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Chapter One

An overview of an Entrepreneurship




Discussion

e What is entrepreneny?
e Whatls ewtreprewewsmp?




Definitions of Entrepreneur(s)

* The word entrepreneur stems: from the French word 'entrepen

dre’ meaning one who undertakes or one who is a 'go—between'

* In other words, it implies a person who starts an enterprise.

* Besides, different tield of studies defined entrepreneur in vario

us Ways 5

For instaice, economists view entrepreneur as a fourth fa

oduction along with land, labor and capi

o9

el that entfeprene



* TJo put it Very simply, an entrepreneur is someone who per
ceives/see opportunity, organizes resources needed for exploit

ing that oppor tunity and exploits it.

— For instance, Computers, mobile phones, washing machines
etc are all examples of entrepreneurial ideas that got conver

ted into products or services.

* The word entrepreneur is defined by different authors in diffe

rent periods.

* Letsee .’16 in there chronological order




* From the historical point of view, the French economist Richar

d Cantillon was the first to introduce the concept 'entreprene

ur’ in the carly 18th century.

* Accordingly, an is a person who pays a certain
price for a product to resell it at an uncertain price, thereby ma
king decisions about obtaining and using the resources while co

nsequently admitting the risk of enterprise (Cantillon, 1725).




* According to ]J.B. Say (1803), an entrepreneur is an econo
mic agent who unites all means of production- land of one, th
e labor of another and the capital of yet another and thus prod

uces a product.

>By selling the product in the market he pays rent of land,

wages to labor, interest on capital and what remains is his p

rofit.




* Schumpeter (1934) defined entrepreneurs are innovators wh
O use a process of shattering the status quo of the existing prod

ucts and services, to set up new products, new services.

* According to David McClleland (1961), an entrepreneur is a

person with a high need for achievement.

S . . N
**He is energetic and a moderate risk taker.




Cont..eeevenenennnnn,

* Peter Drucker (1964), an entreprencur is the one who se

arches for change, responds to it and exploits opportunities.

AInnovation is a specific tool of an entrepreneur hence an

effective entrepreneur converts a source into a resource.




* Whereas Kilby (1971) emphasized the role of an imitator ent
repreneur who does not innovate but imitates technologies inn

ovated by others.

— According to this author, imitator entrepreneurs are very i

mportant in developing economies.

* In the words of Albert Shapero (1975), entrepreneurs take initi

ative, accept risk of failure and have an internal locus of control

.

(1983) Intrapreneur 0‘_ ' Fe
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Difference between Intrapreneur and Entrepr

CHX

n intrapreneur is an employee who is given the authorlty an
d support to create a new product without havmg to be conce
rned about whether or not the product will actually become a

source of revenue for the company.

* Intrapreneur is person within a large corporation who takes
direct responsibility for turning an i1dea into a profitable finis
hed product through assertive risk-taking and mnovation.

* Anin eneur will continue to receive a salary even i




Definitions of Entrepreneurship
* Entrepreneurship can be described as a process of action an ent
repreneur undertakes to establish his enterprise.
* Entreprencurship is also a creative activity.
* Itis the ability to create and build something from practically n
othing.
* Itis a knack/ability of sensing opportunity where others see ch

aos, contradiction and confusion.

|
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* According to Peter Drucker entrepreneurship is defined as *
a systematic innovation, which consists in the purposetul and or
ganized search for changes, and it is the systematic analysis of th
e opportunities such changes might offer for economic and socia

0 . 4
] innovation.

* Entrepreneurship is a discipline with a knowledge base theory.
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* Jtisa dynamic and risky process.
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* Entrepreneurship is equally applicable to big and small business

es, to economic and non-economic activities.

. Entrepreneurship is a process. It is not a combination of some s

tray incidents.

* Entrepreneurship is a philosophy- it is the way one thinks, one
acts and therefore it can exist in any situation be it business or

government or in the field of education, science and technolog
y or ppx.y alleviation or any others.
' ‘Lé.-: i , g \ &




Definitions For Entrepreneurship Based On Chronological Order

* Cantillon (1730) viewed as ‘self employment

of any sort.’

* Schumpeter (1934) equated Entreprencurship with the concept
of innovation applied to a business context while emphasizing th

e combination of resources.

* Penrose (1963) viewed as the activity that inv

olves identifying opportunities within the economic system.

s Leibenst‘(1979) detined Entreprencurship as activities

0 create or carry on an enterprise whe ot all markets




* So, while defining the concept, Entreprencurship, laid emph

ses on a wide spectrum of activities such SSESaEEs the process o

f translating an idea or inv

#* Self-employment of any sort. ention into a good or servi
ce that creates value or for
* Creation of organizations. which customers will pay.

<+ [nnovation applied to a business conte
4+ The combination of resources.

4+ [dentification and exploitation of opportunities within the

ic system or market.

ing together of fac



Difference Between Entrepreneur And Entrepreneurship

* The term entrepreneur is used to describe men and wom
en who establish and manage their own business.

* The process involved is called entrepreneurship.

* Entrepreneurship is an abstraction/idea whereas entrepre
neurs are tangible people.

* Entrepreneurship is a process and an entrepreneur is a pe
rson.

o Entre geurship is the outcome of compl
. ological and other factors:feiss
MDA




Definition of Enterprise

* What is enterprise?

— Entrepreneur is a person who starts an enterprise

— The process of creation is called entrepreneurshi
p-
— The outcome of the actor and the act is called the

RISE.




Entrepreneur Vs Manager
* The difference between and can be
drawn clearly on the following grounds:

1. A person who creates an enterprise, by taking a financial risk
in order to get profit, is called an entrepreneur.

— An individual who takes the responsibility of controlling
and administering the organization is known as a manager

2. An entrepreneur focuses on business startup whereas
— The main focus of a manager is to manage ongoing

operaens.




Cont ...

3. Achievements work as a motivation for entrepreneurs.
» On the other hand, the primary motivation is the power

4. The manager’s approach to the task is formal which is just
opposite of an entrepreneur.

5. An entrepreneur is the owner of the enterprise while
a manager is just an employee of the company.

6. A manager gets salary as remuneration for the work
performed by him. Conversely, profit is the reward for the

i entreleneur




Cont......

7. The major driving force of an entrepreneur is creativity and
innovation. As against this, a manager maintains the
existing state of business.

8. While entrepreneur is a risk taker, the manager is risk averse
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curs

« While there iIs no recipe (formula) for becoming a success

ful entrepreneur, certain characteristics are associated wit
h entrepreneurial success.

 Some of them are listed as follows:

According to resea
rches, one of the most important qualities associated with
successful entrepreneurship 1s passion/desire.




— This 1s another key quality of successful entrepreneur
S.

— If you are thinking that you would like to be an entre
preneur, do you have confidence 1n your ability to suc
ceed?

— Every entrepreneur encounters problems, and yw l
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» When we say entrepreneurs are self-reliant, it implies tha
t they do not wait for others to tell them what to do.

» They are self-starters and feel confident making decisions

»\While most people try to avoid risk, successful entre
preneurs are willing to take risks.

> Because, entrepreneurs u derstand that risk Is a
m trying to achieve goals.& v :
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+ While they may actively compete with others, they ar
¢ more likely to compete against themselves.

+ In other words, they are constantly trying to improve
their own performance regardless of what others may
be doing.

— It n‘ns they find innovati




* Entrepreneurs are also willing to learn (are information seeker
S):
— They may already know a great deal, yet they recognize that no

one knows everything, and that they can learn valuable informat
lon from others.




 Accordingly, entrepreneurs can acquire skills if they are willin

g to learn them or they can hire people to work for them who
have the needed skills.

* In either ways, the following skills are considered to be impo
rtant for the success of the entrepreneur’s business.

« ABILITY TO PLAN:
> The ability to planisa key skill for entrepreneurs.

>They must be able to develop plans to meet goals in a variety

of areaé,. including finance, marketing, production, sale

mrnﬂd(m““g and maintaining productive:




 COMMUNICATION SKILLS:

x Entrepreneurs should be able to explain, discuss, sell a
nd market their good or service.

x It I1s Important to be able to interact effectively with yo
ur business team.

x Additionally, entrepreneurs need to be able to express t
hemselves clearly both verbally and in writing.

x They also should have strong reading comprehenm

«Kills to understand contracts and other forms of w
S communication. R '



MARKETING SKILLS:

#i A business’s success or failure 1s very dependent on
whether
#iThe business reaches the market (its potential customers),
i Interests the market and results in those in the market deci
ding to buy.
& Good marketing skills, that results in people wanting
to buy your good or service, are critical for entreﬁr

U I UCCESS.




BASIC MANAGEMENT SKILLS:

B The entrepreneur must be able to manage every component of a b
usiness.

E Even if entrepreneurs hire managers to attend to daily details, they
must understand if their business has the right resources and if tho
se resources are being used effectively.

F They must ensure that all the positions in their business are occupi
ed by effective people.




- TEAM BUILDING SKILLS:

mBecause entrepreneurs usually assemble
a team of skilled people who help them a
chieve business success, they must be abl
e to effectively develop and manage the t
eam.




Functions of Entrepreneur(s)

1. General functions of entrepreneurs
2. Specific functions of entrepreneurs




1. General functions of entrepreneurs

 Broadly speaking, there are three most important genera
| functions performed by entrepreneurs.

« These are: innovation, risk taking and organizing.

1. Innovation: One of the most important functions of an e
ntrepreneur Is innovation.

v Innovation implies doing new things or doing of thi

ngs that are being done in a new way.
* 2.Risk taklng Despite the unpredictable future busme%




3. Organizing: organization and management of the ent
erprise
IS the main function of an entrepreneur.

& It implies bringing together the various factors of pro
duction.

& The purpose Is to allocate the productive resources In
order to minimize losses and reduce costs in producti
on.

k.,’ﬁWhll'e organizing, human resource
re among the two types.of#&sol

@  ourcesar

and physical

: that are 1




2. Specific Functions of Entrepreneurs

 Kilby has classified the specific functions of entrepreneu
rs into four groups.

|. Exchanges relationship: This aspect, among others, mali
nly constitutes

= Percelving/seeing Market Opportunity;
= Understanding Over Scarce Resource;
= Purchasing Inputs;

arl&ng of The Product n_d
, Ing To Competiti e |




1. Political administration: includes
— Dealing with the public bureaucracy/ administration;
— Managing human relations within the firm and
— Managing customer and supplier relations.
I11.Management control: This aspect of entrepreneurs ma
Inly
constitutes managing finance and managing producti

on.
" IaTechnology: following points willjbe worth to meizo
. \\\.u\‘“:’.‘;.‘ :.".f:,“ . Wr.




Role of Entrepreneurs

this aspect does not only assembling the factors but
also to see that the best combination of factors is made a
vailable for production process.

* The entrepreneur also takes risks: This is one of the |
mportant roles of entrepreneurs.

* The entggpreneur-also innoyates: Innovatlon IS as
ent from invention. While. {
S, mnovatlon implies.theleghr




Quiz [

I. What is the difference between entrepreneur and manager?
2. What is enterprise?

3. List dawn the general function of entrepreneur?




Chapter 2

Developing A Business Plan




Discussion

» Whatis 3 business plan?

» Benefits of a business plan?

* How to write 3 business plan?
* Elements of 3 business plan?




Definitions of a Business Plan

& Bature (2009) described a business plan as the road map on the jo
urney to an entrepreneur’s success.

& According to him, it is the key to the successful take-off and e
Xecution of the business.

& Ndebbio (2007) stated that a business plan is a document showing
& Where a business is going,
& How to get there,
o Through what means and

o W ou will get when you get the




* A business plan is also a road map that provides directions
so a business can plan its future and helps it avoid bumps i
n the road.

* The business plan covers what entrepreneurs intend to do
with their business and how it will be done.

* A business plan also provides a picture of where you curr
ently are, where you want to go and what you need to do t
o arrive at your destination.

hmagl




 Investors demand a comprehensive business plan in order to select
worthwhile project.

 In order to convince investors of their winning business idea,

» entrepreneurs have to put ample time and energy into the prepa
ration of a business plan.

» Developing such a plan does not only help the entrepreneur to rais
e finance, but it also provides a benchmark to monitor the progress
of his/her business idea.

¢




* A business plan is the blueprint of the step-by-step proce
dure that would be followed to convert a business idea Iin
to a successful business venture.

* A business plan first of all
— 1dentifies an innovative idea,

— researches the external environment to list the opportu
nities and threats,

— Identifies internal strengths and weakness,
asses§es the feasibility of the idea
ates resources (roduotioRioD




« The main aim of the business is not to simply maximize profit,

— but the entrepreneur in various ways aimed at satisfying the co
mmunity’s basic needs and in particular, render a service to the
whole society.

» By these reasons, an entrepreneur should understand that the busin
ess Is set up for many reasons.

« Though, profit may be important, but certainly it is not the only on
e; hence many people are ready to take cut in their earnings in ord
er to get ?e satisfaction for the work they do.

Ny TN




* In a nutshell, the objectives of the business plan are:

» Glve directions to the vision formulated by entreprene
ur.

» Monitor the progress after implementing the plan.

» Persuade others to join the business.

» To seek loans from financial institutions.

» To make as much profit as possible

»TO m(aximize sales
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What Are the Benefits of a Business Plan?

« The bigger picture:
— This Is one of the key advantages of a business plan.

—When you plan your business right, you can get a
clearer picture of the business as a whole.

— You can easily connect the dots between strategy and
tactics, and everything is easier to work out.

e Strateqgic. Focus

-Sta .uf)s and small business need to focus on their !
fities, their target markets apgkheirproducts or




« Manage change:

— When you plan your business effectively, you can check your
assumptions, track your progress and see new developments
right from the beginning, allowing you to adjust accordingly.

* Forces you to be accountable:

dWhen you plan effectively, you set expectations for yourself
and a means by which you will be able to track your results.

dYou can constantly review your business plan in terms of what
you expect and what eventually happens.

el




HSUSINESS F

1. Keep 1t short

*Business plans should be short and
concise.

.*The reasoning for that Is twofolg"‘
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2. Know your audience.

*Write your plan using language that your audience will
understand.

#@iFor example, If your company Is developing a
complex scientific process, but your

prospective investors aren’t scientists (and
don’t understand all the detailed scientific terminology

you want to use), you need to adapt.
»Afcommodate your Investors, and keep ex 1

.)%pmlmple and direc I. A o on

everygn




3. Don’t be intimidated /Afraid.

*The vast majority of business owners and entrepreneurs
aren’t  business experts.

Just like you, they’re learning as they go and don’t have
degrees in business.

*Writing a business plan may seem like a difficult hurdle,
butit  doesn’t have to be.

*If you know your business and are passionate abQulig;
" writing a busmess plan and then Ieve _' our plam 01

w nearly as challengingiasiyou think.




» Despite the availability of several approaches to org
anize a business plan, the following elements are co
nsidered to be common to most business plans.

 These include:
1. Executive Summary

2. Business Description
3. Mal?t Analysis




1. Executive summary

* In most cases, It Is a one-to three pages overview of the entire plan
’s content.

* Besides, the executive summary provides the reader a quick look a
t the goals, plans and purposes of the business.

« A potential lender often uses the executive summary to determine
whether it is worth the time to read the entire plan.

« So, Entrepreneurs are expected to be conscious whether their exec
utive summary offers a picture of their proposed operation.

In other words, the purpose of the executive summary is to W‘
ke nem 1 1_

. est of the investors and to make them reac
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« Furthermore; under the executive summary of the business plan,

» It should also indicate some key financials; the amount of exter
nal finance needed and exit opportunities for the investors.

» Accordingly, this section of the business plan has to provide a c
omprehensive overview of the entire business opportunity.




* This 1s your chance to describe your
company and what it does.

* Include a look at when the business was
formed, and your mission statement

—Miss@@gn statements: describe whasgme
ion does today,aleng  with t




* Some of the other questions you can
answer 1n the business description
section of your plan include:

The customer base is the group of customers
who repeatedly purchase the goods or services of

+What 1s the bust  sroim STani Ttiona i
your customer base, revenue sources

and products?)

t \ b
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* This 1s your chance to look at your competition and the
state of the market as a whole.

* Your market analysis 1s an exercise in seeing where you fit
in the market and how you are superior to the
competition.

* As you create your market analysis, you need to make
sure to include information on your core target
market, profiles of your ideal customers and other




« The management section describes the owners and managers of the
business, their educational backgrounds and experience

* In fact, there are plenty of indications that your management team
matters more than your product idea.

* You are more likely to be successful 1f needed when you have the
right management and organization for your company.

* Make sure you highlight the expertise and qualifications of each
member of the team 1n your business plan.




5. Sales Strategies

How will you raise money with your business and make profits a
reality?

You answer this question with your sales strategy.

This section 1s all about explaining your price strategy and describing

the relationship between your price point and everything else at the
company.

You should also detail the promotional strategies you’re using now,
along with strategies you hope to implement later.

This include your social media efforts and how you use press release
and other appearances to help raise your brand awareness and
encourage people to buy or sign up for your products or services



* Include current and future funding requirements, how the funding
will be used and long range strategies that impacts funding request

* Any factor which directly impact your ability to repay your loan
should be included

* Here’s where you ask for the amount of money you need
* Make sure you are being as realistic as possible.

* You should also put together a timeline so your potential funders
have an 1dea of what to expect.




* Finally, the last section of your business plan should include
financial projections

« The financial plan contains all of the financial statements, budgets
and financial analyses that show the projected income and
expenses for the enterprise.

 This 1s especially important if you hope to secure funds for
expansion of your existing business.

* Your forward-looking projections should be based on information
about your revenue growth and market trends.




Most lenders and Investors pay very close attention to the
Information contained In both the marketing and financial

sections of a business plan.

Even though it can be time-consuming to create a business plan,
your efforts will be rewarded.

The process 1s valuable for helping you identify potential
problems, as well as help you plan ahead.

You’ll be more organized and better prepared for success.




8. Contingency Plan
* Another term for a contingency plan is “exit strategy”.

« A contingency Is an unexpected event or situation that aff
ects the financial health, professional image, or market sha
re of a company.

* |t s usually a negative event, but can also be an unexpecte

d windfall /bonus such as a huge order.

. Anythmg that unexpectedly disrupts a company's ex
- 0pE ratlo can harm the company ev i the dlsruptl




TRe Thrce Tegtg of a Busginess Plan

 The success of a given husiness plan does not only depend on whether it incorp
orates the main elements but also expected to pass three test. These include:

I. the reality test,
2. the competitive test and
J. the value test, respectively.

* To have a clear overview about the difference among these tests, they are define
d shortly as follows.




1.The reality tegt:

* This is the first tests that a businesses plan is expected to pass to det
ermine its success.

* This test is mainly concerned with whether there exist real market(s)
for the products or services produced by a given enterprise for which
the business plan is developed.




2. dhe competitive test:

o Rfter the reality test, a business plan 1s also expected to qualify for the com
petitive test.

 The prime target of this test is to evaluate a given enterprises position rela
tive to its key competitors in the market.

 In other words, passing this test depends on the management’s ability to cre
ate an enterprise that will gain and edge/defeat over its rivals.




3. ghe value test:

* The third test, after the reality and competitive tests, a
business plan has to succeed is called the value test.

* This test deals with whether the investment offers inves
tors or lenders an attractive rate of return or high p
robability of repayment.




Chapter-3:
How to Start a small business
1. Creating a new venture

2. Buying an existing business

3. Franchising

-




Key Reasons to Start a Business

« Starting a small business Is a big step for anyone to take,
as It may require leaving the comfort and security of a reg
ular job for a more uncertain financial future.

« Small business success may also require a great deal of pl
anning, enough initial capital to sustain the owner during
the start-up period and possibly a bit of luck.

* These are a few key reasons why people make the decisio
n to start @ small business.




* Pursuing a Passion/desire

¢ Starting your own business allows you to make a living whil
e pursuing something for which you have a strong passion.

**You may have a special talent, such as writing, playing musi
C or repairing automobiles that you've enjoyed as a hobby.

By turning it into a business, you may find more enjoyment
and fulfillment in your work life that can lead to a happier lif

e in general.
t or servi thatme%a‘
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— Depending on the type of business you choose, you m
ay be able to work a more flexible schedule, which ca
n allow you to spend more time with family and frien
ds.

» Self-Expression/creativity

— Owning a business allows you to be more creative and
express yourself.

— You are not restricted by \avmg ,ofol oW a set Wi
. ology, and you're free,to,CAange your work pr
c 1 \v/ni11 wiich REDEs o atorenanne s itey O SO ﬁr‘




« Groundwork — the setting up of the business has already been do
ne

* Finance — it should be easier to get finance for an established busi
ness

« Market place — a need for the product or service has already been
established

* |t gives you the advantage of an established customer base.
« People Wi‘i already know the place, so the costs of advertisi

| be less. 4
ubuy an existing business, you gy
lkkinna there to <tav AYF




* The reasons why the current owner is selling — what impact does this have on t
he business

* Finance — a large amount of capital will be needed for cash flow and for professi
onal fees for solicitors, surveyors, accountants etc.

* Investment — The purchase will probably mean a large initial investment, usually
much higher than it will require to start a business from scratch.

« Stock and Equipment- some stock may be damaged or obsolete, old equipment
may need to be replaced

 Employees — staff morale maybe low if the business has been badly run or they a
re not happy.with the news boss '

company’s products have not bee
ieult to gain market share for these,produet:
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« A Dbusiness is considered a start-up if an entrepreneur begins a busi
ness based on a unique idea and takes it all the way from the planni
ng stage to actually running the business.

 With the proper amount of education, work and experience, entrepr

eneurs may be able to start and grow a small business into a well-r
un organization.

« Starting a small business may have several advantages and disadva
ntages, depending on the new small business venture.

L 3




1. Freedom of choice in all aspects of the business.

— Creativity can play a big part in starting and operating the bus
Iness.

— The owner is in control of all aspects of the business, includin
g the location and what the operation is to look like.

2. Low-cost entering:

— If you have limited capital av

Ilable, you can start on
| |




4. Team solidarity: Smaller teams tend to be closer teams.

— As a member of a small team, | simply spend more time with ea
ch of my team mates than | could with a big team.

5.Freedom to question everything:

— When engineering teams are allowed to question why they are b
uilding something, incorrect or unnecessary features can be chan
ged or scrapped early in the development process.

— This saves time and results in a better product.




1.High commitment:
— You'll need to spend more time and effort to start up.

— This will include developing your customer base, establishing lin
es of credit and supply and finding experienced staff.

2.High risk:
— Success depends totally on you and your business talents.

— That's why future of your business remains uncertain and nothing
can be taken for granted.




3.Delayed profitability-

— Where the market may not already be established, it may take |
onger to become profitable

4.More responsibility:

— All of the detalls of starting the business, including licenses, m
arketing, naming the business, finding product sources, etc. are
the responsibility of the owner.

*It's Impossible to say if the startup is right option for someone.
|t depends on two things:
— your attitude to risk and your

i axperience.
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Hranchising

« Essentially, franchising is a plan of distribution under which an in
dividually-owned business is operated as part of a large chain.

* Franchising is a system used by a company (the franchisor) which
gives the individual dealer (you, the franchisee) the right to market
the franchisor's product or service by using the franchisor's trade na
me, trade marks, reputation, and way of doing business.

« A franchisor Is the party granting the right, and the franchisee is t
he party buying the right

L 3




The Franchisee and franchisor are the two key players in a franchi
sed system but they play two very different, yet interdependent, role
S.

The Franchisor is the provider of the Franchise System and the Fra
nchisee is the purchaser of the franchise business.

In broad terms, the franchisor is an entrepreneur, an “ideas” person
who has vision and belief, and who is prepared to back up their belie
f by taking action, sometimes on an idea that is not yet proven.

In contrast, a franchisee Is a person who likes to follow established
rules and sxstems.




The Advantages For T-he Franchisor
« A business owner can take advantage of franchising their business in t
erms of achieving a rapid expansion and low-risk financial gains, as w
ell as from a management perspective.
1. Fast expansion to different locations
2. Business growth with a minimum risk

— The responsibility of any potential failure lies more or less on the shoulders of th
e individual franchise owner.

3. Elimination of employee-related issues
= The franchisees are independent business owners who are your partners in a way.
= They employ their own managers and staff, so you will not need to W(?Ut

. hiring ancﬁealing with new employees. |




4. Delegation of management

= In relation to the above benefit, you will enjoy more free time to focus on other
Important business development issues

5. In the know of the market situation

— You will be able to anticipate shifts in demand and other consumer related matt
ers through the franchisees’ regular reports and feedback.

6. Reduced liability

— If a customer suffers damages due to the negligence of the franchisee, this usual
ly does not affect legally the franchisor (although, their reputation will certainly
suffer).




e Initial Investment

— All types of business planning, related to the outset of th
e franchise will need financial backing.

* Decreased profits

— You will have to share profits with the franchisees.

— The franchisor receives only a small percentage of the enterp
rise’s revenue 1n the form of a royalty fee.
wiBoyalty Tee Is ongoing fee that the franchisee pays to tf
nch is fee is usually paid megtlzar

s 1




e Less control

— The advantage of delegating certain managerial responsibili
ties to your franchisees will naturally result in you having |
ess control over key business operational processes.

« Damaged reputation

— Having less control over how each franchise business Is run
and managed means that there’s a risk of having to deal wit
h difficult franchisees who cut corners and jeopardies the b

usinessjimage.
Xo brand’s reputation may suffer oyer time, due to poor
quality and lack of pregctvAn/ Y. the franchpsee

Y
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* . So, let’s explore the advantages and the disadvantages of franchising

for the franchisee.
I he Advantages of Franchising

» It is appealing to become your own boss and run a business under a p
opular brand, right? Here’s why:

1. You don’t need previous business experience

2..You buy into a proven and successful business model

3. Financing your franchlse Is often much easier, than startlng1 p a smal
*IT easier than starting up
I busmeséf
lvb

less chance of failing

CC Ol 1dl
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The Drawbacks of Franchising

1. You need to secure the initial investment

— It is your obligation to find the financial resources to buy into a franchise busi
ness.

2. You are expected to comply with the established business standards

— You enter into a legal agreement with the franchisor, which describes your res
ponsibilities and obligations.

— You’ll be expected to run your business by following certain rules and standa
rds.

— This means that you can’t independently make any important business decisio
ns without consulting the franchisor, first.

3. Beware of other franchisees’ mlsconduct

. Unf@rtunately, franchisees fro h_
P
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Sole proprietorship
Partnership
Corporation
Cooperatives

Facto'affectmg the




Introduction

« Brown and Dow (1997) define Business as all of the activities of an
Individual or group of individuals in producing and distributing goo
ds and services to customers.

« Business wants to know the needs, wants, goals, values etc. of pros
pective and potential consumer before they can sell their goods to th
em.

» Business therefore is involved in the production of goods and servic
es, undertake organizing, managing, and marketing.

s include human, material and f

* The resources used by the businesst
inancial resources. SR | ‘




Forts of Business Qwnership
 All business ownership whether individuals or group of ind

Ividuals or corporation are all referred to as entrepreneurs.

* These forms of business ownership listed will be discussed
separately

« Based on their form: business organizations are classified
as follows,

1. Sole proprietorship: A sole trader is a form of business e

nterprlsegn WhICh one man owns and manages the bw

c avra mwawinad hys




Features of a Sole Trader

Ownership: A sole trader as the name implies is own by one person.

Liability: Unlimited personal liability for all debts and liabilities of b
usiness

Sources of Capital or Finance: The capital outlay is provided by the
owner. This source of fund could be through: Personal saving, Credit,
Borrowing from relatives and Banks etc.

Legal Entity: It is not a legal entity. By law the business and the own
er are regarded as one person. They are not different, unlike corporate
business; a company is a legal entity, different from the owner

tive: It & believe, that a sole trader Is into busi ess to make %ﬁ‘




* Method of Withdrawing Capital: The owner can withdraw his ¢
apital anytime from the business without consulting with anybody.

 No Board of Director: Because he is the owner, no board of direc
tors that is why he does what is in (vi).

 Business terminates on owner’s death

 Its Nature: It is a simplest and the commonest type of business un
It you can think of. It is the commonest and the cheapest form of b
usiness organization.

Pe




Advantages of a Sole Trader

 Sole trader is the earliest form of business ownership.

* The advantages are as stated below:

» It requires small capital. Can be established quickly and ea
sily with small cash

» Easy to establish: This Is because it requires no formalities
and legal processes attached to establishing the business

» Ownership of all profit: The sole trader does not share prof
|t of thg busmess Wlth any one.




» It is flexible: The owner can combine two or more types of occu
pation as a result of the flexibility of his business e.g. a barber ca
n also be selling mineral and musical records.

» Personal Satisfaction: There is a great joy in knowing that a pe
rson Is his own master.

» Cordial Relationship, with workers and customers: Because th
e sole trader is usually small, the owner can have a very close rel
ationship with his workers

> Tax saving: Unlike in companigs the profits of the sole trw
"\ e not taxed, the owner only pays his income tax. g 1
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Disadvantages of a Sole Trader
» Bear All Losses and Risks Alone - the owner of one-man business does not share th
ese risks and losses with any body as it does not share the profits of the business wit
h any body.
« Limited Financial Resources - His inability to raise more capital limits its plan of e
Xpansion.

« Unlimited Liability - Unlimited liability means that in the event of failure of the bu
siness, the personal assets of a person can be claimed to pay debts of the business.

« Lack of Continuity - When the sole proprietors retires or dies, the business may en
d like that.
« Absence of Specialization - As stated earlier the sole proprietor does so many thing

s by himself. As a result of this, he may not handle aspects of the work effl
hIS negatlveI)(affects the prospects of the business.

xpansion - Because of limited capitaly.the sole proprietor ma)Fno
. e size of his business nomattefRoNEIRaEN: [




2. Partnership:

v Denedo (2004) says partnership is an association of two
to twenty persons carrying on a business in common with
the view of making profit.

s+ The partners contribute both funds and efforts to set u
p and manage the business sharing profit (or loss) on a
n agreed basis.




* Ownership: It is formed by between 2-20 people and betw
een 2-10 people in case of banks.

« Capital: The initial capital is contributed by partners.

 Liability: Their liability is unlimited except for limited par
tner.

« Formation motives: They are formed for profit reasons.

Sources of.capital: contribution from the partners ple
profit, loans from banks ‘

' hdrawmg capi




 Principally two types of partnership namely; ordinary and limited partnership.

1. Ordinary Partnership - All members or partner take active part in the management
of the business and are generally liable to any loss or risk.
4+ All partners have equal responsibility and
4+ Bear all the risks of the business equally.
4+ All the partners have equal powers, unlimited liabilities,
4+ Take active part and profits are shared equally.
2. Limited Partnership - Any members in this category, his debts are restricted to the
amount of money contributed in running the business.
» Not all partners take equal part in the management of their business.
» But there must be a member who bears ._Ehe risk and also takes active pa
usiness es.

limited partnership,
jability.



Sources of Funds for Partnership

« The following method could be used by partner to fund their busine
SS.

. Contribution from members

I1. Ploughing back profits

v' Is management policy under which all profit are not distributed among
the shareholders but a part of the profit is ploughed back or retained in t
he company

[11. Borrowing from the bank




« The following, are the advantages of partnership:

I. Greater Financial Resources: Unlike a one-man, business between two and twent
y persons forms the partnership.

» It translates into more capital for such business compare to the one-man busin
ess.

1. Combined Abilities and Skills: In partnership, there are various partners, with vari
ous ideas, I.e. accountants, marketers, bankers, historians, managers etc.

[11.Greater Continuity:
— Relative to the sole proprietorship, the partnership has a very great tendency of contin

uity even in death.
lize as there areiezg

V. Ease of For n:




v. Joint and Better Decision:

v" That two good heads are better than one and this is applicable to
partnership business where joint and better decisions are taken.

vi. Creation of Employment Opportunities:

— The large size partnership Is in a vantage position to employ more
In their business because of its huge financial resources.

vii. Tax Advantage:

— Partnership enjoys tax advantage. Taxes are therefore, levied upo
n the individual owners rather than upon the firm as it are not rec
ognlzed as a legal entity.

“'ﬂ‘App n of Division of Labol i )
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Disadvantages of Partnership
» Unlimited Liability: If the business fails in the process, ass
ets will be sold to offset their liabilities.

v'In a situation where the assets can not pay for the debt, t
he owners’ personal belongings could be sold to offset su
ch debts.

» The Business is not a Legal Entity: Most of the partnershi
p business has no legal backing.

> Disagreement and Resignation: Death of a partner

'm eath of a business espcal, the active partne ;
| ide of Ownershine SiRea TRl
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» Bureaucracy Leads to Slow Decision and Policy Making: Meetin
g that require guorum/required No, may not always be formed.
» Restriction on Sale of Interest: There is a difficulty in affecting tra
nsfer of ownership.
v The interest of operation is not transferable without the consent o
f other partners.




3. Corporation

« A corporation is an independent legal formation owned by a group of
shareholders.

» Due to its distinct legal status, a corporation is awarded several rights
and responsibilities, including the ability to borrow and lend funds, hir
e and fire employees, pay taxes, own assets and enter into contracts.

« A corporation is its own legal entity (i.e. a pretend person), unlike a so
le proprietorship or a partnership created by state law.

* It has a distinct and separate existence from the individuals who create
d it, and those who control its operations.

. The corporation owns the assets and has the Ilabllltles not the W‘

Ws‘or'Fe directors).




General Characteristics of a Corporation

« Separate existence. A corporation through legal fiction has it own |
egal existence and with that existence come economic rights.

« Centralized management. Corporate law provides an organization
al structure to operate the business and the capital of many individu
als. The basic structure is as follows.

@ Shareholders are the owners of the corporation, directors are ele
cted by the shareholders and are the locus of power.

@ Directors appoint the corporate officers. Directors approve polic
y and procedures of the operations of the corporation. %f‘
€ corp

orporate officers carry on the day to day activities of th
d serve at the pleasure of thedbegedofidirectors.
.a ‘ A Send Fry v |




* Transferability of ownership interest.

— This enhances the marketability of the entity and allow
s for an exit strategy for the owners.

« Limited liability. A corporation shields/protects its owne
rs from personal liability for the debt of the corporation.




Advantage and Disadvantage of Corporation

e The major of corporations as a form of business are
— Limited liability of shareholders,
— Large capital formation,
— Ease of transfer of ownership,
— Continuity of existence.
« The Disadvantages of corporations are:
— Double taxation of profits,
ible conflicts between manager
ent regulations. "




4. Cooperative

« Cooperative Is a word derived from two Latin words meaning —
“Working together”. The dictionary meaning of cooperative also
Implies “working or acting together for a common purpose”.

« A cooperative Is "an autonomous association of persons united
voluntarily to meet their common economic, social, and cultural
needs and aspirations through a jointly-owned and democratically
-controlled enterprise ™.

[ Top 3 Major Types of Cooperative Societies
1‘ Credlt Cooperative Souetles
| Imers Societies




1. Credit soclety
 Credit society was the first type of cooperatives.
* |ts objective was to provide credit to the members of the society.
 Credit societies are voluntary and mutual aid associations

« The major function of this type of society iIs to provide credit on
personal security or on the basis of nominal security to its members,
who are either cultivators, workmen or lower middle class people.

2. Producers Societies:

« A producer’s society is organized for the production of goods and
serwces based upon common ownershlp,and managemen

. workers to eliminate the employee: éap/i
\ u‘“:'.‘. % iy Wr.




3. Consumers Societies:

« The membership of these societies consists of agricultural workers
and the middle class people who organize a consumer store.

« The members of the society earn their independent living and they
are not supposed to depend on the consumer society.

« The society only helps them in the better utilization of their income

« And, thus lowering their cost of living, correct weighment, quality
goods and reasonable prices are the chief aims of consumer’s

society.
h% /‘F

> _These societies were originally started |n ngland where t
| is kind was launched in 1844, &




The Important Characteristics (or Principles) of a

Co- operative Organization

1. Voluntary membership:

— This is the first cardinal principle of co-operation.

— A person who has a common interest and is prepared to be abide
by the rules of the society has the right to join the society as and
when he wishes to do so, continue In it as long as he likes, and
leave it at his will.

2. Open membership:

— Apart from being voluntary in nature, the membership of a coop

erativ anlzatlon Is open to all |rrespect|ve of race, COIT




3. Finances:
— The finances of a co- operative society are contributed by
members through the purchase of shares.
4. Liability of members:
— Like company organization, a co- operative society may be
organized on the basis of either limited or unlimited liability
5. Democratic control:
— Co-operation is democracy in action.
— ‘One man one vote* Is the basic element of cooperative democracy
— But in a cooperative, one member may have 10,000 shares and the
other only 1 share, but each would command one vote only 0
rOX|es would be permitted.

.mcounts and not the money, . &




6. Distribution of surplus:

— Under the provisions of the law, at least 25 percent of
the profit must be transferred to the general reserve.

— Likewise, a certain percentage (not exceeding 10) may
also be utilized for the general welfare of the local
community.

7. Service motive:

— A co-operative society iIs formed with the basic
objecuve of providing useful serwce — be it m
ptlon goods, or inputyreseurces — to it

Nnd tha cneriaty/
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Advantages: of cooperative
& Easy Formation:
& Limited Liability:
# Perpetual Existence:

& Soclal Service: The basic philosophy of cooperatives is self-help
and mutual help

& Open Membership:
& Tax Advantage :

€l State Assistance: Gov’t has adopted cooperatives as an effective
instrum?of socio-economic change
I




Disadvantages: of cooperative

« The important among the disadvantages are:

= A cooperative organization entails longer decision-making
process.

= It requires members to participate for success.

© Extensive record keeping Is necessary in this form of
organization.

@It has less iIncentive, and there’s also a possibility of
development of conflict between members.

¢
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Factors affecting the choice of form of

business ownership

The choice of the most suitable form of business organization is a cru
cial decision because It affects the rights and liability of the owners.

Therefore, the choice should be made with great thought and delibera
tions.

Each form of business organization has its own merits and demerits.
These merits and demerits should be duly considered before selecting

the form of organization.
th'

The factorsiwhich affect the ch0|ce of the form of business o
e giv below: '




What are the factors that affect the Choice fo
r the Form of Organization?

Nature of business: direct services, professional services, Manufacturing organizations
Size and area of operations:

Degree of control desired:

Amount of capital required:

Degree of risk involved:

Division of surplus:

Duration of business:

oV n.nt regulation and control: "
ity of operations: R e
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« What is the difference between finance and financing?

* Financing is a complete process or department who works for pro
viding loan or financing aid.

« Financing is the act of providing funds for business activities, ma
King purchases or investing.

* Finance can be defined as the art and science of managing money.

* Finance i1s concerned with the process, institutions, markets invol
ved in the transfer of money among and between individuals, busi

ness and governments. z !




The Process of FInance

» Developing a financial plan for entrepreneurial business is done wit
h two objectives. These are
1. Achieving positive cash flow and
2. Effectively investing excess cash flow to make the company gr

OW.

« The process of financing entrepreneurial business consists of five ba
Sic steps:

« Step 1: Estimating month-by-month flow of funds into the business
from all the sources, including gains on external investments.

« Step 2: Estimating month-by-month flow of funds out of th e
,clud‘g both operating expenses and capital 'vestments. i 4

o 4




« Step 3. Compare inflows and outflows. If cash flow Is negative, d
etermine how to make it positive, either by reducing the outflows
or increasing the inflows. If cash flow is positive, determine how t
0 invest excess funds most productively.

« Step 4: Choose which capital investments should be made for cont
Inued growth. Determine the most cost effective combination of in
side and outside sources of financing.

« Step 5: Establish a system for tracking flow of funds and measuri
ng the return on investment.

4




Main types of Financial Resources

 Financial resources are those, which take a monetary form.

* Cash is the most liquid form of resources because it can be u
sed readily to buy other resources.

* The following are all financial resources, which have a role t
o play in the entrepreneurial venture.

. Cash in hand: The business has immediate access to this m

oo W‘j

I1.Overdraft facilities: Such facilities represent an agre

ith & bank to withdraw more than Is actually held in
. Irrent account. R e




I11. Loans: They represent money provided by backers, eit
her Institutional or private, which the business arranges to
pay back in an agreed way over a fixed period at an agreed
rate of interest.

— They may be secured against collaterals to reduce the

risk of the loan to the backer.

V. Investment capital: This is money provided to the bus
Iness by investors in return for a part-ownership or share in
It . '

)rs are the true owners :




Costs of finance

* All financial resources have a cost.
* This cost takes one of two forms.

1. Direct cost: It is the direct charge faced for having an overdraf
t, the interest on loans etc.

2. Opportunity cost: The potential return lost by not putting the
money to some alternative use.




Capitals of Business enterprises

« Capital is any form of wealth employed to produce more wealth fo
r the business enterprise.

It is commonly categorized into three groups: They are: fixed capit
al, working capital and growth capital.

* Fixed capital: It is needed to purchase the business’s permanent or
fixed assets such as building equipment, machinery etc.




« Working capital: It represents the business’s temporary funds; it |

s the capital used to support the business’s normal short-term oper
ation.

— It is used to buy inventory, pay bills, finance credit sales, pay w
ages and salaries and take care of any unexpected emergencies.

— |t 1s used to offset/balance the uneven flow of cash into and out
of the business due to normal seasonal fluctuations.

« Growth capital: It is required when an existing business Is expan

ding or changing its primary direction.

— In order to expand an existing business, additional capit
eded to buy additional facilities




Sources of finance for entrepreneurial businesses

*  Fnom where can entreprenewsial business cbtain the maoney it needs?
* The most obvious source would be revenues, or suppliers who ma

y extend credit, or loans from financial institutions, or through sto
cks/share and bonds.

» Generally speaking, the goal of entrepreneurial business is to obta
In money at the least cost and risk,

« whereas the goal of lenders and investors Is to receive the highest
possible returns on their investments at the least risk. W

an rreneurlal b

ere argtwo major sources of finance Vu nt
. S. e equity financing and deb fifianc




Equity Financing:
« Equity financing represents the personal investment of the owner (owners) in bu

siness.

» It typically does not require collateral and offers the investor some form of owne
rship position in the venture.

* The investor shares in the profits of the venture

« Itis sometimes called risk capital because these investors assume the primary ris
k of losing their funds if the business fails.

» Raising new capital through equity means; giving up some percent of the firm’s
ownership.

The advantages of equity financing include:
v It does notgve to be repaid as a loan does and

arantees the investor a voice in.the of
earnings.




Some common sources of equity financing

* Personal Savings: the main sources of finance to start
new businesses, followed by borrowing from friends an
d relatives. This Is money that the entrepreneur saves.

— As a rule, the entrepreneur should expect to provide

at least half of the start-up funds in a form of equity c
apital

* Friends and Relatives: The most important alternative

source of finance to own savmgs IS borrowing fro

s drelatlves O 1
. ' re those who co triblitescatit




Debt Financing

|t involves the funds that the entrepreneur has borrowed and must
repay with interest.

« Typically, debt financing requires some assets such as car, house, p
lant, machine or land which may be used as collateral.
Sources of Debt financing:

« Not all of the sources of debt financing are equally favorable to th
e entrepreneur.

« Therefore, the entrepreneur should understand the various
e the chance of OW

. aEd theirf characteristics in order to increase




1. Commercial Banks: They are the very heart of the financial mar
ket, providing the greatest number and variety of loans. They are
second only to entrepreneurs as compared to personal savings as
a source of capital for launching business.

2. Commercial Finance Companies: They are institutions, which f
Inance consumers through companies.

» They lend to companies so that they can sell on credit to consu
mers. However, they do not directly finance consumers.

3. Savings and loan associations: Are depository institutions establ
ished to:éncourage thrift/saving among the publlc and creaw ‘

eioney to smallbusmesspers‘ns i
\ \ w. o




4. Stockbrokerage houses: They do not directly finance money but
they mediate the financial institutions, which are ready to lend, and |
ndividual businesspersons who need capital for investment with co
mmission.

5. Insurance companies: They take the risks associated with doing
business.

» Besides, they give a financial guarantee to businesspersons to
undertake a business.

<




Chapter 6: The Role of Gender in Entrepr
eneurship




Introduction

Women entrepreneurial development is one of the important areas, |
n which, many countries have been focusing upon as a part of over
all human resource development.

Entrepreneurial development is one of the significant factors for sus
tainable socio-economic development.

Especially, development of women is inviting special significance b
ecause many Small and Medium Enterprises (SMEs) are well opera
ted through women and though it is less recognized.




* In order to ensure better support from various lev
els, It Is necessary to identify the motivational fac
tors which influence women to become entrepren
eurs.

* WWomen entrepreneurs play an important role in th
e entrepreneurial economy, both In their ability to
create jobs for themselves as well as for others.

. Desplte this, In most countries women still ré%?
Worlty of those thit startinew Ti
lAv/ad Ar aro ermall LA
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q_ack of appropriated women role models in entrepreneurship:

+ Role models are persons that by their attitudes, behaviors and a
ctions establish the desirability and credibility as choice (in this
case becoming an entrepreneur) for an individual.

« Lack of previous experience: The ability to discover and exploit
opportunities to create a new business depends largely on previous
education and work experience.

« Lack of relevant networks and societal positions: Women have,
In general,.a lower social position than men, which affects thwd 4

EtWO&S they Can aCCess.




« Lack of wealth: Women’s position in society has led to a lack of fi
nancial assets and relevant knowledge assets.

« Competing demands on time: Because of domestic responsibilitie
s, women do not have enough free time to develop either their entre
preneurial skills to become entrepreneurs or to develop an existing
business.

s Findings of some studies suggest that lack of time is one barrier
to most women, in most economies.

P




Measures to be Taken to Improve The Role of
Women as Entrepreneurs

 Accordingly, to promote entrepreneurship amongst wom
en, the following measures (success factors) are indicate
d.

1. Presence of female mentors, trainers and advisers, to
provide role models;

2. Group-based and individual measures, to give wome
na $ance to network;
[

y -Up supporting measure
‘ women an adequate incefie







