Developing a Business Concept

Introduction

The Developing a Business Concept (DBC) class is designed to transform a vague business idea into a sound, viable concept using proven business strategies. Many people have a general idea of an industry or field that interests them, but lack the focus and specific details necessary to transform that broad idea into a bona fide business. 

All business owners need to have a set of primary skills that will enable them to handle the complex and challenging task of operating a company in today’s society. The DBC class invites students to take a hard look at their own skills and abilities, and measure them against what is required for their specific type of enterprise. This class addresses required business skills like accounting, computers, and marketing, but also foundational skills like math, reading, and communications. While the class in no way attempts to teach all the skills, it will illuminate the strengths and areas for improvement that each student should focus on. Students are then challenged to seek out the ways and means to develop those skills.

[image: image11.emf]Unit of Sale:

Sale Price: $0.95

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

22%...32% 27%

$0.26

Paint

5%...20% 9%

$0.09

Supplies

1%...3% 2%

$0.02

Repairs & Maintenance

2%...5% 1%

$0.01

Advertising

.5%...3% 1%

$0.01

Total Cost of Goods Sold

40%

$0.38

$0.57

60%

69%

1 sq. ft.  (3 coats)

Painting (exterior residential)

Cost of Goods Sold



Gross Profit

Gross Margin

Industry Average Gross Margin

The second phase of the analysis is to look beyond skills into personality traits that are common to many successful entrepreneurs. Characteristics like leadership and persistence enable an individual to thrive in the hectic, fast paced world of business. Not all people are cut out to be business owners, but all of us can learn the principles that will make us more competitive in the business world.

One of the skills addressed in this class is the basics of technical business writing. This skill is showcased in the brief, but exceedingly important, assignment of writing a brief business description. The language of business is rich with specialized vocabulary and lingo. The text in this class draws attention to these business vocabulary words by featuring the words in bold with a complete definition of the word in a text box in the close vicinity. Pay attention to these words. You can not thrive in the business world until you master the language of business. The class also delves into business finance, projections, and some basic math that all business owners need to master.

Are you ready to begin? Buckle up and hold on tight. If you choose to truly engage in this program it can propel your life in a new and fascinating direction. The achievement of business ownership could change how people view you, and how you view yourself and the world. Let’s have fun and jump right in.
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[image: image12.emf]Unit of Sale:

Sale Price: $11.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

45%...55% 55%

$6.05

Advertising

2%...5% 5%

$0.55

Supplies

2%...5% 4%

$0.44

Repairs & Maintenance

1%...5% 3%

$0.33

Total Cost of Goods Sold

67%

$7.37

$3.63

33%

32%

Barber Shop #1

Cost of Goods Sold

One Hair Cut



Gross Profit

Gross Margin

Industry Average Gross Margin
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Entrepreneurial Skills Chart

Chapter 1 Getting Started
What is DBC?

[image: image14.emf]Industry Averages

Net Profit 

Margin

Gross Profit 

Margin

Debt to 

Equity 

Ratio

Payroll as 

a % sales

Sales per 

Employee

Profit per 

Employee

Advertising 

as a % 

Sales

The Metrics

Net Pretax Profit   

÷ Revenue

Gross Profit 

÷

Revenue

Total Liabilities 

÷

Total Equity

Accommodations& Food 3.9% 67% 2.9% 23% $70,584 $5,103 2.1%

Administrative & Support 5.7% 52% 2.4% 21% $157,249 $9,100 1.1%

Construction 5.4% 29% 2.3% 13% $239,911 $15,994 0.6%

Finance and Insurance 9.5% 84% 14.4% 29% $170,877 $18,027 1.7%

Heath Care 7.8% 87% 1.5% 33% $152,706 $11,473 2.8%

Logistics 3.9% 55% 2.8% 19% $126,334 $13,151 0.6%

Manufacturing 5.0% 35% 2.2% 15% $203,965 $12,191 0.8%

Professional Services 9.2% 69% 1.8% 27% $163,798 $18,590 0.1%

Real Estate 4.0% 89% 2.9% 16% $217,679 $121,656 1.4%

Retail 2.7% 32% 2.7% 13% $277,970 $9,041 1.5%

Technology & Media 5.7% 66% 2.2% 26% $195,688 $13,678 1.5%

Wholesale Trade 3.4% 29% 2.6% 12% $395,290 $15,771 0.7%

Gourmet Cotton Candy ? 48% 32.0% ? ? ? ?

Your Company

Inc. Magazine November 2008 Page105-109

Developing a Business Concept (DBC) is an introduction into the world of small business ownership. This class starts at the very beginning of the planning stage. What type of business could you start? How can you distinguish between a good business idea and one that might crash and burn? What skills do you have that might be useful? What skills do you need? These are the questions that DBC will help you explore. DBC requires some hard work. It is designed to be an eight session class. The homework requirements average one hour per session.

You will not build an entire business plan in the DBC class, but will get a decent start on one. You will write a brief business description for your company and learn how to build some simple financial statements. The focus of this class is to clearly identify a suitable business idea and set the general direction of your future company. 
REEFS is Inmates Helping Inmates

REEFS stands for “Realizing Educational, Emotional, and Financial Smarts”.
REEFS offers programs that are written and taught by inmates. Essentially, REEFS is all about inmates helping each other.

Expectations of Students

This is an educational environment.  We are here on our honor.  Protect this privilege by respecting the following rules:

· Please no smoking in restroom

· Please don’t leave until the class is dismissed as a group

· Bring your own pens, pencils, and paper
· Respect others
· If you really want to be here, then act like it
· Please pay attention, ask questions and stay awake, 
· If you don’t want to be here, please sign out
What You Can Expect to Take From This Class

A certificate

A goal that offers hope

Motivation to continue your education

Your own specific business idea
Content of Plan
When you enter the free world you will be confronted with many choices. The choices you make will inevitably alter your life’s path. The impact of each individual choice may be modest or it may be profound. Your choice of what type of business to start will certainly be one of those high impact choices.  As an ex-felon, some business ventures, while technically legal to open, may prove to be problematic down the road. Other ventures may actually help keep you out of trouble. On the outside, those choices are yours alone and you will face the consequences of those choices alone. With that acknowledged, participation in this class requires you to begin building a business plan for a legitimate, pro-social business. (Note: this class is designed for profit seeking businesses and is not suitable for non-profit organizations)
Keep in mind that many of the volunteers that assist with this program come from the faith community. Many donations are also generated within the faith community. For these reasons, the following types of business plans will not be accepted:
1. Strip Club

2. Bikini Bar

3. Adult Novelties

4. Escort Service

5. Nude or Topless anything

6. Head Shops (paraphernalia)
7. Anything associated with illegal drug use
Additionally some businesses are off limits just because we are convicted felons. These include:
1. Gun Stores

2. Child Care

3. Liquor Sales

4. Private Investigators

5. And many others (if you have a concern about your idea please discuss it with your instructor)

As an ex-felon, you may be thinking, “There must be a way to get around legal restrictions.”  Perhaps you could put the company in your wife’s name? Remember, if it’s in your wife’s name then it is not your business.  Also, skirting business law can void your ownership, profit, and ability to access hard earned equity.  

For this class choose a company that your mother would be proud to tell her church friends about. Pick a line of work that your children could talk about at school. If you are unsure if your idea is OK, then clean it up.
The business plan should describe the start-up operation from the very beginning. The company may indeed grow to include stores in every major city in Florida, but this plan should focus on and describe the very first store that you will be opening. 
The business plan for this class should also be original. This does not mean that your business must be a totally new idea that no one has ever done before. Rather, the goal is to teach you how to write a business plan. There are many companies that essentially hire independent sales representatives and tell the representatives that they are business owners. Examples of these types of organizations include: Avon, Amway/Quickstar, and many Internet multi-level marketing organizations. These types of organizations essentially sell the framework of the organization and simply plug individuals into the system. Franchise opportunities are similar in that they have fully developed business plans available for purchase. You may very well choose to get involved in an opportunity like this at some point in your life; however, it is not suitable for this class because it does not involve building a business plan.

There is one additional area that could undermine a student’s ability to produce a good business plan. When a student has owned a business in the past, or still currently owns a business that is operated by friends or family on the outside, he may  attempt to describe the past or existing business and call that a business plan. In fact, the reason for a business plan is to chart a new direction. The business plan for this class calls for detailed research while developing marketing, operations, and financial statements. If you have been painting houses for 20 years as a one man sole proprietor, you can not just say you’re going to continue doing what you did for the first 20 years and call that a business plan. If you have past experience in a particular field that’s great, but you are going to have to fully incorporate the new ideas, strategies, and planning techniques presented in class.  You may even consider choosing an alternate field for the purpose of learning the concepts presented in this class.
Choose ONE business with ONE type of product or service. This may seem like an obvious request but it is a common trap that potential business owners fall into by combining several types of products or services into a single business. In the real world, this may be an ideal plan that distinguishes a company from competition that only offers a very limited service. This class, however, is teaching the fundamentals of building a viable plan for a small business and it will be much easier to learn the concepts and prepare the assignments for a company with a limited scope. Let’s take a look at an example of a multi-line business and the problems it might cause.

Biff Tannin decided to start a neighborhood meat market and deli. This is really two different businesses that are only loosely related. The meat market butchers, packages, and sells raw meat. The deli, in contrast, prepares food that is ready to eat. Preparing and selling sandwiches, salads, and drinks requires a very different set of skills than handling raw meat. It also requires different permits and inspections. The requirements for the buildings also have substantially different specifications. Operationally, running a meat market is one thing and running a deli is another. The financial projections are even more complex. The costs associated with cutting and selling meat are very different than the costs associated with serving a prepared meal. The profit margins are not the same. In the real world, a company that intends to have multiple lines will, in fact, produce a separate business plan for each line. In the case of our meat market and deli, it would be wise to pick one for the class and develop a complete plan for that. When the class is finished you will have all the skills needed to do projections for additional lines and expansions. You may do those on your own time.

Another common concern is, “How do I keep people from stealing my business idea?” Inexperienced entrepreneurs often become so enamored with their own ideas that they fear others are out to steal them. For instance, one future business owner planned a lawn service and he intended to name the company “The Green Worm”. He thought the idea was so profound and unique that others would try to steal the name. A really great name may have some effect on the success of the company, but the effect will probably not be that immense. The truth is that most companies are not born from great and unique business ideas, but rather they succeed because of the passion, commitment, and expertise of the owner. If you feel that your idea is so good that others may want to steal it, than do not use it for this class. This class is geared toward teaching you fundamental principles. You can learn and apply these fundamental principles for a simple lawn service, or for building hydraulic tube benders. If you know how to build a car that runs on water, or how to build a time machine out of a Delorean, then do not disclose your proprietary information. Just build a solid business plan on a more common idea. When the class is over you can build another business plan that includes the hard facts about your invisibility cloak. 

Writing Style
A clear and concise writing style is important.  Readers will not appreciate the brilliance and lucidity of an idea if it is described in a clumsy and convoluted manner.  Sentences and paragraphs should be kept short and precise.  The opening sentence or paragraph should make the writer’s point.  The writer should think carefully about the point he wishes to make, and then should make it as simply and succinctly as possible.  The main body of text should then provide evidence or arguments to support the writer’s position. Finally, the conclusion supplies the reader with a quick recap of the information they just read.  The same structure should be applied to the document as a whole and throughout each section of the document
Be professional with your language. The language of the business world is Standardized English. That is a pretty big claim. Notice the claim is that Standardized English is the business language of the world, not just the United States. Whether you’re in Hong Kong, Ireland, Australia, or Mexico you may very well see contracts, bids, advertisements, and business reports written in Standardized English. If Bubba is a good ol’ boy from Alabama and plans on opening a restaurant featuring the fine flavors and traditions of the Deep South, it does not license him to use such wonderful slang as “y’all” in his business plan. Bubba may choose to use “y’all” in his marketing pieces and menu because it helps to create the “Deep South” atmosphere, but in his business plan he should avoid slang and use the language of business. This does not mean that you should attempt to use big words if you are unsure of their meaning or how to use them in the proper context. Keep your writing uncomplicated, straight-forward, and business professional.

Business writing is a more technical form of writing and requires different skills than personal writing. If a business plan is describing a business that will begin in the future, it is important that the entire plan be written in future tense. For example: Jose’s Garage Door Company will install quality garage doors; not Jose’s Garage Door Company installs quality garage doors. Consistency is the key. If you use the future tense in one place, stay with it throughout the entire business plan. 

How do you refer to the company? The company is named:  Jose’s Garage Door Company. Do you write out the entire name every time you refer to the company in your business plan? If you do, the reader of your plan will become exasperated with the repetition. You may use initials to refer to the company and the proper way to do this is to reference the initials the first time they are used. For instance: Jose’s Garage Door Company (JGDC) will seek funding from one investor and apply for one bank loan.  From this point on, the initials JGDC may be used in place of the full company name.  Notice that initials are always capitalized and need not include a period after each letter.  You may also use a shortened version of the company name such as “Jose’s”. You may also try using: The Company, The Firm, or The Organization. Each of those are acceptable and can make the document more readable.
One final note is to be careful of your pronoun use.  If Jose is the only person involved in the company, could he use the pronoun “I”? If it’s Jose and his son, could he use the pronoun “we”? It would be permissible to use either example, however; it would be improper to use “I” in one place and “we” in another. You must remain consistent throughout the business plan. The other option to consider is the use of a third person pronoun which is considered very professional.  Third person is the writer referring to another person or in this case a company. For example: Jose’s Garage Door Company is an innovative company. They use high tension, dynamic spring balancing. If you use the third person pronoun at one point you must use it throughout the entire document.  
[image: image15.emf]Standard unit of Sale One Typical House

Unit sale Price $200.00

Cost of Goods Sold

Dynamo 

2000

Power Clean 

3500H

Labor $105.00 $30.00

Fuel $21.00 $6.00

Chemicals $3.00 $3.00

Total Variable Expenses $129.00 $39.00

Gross Profit Per Unit $71.00 $161.00

Capacity Projections

Daily Sales Units 1 7

Weekly Sales 5 35

Monthly Sales 22 152

Monthly Gross Profit $1,537.15 $24,399.55

A Word of Warning

A very common mistake made when writing a business plan is to make it sound like an advertisement. Your customers will never read your business plan.  Don’t write your plan as though you are trying to sell a product or service to your customer.  The plan should be written for presentation to an investor (even if you’re the only investor) or a key employee.

Each section of your plan will be graded according to an objective standard. The proper writing style must be used throughout your business plan. Spelling, grammar, content, and style will each contribute to your final grade.
Example Company
Kevin Coffee got out of prison and can’t wait to start his own company. He has a great idea. He wants to buy a cotton candy machine and sell cotton candy at major events in the Tampa area. Here is what Kevin knows:
The cotton candy machine costs $689.00

A bag of mix that yields 25 units of cotton candy costs $8.00

Cotton candy sells for $3.00 to $5.00 per unit at local events

Kevin read about a guy that sells 400 units a day at festivals and special events in the Orlando area

Kevin plans to sell his cotton candy for $4.00 per unit
Class Discussion
Is the business venture worth it?  

[image: image16.emf]Day Start Time End Time

Sun

Mon 9:00 AM 5:30 PM

Tue 9:00 AM 6:00 PM

Wed 8:30 AM 12:30 PM

Thu 9:00 AM 7:00 PM

Fri 9:00 AM 5:00 PM

Sat 8:00 AM 3:00 PM

Can Kevin make money with this business?  

How much profit will the business make?  

Will the business earn the same profit at the next event?  Why, or, why not?

Look at the expenses.  Are they similar? What distinguishes the cost of the machine from the cost of the mix?
Could the expenses be separated into two categories?  
· Start-up Costs  
· Continuing Costs
Has Mr. Coffee included all the expenses?  What other start-up costs might he expect?

The text box above depicts some numbers that affect the business; however, they do a poor job of answering many important questions. You might expect to see numbers like those scratched on a napkin after a day at the football stadium. This class attempts to take a vague idea and some rough numbers and shape them into a standard format that is readable to business people all across the country. Good financial statements provide proof that idea can work or….that it is likely to fail. Financial projections tell a tale of what is anticipated to happen in the future. That tale may be promising or bleak, but even if the information is disheartening it can be valuable and keep investors from putting money into a very bad idea.

Gourmet Cotton Candy
Brief Business Description
1Gourmet Cotton Candy (GCC) will be a specialty food vendor that operates at events in the parking lot outside Raymond James Stadium in Tampa, Fl.  
2The Company will be owned and operated by Kevin Coffee. He has 4 years experience in the food service industry working as a barista with Starbucks. Mr. Coffee has an outgoing personality and enjoys working with people. 

3The Firm will produce and sell cotton candy to pedestrians that are en route to or from entertainment events.
4 GCC will make gourmet cotton candy in vibrant colors and an exciting array of exotic flavor combinations. The cotton candy will be produced onsite in a gleaming new machine with a glass dome mounted on an old fashioned, bright red push cart. The cotton candy will be sold under a custom designed, miniature round circus tent covered in a red and white striped canvas. Carnival style music will be played at a moderate volume to attract attention and generate excitement. Kevin Coffee will manage the operation and be dressed in an appropriately themed jester costume. 
5The primary customers most often fall into the following demographic profile: they are Tampa Bay Buccaneer Fans, between age 10 and 25, approximately 64% of customers are female, the family income exceeds $45,000 annually, and they will have disposable cash on hand especially designated for impulse purchases.
6 The cotton candy will be sold directly to pedestrians. GCC reaches its customers by setting up in a prime location that is awash in prospects and utilizing sensory appealing tactics such as the circus tent, carnival music, jester costume, and attractive machine to attract customers. The company will only accept cash for payments.
7GCC will start out as a one man, part time operation working approximately two days per month.  There are 24 major events at Raymond James Stadium each year. These events include football, soccer, monster truck shows, and concerts. The particular location that has been selected is on the corner of Dale Mabry and Martin Luther King Jr. Dr. This location typically brings foot traffic of 10,000 people for each event. The patrons walk past the location before the event starts and once again after the event is finished. That totals 20,000 potential customers at each event. The goal of The Organization is to make a sale to 1% (200 units) of the total people walking past. The machine has the capacity to produce 100 units of cotton candy in an hour. GCC has the potential to expand its capacity by identifying other potential venues such as fairs, festivals, and arts shows.
[image: image17.emf]Unit of Sale:

Sale Price: $4.00

Item Description

Industry 

Range

Target %

Cost for 

one Unit 

of Sale

Food Cost

25%...35% 8%

$0.32

Labor

19%...30% 19%

$0.75

Venue Rent

? 19%

$0.75

Supplies

1%...3% 2%

$0.09

Fuel

? 4%

$0.14

Total Cost of Goods Sold

51%

$2.05

$1.95

49%

42%

Gourmet Cotton Candy

Cost of Goods Sold

One Serving



Gross Profit

Gross Margin

Industry Average Gross Margin


[image: image18.emf]Day Start Time End Time Hrs. Worked

Sun

Mon 9:00 AM 5:30 PM 8.5

Tue 9:00 AM 6:00 PM 9

Wed 8:30 AM 12:30 PM 4

Thu 9:00 AM 7:00 PM 10

Fri 9:00 AM 5:00 PM 8

Sat 8:00 AM 3:00 PM 7

Total Hrs. 46.5

Reg Hrs. 40.0 $17.00 $680.00

Overtime Hrs. 6.5 $25.50 $165.75

Total Earned Wages $845.75

Payroll Taxes 30% $253.73

Total Cost to Employer $1,099.48


[image: image19.emf]Unit of Sale:

Sale Price: $25,000.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Material Cost

45%...55% 51%

$12,750.00

Labor Cost

10%...20% 13%

$3,250.00

Design

0%...10% 8%

$2,000.00

Permitting

1%...3% 2%

$500.00

Total Cost of Goods Sold

74%

$18,500.00

$6,500.00

26%

29%

Construction Company

Cost of Goods Sold

Average Room Addition



Gross Profit

Gross Margin

Industry Average Gross Margin


[image: image20.emf]Grading Scale Points

Business Writing Assingment 10

Identifying Your Niche 15

Brief Business Description 15

Test # 1 10

Math Assessment 10

Personal Budget 10

Start-up Cost and Funding 10

Cost of Goods Sold Statement 10

Test # 2 10

Total Points 100

Must score 70 points or more                                    

to enter SBC class

Chapter 2 Identifying Opportunities

Entrepreneurs Background and Interest

[image: image21.emf]Unit of Sale:

Sale Price: $4.00

Item Description Price Math

Cost for 

one Unit 

of Sale

Flavored Mix (25 portions) $8.00

8

÷

25

$0.32

Labor (one 9 hour day) $150.00

150

÷

200

$0.75

Venue rent $150.00

150÷200

$0.75

Stick (200 pack) $12.00

12

÷

200

$0.06

Plastic bags (5000 pack) $146.00

146

÷

5000

$0.03

Fuel $27.50

27.50

÷

200

$0.14

Total Cost of Goods Sold $2.05

$1.95

Gross Profit

Gourmet Cotton Candy (worksheet)

Cost of Goods Sold

One 5 ounce serving

[image: image22.emf]Gourmet Cotton Candy LLC

Start-Up

Expenses

Cotton Candy Machine $689

Used Mini Van $3,000

Generator (ultra quiet) $1,200

Lap Top Computer $1,200

Initial Inventory $200

Banner Sign $300

Event Tent $350

Sound System $150

Uniforms $145

City Business License $45

Heath Department Certification $150

Extra Cash for Emergency $1,000

Total Expenses $8,429

Funding

Investment from Owner Savings $6,429

Loan from Mother $2,000

Total Funding $8,429

 The United States of America is a capitalist country built on the idea of free enterprise. Free enterprise is the theory of private individuals owning and operating companies. When you read about immigrants flocking to the United States, it is primarily because in America we enjoy the freedom to own and operate any company we choose. This is not true in much of the world.  So what kind of company would you like to start? When seeking an idea for a good business, a one place to start is your personal experiences and interests.

Business Experience

If you have been working in restaurants for a major part of your adult life, consider the food service industry and the many small companies associated with it. One fast food restaurant is likely to hire many small vendors such as:

· Lawn service
· Parking lot clean up
· Carpet cleaner
· Window cleaner
· Pressure washer
· Equipment serviceman
· Air conditioner and refrigeration specialist
· Meat supplier
· Produce supplier
· Hood cleaner
· Uniform supplier
· Paper supplier
· Computer technician
· Alarm company
· And many others
Look over this list. Each of these opportunities provides an opening for an individual to start a business that is directly related to the restaurant industry. If you have worked in the restaurant business and have an interest or experience in any of the above categories, consider whether it might be a good fit for you. The above list is only vendors associated with restaurants, but is not a complete list of start-up ideas in the food service industry. Consider the following:

· Personal chef
· Home catering
· Mobile food vending
· A small restaurant
· Cooking classes

The two lists above offer 20 ideas for a person that has experience in the food service industry. There are many related ideas that are not listed above. Every industry is supported by a host of small vendors and service companies that often operate quietly behind the scenes earning sizable profits year after year. Your work experience will certainly suggest areas for you to consider. Be creative and write down ideas as they pop into your head. You may evaluate them for feasibility later. 

Hobbies

If something in your professional background fails to summon up a brilliant idea, take a look into your personal interests and hobbies. If you have been a dog enthusiast for many years, could that offer business opportunities? You bet it could! The pet industry is a multi-billion dollar industry ranging from pet food to veterinary care. The following is a list of start-up ideas that may wag the tail of a dog enthusiast
· Dog walker
· Pet sitting
· Boarding kennel
· Dog grooming
· Obedience training
· Obedience classes
· Dog handling for dog shows
· Specialty treats
· Custom collars
· Pet photography
· Pet clothing
· Fresh all natural pet food delivered weekly
Use your imagination. Consider your background, education, hobbies, and interests. Put together a list of ideas that fit you and your situation.

Customer Demand

[image: image23.emf]Unit of Sale:

Sale Price: $12.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Food Cost

25%...35% 35%

$4.20

Labor Cost

19%...30% 23%

$2.76

Supplies

1%...3% 1%

$0.12

Advertising

1%...3% 1%

$0.12

Total Cost of Goods Sold

60%

$7.20

$4.80

40%

42%

Gross Profit

Gross Margin

Industry Average Gross Margin

Restaurant (mobile food vending)

Cost of Goods Sold

Average Ticket Price

“I have a million dollar business idea that I would like to share with you. This idea is so great that it is a sure hit. Have you ever had a Fluff ‘n Nutter Sandwich? They are great! You take two pieces of bread, put peanut butter on one side of the sandwich and marshmallow fluff on the other side of the sandwich. Well here’s my great idea. We’ll take a jar of peanut butter and swirl in the marshmallow fluff. Everybody will love it and we can sell it in grocery stores everywhere.”  This narrative was overheard in a prison dorm from the mouth of an enthusiastic would be entrepreneur. He made a mistake that is extremely common in the business world. This mistake violated the first rule of marketing. The rule is this: A company must sell what the public wants to buy, not what the company wants to sell. The entrepreneur loved the taste of Fluff ‘n Nutter sandwiches. His mistake was assuming that everybody else would also love them. Even if many people loved them, the next question is determining if they desire to purchase the swirled mix rather than simply purchasing a jar of peanut butter and jar of fluff.

[image: image24.emf]Unit of Sale:

Sale Price: $2,522.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

32%...50% 50%

$1,261.00

Supplies and Chemicals

4%...14% 12%

$302.64

Fuel

2%...10% 6%

$151.32

Total Cost of Goods Sold

68%

$1,714.96

$807.04

32%

50%

Janitorial Service

Cost of Goods Sold

Month Service 

(3000 sq. ft. office)



Gross Profit

Gross Margin

Industry Average Gross Margin

Customer demand is the idea that customers have needs, wants, tastes, and desires. A skilled businessman will seek to understand the customer’s demand before ever starting a company. This is called market research. Market research in large companies may be quite sophisticated and expensive, but for smaller companies it may simply be attentive listening to people describing there unmet needs. For instance, if your neighbor’s garage door breaks and he is complaining that he can not find anyone to repair it, that may present an opportunity. 
Creating Customers
[image: image25.emf]Unit of Sale:

Sale Price: $75.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

15%..22% 19%

$14.25

Fuel

12%...20% 18%

$13.50

Repairs & Maintenance

5%...10% 8%

$6.00

Supplies

1%...3% 2%

$1.50

Advertising

1%...3% 2%

$1.50

Total Cost of Goods Sold

49%

$36.75

$38.25

51%

55%

Dump Truck

Cost of Goods Sold

1 Ton Material (local delivery)



Gross Profit

Gross Margin

Industry Average Gross Margin

[image: image26.emf]Unit of Sale:

Sale Price: $3.50

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

15%...22% 19%

$0.67

Fuel

14%...22% 17%

$0.60

Repairs & Maintenance

5%...10% 7%

$0.25

Dispatch

2%...3% 3%

$0.11

Total Cost of Goods Sold

46%

$1.61

$1.89

54%

55%

Long Haul Trucking

Cost of Goods Sold

One Mile



Gross Profit

Gross Margin

Industry Average Gross Margin

A company found a great way to produce widgets. The widgets are shiny, reliable, and well built. The company has a great advertising campaign and a team of highly trained sales people. This is a company in search of customers. Seeking customers is an expensive proposition and there is another problem. Nobody wants to buy widgets. It’s not that the product is bad or faulty, it’s just that customers don’t want or have a need them. Contrast this scenario with the high demand for gidgets. A gidget is a fictional product that improves the gas mileage on any car by 30%. Gas prices are rising sharply and finances are tight. Customers are desperate to find ways to save money. The gidget manufacturer most likely will need to spend very little money on advertising or a crack team of sales representatives. The truth is that because the product is in such high demand there will be armies of customers in search of a company. Would you rather own the widget company in search of customers or the gidget company with customers in search of a company? 

While you might not be able to invent and build a gidget that would boost gas mileage by 30%, you may very well find customers in search of a company. Few people are totally satisfied with every aspect of the many companies they deal with on a regular basis. Imagine a woman who purchases lunch 5 days a week from a local sandwich shop. The sandwiches are great, the prices are reasonable, and the service is good. She likes the place but if you were to ask her what she didn’t like about the place, she would quickly tell you that she is irritated that they inevitably run out of unsweet tea by 1:30pm, right when she goes to lunch. If a new sandwich shop opens up nearby and always has a supply of fresh unsweet tea on hand, do you think this customer might be willing to change? That’s all it takes to open the door of opportunity. Find one unmet need and meet it. The truth is that most customers are constantly searching for better, faster, cheaper, or easier to use products and services. Before you begin any serious business enterprise, do your homework. Listen to customers and find out what they are looking for.
Competition Analysis

[image: image27.emf]Unit of Sale:

Sale Price: $75.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Inventory Cost

45%...55% 53%

$39.75

Labor Cost

10%...20% 13%

$9.75

Advertising

1%...3% 2%

$1.50

Total Cost of Goods Sold

68%

$51.00

$24.00

32%

32%

Retail Sales

Cost of Goods Sold

Average Sale



Gross Profit

Gross Margin

Industry Average Gross Margin

The more you get to know your competition, the better off you are when it comes to understanding their actions and anticipating their moves. Before starting your own company, conduct an intensive study of the other companies in your area that provide similar products or services that you hope to supply some day in the future. One way to find out more about a company is to become a customer. Purchase their products or services. What did you like about the experience? What was inconvenient? Were you content with the price? Were they professional?

Another tactic is to become an employee of your future competition. If you are planning to open a roofing company it would be a great idea to go to work for another roofing contractor. The view from the inside is unique. You could learn how they bid their jobs, what shortcuts are used, how they treat their customers, what they pay their employees, how they generate new customers, etc…  Working for another company in your chosen industry gives you boatloads of information about your competitors. If you work for several of your future competitors, the information you obtain will enable you to establish a list of “best practices” that you may employ when you start your own company.

If you’re serious about sizing up the competition, you can’t do all this analysis at one time. You have to monitor your competitors in a systematic way.  If you’re good at observing your competitors, you can choose the competitive battles that you want to win and you can avoid getting ambushed in competitive situations that you’re bound to lose.

To find out what really makes your competitors tick, take advantage of data from all sorts of places.  Start your search using the power of the Internet. You can usually find data on the competition using the following resources:

· Business and technical publications
· Web sites
· Tradeshows

· Customer feedback
· Company documents
· Suppliers and distributors
· Government filings

· Management speeches
· Stock market analyses

· Your employees
When you have studied the competition thoroughly you may begin to see areas where you could do a better job. You will likely see ways that you are able to better meet the customer demand where the competition may be lacking.
Niche Market

[image: image28.emf]Unit of Sale:

Sale Price: $32.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Inventory Cost

45%...55% 45%

$14.40

Advertising

5%...15% 10%

$3.20

Labor Cost

8%...20% 8%

$2.56

Shipping

2%...5% 3%

$0.96

Total Cost of Goods Sold

66%

$21.12

$10.88

34%

32%

Internet Sales

Cost of Goods Sold

One Pair of Sunglasses



Gross Profit

Gross Margin

Industry Average Gross Margin

Congratulations, you have decided that you want to go into the printing business! You have a certificate in graphic arts and experience working in a print shop. Are you ready to go?  Rent the space, buy a printing press, put up a sign and… Shazam! You’re in business. Slow down Charlie. What type of printing are you going to do? Some printers make great business cards, others print books, some print newspapers, while some printers specialize in high quality, embossed wedding invitations. In fact, there are many different types of printing presses and various ways to set up the presses for specialty products. Too often a new business owner is inclined to make the mistake of trying to be all things to all people. In the world of start-up companies, a fundamental rule of marketing is: smaller is better. In business, the concept of specializing in one particular area of business is called niche marketing.

Wal-Mart is the biggest retail store in the world. If you wanted to open a retail store right next door to Wal-Mart, could you possibly compete? Could you offer a larger selection? Could you purchase DVD players for less money than Wal-Mart? For every DVD player you purchase, Wal-Mart will buy several million. Who do you think will get the lowest price? The same is true for plates, bananas, diapers, corn flakes, milk, cameras, and virtually every other thing displayed on the massive shelves of Wal-Mart. How could you ever compete? The truth is, you can not compete in a head-to-head competition.  Picture a small store right next to Wal-Mart. The store is named Professional Art Supplies (PAS). This store carries fine canvas for painters, an assortment of 150 various paint brushes, oil paints, water paints, pastels, chalks, calligraphy pens, and fine parchment paper. The store is owned and operated by Fannie Fantana, a local artist. Wal-Mart certainly has paint brushes for sale. If a person desires to paint a nice portrait, are they more likely to go to PAS or Wal-Mart? Wal-Mart might sell a set of four art brushes for five dollars, and PAS might sell one brush for $19.50. Certainly Wal-Mart will sell some art brushes for children, but any serious artist will head straight for PAS and purchase quality specialty products. PAS has successfully identified a specialty niche that clearly distinguishes them from mega retailers like Wal-Mart. 

Clarify what you want to sell, remembering that: a) you can’t be all things to all people, and b) “smaller is better.” Your niche is not the same as the field in which you work. For example, a cleaning business is not a niche but a field. How can you narrow a field down to a niche? Take a look at the following progression:
[image: image1.wmf] 

Cleaning Business in Tampa Bay Area

Maid Service

Car Wash

Pressure Washing

Total Floor Care

Construction Clean Up

Janitorial

Hardwood 

Vinyl

Ceramic Tile & Grout

Carpet Cleaning

Natural Stone

Single Family Homes

Vehicle Carpets

Commercial Carpets

Fine Area Rugs

Residential Carpets

Apartment Complexes

One

-

Story Condos

Condominiums

Mobile Homes

Tampa

High

-

Rise Condos

Clearwater

Beaches

St. Petersburg

Downtown

Narrowing  Niches


What advantages would the specialized niche company have over the general cleaning company? Your niche will change everything about your company. It will define what equipment you need. It will determine how you advertise, who you advertise to, and what your sales strategy is. The niche will help you decide how to train your employees. It may suggest a name for the company, a logo, and possibly even the colors for your trucks and paper work. Allow your niche to become the rudder that steers your company.

[image: image29.emf]Unit of Sale:

Sale Price: $55.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

Labor Cost

35%...50% 39%

$21.45

Mileage

3%...7% 5%

$2.75

Total Cost of Goods Sold

44%

$24.20

$30.80

56%

69%

Personal Fitness Trainer

Cost of Goods Sold

1 hour on location training



Industry Average Gross Margin

Gross Profit

Gross Margin


[image: image30.emf]Feature Dynamo 2000 Power Clean 3500H

Price $295.00 $18,000.00

Engine Briggs & Stratton Industrial Kubota

Fuel Gasoline Diesel

Horsepower 8 35

Fuel Consumption Per Hour 1 2

High Pressure Pump  One sealed unit Two Industrial rebuildable

PSI Continuous 1500 Fully adjustable up to 3500

PSI Peak 2000 4000

Gallons Per Minute per pump 2 5

Pressure Hose Included 50 feet poly 400 feet steel braided rubber

Chemical Tanks None Two  35 gallon tanks

Chemical Hose None 150 feet

Hose Reels None Three (electric rewind)

Pressure Wands One 3 foot fixed tip Two 6 foot with interchangeable tips

Water heater Unit not rated for hot water System rated for 250 degrees

Cleaning Capacity (in sq ft per hour) 500 3500


.
[image: image31.emf]Garage

House

Driveway

30

20

20

40

10

60

100

60

Garage

House

Driveway

30

20

20

40

10

60

100

60

Chapter 3 Defining Skills


Personal Skills

The following diagram is an illustration of various business skills. Take a look at the pyramid below.  Start with the base.  What areas have you mastered? Mastering a skill is different than just knowing how to do it.  If you have mastered the area, shade it in with a pencil. The base represents general life skills.  If you are missing skills in this area, you will have trouble in many areas of your personal life. The second level represents the basics of business.  If you wish to move beyond a job as an unskilled laborer, these are the necessary skills.  Shade in the areas that you have mastered. Work your way up the pyramid.  What blocks are shaded?  What areas do you still need to work on?  It is important to take a hard and realistic look at your personal skills as well as areas of challenge.  

SWOT

Now you have completed the pyramid. Take a closer look at the skills, experience, and education that you need for your specific business idea. One way to do this is using the SWOT principle. SWOT stands for Strengths, Weaknesses, Opportunities, and Threats.

Strengths * What strengths do you bring to the company? This could include personality traits, educational background, professional experience, personal contacts, financial resources, and others. The more strengths you bring to the company, the greater your chances for success. List your strengths.






Weaknesses * What weaknesses do you bring to the company? This could include personality traits, education background, professional experience, personal contacts, financial resources, and others. Be honest here, your list of weaknesses are simply areas that you need to spend time working on. List your weaknesses.






Opportunities * What opportunities are available to you? Do you have a unique idea? Is your business ahead of the current trends? Do you have an idea for a new format or technology that will render an old product obsolete? Did a recent event cause a demand for a product/service that didn’t previously exist? List any potential opportunities.






Threats * What could go wrong for you personally that may sabotage your company? What about: addictions? Criminal background? Unstable romantic partners? Tendency to spend money foolishly?  What else? List any potential threats.






Action Plan:  How will you gain the skills that you need?
Education  

What education do you need and how will you get it? When will you get it? How will you pay for it?  What can you do while still in prison to reach these goals?







Experience 

What experience do you need? How can you get a job in this field?







Technical Training 

What training classes can you attend? What classes can you take while in prison?







Industry Certifications 

What certifications are recognized in your industry? 






Other Business Skills (accounting, sales, management)  
Address your plan for acquiring these skills.






Chapter 4 Brief Business Description
Imagine that you have a rich Uncle Warren who lives in Omaha, Nebraska. You see him at a family reunion and you begin to tell him about your business idea with the hopes of getting money to start the company. Uncle Warren stops you in mid sentence and says that he has a fundamental rule which is, “Never mix business and pleasure.” He invites you to write him a letter telling him about your business idea. He is not asking for a full business plan, just a letter describing the basics. What would you say?  How long would the letter be?  What are the main points that you would want to cover? Perhaps you don’t have a rich uncle but the question is still pertinent. What we are looking for is sometimes called an “elevator speech”. Visualize that you step on an elevator with your business plan in hand and someone asks you to describe your business plan. How long will it take until you arrive at the 19th floor? That is how long you have to talk. Brevity is the key. You have tons to say but only a very short time to say it.
Because you have already taken to time to define a specific niche you are on your way to describing a company. For this class we will take a look at seven areas. We will explain each of the sections and then offer two examples. The first example will be a good one and the second will be a bad illustration. Finally, you will be given an assignment at the end of this chapter. You will need to carefully note the instructions for each section to help you master the assignment.
1. Industry Segment and Geographic Area
This section challenges you to reduce the niche assignment into written form. Look back over your chart and think about how you might describe your niche in a sentence or two. The geographic area the business covers should be well defined and the product/service offered needs to match the community it serves. Do not attempt to describe a very large geographic area, rather you should describe a small area and find a way to win a significant portion of that smaller market.
2. Owner Qualifications 
The sector should describe who owns the company and what specialized skills and qualifications the owner brings to the company. Russell plans to start a welding company and has 12 years experience in fabrication and welding. He also has an associate’s degree in business management. Each of these skills greatly increases the probability of the company becoming successful. Other skills might be classified as soft skills. Soft skills might include such things as integrity, drive, and personality.
3. Company Explanation
This part might be longer than the others because it attempts to explain what your company is doing. It should offer factual information but not get bogged down with too much detail. If your company repairs automotive windshields at the customers home or place of business you need to say that, but you do not need to get into details about where you buy the glass, how many types of glass windshields are offered, or the hours of operation.  Don’t make the mistake of offering a big list of everything your company can do. We are looking for general descriptions
4. Unique Features 

What will your company do that is different and better than the competition? This should be an advantage to the customer. We are looking for facts, not platitudes. If you are selling notebook computers you could offer facts like CPU processing speed, size of memory, battery life, screen size and wireless connection capability. All those are facts. Platitudes sound quite different. Imagine describing a computer like this: fast, reliable, and suitable for most any use.  Platitudes don’t really give any information. Platitudes just float out words that sound like they should be good. If you want an illustration of platitudes just open up any newspaper and take a look at the advertisements or look at the side of just about any service truck. You could very well expect to see some of these:
· Commercial and Residential

· Bonded and Insured

· Family Owned

· Reliable

· Professional

· Friendly

· Fast Service

· 24 hour Emergency Service

· No job too big or too small

· Lowest Price, Best Quality

They are all platitudes. They give no real information. Almost all painting companies do residential and commercial, so what( Most companies have some type of insurance or bonding, so what( What does family owned mean anyway; does the Mafia own it( Of course you claim to be reliable, prove it! You’re friendly? Really, what does that mean, are you going to flirt with my wife( How fast is your service? Let me guess, you will get there as soon as you can. Big deal! So your plumbing company offers 24 hour emergency service( Well no kidding, all plumbing companies do that.  Are you serious about “no job too big”? Could your janitorial service really handle a national contract to clean 400 high-rise office buildings scattered throughout the southeast? Let’s talk about that “too small” nonsense, can you come out to my house and clean a 3x5 area rug? 
Some of you old timers might remember the old TV show Dragnet. Detective Joe Friday was famous for a line when interviewing a witness. He would say, “Just the facts Ma’am, nothing but the facts.” When you’re describing the unique features of your business we will tell you the same thing, “Just the facts Sir, nothing but the facts.” 
5. Target Market 
Who are your customers? How would you describe the people who would be most likely to purchase your product or service? In the business world we describe people who are likely to make a purchase as the target market. The target market represents the people that we hope to serve by providing then with a product or service that is valuable to them. The target market is best described with demographic qualifiers. Businesses are likely to use all kinds of statistical data to describe their target by building a demographic profile. 
	Demographic Qualifiers

	Age
	Sex

	Annual Income
	Zip Code

	Home Value
	Occupation

	Race
	Hobbies

	Religion
	Reading Interest

	 # of Children
	Favorite Team

	Marital Status
	Education Level  

	Type of Car
	Music Preference

	Credit Score
	Age of Car

	Amount of Debt
	Criminal Record


 A company will attempt to build a demographic profile that describes their customers. Companies want to learn all kinds of detailed information about their target market. Take a quick study of the chart to the right. These are all things that a particular company might learn about their prospects. Some people might be shocked that companies would want to know such details about a person’s life. Why would a company care what sports team I prefer? If a company made custom leather jackets with logos of NFL teams, do you think they might be willing to pay a reasonable price to purchase a list of NFL season ticket holders? 
Your challenge for this class is to identify demographic qualifiers that are directly related to the product or service that is being sold. If you are selling hand rolled Dominican cigars for $35.00 each you would probably target Hispanic and White males, 30 to 65 years old, with incomes of $55,000 or more. Some people might make the mistake of saying that some women smoke cigars or that young men in their 20’s are now smoking cigars and therefore should be included in the demographic profile. While it may be true that there are some 19 year old Asian females with an affinity for fine cigars, it would be a giant mistake to spend advertising dollars in a Asian fashion magazine rather than in Golf Digest, whose readers more closely match the demographics you are attempting to reach.  
6. Point of Sale
How will your product or service be sold? Do you plan to make cold calls to business people and sell snack food? Will you take cash and credit cards? This section should summarize how you will make sales and how you will get paid. When is the decision made to purchase your product or service? When is the payment made? Are there different answers to those last two questions? In the Gourmet Cotton Candy example, Kevin Coffee is selling cotton candy to pedestrians walking to a football game and he only takes cash. Well that’s fairly simple; but what about the concrete company that is building driveways?  They advertise in the neighborhood newspaper and a customer calls. What about the payment? The concrete company may ask for 50% down and 50% upon completion of the job. Is there a contract that spells out those details? Instead of pouring a driveway, which is typically a one-time service, consider a lawn service that maintains its client’s yards weekly but bills at the end of the month. 
7. Scope and Size 
How big of a company are you planning to start? Note that we are not asking about your future plans but rather just a description of the humble beginning. We are not interested in your plans to manufacture and sell young men’s urban clothing under your own nationally recognized brand. Just tell us about booth at the flea market where you will sell air brushed t-shirts and shorts on the weekends. 
Many people dream of owning and operating a restaurant. Most restaurants struggle and barely manage to survive on tiny profit margins of less than 5%. Many restaurants go broke and close their doors. A few restaurants reap huge profits. On average it costs one million dollars to open a restaurant in the U.S. Some restaurants spend much less and others invest over 10 million. One of the big reasons restaurants fail is undercapitalization. The more money invested, the higher the probability of great profits. Can you open a restaurant for less than $100,000?  Sure you can; but be careful, such a small investment will necessitate cutting some major corners. A small commercial kitchen alone will cost over $50,000. When you are describing the size of your company be sure to describe something that you could reasonably afford to start.
This section should address:

· How many employees are involved in the company? 

· What is the capacity of the company? 

· How many customers could you expect in a typical month?

Examples
Luis and Pedro Lopez are brothers with strong backgrounds that make them ideal candidates to open an auto repair shop. They write two separate business plans. The good example uses the ideas and principles that you are learning in this class. The bad example is a lot of fun because it ignores the ideas and principles and just charges forward with ambitious good intentions. Have you ever heard the expression, “fools rush in where angels fear to tread?”  The bad example features two fools on the path to a capitalist catastrophe. .
	Bad Example
	Good Example

	1. Cisco’s fixes cars, trucks, motorcycles and anything with wheels. We are gonna have shops in Florida, Georgia and Alabama. The shops will be in big cities and small towns.
	1. Autobahn Automotive Inc. (AAI) will repair automobiles at a labor rate 25% lower than what most dealers charge. The shop will be located in the Metrowest area of Orlando adjacent to Bay Hill Country Club. 

	- Not sure what they are doing. Do they fix cars, roller-skates, golf carts, or trains?

- Big dreams of taking over the world but no plan to open the first shop.
	- Very specific

- Location ties in well with business model

	2. I, Cisco, am the owner of my company with my brother Pedro. I can fix just about anything and I’ve been fixen stuff sense I was a kid. I’ve worked on motorcycles, trucks and even worked on cars from other continents. I was just born good with my hands. My brother Pedro looks after the books and handles the numbers. He’s real smart and went to college and everything. He worked for the government but got canned because his boss was a jerk.
	2. The owners of the company are Luis and Pedro Lopez. Luis brings 15 years experience in European auto repair including 7 years as the service manager for Mercedes Benz, and 4 years as senior mechanic at BMW.  Pedro brings a strong financial background with a Bachelors Degree in business finance and is a certified public accountant. His work experience includes 4 years as an IRS auditor and 3 years in private accounting specializing in bookkeeping and taxes for small companies.

	- Starts out trying to sound like a legal disposition. ( I, Cisco) 

- Cisco is a alias or nickname

- Last names are never listed

- Experience is vague

- Why mention that Pedro got fired?
	- Lists the names of the owners. Their last name implies that they are related, but makes no special reference to the relationship because it is not pertinent.

- The qualifications are very well suited to operating a small auto repair shop.

	3) Cisco’s Car Repair will fix your mufflers, brakes, and do tune ups on any types of cars and trucks and I do the very best work at prices on the low low, we also detail your car for free with every repair, and I can even work on motorcycles and replace windshield wipers and do oil changes as well as air filters every 15,000 miles if you bring your car in on time.
	3) AAI will provide engine and drive train service on fine German automobiles including Mercedes Benz, BMW, Porsche and Audi.

	- advertising talk

- no focus

- slang

- poor sentence structure

- pronoun confusion (we or I?)
	- narrowly focused on a premium segment

	4)  People all over town know me.  If you ask the guys on the corner they will tell you that Cisco will hook your ride up decent.  I am the only one in the southeast that has that kind of street cred.  I know what I’m doing and there isn’t anything that I can’t fix, including windshield wipers.
	4) AAI will be factory certified to perform warranty drive train repairs on Mercedes Benz, BMW, Porsche and Audi. The firm will provide high performance options and modifications that are not available from the dealers but are compliant with the factory warrantee.

	- no factual information

- platitudes and bragging do not make up for failing to identify a niche
	- The unique features are clearly identified.  

- This shop will instantly stand out from other repair shops.

	5) We serve all ages, races, and religions; if yours cars broke we fix mufflers, brakes and almost anything even replace windshield wipers. We give discounts to the needy and seniors.
	5) Autobahn Automotive Inc. will service cars that retail for an average price of $65,000. These customers demand first-class service and are willing to pay premium prices. They typically earn over $180,000 per year and fall into the age range of 35 to 55.

	- Cisco’ has no idea who their customers are and attempts to describe everyone they can think of.
	- car value, age, and income are used to describe the target market in a way that directly relates to the company

	6) Cisco’s will use word of mouth, flyers, and television advertising during the Super Bowl. To keep costs low and protect the privacy of the company’s financial position Cisco’s will only accept cash. In some cases the customer will have to pay for the parts before the work can be started. That’s because the parts can be expensive and it ain’t our job to be a bank. And don’t try to bring your own parts either, because that’s not the way we do it.


	6) AAI will rely on a high tech sign that features computer generated graphics. The shop is located on Kirkmann Road. Traffic studies have revealed that of the 15,000 cars that traverse the route, about 4% will match the demographic profile of the target market. That translates to 600 prospects per day that will see the sign. The sign will emphasize AAI’s factory authorized technicians and various high performance modifications. AAI will provide written estimates and accept full payment upon completion of the work. Naturally AAI will accept all major credit cards or approved checks.

	- Poor Cisco’s has no idea who his target market is and therefore no idea how to reach them.

- Cisco’s is probably not keeping records, or paying taxes. 
	- advertising is appropriate for reaching target market

- payment system is professional and in line with industry standards

	7) Cisco’s will start out with 25 shops and each shop will have 10 bays and a pool table with a bar area. I’m the main boss because Luis just does the numbers if ya know what I mean. There will about 50 or 200 employees. We gonna bring down about a million a day, profit. Oh yeah!

	7) AAI will feature a 4 bay shop and small, but stylishly furnished office / lobby area. Pedro will manage the office. Luis will administer the shop and supervise four technicians. Each bay can service up to 3 cars per day. This gives AAI a capacity of 310 cars per month. The goal is to service 200 cars per month.

	- these guys are out of control

- do you sense a little rift between the brothers?

- how many employees?

- pool tables and bars?
	- reasonable and appropriate size


Chapter 5 Business Math

Before we jump headfirst into the financial projections for your company we will spend a little time brushing up on our basic business math skills. By sixth grade we had learned many of these skills but for many of us that was a long time ago. This chapter is not designed to be a complete business math course, but rather a review or summary of the fundamentals. If you feel confident and can accurately work the following problems, then you are ready for the SBC class. If these problems are difficult for you, it may be a good idea to enroll in the GED class or check out a course of self study with material from the library. 
Measurements

Question 1:  Richard is a plumber. Copper pipe comes in 8 foot sections. A certain project requires 25 pieces of 9 inch copper pipe. How many sections of 8 foot pipe should Richard purchase for the job?

Answer 1:

1. Convert the 8 foot section into inches.   8 feet x 12 inches = 96 inches

2. Determine how many 9 inch pieces can be cut from a 96 inch long section.   96 ÷ 9 = 10 
10 pieces with 6 inches waste.

3. The second piece will also yield 10 pieces. For a total of 20 pieces.

4. The third section will yield the remaining 5 pieces with 51 inches remaining.

5. You will need three sections of 8 foot pipe
Area

Question 2:  Consider the diagram to the left. Jeff works for a lawn service and is asked to give an estimate to mow the lawn. The company’s standard rate is 1 cent per square foot. What price should Jeff quote the customer?

Answer 2: 

1.
To figure the area of a rectangle, use the following formula: 

A = L x W or Area equals Length times Width.

2.
The lot is 100 feet long and 60 feet wide.

100 feet (length) x 60 feet (width) = 6000 square feet (area)

3.
Subtract out the square footage of the areas that need not be cut.

a.
House     

30 x 40 = 1200 square feet

b.
Garage    

20 x 20 = 400 square feet

c.
Driveway 

60 x 10 = 600 square feet

d.
Total non serviceable area 1200+400+600=2200 sq ft

4.
Lot (6000 sq ft) less non-serviceable area (2200 sq ft) = 3800 sq ft.

5.
3800 sq ft multiplied by .01 equals $38.00.
Unit Cost

Question 3:  Donald Chang makes and sells custom remote control airplanes. The elements required to build one plane are: 

1. 4 by 8 by 48 inch block of balsa wood for the body

2. a model VH200 engine 

3. electronic controller with six servos

4. one hellfire turbo prop 

5. one hardware package

6. three ounces of epoxy paint
7. 14 hours of skilled labor

How much will it cost to build one airplane?

Answer 3:
[image: image2.emf]Description

Standard Sell 

Unit

Price Per 

Unit

Number of 

Units 

Needed for 

Project

Cost 

Associated 

with One 

Plane

 4" by 8" by 8'  block of balsa wood 

one piece $35.00

1/2

$17.50

 model VH200 engine

1 unit $236.00

1

$236.00

electronic controller with six servos

one piece $41.00

1

$41.00

one hellfire turbo prop

12 pack $600.00

0

$50.00

one hardware package

24 per case $145.00

0

$6.04

three ounces of epoxy paint

15 ounce jar $9.50

1/5

$1.78

14 hours of skilled labor *

1 hour $25.50

14

$357.00

Total Cost per unit

$709.32

* includes payroll taxes


Payroll

Question 4:
 Employee Dirk Angerman worked the following hours: 
How many hours did the employee work each day?

What were his total hours for the week?

Assuming his rate is $17 per hour and he gets time and a half if he works over forty hrs, how much will his total wages be?

If payroll taxes are 30% of the wages, how much are the taxes? What is the total payroll cost?

Answer 4:
Negative Numbers

Question 5: Darryl was a gambler. He placed wagers for 5 days in a row. His wins and losses are as follows: 
	Day 1
	Won
	$5

	Day 2
	Lost
	$14

	Day 3
	Won
	$18

	Day 4
	Won
	$10

	Day 5
	Lost
	$35


Give a running total of his total winning or losses on each day:
Answer 5:

	Day 1
	Won
	$5
	+5

	Day 2
	Lost
	$14
	-9

	Day 3
	Won
	$18
	+9

	Day 4
	Won
	$10
	+19

	Day 5
	Lost
	$35
	-16


Scheduling

Question 6:

Mike Waffleman drops off his 2005 Jeep Rubicon at Big Bruce’s Off Road Repair Shop on Tuesday morning at 10:00am. He is planning a big trail ride this coming weekend and needs the Jeep back by 3pm Friday afternoon.  Bruce has determined that the transfer case needs to be rebuilt. Can he finish the job by the deadline he has given? Here are the facts:

1. It will be late Tuesday when the first bay is available to pull the transfer case.

2. It will take four hours of labor to pull the broken part.

3. The transfer case must be sent out to the Gear Shop for rebuilding.

4. The Gear Shop averages two days turnaround.

5. The re-install will take four hours.

6. This is a high profit job and Bruce desperately wants the business.

Answer 6:

Let’s break down the time line.

Tuesday evening the technician starts pulling the transfer case and finishes the job by Wednesday morning. By Wednesday afternoon the transfer case has been delivered to the Gear Shop. The Gear Shop needs two days and should have the job back to you by Friday afternoon. Your technician now needs four hours to complete the reinstall. The Jeep will NOT be finished by 3:00pm Friday. 

Chapter 6 Financials

Personal Budget 

Chris McAlister had a great idea for a new company. He was so excited about the long term prospects of this idea. He knew that riches and fame would soon come his way. His projections showed millions of dollars in profit within the first 4 years. Chris carefully calculated each of the important start-up costs that he would incur. The grand total was $39,000. Chris saved money and pinched pennies for 2 years before finally he was a business owner.  The grand opening was a huge success. Retail stores all over were placing orders for the new product. That’s when his problems first started. Mrs. McAlister was a short-tempered, feisty red head and at the end of the first month she put her hands on her hips, cocked her head sideways, and demanded that Chris cough up the $2,500 monthly salary he had promised to provide for the family. The problem was that all of his capital was tied up in producing the product that had been ordered. The next month was even worse, the company had shipped much of the product but the terms were “net 30 days” and no money was coming in yet. Chris was now two months late on his personal bills and the feisty red head was furious and threatening divorce. By the third month, GMAC had repossessed Chris’ magenta Chevy Malibu and he had no way to get to work. Chris McAlister had a great idea for a business, but it failed in month four because he failed to account for his personal living expenses.

Do you think this fictional scenario ever happens in the real world? The truth is that it happens all the time. Many people fail to consider their personal budget when they are planning a new company. A wise entrepreneur will take a careful accounting of what he needs to support himself and his family before he starts a company. Most companies lose money in the first months or even years of operation. Expecting those losses and planning ahead for the means to support the family are critical. Before you begin financial planning for your company, take some time to prepare your own personal budget.  There are several strategies for determining how much money you will need to draw from the company. The simplest method is to look at how much your previous job was paying and understand that one should expect to earn at least that much money from the new company. A more sophisticated method is to work out a personal monthly budget that shows exactly how much money is earned, how much money is spent, and exactly where it goes.  A simple version looks something like this:
Monthly Budget
[image: image3.emf]Before Company After Company

is Launched is Launched

Monthly Income

Husband's Wages Job 1 $1,807 $0

Husband's Wages Job 2 $645 $645

Wife's Job $1,985 $1,985

Rental Income $0 $0

Interest Income $0 $0

Other Income  $0 $0

Gifts $0 $0

Total Income $4,437 $2,630

Monthly Expenses

House Payment $855 $855

Homeowners Insurance $75 $75

Repairs  $55 $55

Electric $105 $105

Water $52 $52

Phone $41 $41

Cable & Internet $75 $75

Cell Phone $80 $80

Groceries $500 $500

Day Care for Baby Ken $368 $368

Entertainment $75 $0

Clothing $100 $50

Truck Payment $181 $181

Car Payment $268 $268

Car Insurance $80 $80

Fuel $182 $182

Repairs and Maintenance $80 $80

Miscellaneous Expenses $150 $150

Saving for Retirement $500 $300

Saving to Start Business $500 $0

Total Expenses $4,322 $3,497

Discretionary Income 115 -867


Class Discussion

The couple depicted in the budget has been working hard to save money to start their own company. They took a hard look at their budget and decided that there were a few areas that they could cut back in. They no longer needed to save money to start the company and that saves $500 each month from the personal budget. They also cut back on entertainment, clothing, and saving for retirement. The husband quit his full time job and plans to continue working part time. The bottom line is that the couple will come up short $751 each month. Where will that money come from? How long will it be until the company is profitable? When can the company begin to pay a salary to the husband? How much will that salary be?  Your answers to the above questions could determine whether your company thrives or dies.
Personal Budget Assignment

What about your company? How much do you expect to take from the company on a monthly basis? Prepare a personal budget that shows your household income and expenses. Personal household expenses should never be commingled or confused with business expenses. Always treat the company as a separate entity with separate checking accounts, credit cards, and record keeping. The business is more than just an extension of your personal affairs. Because we are in prison this may be an especially difficult assignment. We don’t know what type of job we might get or how much it might pay. Furthermore, it may be difficult to guess how much the electric bill, grocery bill, and the various other expenses will cost. The point of this exercise is not to prepare an exact and accurate representation of what your actual financial situation will be. The point is to list a possible income that might be reasonable. The budget should also include an itemized list of all expenses. These might include child support, court costs, restitution, past due debts, as well as any other expenses. The bottom line should list discretionary income, which consists of the total income less the total expenses. At this point you need not prepare a two column budget listing both before and after the company is launched. Just prepare a single column estimating your budget before you start a company.

Preparing Financial Statements
How much money do you need to start your company?  Back in the 1970’s there was a book entitled 101 Businesses You can Start for less than 100 Dollars.  You don’t see books like that in the 21st century.  In fact, most business writers strongly caution that the number one reason that a business fails is undercapitalization. That means the owner did not have enough money.
People often underestimate how much they will spend when they take on a major project. Whether building a house, buying a car, or starting a business there is a tendency to spend more than you planned. For instance, when you go to purchase a car and your lovely wife insists that you take the option on the GPS navigation system and you decide that you couldn’t live without the super duper Alpine sound system. Those two options only cost an additional twenty nine dollars a month. Don’t forget the taxes, destinations fees, and dealer fees. Suddenly the car that you saw advertised for only $22,999.00 now ends up costing you more than $28,000.00.  We all know that gig. Things often cost more than were planned. This can be especially dangerous for new business owners. If the business costs more than you planned, and earns less than you expected, you could be in serious trouble. A failed business can be devastating. Not only could it wipe out your life savings but it can destroy your credit score and cause you difficulties for years to come.

This section of the class teaches you the basic concepts of business finance. Too often an optimistic future entrepreneur will get into the widget business because there is “big money” to be made.  (A widget is a hypothetical product often used as an example.) So what is “big money” anyway? What is “good money”?  What are “beaucoup bucks”? Too often these slang terms have vague meanings. Vague is not acceptable in the business world. Financial statements are a standardized way of compiling information.  “Standardized” means that the format is the same in every business. Whether you’re starting a dry cleaner, pressure washing company, or a computer manufacturer, all the financial statements will be structured in a similar way. Investors, bankers, accountants, and vendors could each look at your standardized financial statements to answer specific questions about your company. More importantly it will give you, the owner, the information that you need to run, manage, and plan your company. 

Any investor that plans to invest in a new company should ask some basic financial questions. Who are your potential investors? Not just bankers, rich businessmen, and industrialists, but also your mother, your friend, and many times the largest stakeholder, you. That’s right; you are typically the biggest investor in your own company. If you are smart you will seek the answers to these critical questions before you invest the first dime. So what are these questions?

· How much money will the owner need to take from the company to live?
· How much will it cost to start the company?
· How much of his own money will the owner invest?
· How much is the company seeking to borrow?
· How long will the company take to pay back the money?
Good clean accurate financial statements will give you the answers you’re seeking. This class will take an introductory look into two of the fundamental types of financial statements. They are the Start-Up Costs and Funding and Cost of Goods Sold.
Start-Up Costs and Funding

Start-Up Costs
This section is very straightforward.  List everything you need to start your company and show how much it costs.  You may wish to lump smaller items into a single category rather than list each item.  For example, instead of listing 15 rubber bands, 30 paperclips, staples, paper, pens, etc… you might list office supplies for $300.  List all equipment, even if you already own it.  If you have a truck that is worth $12,000, list it in the expense section. You will list the truck again in the funding section as an “in-kind donation” from the owner. Most companies lose money in the start-up phase. You probably want to include some extra cash for the start-up phase and potential emergencies.  Down payments for insurance policies and rent should also be included. You should include inventory that is required to get you started.  Finally, total it all up.  That number is very important.  If you undervalue the estimated costs you may run out of money.  If you overvalue the costs you may not be able to raise the money or have to postpone opening.

Funding

Once you know how much you need to start, you must determine where it will come from.  How much will the owner invest?  How much can be borrowed?  Who is the money borrowed from?  Who are the investors and how much are they investing? In addition to investing money, the owner may also invest in-kind equipment that he owns personally (for instance, a car, truck, computer, or tools).  All funding sources should be listed and they should total the same dollar amount as the start-up costs.
Cost of Goods Sold
There are two critical concepts that you are expected to learn from this Developing a Business Concept class. The first is the idea of the niche. The second idea is mastery of the Cost of Goods Sold or COGS statement. How important is the COGS statement? This principle is the corner stone of financial understanding.  COGS can tell you whether your company is earning a profit or suffering a loss. The measure of profit and loss in business is the equivalent of heart and respiration rate in the human body. The consequences of profit and loss determine if a company will thrive, survive, or die. Wake up and pay attention to this section. It will not be easy but if you get this concept it can bring you wealth.

How much will it cost the company to sell one additional unit? In our Gourmet Cotton Candy example we detailed all the costs associated with producing and selling one serving of cotton candy. Unlike Gourmet Cotton Candy, most companies do not have only one product or one service that they are selling. 

Unit of Sale

What is it that your company sells?  Your answer to that question is the very first step to building a COGS statement. At this stage in your business planning, your answer might be somewhat ambiguous. If you want to start an auto repair shop you might start by listing all the services your company provides. You might start explaining how some jobs are large and others are small. One car might need an oil change another one might need a transmission rebuilt. The challenge here is to describe a standardized unit of sale. In a word or two, can you identify what it is that your company is selling? In most cases the unit of sale is an average. There is seldom one right answer, but there are some wrong answers. For instance, a company that does exterior house painting could choose one square foot of painted area or the average house size that is painted. Either choice would work well. He could also use one gallon of paint or one hour of labor as unit of sale. The gallon of paint might be a poor choice because the sale price would never be based on the gallons of paint used.
Selling Price

Typically the best choice for a unit of sale is tied closely to the sale price. If the painting job was bid based on the square footage to be painted, then one square foot would be the standard unit of sale. In some cases the job is bid based on a rough estimate.  For example, prices might be based on: 1 bedroom, 2 bedroom, 3 bedroom, 4 bedroom and 5 bedroom homes. The average unit of sale might be a three bedroom home. One gallon of paint would probably be a poor choice because you would never sell the job based how many gallons of paint were used. 

Factors Determining Sale Price

How much should you charge for your product or service? 

Competition’s Pricing

The quick answer is: as much as the market will bear. It is a quick answer, but not really very helpful if you do not know how to determine what the market will bear. If you determine that most companies in your area are charging $1,300.00 to paint a three bedroom house; that is what the market will bear. If people are able and willing to spend $1,300 to have their house painted, why would you charge only $800.00?

Cost Plus
Another method for determining your sale price is to calculate the costs associated with producing or purchasing the product and then adding a percentage to it. For example: you purchase pair of shoes for $15.  You might consider 100% to be a reasonable mark up. In that case you would charge your customers $30.00. 

Combination Pricing
In the real world people do not rely solely on the competition’s price or on the “cost plus” method. Most companies use a combination of the two methods. If you hoped to charge $30.00 for a pair of shoes you must next check to see how much others are charging for similar shoes. If a store in the mall is charging $45.00, and another store in a strip mall charges $29.99, you’re probably in the right ball park. On the other hand, if you identify several stores selling identical shoes for $17.00, then you need reevaluate your pricing strategy. Are you purchasing from the wrong supplier? Are the other stores selling counterfeit merchandise? Are they able to purchase at much larger quantities and hence lower prices?
Variable Cost

The first thing you did when you began planning your company was to ask the question how much will it cost to start the company. Your answer to that question was given in your Start-Up Costs and Funding Statement. In addition to the one time costs associated with starting a company, every business has two types of re-occurring expenses: variable and fixed.

Variable costs are those that change with the number of units you make or sell.  For example, if you’re selling model trains, your variable costs are:  the motor, wheels, carriage, and anything else that includes the physical cost of the train, plus the costs of someone to assemble it, and the shipping costs.

Fixed costs are those that will not go up or down depending on the number of products you make or sell.  For example, if you have a loom used to knit the sweaters you sell, your payment for that loom and your depreciation of it will not change, regardless of whether you make one sweater or one thousand.
The Cost of Goods Sold Statement attempts to answer the question: how much does it cost to produce one additional unit? If you are making surf boards how much will it cost your company to shape, finish, and sell one surf board? This section only deals with the variable costs, or costs that change with units of production.
The cost of goods sold statement should identify all of the variable costs associated with producing and selling the unit of sale. Remember that variable costs are not just costs that change from month to month.  They are costs that rise or fall in direct relation to the number of units made or sold.  Let us use an electric bill as an example.  Your electric bill might be higher in August due to the need for more air conditioning. The change in price was not driven by changes in the companies number of units sold. Therefore, even though the price changed, it is not a variable expense and would not be listed on the cost of goods sold statement.

Labor is a common variable expense in most companies and is often the primary variable expense in the service industry. How long does it take to mow a lawn, build a deck, or make a turkey sandwich? The labor cost must include the total amount of hours required to complete the job. For instance, if mowing a typical lawn takes 40 minutes and the average travel time between jobs is 20 minutes, the total time to complete the job is 1 hour. The technician earns $15.00 per hour; however, $15 is not the total cost to the company. In fact, the total payroll costs are normally 30% more than the actual wage itself. The total cost for one hour of labor is $15.00 in wages plus $4.50 in other payroll costs. The total cost would be $19.50. 

Not all labor is variable. The manager or receptionist positions work the same amount every week and get paid the same amount regardless of production. These positions would not be listed as variable expenses. What if you are the owner and plan to complete all the work yourself? Should you still include labor as a variable cost and should the rate be the same as if you hired an employee? The answer is yes! Why? For budgeting purposes you need to know if the business can be run profitably in the free and open market. The owner of the company should never depend on wages from labor alone for his income. The owner also receives profit and perhaps a manager’s salary for income. 
Let’s look at an example from the restaurant industry. What would the unit of sale be in a typical restaurant? A menu could include 75 different items. Any particular party will contain variables such as how many people are in the party and what they order (appetizer, dessert, etc.). If a turkey sandwich were the only item on the menu we could figure out the variable cost just like the other examples. We could include the price of every ingredient right down to that attractive sprig of parsley on the side of the plate. However, in the restaurant industry the most common way to figure a unit of sale is the average ticket price. A ticket could include one person ordering a cup of coffee or a party of 15 ordering seven course dinners. Over time, each restaurant will be able to calculate an average based on the total sales divided by the total number of tickets. For our example we will assume that the average ticket total is $12.00. Now is when our trouble starts. What are the costs involved in that particular ticket? Since the menu choices are so varied we can never be sure. In this case we are going to work backward based on industry averages. In the restaurant business there are two major categories of variable costs:  food and labor. We may choose to look at industry averages and select our target percentage.

Take a close look at the labor cost. Is it true that for each additional ticket sold the labor costs increase? If the cook is making 2 orders in an hour or 10 orders in an hour will his rate of pay change? Clearly the answer is that his pay remains constant and depending on what is ordered the actual percentage cost will fluctuate. So is it a true variable cost or would it be a better idea to include it in the fixed cost section? The answer is: that it is normally included as a variable cost. The reason is that the manager must schedule more labor during the busy periods and less labor when it is not busy. A restaurant manager must be able to predict with some accuracy how many customers will require service at any particular time. If the manager’s prediction is too low he will not have enough staff and will lose sales. If the manager’s prediction is too high they will have too much staff and the labor cost will be too high and the profit will suffer. This skill is part science, part art, and part luck.

If you look over the text you will see many Cost of Goods Sold statements. Each of them is very different. Which one is best for your particular company? This is truly a thinking exercise. Don’t just pick an example and plug in the name of your company. 
Gross Profit

The third line from the bottom of the COGS statement reveals the very important number of the gross profit per unit of sale. The gross profit informs the business owner how much money from each sale will contribute to the fixed cost and the net profit or the bottom line. The gross profit is calculated by using the following formula:

Gross Profit = Sale Price - Total Cost of Goods Sold

[image: image4]
Gross Margin Percentage

The gross margin percentage is very useful for comparing your projections to industry averages even when the dollar amounts are very different. The gross margin percentage is calculated using the following formula:

Gross Margin = Gross Profit ÷ Sale Price
Industry Averages

One way to keep your estimate on track is to compare your numbers to industry averages. You can find theses number on the Internet or at a public library. For this class you can guess but in the real world guesses can really hurt. 

Testing COGS

Are you content with your gross profit? Does your gross margin look pretty good? On paper you can make more profit simply by adjusting the numbers. You could cut back on your labor cost by paying all your employees minimum wage. You could buy less expensive roast beef by purchasing a generic brand rather than Boar’s Head for the sandwiches that you are selling.  What happens if you have a desire to pay your employees above average wages? Smart business owners spend hours asking these types of questions, plugging in the numbers, and forecasting the consequences. What is your strategy? Do you plan on purchasing the cheapest components and paying your employees as little as possible? How would that strategy mesh with a plan to charge premium prices?  What would happen if you forgot to include a critical cost such a labor? If your projections are bad in the COGS you stand no chance of building any type of reliable forecast. The COGS is the cornerstone that all other financial projections are based on.

Is one square foot a good choice for the unit of sale? What might other choices be? 

A barber shop offers a challenge right up front. Some barbershops hire barbers to cut hair and others just rent out the chairs. Which method do you think would be best?  What are the advantages of one strategy over the other?  Notice how the unit of sale changes in relation the owner’s strategy. 


[image: image5.emf]Unit of Sale:

Sale Price: $450.00

Item Description

Industry 

Range

Target %

Cost for 

One Unit 

of Sale

No Variable Costs!!!!!

Total Cost of Goods Sold

$450.00

100%

32%

Barber Shop #2

Cost of Goods Sold

Monthly Rent (one station)



Gross Profit

Gross Margin

Industry Average Gross Margin

Take a look at the line item of labor cost. Does that mean that the barbers are paid an hourly wages that roughly totals about 55% of sales, or that the barbers are independent contractors paid on a percentage bases?


What are the numbers that support your COGS statement? Could your percentage guesses hold up to detailed scrutiny? 


[image: image6.emf]Worksheet for Janitorial Service on 3000 sq. ft. Office

Hours Daily* Weekly Monthly

vacuum carpets† 1.5

dusting≛ 1

mopping 0.3

toilets 0.25

windows 1.25

buff PVC in hall & restrooms 2

remove garbage 0.5

Total 3.55 1.25 2

Multiplier (to convert to monthly) 21.65 4.33 1

Total Monthly 77 5 2 84

* Service five days per week

† All traffic areas, detail of 1/4 of area

≛ Detail of 1/4 of area


[image: image7.emf]Payroll

Hourly 

Rate

Social 

Security

Work 

Comp

Paid 

Time Off

Health 

Care 401K

Other 

Cost

Payroll 

Processing Total

7.0% 7.5% 2.0% 12.0% 2.5% 2.0% 3.0% 36.0%

Crew Leader 16.00 1.12 1.20 0.32 1.92 0.40 0.32 0.48 $21.76

Technician #1 10.50 0.74 0.79 0.21 1.26 0.26 0.21 0.32 $14.28

Technician #2 9.00 0.63 0.68 0.18 1.08 0.23 0.18 0.27 $12.24

Technician #3 8.50 0.60 0.64 0.17 1.02 0.21 0.17 0.26 $11.56

Average Rate 11.00 0.77 0.83 0.22 1.32 0.28 0.22 0.33 $14.96

Total Payroll Cost Hours X Rate

84 $14.96 $1,261


If you desire to open a trucking company would you prefer long haul or a local dump truck service? Why? How would an economic downturn affect either choice? What would be your unit of sale?



If you wish to sell products would you be better off opening a traditional retail store or selling via the Internet? Why are the numbers so different? What information can you pick up by just comparing the COGS for each variety? 




How is the unit of sale for the personal trainer different than the other examples? What other types of businesses might choose to use an hour of labor for their unit of sale?

Look over the examples given. How many of them score above average when compared with the overall industry? Can start-up companies realistically expect to outperform the industry average? If your friend was planning a company and was projecting 78% gross margin but the industry average was 35%, what advice might you give him?



[image: image8]
Examine the Debt to Equity Ratios for Gourmet Cotton Candy and Three Palms Pools. These are start-up companies and their debt ratios are much higher than industry averages. Is this a problem? Why did it happen? Will a bank really loan a start-up corporation so much money? Do you think a bank might require a personal guarantee? In the real world the only loans available to small start-up companies are essentially personal loans to the owner of the company.

What if the numbers for your company deviate significantly from industry standards? In fact, this is often the case for small companies. Some start-ups perform extremely well and outpace the industry. Many start-ups lag behind the industry averages. If your projections show either outstanding profits or devastating losses you should be very, very careful. Anything outside of the industry average should garner your undivided attention. You must be able to explain why your projections are superior or inferior. 

Notes:








































































Chapter 7 Entrepreneurship

Eight Dimensions of an Entrepreneur
Rate yourself using the following score:
A = agree
    N = no opinion

D = Disagree

[image: image9.emf]   Section One        1  I always seek to do the best possible job.    2  When part of a group, I prefer to let other members of the group do the work.    3  I work harder and faster than most people.    4  People seldom come to me and ask me to help.    5  I never quit a job before it is finished.    6  As an employee, I try to do onl y what I am told to do.       Section Two         1  When I am with a group of friends, I often end up making decisions for the group.    2  I try to keep from sticking my neck out.    3  If an important assignment becomes available I often volunteer.    4  I try no t to stand out in a crowd.    5  I have often been asked by others to serve on boards or as an officer.    6  I don’t like telling people what to do.       Section Three        1  In sports or games, I never quit even if my team is losing.    2  I don’t waste time f ighting lo sing battles.    3  When I am told something can not be done, I strive to find a way to do it.    4  When things go bad, it’s better to just walk away.    5  I always find a way to get my job done even if I have to stay late.    6  I often start projects  that I never finish.       Section Four         1  I often make “to do” list s  to organize my work.    2  I tend to be more spontaneous than structured.    3  When I need to accomplish  an  important task, I often break the job up into smaller goals.    4  I get more done if I can just work at my own pace.    5  I measure my success and failure in concrete and specific terms.    6  Standards and quotas tend to stifle my creativity and productivity.     


[image: image10.emf]   Section Five          1  I always pay my bills on time and in  full.    2  A commitment for a social engagement is seldom binding.    3  I feel it is my duty to take care of my friends and family.    4  I am hesitant to make commitments because people can be unreasonable when they can’t be met.    5  I tend to be very loyal  to my company and my boss.    6  If I made a promise to my customer, I wouldn’t honor it, if I lost money doing it.       Section Six         1  In sports I play better when the pressure is on.    2  If I make a mistake, I tend to become angry with myself.    3  Whe n I am presented with major obstacles, I tend to be most creative.    4  If I perform poorly at work and I am reprimanded, I feel like quitting.    5  I thrive in high pressure and demanding environments.    6  I prefer to work in a relaxed stress free situation .       Section Seven         1  I prefer to work as part of a team.     2  I do my best work when I am alone.    3  When I meet a “difficult” person I usually find a way to win them over.    4  I get irritated when working with incompetent people.    5  I enjoy meeti ng and dealing with different types of people.    6  Many people are impossible to relate to.       Section Eight         1  I tend to view solutions in terms of an overall resolution rather than specific details.    2  I tend to be more focused on practical detai ls than lofty ideas.    3  When I see an old run down house, it is easy for me to visualize a restored building.    4  When I hear of policy changes, I tend to concern myself with how it will affect me and my job.    5  I view problems as opportunities with mult iple solutions.    6  When I hear about problems in other departments, I tend to mind my own business.     


Scoring the Eight Dimensions of an Entrepreneur
Each section measures a particular personality trait. Grade the score by assigning a numerical value to each answer based on the following chart. Tally the numerical values for each section.
	Odd Numbers – Darkly Shaded
	
	Even Numbers - Lightly Shaded

	A
	3
	
	A
	1

	N
	2
	
	N
	2

	D
	1
	
	D
	3


The following scale is a guideline that may illuminate your strengths and weaknesses in the various categories. 

6-10 Low


11-14 Medium


15-18 High
If you score high in all eight dimensions you are probably a natural entrepreneur.  If you score low in all eight dimensions it is probably a poor idea to start your own business.  Most of us are somewhere in between.  If you scored “low” in any area, consider that a red flag. Low scores do not mean that that it is impossible to be a successful business owner, but it does mean that it will be more difficult. The eight categories are listed and discussed below.

Drive - Section One

Drive often manifests itself in our daily lives. It may be observed in an individual’s work ethic, whether the person is working at a high level corporate job or at a DOC assignment. Any group of workers can be observed and it quickly becomes apparent that a small percentage of the workers accomplish the majority of the work. If you care to test this theory take a look at the housemen in your dorm. Invariably you will find a few that do as little as possible, some that do enough to get by, and the select few who truly do the lions share of the work. It has been said that in any organization 20% of the people do 80% of the work. The top 20% are those who have drive. The top 20% are probably the ones best suited to own and operate their own companies. The reverse is also true, if you are an expert at doing as little work as possible, you would probably do poorly as an entrepreneur. 

Some people might be thinking, “It may be true that I do very little work for my official DOC assignment, but that is totally different than if I was working for myself and getting paid. When I go to work on my own, I would be willing to work very hard.”  Be cautious with such thinking. Drive and its opposite, laziness are personality traits that have a tendency to remain consistent across a broad range of time and circumstances. If you wish to be a successful entrepreneur, learn to develop your drive and apply it in all areas of life.
Leadership - Section Two

Leadership is an elusive quality that many people would like to claim possession of, but few people are truly leaders. Are you a leader? Review the statements in section two. Statement number 5 is particularly telling. Number 5 gives insight into how others view you. If you see yourself as a leader but no one else does, you are not a leader. Leadership, more than any other trait is revealed in the opinions of others. Good leaders need not scream, threaten, and yell to get results. A good leader instills trust and inspires people to willingly comply with his or her request. 

Test this theory. Observe various corrections staff in the chow hall. The corrections staff is given instructions to move the inmates through, at a pace that insures all inmates will be fed in a specified amount of time. Some of them are nonchalant and do a poor job of moving people through on a timely basis. Others turn red in the face while continuously espousing a stream of threats and instructions. The screamer may be successful in moving people through the chow hall, but they stir up stress and resentment and often inadvertently inspire contempt and passive resistance. Now consider the rare staff person who demonstrates natural leadership. This staff member encourages people to clear a row in a calm firm voice. The natural leader has no need to scream and yet will maintain strong authority in a manner that moves people to comply willingly and quickly. What is your leadership style? How do you treat people?
Persistence - Section Three

Persistence in the face of adversity may be the most defining characteristic of an entrepreneur. Most people just quit when the path become difficult. Business ownership is nearly always a struggle. A business owner will deal with more problems and roadblocks in a week than most people deal with in a year. Employees will fail, the IRS will audit, customers will not pay, equipment will break, vendors won’t deliver, and your wife will demand more money. The entrepreneur must endure through the storms and hard times. Look back at your life. Have you quit your job out of frustration? Have you ever stormed off the court because you were irritated with your teammates, the officials, or the other team? Contrast this with the person who never quits. Do you keep working and producing when all those around are smitten with despair? Do you stick with friends, teams, and companies during the tough times? If you are strong in the trait of perseverance you may be a great entrepreneur. 
Goal Oriented - Section Four

Entrepreneurs always strive toward goals. This habit or trait is an ability to stay focused like a laser on specific objectives. Most people are easily distracted by the urgent problems of life. It’s true that bills need to be paid, employees need to be coached, supplies need to be ordered, customers need to be called, and the list of urgent tasks goes on and on. The entrepreneur develops systems and strategies to prioritize tasks. He is able to discern the difference between important and urgent. Urgent tasks require immediate attention. When an employee does not show up to work it is urgent to find a way to get the job done anyway. Important tasks are tasks that will make a major difference in the success or failure of the company. Generating new sales is critically important. Sales are the life blood of any business. New business brings money into the organization. Generating sales is important but it is never urgent. It is easy for a business person to put off making sales calls and deal with the unending stream of urgent yet non important tasks. The entrepreneur accomplishes the important things that will make the business successful by staying focused on clearly defined goals. 
Responsibility - Section Five
Some people are unique in that they seem to have an innate sense of responsibility. Responsibility is the inclination of willingly shouldering the appropriate burdens of life. The person who ranks high in responsibility will never utter the words “it’s not my job”. The person who has a high level of responsibility sees a task that needs to be done and without hesitation attacks the job. This type of person is willing and quick to help others and actually feels obligated to do the right thing.
Positive Stress Response - Section Six
Stress is an inevitable part of the business world. Entrepreneurs thrive on stress. They eat stress for breakfast and it motivates them to perform at their very best. There are two seconds left on the game clock, and your team is down by two points. Your team needs three points to win. Are you the guy who calls for the shot? The pressure in sports can be daunting but the pressure in the business world means so much more than winning or losing a game. In the business world, sound decisions can pay the salaries for many people and earn large profits for the investors. On the other hand, poor decisions could cause employees to lose their livelihood, and investors to lose their investments. Stress is part of the job and it is always part of the company culture. Some people thrive on it and others avoid it like the plague. If stress agrees with you, you have a huge advantage in the business world.
Sociability - Section Seven
“I like people that are reasonable, but some people drive me nuts.” Does that statement describe you? That is the way most people look at others. An entrepreneur must move beyond that basic formula. The entrepreneur will need to accept a much greater challenge, and that challenge is to relate to many people with different ideals, cultures, customs, and attitudes. The entrepreneur can not afford to dislike or disdain those whom disagree with him. If you enjoy the challenge of meeting different people and finding ways to relate to them and win them over, then you have a wonderful gift that will serve you well in the business world.
Vision - Section Eight
Peer into the crystal ball and tell me what you see. Picture the gypsy woman in the back of a truck at the carnival. She is decked out in a brightly colored skirt, hoop earrings, and sporting a wrist laden with chunky bangles. You might expect her to claim that she can read the future for a small price. Most people will quickly dismiss her as a fraud and a charlatan; some may pay her a small fee just for the entertainment value of the ridiculous predictions of wealth, health, and love. Hardly anyone takes her antics seriously. What about the entrepreneur? What type of “vision” is expected of him?

The vision of an entrepreneur is not some mystical spell conjured up with crystal balls or spells. Rather it is that rare ability to assimilate vast amounts of information and mentally shape it together into an idea or an image that is capable of transforming a company, a market, or system into something that is distinct and new. Visionaries are able to see not only problems, but new ways of solving them. He solves puzzles not only with logic and information, but totally new insight or new ways of assessing the situation. If others around you see nothing but despair and difficulties, but you see opportunities, you just might be an entrepreneur.
Entrepreneurs, Are they born or made? 
What does it mean to be an entrepreneur? Are some people born entrepreneurs? Is it something that can be learned? The answer to the above questions is elusive and open to debate and discussion. There are probably some personality traits that people are born with and some skills that can be learned. The test, Eight Dimensions of an Entrepreneur, was designed to measure personality traits. If you scored well, that’s great. If you scored low in some areas that does not mean you should never own your own company, but it is an indication that there may be additional struggles. Some areas you can improve with some work, other areas may be very difficult to change.

Chapter 8 Cost Analyses and Negotiating

Cost / Benefit Analyses

You have done some really great work that has started to frame the concept for your business idea. Understand that most of the numbers you have used may be guesses.  Once you get closer to starting your company it will be very important to find exact prices. How much does it cost to start a lawn service? That’s a great question. 

Company # 1

Could you start with a cheap, used lawn mower and no truck? You could just mow lawns in your own neighborhood and walk to each job. At the very low end you could probably start the company for less than $400.00. 

Company # 2

The opposite end of the spectrum is the guy who gets a deluxe, brand new full size 4 x 4 truck; a John Deere zero turn radius, 25 horse power, 56 inch mower deck; top of the line blowers, edgers, trimmers; and a big enclosed trailer. The total bill: $135,000. 

Which company would you want to invest in? Which company is most likely to be profitable? The truth is that each of these companies has made fatal errors when building their basic foundation. Company # 1 does not even have the minimum equipment needed to do a reasonable job.  He will not have the capacity to service enough yards to earn anything but the most meager living.  Company # 2 made the same mistake, but in the opposite direction.  This company purchased some very expensive equipment that will give him a capacity to service a large number of jobs, but he also included some high priced equipment that is not necessary for the operation of the company. For instance, a deluxe brand new full size 4 x 4 pick up truck may be something the owner really enjoys, but it adds nothing to the operational efficiency of the company. In fact, it gets horrible fuel mileage.  

As you build your company, you will have to make decisions on the purchase of equipment, vehicles, property, computers, and many other items. Whether or not to make a purchase should be determined by how it will affect the productivity of the company as well as the cost to the company. The cost / benefit analysis will drive every business decision you make. Do not be tempted to make purchases driven by personal pride or desire.  So often, prospective new business owners plan extravagant employee lounges, pool tables, fancy cars, and other costs that are unrelated to the company. 

So, what lawn mower should you purchase for your new lawn service? The very “best” one you can afford. “Best” is defined as the one that can mow the most amount of grass in the least amount of time. Spend your money on equipment that will increase your productivity. Mowing more lawns in one hour means more money in your pocket. What computer should you buy? Unless your running an on-line business that depends on your website, the cheapest one you can find. The truth is that even the most basic computer can perform all the tasks that you need to run a business. The newest quad processor, water cooled, nuclear powered, large screen, made from polished titanium, and decked out in colored LED lights may look really cool and be great for gaming, but it adds nothing to your productivity.

Let us look at another example.

Brian is going into the pressure washing business. He is considering what equipment to purchase and heads down to Home Depot to take a gander at their selection. He sees various makes and models and is considering the Dynamo 2000. It’s a 2000 PSI machine that costs $295.00. It’s powered by an eight horsepower Briggs and Stratton engine. Brian has saved up enough money to pay cash for the machine and could purchase the unit and begin working right away. Before he makes the purchase, he decides to check out the Internet to see if he can find an even better price. Brian is flabbergasted by what he finds. He found a whole world of industrial and commercial pressure washing equipment that he didn’t even know existed. One machine in particular caught his eye.  It was the Power Clean 3500H. This unit was powered by a 35 horsepower industrial Kubota diesel engine. It boasts two separate high pressure pumps that each maintains a continuous 3500 PSI at 5 gallons per minute. This machine had a 500 gallon water tank, two 35 gallon chemical tanks, and it featured three live powered hose reels. The PC3500H also had a diesel hot water heater that was capable of heating the water to 200 degrees. This equipment was all mounted on a tandem axle trailer. The bad news was that this commercial unit cost $18,000. Brian’s head was swimming with all the numbers and specifications and was trying to figure out what it all meant. First, Brian decided to build a chart that listed the specifications of each machine side by side. Here is Brian’s fabulous chart:

The above chart presents some interesting information. Brian found out that there was more than one way to rate PSI. The peak PSI is maximum pressure that a system can stand before failure. The continuous PSI is the number that matters because that is the level where the cleaning is achieved. Brian also learned that some machines use more gallons of water per minute. The more water used, the higher the cleaning power. Water temperature makes a huge difference as well. For every temperature increase of 20 degrees, the cleaning power is doubled. The most telling number is at the very bottom. The Dynamo 2000 cleans 500 sq. ft. per hour. The PC3500H cleans 3500 sq. ft. per hour. Translated into real world performance, how long will it take to clean one standard unit? If the standard unit is a typical 3 bedroom house, it would take 7 hours with the Dynamo 2000 and only 1 hour with PC3500H. Take a look at how much difference this could make after one month of work.

Look at the difference in labor cost for each unit. The money Brian would have saved buying the cheap machine would quickly be lost in the higher labor cost that will continue year after year. Not only is the cheap machine using more labor, but because it is so slow the capacity to produce is severely limited. The better machine cleans more houses each month and it is much cheaper to operate. Brian’s choice is clear; the PC3500H will provide higher capacity and higher gross profit per unit. Some dunderhead may be sitting back thinking, “Yeah but what about getting started, shouldn’t I start with the cheap one?”  If the dunderhead had taken the Credit and Debt Management course he would have a decent credit score and would be able to lease the PC3500H for less than $900 per month.

Fundamentals of Negotiation

Now that you have an idea of what type of equipment to purchase, how do you make sure that you get the best possible price? This section lists seven negotiating tactics that are commonly used by shrewd business people. If you thoroughly understand them, they will be useful in many situations. Whether you’re buying or selling, the same strategies and tactics apply. By the way, you are not the only one who knows these great secrets to selling and negotiating. Every time you have bought a car the salesman has used these tactics on you. See if you recognize some of them.
Comparison Shopping

So, you’re in the market for an electric forklift. You drive down to the local forklift dealer and take a look at the latest offerings in the show room. The Hitachi K700 fits your bill nicely. As fate would have it, today is the last day of a special promotion and the salesman invites you to quickly fill out the credit application so that he can get you approved. You can’t believe your good fortune, you fill out the form, and within 20 minutes you’re approved. You write the check for the down payment and the deal is complete. Your new fork lift will be prepped today and delivered to your warehouse tomorrow morning. You’re pleased as punch with your new purchase and your employees also love it.

A week goes by and you’re on the Internet trying to find some service information on your Hitachi K700 and you are shocked when you find out that the very machine you purchased is a discontinued model and that other dealers are selling the same machine for $2500 less than you paid for it. A few more weeks pass and you get your first bill in the mail. You pull out the bill of sale and the credit contract and realize that you have agreed to pay 18% interest rate on the equipment loan. Your blood is boiling but the fault does not lie with the dealer who overcharged you, the mistake was yours. You violated the first rule of negotiation. Always get several prices before you make a purchase. Not only did you fail to comparison shop on the equipment, but you also failed to comparison shop on the financing. Both mistakes will cost you dearly.

The old fashioned way of comparison shopping was to drive around to various dealers. That still works today, but you have even better options yet. The Internet allows you to comparison shop dealers all over the country without leaving your office. Carefully compare various manufacturers and dealers. Eventually you will narrow your selection down to a particular make and model. At this point you may prepare a request for proposal or RFP. This is a standardized form which lists the specifications and requirements and invites various dealers to bid on supplying your needs. There are Internet sites that specialize in gathering bids from many companies.  Now you’re in a very good position to make the best possible buying decision. So what about the good ol’ Hitachi K700 back at the local dealer? Once you have done all the homework, you may still decide that you like the advantages of using the local dealer because of service and convenience. The bottom line is that your homework and comparison shopping will certainly yield you the best possible bargain from your local dealer.

Wait a minute; we have only covered half of the comparison shopping equations. Before you ever request bids or go to buy a piece of major equipment be sure to talk to your local bank and credit union about the financing. In most cases, they will give you much better rates than you will get from the dealer. There are exceptions to this. Sometimes manufacturers offer no interest or very low interest in order to promote their products. The point here is to shop for the best financing or lease agreements before you commit to any specific purchase.
Deal with Decision Makers

A business owner walks into a janitorial supply company and is looking to purchase a sizable amount of equipment. The first person to greet him will inevitably be a salesman. The salesman is great for describing the equipment and providing essential information. The salesman, however, cannot make any decisions about discounting the price. Those decisions are made by the manager or owner. Here is a little trick they play on customers, and almost certainly you may remember a time when this was done to you. The trick is that the salesman keeps you from talking directly to the decision maker and always puts himself in the position of being the kind, helpful person that is asking the decision maker for favors. They continually pit you against some unknown, unseen entity, and prevent you from negotiating directly. 

Your best bet is to ask to speak directly to the owner or manager. This is true whether you’re buying or selling. Don’t waste too much time trying to negotiate with someone who has no authority. By the way, you can also use this tactic on them. Imagine that you have been negotiating for 2 hours and they have made their best and final offer. Instead of saying yes or no, you say, “I’ll have to check with my partner.” You walk away and get on your cell phone for few minutes or you leave and return the next day. When you return you say something like this: “My partner is interested but he feels the price is $500 to high. If you can come down another $500 he has authorized me to make the purchase.” Do you see the magic of this tactic? They spent two hours negotiating with you only to find out that you are not the decision maker. They really cannot negotiate much because you have isolated them from your decision maker. They came up with their best deal before you ever went to the boss. In most cases, they will offer to split the difference. If so, you just saved another $250.00. Congratulations!
Walk Away

Be prepared to walk away if the deal is not right. There is nothing that will motivate the salesman to make a better offer than seeing his prospect walk out the door.
Trial Close

You can use this when selling your service. You are walking around talking with a potential customer about providing lawn service. The customer sounds interested. You ask, “If you were to use our service, would you prefer that we came out on Monday mornings or Tuesday afternoons?” Either answer is a nod that your customer is willing to make a commitment right now. Don’t wait, get out the contract.

If…. Then….

The “if… then” close is typically used by a salesman in response to customer inquiries. For example, the customer asks, “Can I get this with stainless steel housing?” The salesman would reply, “If I can get one with stainless steel housing would you be willing to sign today?”  
The Chisel

You have spent all afternoon haggling about the various options and price. Finally, both parties have agreed to the details and you’re getting ready to sign the contract. You put on the reading glasses, carefully read the contract, slowly pull out your pen and are poised to sign. You stop, pull back the pen, look over the top of your glasses and say, “This does include a full tank of gas, doesn’t it?”  What dealer in their right mind would blow the deal over a tank of gas? It works great when you’re the buyer, but when you’re the seller, be careful here or your customers might chisel you into the poor house.
The Take Away

This is a great tactic and it can be fun to use on a particularly demanding customer. You have regular customers that ask for more and more every month. It started out with little extras but the demands just keep growing and they are seriously impinging upon your profit margins. Here’s how the take away works, you tell the customer that your business has been growing by leaps and bounds. In fact, you are so busy that you can barely handle all the work. You feel quite distressed and that you are being forced to make some hard decisions about which customers you can keep and which ones you must discontinue. You explain that you would love to keep him on the list but because of his extra demands, and your eroding profit margins, you will be forced to raise his price or discontinue the service. Suddenly his negotiation position has been degraded. You will likely find that he will offer to pay the increased rate, or more likely, cease with the demands.

Notes:





































































































Variable Cost:  an expense that changes in relation to the number of units made or sold 
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Getting Started





Expenses





Machine				$ 689


8 bags of mix			$  64


Total				$753


				


Revenue								


200 units of cotton candy @ $4.00 each 	$800





Identifying Opportunities
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Niche:  a unique group of buyers within a business’ target market





Competition:  rivalry in business for customers or markets that in a free market leads to lower prices and better quality





Widget:  a hypothetical product that is often used as an example for teaching business concepts





Advertising:  the action of calling something to the attention of the public, especially by paid announcement








Demand: the measure of a market’s size and strength of desire for the product or service








Marketing:  the development and use of strategies for getting a product or service to consumers and generating interest in it








Capitalist: a person who invests money and has an ownership interest in a business enterprise





Free enterprise system:  the freedom of private business to operate competitively with minimal government regulation








Group Interactive


Break the class up into small groups. Each group will be assigned one major industry or field. The groups will be tasked to consider a particular industry and find a way to break it down to a good solid niche. The breakdowns should include geographic areas, type of product or service, mode of delivery, target market, or any combination. See how many times you can niche the idea down. Note: do not just list different companies in the same field; rather work toward segmenting a large field into smaller pieces.





Retail * Wholesale * Food * Internet * Automotive 


 Construction * Manufacturing * Home Services





Assignment: Define your Niche


15 Points





Objectives:


Using the narrowing niches diagram as a template, see how many times you can take your general industry and break it down into strong viable niche.





Contents:


List the general industry


Subdivide the industry into major segments and select one


Break down the major segment you chose into specialized segments and select one


Identify several specific business opportunities within the specialized segment and select one


Identify explicit customer targets and pick one that you will serve


Identify several potential general geographic areas that might be a good location to open your business and choose one


Break down the general geographic area into smaller geographic fragments and pick one that would be best suited for your company








Target Market:  


people who are statistically most likely to purchase your product or service





Interactive


Each student should stand up and describe their niche.


The class may evaluate each idea as follows:


Is there a market for this idea?


Is it specific?


Is it reasonable for an ex-offender?


Is there a unique benefit to the customer?


What are some specialized skills that might be needed for the success of this company?








Defining Skills





Chapter


3





Platitudes:  vague, overused clichés that may sound good but mean nothing





Demographic profile:  


statistical characteristics of human populations used to identify market segments





Assignment: Brief Business Description


15 Points





Objectives:


This assignment should clearly and accurately describe the business using only factual information.





Contents:


Describe the industry segment and geographic area


List the owner(s) of the company and give qualifications for operating the company


Explain what your company will do and how they will do it


Define the unique feature(s) of your company that can benefit the customer


Describe the target market using at least two demographic qualifiers


Discuss how your product or service will be sold


Explain the scope and size of the company











Assignment: Cost of Goods Sold


10 Points





Objectives:


Prepare a Cost of Goods Sold Statement





Contents:


Describe your unit of sale, usually in the terms of the average sale


List the average sale price


Summarize your variable costs associated with producing one additional unit of sale


List the gross profit


List the gross margin


List industry averages when you can find them
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Note: You may have noticed that there are some expenses that are not listed at all, including: telephone, rent, electric, accountant, truck payment, and many others. This was not an oversight. All those are fixed expenses and will be shown in the company’s monthly budget. This class does not cover the monthly budget. If you continue on into the SBC class, you can be sure that all the other expenses will be accounted for.





Business Math
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Financials





Chapter


6





Budget:  a monthly or yearly spending and savings plan; also a written plan that helps companies to be better money managers and to prepare for major or unexpected expenses





Assignment: Personal Budget Assignment


10 Points





Objectives:


Develop a budget that accurately depicts the situation that you can reasonable expect when you leave prison. Do not use the sample as a template. You might work one job, two jobs, or three. Do you have a wife? If not, don’t include her income. How much can you expect to earn each month? Is that reasonable?





Contents:


List all income that you can expect on a regular basis and total it


List all monthly expenses and total them up


Subtract the expenses from the income and list the discretionary  income





Undercapitalization:  inadequate funding to successfully launch and operate a profitable business





Investor:  an individual, company, or organization that commits money or assets in exchange for ownership or rights to future profits





Assignment: Business Writing Assignment


10 Points





You own a small lawn service company. While servicing the lawn of a very good customer, the customer’s hose gets entangled in the blade of your lawn mower. The hose is totally destroyed and the water spigot was cracked from the force of the hose ripping. Your lawn mower was also damaged. The customer was not home at the time of the incident. Write a brief note to your customer explaining the situation and how your company will handle it.








Fixed Cost:  an expense that occurs every month regardless of the number of units made or sold





Unit of Sale:  the standard or average product or service that a company sells 





Cost of Goods Sold Statement: a report that itemizes the expenses incurred to sell one additional unit and determines gross profit





Brief Business Description





Assignment: Start-Up Costs, Expansion Costs and Capital Funding


10 Points





Objectives:


This section involves summarizing all the costs involved in opening the company and identifying where the funds will be obtained from.





Contents:


Start-Up Costs


Venue rent / lease down payment


Equipment costs


Supplies


Inventory


Cost of licenses and/or permits


Funding


Owners equity (both cash and in-kind donations)


Bank loans


Auto loans


Personal loans


Equipment leases


Investors








Entrepreneurship
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Entrepreneur:  a person who starts a business.  The name generally implies that the person is creative and willing to take risks to start a business








Vision:  the art of seeing beyond the obvious into future possibilities





Persistence:  the quality of continuing effort in the face of adversity or failure





Leadership:  the capacity to direct, motivate, and guide others





Drive:  refers to ambition or the desire to achieve and succeed
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Business Plan: a written document outlining goals, objectives, and policies that a company will peruse including details in marketing, operations and financial  


information
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