MNE3701 –Entrepreneurship & Small Business management

Question 1&2 Overlaps

[bookmark: _GoBack]Explain the five steps in the Risk Management process (5)
1. Identify risks
· Analysis of financial statements and firms operations, policy checklists…
2. Evaluate risks in terms of size and probability
· critical, important and unimportant
3. Select methods to manage risk
· risk control: risk avoidance – choosing not to engage in activities risk reduction – lessening the severity of losses
· risk financing: risk transfer – insurance or contractual agreements
· risk retention – financing loss by itself
4. Implement decision
· purchasing insurance or setting funds aside
5. Evaluate and review
· new risks arise and old ones disappear

Discuss the steps in the Marketing research process (10)
1. Identifying the information need
· venture’s informational needs to be correct and in detail, then marketing  research will produce meaningful results
· ex. target market? Willing to pay? Disposable income? Geographic info? Quality?
2. Searching for secondary data
· Secondary research is less expensive than primary research.
· sources: Stats SA, Bureau for Marketing Research(Unisa), search engines
· Shortcomings:  outdated, may not fit requirements, credibility of sources.
3. Collecting primary data
· Collected by means of observational and questioning methods.
· important considerations:  - differences between observational and questioning method		
· the high value of personal observation in small business
· considerations in questionnaire design:
· observation has 3 benefits – provides useful info, economical, avoids potential bias
· surveys and experimentation are both examples of questioning methods
· four types of surveys – mail, telephone, personal interview or e-mail
· a questionnaire is the basic instrument for guiding the researcher and respondent
4. Interpreting the data gathered
· data must be transformed into usable information to make sound business decisions
· Specialised computer programs are designed to summarise large quantities of data.

Describe the approach that serves as guidelines in determining a promotional budget (4)
Allocating a percentage of sales
· Allocating a percentage of sales to promotion (ex. 30% of turnover)
· Disadvantage – when sales decline, less money is spent on promotion, which does not solve the problem.
Deciding how much can be spared
· Spending whatever is left over on promotion after paying all expenses.
· Disadvantage – it ignores promotional goals, because different approaches to promotion are required.
Spending as much as one’s competitors
· Business hopes to reach same customers by duplicating competitors promotional efforts
· Disadvantage – may result in copying of competitors mistakes
Determining what it will take to do the job
· Based on proper market analysis and all the alternatives available as promotional channels
· Preferred approach to promotional expenditure.
· Disadvantage – very time consuming and requires a greater understanding.




Explain the five key factors that must be considered when choosing the location of a business (10)
1. Customer accessibility
· Retail outlets and service firms are businesses that must be located to make access easy.
2. Business environment conditions
· Weather, competition, crime, legal requirements and tax structures.
3. Resource availability
· Proximity(nearness) to raw materials, suitability of labour supply, availability of transport
4. Entrepreneur’s personal preferences
· Choice of local site or location offering unique lifestyle advantage
5. Site availability and costs
· Either close to the customer (retail) or the supplier (supplier of intermediate goods)
· leasing a site is advisable because a large cash outlay is avoided and thus reduces risk






Discuss the eight psychological and sociological influences on consumers and their relevance on consumer behaviour (8)
Four psychological influences:
1. Needs
· Starting point for all behaviour
· Basic needs
· physiological(hunger), social(what you wear), psychological(what you think), spiritual(emotion)
2. Perceptions
· Processes that give meaning to the stimuli confronting customers
· Perceptual categorisation
· grouping similar things, to manage huge quantities of incoming stimuli
3. Motivations
· Intrinsic/extrinsic force that organises and give direction to the tension caused by unsatisfied needs
· Unsatisfied needs create tension within an individual and is then motivated to reduce the tension
4. Attitudes
· an enduring opinion based on knowledge, feeling and behavioural tendencies
· an attitude may act as an obstacle in bringing a customer to a product
Variables that influence customer on a social level:
1. Culture
· The social heritage of humanity and is reflected in behavioural patterns and values
· cultural norms create product-related acceptable behaviours that influence what customers buy
· ignoring cultural beliefs and customs may be offensive
2. Social class
· divisions within a society with different levels of social prestige
· Determined by following factors: occupation, possessions, income level/source of income, education.
· social class influences the type of product purchased and the actual purchasing process
3. Reference groups
· group of individuals that influences purchasing behaviour of individuals
· examples – friends, family, classes at school, business associates
· reward power and coercive power – group’s ability to give and withhold rewards (recognition and praise)
· referent power and expert power – exist because individual attaches great importance to being like group
4. Opinion leaders
· group members with leadership and communication advantage in their fields
· they are normally visible, knowledgeable and exposed to the media

Discuss the various types of compensation and incentive plans that employers can consider (7)
Remuneration (money) is still and will always be a determining factor in business and business must therefore ensure that its salaries and wages are competitive and motivational.

Financial incentives
· To motivate employees to increase their productivity (excluding salaries and wages)
· Pointers to develop effective bonus plan:
· set attainable goals
· keep updating goals (adjust to meet changing needs)
· formulate meaningful goals	
· aim carefully (be sure to reward desired behaviour)
· make it a two-way communication process
Fringe benefits
· By law small businesses are obliged to pay their employees the following benefits:
· unemployment insurance
· workmen’s compensation
· Other benefits may include: retirement plan, study assistance, housing, motor allowance, parking, medical aid, etc.
Employee stock ownership plans
· Employee stock ownership plans(ESOP) – opportunity for employees to won a share in the company 
· purpose – to increase productivity and a feeling of security






















Question 1 – Answer ALL questions


Explain the source of outside management assistance available for use by business owners (7)
· Business incubators
· organisation that offers office space, and managerial and clerical services to new business ( Exhibit 18-5)
· Student consulting teams
· teams of students under guidance of faculty member, work with owners of small firms to analyse and devise solutions to their business problems
· Management consultants – range from large global firms to one- and two- person operations.
· Entrepreneurial networks
· Other business and professional services
· Retired executives
· SCORE - small business owners can obtain free management advice from a group called service corp of retired executives. 
· Score is an organisation who serve as consultants to small business managers


Explain the nature of purchasing practises/policies (4)
Purchasing practices and profitability
· The make-or-buy decision – made by business itself or purchased from outside suppliers
· Reasons for making component parts 
· Reasons for buying component parts 
· Outsourcing – contracting certain business functions to other external businesses
· Buying on the internet – saves time and costs
· Diversifying sources of supply – reasons for concentrating on one supplier 
· Reasons for diversifying sources 


Explain in detail the four-stage, structure approach to product development (10)
1. Idea accumulation from sources
2. Business analysis
· 4 key factors: 
· products relationship to existing product line
· cost of development and introduction
· available personnel and facilities
· competition and market acceptance
3. Total product development to prototype
4. Product testing to prove acceptability
Describe six sources of employee recruitment (6)
· walk-ins (unemployed walking from door to door)
· internet recruitments
· schools
· “help-wanted” advertisements
· public employment offices	
· temporary help agencies
· private employment agencies	
· employee referrals
· executive search firms


Explain the four stages of the consumer decision making process (5)
1. Problem recognition
·  when customer realises that his current state differs significantly from some ideal state
· factors that influence customers recognition of a problem:
· change in financial status (salary increase)
· change in household characteristics (birth of baby)
· normal depletion (last tube of toothpaste)
· product or service performance (dvd player breaks)
· past decisions (poor repair on car)		
· availability of products (introduction of new product)
2. Information search and evaluation
· collection and evaluation of appropriate info from sources (internal, external)
· evaluative criteria – used to identify characteristics of product/service and compare brands
· evoked set – group of brands that customer is aware of and willing to consider to satisfy need
· Exhibit 13-5
3. Purchase decision
· where and how to make the purchase
· store layout, sales personnel and point-of-purchase displays are very important to ensure retention of business
4. Post-purchase evaluation
· entrepreneur should retain customer and ensure future sales
· cognitive dissonance – tension that occurs when customer has second thought as to the wisdom of their purchase
· exhibit 13- 6




Explain the components of consumer satisfaction (4)
· basic elements – the elements that customers expect all competitors to deliver
· general support services – customer assistance
· recovery process for counteracting a bad experience
· Extraordinary services that will add an extra benefit to the customer’s specific need


Briefly explain the 3 major categories of the e-commerce business model that can be used (6)
Types of customers served: 
· business-to-business(B2B) model – selling to businesses
· business-to-consumer(B2C) model – speed of access and transaction, 24/7 e-tailing
· auction-site models – web-based businesses that sell products by auction

Degree of online presence: 
· content-/information-based model – only provides access to company information
· transaction-based model – buying or selling on a website (online store)


Explain the potential benefits of locating a start-up on the internet (9)
E-commerce – paperless exchange of business information via the internet
· small firms can compete with larger businesses
· sales cycle is shortened because most sales are credit card sales which means that money flows in immediately
· one-on-one customer relationships through electronic customer relationship marketing (e-CRM)

Attractions & challenges of creating a home-based business (8)
Benefits of home-based business
· financial considerations – cost benefit of living in a location and conducting business from the same area
· family lifestyle considerations – opportunity to spend more time with family within work parameters (Exhibit 9-3)
Challenges of operating a business from home
· family and business conflict – spatial and no spatial boundaries should be in place to prevent conflict
· business image – maintaining an image of professionalism when working at home is a major challenge
· legal considerations – legal requirements, zoning ordinances, tax issues, insurance considerations
Describe advertising as promotional option available to small business management (12)












Explain step by step, how to evaluate/select the best chef from a number of shortlisted candidates (10)
























Discuss the important elements of customer relationship management (3)

· basic elements – the elements that customers expect all competitors to deliver
· general support services – customer assistance
· recovery process for counteracting a bad experience
· Extraordinary services that will add an extra benefit to the customer’s specific need
Question 2, 3 & 4 – Answer any TWO questions


Calculate: Return on assets, debt firm is using, Rate of return on equity
Rate of return on total capital (return on assets) =       operating income
				        			Total assets

Return on equity capital =      Net income   	
			       Common equity

Return on creditors capital = interest rate charged on debt

Measuring return on investment
Two procedures to determine return on investment:
 - operating income return on investment and operating income(earnings before interest and taxes)

Understanding the return on investment
Entrepreneur should know why the return is high or low.

Operating profit margin =     operating profits		Total asset turnover =        sales    	
				  Sales						total assets

Operating income ROI =       operating profits    x           Sales     	
				Sales		      total assets

Financing of assets
To calculate a firm’s debt of equity financing
Debt ratio =     total debt
	            Total assets


Times interest earned ratio =      operating income
				Interest expenses








Describe any four rules that apply in naming a product (4)
1. a name that is easy to pronounce and remember
2. choose a descriptive name
3. use a name that can have legal protection
4. select a name with promotional possibilities
5. select name that can be used on several product lines of a similar nature



Explain the difference between a penetration pricing strategy and a skimming price strategy (5)
· Penetration pricing
· setting lower than normal prices to increase market share or hasten market acceptance
·  Skimming pricing
· Setting very high prices for a limited period. (unique or prestige products)
·  Follow-the-leader pricing 
· prices of major competitor form the basis of pricing
· Variable pricing
· setting different prices in order to offer price concessions to certain customers
· Flexible pricing
· based on special market conditions and competition
· Price lining
· setting a range of several distinct merchandise price levels (cars)
· What the traffic will bear 
· can only be used when there are no or few competitors in the same market



Briefly explain the benefits of forming strategic alliances with other small businesses showing how these benefits affect the business positively (6)

· Sharing technology	
· Cutting costs
· Entering new or foreign markets
· Raising capital
· Conducting cooperative research






Components of a physical distribution system (11)

· Transportation
· Planes, trucks, railroads, pipelines and waterways
· Choice depends on costs, transit time, reliability, capability, accessibility and traceability
· Transport intermediaries are classified according to:
· Common (transport intermediaries available for hire to the general public)
· Contract (transport intermediaries that work with individual shippers)
· Private carriers (line of transport owned by shippers)
· Storage
· Can own its own warehouse or rent space in public warehouses
· When making use of middlemen or wholesalers, the title of the goods is transferred and so is the responsibility of storage
· Materials handling
· There has to be appropriate materials handling equipment such as fork lifts, appropriate packaging
· Material and containers to ensure that materials arrive at their destination undamaged
· Delivery terms
· Important to determine which party is responsible for aspects of the distribution
· Aspects include: paying of freight costs, selecting carriers, bearing the risk of damage in transit and selecting the modes of transport
· Logistics companies provide specialised transport and distribution services
· The simplest delivery term is free on board origin freight collect. This transfers all responsibility of freight costs to the buyer


Discuss the three techniques commonly used in making capital budgeting decisions (8)
· Accounting return on investment 
· evaluates capital expenditure based on the average annual after-tax profits relative to the average book value of an investment
· how many rand in average are generated per rand of average investment
· Formula: 	    Average annual after-tax profits   	
		   		   Average book value of the investment
· Payback period
· measures amount of time it will take to recover the cash outlay of an investment
· how long it will take to recover the original investment
· Formula: p 449
· Discounted cash flow
· compares present value of future cash flows with the cost of initial investment
· how PV of future benefits from investment compares with investment outlay
· NPV – present value of expected future cash flows less initial investment outlay
· internal rate of return – rate of return a firm expects to earn on a project

Describe the distinctive features of small business management (12)
· Professional level management
· Small business management differs from normal corporate management
· Entrepreneur manages his business until it reaches point where professional managers are appointed
· Founders as managers
· Founders are creative, innovative and risk taking individuals who thrive on continuous opportunity identification
· They also neglect professional management practices.
· The need to progress from start-up owner to professional manager is critical for growth
· Managerial weaknesses in small businesses
· weaknesses are normally found in financial management (cash flow management) and marketing management
· Constraints that hamper management
· Limited cash and professional staff, and a general lack of basic business skills
· Firm’s growth and management
· As new business grows, its organisational structure and pattern of management changes
· Management of growth will always be a difficult task
· Small business growth stages: one-person operation - player coach - intermediate supervision - formal organisation
· Exhibit 18-2 NB!
· The manager as a negotiator
· Must create a win-win benefit situation for all parties involved
· Negotiation – two-way communication process to resolve differences in needs, goals or ideas



Describe the four basic factors that determine how the nature of a firm affects its financing sources (7)
1. Economic potential
·  Rate of return that are potentially high, create value for investors and will be attractive.
2. Company size and maturity
· during start-up the business will have difficulty attracting finance or investment
· the growth phase attracts investment
3. Types of assets
· financing institutions finance two types of assets: tangible assets and intangible assets
4. Owner preferences for debt and equity 
· entrepreneurs in the USA can easily acquire finance for starting up

Describe the types of credit available to small business owners (9)
· consumer credit
· open charge accounts (small accounts at department stores)
· instalment accounts: (large purchases such as cars)
· revolving charge accounts (instalment account with credit limit)
· credit cards
· bank credit cards (visa/master card)
· entertainment credit cards (diner’s club card)
· retailer credit cards (Edgar’s card)
· trade credit
· based on short-term funds in the form of accounts payable
· between 30-120 days
· Equipment loans and leases – option to lease or loan equipment according to a medium-term framework

Describe the type of information that should be included in a customer profile (4)

· Transactions – complete purchase history
· Customer contacts – Sales calls and service requests, incl. initiated contact
· Descriptive information – Background information used for market segmentation/analysis 
· Responses to marketing stimuli – How customer responded to marketing


Explain the advantages/disadvantage advertising media option available for small businesses (10)
[image: ]
Fundamental reasons for developing a business plan (8)
· To sell yourself to the business
· You need to convince yourself that starting the enterprise is right for you – both from a personal viewpoint and an investment viewpoint
· Obtain bank financing
· Banks are now requiring entrepreneurs to include a written business plan with any request for loan funds. 
· As a consequence ,securing a loan from a bank is more difficult
· Obtain investment funds
· The  business plan is the “admission ticket” to the venture capital or so-called capital from private investors
· Arrange strategic alliances
· Joint research, marketing and other efforts between small and large enterprises have been increasingly common in recent years, and all these efforts require a business plan
· Obtain large contracts
· When small enterprise seek substantial orders or on-going service contracts from major enterprises they must have a business plan. 
· Attract key employees
· a small, growing enterprise finds it difficult to attract key employees and to interest the best people in taking the necessary risks
· Complete mergers and acquisitions
· a sound business plan can help you to sell your enterprise to a large corporation
· Motivate and focus your management team
· as smaller enterprises grow and become more complex, a business plan plays an increasingly important roles in keeping everyone focused on the same goals




Discuss the benefits of a business plan (5)
· Systematic realistic evaluation of the new venture’s chance of success in the market
· Identify the key variables and primary risks that will determine the success of business
· Game plan for managing the business successfully.
· Management instrument for comparing actual results against targeted performance.
· Primary tool for attracting money in the hunt for resources







Basic principles of a sound insurance programme (3)
· identify insurable business risk
· limit coverage to major potential losses
· relate premium costs to the probability of loss


Identify and discuss the seven factors to consider in choosing among the primary legal form of an organisation (7)
1. Initial Organisational requirements and costs
· Rise as formality of organisation increase
2. Liability of ownership
· Some legal forms have built in dis-advantage of unlimited liability for the owners
3. Continuity of the business
· Some legal forms are immediately dissolved on the owners death
· Other on the other hand offers continuity, the status of an individual investor does not affect existence
4. Transferability of ownership
· Ownership is transferred most easily in the corporation
· Ability to transfer ownership is nor good or bad, depends on owners preferences
5. Management Control
· Sole proprietor has absolute control of the firm
· Control within partnerships is normally based on majority vote
6. Attractiveness of raising capital
· Corporation has distinct advantage when raising new equity capital, due to the ease of transferring ownership through the sale of common shares and the flexibility of distributing shares
7. Income Tax
· Has a major impact on an owners selection of a form of organisation
· Two fold question needs to be considered:
· Who is responsible for paying tax
· How is tax liability determined
· Sole proprietorship
· Report income from the business on their individual tax return
· Partnership
· Reports income it earns to the internal revenue service
· Partnership itself does not pay any tax
· C Corporation
· Reports its income and pays any taxes related to these profits
· Owners must report on their personal tax return any payments made to them

Describe briefly the five different types of manufacturing operations (5)
· Job shops
· short production runs are used to produce small quantities of unique items (machine shops)
· Repetitive manufacturing
· long production runs are used to produce a large quantity of a standardised product (assembly-line production of automobiles and other high-volume products)
· Batch manufacturing
· intermediate(between job shops and repetitive manufacturing) in volume and variety


Briefly explain the major considerations in structuring a distribution channel (4)
· Cost
· For certain products, the more intermediaries, the higher the cost will be. 
· Other products might incur higher  cost when using direct channel
· Coverage
· can increase market coverage through indirect channels of distribution
· Control
· Direct channel of distribution has better control. Entrepreneur must carefully select intermediaries.




Briefly explain the types of internal accounting records that can be used in small business (7)
· Identify types of transactions that require owner authorisation
· establish procedure to ensure that checks presented for signature are accompanied by supporting documentation
· limit access to accounting records
· sending bank statements directly to the owner
· safeguarding blank checks
· requiring employees to take regular vacations so that irregularities can be revealed
· control access to computer facilities






Explain the methods that can be used to control inventory and minimise inventory costs (6)
Reducing inventory to free cash
· Optimal minimisation of inventory to decrease inventory-carrying costs
Monitoring inventory
· Identification of the content of inventory and the time span of the inventory carried
· Computers can provide assistance in inventory identification and control
Controlling stockpiles
· Large amounts of inventory is normally purchased in small businesses because of:
· unrealistic demand forecasts
· satisfying total market’s demand
· prices consciousness
· Entrepreneurs must manage inventory in a balanced and cost-effective way
































Identify and explain any five managerial tasks to perform as an entrepreneur (10)
Planning activities
· The business plan is the main planning blueprint of the business
· Continuous planning is essential
· The need for formal planning
· Thinking business issues through improves productivity. 	
· Evidence of planning increases credibility with bankers, suppliers and outsiders.
· Types of plans – strategic long-range(5-10 years), short range(1day-1year), business policies, standard procedures
Leading and motivating
· Personal involvement of entrepreneur in the daily work yields high motivational value
· An effective leader empowers employees with the necessary motivation and sound communication
· Techniques for two way communication:
· periodic performance review sessions to discuss employees ideas, questions, complaints and job expectations
· bulletin boards to keep employees informed
·  suggestion boxes
· formal staff meetings to discuss problems and matters of concern
· breakfast of lunch with employees to socialise
Creating an organisational structure
· The initial structure of a small business is normally unplanned
· Entrepreneur will probably manage all functions, and later on new employees may be appointed to fulfil three management tasks of administration, finance and marketing
· Chain of command - vertical channel of communication in an organisation
· line organisation - simple structure in which each person reports to one supervisor
· line-and-staff organisation - structure that includes staff specialists who assist management
· Span of control - number of subordinates supervised by one manager
· optimal size of span of control determined by: 
· type of work
· energy
· personality and abilities
· Delegation of authority
· must delegate some functions to subordinates to improve productivity
· gives employee the right to act or make decisions
The control task in a small business
· Control entails keeping track of all operations in the business. 
· Targets and standards are who components of control process.
· Stages of the control process:
· input stage(preventive control) – process stage(concurrent control) – output stage(corrective control)


image1.png
Medium
Newspapers

Magazines

Radio

Television

Outdoor media

Advantages
Geographic selectivity and flexibilty; short-
term advertiser commitments; news value
and immediacy; year-round readership; high
individual market coverage; co-op and local
tie-in availability; short lead time

Good reproduction, especially for color;
demographic selectivity; regional selectivity;
local market selectivity: relatively long adver-
tising life; high pass-along rate

Low cost; immediacy of message; can be
scheduled on short notice; relatively no se:
sonal change in audience; highly portable;
short-term advertiser commitments; entertai
ment carryover

Ability to reach a wide, diverse audience; low.
cost per thousand; creative opportunities for
demonstration; immediacy of messages;
entertainment carryover; demographic selec-
tivity with cable stations.

Repetition; moderate cost; flexi
graphic selectivity

Disadvantages

Little demographic selectivity; limited color
capabilities; low pass-along rate; may be
expensive

Long-term advertiser commitments; slow.
audience buildup; limited demonstration
capabilities; lack of urgency; long lead t

No visual treatment; short advertising life of
message; high frequency required to generate
comprehension and retention; distractions
from background sound; commercial clutter

Short life of messages; some consumer skep-
ticism about claims; high campaign cost; little
demographic selectivity with network sta-
ns; long-term advertiser commitments;
fong lead times required for production; com-
mercial clutter

ity; high “noise” level distracting audience.




