/wage
· Raw material and/or supplies
· Rent
· Maintenance
· Business promotion
·    Other cash outlay to meet
   short-term and recurrent expenditure
 
 
 
Total
 
 
 
 13. Yearly profit and loss plan
 Profit + Loss Statement Format: Accounting


Summary
Business plans help companies identify their goals and objectives and provide them with tactics and strategies to reach those goals. It is not historical document; rather, they embody a set of management decisions about necessary steps for the business to reach its objectives and perform in accordance with its capabilities. While business plans have elements common to all uses, most business plans are tailored according to their specific use and intended audience.

Business plan is an outline of a business giving details of the finance, assets, staff, products or services and markets. It guides the entrepreneur, identifies possible problems and is also used in funding applications. The business plan sets out how the owner of a business intends to realize its objectives. Steps in a business plan include: Idea Generation, Environmental Scanning, Feasibility Analysis, Functional Plan (Marketing plan, financial plan, organizational plan and operational plan), Project Report Preparation, Evaluation, Control and Review.

Review Questions 

1) Business plan developed only to establish new business venture.  a) True b) False  
2) Develop your own business plan. (Group Assignment). 
Chapter Five: - Marketing Management
	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

· Understanding the Importance of Marketing; 

· Differentiate philosophies of Marketing;

· Identify the uses of marketing information system; 

· Distinguish marketing mix and Strategies;

· Pinpoints area of customer service; 

· Appreciate marketing research for small business.


5.1. Concepts of Marketing 

Marketing can occur any time with one social unit (person or organization) who strives to exchange something of values with another social unit. Thus, the essence of marketing is a transaction or exchange. In this broad sense, marketing consists of activities designed to generate and facilitate exchange intended to satisfy human needs or wants.
Marketing management is the process of planning and executing, the conception, pricing, promoting and distributing of ideas, goods and services to create an exchange that satisfy individual or group objectives (American marketing Association, 2015).
The above definitions of marketing reset on the following core concepts: needs, wants and demands; products (Goods, Services and Idea), value, cost and satisfaction: exchange and transaction; Relationship and Networks; market; and marketers and prospects. Marketing answers the following questions:

· Who are my customers?

· What are my customer’s needs and wants?

· How can I satisfy my customers’?

· How do I make a profit as I satisfy my customers?
Who are your customers?

Your customers are the people or other businesses that want your products/ services and are willing to pay for them. They include;

· People who are buying from you now.

· People you hope will buy from you in the future.

· People who stopped buying from you but you hope to get them back.

What are my customer’s needs and wants?

An important point to note is that customers want to look at different products so that they can choose what they like best. Some customers want a different design and others want high quality and are willing to pay extra for that.

How can I satisfy my customers’?

You need to do everything to find out who your customers are and what they need and want in order to satisfy them improve your sales and make a profit. You need to find out; 

· Products/services your customers want.

· Price your customers are willing to pay.

· Location of your business in-order to reach your customers (Place).

· Promotion to use to inform your customers and attract them to buy your products or services.

A person at any given time has a need. This need arises out of physical or psychological imbalances. Marketing starts with human needs and wants. People need food, air, water, clothing and shelter to survive. Beyond this, people have a strong desire for recreation, education and other services. Let see terms related with this as follow:

· Need: - Human Need is a state of deprivation of some basic satisfaction. People require food, clothing, shelter, safety and belonging and esteem.

· Wants: - Wants are desires for specific satisfiers of needs. Human wants are continually shaped and reshaped by social forces and institutions including churches, schools, families and business cooperation. Eg. A person needs food but wants spaghetti 

· Demands: - Demands are wants for specific products that are backed by ability and willingness to buy them. Wants become demand when supported by purchasing power. Companies must therefore measure not only how many people want their product but, more importantly how many would actually be willing and able to buy it.

· Product: - is anything that can be offered to satisfy a need or want. Products broadly classify as tangibility and intangibility features.

· Value: - is the consumer’s estimate of the products overall capacity to satisfy his or her needs.

· According to DeRose, value is “the satisfaction of customer requirement at the lowest cost of acquisition, ownership and use”.

· Cost: - is the amount of money that are going to be expended or already incurred to acquire a product.

· Exchange: - is the act of obtaining a desired product from someone by offering something in return.

· Transaction: - is the trade of values between two parties.

· Market: - consists of all the potential customers sharing a particular need or want who might be willing and able to engage in exchange to satisfy their need or want.
5.2. Importance of Marketing

On the average, about 50% of each dollar we spend as consumers goes to cover marketing costs. The money pays for designing the products to meet our needs, making products readily available when and where we want them, and informing us about producers. These activities add want satisfying ability or what is called utility, to products.

A customer purchases a product because it provides satisfaction. That something that makes a product capable of satisfying want is its utility. And it is through marketing that much of a products utility is created. Then potential buyers must be informed about the products existence and the benefits it offers through various forms of promotion. The kinds of utility that marketing provides in the process are as follows:- 

1. Form Utility: Form utility is associated primarily with production- the physical or chemical changes that make a product more valuable. When timber is made into furniture, form utility is created. This is production, not marketing. However, marketing research may aid in decision making regarding product design, color, quantities produced, or some other aspect of a product. All of these things contribute to the product’s form utility.
2. Place Utility: Place utility exists when a product is readily accessible to potential customers. So physically moving the products to a store near the customers add to its value.

3. Time Utility: Time utility means having a product available when you want it. Having a product available when we want it is very convenient but it means that the retailer must anticipate our desires and maintain an inventory. Thus, there are costs involved in providing time utility. 

4. Information Utility: Information utility is created by informing prospective buyers that a product exists. Unless you know a product exists and where you can get it, the product has no value. Advertising that describes a sales person answering a customer questions about the durability of a product creates information utility. Image utility is a special type of information utility. It is the emotional or psychological values that a person attaches to a product or brand because of its reputation or social standing.
5. Possession Utility: Possession utility is created when a customer buys the product-that is, ownership is transferred to the buyer. Thus, for a person to consume and enjoy the product, a transaction must take place. This occurs when you exchange your money for a product.

5.3. Marketing Philosophies

Large-scale marketing activities in the world did not take shape until the industrial revolution is the latter part of the 1800s. Clearly, marketing activities should be carried out under a well-thought out philosophy of efficient, effective and socially responsible marketing. There are five competing concepts under which organizations can choose to conduct their marketing activities: namely, the production concepts, the product concept, the selling/sales concept, the marketing concept, the societal marketing concept and the Relationship Marketing Concept.

	Production
	·  Consumers favor products that are available and highly affordable

· Improve production and distribution. Cut cost 

·  ‘Availability and affordability is what the customer wants’

	Product
	· Consumers favor products that offer the most quality, performance and innovative features

· ‘A good product will sell itself’

	Sales
	· Consumers will buy products only if the company promotes/ sells these products

· ‘Creative advertising and selling will overcome consumers’ resistance and convince them to buy’

	Marketing
	· Focuses on needs/ wants of target markets and delivering satisfaction better than competitors

· ‘The consumer is king! Find a need and fill it’

	Societal Marketing 
	· According to the societal marketing concept, the pure marketing concept overlooks possible conflicts between short-run consumer wants and long run consumer welfare.

	Relationship marketing
	· Focuses on needs/ wants of target markets and delivering superior value

· ‘Long-term relationships with customers and other partners lead to successes’ and building marketing network.


5.4. Marketing Information Systems

Every firm must organize the flow of information to its marketing managers. Companies are studying their manager’s information needs and designing marketing information system to meet these needs.

A marketing information system consists of people, equipment and procedure to gather, sort, analyze, evaluate and distribute needed timely and accurate information to marketing decision makers. The marketing information system is illustrated as fig 5.1 below:
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Figure 5.1 Marketing information systems 

The marketing managers to carry-out their analysis, planning, implementation, and control responsibilities, they need information about development in the marketing environment. The role of the information system is to assess the manager’s information needs, develop the needed information, and distribute the information is a timely fashion to the marketing managers. The needed information is developed through internal company records, marketing intelligence activities, marketing research, and marketing decision support analysis.
5.5. The Marketing Mix and Strategies 

5.5.1. The four P’s Of Marketing/The Marketing Mix/

Robert Lauter born suggested that the sellers’ four Ps correspond to the customers’ four Cs. 

Four Ps                                                                     Four Cs
           Product                                                                         Customer solution

                    Price                                                                            Customer cost

                    Place                                                                            Convenience

             Promotion                                                                   Communication

Winning companies are those that meet customer needs economically and conveniently and with effective communication. These are marketing variables that the marketing manager can manipulate as controllable variables. They include product, pricing, place (channel) and promotion. 
i) Product: refers to goods/services produced for sale, the product /service should relate to the needs and wants of the customers. Some important questions you need to ask yourself include:
a) What products/services do I sell?

b) Why did I decide to sell these products?

c) Do I have the products customers want?

d) Do any of my products not sell well?

e) Do I stock products that do not sell well?

· Always listen to what your customers like and don’t like. When their needs change, change your products and services to satisfy the new needs.

· Do more market research in order to provide those products or services and increase your sales.

· If your product is not selling well, think of new ideas like finding new customers.

ii) Pricing: refers to the process of setting a price for a product/service. Your prices must be low enough to attract customers to buy and high enough to earn your business a profit. To set your price you need to:

· Know your costs.

· Know how much customers are willing to pay.

· Know your competitors price.

· Know how to make your prices more attractive

iii) Place:  means the different ways of getting your products or services to your customers. It is also referred to as distribution. If your business is not located near your customers, you must find ways to get your products/services to where it is easy for customers to buy. You can distribute your products to your customers through:

· Selling directly to the consumers of the products.

· Retail distribution and wholesale distribution.

iv) Promotion: Refers informing your customers of your products and services and attracting them to buy them. Promotion includes advertising, sales promotion, publicity (non-paid promotion) and personal selling. Use advertising to make customers more interested in buying your products or services. Some useful ways of advertising include signs, boards, posters, handouts, business cards, pricelists, photos and newspapers.

You can use sales promotion (short term incentives) to make customers buy more when they come to your business, you could also:

· Ensure you maintain attractive displays.

· Let customers try new products.

· Have competitions.

· Give demonstrations.

· Sell complementary products (products that go together)



5.5.2. Marketing Strategies 

A marketing strategy is a process that can allow an organization to concentrate its limited resources on the greatest opportunities to increase sales and achieve a sustainable competitive advantage.

Marketing strategy is a method of focusing an organization's energies and resources on a course of action which can lead to increased sales and dominance of a targeted market.

A marketing strategy combines product development, promotion, distribution, pricing, relationship management and other elements; identifies the firm's marketing goals, and explains how they will be achieved, ideally within a stated timeframe. Marketing strategy determines the choice of target market segments, positioning, marketing mix, and allocation of resources. It is effective when it is an integral component of the overall firm strategy, defining how the organization will successfully engage customers, prospects, and competitors in the market arena. 

1.  Pricing Strategy

Price is the value placed on what is exchanged. Something of value is exchanged for satisfaction and utility, includes tangible (functional) and intangible (prestige) factors. It can even be barter.  Price is often the only element the marketer can change quickly in response to demand shifts. 
It relates directly to total revenue   TR = Price * Quantity
Profit = TR – TC,  Where, TR=Total Revenue, TC=Total Cost

Pricing strategies are subject to incredibly complex environmental and competitive forces. A company sets no single price, but rather a pricing structure that covers different items in its line. This pricing structure changes through time as products pass through their life cycles.

To come up with this situations marketers use dynamic pricing strategies. The following   are some of pricing strategies mostly applicable in the real world scenario.

i) Price Skimming:  this is a type of marketing strategy that firms use by charging the highest possible price that buyers who most desire the product will pay. It attracts a market segment that is more interested in quality, status, uniqueness etc. In this case, consumers’ demand must be inelastic. 
ii) Penetration Pricing: In this strategy, prices of products are reduced compared to competitors’ price for the same product to penetrate into markets and to increase sales. However, the quality of the product should not be lower as compared to other competitors’ product. It should be again noted that the cost of production should be lower to the extent that can enable the firm to get the desired profit. This is appropriate when the demand is elastic.
iii) Cost-plus pricing:  Any amount that is above unit cost may be considered.
iv) Mark-up pricing: A certain percentage of the selling price is added to unit cost. 
v) Competition Oriented Pricing:  Considers competitors prices primarily; but the market type matters.
vi) Odd-even pricing: This is Psychological pricing method based on the belief that certain prices or price ranges are more appealing to buyers. This method involves setting a price in odd numbers (just under round even numbers) such as $49.95 instead of $50.00. Although not supported by any research findings, its proponents claim that the consumers see a $49.95 price as 'just in the price range of $40’rather than in the $50.

2. Promotion Strategies

Promotion is the communication of the company and its products to customers. Promotional strategy is choosing a target market and formulating the most appropriate promotion mix to influence it. An organization’s promotional strategy can consist:

i) Advertising: It is any paid form of non-personal, one-way, mass communication about an organization, good, service, or idea by an identified sponsor.

ii) Personal selling: This is the two-way flow of communication between a buyer and seller, often in a face to face encounter, designed to influence a person’s or group’s purchase decision.

iii) Public relations: Public relation is a form of communication that seeks to change the perceptions of customers, shareholders, suppliers, employees and other publics about a company and its products.

iv) Sales promotion: This promotion type involves short term incentives of value such as discounts, free samples, and prizes to be offered to arouse interest of customers in buying the good/service. Businesses may use one of the above promotional mix elements to arouse the interest of customers and make them take action by informing, persuading and reminding about the goods and services that they provide to the market.

3. Distribution Strategies

A successful product or service means nothing unless the benefit of such a service can be communicated clearly to the target market. For product-focused companies, establishing the most appropriate distribution strategies is a major key to success, defined as maximizing sales and profits. Unfortunately, many of these companies often fail to establish or maintain the most effective distribution strategies. Problems that researchers identified include:

· Unwillingness to establish different distribution channels for different products,

· Fear of utilizing multiple channels, especially including direct or semi-direct sales, due to concerns about erosion of distributor loyalty or inter-channel cannibalization

· Failure to periodically re-visit and update distribution strategies.

· Lack of creativity, and 

· Resistance to change.

 As can be noted from the above points marketing channels are the most important actors for the effective and efficient distribution of products.

Marketing Channels are individuals/organizations involved in the process of making the product available for use or consumption by consumers. Channels are used to improve exchange efficiency. It is divided into Direct and Indirect channels. 
· Direct channels: In this type of channel, producers and end users directly interact.   
· Indirect channels: In this type of channel intermediaries are inserted between seller and buyer. Intermediaries include Merchant Wholesalers, retailers, dealers, agents, brokers; and manufacturer’s branches and offices.
Decisions about marketing channels, which help producers deliver goods and services to their target markets, are among the most critical tasks facing management-because the channels that are chosen intimately affect all of the other marketing decisions. For example, the company’s pricing depends on whether it uses a direct channel, discount merchants, or high-quality boutiques. Also, the firm’s sales force and advertising decisions depend on how much training and motivation its dealers need. 

The following factors should be considered to select the best channel under the condition of using best distribution strategy.
· Company Factors: financial, human and technological capabilities of a company to do its business activities.
· Market Characteristics: Geography, market density, market size, target market 
· Product Attributes: perishability, value and sophistication of the product
· Environmental Forces: those forces that affect the business like competition, technology and culture. 
5.6. Selling and Customer Service

Many employees have unclear understanding of what customer service really is. There are indications everywhere that there are customer service problems that demand solutions. How service providers do their jobs, how fast and accurately they process paper works, how successfully they pursue accounts, and how effective they are in taking the next step to develop customer loyalty, will determine an organization's success in serving customers. It is because of these reasons that customer service delivery improvement programs fail in some instances.
Customer service is what happens between the customer determining his/her needs and receiving the desired benefits.  However, most service providers do not appropriately understand what service delivery really means.  For this reason, many organizations fail to improve the level of their customer service delivery.

5.6.1 The Concept of Service

Service refers to any activity undertaken to fulfil customer’s needs.  It is any act or performance that one party can offer to another that is essentially intangible and does not result in the ownership of anything. Its production may or may not be tied to a physical product. Distinctive features of services include intangibility, inseparability, variability, and perishability as opposed to goods.

The feature of intangibility shows that pure services cannot be defined in terms of the physical dimensions; or the customer cannot see or feel them before purchase. The concept of inseparability, on the other hand, refers that production and consumption of services are inseparable; the 'sale' occurs just before both.

There are also features of variability and perishability associated in service. Services are highly variable, because they depend on who provides them, and when and where they are provided. In addition to this, services are produced and consumed at the same point, and are totally perishable right after use. Service cannot be reproduced as a concert object and it can vary from one moment to the next. Based on this concept, service is characterized as; situational, difficult to measure, subjective and influenced by the service provider.

Service is situational in the sense that what is good for one customer one day may be perceived differently by the same customer another day. There is also difficulty associated in measurement of service. This is because the higher one sets expectation by delivering service, the more the customers expect the next time they deal with the service provider.

Service is also subjective in the sense that an acceptable service for one customer may not be equally or totally acceptable by another customer. Finally, service is influenced by the service provider. If the service provider sets expectations effectively, the customer will probably be satisfied.

5.6.2 The Concept of Customer

Customer is a person or organization that buys a product or service either for use or for resale. Customers can be internal (e.g. member of the organization) or external (customers coming from outside). A thorough understanding of the concept of customer service enables organizations to provide quality service by using proper service management approaches.

5.6.3 Strategic Activities needed for Quality Customer Service Delivery

Organizations should identify important strategic activities to ensure consistent, efficient and excellent customer service delivery using continuous improvement philosophy. Especially, the following specific areas should be considered:

1. Establishing a clear customer service strategy.

2. Ensuring that correct people are in place, with the correct skills to deliver outstanding personal service.

3. Establishing clear material service delivery processes.

4. Improving in terms of process improvement, quality monitoring and recovery continuously.

5. Participatory Management. 

5.6.4 Customer Handling and Satisfaction

Customer handling and satisfaction is a key for successful organizations. Managers and employees should work hand-in-hand to improve their service delivery programs. Existing customers must be satisfied with the existing service. Existing customers are also means of   potential customers. What is expected from successful service providers in this regard are the following.

Poor service/defective service is the causes of loss and bankruptcy for many organizations. Many organizations, especially business organizations worried about the reduction of sales or profitability due to lost customers/ or gradual reduction of customers.  Organizations invest huge cost to increase market share by using advertisement or different sales promotion techniques. But the first most important principle here is not losing a single customer.

Retaining existing customers, however, requires systematic handling. You have to make customer satisfaction your religion. Understand the importance of satisfying existing customers. Usually, organizations tried to increase sales by a much larger percentage than what they had planned, because of sales lost due to defecting customers. 

In addition to retaining existing customers, originations should also strive to increase the number of customers. Organizations could possibly increase their market share by getting new customers. Attracting new customers is directly related to keeping existing customers satisfied.

The consequence of poor customer handling, therefore, is losing existing customers. Again, organizations invest huge resources to acquire new customers, who are later lost, resulting in a total loss of investment. There is unnecessarily spending money on advertising and marketing to get customers. Customer retention and satisfaction comes not from words, but from putting time, effort, and money to satisfy customers. Establish an information system to track lost customers and record your day-to-day progress. Also take into account that the major reasons to lose customers are:* Poor service, *Poor quality and Rude behaviour. 

There are organizations that tend to lose a very high percentage of their customers every year. The majority of these customers are not even aware of this phenomenon. But we have to consider the fact that when we lose a customer, we don’t loose revenue and profits for just one year, but for a number of years, that is for the lifetime of the customer. Organizations should make the effort to retain every single customer. It is understandable when you lose a customer because of reasons that are beyond your control, but unpardonable when you lose one for poor service and an uncaring attitude towards the customer.   

· Considering Customers as an Invaluable Asset
The value of one customer is infinite, and you cannot possibly calculate it. This includes, sales to him in his lifetime as well as to customers he generates for you through word of mouth. This means, your most precious asset is your customer.  We think of the immediate profit and ignore the future profits expected over the lifetime of the customer.

· Reducing Customer Complaints 
Every single complaint should be treated as an opportunity to improve the quality of your products and services. A complaining customer is a very fair person. Turn customer discontent to your advantage. Consider also the following research findings about customer satisfaction:

· 91% of customers who have major complaints decide they will never come back. But if the complaint is resolved quickly, 82% of them will return.

· Quick complaint resolution drops customer defection rate from 91% to 18%. It is better to have a complaining customer than no customer at all. It pays to resolve complaints quickly.

· There is no investment like investment in customer satisfaction.

· Treat the cost of satisfying a customer as an investment rather than as an expense. You will get unmatched returns through referrals, repeat purchases decreased operational costs and increased profits.

· In the customer’s benefit lies our benefit.

Therefore, organizations should start tracking the cost of customer dissatisfaction to convince employees and management about the importance of keeping customers satisfied. Your competitive advantage will lie in retaining the customer longer than your competition. Because of a few disloyal customers, you cannot lose your faith in all your customers.

· Place Yourself in The Customer’s Shoes
You have the right to choose your customers but not the luxury to compromise on your level of service. Get rid of the unwanted customer but do it with tact. Part with the unwanted customer with a smile and a handshake. Place yourself in the customer’s shoes. ‘Do unto your customer as you would have done unto you.’

5.7. Marketing Research
Marketing research is the systematic and objective identification, collection, analysis, and dissemination of information for the purpose of assisting management in decision making related to the identification and solution of problems and opportunities in marketing. Thus, systematic planning is required at all the stages of the marketing research process. The procedures followed at each stage are methodologically sound, well documented, and, as much as possible, planned in advance. It uses the scientific method in that data are collected and analyzed to test prior thinking or hypotheses.

Marketing research is objective. It attempts to provide accurate, impartial information. Accordingly, marketing research involves the identification, collection, analysis, and dissemination of information. 

5.7.1. The Role (Significance) Of Marketing Research in Decision Making
There are three Functional Roles of Marketing Research. These are: 

· Descriptive Function - the gathering and presentation of statements of fact.
· Diagnostic (analytical) Function - The explanation of data.
· Predictive Function - Specification of how to use the descriptive and diagnostic research to predict the result of a planned marketing decision.
5.7.2 Marketing Research Components
Marketing researchers deal with many aspects of a market including the following:    

· Market size: this deals with the number or value of units sold to a market in a given period.

· Market Share: this one is about a specific corporation’s share of the market size out of the whole market of a product or products of the same purpose.

· Market penetration: this is a marketing strategy which is used to know when a company enters/penetrates a market with current products to get better market share by lowering the price of a product.

· Brand equity research – this research is conducted to know how favorably consumers view the brand.

· Buyer decision processes research – this part of marketing research activity is used to determine what motivates people to buy and what decision-making process they use. 

5.7.3 Customer Satisfaction Research
  In this type of research there are different types of research that are used to assess about customers. 
· Distribution channel audits - to assess distributors’ and retailers’ attitudes toward a product, brand, or company. 

· Marketing effectiveness and analytics - Building models and measuring results to determine the effectiveness of individual marketing activities. 
· Mystery Consumer or Mystery shopping – here the researcher acts as a shopper. This is often used for quality control or for researching competitors' products. 

· Positioning research – this research is mostly conducted to answer questions like

· How does the target market see the brand relative to competitors? 

· What does the brand stand for? 

· Price elasticity testing – here the objective of the research is to determine how sensitive customers are to price changes 

· Sales forecasting - to determine the expected level of sales given the level of demand with respect to other factors like advertising expenditure, sales promotion etc. 

· Segmentation research – this type of research helps to determine the demographic, psychographic, and behavioral characteristics of potential buyers. 

· Test marketing – this is a small-scale product launch used to determine the likely acceptance of the product when it is introduced into a wider market. 
5.7.4 Marketing Research Process
Since research is a process which consists of a number of steps to be accomplished in a logical and systematic manner marketing research consists of the following related phases:

Step 1: Define the research purpose or objectives

The following questions help to establish objectives:
· Where potential customers buy the product?
· Why they purchase there?
· What is the size of the market? How much of it can your business capture?
· How does your business compare with competitors?
· The impact of promotion on customers.
· What types of products are desired by potential customers?
Step 2: Research Design Formulation
The research design is a blueprint for conducting the marketing research. More formally, formulating the research design involves the following steps: 
· Study period and place determination.
· Qualitative data collection methods.
· Methods of collecting quantitative data (survey, observation, and experimentation). 
· Definition of the information needed. 
· Questionnaire design. 
· Measurement and scaling procedures. 
· Sampling process and sample size. 
· Plan of data analysis. 
Step 3: Gather at this stage secondary data, 

A data which is originally collected by others for their own purpose, but such data can be used by the researcher when it is relevant to the current study. Secondary data:
· Is less expensive.
· Can be acquired within or outside the venture.
· But, may be out-dated and less valid.
Step 4.Gather Primary Data
Primary data collection techniques can be categorized as;
· Observational techniques-do not involve contact with respondents.
· Focus groups.
· Experimentation-investigates cause and effect relationships.
· Survey techniques- generate data by asking people questions and recording their responses.
The following are examples of survey techniques.
A. Mail questionnaires: The researcher may send the questionnaires to research Participants.
B. Telephone interviews: Using the telephone numbers from telephone directory, the researcher may ask research participant via the telephone. 
C. Personal interviews. The researcher may go to the research participants’ address and   may drop and pick the questionnaire or may interview the research participants. 
Step 5: Data Processing and Analysis
Data processing includes the editing, coding, transcription, and verification of data. And data analysis, guided by the plan of data analysis, gives meaning to the data that have been collected. Research results should be evaluated and interpreted in response to the research objectives.
Step 6: Report Preparations and Presentation
At the end the research results will be written in a report form and presented to the concerned parties. The report includes:
· The specific research questions identified,
· Describes the research approach, 
· The research design, 
· The data collection methods, and sampling procedures,
· The data processing and analysis procedures,
· The major findings and suggestions for actions.
· In addition, an oral presentation should be made to management using tables, figures, and graphs to enhance clarity and impact.
Summary 

In a business context, marketing is the total system of business activities designed to plan, price, promote, and distribute want satisfying products to target markets to achieve organizational objectives. Also, it is a social and managerial process by which an individual obtain what they need and want through creating, offering and exchanging of product of values with other. 

Recently, the societal marketing concept has been proposed as a philosophy by which a company can satisfy its customers and at the same thing fulfil its social responsibility.

The main difference between marketing and selling is that selling emphasis is on the product; in marketing the emphasis is on customer’s wants. This chapter discuss about marketing research which is one of the heart of the business in order to know customers demand and their satisfaction. 

Review Questions 

1) How can we spot and choose the right market segment(s)?

2) How can we differentiate our offerings?

3) How should we respond to customers who buy on price?

4) How can we compete against lower-cost, lower-price competitors?

5) How far can we go in customizing our offering for each customer?

Sources: - Kotler(2012:26). 
Chapter Six: - Business Financing 

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Understand financial requirements of business enterprise; 

· Identify sources and stages of financing;

· Recognize traditional financing in Ethiopia;

· Comprehend about Crowd Funding and lease financing;

· Know about saving and investment;

· Understand about financial Management. 


6.1. Financial Requirement 

One of the most challenging aspects of a business is acquiring the funding necessary to open your doors for the very first time and to keep your business running until you start to produce positive cash flow. Money needed by your new start-up range from rent, to equipment, to production of your product, to hiring employees, to paying for needed licenses and permits.

The fundamental financial building blocks for a business person are recognizing (1)what assets are required to open the business; (2) what expenses will be required; (3) which expenses cannot be changed and must be paid, called fixed costs, and (4) knowing how these costs will be financed. This knowledge relates to the business’s initial capital requirements.

The process of determining initial capital requirements begins with identifying the short-term and long-term assets as well as the expenses, including fixed costs necessary to get the business started. Once you have this list, you must then determine how to pay these costs necessary to get your business up and running. Typical short-term assets include cash and inventory but may also include prepaid expenses (such as rent or insurance paid in advance) and a working capital (cash) reserve. Because many businesses are not profitable in the first year or so of operation, having a cash reserve with which to pay bills can help you avoid becoming insolvent.

The most common long-term assets are buildings and equipment, but these assets may also include land, patents, and a host of other items. Each of these assets must be in the business before the enterprise earns its first dollar of sales. This means you must carefully evaluate your situation to determine exactly what has to be in place for the business to operate effectively. 

The Five “Cs” of Credit

When an entrepreneur decides to seek external financing, He/she must be able to prove creditworthiness to potential providers of funds. A traditional guideline used by many lenders is the five “Cs” of credit, where each “C” represents a critical qualifying element:

1. Capacity. Capacity refers to the applicant’s ability to repay the loan. It is usually estimated by examining the amount of cash and marketable securities available, and both historical and projected cash flows of the business. The amount of debt you already have will also be considered.

2. Capital. Capital is a function of the applicant’s personal financial strength. The net worth of a business—the value of its assets minus the value of its liabilities— determines its capital. The bank wants to know what you own outside of the business that might be an alternate repayment source.

3. Collateral. Assets owned by the applicant that can be pledged as security for the repayment of the loan constitute collateral. If the loan is not repaid, the lender can confiscate the pledged assets. The value of collateral is not based on the assets’ market value, but rather is discounted to take into account the value that would be received if the assets had to be liquidated, which is frequently significantly less than market value.

4. Character. The applicant’s character is considered important in that it indicates his apparent willingness to repay the loan. Character is judged primarily on the basis of the applicant’s past repayment patterns, but lenders may consider other factors, such as marital status, home ownership, etc when attributing character to an applicant. The lender’s prior experience with applicant repayment patterns affects its choice of factors in evaluating the character of a new applicant.

5. Conditions. The general economic climate at the time of the loan application may affect the applicant’s ability to repay the loan. Lenders are usually more reluctant to extend credit in times of economic recession or business downturns.

6.2. Sources and Stages of Financing 

The financing necessary to acquire each asset required for the business must come from either owner-provided funds (equity) or borrowed funds (liabilities). Two kinds of funds are potentially available to the business owner: equity and debt.

6.2.1. Methods (Sources) of Financing 

Most businesses will need money to get started and to expand, and most entrepreneurs starting out in the world have little to contribute. The two primary types of funding for a business consist of equity and debt.

i). Equity (Internal) Financing 

Equity funds are supplied by investors in exchange for an ownership position in the business. Equity financing does not have to be repaid. Providers of equity capital wind up owning a portion of the business and are generally interested in (1) getting dividends, (2) benefiting from the increased value of the business (and thus their investment in it), and (3) having a voice in the management of the business. Dividends are payments based on the net profits of the business and made to the providers of equity capital.

a) Personal Fund: - Most new businesses are originally financed with their creators’ funds. The first place most entrepreneurs find equity capital is in their personal assets. Cash, savings accounts, and checking accounts are the most obvious.

b) Partners and Members of Management: - if the founders and management team of a business truly believe in its success, they may be willing and able to invest equity capital to get the business started.

c) Family and Friends: - Depending on the needs of a new business and upon your circle of friends and family, you may be able to raise enough money to start your business through this network. The wealthier and larger the number of friends and family, the better your chances of raising a meaningful amount of capital. You will need to target people that like and trust you and that have faith in your abilities to execute your idea.

d) Angel Investors:-An angel investor is usually a sophisticated and affluent individual that invests in startup companies. Angel investors often invest in the earliest stages of a venture; they have a greater chance of losing their investments in many companies. For the ones that succeed, an angel investor typically expects to earn 10, 20, or more times their original investment over a 5- to 10-year period. This capital tends to be very expensive and requires that a substantial ownership position in the company be provided to the investor.

e) Public stock sale (going public):- In some case, entrepreneurs can go public by selling share of stock in their corporation to outsiders. This is an effective method of raising large amounts of capital.

f) Venture Capitalist: - Venture capital is equity provided by institutional investors and high net worth individuals that is used to invest in startup companies and businesses having limited operating history. In return for an ownership position in a company, a venture capitalist firm will pool capital from many investors and select investment opportunities expected to have high growth and profitability potential. These firms normally expect some type of viable exit strategy so that they can cash out of their investments within a 3- to 10-year period. Some companies chosen by the venture capitalist will fail and money will be lost; others will generate huge profits. The goal of the venture capitalist is to minimize its poor performing investments and provide high profits to its investors.

ii). Debt (External) Financing

Debt funds (also known as liabilities) are borrowed from a creditor and, of course, must be repaid. Three important parameters associated with debt financing are the amount of principal to be borrowed, the loan’s interest rate, and the loan’s length of maturity. Together they determine the size and extent of your obligation to the creditor. Until the debt is repaid, the creditor has a legal claim on a portion of the business’s cash flows. Creditors can demand payment and, in the most extreme case, force a business into bankruptcy because of overdue payments.

The principal of the loan is the original amount of money to be borrowed. Minimizing the size of the loan will reduce your leverage and your financial risk.  The interest rate of the loan determines the “price” of the borrowed funds. The maturity of a loan refers to the length of time for which a borrower obtains the use of the funds. A short-term loan must be repaid within one year, an intermediate-term loan must be repaid within one to five years, and a long-term loan must be repaid within five or more years. Typically, the purpose of the loan will determine the length of maturity chosen. For example, you would use a short-term loan to purchase inventory that you expect to sell within one year. Once you sell the inventory, you repay the loan. For the purchase of a building, which presumably will serve the business for decades, a long-term loan is preferable. 

A thorough understanding of the nature and characteristics of the debt sources will help ensure that you are successful in obtaining financing from the most favorable source for you.

a) Commercial Banks: - Most people’s first response to the question “Where would you borrow money?” is the obvious one: “A bank.” Commercial banks are the backbone of the credit market, offering the widest assortment of loans to creditworthy small businesses. Bank loans generally fall into two major categories: short-term loans (for purchasing inventory, overcoming cash flow problems, and meeting monthly expenditures) and long-term loans (for purchasing land, machinery, and buildings, or renovating facilities). These loans are often self-liquidating, which means that the loan will be repaid directly with the revenues generated from the original purpose of the loan. For example, if a business person uses a short-term loan to purchase inventory, the loan is repaid as the inventory is sold.
b) Microfinance Institutions: - Microfinance is often defined as financial services for low-income clients offered by different types of service providers. 

The known micro finance institutions in different regions of Ethiopia with more than 90% market share are

· Amhara Credit and Savings Ins. (ACSI) S.C.

· Dedebit Credit and Savings Ins. (DECSI) S.C.

· Oromiya Credit and Savings Ins. S.C (OCSCO).

· Omo Credit and Savings Ins. S.C.

· Addis Credit and Savings Institution S.C.(ADCSI)

c) Trade Credit: - It is credit given by suppliers who sell goods on account. This credit is reflected on the entrepreneur’s balance sheet as account payable and in most cases it must be paid in 30 to 90 or more days.
d) Equipment Suppliers:- Most equipment vendors encourage business owners to purchase their equipment by offering to finance the purchase.
e) Account receivable financing:- It is a short term financing that involves either the pledge of receivables as collateral for a loan. 

f) Credit unions: - Credit unions are non-profit cooperatives that promote savings and provide credit to their members. But credit unions do not make loans to just any one; to qualify for a loan an entrepreneur must be a member. 

g) Bonds:- A bond is a long term contract in which the issuer, who is the borrower, agrees to make principal and interest payments on specific date to the holder of the bond. Bonds have always been a popular source of debt financing for large companies in the western world.

6.2.2. Stages of Financing 

There are several financing stages that a new business venture moves through, and its ability to attract capital changes with each stage.

i. Seed Stage Financing— At this point, one or more entrepreneurs have a big idea, but a product or service has not been fully developed. Investors at the seed stage usually provide capital to be spent on designing a prototype product, market research, patent applications, and legal costs. Finding capital at this stage is most difficult because there is no proven concept, and the business is considered to be very risky. Obtaining debt capital can be nearly impossible. Equity capital for seed financing is often provided by family and friends. Attracting outside financing is very difficult, and when achieved at this infancy stage, a substantial amount of control and ownership is often provided to capital providers.

ii. Startup Stage Financing— During the startup stage, the actual business is in operation. People are hired, production processes are designed and implemented, product testing may be underway, and relationships with potential distributors are established. Some venture capitalists may agree to invest during the startup stage, but angel investors are more likely candidates. Finding willing lenders at this stage will still be extremely difficult.

iii. First Stage Financing— by the time a company is two or three years old, its sales volumes have hopefully continued to trend upwards, and the product begins to receive wider acceptance and greater demand. Usually, any cash being generated from sales is being reinvested into the business. The company may be profitable or hovering around breakeven at this point. A management team and employees are in place, and ways to reduce costs and increase efficiencies are targeted.

Venture capitalist firms willing to invest in early stage business operations are likely candidates to provide the first stage financing needed to further grow the business. This is still considered an early entry point for venture capitalists, so businesses needing such capital will likely pay a high price in terms of any ownership interests and control granted.

iv. Second Stage Financing— by the time a business is ready for second stage financing, sales should be growing rapidly and capital limitations are constraining growth. Sales that are made on credit to distributors tie up cash, and more dollars are needed to invest in inventory and infrastructure. Capital is needed to expand production, facilitate sales, and increase marketing efforts and enter new markets.

v. Third Stage Financing— when a company reaches the third stage, the business continues to grow, and the product is well accepted. Demand continues to exceed supply, and production capabilities are often constrained. The enterprise needs more capital to expand production, which may mean the enlargement of existing facilities, the creation of one or more new manufacturing plants, or the addition of new service providers depending upon the specific product. The layers of management continue to increase, and more employees continue to be added.

Venture capitalist firms willing to invest in a third stage company become more abundant as the business’s level of risk continues to decline. In addition, business owners can usually maintain a greater ownership percentage and maintain more control of the company than when seeking venture capital in the earlier stages. The company’s chances of finding banks and other lenders willing to lend to the company become more likely as well. Money raised can be used to better the product, increase and improve production capabilities, and further marketing efforts to maintain a rapid growth trend. The venture may begin exploring and developing new products and improved versions of its existing product(s).

vi. Bridge/Pre-Public Stage Financing— During this stage, the company begins to focus on its exit strategy. The business now has an established product and continues to build a successful track record. The company wants to repay its original investors and be able to attract new investors on a larger scale. Potential exit strategies can include the listing of the company’s stock on a stock exchange, a sale of the company, or a merger with another company. During this stage, business operations remain very active. The company may be focused on staying ahead of its competitors and upon continual product improvement and new product development and release. Venture capitalist firms are usually more than willing to provide financing during such a mature phase. In addition, banks often become very interested in the company due to the potential investment banking fees that can be earned by taking the company public, serving as an advisor to potential mergers and acquisitions, and for debt and equity issuance as a public company.

6.3. Traditional Financing in Ethiopia 

While Ethiopia has one of the least-developed formal financial sectors in the world, it possessed a rich tradition in indigenous, community-based groups such as savings and credit associations and insurance like societies. These "iqub" and "idir" groups provide a source of credit and insurance outside the formal sector but much rooted in Ethiopian society. The contributions of these groups, especially iqub, to economic growth is difficult to quantify but can be assumed to play an important role. Iqub is a traditional means of saving in Ethiopia and exists completely outside the formal financial system. An iqub is a form of savings.

People voluntarily join a group and make a mandatory contribution (every week, pay period or month or example). The "pot" is distributed on a rotating basis determined by a drawing at the beginning of the iqub. Amounts contributed vary according to the ability of the participants. Iqub is widespread, especially in urban areas. Iqub offers a savings mechanism for the "unbanked" group in Ethiopia, both urban dwellers who do not have access to a traditional bank within a reasonable distance from their dwelling.

While ‘Iqub’ is a means of savings and may be substitute for formal banking credit, "Idirs" are burial societies that provide a traditional form of insurance. Idir contributions are used to pay 
for expenses in the event of the death of a family member. Idir is the only means, other than personal savings, to pay for these expenses. Idir contributions are generally small compared to Iqub, usually around Br.10-25 per month. Some idirs provide additional coverage, for example, in cases of illness, destruction of a member's house or death of livestock. Due to their ubiquity and influence in their communities, Idir associations are also forming the basis for some foreign assistance programs, particularly those focused on HIV/AIDS treatment and prevention.

 Ethiopia's formal financial system is extremely underdeveloped and for the most part confined to cities and larger towns. The traditional systems of Iqub and Idir are perhaps 
centuries old, yet continue to play a vital role in Ethiopia's finance. Quantifying the magnitude of funds held in these systems, particularly in iqub, is difficult. However, based on both the formal studies and anecdotal information sources, iqub provides an alternative savings and loan structure rooted in tradition, practicality and availability that acts as an engine for a portion of Ethiopia's economic growth. 

6.4. Crowd Funding and Lease Financing

6.4.1. Crowd Funding 

Crowd funding is a method of raising capital through the collective effort of friends, family, customers, and individual investors or even from the general public. This approach taps into the collective efforts of a large pool of individuals primarily online via social media and crowd funding platforms and leverages their networks for greater reach and exposure.

Types of Crowd Funding

Just like there are many different kinds of capital round raises for businesses in all stages of growth, there are a variety of crowd funding types. Which crowd funding method you select depends on the type of product or service you offer and your goals for growth. The 3 primary types are donation-based, rewards-based, and equity crow funding.

1) Donation-Based Crowd Funding
Broadly speaking, you can think of any crowd funding campaign in which there is no financial return to the investors or contributors as donation-based crowd funding.  Common donation-based crowd funding initiatives include fund raising for disaster relief, charities, nonprofits, and medical bills.

2) Rewards-Based Crowd Funding
Rewards-based crowd funding involves individuals contributing to your business in exchange for a “reward,” typically a form of the product or service your company offers. Even though this method offers backers a reward, it’s still generally considered a subset of donation-based crowd funding since there is no financial or equity return. 

3) Equity-Based Crowd Funding
Unlike the donation-based and rewards-based methods, equity-based crowd funding allows contributors to become part-owners of your company by trading capital for equity shares. As equity owners, your contributors receive a financial return on their investment and ultimately receive a share of the profits in the form of a dividend or distribution. 

6.4.2. Lease Financing  

Firms generally own fixed assets and report them on their balance sheets, but it is the use of assets that is important, not their ownership per se. One way to obtain the use of facilities and equipment is to buy them, but an alternative is to lease them. Prior to the 1950s, leasing was generally associated with real estate—land and buildings. Today, however, it is possible to lease virtually any kind of fixed asset, and currently over 50% of all new capital equipment and software is financed through lease arrangements.

Lease transactions involve two parties: the lessor, who owns the property, and the lessee, who obtains use of the property in exchange for one or more lease, or rental, payments. 

i. Types of Leasing 

Leasing takes several different forms, of which the five most important are: (1) operating leases; (2) financial, or capital, leases; (3) sale-and-leaseback arrangements; (4) combination leases; and (5) synthetic leases.

(1) Operating leases: - generally provide for both financing and maintenance. IBM was one of the pioneers of the operating lease contract, and computers and office copying machines together with automobiles, trucks, and aircraft—are the primary types of equipment involved in operating leases. Ordinarily, operating leases require the lessor to maintain and service the leased equipment, and the cost of the maintenance is built into the lease payments.

Another important characteristic of operating leases is the fact that they are not fully amortized. In other words, the rental payments required under the lease contract are not sufficient for the lessor to recover the full cost of the asset. However, the lease contract is written for a period considerably shorter than the expected economic life of the asset, so the lessor can expect to recover all costs either by subsequent renewal payments, by releasing the asset to another lessee, or by selling the asset.

A final feature of operating leases is that they often contain a cancelation clause that gives the lessee the right to cancel the lease and return the asset before the expiration of the basic lease agreement.

(2) Financial, or capital, leases:- Financial leases, sometimes called capital leases, differ from operating leases in that they: (1) do not provide for maintenance service, (2) are not cancelable, and (3) are fully amortized (that is, the lessor receives rental payments equal to the full price of the leased equipment plus a return on invested capital). In a typical arrangement, the firm that will use the equipment (the lessee) selects the specific items it requires and negotiates the price with the manufacturer. The user firm then arranges to have a leasing company (the lessor) buy the equipment from the manufacturer and simultaneously executes a lease contract. The terms of the lease generally call for full amortization of the lessor’s investment, plus a rate of return on the unamortized balance that is close to the percentage rate the lessee would have paid on a secured loan. For example, if the lessee had to pay 10% for a loan, then a rate of about 10% would be built into the lease contract.

The lessee is generally given an option to renew the lease at a reduced rate upon expiration of the basic lease. However, the basic lease usually cannot be canceled unless the lessor is paid in full. Also, the lessee generally pays the property taxes and insurance on the leased property. Because the lessor receives a return after, or net of, these payments, this type of lease is often called a “net, net” lease.

(3) Sale-and-leaseback arrangements: - Under a sale-and-leaseback arrangement, a firm that owns land, buildings, or equipment sells the property to another firm and simultaneously executes an agreement to lease the property back for a stated period under specific terms. The capital supplier could be an insurance company, a commercial bank, a specialized leasing company, the finance arm of an industrial firm, a limited partnership, or an individual investor. The sale-and-leaseback plan is an alternative to a mortgage. 

Note that the seller immediately receives the purchase price put up by the buyer. At the same time, the seller-lessee retains the use of the property. The parallel to borrowing is carried over to the lease payment schedule. Under a mortgage loan arrangement, the lender would normally receive a series of equal payments just sufficient to amortize the loan and to provide a specified rate of return on the outstanding loan balance. Under a sale-and-leaseback arrangement, the lease payments are set up exactly the same way—the payments are just sufficient to return the full purchase price to the investor plus a stated return on the lessor’s investment.

Sale-and-leaseback arrangements are almost the same as financial leases; the major difference is that the leased equipment is used, not new, and the lessor buys it from the user-lessee instead of a manufacturer or a distributor. A sale-and-leaseback is thus a special type of financial lease.

(4) Combination leases:- Many lessors offer a wide variety of terms. Therefore, in practice leases often do not fit exactly into the operating lease or financial lease category but combine some features of each. Such leases are called combination leases. To illustrate, cancelation clauses are normally associated with operating leases, but many of today’s financial leases also contain cancelation clauses. However, in financial leases these clauses generally include prepayment provisions whereby the lessee must make penalty payments sufficient to enable the lessor to recover the unamortized cost of the leased property.

(5) Synthetic leases:- a corporation that wanted to acquire an asset—generally real estate, with a very long life—with debt would first establish a special purpose entity, or SPE. The SPE would then obtain financing, typically 97% debt provided by a financial institution and 3% equity provided by a party other than the corporation itself.3 The SPE would then use the funds to acquire the property, and the corporation would lease the asset from the SPE, generally for a term of 3 to 5 years but with an option to extend the lease, which the firm generally expected to exercise. Because of the relatively short term of the lease, it was deemed to be an operating lease and hence did not have to be capitalized and shown on the balance sheet. 

A corporation that set up an SPE was required to do one of three things when the lease expired: (1) Pay off the SPE’s 97% loan. (2) Refinance the loan at the current interest rate, if the lender was willing to refinance at all. (3) Sell the asset and make up any shortfall between the sale price and the amount of the loan. Thus, the corporate user was guaranteeing the loan, yet it did not have to show an obligation on its balance sheet.

6.5. Saving and Investment 

The way to a prosperous life and early retirement requires discipline. You must continually save. Almost equally important is investing your savings into assets that make sense and that will continue to grow over time without taking on unnecessary risk. Losing a substantial portion of your savings can be a tremendous setback that can take many years to recoup.

Savings are money or other assets kept over a period of time, usually not to be consumed immediately but in the future. Savings can be kept in a bank or any other safe place where there is no risk of loss, spending, or making profit.

Savings can be done through

· Small but regular deposits – this happen when someone has decided to sacrifice current consumption (use of assets, e.g. of money and goods) in order to increase the availability of assets for future consumption. It therefore involves postponing expenditures in order to accumulate a sizeable amount of resources for future use.

· Automatic deductions from salaries, wages or income - this type of saving is not voluntary. It is a system used by most employers under the labour law.

Advantage of saving

· To provide for specific needs in the future

· To have access to monetary or other assets whenever needed

· To ensure financial independence

· To make one’s own resources inaccessible for others without one’s approval

· To safely store surplus

· To acquire skills for proper money management and self-discipline

· To qualify for certain types of loans

Investments

These are monetary assets purchased in the hope that they will generate income, reduce costs, or appreciate in the future. In short, investment means the use of money to make more profit in the future.

Personal Budget

A personal budget is a finance plan that allocates future personal income towards expenses,

Savings and debt repayment.

How to prepare a personal budget for saving purposes?

Identify your sources of income and how much you earn from each source

· Add up to get total income per month.

· Track all your expenses daily, weekly or monthly

· Then divide them by categories

· For daily expenses, multiply each by four to get monthly expenses and add them to get a monthly total for daily expenses

· Take the total income per month and subtract the monthly total for daily expenses. The difference can be taken as savings. If the difference is negative or the expenses exceed the income then:

 Cut back your expenses

Adjust your expenses
Inflation can be defined as a rise in the general prices of goods and services within a particular country. These goods and services include the costs for housing, automobiles, groceries, and so forth.

Inflation can reduce the value of an investment and adversely affect investor profitability. For example, if your investment is earning 2 percent per year and the annual inflation rate for the country is 3 percent, you are effectively losing 1 percent per year on your investment. This is because your money is growing at a lesser rate than the increase in prices for the goods and services that it can buy. Therefore, if most of your money is held in low interest bearing savings accounts, you may actually be losing money each year if the average inflation rate is greater than the rate of interest that you are earning from the bank. This is another reason why choosing higher earning investments is critical toward increasing wealth.

While it is important to save, it is equally important to make wise investment decisions. Keeping all of your money in bank products such as savings accounts and certificates of deposit will most likely lead to substantially lower compounding and a significantly smaller amount of total savings down the road. Having a diverse portfolio of stocks, bonds, real estate, and other securities can significantly increase investor profits and actually lower risk.

But the higher earning investments such as stocks, bonds, and real estate tend to encompass greater levels of risk, which can lead to lower investment profitability and increase the chances of loss. So why would you even consider such investments? The key is to pursue higher profits while mitigating risk.

Summary 

Money needed by your new start-up range from rent, to equipment, to production of your product, to hiring employees, to paying for needed licenses and permits. Basically the sources of finance are debt and equity. Before granting load by the bank borrowers are evaluated in lights of 5C’s. Micro finance is one the sources of finance for poor rural and urban dwellers in Ethiopia. Investors will be attracted to invest in business venture at different stage in different ways and amount. 

Equb and Idir is considered as traditional ways of financing in Ethiopia. 

One way to obtain the use of facilities and equipment is to buy them, but an alternative is to lease them.

Leasing takes several different forms, of which the five most important are: (1) operating leases; (2) financial, or capital, leases; (3) sale-and-leaseback arrangements; (4) combination leases; and (5) synthetic leases.
Review Questions 

1) Categorize the sources of financing
2) Name some of the “Equb” and “Idir” around your local community and discus how they are working in the class? 

3) Mention some of the reason of leasing?  

4) Discus about the stages of financing 

5) Elucidate the types of lease. 
6) One advantage of leasing voiced in the past is that it kept liabilities off the balance sheet, thus making it possible for a firm to obtain more leverage than it otherwise could have. This raised the question of whether or not both the lease obligation and the asset involved should be capitalized and shown on the balance sheet. Discuss the pros and cons of capitalizing leases and related assets.
Chapter Seven: - Managing Growth and Transition
	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Understand Timmons model of entrepreneurship; 

· Comprehend about entrepreneurial team formation; 

· Examine organizational life cycle;

· Familiar with the concepts of business ethics and social responsibility 

· Recognize how business is registered in Ethiopia. 


7.1. Timmons Model of Entrepreneurship

· What key aspects does an entrepreneur need to manage to start and grow a business?
To answer this question, we used Timmons basic model of entrepreneurship as indicated in the figure below. This model identified the internal and external factors that determine the growth of business.  
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Fig. 7.1 Timmons model of entrepreneurship  

Jeffry Timmons (2006) developed the Timmons model of entrepreneurship through his doctoral thesis. Further research and case studies have since enhanced the model, which works as a guide for entrepreneurs to increase their chances of success. According to Timmons, success in creating a new venture is driven by a few central themes that dominate the dynamic entrepreneurial process: it takes opportunity, a lead entrepreneur and an entrepreneurial team, creativity, being careful with money, and an integrated, holistic, sustainable and balanced approach to the challenges ahead. These controllable components of the entrepreneurial process can be assessed, influenced and altered. The entrepreneur searches for an opportunity, and on finding it, shapes the opportunity into a high-potential venture by drawing up a team and gathering the required resources to start a business that capitalizes on the opportunity, the entrepreneur risks his or her career, personal cash flow and net worth

According to the model, for an entrepreneur to create a successful venture, they must balance three key components indicated earlier as elaborated here below:

1. Opportunities: rather than developing a perfect business plan, Timmons suggests that the entrepreneur’s first and most important step is to identify and evaluate a solidly viable market opportunity, where after the business plan and funding will follow. Problems in the environment become opportunities for entrepreneurs. 

As stated earlier, Timmons model dictates that the entrepreneurial process does not start with business plan, money, strategy, networks or team. The Timmons model believes strongly that entrepreneurship is nothing but opportunity driven. Opportunities are more essential than the talent or competence of lead entrepreneur and the team because a right opportunity identified ensures long- term success of the business. A good idea does not necessarily bring about a great business.  An excellent idea is found when product or services could be positioned to create or add values to customer, remains attractive, durable and timely. For example, quality problems in education created tutorial programs in residential areas for parents and their children. The shortage and problems of housemaids created daycare centers in residential areas for working mothers. These become a business in Ethiopian cities. Weaknesses in student textbook preparation in Ethiopian schools created the opportunity of preparing supplementary textbooks by business operators for which questions banks and solved problems are developed.   

2. Teams: once an opportunity has been identified, it is critical to gather a good team of people to unlock the potential of the opportunity. Team members do have defined roles. For instance, the success of a football team is determined by the qualities of team members as goal keeper, defense, midfield and attacking teams. Likewise, people in the team have different roles, weaknesses and strengths. No one is complete in all aspects. Teams do have also evolutionary stages for maturity. 

A highly effective lead entrepreneur should be able to put the best talent together after identifying the opportunity and gathering required resources. The sizes and the background of the team are contingent upon the size and nature of opportunity.  According to Timmons model, a good team can lead to great success and a badly formed team can waste great idea which is disaster to any form of business. Among all resource, only a good team can unlock a high potential with any opportunity and manage the pressure related to growth.

The two major roles of the team, relative to the other critical factors are:

· Removing the ambiguity and uncertainty of the opportunity by applying creativity (inventiveness).

· Providing leadership to manage the available resources in the most effective manner by interacting with exogenous (external) forces and the capital market context that keeps changing constantly.  

3. Resources: finding and managing appropriate resources requires different skills than finding and managing good people, but it is equally important for eventual success.  Resources may include tangible and intangible resources. Knowledge, goodwill, information, etc., are intangible resources. Buildings, land, information technology, human resource, money, etc., are tangible resources. 

Timmons suggests that balancing, or successfully juggling, these three dynamic factors is key to achieving business success. These factors are to be primarily managed through creativity, communication and leadership, to help bring the opportunity to a viable business model. Entrepreneurs, or aspiring entrepreneurs, tend to have a number of qualities that help them to identify a good market opportunity. These can include knowledge of the industry, the possible offering for the user, a sense of timing and how to enter the market, and the capacity to deal with changing situations and uncertainties. It is the entrepreneur’s task to identify and capitalize on favorable events and take charge of the success equation.

As stated earlier, the Timmons model stimulates the focus on opportunities rather than threats or limitations. It brings an academically tested approach to creating new ventures, at least in concept, written down in a business plan, describing where the fits and gaps are among the three key factors of the model. It must be acknowledged that the model sees the creation of a venture as an evolutionary process. The three critical factors of entrepreneurship in the model (opportunities, team and resources) are therefore not easy to manage separately; changes in one factor have a strong influence on the other factors.

7.2. Entrepreneurial Team Formation

A composite role has been emphasized for founding enterprise that encompasses all the functions of a start-up business. The founder must wear many hats. From a psychological viewpoint, the founder’s personal life is not distinguishable from the venture; entrepreneurs embody the inspiration, objectives, emotion, and creativity of their enterprises. They identify with every problems and decision. Unfortunately, this intense involvement does not mean entrepreneurs are effective leaders or managers, and if they are good in one role, there is no guarantee they are good in another.

There is a difference between leaders and managers. Leaders involved emotionally in a venture, think strategically to create opportunity and resolve conceptual, long-term problems, and provide the inspiration necessary for sustained momentum. Managers, in contrast, have a “transactional orientation” that permits them to maintain psychological distance between their personal lives and business decisions.

Consequently, they tend to focus on operational tasks and on solving organizational problems. This distinction does not mean that managers are not good leaders or vice versa, only that it is difficult to integrate these roles consistently. During the start-up stage, leadership probably outweighs are importance of management because the new venture is in a disordered state. Success depends on shaping expectations, developing creative ideas into marketable commodities, and adjusting to individual wonders.

Strong management can make the best of a good business idea by securing the resources needed to make it work. Of course, even a highly competent management team cannot rescue a firm that is based on a weak business concept or that lacks adequate resources. The importance of strong management to start ups is evident in the attitudes of prospective investors, who consider the quality of a new venture’s management to be the single most important factor in decisions to invest or take a pass. One entrepreneurship expert sums up popular opinion this way: “If there is one issue on which the majority of theorists and practitioners agree, it is that a high-quality management team is a key ingredient in the success of many high-growth ventures . . . and most of the reasons for failure may be traced to specific flaws in the venture team.”As indicated earlier, a management team often can bring greater strength to a venture than an individual entrepreneur can. One reason for this is that a team can provide a diversity of talent to meet various managerial needs, which can be especially helpful to start ups built on new technologies that must manage a broad range of factors. In addition, a team can provide greater assurance of continuity, since the departure of one member of a team is less devastating to a business than the departure of a sole entrepreneur.

To function very well a team must have

· A results driven structure 

· Competent team members 

· A climate of collaboration

· High standards that the team understands 

· External support and encouragement 

· Principled leadership

· Clear goals

The best known model of team formation is that of Bruce Tuckman (1965). He described team formation in terms of a series of stages that when completed result in………………

· Growth

· Ability to face challenges

· Ability to tackle problems and find solutions

· Effective work planning 

· Delivery of results

Matching human resource need and skills

New ventures succeed or fail on the performance of founding entrepreneur. An exceptional new product positioned in the best possible market has no life of its own without a skilled founder. It is the capability of a determined entrepreneur or the strength of an entrepreneurial team that breathes life into an enterprise.

Three important criteria for establishing a successful entrepreneurial team are: 

1- The founder must have the personal skill and commitment to head the venture.

2- The founder must either have a team or able to identify who is needed on a team to launch the venture.

3- The team must be able to share in the success of the new venture.

The last point is crucial because what an entrepreneur needs are enthusiastic people who can share in the vision, complement one another’s skills and emotionally “buy into” the venture concept.

The Founder’s Role

Founding entrepreneurs are responsible for defining their businesses and identify human resource requirements. Consequently, founders must first understand their own skills and limitations, and then have the ability to attract others to the venture. The inventor and marketer may form a good team, but they will also need to demonstrate their conceptual ability to lead an enterprise and to be financially responsible. More often, entrepreneurs must face the reality of needing help. Consequently, an entrepreneurial team is needed, and the lead entrepreneur must have the human resource skills to organize this team and to focus its efforts on fulfilling the venture’s objective.

In the pre-start up stage, entrepreneur should be able to define in the business plan the skills needed and the roles of team members. When possible, these team members and partners should be specially identified. Founding entrepreneur is expected to fulfill leadership roles, but often they may be more effective in the background.

Team Member Roles
Team members are partners in the emotional sense that have joined together to pursue a dream; they are adventures bound together by a common purpose. In most instances, team members have a stake in the venture as partners, stockholders, or employees who expect to share in success through stock options or bonuses. All team members embrace their functional specialization, such as being responsible for marketing, customer service, or product development, but they must also be part of the “general manager” process of planning and problem solving. As noted earlier they must be able to contribute to the venture with enthusiasm. They are associates who, together, will create a business infrastructure and established a sense of “culture” that gives the venture its unique image. They will also face crises together, and share in the wealth of success or the agony of failure.

Once an enterprise is established and begins to grow, team member roles change. Their individuality as founders is less important than their ability to build an organization. As founders, all team members have to be entrepreneurs in the sense of accepting risk and team innovative. As members of an expanding enterprise, they must be manger capable of building and leading an efficient staff. They must transform themselves from mavericks that launched the venture to professional managers who can make it grow. Therefore, roles of entrepreneurs and their team members must be described in terms of the stage of venture development as well as their functional skills.

The entrepreneurial team is more than the official founder(s) and close staff members. It comprises those who have the enthusiasm and commitment to help, and to be part of, the new venture. The team is the heart of the enterprise. It sets the pace of development, instills a philosophy of leadership, and provides the inspirations to transform entrepreneurial dreams into commercial realities.

7.3. Organizational Life Cycle 

New ventures pass through transitional stages that present new challenges to their founders. These transitional stages are represented by an organizational life cycle. When new ventures established it grow, mature, and, in many cases, decline. As we shall see, there are several important challenges facing entrepreneurs during different transition stages.

The life cycle is identified with five stages:

i. Start-up stage

ii. Expansion stage

iii. Consolidation stage

iv. Revival stage &

v. Decline stage

These are explained in terms of three variables: growth, product/market definition, and organization. As the venture progresses from one stage to the next, condition change, requiring different decisions for managing growth, developing products and markets, and organizing the company.

i. Start-up Stage

During the start-up stage, growth is unpredictable. Sales not often meet a founder’s expectations, and they can occur haphazardly. In extreme circumstances, markets will be disordered with exciting spurts and disappointing sputters. This disorder can absorb entrepreneurs in daily struggles to survive. In the worst-case scenario markets may be inactive, leaving the entrepreneur confused. Inconsistent growth does not provide a pattern of sales to help guide an entrepreneur’s decisions. Although products and services are usually targeted to narrow market niches, confusion persists. During this initial stage, entrepreneurs modify their products, change distribution systems, alter services and experiment with marketing tactics in an attempts to survive; they are “fighting fires” every day.

ii. Expansion Stage

During the expansion stage, rapid growth results in a pattern of success that is useful for evaluating market position and new-product potential. The venture is transformed from a single-line enterprise operating in a limited market to a multiline company penetrating new markets. Product and service line are broadened through innovation and development, and the organization expands through functional authority. Decision making may be centralized during early growth, but departmentalization ensues, leading to a dispersion of authority. To meet these challenges, entrepreneurs must enlarge the enterprise and delegate authority for functional coordination.

iii. Consolidation Stage

As competition intensifies within a growing industry, businesses are faced with marginally smaller incremental shares of markets. The result is a competitive struggle at a slower rate of growth during what is often called an industry shakeout period. Weaker companies fail, some are sold or merged with others, and many consolidate to remain profitable.

Consolidation occurs differently for every organization. Manufactures may trim back operation, reduce product lines, or retreat from marginally profitable markets. Service companies reduce staff, simplify distribution systems, and withdrew from high risk markets. In all cases, organizations tend to shift authority downward as middle-and higher-level staff are reduced to improve efficiency. The result is a flatter organization that is indirectly described as “Leaner and meaner”.

iv. Revival Stage

The revival stage is one of “rekindling” organizational growth. Rapid growth can be achieved by clever repositioning of product lines and services through purposeful market segmentation. Repositioning sets the stage for a strategy of product or service diversification. In order to achieve rapid growth, innovation is essential, and because the company needs to incubate new ideas, greater responsibility is given to division managers for independent development. In effect, company executives attempt to receive a spirit of entrepreneurship in their operational managers by empowering them with authority for self-direction. As a result, organizations are restructured through product, geographic, or customer divisions, and the functional hierarchy is subordinated to divisional leadership.

v. Decline Stage

Growth declines once again if revival strategies are short-lived or ineffective. Companies in decline often are those that have diversified too widely or created excessively bureaucratic organizations. Consequently, it is not unusual to find that a declining venture has lost sight of its distinct competency in products or services that initially proved successful. Founding entrepreneurs-if they are still with their ventures-will have failed to adapt to leadership challenges in previous stages and subsequently pushed their companies to the brink of disaster.

7.4. Business Ethics and Social Responsibility

The term ethics refers to accepted principles of right or wrong that govern the conduct of a person, the members of a profession, or the actions of an organization. Business ethics are the accepted principles of right or wrong governing the conduct of businesspeople. Ethical decisions are those that are in accordance with those accepted principles of right and wrong, whereas an unethical decision is one that violates accepted principles.

In our society many accepted principles of right and wrong are not only universally recognized but also codified into law. In the business arena there are laws governing product liability (tort laws), contracts and breaches of contract (contract law), the protection of intellectual property (intellectual property law), competitive behavior (antitrust law), and the selling of securities (securities law). Not only is it unethical to break these laws—but it is illegal. However, many actions, although legal, do not seem to be ethical.
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Fig 7.2. Roots of Unethical Behavior

Behaving Ethically 

Here we focus on seven things that a business and its managers can do to make sure that ethical issues are considered in business decisions (see Figure 4.5 ) :

1. Favor hiring and promoting people with a well-grounded sense of personal ethics.

2. Build an organizational culture that places a high value on ethical behavior.

3. Make sure that leaders within the business not only articulate the rhetoric of ethical behavior, but also act in a manner that is consistent with that rhetoric.

4. Put decision-making processes in place that require people to consider the ethical dimensions of business decisions.

5. Develop strong governance processes.

6. Appoint ethics officers.

7. Act with moral courage.
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Fig 7.3. Building a Positive Ethical Climate

Social Responsibility:- In addition to recognizing stakeholders and their claims, acting legally, and behaving ethically, many believe that businesses should also act in a socially responsible manner. For a business firm, social responsibility is a sense of obligation on the part of managers to build certain social criteria into their decision making. The concept implies that when managers within a business evaluate decisions, there should be a presumption in favor of adopting courses of action that enhance the welfare of society at large. The goals selected are often quite specific: to enhance the welfare of communities in which a business is based, improve the environment, or raise the education level of employees.

In its purest form, social responsibility can be supported for its own sake simply because it is the right way for a business to behave. Advocates of this approach assert that businesses, and particularly large successful businesses, need to give something back to the society that has made their success possible. More pragmatic are arguments that socially responsible behavior is in a firm’s self-interest and can lead to better financial performance.

Economic actions have social consequences affecting a company’s outside stakeholders.

Therefore, to retain the support of these stakeholders, the company must take those social consequences into account when formulating strategies. Otherwise it may generate ill will and opposition. For example, if a community perceives a company as having an adverse impact on the local environment, it may block the company’s attempts to build new facilities in the area.

7.5. Commercial Registration 

7.5.1. Commercial Registration: - No person shall engage in any commercial activity which requires business license without being registered in the commercial register. Any person shall be registered in the commercial register, at the place where the head office of his business is situated.  Any person shall register in the commercial register only once, even though he carries on different commercial activities in different regions. Any person who opens branch offices in many places shall inform the registering office where his branch office is situate, the address of the branch office and his special identification number of registration by completing the appropriate application form and attaching photocopies of his commercial registration certificate and business license before commencing operation
.
Summary 

Timmons model identified the internal and external factors that determine the growth of business.  

The founder must wear many hats. From a psychological viewpoint, the founder’s personal life is not distinguishable from the venture; entrepreneurs embody the inspiration, objectives, emotion, and creativity of their enterprises. They identify with every problems and decision. Founding entrepreneurs are responsible for defining their businesses and identify human resource requirements. Consequently, founders must first understand their own skills and limitations, and then have the ability to attract others to the venture.
Team members are partners in the emotional sense that have joined together to pursue a dream; they are adventures bound together by a common purpose.

New ventures pass through transitional stages that present new challenges to their founders. These transitional stages are represented by an organizational life cycle. There are five stages of life cycle these are Start-up stage, Expansion stage, Consolidation stage, Revival stage & Decline stage.

Business ethics are the accepted principles of right or wrong governing the conduct of businesspeople. Social responsibility is a sense of obligation on the part of managers to build certain social criteria into their decision making.

No person shall engage in any commercial activity which requires business license without being registered in the commercial register.
Review Questions

1)  Linear and meaner strategy is followed in _______stages of organizational life cycle.

a) Revival stages 

b) Expansion stages 

c) Consolidation stages

d) Startup stages

2) Best team model is resulted in---except. 

a) Growth 

b) Face challenge 

c) Tackle problem 

d) None of the above  

3) A very well established management team will have the following functions except.

a) Climate of collaborations 

b) They have no initiatives

c) Principled leadership 

d) Set clear goals

4) Discuss Friedman doctrine about social responsibility in favor of or against. 

Chapter Eight: - Business Enterprise Management

	Leaning Objectives 

At the end of the chapter students (learners) will be able to…..

·  Apprehend planning and types of planning; 

· Identify business venture expansion strategies; 

· Understand about human resources management;

· Differentiate rewards system;

· Distinguish risk and its management.


8.1. Planning and Types of Planning 

Of the five management functions — planning, organizing, staffing, leading and controlling — planning is the most fundamental. All other functions stem from planning. However, planning doesn’t always get the attention that it deserves; when it does, many managers discover that the planning process isn’t as easy as they thought it would be — or that even the best-laid plans can go awry.

Before a manager can tackle any of the other functions, he or she must first devise a plan. A plan is a blueprint for goal achievement that specifies the necessary resource allocations, schedules, tasks, and other actions.

A goal is a desired future state that the organization attempts to realize. Goals are important because an organization exists for a purpose, and goals define and state that purpose. Goals specify future ends; plans specify today’s means.

The word planning incorporates both ideas: It means determining the organization’s goals and defining the means for achieving them. Planning allows managers the opportunity to adjust to the environment instead of merely reacting to it. Planning increases the possibility of survival in business by actively anticipating and managing the risks that may occur in the future.

In short, planning is preparing for tomorrow, today. It’s the activity that allows managers to determine what they want and how they will achieve it. Not only does planning provide direction and a unity of purpose for organizations, it also answers six basic questions in regard to any activity:

· What needs to be accomplished?

· When is the deadline?

· Where will this be done?

· Who will be responsible for it?

· How will it get done?

· How much time, energy, and resources are required to accomplish this goal?

8.1.1. Importance of planning

Planning is of great importance in all types of organization whether business or nonbusiness, private or public, small or large. The organization which thinks much ahead about what it can do in future is likely to succeed as compared to one which fails to do so. Without planning, business decisions would become random, ad hoc choices. Planning is important because of the following reasons.

i. Primacy of planning: Planning is the first and foremost function of management, other functions follow planning. What is not planned cannot be organized and controlled. Planning establishes the objectives and all other functions are performed to achieve the objectives set by the planning process.

ii. To minimize risk and uncertainty: The organization continuously interacts with the external dynamic environment where there is great amount of risk and uncertainty. In this changing dynamic environment where social and economic conditions alter rapidly, planning helps the manager to cope up with and prepare for changing environment. By using rational and fact based procedure for making decisions, manager can reduce the risk and uncertainty.

iii. To focus attention on objectives: Planning focuses on organizational objectives and direction of action for achieving these objectives. It helps managers to apply and coordinate all resources of the organization effectively in achieving the objectives. The whole organization is forced to embrace identical goals and collaborate in achieving them.

iv. To facilitate control: Planning sets the goals and develops plans to achieve them. These goals and plans become the standards or benchmarks against which the actual performance can be measured. Control involves the measurement of actual performance, comparing it with the standards and initiating corrective action if there is deviation. Control ensures that the activity confirm to plans. Hence control can be exercised if there are plans.

v. To increase organizational effectiveness: Effectiveness implies that the organization is able to achieve its objectives within the given resources. The resources are put in a way which ensures maximum contribution to the organizational objectives. Effectiveness leads to success.

8.1.2. Types of Planning 

Plans commit individuals, departments, organizations, and the resources of each to specific actions for the future. As the previous section explains, effectively designed organizational goals fit into a hierarchy so that the achievement of goals at low levels permits the attainment of high-level goals. This process is called a means-ends chain because low-level goals lead to accomplishment of high-level goals. Three major types of plans can help managers achieve their organization’s goals: strategic, tactical, and operational. Operational plans lead to the achievement of tactical plans, which in turn lead to the attainment of strategic plans. In addition to these three types of plans, managers should also develop a contingency plan in case their original plans fail.

i. Operational Plans

An operational plan is one that a manager uses to accomplish his or her job responsibilities. Supervisors, team leaders, and facilitators develop operational plans to support tactical plans. Operational plans can be a single-use plan or an ongoing plan. Single-use plans apply to activities that do not recur or repeat. A one-time occurrence, such as a special sales program, is a single-use plan because it deals with the who, what, where, how, and how much of an activity. A budget is also a single-use plan because it predicts sources and amounts of income and how much they are used for a specific project. Continuing or ongoing plans are usually made once and retain their value over a period of years while undergoing periodic revisions and updates. Examples of ongoing plans A policy provides a broad guideline for managers to follow when dealing with important areas of decision making. Policies are general statements that explain how a manager should attempt to handle routine management responsibilities. A procedure is a set of step-by-step directions that explains how activities or tasks are to be carried out. Most organizations have procedures for purchasing supplies and equipment. A rule is an explicit statement that tells an employee what he or she can and cannot do. Rules are “do” and “don’t” statements put into place to promote the safety of employees and the uniform treatment and behavior of employees.

ii. Tactical Plans

A tactical plan is concerned with what the lower level units within each division must do, how they must do it, and who is in charge at each level. Tactics are the means needed to activate a strategy and make it work. Tactical plans are concerned with shorter time frames and narrower scopes than are strategic plans. These plans usually span one year or less because they are considered short-term goals. Long-term goals, on the other hand, can take several years or more to accomplish. Normally, it is the middle manager’s responsibility to take the broad strategic plan and identify specific tactical actions.

iii. Strategic Plans 

A strategic plan is an outline of steps designed with the goals of the entire organization as a whole in mind, rather than with the goals of specific divisions or departments. Strategic planning begins with an organization’s mission.

Strategic plans look ahead over the next two, three, five, or even more years to move the organization from where it currently is to where it wants to be. Requiring multilevel involvement, these plans demand harmony among all levels of management within the organization. Top-level management develops the directional objectives for the entire organization, while lower levels of management develop compatible objectives and plans to achieve them. Top management’s strategic plan for the entire organization becomes the framework and sets dimensions for the lower level planning.

iv. Contingency Plans

Intelligent and successful management depends upon a constant pursuit of adaptation, flexibility, and mastery of changing conditions. Strong management requires a “keeping all options open” approach at all times that’s where contingency planning comes in. Contingency planning involves identifying alternative courses of action that can be implemented if and when the original plan proves inadequate because of changing circumstances it means the business organization have to have plan “B” if un anticipated event is happened.
8.1.3. Barriers to Planning 

Various barriers can inhibit successful planning. In order for plans to be effective and to yield the desired results, managers must identify any potential barriers and work to overcome them. The common barriers that inhibit successful planning are as follows:-

· Inability to plan or inadequate planning. Managers are not born with the ability to plan. Some managers are not successful planners because they lack the background, education, and/or ability. Others may have never been taught how to plan. When these two types of managers take the time to plan, they may not know how to conduct planning as a process.

· Lack of commitment to the planning process. The development of a plan is hard work; it is much easier for a manager to claim that he or she doesn’t have the time to work through the required planning process than to actually devote the time to developing a plan. (The latter, of course, would save them more time in the long run!) Another possible reason for lack of commitment can be fear of failure. As a result, managers may choose to do little or nothing to help in the planning process.

· Inferior information. Facts that are out-of-date, of poor quality, or of insufficient quantity can be major barriers to planning. No matter how well managers plan, if they are basing their planning on inferior information, their plans will probably fail.

· Focusing on the present at the expense of the future. Failure to consider the long-term effects of a plan because of emphasis on short term problems may lead to trouble in preparing for the future. Managers should try to keep the big picture — their long-term goals — in mind when developing their plans.

· Too much reliance on the organization’s planning department. Many companies have a planning department or a planning and development team. These departments conduct studies, do research, build models, and project probable results, but they do not implement plans.

Planning department results are aids in planning and should be used only as such. Formulating the plan is still the manager’s responsibility.

· Concentrating on controllable variables. Managers can find themselves concentrating on the things and events that they can control, such as new product development, but then fail to consider outside factors, such as a poor economy. One reason may be that managers demonstrate a decided preference for the known and an aversion to the unknown.

The good news about these barriers is that they can all be overcome. To plan successfully, managers need to use effective communication, acquire quality information, and solicit the involvement of others.

8.2. Business Venture Expansions and Strategies

A strategy is, in essence, a plan of action for coordinating the resources and commitments of a business to boost its performance. Strategy selections should be guided by the firm’s situation, rather than past choices, the latest industry fad, or whatever “feels” right at the moment. Choosing a strategy that makes sense for a particular entrepreneur and his or her startup is a critical first step toward superior performance. But keeping an eye on strategy options can also guide established companies toward success.

I) New Business Venture Self-Growth Strategy 

a) Competitive Strategy
Business ventures will compete in the following ways;

· Better Product: - by providing better/ qualified/ products that will distinguish it from other competitors engaged in similar business arena.   

· Faster Service: - The desire for fast food and fast service is increasing so, being fastest and most reliable will be an advantage. 

· Reliable Delivery: - Every minute beyond the promised time that a customer waits is a minute that he or she wishes the order had been placed elsewhere. Strictly carry-out and free from other distractions we will have no problem with prompt service and delivery.

· Very Accessible Location:- easily accessible location will be convenient for customers.  

b) Expansion: Expanding the scale of business in terms of increasing it by 10% or doubling it etc. It is also called as increasing operation of the business. This is undertaken only when there is unexploited demand for the same product the company is producing or the market is likely to grow or some innovative usage for the same product has been found.  
c) Cost-based strategy: - A plan of action that requires a firm to be the lowest-cost producer within its market. The sources of cost advantages are varied, ranging from low-cost labour to efficiency in operations. Many people assume that cost-based strategies will not work for small companies, and this is often true. However, cost-advantage factors are so numerous and varied that, in some cases, small businesses may be able to use them with great success.

d) Differentiation-based strategy: - The second general option for building a competitive advantage is creating a differentiation-based strategy, an approach that emphasizes the uniqueness of a firm’s product or service (in terms of some feature other than cost). A firm that can create and sustain an attractive differentiation strategy is likely to be a successful performer in the marketplace. For the strategy to be effective, the consumer must be convinced of the uniqueness and value of the product or service—whether real or perceived. A wide variety of operational and marketing tactics, ranging from design to promotion, can lead to product or service differentiation.

e) Focus strategy: - A plan of action that isolates an enterprise from competitors and other market forces by targeting a restricted market segment. Focus strategies represent a strategic approach in which entrepreneurs try to shield themselves from market forces, such as competitors, by targeting a specific market segment (sometimes called a market niche). The strategy can be implemented through any element of the marketing mix—price, product design, service, packaging, and so on. A focus strategy is particularly attractive to a small firm that is trying to escape direct competition with industry giants while building a competitive advantage. And by focusing on a specialized market, some small businesses develop unique expertise that leads to higher levels of value and service for customers, which is great for business. The two broad options discussed earlier—a cost-based strategy and a differentiation based strategy—can also be used when focusing on a niche market. Although few entrepreneurs adopt a cost-based focus strategy, it does happen. Selection of a very specialized market is, of course, not the only possible strategy for a small firm. But focus strategies are very popular because they allow a small firm to operate in the gap that exists between larger competitors. If a small firm chooses to compete head to head with other companies, particularly large corporations, it must be prepared to distinguish itself in some way—for example, by attention to detail, highly personal service, or speed of service—in order to make itself a viable competitor.

II) Collaborative Growth Strategy 

In case of individual a collaborative growth strategy could be followed. A firm for example goes in for following type of growth strategy: 

a) Integration(Forward & Backward) 

b) Acquisition

c) Amalgamation  

d) Merger 

e) Licensing 

f) Franchising 

a) Integration: Integration stands for associating or starting a complementary business in addition to existing business. This could be done in the form of backward and forward Integration. This is undertaken when the firm has an additional resource that could be ploughed back in the business.

· Forward Integration: When a firm takes up a step further towards the consumer in the complimentary business it is called forward integration. For example a garment manufacturing firm going in for chain of retail outlets.

· Backward Integration: When a firm takes up the business towards the raw material processing, it is called backward integration. For example a shoe manufacturing firm going in for leather processing as well. 

b) Acquisition: When one firm buys out another firm, the process is called acquisition. Recently, Compaq the computer hardware firm is bought over by Hewlett Packard ltd., computer peripheral firm. In this case, the buying firm adds the competencies of the firm bought to its business operation.

c) Amalgamation: When two firms join in to form a new entity altogether separate from their existing entity. Amalgamation is undertaken to combine the strength of the two firms.

d) Merger: Merger is on the similar lines as amalgamation though it is not same. In case of amalgamation, both the firms lose their identity while in case of merger one firm merges into another. Generally, the smaller or the merging firm loses its identity.

e) Licensing: - Under a licensing model, a company sells licenses to other (typically smaller) companies to use intellectual property (IP), brand, design or business programs. These licenses are usually non-exclusive, which means they can be sold to multiple competing companies serving the same market. In this arrangement, the licensing company may exercise control over how its IP is used but does not control the business operations of the licensee.

f) Franchising: - franchising model, the franchisee uses another firm's successful business model and brand name to operate what is effectively an independent branch of the company. The franchiser maintains a considerable degree of control over the operations and processes used by the franchisee, but also helps with things like branding and marketing support that aid the franchise. The franchiser also typically ensures that branches do not cannibalize each other's revenues.

8.3. Human Resource

After an organization’s structural design is in place, it needs people with the right skills, knowledge, and abilities to fill in that structure. People are an organization’s most important resource, because people either create or undermine an organization’s reputation for quality in both products and service.

Human resource management (HRM), or staffing, is the management function devoted to acquiring, training, appraising, and compensating employees. In effect, all managers are human resource managers, although human resource specialists may perform some of these activities in large organizations. Solid HRM practices can mold a company’s workforce into a motivated and committed team capable of managing change effectively and achieving the organizational objectives.

Understanding the fundamentals of HRM can help any manager lead more effectively. Every manager should understand the following three principles:

· All managers are human resource managers.

· Employees are much more important assets than buildings or equipment; good employees give a company the competitive edge.

· Human resource management is a matching process; it must match the needs of the organization with the needs of the employee.

8.4. Reward System

Managers often use rewards to reinforce employee behavior that they want to continue. A reward is a work outcome of positive value to the individual. Organizations are rich in rewards for people whose performance accomplishments help meet organizational objectives. People receive rewards in one of the following two ways:-

· Extrinsic rewards are externally administered. They are valued outcomes given to someone by another person, typically a supervisor or higher level manager. Common workplace examples are pay bonuses, promotions, time off, special assignments, office fixtures, awards, verbal praise, and so on. In all cases, the motivational stimulus of extrinsic rewards originates outside the individual.

· Intrinsic rewards are self-administered. Think of the “natural high” a person may experience after completing a job. That person feels good because she has a feeling of competency, personal development, and self-control over her work. In contrast to extrinsic rewards, the motivational stimulus of intrinsic rewards is internal and doesn’t depend on the actions of other people.

To motivate behavior, the organization needs to provide an effective reward system. An effective reward system has four elements:

· Rewards need to satisfy the basic needs of all employees.

· Rewards need to be included in the system and be comparable to ones offered by a competitive organization in the same area.

· Rewards need to be available to people in the same positions and be distributed fairly and equitably.

· The overall reward system needs to be multifaceted. Because all people are different, managers must provide a range of rewards—pay, time off, recognition, or promotion. In addition, managers should provide several different ways to earn these rewards.

8.5. Risk Management  

“Risk is a condition in which there is a possibility of an adverse deviation from a desired outcome that is expected or hoped for.”

· According to this definition risk exists when there is an adverse (unfavorable) deviation from expectation. In fact, deviations could be favorable or unfavorable. Favorable deviations from expectations are generally welcomed since they have desirable effects. Risk generally is associated with bad and harmful incidents. 

8.6.1. Financial Vs Non-Financial Risk 
This classification is based on the nature of the outcome.

· Financial risk 

Result in losses that can be expressed in financial terms 

E.g. material damage to property 

            Theft of property 

· Non-financial Risk 

Result in losses that can be difficult to express in financial terms.

8.6.2. Pure Vs Speculative Risks 

The distinction between pure and speculative risks rest primarily on profit/loss structure of the underlying situation in which the event occurs.

· Pure risks 

Pure risks refer to the situation in which only a loss or no loss would occur. There is only two distinct outcomes loss or no loss. Most pure risks are insurable. They are always undesirable and hence people take steps to avoid such risks.

Examples may include: 

· Risk of motor accident 

· Risk of fire at a factory 

· Theft of goods from a store 

· Injury at work 

· Speculative Risk 

· Are risks which can result in three possible outcomes, loss, breakeven, or gain situations?

· People may deliberately create speculative risks when they realize that the favorable (gain) outcome is, indeed, so promising.

· Examples may include;

· Investing in a venture

· Gambling transaction 

· Foreign exchange risk

8.6.3. Static Vs Dynamic Risks 
· Dynamic Risks 

Originate from changes in the overall economy such as price level change, changes in consumer tastes, income distribution, technological changes, political changes. Are less predictable and hence beyond the control of the risk manager. 

· Static Risks

Losses that can take place even though there were no changes in the overall economy. Are losses arising from causes other than changes in the economy? Are predictable and could be controlled to some extent by taking loss prevention measures. Many of the perils fall under this category.
8.6.4. Fundamental Vs Particular Risks 

· Fundamental Risk 

Are those, which arise from causes, outside the control of any one individual or group of individuals? It is impersonal in origin and widespread in effect. Fundamental risks affect the entire society or a larger segment of the population, which are usually, beyond the control of individuals. The responsibility for tackling these risks is, therefore, left to the society itself. They are generally uninsurable.

Example include:

· Earthquakes, floods, famine, volcanoes, inflation and other natural ‘disasters’, social change, political intervention, war, endemic, pandemic etc…

· Particular Risks 

Particular risks are those due to particular conditions, which obtain in particular cases. They affect each individual separately. They are usually personal in cause, almost always personal in their application. Arise from individual causes and affect individuals in their consequences. Particular risks are the responsibility of individuals. They are dealt with by purchasing insurance policies and other techniques.

Examples include:

· Fire, theft, work related injury, motor accidents, property losses, death, disability etc…

8.6.5. Risk associated with investment

Risk means probability of having adverse or low returns as compared to the expected returns.

All investment activities are subject to risk, even safe investments like treasury bills, Govt. securities and post office deposits having risk.

Risk can be broadly classified into two:

· Systematic risk (non-diversifiable and unavoidable risk)

· Non-systematic risk (diversifiable and avoidable risk)
· Systematic Risk

· Risk of inflation (inflation cause of loss of purchasing power)

· Interest rate risk

· Political risk

· Market risk (Prices of the securities)

· Risk due to changing Govt. policies

· Natural calamities (cyclone, Tsunami, earth quake etc.,)

· Scams and malpractices

· Monsoon (Agro based economy)

· Industrial growth or output

· International events (WTC attack, bomb blasts etc.,)

· War-like situations/internal peace

· Non-systematic Risk

· Business risk (Relates to marketing and operation of a Co.)

· Financial risk (High financial leverage is high risk) 

· Risk due to industry specific policies

· Disputes (Lockdown, strikes, other industrial disputes, social unrest).

Risk Management: - is a discipline that systematically identifies and analyses the carious loss exposures faced by a firm or organization and the best methods of treating the loss exposures consistent with the organization’s goals and objectives. As a general rule, the risk manager is concerned only with the management of pure risks not speculative risks. All pure risks are considered, including those that are uninsurable. 

Risk management is the process of making and implementing decisions that will minimize the adverse effects of accidental and business losses on an organization.
Risk Management Involves a 5 Step Process
1. Identifying potential loss 

2. Evaluating potential loss 

3. Selecting the appropriate risk handling techniques 

4. Implementing the program 

5. Evaluation and review the program  

Step 1: Identification of Loss Exposures (Risks) 

This is the process in which the organization is able to learn areas in which it is exposed to risk. It is the most important, and perhaps the most difficult function that the risk manager or administrator must perform, element of the risk management process.

Involves the identification of risks that affect the organization and identification of the related hazards
· What risks are present in your organization?

· How might we go about making this list?

Identifying Exposure to Loss                                                       
Types of loss Exposures                    Methods of identifying loss exposure                                                              ->Property                                            Standardized surveys, questionnaires

->Net income                                        Financial statements

->Liability                                             Records and files

->Personnel                                          Flowcharts

                                                              Personal inspections                                                              

                                             Expert opinions Etc.

Dimensions of a Loss Exposure
I. Value exposed to loss 

· Property

· Tangible (e.g. building, contents, personal property)

· Intangible (e.g. copyrights, patents) 

· Net Income

· Decrease in revenue or increase in expenses

· Liability

· Contractual, tort, statutory law

· Personnel

· Death, disability, retirement, resignation

II. Peril Causing the Loss 

· Natural

· Windstorm, hail, flood, fire 

· Human

· Actions or inactions of individuals, e.g. arson, negligence, theft, homicide

III. Financial Consequences of Loss
· Frequency and severity of occurrence

· Typically, the more severe, the less frequent 

Step 2. Evaluating Potential Loss 

It is Proper measurement of the losses associated with the different exposures (Evaluation of Risks)

This measurement includes the determination of:

i) The probability or chance that the loss will occur /frequency of occurrences of losses/

ii) The impact the losses would have up on the financial affairs of the firm or the family, should they occur /size or severity of loss/

iii) The ability to predict the losses that will actually occur during the budget period.

The measurement process is important because it indicates the exposures that are most serious and consequently most in need of urgent attention. It also yields information needed in step 3.

Step 3. Selecting the Appropriate Tools of risk Handling Techniques

I. Risk Control Tools: 
a) Avoidance: Avoidance of risk exists when the individual or the organization frees itself from the exposure through abandonment or refusal to accept the risk.  An individual can avoid third person liability by not owning a car.  Product liability can be avoided by dropping the product.  Leasing avoids the risk originating from property ownership.

Characteristics of avoidance 

· Avoidance is impossible 

· Potential benefits gained 

· Avoidance may create another risk 
b) Loss control: These measures refer to the safety actions taken by the firm to prevent the occurrence of a loss or reduce its severity if the loss has already occurred.  Effect is to reduce the probability of loss substantially.  Loss reduction measures try to minimize the severity of the loss once the Peril happened.  
c) Separation: The exposed property is scattered to different places.  The principle is “do not put all your eggs in one basket”.  This could be regarded as a loss reduction measure. For example, a firm’s inventories could be kept in warehouses located in different areas.  

d) Combination: Combination is a basic principle of insurance that follows the law of large numbers.  Combination increases the number of exposure units since it is a pooling process.  It reduces risk by making losses more predictable with a higher degree of accuracy. 
II. Risk Financing Techniques 

a) Retention: This is the easiest method of handling risk.  The person or the firm, consciously or unconsciously, decides to assume the risk.  The loss is to be borne by the person or the firm, and no specific measures are taken to transfer the risk to others.

Retention is appropriate when 

· Another method of risk handling technique is not available 

· Possible loss is not serious 

· The loss is predicted accurately  
b) Self-insurance: is a special form of planned retention by which part or all of a given loss exposure is retained by the firm. It requires risk retention, it attempts by a business to combine a sufficient number of its own similar exposures to predict the losses accurately.

Self-insurance implies that adequate financial arrangements have been made in advance to pay for losses should they occur.

Self-insurance plans distinguished from other insurance operations by having the pooling of exposures and funding of the cost of losses takes place within one business entity. 

 c) Non –insurance Transfer 

Pure risk is transferred to another party through non-insurance means. Non-insurance transfer may take two forms. 

i. Hedging or neutralization    

ii. Holding harmless agreement 

 d) Insurance: Here the risk is transferred to an insurance company for a consideration.  The insurer normally has a better knowledge regarding loss prediction and a sound financial resource to accept the risk.  It is also in a better position to get the advantage of the law of large numbers.
The risk manager must consider the following 

· Selection of insurance coverage

· Selection of an insurer 

· Negotiation of terms 

· Dissemination of information about insurance coverage

· Periodic review of the insurance program  

 Step 4: Implementing Risk Management Program

  Involves putting the chosen method into action. The decision will be;

· Technical decisions

· Managerial decisions 

· While Putting a Program in Place the following conditions must be considered
· Management commitment

· Are the goals clear?

· Are measures defined and systems in place to capture?

· Do all parties involved/affected really understand what’s going on?

Step 5: Evaluation and Review 

· The decision made and implement in the first four steps must be monitored to evaluate the wisdom of those decisions to determine whether changing conditions suggest different solutions. 

Its Purpose is 

· To Ensure proper implementation and 

· Detect and adapt to changes

Summary 

A plan is a blueprint for goal achievement that specifies the necessary resource allocations, schedules, tasks, and other actions. Planning is of great importance in all types of organization whether business or nonbusiness, private or public, small or large.

Three major types of plans can help managers achieve their organization’s goals: strategic, tactical, and operational. Operational plans lead to the achievement of tactical plans, which in turn lead to the attainment of strategic plans. In addition to these three types of plans, managers should also develop a contingency plan in case their original plans fail.

The common barriers that inhibit successful planning are Inability to plan or inadequate planning, lack of commitment to the planning process, inferior information, focusing on the present at the expense of the future, too much reliance on the organization’s planning department and concentrating on controllable variables
Human resource management (HRM), or staffing, is the management function devoted to acquiring, training, appraising, and compensating employees.

A reward is a work outcome of positive value to the individual. Organizations are rich in rewards for people whose performance accomplishments help meet organizational objectives.

There are different types of risks such as financial and non-financial, pure and speculative, static and dynamic, fundamental and particular is are some of the risks encountered  by any business enterprise irrespective of its size and nature of the business. This risk is managed through risk control and risk financing techniques. 
Each growth strategy has its own negative and positive aspects. Therefore, entrepreneurs need to plan and select the most appropriate one for their enterprise. This need not be an impulsive decision or a decision based on the “demonstration effect” i.e. imitating other enterprises.   It is also need to be seen whether the business environment supports the ambition of the entrepreneur. 
Review Questions 

1) Plans that usually span one year or less, are developed by middle managers, and are concerned with what the major subsystems within each organization must do are ______.
a) strategic plans

b) tactical plans

c) operational plans

d) contingency plans

2) Goals that are established by top management and relate to where the organization wants to be in the future are ______
a) operational objectives

b) budgets

c) standing goals

d) strategic goals

3) All of the following are significant major barriers to effective planning except a(n) ______.

a) lack of commitment to the planning process

b) overreliance on the planning department

c) overemphasis on the uncontrollable environmental factors

d) lack of focus on the long term
4) Discuss Expansion strategies with practical examples 

5) Identify risk management techniques 
6) ATK-Ethiopia textile and garment factory is producing different kinds of textiles and garments for domestic consumptions and exports to nearby neighbor countries. The management teams of ATK-Ethiopia wants to increases its market share within the country, nearby countries and enters to international market in the coming 10 years. As a marketing strategist. How will you advise the company management to achieve its vision by numerating self-growth and collaborative growth strategy considering the global situations of the textile industry? 
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Examples of Entrepreneurs


Consider the contributions of some of the most famous entrepreneurs. Donald Trump is a real estate tycoon, author, television host, and the founder of Trump University. He is also the owner of the Miss Universe, Miss USA, and Miss Teen USA pageants. Mr. Trump has lost and regained fortunes and has been responsible for some of the most well-known office buildings, resorts, casinos, and golf courses. Mr. Trump is one of the richest people in America. Forbes Magazine’s prestigious Forbes 400 listed Mr. Trump as having a net worth of $2.7 billion!


Oprah Winfrey began her career as a radio broadcaster. She now hosts one of the most popular television shows. Ms. Winfrey is an established actor and founder of her own production company that focuses on television and fi lm production, magazine publishing, and online media. Ms. Winfrey also formed the magazine O, The Oprah Magazine, which is one of the leading woman’s lifestyle publications, and O at Home, a home design publication. In addition, her book club is the largest in the world with over half a million members. Ms. Winfrey has also created charitable organizations that have awarded millions of dollars to people in need around the world.


Michael Dell started with a big idea and $1,000 from his dorm room in 1984. He dreamed of providing affordable computers to college students. Mr. Dell revolutionized the personal computing business by skipping the middle man and selling computers directly to users. Customers can now order personalized computers online and avoid additional mark-ups from distributors and other retailers. Dell Corporation is now the largest personal computer manufacturer and largest online computer retailer, employing over 40,000 people worldwide in over 170 countries. Michael Dell has a net worth of over $30 billion!
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Microsoft Corp.’s founder and Chairman Bill Gates is one of the most well-known entrepreneurs and one of the wealthiest men in the world.





�


Fig. 2.3.  Hierarchical Environmental Analysis
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Promotion  


-Sales promotion
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These risks have no element of gain 








� Entrepreneur/s/ is/are/ /an/those individual/s/ who has/have /his/ their/ own business venture whereas Intrapreneur/s/ is/are/ employed individual/s/. 


� For details Federal Micro and Small Enterprise Development Agency Regulation, 2001.


� For details Federal Small and Medium Manufacturing Industry Agency Regulation 2016.





�Cooperative societies proclamation No. 985/2016. 


� For details refer Commercial Registration and Business Licencing Proclamation No 686/2010.
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