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TYPES OF ANALYTICS, THE VALUE THEY
PROVIDE, AND THEIR LEVEL OF
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Difficulty

Intangible assets on the rise
(S&P 500 market value)

Tangible assets

80

1975 1985 1995 2005 2015

Intangible assets

“The reasonable man adapts himself to the world.
The unreasonable man persists in trying to adapt
the world to himself. Therefore, all progress
depends on the unreasonable man.”

George Bernard Shaw, 1856-1950

Irish playwright, the only person to have received both the Nobel Prize for Literature
(1925) and an Oscar (1938).

Higher investments in innovation leads to higher lifespans

R&D as % of GDP Lifc expectancy at birth, in years



Pharmaceutical sector is the most R&D intensive

R&D expenditure pee
employee in the US, 20002010

Economic value of
disruptive innovations in 2025

Mobile internet
Automation of knowledge work
Cloud

Internet of Things

Advanced Robotics
Autonomous vehicles

Next generation genomics
3.D printing

Energy storge

Advanced oil and gas exploration
Advanced materals

Renewable energy
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Deaths from infectious discases

per 100,000 people in the US
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Mortality rates come down with medical innovation

Life expectancy

Deaths per 100,000
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THE FOUR LEVELS OF

e

UNCERTAINTY

A clear-enough future

Altemate futures

A range of futures

True ambiguity

One faces a Level 1 uncertainty: if the range of
possible outcomes is narrow enough for this
uncertainty to not be of importance for the decision at
hand [48]. Of course this does not mean that the
future is entirely predictable. but rather that a single
forecast of the future can be developed for managing
the innovation processes

face Level 2 inty when
the future can be described as one of a limited
number of altematives. In this case it is possible to
define a limited set of possible future outcomes, one
of which will occur [47]

Level 3 uncertainty is similar to Level 2 uncertainty,
in some respects. One can identify the range of
potential futures, but the possible outcome may lie
anywhere within the boundaries. No apparent point
forecast appears although the range is defined by
only a limited number of key factors (49]

For Level 4 uncertainties future outcomes are both
unknown and unknowable. Not even the range of
possible future outcomes can be identified [50].
Multiple dimensions of uncertainty interrelate and
create an environment that is more or less impossible
to foresee. Therefore. there is no basis to forecast the
future
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INNOVATION AND ITS FINANCIAL
REQUIREMENTS OVER TIME
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Ten Principles of Economics 3

1-1 How People Make Decisions 4
1-1a Principle 1: People Face Trade-offs 4
1-1b Principle 2: The Cost of Something
Is What You Give Up to Get It 5
1-1c Principle 3: Rational People Think at the Margin 6
1-1d Principle 4: People Respond to Incentives 7

Product innovation

1-2 How People Interact 8
1-2a Principle 5: Trade Can Make Everyone Better Off 8
1-2b Principle 6: Markets Are Usually a Good Way to
Organize Economic Activity 9
FYI: Adam Smith and the Invisible Hand 10
CASE STUDY: Adam Smith Would Have Loved Uber 11
1-2c Principle 7: Governments Can Sometimes
Improve Market Outcomes 11

1-3 How the Economy as a Whole Works 13 » Information

1-3a Principle 8: A Country’s Standard of Living Depends
on Its Ability to Produce Goods and Services 13 Fig. 3.1 Uncertainty reduction and growth of information during the innovation process
1-3b Principle 9: Prices Rise When the Government
Prints Too Much Money 13

Strategic Product Planning
Product idea
Product concept
Product development
Testing and validation

Vilfredo Pareto

MP

? Output =
THE 80/20 RULE? . ! -
] |
| ‘
L i |
-~ | |
Results I | |
s | | |
0 ! I ¥ Input
[ | \
| | |
e | | |
sox || } | |
Output Increasing Decreasirlg Returns |
S| s I | i
ettt I | |
[ i \
| | |
20% 1] e |
T |
! I
| | AP
1 X F
0 ‘ Input

|
Stage 1 Stage 2 ‘ Stage 3
1a



22l Wbyl a9
i Sl iy Slalllae ©
SN aley )b sl an 1 g ol f §aB0 alllas g (o)
ol Jolo g 42 ®
Ceoyd Oladlhas b anslie ;o iy Sl @
Ceop e b aslie o 2af glhs ups ®
7 ISl Sllllas sl gz Slllas sle Cugly) (e @

Jol s,
AaR

s iyl als9

s sl Sllas ©
o35 o yes 43,2 50 b (ol Slallas oSyl @

Feasibility

Concept ]lwmowmm~ |Imphmo«uﬂon ot Iclm-wl

Management  Project plan Last work package  Completed work

plan
Sample
deliverables | Preliminary  Budgetary cost  Definitive cost Lessons learned
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TOTAL COSTS AND REVENUES
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CANNELS OF DISTRIBUTION THE MARKETING MIX
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a st c i Competiti Ofigopoly Monopoly foiiely in bl 0
Number of sellers  Many Many Few, dominant  One
Individual firm's  Tiny Srmall Large 100%
market share
Type of product D s H
or differentiated by definition
Barrierstoentry  None Nene Substantial Complete
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information imperfect imperfact imperfect

Jol s, Jol s,

b/ Salazd] olallan b/ Sslazd] Olalas

Mg G i © sl aly©
Sdg gy 2ely slesls @ 9SSy axon B
Lol syl .\ © N3P st S ©
B i lies s Y 0 Soa lil y Jyame S 4y (5o slaa @
SI)ly e Gees ¥ 0 Saa ik g Jyaze SSE 4 198 Jby e @
Slole Gl s F O bl sle anie s in O
5N Uge) oS BB o e B © Sl s o) SSE @ @
Al asliyy pns £ O Sl sl cdled gan by s asliy ©
i S BB o Sl 55 @ Sk gle cdld i oLz ©
S yle s D3«
L3, condy «
ool 5,50 535S g
gare adpe B Cud
g«
sl 3, sl 3,



VY

willee/w\id wlallas

8,b®
bl n ige Jalgs @
85 ghaw 0
b Lol e
S sy o
& Jls @
Flegle @
(BEP) js s aais wlslne @

W b ©
idyse aley @
Slolo 5 olsyly @
soladl lslan; @
Jual cansg @

il canss @

Jol s,
Atd

LIFE CYCLE STAGES OF THE
BUSINESS

(‘stagen )( stage1 ) stage2 )( stages )( stauu)(staues)

Pre-venture | | Existence | |Early Growth| | Expansion Maturity Decline

Interest Launch Breakeven Profits Size Complacency
i i Stability Competition
Opportunity Sales Customers fnanang versificati
Growth Diversification| Profit Pressure
Offering Potential Viability Market Revenue
Market Share | | saturation Decline
Launch Breakeven Profits Size Complacency| [Close/Reinvent
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Single Payment Factors (F/P and P/F)

Single payment factors involve only P and F.

Cash flow diagrams are as follows:

F = given

P2

t Formulas are as follows:

F=P(1+i)n

P=F[1/(1+i)"7

‘ Terms in parentheses or brackets are called factors. Values are in tables for i and n values ‘

Factors are represented in standard factor notation such as (F/Pi,n),

where letter to left of slash is what is sought; letter to right represents what is given

i
A= F{(hi)"—l]
- A{(:Hi_)" 71]
1

wls wiallUas

)sS 2p)lS 5 (Bme ©

(1 ) F s @ldls cals ) A ablay

3

i .0
@y -1

SOl 0575 ;551 @

Sinking-Fund Factor
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i
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Uniform Series Compound Amount Factor
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Foo=F; +(F,*i) = F,(L+1) Single Payment Ff,c(ﬂi)'n i
F, = P+(P*i)=P(L+i)
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Single Payment Present Worth Factor
FEN O I
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Uniform Series Involving F/A and A/F

The uniform series factors that involve F and A are derived as follows:

(1) Cash flow occurs in consecutive interest periods
(2) Last cash flow occurs in same period as F

Cash flow diagrams are:

012345‘L 0o 1

I I

F=2? F = Given

F= A(F/A,I,n) ¢== Standard Factor Notation ===sp A = F(A/F,i,n)

Note: F takes place in the same period as last A

Typical Arithmetic Gradient Cash Flow

P =2
| i=10%
o 1 2 3 4 5
——
w !
550

600

4
00
ﬁram = base amount plus radient
Pa=? Pg=?
i=10% i=10%
0 i 2 g 0 3 4 5

ittt 1T

40 400 400 50
inyear 1 Po = 50(PIG,10%,5
is base P, = 400(PIA,10% 5) o= SHPIC10%.5)

amount Py = P, + Pg = 400(P/A,10%,5) + 50(P/G,10%,5)

Yo

Uniform Series Involving P/A and A/P

The uniform series factors that involve P and A are derived as follows:

(1) Cash flow occurs in consecutive interest periods
(2) Cash flow amount is same in each interest period

The cash flow diagrams are:

L LT J Pttt

P= A(P/A,i,n) === Standard Factor Notation ===sp A = P(A/P,hn)

Note: P is one period Ahead of first A value

Arithmetic Gradients

Arithmetic gradients change by the same amount each period

The cash flow diagram for the P

of an arithmetic gradient is: G starts between periods 1 and 2
P=? (not between 0 and 1)

" This is because cash flow in year 1 is
usually not equal to G and is handled
separately as a base amount
(shown on next slide)

)G Note that P is located Two Periods

Ahead of the first change that is equal
to G
Standard factor notation is

P = G(P/G,i,n)
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Example: Arithmetic Gradient

through year 5 at an interest rate of 12% per year is closest to:

(A)$1532  (B)$1,634  (C)$1,744 (D) $1,829
Solution:
Pr = 400(P/A,12%,5) + 30(PIG, 12%,5)
= 400(3.6048) + 30(6.3970)

of * 2 3 4 5 Yer =$1,633.83
I l J Answer is (B)
400
430 The cash flow could also be converted
490 into an A value as follows:
G=$30 520

A= 400 + 30(AIG,12%,5)
= 400 + 30(1.7746)
=$453.24

Example: Geometric Gradient

7% per year through year 10. Use an interest rate of 12% per year.

‘ (@)$5670  (b)$7,333 () $12670  (d) $13,550

Solution:

1 2 3 4 10 P, = 1000[1-(1+0.07/1+0.12)"°}/(0.12-0.07)
0o 1 l l =§7,333
1000 1070 \ Answer is (b)
1145
9=7%
1838 Tofind A, multiply Py by (A/P,12%,10)

Converting Arithmetic Gradient to A

Arithmetic gradient can be converted into equivalent A value using G(A/G,i,n)

A = base amount + G(A/G,i,n)

For decreasing gradients,
0 1 2 3 4 5 . .
— : ] change plus sign to minus
\ J BL .
26 A = base amount - G(A/G,i,n)
G
Geometric Gradients

Geometric gradients change by the same percentage each period

Cash flow diagram for present worth
of geometric gradient

There are no tables for geometric factors

Use following equation for g # i:

1‘ 2 3 4 n Py = Ay{1- [(1+g)/(1+1)]"}(i-g)

’ l where: A; = cash flow in period 1
At %o g = rate of increase
Note: g starts between

Ifg =i, Py=Ani(1+i
periods 1 and 2 A (g 9=, Py = Apni(1+)

Note: If g is negative, change signs in front of both g values
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FIXED INVESTMENT COSTS
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FIXED INVESTMENT COSTS

1) Land purchase i
2) Site Preparation and dev il oy
3) Civil work, structures s a5
4) Plant machinery and equ (ol Sl
5) Auxiliary and service il Sl
6) Environmental protection e Sy 3jlye
7) incorporated fixed esset &gz oo g J 3 ale s
) Pre production Silopepe | S slaazs
9) Contingencies (R
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Wl vlejlas PRODUCTION COSTS

k;\.@ Slalllas slpsig, © ( 4yl 350 ) Raw material
(b, Slegile) Factory supplies
(=l Utilities

(cs3p) Energy

(84 b pems 2y Slakal) Spare parts consumed

gy o, (1 o) Lo b il o guty Cuglsl sl Loy, ol ®
(Non-discounting criteria) L;s ¢ slolee ®

Urgency o

Payback Period Method o

Accounting rate of return (RoR) o (u514%5 5 =-ox5) Repair & maintenance

(l;L=s! 3>) Royalities
(Discounting criteria) ;s slo)lae ® (350203) Labour
(Net present value/NPV) s alls 35, SiSs o (250003 (Yl gla 43 ja) Labour overhead costs

NEUAYaUIL cslySs alls 55,) Suass o (481 Ly (sln 4 ja) Factory overhead costs
dnternal rate of return/IRR) (sle juw iS5l #5) L35 033l &5 S5 © (e, sla 4y 3a) Administrative costs
Benefit/Cost ratio) ls azjafgélis coms S5 © (er2e 2L o ls] 4z ju) Leasing costs

(eizens obl3L (la 42 ) Direct marketing costs

Jol 59,

wls wiallUas wls wlelUas

Urgency) ,s,o i, N © S ®
iyl @ B g A (&35 wloyu Cordge) 039, g0 b Slojl ®
oo ools (aiS (5 )pd s o 4 a5 Sl (gl o bzl (Ghgy ol 5 skt ©
(e S §)lons dle (ygmailinSTy (6,545 asliyy ool Sy Slaxl Mlke) sl LCILERN Capital Expenditure
S &o, ® Data for Bennett
P2} Company A o sume s

sl S5 (515 4 ol (8l w33 b aslyl ©
sy SR "
el ol Bl S sS w55 4 lye 3 O

Project A Project B

Initial investment $42,000 $45,000

- > Year Operating cash inflows
W ey o Lol b o Jlo U1 28l jo .09 5 el JL 3JUT o oo sao o
et b Gy 0ad e pln “"’_J"'J.,c:"'. 9‘415:“':" "J,"J 1 $14,000  $28,000 e

sl 00l plnil ((y0g1 i pl-dd jal o9 2 14,000 12,000
3 14000 10,000
_ . . 4 14,000 10,000

Al oo iSu kA e ccwdle iu s ail iy e aslp L@ 5 14,000 10,000 o

sl s,
w w
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Wl wlallas

Jee®
Payback Periods for
DeYarman Enterprises’ Calculation of the
Prajects Payback Period for

rojec Siee Rashid Company’s
Project Gold  Project Sil jaicomean

Tnitial investment 530,000 $50,000 Investment Projects
Year crating cauh inflows

. e ox Project X Project Y

1 § 5,000 $40,000 et
2 5,000 2000 Initial investment  S10,000 $10,000

3 40,000 8,000 Year Operating cash inflows

4 10,00 10,000 _—
s 10,000 10,000 1 55,000 53,000
Payback perind 3 years Iyears 2 5,000 4,000
3 1,000 3,000
4 100 4,000
100 3,000
Payback period 2 years 3 years

sl s,

Formulating Alternatives

Two types of economic proposals

< Mutually Exclusive (ME) Alternatives: Only one can be selected;
Compete against each other

+ Independent Projects: More than one can be selected;
Compete only against DN

Do Nothing (DN) — An ME alternative or independent project
; N0 New costs, revenues or savings

5-76

Wb wlallbs

(Payback Period) i3l 0,50 (g, .Y ©
il W
538 3 ol loyu b 0iS o Job o oy s ((PPM) Sl 030 ©
B ol almssy s (MAPP) J55 L5 oS3l (o) i ©
)K o9 "
AVl ael)s s e adgl aslo pos =l 0,90 olaws ©
D5 (o0 3y D ygallpd )0 S5b e dibpdy o, Wbl S>sS MAPP IPPM s o
i) Sl
hulen 29w sl a8 plyz GBS B 0 L den y gosed eole iy
oolu Blogyie
S 5 g5 L) o5an SIS Gl 88 S 0 iS00 g 59508 e ©
(Time Value of Money) Js; ile; Jb3,1 8,55 ks 5o (o)l

Jol 595

wls wlelUas

(Net Present Value/NPV) _alls Jxd 35,0 og, ¥ @
iy e W
loanje e 25 sy b A5 B Jel Sl e e Galls Jad )0 0
D gy ®
Sl o o5 o 0y NPV<O 315 552 o aidpndy ofgn «owl NPV>0 ST 0
sl g5 NPV=0
o39n yoe 090 N O
aloyes 51 S5 £ 59) 000 ¢ b (COSE OF Ccapital) ale s 5l oslizl ajo 3 K 0

(le oo 3L s

& CH .
NPV =" L_ — CF, 9.1)

A (T+ky O (

=" (CF, X PVIFy,) - CF, (9.1a)
&
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Selection of Alternatives by PW

For the alternatives shown below, which should be selected

if they are (a) mutually exclusive; (b) independent?

Project ID Present Worth
A $30,000
B $12,500
C $-4,000
D $ 2,000

Solution:  (a) Select numerically largest PW; alternative A
(b) Select all with PW > 0; projects A, B & D

578 ©2012by McGrawHil Al Rights Reserved

Example: Different-Life Alternatives

Compare the machines below using present worth analysis at i = 10% per year

Machine A Machine B
First cost, $ 20,000 30,000
Annual cost, $/year 9000 7000
Salvage value, $ 4000 6000
Life, years 3 6
Solution: LCM = 6 years; repurchase A after 3 years
PW, = -20,000 — 9000(P/A,10%,6) - 16,000(P/F,10%,3) + 4000(P/F,10%,6)

= $-68,961
- 20,000 - 4,000 in
PW, = gg,{n?go- 7000(P/A,10%,6) + 6000(PIF,10%,6)

Select alternative B

5-80

PW Analysis of Alternatives
+ Convert all cash flows to PW using MARR

<+ Precede costs by minus sign; receipts by
plus sign

EVALUATION
<+ For one project, if PW > 0, it is justified

<+ For mutually exclusive alternatives, select
one with numerically largest PW

~+ For independent projects, select all with PW> 0

577

Example: PW Evaluation of Equal-Life ME Alts.

Alternative X has a first cost of $20,000, an operating cost of $9,000 per year,
and a $5,000 salvage value after 5 years. Alternative Y will cost $35,000

with an operating cost of $4,000 per year and a salvage value of $7,000
after 5 years. At an MARR of 12% per year, which should be selected?

Solution: Find PW at MARR and select numerically larger PW value

PWy = -20,000 - 9000(P/A,12%,5) + 5000(P/F,12%,5)
=-$49,606

PW, = -35,000 - 4000(P/A,12%,5) + 7000(P/F,12%,5)

-$45 447

Select alternative Y

5-79
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Differences: Public vs. Private Projects sJlo Slallas

Characteristic Public Private
Size of Investment Large Small, medium, large dInternal Rate of Return/IRR) Js1s o3 &5 s, ¥ ©
iy a5 W
Life Longer (30 — 50+ years) ~ Shorter (2 - 25 years) b B U Ly st b byl &5 el (Discount Rate) Juss £, IRR o
5 ool 69955
Annual CF No profit Profit-driven U5 Lbgy ®
51 5 o5, b IRR<k 31 .55 83y 039, g IRR>K 51
Funding Taxes, fees, bonds, etc. ~ Stocks, bonds, loans, etc. Ao sl A % u:j :;LZ ;’J.\..;L I;R:Ii °
o ik
Interest rate Lower Higher il
Selection criteria Multiple criteria Primarily ROR
50=> “+C;1m, - CF, 9.2)
Environment of evaluation Politically inclined Economic =1
l”fﬁ CFy (9.2a)

Jol 9,
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PW,

W, AB _ APW,

EUAB AC  APW.

EUAC AB _ AEUAB
B/C >1= Accept AC  AEUAC
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The Executive Summary:

is placed at the beginning of the
business plan,

is 2 to 3 pages long,

is briefly conveived,

has a precise structure,

is clearly arranged.

is self-explanatory,
concise and
convincing,

NSNS SN SSNTS

serves as a guideline,
contains the essential information
and

NSNS

Content |Language

the most important data.

Fig. 3.3. Main requirements of an executive summary.

Worksheet for Assignment 2:

A description of your business

How did you arrive at your new idea?

What is your business name and why have you chosen it?

w

What experience and skills do you have that are particularly relevant to this
venture?

Who else will be working with you and what relevant experience and skills do
they have?

e

What professional advisers (accountant, lawyer, patent agent, etc) have you
used, or do you plan to use?

Under what legal form will you trade and why?

~

If your business is already trading, give a brief summary of financial and
marketing results and achievements to date.

BUSINESS PLAN

Worksheet for Assignment 1:

Business purpose and aims

Explain how you arrived at your proposition.

~

What makes you believe it will succeed?

w

Write a mission statement linking your product or service to the customer needs
itis aimed at.

-

Write vision and values statements.

o

What are your principal objectives:
(a) shortterm?
(b) long term?

List your tasks and action plans as you see them at present.

~

How much money do you think will be needed to get your business started?
Provide a short "shopping list’ of major expenses.

If you are considering a franchise or network marketing opportunity, have you
i the projections provided with a p i adviser?
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Worksheet for Assignment 4:

Customers

1 Whatis the geographic scope of the market you intend to serve and why have
you so chosen?

2 What customer needs will your product or service satisfy?

3 List and describe the main different types of customer for your product/service.

4 Which of these market segments will you concentrate on and why?

5 Match the features of your product/service to the benefits on offer to customers
in each of your chosen market segments. Provide proof, where possible.

6 Who are the innovators in each of your market segments?

7 What factors are important in the customer’s decision to buy or not to buy your
product/service?

8 Isthe market you are aiming at currently rising or falling? What is the trend over
the past few years?

9 What share of this market are you aiming for initially?

Worksheet for Assignment 6:

A plan for market research

- o o B W M =

What information do you currently have on customers, competitors, markets, etc?
What information do you still need to find, and why specifically do you need it?
What desk research will you have to carry out to answer this question?

What field research will you have to carry out?

How much time and money will be needed to carry out this market research?
Wha will be respansible for each element of the research?

When will all the key market research information be available?

Worksheet for Assignment 3:

A description of your products and/or services

1

~

w

o o s

Describe your product or service, as if explaining it to a novice.

Is it currently available for sale? If not, what needs to be done, how much will
that work cost and how long will it take?

Do you have, or plan to have, any legal protection such as patents? If so, explain
what you have done so far to establish your rights.

How is your product or service different from those already on the market?
Will you be providing any warranties, guarantees or after-sales service?

Are there any possibilities of developing new products or services
y to the one(s) ibed above?

Worksheet for Assignment 5:

Competitors

z
3

rs

o

1 List and briefly describe the businesses with which you will be competing directly.

Analyse their size, profitability and operating methods, as far as you can.

What are their relative strengths and weaknesses compared both with each
other and with your business?

What, in the light of this competitive analysis, do you believe to be the critical
factors for success in your business sector?

What is unique about your proposition that makes it stand out from the competition?




FIGURE P3.1 Five forces theory of industry analysis (after Porter)

Buyer power Supplier power
* Buyer concentration * Concentration of suppliers
* Relative size; buyer much bigger * Not important customer
« Buyer's ability for backward 10 suppliers r 1
or forward integration _—— « Threat of supplier backward Worksheet for Assignment 7:
« Price sensitivity & or forward integration R
‘\’*\- Relative size; suppliers Strategic framework
4 = \much bigger
"~ 7 Intensity of rivals /) : £ . .
{ * Mikot :,axh e/ f';’;‘:;\:}::’,‘;;:ﬁ:"" 1 Using Porter’s five forces, analyse the factors at work in your industry.
) * Rate of technological X « Capital intensity . .
N change « Access to marketing 2 Ifyou are expecting to be first to market, what other advantages for your

~__® Effect of five forces ) channels py N X

{ } ) Brand loyatty proposition can you expand on in your business plan?

\ /’ « Government regulations

\_/\ — D S enesbaires 3 Describe the strategic direction being pursued by the business you are/will be
'_",‘\’A‘:"y"i;“""’;;::,‘:°" " Threat of substitutes competing with, ie focus, differentiation, cost.
« Some powerful competitors 4 ﬁzfﬂ‘lfi'j;:’éfj“‘”g s w3y :
« High exit barriers + Rlaldtve partoininse 4 What strategic option will you be going for and why?
* Strong brands * Relative quality _
You can see a video clip of Professor Porter discussing the five forces model
on the Harvard Business School website (http://hbr.org/2008/01/the-five-
@ av

worksheet for Assignment 9:

Advertising and promotion

Worksheet for

1 Prepare a leaflet describing your product/service to your main customers. Pricing
{Don't worry if you don’t plan to use a leaflet — the exercise will serve to ensure
you have put your offer in terms that recognize customers’ needs, rather than
simply being a technical specification.)

Assignment 8:

List all the costs you are likely to incur in making or marketing your product.

~

Refer forward to Assignment 21 and then calculate the fixed and variable costs
associated with your product.

[N

Write a press release announcing the launch of your venture. List the media to
wham you will send the release.

. 3 Using the costs as calculated above and your profit objective, calculate the
3 Prepare an and pr plan for the year, ' ‘
. optimal price you should charge.
(a) what you want to happen as a result of your advertising;
(b) how much it's warth ta you to make that happen; 4 What price do your competitors charge?
fc) what message(s) you will use to achieve these results; § Compared with your product/service how much better/worse are those of your
{d) what media you will use and why; competitors?
{e) how the results of your advertising will be monitored; 6 Are any of your possible market segments less price-sensitive than others?
{f)  how much you will spend. R N B
7 Does your answer to question 6 lead you to believe that there is an opportunity
4 Ifyou have already done some advertising or promotional work, describe what

to sell at different prices in each market segment - so enhancing profits?

yau have done and the results you have achieved. Has your wark on this
assignment given you any pointers for future action?
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Worksheet for nment 11:

The selling meth:

Describe briefly the main operational aspects that are involved in ensuring that
your strategy is successhully implemented. In particular, you should consider

1 Who will conduct the selling for your business, and have they been
professionally trained to sell?

What selling methods will they employ?
‘Will you use point-of-sale material - leaflets, brochures or videos, for example?
‘Who will manage, monitor and control your sales effort and how will they do so?

@ e ow o

Deseribe the selling process, leading from an unaware prospectta a
converted client, covering identification of decision makers, overcoming
objections, gaining agraement, atc

L

What procedures do you have for handling customer complaints?

‘What incentives are there for people to meet sales targets and how will you
mativate them to do s0?

®

Who will direct, manitor and control your sales effort and what exparience/
skills do they hava?

Haw long is the process from becoming aware of your product or service to making
the buying decision, receiving the product or service and finally paying for it?
This will have an impartant bearing on your cash-flow and initial sales forecast

What sales volume and activity targets, such as calls per day, etc, have you
setfor each salesperson or selling method?

‘What processes will you use to ensure you are paid on time?

Worksheet for Assignment 13:

People and related administrative pro

Describe briefly the main ‘people’ aspects that are involved in ensuring that your
strategy is successfully implemented. In particular, you should consider:

1 Who else apart from yourself does your venture need from the outset and in
the first year of operations?

inmind?

2 How will you go about recruiting them?

3 What pay and reward system will you use?

4 What steps will you take to manage them effectively?

5 Do you envisage any legal issues in recruiting and employing the staff you have

1 What typs and size of pramises are raquired for your business?
2 Describe the location

3 Why do you need this type of premises and location? What competitive
advantage does it give you?

1f freehald what is/are the:

- value?
morigage autstanding?
~ monthly rapayments?

- mortgage with whom?

If leasehald:

~ Whatis the unexpired period of lease?

~ Isthere an option to renew?

~ Whatis tha present rent paymant?

~ Whatis the dste af rent payment?

~ Whatis the date of the next rent review?
& Wh

/e on your business premises?

What are the insurance details:
- sum insurad?

= premium?

Are these premises adequate for your future needs? If not. what plans do you have?

1f you have not found your premises yet, what plans do you have to find them?

3

What channels of distribution are used in your field; which do you plan to use
and why?

Worksheet for Assignment 12:

Making, outsourcing and supplies

Describe briefly the main ‘manufacturing’ aspects that are involved in ensuring that
your strategy is successfully implemented. In particular, you should consider:

1 How much of your product or service do you plan to produce in-house?

2 If you are making a product, describe the production process; also explain how
your principal competitors go about manufacturing.

w

What plant and equipment will you need, what can it do, how much will it cost
and where will you get it from?

'S

What bought-in materials and/or services will you need, where will you buy
them from and how much will they cost?

o

How will you equip your office?
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Worksheet for Assignment 15:

Building a website

Do your competitors or other similar organizations have websites, and if so
what functions are carried out there?

~

Will you sell some or all of your products and services on your website, and if
so which and why?

w

What other operational activities could you carry out via a website?

-

If you do plan to sell on the internet, will you sell your self or through an
intermediary and why?

@

How will you get paid and fulfil web-based business?

What steps will you take to drive traffic to your website?

~

Are there any revenue-generating opportunities other than selling that you can
pursue?

Who will design your website?

©

How will you upload new information to your website, keeping it current and
topical?

Have you incorporated the cost implications of building and running your
website in your financial forecasts?

Worksheet for Assignment 17:

The sales forecast

Provide details of any firm orders on hand.

~

Provide details of all customers you expect to sell to over the forecast period,
and how much you expect to sell to each.

w

Give market research data that support or verify these forecasts. This is
particularly important for ventures in the retail field, for example, when names
of customers are not necessarily known in advance.

-

Prepare a sales forecast by value and volume for each major product group
(eg for a hotel: restaurant, off-l ) g the whole period
of the business plan — eg up to five years (monthly for years 1 and 2 and
quarterly thereafter).

o

Support your forecast with examples from other similar ventures started
recently, and drawing from company accounts and other sources.

@

Give an estimate of the likely market share that these forecasts imply.

Worksheet for Assignment 14:

Legal and regulatory factors affecting operations

Does your venture require a licence to operate?

~

Will you be holding data on customers, suppliers and employees, and if so
what are the implications of the Data Protection Act on your plans?

w

Does your proposed advertising, both print and website, comply with the
various advertising regulations?

How will you handle refunds?

Will you have to register for VAT, or could it be to your advantage to do so?
If you have to register for VAT, which is the best scheme for you?

How much tax do you expect to have to pay?

Will you have to collect and pay tax for any employees?

© @ N o o &

How much national insurance will you be responsible for paying?

Have you incorporated the cost implications of these operating regulations in
your financial forecasts?

Worksheet for Assignment 16:

Communication systems

1 What telephone and absent answering systems do you plan to use and why?
2 Determine the specification of your computer system.
3 How will you handle your incoming and outgoing mail?

4 What back-up systems will you use to ensure vital data is not lost?
5 Describe the software you will need to ensure your business can run effectively.
6 What hardware other than a computer will you require?

7 How will you ensure your computer system is kept virus free?
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Worksheet for Assignment 19:

Pro forma profit and loss statement

Using the format on the pro forma profit and loss account sheet (Table 19.4) or
a spreadsheet (see above for source of a free spreadsheet):

1 Construct a profit and loss account for years 1,2, 3, 4 and 5, assuming you

achieve the level of sales in your sales forecast. Include a statement of key
assumptions made.

~

Construct a four-line summary (sales, gross profit, operating profit and profit
before tax) of your profit-and-loss accounts for the full five years (annually).

w

Carry out a sensitivity analysis, noting by how much each of the following must
change seriously to affect the apparent viability of your business plan:

(a) Sales lower by x per cent
(b)  Fixed costs higher by x per cent
(¢) Cost of goods sold higher by x per cent.

Using the format on the break-even analysis sheet (Table 21.1):

TABLE 21.1

Cslculate your gross profit

Projected sales £/5/€
- Direct costs:
Purchases (material costs) £isie
Labour costs /8¢
= Gross profits £/5/€ (A
2. Calculate your gross profit margin
Gross profit (A) £/8/€
- % 100
Sales E/S/E
= Gross profit margin % (Bl
Notes:

Worksheet for Assignment 18:

Pro forma cash-flow statement

Using the format on the pro forma cash-flow statement sheet (Table 18.2) or using
a spreadsheet (see above for sources of free cashflow spread-sheets):

1 Construct a cash-fi for the pre-trading period leading up to
‘opening’ day.

2 Construct a cash-flow statement for years 1,2, 3, 4 and 5 assuming that you
achieve the level of sales in your sales forecast.

Remember you should produce years 1 and 2 monthly and years 3, 4 and 5 quarterly.
Do not forget to state the key assumptions that you have made in arriving at your
figures.

Worksheet for Assignment 20:

Pro forma balance sheet

Using the format on the pro forma balance sheet (Table 20.3) or a spreadsheet
(see above for source of a free spreadsheet):

1 Construct a balance sheet for your business as it might look on the day before
you start trading. This should be done now.

2 List and explain the assumptions underpinning your financial forecasts.

3 Construct a balance sheet atthe end of years 1,2, 3,4 and 5 assuming you
achieve the level of sales in your sales forecast. These should be done after you
have completed the pro forma profit and loss account (Assignment 19) and pro
forma cash-flow forecast (Assignment 18).
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1 Construct a break-even analysis for year 1 of your business from the figures
calculated in the last three chapters. You can use the Wavendon example

~

w

below as a guide, or use a spreadsheet as given above.

Estimate the effect of the following events on your break-even point for each year:

{a) a 10 per cent rise/fall in sales volume;
(b) a 10 per cent rise/fall in unit selling price;

(c) @10 per cent rise/fall in variable costs per unit of sale, eg a meal;

(d) a 10 per cent rise/fall in fixed costs;

(e
‘volume’ of product must you sell to break even?

Look back ta Assignment 8 on Pricing, and review your proposed selling price in

the light of work/research carried out during this assignment.

a requirement for achieving your profit objective by year 1 — now what

ny

@

If you plan to issue shares, how will you value the business?

~

What percentage of your venture would you be prepared to sell to raise the
required funds?

What exit route(s) could be open to potential investors?

What security, if any, is available as collateral for any loan?

Secunty  Value £/S/€
Total £/8/€

Wil you be receiving any grants or loans to help to finance your business
(other than from the organization to which you are now applying)?

Source  Date  Fundsprovided  Amount £/5/€
Total £/8/€

What further private cash, if any, is available to invest in the business?

Source  Date  Fundsprovided  Amount £8€
Total £/

What are the key risks that could adversely affect your projections?
(These could includa technical, financial and marketing risks.}

Riskarea  Financial impact on:
Sales  Profits

What contingency plans do you have to either manage or minimize the
consequences of these risks?

Riskarea  Plan  Effect

3 Calculate your overheads
Indirect costs:
Business satanes

Gineluding your own drawings)

leg depraciation of fixed assets]

SEEEEE BEmEEEES

3

= Overheads

Ovarhesds (€] et
S ———
Gross profamargn 8) %
= Breakeven sales £/8% (D)
& Calculats the monthly target to break even
Broak-even saies (DI /34
B

= Monthly braak-even sales £/

Worksheet for Assignment 22:

Financing requir

Based on your financial projections, state how much cash you need to raise to set
up your business, and how and when you propose to repay it. Use the questions
below as the format for your worksheet:

1 Based on the maximum figure in your cash-flow forecast, how much money do
you need and what do you need it for?

~

How does this compare with the sum that you and your partners or
shareholders are putting in (ie level of gearing)?
Bosiirio = Total funds required for business
9= Money putin by you + shareholders
For example, if you already have £/8/€1,000 of assets and are looking for a loan
000, the funds required are £/8/€5,000. If you have already invested

£/8/6500 and plan to put in a further £/8/62,500, then your gearing is:

6000 6,000
500 +2,500 3,000

pal

w

‘Where do you expect to raise the funds you need to finance your business?

-

Prepare a schedule showing when you need these funds.

@

How and when will any borrowing be repaid? Do a list like this:

Source of repayment  Amount £/5€  Date
Total £/5/€




Worksheet for Assignment 26:

Writing up and presenting your business plan

1

Who do you propose to send your business plan to first, and why have you
chosen them?

Write a first draft of your business plan along the lines recommended.
Who can help you to edit and rewrite the final version of your plan?

Prepare and rehearse a presentation of your business plan.

n e W~

Who aside from your team can you enlist to advise on your business plan?

Worksheet for Assignment 23:

Financial controls

1 What bookkeeping and accounting system have you chosen and why?

2 What control information does it produce and with what frequency?

3 Who will keep the books and produce the accounts?

4 What will your basic business ratios be if you achieve your financial objectives?

5 How do those ratios compare with those of either a competitor or your current
organization?

6 Whatwould you consider changing as a result of carrying out your ratio
analysis (for example, collect money in faster, carry less stock)?

“All people are entrepreneurs, but many don’t
have the opportunity to find that out.”

Muhammad Yunus, 1940~

Nobel Peace Prize-winning Bangladeshi economist, founder of Grameen Bank, which
provides microcredit loans to developing-country entrepreneurs.





