Chapter 1 – the nature and development of Entrepreneurship
The economic impetus of entrepreneurship

Employment is closely linked to the state of the economy. When there is no growth in the economy, there are fewer employment opportunities.

The development of entrepreneurship theory

· The economists – Jean Baptiste Say is father of entrepreneurship
· Definition: the essence of entrepreneurship lies in the perception and exploration of new business opportunities in the realm of business… it always has to do with bringing about a different use of national resources in that they are withdrawn from their traditional employ and subjected to new combinations.
· The behaviourists

· An entrepreneur is someone who exercises control over production that is not just for his personal consumption. According to my definition, for example, an executive in a steel producing unit in the USSR is an entrepreneur.
· The explosion of the field of entrepreneurship

· The development of entreprenology

Definition of entrepreneurship – an entrepreneur is a person who sees an opportunity in the market, gathers resources and creates and grows a business venture to meet these needs. He or she bears the risk of the venture and is rewarded with profit if it succeeds.
Important aspects of entrepreneurship:

· Identifying an opportunity

· Innovation and creativity

· Getting resources

· Creating and growing a venture

· Taking risk

· Being rewarded

· Managing the business

Small business
Small business owners are individuals who establish and manage their business for the principal purpose of furthering personal goals and ensuring security. Does not engage in any new marketing or innovative practises.  Will only grow with inflation after stabilising.
Qualitative criteria:

· Be a separate and distinct business entity

· Not part of a group of companies

· Include any subsidiaries and branches when measuring the size

· Be managed by it’s owners

· Be a natural person, sole proprieter, partnership or a legal person, such as company and CC

Quantitative criteria:

Defines if they are small, micro, medium, very small businesses.

· Total full time paid employees

· Total annual turnover

· Total gross asset value ( excluding fixed property)
Entrepreneurial ventures

Are businesses in which the principal objective are profitability and growth. 3 characteristics distinguish the entrepreneurial venture from small business:

· Invocation

· Potential for growth

· Strategic objectives

· Market targets

· Market development

· Market share

· Market position

A model for entrepenurial development
Entrepreneurial orientation

· Culture

· Family and role models

· Education

· Work experience

· Personal orientation

· Creativity and innovation ( experimentation)

· Autonomy ( independence)

· Risk taking

· Proactiveness ( taking the initiative, and pursuing and anticipating opportunities)

· Competitive aggressiveness ( achievement oriented)

The supportive environment

External environment should also create a favourable environment to the entry of Entrepreneurship. Infrastructure must be in place ( roads, water, electricity) before there can be any economic activity at an advanced level. Besides infrastructure, a wise range of business development services as advice, counselling, mentoring, finance, training, incubators and clusters must be offered by government or support agencies. Finance and training are most important of these services. 

The cooperative environment
There should be institutions that are actively involved in promoting entrepreneurship. Universities and other educational institutions play an important role. 
The domains of entrepreneurship, management and leadership- All entrepreneurs are not good leaders or managers, but leadership and management skills are critical success factors.  
Entrepreneurial success factors

· Creativity and innovation
· Risk orientation
· Leadership
· Good human relations
· Positive attitude
· Perseverance
· Commitment
Managerial success factors

· Planning
· Knowledge of competitors
· Mainly market orientated

· Client service

· High quality work enjoys priority

· Financial insight and management

· Knowledge and skills with regard to the business

· The use of experts

The entrepreneurial process

· Identify and evaluate the opportunity ( generate ideas from: skills, expertise or aptitude; common needs; existing unsolved problems; every day activities; other reference sources)

· Develop the business plan

· Determine the resources required. 

· Start and manage the enterprise
Chapter 2 – The Entrepreneur
The Entrepreneur as a catalyst for economic activity

Entrepreneurs are seen as the primary creators and drivers of new businesses and therefore they are clearly distinguished as economic actors. Due to low economic growth, high unemployment and unsatisfactory level of poverty in SA, entrepreneurship becomes a critical solution. A well functioning small business sector contributes to the economic and social growth of a country. 

Entrepreneurs at various levels of entrepreneurial sophistication. 
· Basic survivalists – no economic independence, little involvement with other entrepreneurs within their social network ( individualism) 
entrepreneurial activities: isolated from the markets, unaware of their own potential, illiterate, few income-generating activities.
· Pre Entrepreneurs – follow the group’s initiative (Collectivism)
entrepreneurial activities – welfare orientated approach, not expected to be self sustaining, training needed in entrepreneurial competency. 
· Subsistence entrepreneurs – self employed, independent income generation, temporary market stall or stand
entrepreneurial activities – inexperienced in business management and still needs general support and training in technical and management skills. 
· Micro-entrepreneurs – zero to 9 employees, operating license from local authority, fixed workshop. 
Entrepreneurial activities – difficulty in getting loans from banks. Assistance projects focus on credit rather than training and technical assistance. 
· Small scale entrepreneurs – 10-49 employees’
entrepreneurial activities – Qualifies for a loan from a bank, well educated and has adequate collateral to apply for a loan. 
The background and characteristics of entrepreneurs 

The background of entrepreneurs 

· Childhood family environment – frequently, entrepreneurs have atleast 1 parent who was an entrepreneur.  They have informal learning opportunities,like learning from parents(experience)

· Education – significant barrier to entrepreneurship. Low level of education is less likely entrepreneur. More high level education means more likely to be entrepreneur.

· Personal values – individuality, leadership, ambition, honesty, ethical.

· Age – highest number of entrepreneurs are found in 35-54 age category.

· Work experience – successful entrepreneurs more likely to have work experience 

The characteristics of entrepreneurs

· Passion – pursue business activities for which they have a passion. 

· Need for independence – type of person who needs to do things his or her way and has difficulty working for someone else. 

· Need for achievement – when compared to non entrepreneurs, they have a higher need for achievement.

· Risk taking and uncertainty – risk taking involves more than a financial loss. It includes personal risk and social risks.

· Creativity and innovation  -  manifested in the creation of new products and services

· Determination and persistence – never giving up and learning from pervious experiences.

Role models and support systems
Role models are defined as individuals who influence an entrepreneur’s career choice and style, and include people such as parents, brothers or sisters, or other entrepreneurs

Entrepreneurial networking can be seen as an active process of setting up and maintaining a win win and cooperative relationship with other people or businesses that can offer critical support for the development and growth of a business. 

Types of networks:

· Social networks – communication and exchange of information between 2 entrepreneurs

· Personal networks –these include those people with whom you have direct contact ( customers)

· Extended networks – these networks are focused on a network organisation rather than on an individual. 

· Other networks – internet, suppliers, investors, bankers, lawyers, government policy, competitors, role models

Benefit of networks:

· Group or joint marketing of products

· Group or joint buying of input materials and services

· Joint tendering or bidding of contracts

· Sharing of information on new markets and opportunities

· Sharing of containers when exporting

· Using member of the network as suppliers or distributors

· Getting advice and information. They can mentor or support newer businesses.

Push and Pull factors

Pull factors (opportunity)

· Independence

· Achievement

· Recognition

· Personal development

· Personal wealth

Push factors (necessity)
· Unemployment

· Job insecurity

· Disagreement with management

· Does not “fit in” with the organisation

· No other alternatives

Challenges facing entrepreneurs and SMME in South Africa

· Access to start up and expansion finance

· Access to markets

· Access to appropriate technology

· Access to resources

Access to start up and expansion finance
Reasons for lack of finance:

· Risk aversion of the banking sector SSMEs are higher risk borrowers

· Strong decline in strong alternative financial institutions. (micro finance)3

· Inadequate funding proposal and business plans

Above challenges could be overcome by:

· Business success
· Financial products
· Training
· Financial guidance
Access to markets

Lack of sustainable markets for their products and services. They tend to produce and offer services that do not have a ready market. Few entrepreneurs start with an original concept or plan to achieve a competitive advantage. They follow the group. They do not segment, analyse customer demand, know their competitors or interpret trends.

The above constraints may be addressed by the following:

· Marketing training

· Commitment to marketing

· Commitment to the market

· Market orientated products

· Networking

Access to appropriate technology

Lack of technology is another constraint. Use of technology is one of the most important competitive advantages it can gain. The use of up to date technologies lead to:

· Better and more competitive products and services

· Improved efficiency

· Reduced operational and production costs

· Improved quality of products and services

Access to human resources

Entrepreneurs, as drivers of their businesses, need to address the attitudes and expectations of their employees. They can do this by:

· Building team spirit among the employees

· Nurturing lifelong learning in themselves and employees 

· Ensuring that their employees regard meeting customer needs as a responsibility.

· Initiating an intrapreneurial climate within the organisation to allow employees more freedom

· Being role models for their employees

· Practising a code of ethics to ensure an ethical foundation in the business

Women and emerging Entrepreneurs

Definition of women entrepreneur – she has been in business for longer than 2 years, operates an enterprise with more than 5 employees and fewer than 30, makes a profit and has expanded in terms of growth and infrastructure.

Types of women entrepreneurs

· Traditional  women business owners are highly committed to entrepreneurial ideas, as well as conventional gender roles. 
· Innovative - are highly committed to entrepreneurial ideas, but not to traditional gender roles. 
· Domestic – not committed to entrepreneurial ideas but have a high attachment to traditional gender roles. 

· Radical – have little commitment to entrepreneurial ideas or to traditional gender roles

Barriers facing women entrepreneurs

· Limited access to financial resources

· Lack of support structures

· Balancing of business and family responsibility

· Negative prevailing sociocultural attitudes

· Lack of training and education

· Personal difficulties

Some new ‘labels’ for entrepreneurship

Emerging entrepreneurs

Term used when referring to previously disadvantaged groups who, since 1994, have been given greater preference by government. 

Survivalist and micro enterprises ( informal sector)

??

Opportunity and necessity entrepreneurship
??

Youth entrepreneurship

Entrepreneurship and certain industries or sectors

Technology entrepreneurs

Important in modern business. Take advantage of new scientific developments, especially in IT, biotechnology and engineering science. SEDA provides technological programmes

Social Entrepreneurs

Strike a responsive cord in many academics involved in entrepreneurship education. Social entrepreneurs are individuals with innovative solutions to society’s most pressing social problems. Social entrepreneurs play the role of change agents in the social sector by:

· Adopting a mission to create and sustain social value

· Recognizing and relentlessly pursuing new opportunities to serve that mission

· Engaging in a process of continuous innovation, adaptation and learning

· Exhibiting a heightened sense of accountability to the constituencies served and for the outcomes created.

Tourism entrepreneurs

Largest growing industry in SA. Defines tourism entrepreneurship as activities related to creating and operating a legal tourist enterprise. Sectors that have opportunities are:

· Accommodation sector

· Transport sector

· Man made attractions

Chapter 3 – Creativity and business opportunity
The Theory of Creativity
Creativity is the result of brain driven actions. 

Couger’s conditions on creativity:

· The product of creativity is firstly a product or result of a thinking process. This product or idea should create value. 

· This thinking process is usually unconventional

· The thinking process is supported by performance motivation and is mostly time and energy consuming

· The initial problem is normally vague and not structured. The problem of definition is thus integrated in the thinking process.

Creativity is furthermore:

· Unusual, uncommon ,unique, something with surprise value

· Practical, functional, feasible

· Understandable and also able to be used by others

Glassman expanded this view:

· Associate remote stimuli in the environment with elements in the mind, and to combine them into new and unusal ideas. 

· Keep an open mind and see new perspectives

· Generate many ideas

· Generate a variety of really different ideas

· Develop ideas

· Generate infrequent and uncommon ideas

· Hang in there when going against consensus and be persistent in the fact of criticism

The creativity model

The 4P model of creativity (Person, Process, Product, Press *environment*)

Person

The most important variable in the creativity model. Creativity is a fundamental skill in entrepreneurship and is a learnable or acquired skill. 

There are 3 components of creativity in the context of the person:

· Expertise – includes all knowledge,experience and talent a person can use in a situation

· Motivation - determines what they will do and if they will do it. Motivation = success

· Creative thinking skills –play an important role in the way a person deals with problems. ( 2 unrelated components combined)
The creativity myth
· Creativity is an innate skill and cannot be acquired by means of training

· You need to be a rebel to be seen as creative

· Artists are the only creative beings

· You need to be ‘crazy’ before creativity will kick in

· Intelligence and creativity

· Group v individual

· All new products were accidental discoveries

Blocks to creativity

· Environmental barriers -  in this context we look at social,economic and physical environments.

· Social environment

· There is a lack of support and understanding for new ideas in the community

· Risk taking is not allowed

· Families have an autocratic decision making structure

· Cultural barriers

· Economic environment

· Economy in general is not conducive for development of new ideas/product

· No growth prospects in the economy

· No financial support is available for development of new products

· No rewards for new and feasible ideas exist

· Physical environment

· Distractions, example sounds, the climate and a lack of energy

· Conventional venues in the education and training environment

· Routine –you have to eat, work, study and sleep as part of a timetable

· Work routine – always conducting the same tasks at the same time and way

· Cultural barriers – more than 12 cultural groups in SA. Each one has different characteristics.

· You have to go to school, university and then find government job

· The unknown is unsafe

· You always have to be practical and think economically before you generate ideas

· To ask a question, or to question an issue, is out of bounds

· Sterotyping –assumptions made about certain issues without proper knowledge

· The policy of company is follow strict orders and procedures

· Perceptual barriers – are barriers in the way we see or perceive objects clearly and correctly

· Using a narrow mindset

· Making assumptions about a problem/idea without getting the bigger picture

· Assuming something will work without doing proper market research

· Different perception of the characteristics and even the utility of the new product by the owner and the potential customer

The Process
· the first step in the creative process is idea generation. This is a process on its own whereby a multitude of ideas is generated. Empahasis is on quantity and not quality. Process of discovery. The opportunity identification process already commences during this phase.

· Second step leads to developing the most suitable / feasible idea. This is a process of invention. More research is being done on selected idea to determine its viability in marketplace.certain functionality tests are undertaken

·  The most suitable idea or invention is then transformed into an innovation, thus a new product, service or process.  

· Learn table 3.1 page 62
Creative techniques
· Random input

· Problem reversal

· The 5Ws and H technique

· Association technique

· Discontinuity technique

Idea V opportunity
Idea  =problem solving

Opportunity =  getting a segment in the market

What leads to the existence of an opportunity:

· General and specific problems faced by consumers

· Technological changes

· Market shifts

· Government regulations

· Competition

2 building blocks in the assessment of an opportunity. 

· Size of market

· Window of opportunity ( how long will consumers need this product)

The product

The new innovation of product is the direct result of the process described above.

· Fundamental changes

· Incremental changes

· New products

· New services

· New production techniques

· New operating practises

· New ways of delivering the product to the customer

· New means of informing the customer about the product

· New ways of managing relationships within the organisation

Legal protection of the product

· Patents
· Trademarks
· Registered designs
· Unlawful competition
· Copyright
· Plants
· Licenses
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Chapter 6 – Resource requirements and legal and related aspects
Resource requirements in establishing a new business venture
Resources are the things that an entrepreneur uses to pursue a business opportunity. The resources are financial, human, physical and information resources. Each resource invested in is an opportunity lost to invest it in another resource. Entrepreneurs therefore need to be intelligent in the “mix” of the resources.

Financial Resources

Financial resources are those resources that take the form of, or can be readily converted into, cash. Financial resources are valuable in that they do not have a single purpose but can be used to acquire other resources. Therefore the acquisition and use of this type of resources are very important.

Sources to obtain finances:

Entrepreneur -  money invested by entrepreneur is called equity financing.  ( personal funds, taking a partner or through selling shares to investors)

Outsiders -  money is loaned to business by outsiders, such as individuals, banks or other lending institutions. Called debt financing.

Revenue – most critical source of revenue when business is up and running. Cash generated from sale of goods

Human Resources
Human resources are all the people and the efforts, skills, knowledge and insights they contribute to the success of the business. Human resource consists of 4 groups ( Top management, middle management and professional staff, supervisory management and non-managerial workers)

A prospective entrepreneur is mainly concerned with the following challenges in employing people:

· Accurately forecasting human resource needs

· Recruiting candidates and selecting the best person for the job

As soon as business is running, attention must be paid to training and development and encouraging high performance from employees. 

The following steps can be taken to overcome the challenges above:

1. List all the tasks that must be performed in the business

2. Group together tasks that can logically be done by one person. This step gives you an indication of how many people to employ

3. Determine what qualifications and skills the person must have to perform the tasks

4. Recruit people who are willing and able to do the tasks in the job description and whomeet the job specification by: advertising positions, recruitment agencies, approach training organisations

5. Interview candidates

6. Appoint the best person for the job and conclude the contract

Physical resources

Physical resources include:

· Fixed assets

· Raw materials

· General supplies used in the operation of the business

Location is important: factors taken into consideration when selecting locations include:

· Accessibility to the market

· Availability of raw materials

· Availability of skills and labour

· Infrastructure 

· Climate

Informational resources

Without information, the entrepreneur cannot make informed decisions. Needs to 2 type of information.1) about his prospective business’s external environment. 2) that bears on the internal working of the business

Legal forms a business can take in South Africa. 
Normally can take 1 of 4 forms ( Sole, partnership,CC or private company). Other legal business forms are: public company, business trust, cooperative, NPO, Incorporated professional practise.

The registration process

· Sole prop and partnerships – no formal procedures relating to the formation of partnerships and sole prop. Business names can be voluntarily registers CIPRO

· Close Corportations: following have to be lodged with registrar of CCs
· CK7.reservation of the business’s name for a period of 2 months
· CK1. Founding statement. All members must sign the founding statement. The business can be started once a registered founding statement has  been received. 
· Letter by accounting officer
· Private companies:

· reserving a company name
· filling the memorandum and articles – must indicate among other things:
· the name of the company
· company’s main object
· the amount of authorised share capital
· filing the written consent of auditors to act for the company
Intellectual property rights

· copyrights

· designs

· patents

· trademarks

· Counterfeit goods

Chapter 7 – Getting Started
The process of starting up is based on fundamentals of management:planning, organising, leading and controlling.

Planning

Planning the venture takes place during the idea generation and opportunity recognition process that culminates in the business plan.

Organising

Organising the venture requires the gathering of resources, meeting legal requirements, finding a site for business and deciding on a legal form of business. Requires the development of policy and procedures in respect of employment, ethics and quality assurance.

Leading

Leading starts when the venture is awarded business aspects and also when staff members are appointed. These people need to be motivated,coordinated and controlled. 

Control

Control requires that record keeping,risk management, quality, ethics and internal control systems be set up to ensure the smooth running of the business and the protection of the assests.

Locating the business

Location is one of the aspects that must be investigated as part of the business plan. The perfect location may not always be available. Location is not a one off decision. An entrepreneur must occasionally consider relocating the business to reduce costs, get closer to customers or gain other advantages. 

Factors to consider in the physical establishment of a business.
· Access to the target market

· Availability of raw materials

· Support and technical infrastructure

· Transport infrastructure

· Availability of labour and skills

· Climatic conditions

· Political and social stability

Home based business

Appropriate where space requirements are modest. Special and non special differences between business and home be established. Other considerations are:

· Must be accessible to clients

· Zoning ordinances of the local authority

· Space restriction in phases of rapid growth may have a negative impact on the business

Residential area based businesses

Trend for businesses to be established in residential areas.  Trend has been exploited by service industries, professional services and medical practioners. Businesses are located main road, through cities and surburbs. This gives them easier access to target market.

Shopping Centres

In selecting  a shopping centre, the following must be considered:

· Feet count

· Parking

· Maintenance

· Conditions of lease agreement

· Security

· Attitude of centre management

· Location within the centre

Risk management

Types of risk
Customer risks: on premise injury, product liability, bad debts

Personal risks: employee dishonesty, loss of key executives, competition from former employees

Property risks: fire, natural disasters, burglary and business swindles, shoplifting, bankruptcy
Management of risk – strategies

Retention – bear the risk because it’s small or insignificant.  Also cost of transferring the risk is costly.

Conditions: no practical means of avoidance; risk is unknown; consequences are not serious; consequences of avoiding the risk are unacceptable; risk is actively desired

Reduction – considered if the possibility of a loss cannot be eliminated completely but it’s impact can be reduced. Can do the following to reduce the risk:

Revise the business plan often; implement management control systems; implement safety progam.
Avoidance – to avoid risk may mean that nothing will be done or explored. Risk avoidance means not investing in the new venture in the first instance and to avoid doing anything at all.

Transfer – transfer risk or part of it to a 3rd party. Basic principles when taking insurance are:

Identify the business risk to be insured; limit cover to major potential losses; relate premium costs to the probability of the loss. 

The process of risk management consists of 5 steps:

· Identify risks

· Evaluate risks

· Select methods to manage risks

· Implement the decision

· Evaluate and review at regular intervals

Quality systems and management

What are quality systems?

All businesses, large and small,already have an established way or system of doing business.  Quality systemsidentify those features that can help a business to consistently meet its customers requirements.

Why have a quality system?

Some customers are looking for the confidence that can be given by a business having quality. While meeting these expectations is one reason for having a quality system, there may be others, which could include the following:

· Improvement of performance, coordination and productivity

· Greater focus on the business objectives and on customers expectation

· Achievement and maintenance of the quality of the product to meet the customers stated and implied needs

· Management confidence that the intended quality is being kept

· Evidence to customers and potential customers of the company’s ability

· Opening up new market opportunites or maintain market share

· Certification / registration

· The opportunity to compete on the same basis as larger organisations

Putting a quality system in place

In a new business the problem of putting a QA in place are:

· Minimal available resources

· Difficulty in understanding and applying standard

· Costs involved in setting up and maintaining a Q

Ethics

The business needs to have an ethical charter and a statement of personal values to ensure that everybody understands the values that underpin the business. Its important as customers will lose trust if the business does not act ethically and this could lead to losses and bankruptcy. 

Unethical behaviour includes:

· Skimming – concealing income to avoid taxes,or even claiming excessive expenses

· Deception of customers through advertisements or claims

· Inaccurate reporting of financial information and state of affairs

Record keeping and internal control

Entrepreneurs must be accurate, meaningful and timely information in order to manage their business well and to make good business decisions. Accounting system should accomplish the ffg:

· Maintain source documents and provide an audit trail

· Provide an accurate, thorough picture of operating results

· Permit a quick overview of present and past operating results

· Facilitate prompt filing of reports and tax returns to all government agencies

· Offer financial statements for use by management and other stakeholders

Chapter 8 – Financing an entrepreneurial venture
Chapter divided into 5 chapters

· Determining the financial requirements of the business venture

· Sources of finance: short, medium and long term

· Suppliers of finance

· The venture capital market

· Preparing the application and preparing for the interview

Determining the financial requirements of the business venture

Business cannot be established or managed without setting realistic goals and planning towards these. Business plan is used for this purpose.  The business plan is more than just a financial plan. It is a comprehensive analysis of your business, the market you are active in, your products, and what finance will be required. A budget is a forecast of future events. Financial forecasts are put to use in constructing a financial plan. Determining the firms financial requirements will require forecasting of the future. The basic steos involved in predicting these financing needs include the following:

· Project the firms sales, revenues and expenses over the planning period

· Estimate the levels of investment in current and fixed asses that are necessary to support the projected sales.

· Determine the firms financing needs throughout the planning period

Sources of short-term finance

Trade credit

Business buy their stock on credit from other firms. Such credit extended by one firm to another in the normal course of business is referred to as ‘trade credit’. To obtain credit from a supplier one normally has to complete the suppliers’ credit application form. Supplier will verify creditworthiness by bank checks and with other trade accounts.

Bank Credit
Bank credit in the form of an overdraft facility is a very common method of short-term finance. The bank manager will consider your application after a personal interview and after your credit record has been checked. The bank manager will want to know the following:

· Who the applicant is

· What the managerial capabilities of the applicant are

· What the overdraft is required for

· How , when and from which sources it will be repaid

· What security is offered to ensure payment to protect lender

· The financial statements of the business

Short term funds from other sources

· Bills of exchange – promissory notes

· Acceptance credits

· Factoring – selling your book

· Customer advance payments – 

· Shippers finance

Sources of medium term finance

Instalment sale transaction ( hire purchase)

Most popular method of financing fixed assets such as machinery, equipment, vehicles and furniture

Ownership of the item sold will be sellers until paid in full. Buyer does have access to goods purchased.

Leasing finance

Is a transaction in which goods are leased at a stated sum of money at certain dates or future dates in whole or in instalments?

Medium term loans

 Many financial banks have a medium term loan facility for clients. These loans are normally repayable over a 24-26 month period and are granted to finance  working capital, providing bridging finance until long term sources of finance can be obtained or for the acquisition of fixed assets.

Sources of long term finance

Capital is provided for anything up to the life span of your business. As the owner you usually provide only long term capital in the form of shares, capital or loans. 

Equity capital

The initial capital you contribute to the business to get it started is often referred to as equity capital. Equity capital is capital invested in the business with no obligations to repay the principal amount or to pay interest on it.

Debentures

Form of loan capital that can be attracted by companies as a form of long-term funding. Money is borrowed from outside sources by issuing debentures. They are printed documents that are fully negotiable and transferrable. Mostly used by public companies

Retained earnings

For many businesses an important source of long term finance takes the form of profits that are retained in the firm as reserves instead of being distributed as dividends. 

Long term loans / mortgage bonds

Can only be considered if the company owns immovable property. 

Institutions that support small and new business ventures

there are a number of government, non-government and private enterprises involved in financing new and existing ventures. Entrepreneurs can approach any or all of the following institutions for financing:

· Commerical banks

· Merchant banks

· Business partners

· Khula enterprise finance agency

· Industrial development corporation

· Ithala finance corporation

· Local business support centres

Informal sources of finances

Finance obtained from informal sources are known as the 3 “Fs” ( friends, fools and family)

The venture capital and private equity market

Venture capital is the funding that is supplied to a firm during it’s earliest stages of development. The growth stage is where entrepreneurs can consider approaching venture capital firms for finance. Waiting until this stage is advantageous because using venture capital in the start up stage  can mean giving away control of the new venture. Venture capital market focuses primarily on growth financing. 
Attracting investors and the private placement of shares

Investment is a buying and selling process. The entrepreneur is trying to sell the venture as an investment opportunity, and the investor is looking to buy opportunities that offer a good return. Venture capitalist reject the vast majority of proposals made to them. Even if the business idea is sound, entrepreneurs need to make sure that proposals and other communications to financial backers are sympathetic to their information needs. The model for attracting investors and or seeking private placement of shares. 5 key stages outlined:

· Stage 1: making contact

· Stage 2: deal screening

· Stage 3: deal evaluation

· Stage 4: deal structuring

· Stage 5: post investment activity

The cost of raising finance

Upfront costs:

· Financial consultant

· Auditor / chartered accountant

· Investment banker

· Lost time

Marketing costs:

· Advertising

· Travel

· Brochures

· Prospectus

· Lost time ( entrepreneur)

Back end costs:

· Investment banking fees

· Legal fees

· Brokerage fees

· Listing fees

Chapter 9 – Networking and support
Networking and networks for entrepreneurs

What is networking?

An active process of setting up and maintaining mutually rewarding and cooperative relationships with other persons or businesses that can offer critical support for the development and growth of a business

What are networks?
Are patterned, beneficial relationships between individuals, groups or organisations that are used to secure critical economic and non-economic resources needed to start and manage a business. The different types of networks are: social, personal, extended and other networks

Networking principles

Reciprocity – give and take

Networking and relationships – build on friendship, good humour, sharing interest and activities.

Network sustainability – need to be constantly maintained since they are very hard to repair if broken by confrontation or neglect.

How to develop an effective network

· Identify people and organisations among existing connections that are close to potential shareholders

· Seek criticism, advice and suggestions on the new venture from these people

· Ask them for advice about contacts

· Ask them what preparations are necessary

· Tell existing contracts later how they helped.
Functions of a network in the growth of a business venture

· It ensures that goals for growth and the vision of the entrepreneur are realistic
· Increases the entrepreneurs level of aspiration
· Helps identify opportunities
· Provides practical assistance
· Provides emotional support
· Provides a sounding board for ideas
Business support required by emerging entrepreneurs
Business counselling

Definition – business counselling is a process whereby business problems are diagnosed and resolved in such a way that the clients learn not only to overcome their current difficulties, or exploit their opportunities, but also how to tackle similar situations in the future

Aim – to boost individual and firm performance, and this is an ongoing process for development.

Objectives: identify problems and their source. To evaluate actual performance against expected performance. To develop action plans to bring performance up to minimum expectations.

Business mentoring

Definition – business mentoring is an ongoing, long term business counselling relationship between an experienced business adviser ( or corporate exec) and a client throughout the various stages of a business venture’s growth. 

Aim: to develop both the managerial and entrepreneurial skills of an individual so that an emerging entrepreneur can grow into a long term sustainable entrepreneur.

Objectives: cover a diverse range of topics as a business develops over time towards an agreed set of objectives. To provide guidance and skills transfer to emerging entrepreneurs in a supportive manner

Business incubation

Definition – a new and innovative system designed to nurture start up and early stage enterprises in a managed workspace.

Aim: a business incubator is a facility and set of activities through which the entrepreneur can receive the following: essential information and assistance; value added shared services and equipment

Objectives: provide an entrepreneurial and learning environment; provide ready access to mentors and investors; provide visibility in the marketplace

The role of national government in developing and enabling small business environment

Strategy from 1995 to 2004

· Create an enabling environment for small enterprises

· Facilitate greater equalisation of income, wealth and earning opportunities

· Strengthen the cohesion between small enterprises

· Prepare small business to comply with the challenges of an internationally competitive economy

· Address the apartheid-based legacy of disempowerment of black business

· Support the advancement of women in all business sectors

· Stimulate sector focused economic growth

· Level playing fields between bigger and small businesses, as well as between rural and urban 

Definition of enabling small business environment – an enabling small business environment refers to a supportive environment in which emerging entrepreneurs can function. The environment should create a climate favourable to the entry of entrepreneurs by means of the following:

· Financing by ordinary financial institutions such as banks

· Venture capital access

· Training and development programmes to encourage entrepreneurship

· Infrastructural development – a pre req for any economic activity at an advanced level

· Deregulation with regard to economic activity ties, as well as legal regulations

The role of government from 2005 to 2014

The key objectives of the integrated small enterprise development strategy are:

· Increasing the contribution of small enterprises

· Create an enabling environment for small  enterprises

· Create sustainable long term jobs

· Ensure equitable access and participation 

· Increase the competitiveness of the small enterprise sector and its enabling environment

The role of the DTI

DTI created  SEDA ( small enterprise development agency)

SEDA aims to:
· Improve geographic outreach

· Achieve the desire impact on small enterprises

· Provide a single access point for small enterprises

· Include all relevant stakeholders

· Leverage resources in service delivery

· Optimise resource usage

· Align governments strategy of service delivery in a coherent manner

Objectives of SEDA:
· Design and implement development support programmes

· Promote a service delivery network that increases the contribution of small enterprises in SA

· Generally strengthen the capacity of

· Service providersto support small enterprises

· Small enterprises to compete successfully domestically and internationally

Functions of the agency

· Implement the policy at the national government for small enterprise development

· Design and implement a standard national delivery network that must uniformly apply throughout SA 

· Design and implement small enterprise development support programmes

· Establish provincial structures to ensure the effective implementation of its functions as defined in this section

SEDA PROVIDES THE FOLLOWING KEY PRODUCTS AND SERVICES

· Business support information and company registration

· Business analysis and advisory services

· Exporter development programmes

· Mentorship

· Supplier development

· Skills development

The role and functions of Khula enterprise finance limited

Khula is a wholesale agency which provides financial support for small businesses through intermediaries. Its financial products include loans, a national credit indemnity guarantee scheme, grants, institutional capacity building,equity funds and mentorship schemes

· Provides support to financial intermediaries as retail distribution networks by offering them in a sustainable manner loans,guarantees and seed funds

· Direct services to SMME by offering a range of financial resources and information to the public

Do more reading before examinations

Chapter 10 -Entering the family business
Defining the family business
A family business is one that is influenced by family ties in order to achieve the vision of the family over, potentially, several generations. 

The family is actively involved in that particular business.

Family members make a definite input into the strategic direction of the business

The intention is to continue the family business over time

Systems in family business
There are 2 broad systems in a family business: the family and the business. The family system is a social system that focuses on caring for its members and can therefore be regarded as more emotional. Questions such as “what is good for the family?” could lead to actions being more conservative, which in turn could result in changes not being readily accepted. The protection of the family’s name and reputation could become more important than the exploitation of new ideas. Entrepreneurship is negatively influenced, which may cause the business to stagnate. 

The main characteristic of business in general is that it is task orientated. 

Success in a family business can be ensured only if the 2 broad systems are balanced. If one system dominates the other, negative conflict can be expected, which could destroy the family business. 

These 2 systems can be further divided into further subsystems. The family system can compromise the family, family by marriage, parents, brothers and sisters and family inside and outside the business.

Every member should know exactly where he or she fits into the total system and what his or her rights and privileges are.  Even the business system consists of various subsystems, such as managers, owners , employees and external networks. 

Different roles as follows:

1. Family members

2. Non family investors

3. Non family employees

4. Family shareholders

5. Non family shareholders

6. Working family members

7. Working family owners

8. Family owners and business leaders

Problems in family business
It stands to reason that if the systems of family business are not in harmony, then conflict may have a detrimental effect on the long-term survival and growth of the business. These problems are clear from the following facts:

· Only 30% of family business are successful in the second generation

· Only 10% of family business are successful in the 3rd generation

· The average lifespan of a family business is 24 years

· Family business become less entrepreneurial when the family system dominates

More specific problems:

· Failure to find capital growth without diluting the family’s equity

· Inability to balance optimally the family’s needs and the business’s need for cash

· Poor estate planning and the inability of the next generation to pay inheritance taxes

· Lack of willingness of the older generation to ‘let go’ of ownership and management power

· Inability to attract and retain competent and motivated family successors

· Unchecked sibiling rivalries

· Inability to attract and retain competent senior non family professional managers

· Unmanaged conflict between the cultures of the family, board and the business

SA problems
· Favouritism can result in nepotism
· Expectations were not clarified among members
· Family conflicts were never addressed before commencing with the family business
· There is a lack of entrepreneurial initiatives because they were not needed in a stable environment or members were not trained according to the mindset
· Divorce can lead to destruction of family business
· Members of the family business emigrate to other countries.
Some of the positive aspects of a family business are:

· A strong family culture can ensure that the business will survive over generations

· Greater sensitivity to the business and it’s SH

· Better sense of community between various members

· Jobs are created and ensured 

· Specialist knowledge and experience of the business is created. Transferred

· More freedom to develop one’s creative potential because family businesses are small

Although various strategies can be identified, the following are key to creating and maintain a highly successful family business: 

Succession: - the process through which the leadership of the business is transferred to a family member

Following obstacles prevent succession.

· Founder is autocratic and does not want to transfer leadership
· Existing leader acts though he will never die
· A child stays a child scenario
· Existing leader misinterprets environmental trends and does not implement changes in time
· Leader does not want to make a choice in selecting successor
· Selects leader who can be their ‘slave’
Different management styles

· Monarchs – do not leave office until forced out through death
· Generals – forced out but plot their return and quickly come back to save the business
· Ambassadors – leave gracefully and frequently serve as post-retirement mentors
· Governors – rule for a limited term of office, retire and switch to other vocational outlets
In order to help the leader with the matter of succession, following questions should be asked:

· Why do I want to create and maintain a family business
· Is it a viable dream
· Who else shares my dream
· Will my spouse and I be financially independent when I retire
· Have I selected a successor
· What will I do after retirement
· Do I trust key personnel in the business
· Am I prepare to take risks and grow the family business
If decide on succession, following options available:

· Appoint a family member
· Appoint a caretaker if the family is still too young to take over
· Appoint a professional mamager if no family member wants to take over
· Liquidate the business
· Sell the business, in whole or part
· Do nothing
5 critical steps in succession planning:

· Define what the owners and family want to happen, now and in the future

· Evaluate and test the succession goals to confirm that they are feasible and compatible

· Develop a preliminary succession plan

· Communicate, modify and improve the plan, while striving for acceptance from family members

· All that remains is to start implementing the plan

Parents may the following concerns:

· When is the right time

· What will I as an owner do after handing over the business

· How will the other children accept my decision

· What about the children outside the business? Ensure equality

From the sucessors POV:

· Will my parents accept that I am the new owner and that I will make my own decision

· Will the workers accept me as their new boss

· Will the old boys’ network of the family accept my as the new leader

· Will the family accept me as the new leader

Advisory board

Focus of the family advisory board is mainly on the business/management related aspects. The board should ensure that the business is strategically aligned to major environmental trends, that the business stays entrepreneurial, that conflicts in the business are managed, decisions taken on fact and not emotions.

Critical that:

· The board consist of family members, non family members and external specialists

· Regular meetings are held during the year

· Board meetings are seen as formal occasions

· Service providers are not necessarily part of an advisory board because they involved

Family council

· Management philosophy and objectives
· Jobs for family members and remuneration
· Leadership
· Shareholding
· Board of directors or advisory board
· Communication
· Employees
· Changes in the family constitution
Chapter 11 – buying a franchise
Franchise concept gives an entrepreneur the opportunity to start a business that has been proven in the marketplace.

Definition and characteristics of the franchise concept

A franchise operation is a contractual relationship between the franchisor and franchisee in which the franchisor offers to maintain a continuing interest in the business of the franchisee in such areas as know how and training. 

Defintion: a franchisee is a grant by a franchisor to the franchisee entitling the latter to the use of a complete business package containing all the elements necessary to establish a previously untrained person in the franchise business, to enable him to run it on an ongoing basis, according to the guidelines supplied, efficiently and profitably. .

Important concepts of franchising

· The franchisor – firm that owns the business concept. Must have been in existence for some time and be operating a few stores of its own before it can franchise.

· The franchisee – is the entrepreneur who buys a franchise from the franchisor and who will operate the business. He puts his money at risk and it is therefore of the utmost importance that the franchisee should ensure that the franchise system they choose belongs to a quality company.

· One of the most important elements of the franchise concept is the franchise contract or franchise agreement. This contract specifies all the terms on which the relationship is based. It also specifies the rights and obligations of the 2 parties and how the franchise is too be operated. This contract helps both parties to know what the terms of the relationship are and serves as a legal document if any disputes arise. Franchising involves copying the business over and over again and establishing the concept and quality standards and also brand loyalty in the minds of consumers. 

· Royalties  are generally also called management service fees. Royalties are the monthly fee that the franchisee has to pay the franchisor for the right to operate the franchise. Can be fixed amount or percentage. This is franchisors primary income. 

· The advertising fee that the franchisee has to pay can also be a fixed amount or a percentage of turnover. It is used to finance the advertising campaigns. 

· Another cost for the franchisee is the franchise fee. This fee is a lump sum payment that the franchisee pays to the franchiser when they sign the franchise contract. 

Types of Franchising
3 types of franchise available. First type is dealership ( car industry). The manufacturer use franchises to distribute its product. act as a retail store for manufacturer. Franchisee benefits from advertising, service, and management support. Second type, most common, is the type that offers a name, image and method of doing business. Referred to as ‘ business format franchising’  third type of franchise offers services. These include personal agencies, estate agencies and personal services. These franchises have established names, reputations and methods of doing business. 

Advantages and limitations of franchising
Advantages from the franchisee’s viewpoint

· A proven system. 

· Start up assistance – provided initial training, assist with site selection, fitting out and stocking up of the store, help with staff selection and training, and also help with pre-opening and opening publicity.

· Ongoing assistance franchisor will provide franchisee with ongoing assistance in all aspects of operation. 

· Advertising and purchasing – the franchisor will operate an effective marketing programme from which all franchisees benefit. Same applies to joint purchasing schemes.

· Easier to obtain finance

Disadvantages from the franchisees point viewpoint

· Increased setup costs – established franchisors will insist that certain minimum standards of furnishing, fittings and equipment maintained. 

· Rigid operating procedures – the success of the franchised network  depends on replication of a proven formula. For individual who thrive on experimentation& innovation, bitter pill to swallow

· Bad decisions by the franchisor – if the franchisor makes mistakes, then this could have serious consequences for franchisees in the network. 

Advantages from the franchisor’s viewpoint

· Rapid expansion

· Dedicated owner-operators

Disadvantages from the franchisor’s viewpoint

· High operating cost 

· Reduced income per unit

· Restrictions on freedom to act

Evaluating franchise opportunities

Similar to buying an existing business. Additionally, the following aspects need consideration:

· What is the company’s financial position

· Is it possible to obtain trade or bank reference

· What is the background of directors

· How long the company had been in existence before it started franchising

· What evidence is there that the franchise format has been sufficiently piloted in a number of locations

· How many franchised units are currently open. Are there any company owned?

· Have any franchised units failed in the last 12 months, if so why?

Complying with ethical requirements

Offer and sale of franchises are not strictly regulated in SA, many unscrupulous business people and confidence tricksters may have used the word ‘franchise’ in adverts in recent years to add some creditability to their business proposal. Important for franchisor to take note of ethical requirements.

Consumer code for franchising

Chapter 12 – the business buyout
Evaluating the option of buying an existing business

the option of buying a business is best evaluated by considering the reasons for the decision to buy a business. Evaluating the advantages and disadvantages of buying an existing business can be a fruitful exercise.

The advantages of buying a business

There is less risk involved,it is many ways easier and there is a chance to get a business@ a bargain price
· The business is an ongoing concern. Will save new owner time and money and energy.
· A successful existing business may have a better chance of continuing to be successful
· Location is of the utmost importance and critical to the success of a business
· Experienced and reliable employees
· The suppliers are already established and new owner is spared effort of building relationship
· Inventory is in place. 
· Equipment has been installed and the production capacity known
· Possible to buy an existing business at a bargain price
The disadvantages of buying an existing business

· The business was never profitable but the owner disguised it using creative accounting.
· a business can have inadequate sales volume
· Business may have a poor reputation or image.
· Some of the employees inherited with the business may not be suitable for the job
· The location may not be all that favourable.
· Equipment, facilities and inventory may be obsolete. 
· Business may be overpriced
· Operating in the shadow of the previous owner  ( service related)
Finding a business to buy

It is important to analyse one’s own skills, abilities and interests thoroughly. Important that the entrepreneur fits with the business

Following is important to answer:

· What business activites do you enjoy

· What kind of business do you want to buy

· How much time, energy and money are you willing to put into the business

· Now many risks are you willing to take

· What size of business do you want to buy

· What business skills you have?

· What do you expect to get out of the business

· What industries interest you the most

Businesses in the market

Businesses known to be on sale. Advertised in newspapers. 

Business not in the market

Regarded as the hidden market. Unadvertised market. Usually represent an attractive opportunity. Sources that can be used to uncover the hidden market include:

· Property agents

· Financial institutions

· Accountants and auditors

· Suppliers

· Friends and relatives

· The business chambers

Evaluating available businesses

Why is the business for sale?

Important to establish the real reason for selling. It is sometimes not found in financial statements, nor on the spreadsheets used to analyse the financial position of the business. Only through proper research can surprises pop up as real reasons why they selling. 

Is the business profitable?

What is the general financial situation or condition of the business? Does the business generate a positive cash flow? 

What skills and competencies do I need for managing the business?

Different industries require different skills and competencies

What is the history of the business in terms of its previous owners, its reputation and public image?

What was the original name, when was it founded and by whom?

What is the physical condition of the business, its facilities and all other assets?

Close inspection of the equipment and inventory will reveal important information about the condition and efficiency of the business. Items such as fixed asset and condition, accounts receivable, inventory, intangible assets,liabilities must be scrutinised.

What are the degree and scope of competition?

Who are the major competitors? Identifying the direct competitors is important. 

What is the existing and potential market size? 

Will include the demographic profile of customers, what needs they have that must still be met, how loyal they are, what can be done to attract new customers. 

What legal aspects must be considered?

 Make sure all legal aspects are in place in order to avoid severe pitfalls and to ensure the sale proceeds smoothly. 

Further questions

What is the situation regarding the marketing strategy of the business? What are the present product, promotion, distribution and pricing strategy?

What is the situation regarding employees?

What is the type of ownership of the business you want to buy?

Methods for determining the value of a business

The asset based method

Total asset – liabilities 

The market based method

Valuation technique relies on the financial markets to estimate the value of the business. Actual market price of similar businesses sold recently could be used as an indicator. Market based method can only give  a fair idea of the value of the business. More sophisticated approach is to determine the price-to-earning ration: market price / after tax earnings

The earning based approach

When one buys a business they buying future income. Takes into consideration the income potential of the business. 

· Excess earning method. A combination of the value of the existing assets of the business and estimate of future earning is used. This actually leads to an estimate of goodwill. 

· Step 1: determine the adjusted tangible net worth

· Calculate the opportunity costs of investing in the business. 

· Estimate net earnings of the business for the coming year.

· Compute the extra earning power

· Value of goodwill

· Value of the business

· The captialised earning approach

· The discounted future earning approach ( rand earned today will be worth less in future)
Non quantitative factors in valuing a business

· Competition
· Future community developments
· Legal commitments
· Employee contracts
The negotiation process

· The business for sale must be identified and approached 
· Do research about each other
· Once the buyer and sell satisfied with research, ready to being serious negotiations. 
· Sing non disclosure agreements
· Before the buyer makes legal offer to buy the business, he or she will sign a letter of intent.
· Non binding agreement. Allows both parties to walk away and deadline for deal
· Due diligence process
· Draw up the purchase agreement. Spells out the final deal with all the details and is the final product of the negotiation process
· When purchase agreement is drafted, seller and buyer sign it and close the deal
· Real challenge begins for buyer who makes transition to being a successful business owner
Sources of power:

one of the most important sources of power during negotiations is information.  If buyer does not have all the information, he’s at a serious disadvantage. Worst mistake is too rely on seller for this information. Timing will also influence negotiations. If seller is desperate for money, the buyer is in a favourable position. The party with the most time to strike a deal is in power. There may also be pressure when striking the deal. If more than 1 owner, pressure may come from other owners for quick sale. 

Traps to avoid when buying an existing business

· Legal circumference

· Attraction to status and size

· Unknown territory

· Opportunity cost

· Underestimation of other costs

· Greed  and Being too anxious and impatient

