
SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

 

 

 

  
 

 

 

 

 
Output 2.1.2  

Innovation Development Presentation and Promotion 

 

ENTREPRENEURSHIP 
 

 

 

 

 

 

 

 

 

SUCSID Inter-universities Start-Up Centres for Students' Innovations 

Development and Promotion 

 

530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

2 

 

 

Course Descriptors 
 

Course title: Entrepreneurship 
Course unit code Е-IDP-V 
University delivering the 
course:  

KhNUE, KNUCEA, NAMEK, SSU, TNTU, ASEM, KDU, BSU, BNTU 

Type of course unit Optional 
Level of course unit Masters level 
Number of ECTS credits 
allocated 

3 Credits (75-90 hours of student work) 

Mode of delivery lectures, seminars, business games, independent work, distance learning 
etc.  

Prerequisites  no  

 
Learning outcomes of the course unit 
 
Business Core Learning Goals 

1. Distinguish strong business ideas from weak ones 

2. Apply effective written and oral communication skills to business situations. 

3. Identify the top priorities and the key risks for a startup management  

4. Analyze the global and local business environment. 

5. Use critical thinking skills in business situations. 

6. Apply an ethical understanding and perspective to business situations. 

On successful completion of the module, students will be able to: 
 

1. Use critical thinking skills to identify and evaluate entrepreneurial opportunities, manage 

risks and learn from the results of evaluating that process;  

2. Demonstrate knowledge and understanding of the theoretical and practical fundamentals of 

entrepreneurship; 

3. Identify the necessary factors for entrepreneurship organization; 

4. Identify forms of business financing; 

5.  Establish goals, identify resources and determine the steps required to address those goals;  

6. Analyze circumstances, skills and strategies which yield entrepreneurial success; 

7. Analyze and business ideas; identify and analyze the commercial potential of different kinds 

of enterprises; 

8. Identify forms of business ownership and franchising; 

9. Demonstrate an understanding of basic financial literacy. 



SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

3 

 

 

Course contents 
 

List of the main sessions of the course. 
1. Basics of Entrepreneurship  

- Lecture, seminar. 
 

2. Organization and national normative regulation of Entrepreneurship activities 
- Lecture, seminar, independent work  
- Essay 

 
3. Management of Entrepreneurship activities 

- Lecture, seminar, business game  
- Independent work dealing with analysis and preliminary assessment of business idea  
- Launch of group project 

 
4. Marketing in Entrepreneurship  

- Lecture, seminar  
- Independent work dealing with analysis and elaboration of marketing strategy  
- Preparation the part of group project 
- Presentations 

 
5. Resources and financial support for Entrepreneurship activities 

- Lecture, seminar, business game 
- Preparation the part of group project 

 
6. Sustainability and efficiency estimations of Entrepreneurship activities.  

- Lecture, seminar, business game, 
- Presentation the group project  

 
 

Through case studies and panel discussions the Entrepreneurship course will examine functional 
management challenges in startups, such as: 

 Product Management. When and how should an early-stage startup introduce formal product 

management processes (project prioritization and tracking systems, product roadmaps).  

 Engineering. How to mitigate risks in startups with outsourced software development? What are 

the tradeoffs with different approaches to software development and when does each make 

sense?  

 Sales. When the startup should perform it first sales? How to respond to business customers' 

demands for product customization? 

 Marketing. How to optimize the use of different customer acquisition methods? What 

considerations are relevant in pricing a radical new innovation?  

 Business Development. How to protect the startup's interests in the face of asymmetric bargaining 

with powerful partners?  
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Recommended or required reading 
 

 
1. Peter Thiel’s Zero to One: Notes on Startups. – Published by Crown Business, 2013  

2.  Instant startup guide. A supplement to entrepreneur magazine. 16p. www.entrepreneur.com. 

3. Gilles Bouchard. (2013). Basic principles of successful entrepreneurship. 
http://up4startup.com/basic-principles-of-successful-entrepreneurship/ 

 

Additional readings 

1. Kim, W. Chan, & Mauborgne, Renee (2005). Blue Ocean Strategy (1st edition). Boston, 
MA:Harvard Business School Publishing. 

2. Textbook: Taulbert, C. & Schoeniger, G. (2010).  Who owns the icehouse? Eight lessons from 
an unlikely entrepreneur. Cleveland: ELI Press. 

3. Lesonsky, Rieva (2007). Start Your Own Business (4th edition). Canada: Entrepreneur Media. 

4. Teece D. J. Business Models, Business Strategy and Innovation. Long Range Planning 43 (2010) 
172-194 

 
Recommended Website Readings 

http://www.entrepreneur.com 

http://www.entrepreneurship.org 

http://www.businessesforsale.com 

http://www.management.com.ua 

http://www.youngentrepreneur.com 
 

 

Planned learning activities and teaching methods  
 

- Lectures, seminars, business games. 

- Group projects preparation - Business plan for small business combined consultations, 
moderated student work, presentations of the results. 

- Independent work, in particular, dealing with study of web-based informational sources, data 
collecting, analysis and elaboration of marketing strategy for startups and services, etc.  

For distant learning 

Tutor led web-based sessions provide the broad methodological and conceptual framework for 
students’ learning as each major section is introduced. 

Web-based seminars are used to explore these methods and concepts, and to explore the application 
of principle to factual scenarios of increasing complexity.  

A programme of guided study is used to support both lectures and the seminar programmes. Students 
are expected to participate in a web-based discussion on the topic set by the lecturer. 

There is a greater emphasis on independent learning. 

http://www.entrepreneur.com/
http://up4startup.com/basic-principles-of-successful-entrepreneurship/
http://www.management.com.ua/
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Assessment methods, criteria and regime 
 
The assessment regime allows students to develop skills and knowledge and apply them through a 
formative/summative coursework assessment.  

 

The assessment regime allows students to develop skills and knowledge and apply them through a 
formative/summative coursework assessment.  

Assignment Brief (normative regulation) – weighting 30% 

Coursework Group project ( elaboration and assessment of business idea) – weighting 30% 

Presentations (assessment of independent work) – weighting 20% 

Distant learning (trainers, tests, etc.) – 20% 

 
Skills and Personal Development Plan Statement 
 

This course (module) provides the opportunity for students to: 

1. Demonstrate knowledge and understanding of the fundamentals of entrepreneurship; 

2. Identify the necessary factors for entrepreneurship organization; 

3. Analyze business ideas;  

4. identify and analyze the commercial potential of different kinds of enterprises; 

5. Ability to recognize a business opportunity that fits the individual student 

6. Demonstrate the understanding of how to launch the individual's entrepreneurial career 
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1. BASICS OF ENTREPRENEURSHIP 

 

1.1. Principles of Entrepreneurship. What Makes Someone an Entrepreneur? 

 

Learning Objectives 

After studying this section you will know:  

1. Basic principles of entrepreneurship; 

2. Research indicators of successful entrepreneurs. 

 

Key words: entrepreneurship, entrepreneur, business model, business idea. 

 

In a recently published book called “Intelligent Entrepreneur: “How Three Harvard Business School 

Graduates Learned The Ten Rules of Successful Entrepreneurship” (Henry Holt & Co.), Bill Murphy 

interviewed around 150 people and came up with the conclusion that the founders with the most 

enviable outcomes have usually followed basic principles of entrepreneurship. In fact, education and 

experience can provide entrepreneurs with specific skills, attitudes and a fundamental base of 

knowledge. 
 

Basic principles of entrepreneurship1 

1. Making a lot 

of money fast is 

not the first goal 

of entrepreneurs 

The most significant principle of entrepreneurship success is to commit oneself deeply with the 

ideal of entrepreneurship itself, and then to a particular business model or service / product. 

This double commitment helps startuppers to react to market fluctuations, moving or 

abandoning business models, services or products that are not working well. 

Testing several ideas or spending years searching for the right business idea is quite usual 

before coming up with the right one that matches the consumer needs. 

2. Find the right 

opportunity 

The key challenge is to focus on finding customer problems first, and only then on searching for 

solutions that customers greatly need or want, rather than solutions that are nice to have. The 

right solution often comes from your personal or / and professional experience as well as from 

your feelings, your sense of intuition and observation. That’s the only way of understanding 

whether there is a compelling need. 

3. Build 

successful teams 

Building great teams – your most important asset – is fundamental when starting a business. It 

starts by picking the right founder and combining the best skills. 

Designing your team long before starting your activity is essential. It is the only way to reach 

profitability with the right people at the right place, altogether focused on the business model 

goals. Make sure that your team has passion and love with its work. 

4. Make sure 

that execution is 

critical 

Entrepreneurship is difficult even when the idea is great, the team is good and conditions are 

ideal. Executing well involves a combination of two factors : First, balance your entrepreneur’s 

confidence in your business goals with you ability to make your team build the project step by 

step. Second, keep on learning to motivate and lead people. 

5. Be aware of 

your impact 

Successful entrepreneurship doesn’t seem to be about the money. 

Many successful entrepreneurs don’t change their standards of living. As they are used to take 

risks, they don’t have that common fear of the future people usually share, especially in crisis 

times. Of course, money is important, but in terms of ruling the business.  

6. Be aware of 

your social and 

economic role 

Successful entrepreneurs have a specific mission which is to work for a better world. That’s true 

from several points of view : 

Economical (raising the standards of living through innovation); Financial (generating value 

and prosperity); Organizational (transforming structures and organizations); Management 

(promoting new rules in leadership, risk management); Employment (creating jobs, changing 

working habits); Social; Environmental (raising the standards of environment) 

 

Undoubtedly, these six basic principles of entrepreneurship are certainly the best vade mecum for 

those who want to understand or to integrate the high motivations that lead these pioneers in a 

valuable effort to make things move in our societies (Gilles Bouchard,2010). 

                                                 
1 Gilles Bouchard. (2013). Basic principles of successful entrepreneurship. http://up4startup.com/basic-principles-of-

successful-entrepreneurship/ 

 

http://up4startup.com/basic-principles-of-successful-entrepreneurship/
http://up4startup.com/basic-principles-of-successful-entrepreneurship/
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In general according to (Jeanne Holden, 2007) the key features of entrepreneur as following2:  

Creativity is the spark that drives the development of new products or services or ways to do 

business. It is the push for innovation and improvement. It is continuous learning, questioning, and 

thinking outside of prescribed formulas. 

Dedication is what motivates the entrepreneur to work hard, 12 hours a day or more, even seven 

days a week, especially in the beginning, to get the endeavor off the ground. Planning and ideas 

must be joined by hard work to succeed. Dedication makes it happen. 

Determination is the extremely strong desire to achieve success. It includes persistence and the 

ability to bounce back after rough times. It persuades the entrepreneur to make the 10th phone call, 

after nine have yielded nothing. For the true entrepreneur, money is not the motivation. Success is 

the motivator; money is the reward.  

Flexibility is the ability to move quickly in response to changing market needs. It is being true to a 

dream while also being mindful of market realities. A story is told about an entrepreneur who 

started a fancy shop selling only French pastries. But customers wanted to buy muffins as well. 

Rather than risking the loss of these customers, the entrepreneur modified her vision to 

accommodate these needs.  

Leadership is the ability to create rules and to set goals. It is the capacity to follow through to see 

that rules are followed and goals are accomplished. 

Self-confidence comes from thorough planning, which reduces uncertainty and the level of risk. It 

also comes from expertise. Self-confidence gives the entrepreneur the ability to listen without being 

easily swayed or intimidated. 

“Smarts” consists of common sense joined with knowledge or experience in a related business or 

endeavor.  
 

 

1.2. Benefits/Drawbacks of Entrepreneurship. The Strengths of Small Business. 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the Benefits/Drawbacks of Entrepreneurship; 

2. Understand the strengths of Small Business 

 

Key words: entrepreneurship, small business, SME. 
 

Entrepreneurial activity is inconceivable without obtaining benefits for the entrepreneur, the person 

who initiates and grows your business. Some of these benefits include: 

 Financial rewards: Hope to get unlimited income is one of the main reasons that cause a 

person to engage in business. Income is a cash reward for time investments and intellectual 

investments work. As the business owner, the person gets a higher income in comparison if he/she 

is a simple employee. 

                                                 
2 Jeanne Holden. (2007) Principles of  Entrepreneurship  http://gillesbouchard.wordpress.com/2010/10/27/basic-

principles-of-successful-entrepreneurship/ and http://www.ait.org.tw/infousa/zhtw/docs/enterp.pdf 

Who can become an entrepreneur? There is no one definitive profile. Successful

entrepreneurs come in various ages, income levels, gender, and race. They differ in

education and experience. But research indicates that most successful entrepreneurs

share certain personal attributes, including: creativity, dedication, determination,

flexibility, leadership, passion, self-confidence, and “smarts” (Jeanne Holden, 2007)

http://gillesbouchard.wordpress.com/2010/10/27/basic-principles-of-successful-entrepreneurship/
http://gillesbouchard.wordpress.com/2010/10/27/basic-principles-of-successful-entrepreneurship/
http://www.ait.org.tw/infousa/zhtw/docs/enterp.pdf


SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

9 

 

 

 Independence: Some people wish to be their own boss and make all the important decisions 

him/herself. So you are your own boss and have control over your future. 

 Opportunities to use fully your talents, skills, knowledge, and creativity. 

 Salary potential: Generally, people want to be paid for the amount of work they do in full; 

they do not want to be "short-changed."  

 Self-employment: The person does not depend on the employer, working as and when 

desired. 

 Flexibility: Entrepreneurs can schedule their work hours to spend quality time with family 

or any other reason. 

 Rational salary: They are not being paid what they're worth and would rather work on their 

own and earn the money they should be earning for their efforts. 

 Freedom: Entrepreneurs can work whenever they want, wherever they want, and however 

they want. 

 

 
 

Although entrepreneurial activity provides many benefits, while it involves some risks. The survey 

– Flash Eurobarometer No 354 “Entrepreneurship in the EU and beyond” (2012)3 conducted on a 

sample of approx. 42,000 respondents, covers the 27 countries currently comprising the EU as well 

as 13 countries from outside the EU, over indicates that while many people want to engage in 

business, entrepreneurship is associated with risk reduction in the number of people wishing to 

launch into business. Among individuals perceived risks based on business launch (Figure 1) are: 

the possibility of going bankrupt; the risk of losing your propriety/home, irregular/not guaranteed 

income; lack of job security, the possibility of suffering a personal failure; the need to devote too 

much energy or time to it. 

 

 
 

Figure 1. Respondents' answers to question “If you were to set up a business today, which are the two 

risks you would be most afraid of?” (max. 2 answers), %. 

The Strengths of Small Business. Small businesses or small and medium enterprises (SMEs) are vital 

to the success of the economy. The more than 20 million SMEs in the EU represent 99% of businesses, 

                                                 
3 The Survey – 2012 Flash Eurobarometer on Entrepreneurship, p. 73 [Online] Available from: 

http://ec.europa.eu/public_opinion/flash/fl_354_en.pdf  [2014 - Jan. 6] 

The person which decides to become business owner must analyze the benefits and

drawbacks then he/she decides to open their own business or work as an employee.

Whatever will be the decision, it’s important to remember that there is always the possibility

to change in one way or another way.
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and are a key driver for economic growth, innovation, employment and social integration4. 

SMEs are defined in terms of the number of employees and either in terms of turnover or total 

balance sheet as follows: 

Table 1: EU Definition of SMEs 

Company category Employees Turnover or Balance sheet total 

Medium-sized < 250 ≤ € 50 m ≤ € 43 m 

Small < 50 ≤ € 10 m ≤ € 10 m 

Micro < 10 ≤ € 2 m ≤ € 2 m 
 

Source: Commission recommendation UE of 6 May 2003, concerning the definition of micro, small and 

medium-sized enterprises (notified under document number C(2003) 1422) 

The Strengths of Small Business  

 Flexibility. To take advantage of economies of scale, large business usually seeks to devote 

resources to produce large quantities of products over long periods of time. This commitment of 

resources limits their ability to react to new and quickly changing markets as small business do. 

 Innovation. Real innovation has come most often from independent inventors and small 

businesses. Small businesses have contributed many inventions that we use daily. The long list 

would include air conditioners, helicopters, computers, instant cameras, audio-tape recorders, fiber 

optic examining equipment, optical scanners, airplanes, most of which were later produced by large 

manufacturers. Small business innovate by introducing new technology and markets, creating new 

markets, developing new products, and nurturing new ideas. 

 Close relationship to customers. Small business owners get to know their customers and 

neighborhood on personal level. This closeness allows them to provide individualized service and 

gives them firsthand knowledge of customer wants and needs. Knowing customers personally can 

allow small businesses to build a competitive advantage based on specialty products, personalized 

services, and quality, which enable them to compete whit the bigger businesses5. 

 Low overheads - due to the small scale of operation, small businesses have lower overhead 

costs. They operate in small premises with low heating and lighting costs, and limited rent and rates 

to pay. Low costs result in lower prices for consumers. 

 Catering for limited or niche markets - large firms with high overheads must produce high 

levels of output to spread costs. By contrast, small firms are able to make a profit on much lower 

sales figures. They can therefore sell into much smaller markets: e.g. a local window cleaner 

serving a few hundred houses, a specialist jeweler maker with personal clients. 

Go It Alone or Team Up? One important choice that new entrepreneurs have to make is whether 

to start a business alone or with other entrepreneurs. They need to consider many factors, including 

each entrepreneur’s personal qualities and skills and the nature of the planned business.6 

Go It Alone 

 You can follow your vision 

 You don’t need to share profits, with anyone since you don’t have any staff to share it with. 

It will be completely your business. You don’t need to listen to any input from any other 

staff because there is none. This mean the business is entirely yours.  

                                                 
4 http://ec.europa.eu/enterprise/policies/sme/index_en.htm - these web pages give access to information on the SME 

policy of the European Commission 
5 Hatten Timothy S.(2011) Small Business Management: Entrepreneurship and Beyond, 5 ed., South-Western Cergage 

Learning 
6Jeanne Holden. (2007) Principles of  Entrepreneurship  http://gillesbouchard.wordpress.com/2010/10/27/basic-

principles-of-successful-entrepreneurship/ and   http://www.ait.org.tw/infousa/zhtw/docs/enterp.pdf 

https://www.google.com/search?hl=ru&tbm=bks&tbm=bks&q=inauthor:%22Timothy+S.+Hatten%22&sa=X&ei=L9zKUqDeOuvB7Ab__4CIBQ&ved=0CEYQ9AgwAg
http://books.google.com/books?id=8m6PEcgFe6MC&printsec=frontcover&dq=small+business+management+and+entrepreneurship&hl=ru&sa=X&ei=L9zKUqDeOuvB7Ab__4CIBQ&ved=0CEIQ6AEwAg
http://books.google.com/books?id=8m6PEcgFe6MC&printsec=frontcover&dq=small+business+management+and+entrepreneurship&hl=ru&sa=X&ei=L9zKUqDeOuvB7Ab__4CIBQ&ved=0CEIQ6AEwAg
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 Decisions are made quickly - As a sole proprietor, you get the first and only say– without 

having to run your decision making by other parties, there will be no need for team 

meetings, collaborating, or voting. Personal comfort and flexibility. 

Team up  

 Team members share decision-making and management responsibilities. They can also give 

each other emotional support, which can help reduce individual stress. 

 Companies formed by teams have somewhat lower risks. If one of the founders is 

unavailable to handle his or her duties, another can step in. 

 Team interactions often generate creativity. Members of a team can bounce ideas off each 

other and “brainstorm” solutions to problems. 

 Combining monetary resources and expertise. In the best situations, team members have 

complementary skills. One may be experienced in engineering, for example, and the other 

may be an expert in promotion. 

 Investors and banks prefer financing new businesses started by more than one entrepreneur. 

 

 

In general, strong teams have a better chance to be successfully. In Entrepreneurs in High 

Technology, Professor Edward Roberts of the Massachusetts Institute of Technology (MIT) reported 

that technology companies formed by entrepreneurial teams have a lower rate of failure than those 

started by individuals. This is particularly true when the team includes a marketing expert. 
 

1.3. How to Avoid the Pitfalls. Opportunity Recognition (SWOT) 

 

Learning Objectives 

After studying this chapter you will know:  

1. The pitfalls on the path of the new enterprise; 

2. The ways to overcome the pitfalls; 

3. The role of the SWOT analysis in overcoming pitfalls 

Key words: the pitfalls, planning, management, SWOT analysis. 

Although the risks involved with starting a business are considerable, there are steps you can take to 

increase the odds that your business will survive beyond its first few years of life. One of the most 

important things one can do is become knowledgeable about the risks and pitfalls faced by 

enterprises during the startup phase. 

It's impossible to anticipate every challenge, but here are some of the main reasons small and 

medium businesses fail during startup7: 

Insufficient Capital. Starting a business requires the proper resources. The worst thing one can do 

is launch a small business without the resources you need to do business and turn a profit. Many 

would-be small business owners launch their businesses with the idea that they will acquire the 

                                                 
7 Deborah S. Hildebrand Harris. Common Pitfalls for a Small Business Investing in Homes. Posted on September 17, 2013 

https://www.businessfinancestore.com 

"Talent wins games, but teamwork and intelligence wins championships."

Michael Jordan

"Teamwork is the ability to work together toward a common vision. The ability to direct
individual accomplishments toward organizational objectives. It is the fuel that allows
common people to attain uncommon results.”

Andrew Carnegie

https://www.businessfinancestore.com/2013/09/17/common-pitfalls-for-a-small-business-investing-in-homes/
https://www.businessfinancestore.com/
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resources they need to run business as the business grows. The problem is the business may never 

grow because it is under-resourced. 

Lack of Planning. Everything starts with a plan, an intended course of action that will move you 

from point A to point B. Without one, there’s no way of knowing whether you’ve reached your 

goal. Should not look for investment until isn’t an actual business plan. If don’t do a business plan, 

it is likely that you will not get credit. Don't expect your business plan to be finished quickly either. 

A good business plan takes time. It takes time to research, to look at both the benefits and 

disadvantages of your ideas, and to find all the facts and figures. This is going to take several 

months, including thinking time. 

Many small businesses fail because of fundamental shortcomings in their business planning. It must 

be realistic and based on accurate, current information and educated projections for the future8. 

Components may include: 

 Description of the business, vision, goals, and keys to success; 

 Work force needs; potential problems and solutions; 

 Financial: capital equipment and supply list, balance sheet, income statement and cash flow 

analysis, sales and expense forecast; 

 Analysis of competition, marketing, advertising and promotional activities; 

 Budgeting and managing company growth. 

In addition, most bankers request a business plan if you are seeking to secure addition capital for 

your company. 

Bad Location. The most important thing in the organization of business is location. A cheaper 

monthly rent payment will not help if your company doesn’t have any customers. Scout around and 

maybe even employ the services of a local real estate agent to help you find the best location for 

your company. Some factors to consider: 

 Where your customers are; Traffic, accessibility, parking and lighting;  

 Location of competitors; Condition and safety of building;  

 Local incentive programs for business start-ups in specific targeted areas;  

 The history, community flavour and receptiveness to a new business at a prospective site.  

Lack Marketing. A company with no sales is doomed to failure. Most aspects of your business 

depend on successful marketing. The overall marketing umbrella covers advertising, public 

relations, promotions and sales. Marketing is a process by which a product or service is introduced 

and promoted to potential customers. Without marketing, your business may offer the best products 

or services in your industry, but none of your potential customers would know about it. Without 

marketing, sales may crash and companies may have to close9. 

Poor Management. Many reports on business failures cite poor management as the number one 

reason for failure. New business owners frequently lack relevant business and management expertise 

in areas such as finance, purchasing, selling, production, and hiring and managing employees. Unless 

they recognize what they don't do well, and seek help, business owners may soon face disaster. They 

must also be educated and alert to fraud, and put into place measures to avoid it. 

Neglect of a business can also be its downfall. Care must be taken to regularly study, organize, plan 

and control all activities of its operations. This includes the continuing study of market research and 

customer data, an area which may be more prone to disregard once a business has been established. 

A successful manager is also a good leader who creates a work climate that encourages 

productivity. He or she has a skill at hiring competent people, training them and is able to delegate. 

A good leader is also skilled at strategic thinking, able to make a vision a reality, and able to 

                                                 
8 www.businessknowhow.com/startup/business-failure.htm 
9 Rob Janoff. Marketing expert-key to successful business. Feb 2, 2013 http://www.artipot.com 

http://www.artipot.com/authors/482735/rob-janoff/
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confront change, make transitions, and envision new possibilities for the future. 

Competition. Knowing who your competitors are, and what they are offering, can help you to 

make your products, services and marketing stand out. It will enable you to set your prices 

competitively and help you to respond to rival marketing campaigns with your own initiatives. 

You can use this knowledge to create marketing strategies that take advantage of your competitors' 

weaknesses, and improve your own business performance. You can also assess any threats posed by 

both new entrants to your market and current competitors. This knowledge will help you to be 

realistic about how successful you can be. 

An evaluation of the strengths, weaknesses, opportunities, and threats a business might have is usually 

known as a SWOT analysis. Understanding the types of marketing a business owner should invest in, 

what improvements should be made and when, and knowing how to counter potential threats are 

some of the ways the importance of SWOT analysis might be shown. In addition, it can potentially 

show opportunities for growth and improvement that the owner might not have seen otherwise. 

An example of SWOT analysis illustrated by the below table 110. 

Table 1 

An example of SWOT analysis 

 

 Favourable Unfarvourable 

In
te

rn
a
l 

Strengths Weaknesses 

What are your strengths? 

What do you do better than others?  

What unique capabilities and resources do 

you possess? 

What do others perceive as your strengths? 

What are your weaknesses? 

What do your competitors do better than you?  

What can you improve given the current 

situation? 

What do others perceive as your weaknesses? 

E
x
te

rn
a
l 

Opportunities Threats 

What trends or conditions may positively 

impact you? 

What opportunities are available to you?  

What trends or conditions may negatively 

impact you? 

What are your competitors doing that may 

impact you? 

 Do you have solid financial support?  

What impact do you weaknesses have on 

the threats to you? 

 

Once the SWOT factors are identified, decision makers should be able to better ascertain if the 

project or goal is worth pursuing and what is required to make it successful. The analysis aims to 

help an organization match its resources to the competitive environment in which it operates. In 

addition, it is an extremely constructive tool not only for evaluating different business/project 

situations, but also indicating new hikes. It provides an ideal framework to formulate and criticize 

any strategy before it gets into action. The best part of SWOT analysis is its easiness to complete. In 

modern business, SWOT Analysis is a powerful method of brainstorming. Thus helps business 

management to deeply consider the requirements of the business. 

 

                                                 
10 B. Naga Jyothi; G.R. Babu; I.V. Murali Krishna. Object Oriented and Multi-Scale Image Analysis: Strengths, 

Weaknesses, Opportunities and Threats - A Review". Journal of Computer Science 4 (9): 706–712. Jan 2008. 

http://trove.nla.gov.au/people/B.%20Naga%20Jyothi?q=creator%3A%22B.+Naga+Jyothi%22
http://trove.nla.gov.au/people/%20G.R.%20Babu?q=creator%3A%22G.R.+Babu%22
http://trove.nla.gov.au/people/%20I.V.%20Murali%20Krishna?q=creator%3A%22I.V.+Murali+Krishna%22
http://trove.nla.gov.au/work/27715159
http://trove.nla.gov.au/work/27715159
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2. ORGANIZATION AND NATIONAL NORMATIVE REGULATION OF 

ENTREPRENEURSHIP 

 

2.1.  National normative regulation 

 

Learning Objectives 

After studying this chapter you will know:  

1. Laws governing Entrepreneurship in the Republic of Moldova; 

2. Types of businesses with a legal person in Republic of Moldova; 

3. The main characteristics of enterprise legal person; 

4. Dimensions of mandatory payments for legal persons; 

5. The process of registering a company in Republic of Moldova. 

 

Key words: national legislation, tax policy, legal person, registration of companies 

 

Business activities in the Republic of Moldova is regulated by the Law "On enterprises and 

entrepreneurship" No845 of 01.3.199211 . 

According to this law, Entrepreneurship is the action, carried out on their own, on their own behalf, 

at its own risk and under its estate responsibility are the activities of citizens and their associations to 

produce products, work and services with a view to ensure a permanent source of income. 

Company registration in the Republic of Moldova shall be regulated by the Law "On the state 

registration of legal entities and individual entrepreneurs" No 220 of 10.19.2007. The present law 

regulates the procedure for state registration of legal entities and individual entrepreneurs; the order 

of reference of the public registers legal persons and individual entrepreneurs, as well as the legal 

status of a public register and recorder. 

Registration of companies in the Republic of Moldova was exercised by the State Registration 

Chamber at the Ministry of Information Development12 and is regulated by the Civil Code of the 

Republic of Moldova Nr. 1107 dated 06.06.2002 

The Enterprise legal person - this organization, established by other individuals, it is an independent 

entity, which operates in accordance with the rules and principles established by the law for each 

type of organization. The law provides for several types of businesses: 

 Society with limited liability, abbreviated as O.O.O. (Articles 145-155 Civil Code)  

 Brief Name, abbreviated as A.O. (Articles 156-170 Civil Code)  

 Production cooperative and business cooperative (articles 171-178 Civil Code)  

 Full partnership (article 121-135 Civil Code)  

 Accumulate investments society (articles 136-144 Civil Code)  

 State enterprise and municipal enterprise (article 179 Civil Code) 

The main characteristics of enterprises with the status of legal person are the following: 

 The Enterprise has its own property, created from the contributions of persons, who 

invented it and the property acquired in the process. The company is responsible for the 

obligations only to the extent of the property. 

 The company is not liable for the obligations of persons, which it was founded. 

 Persons, who founded the company, do not meet the obligations of the enterprise. 

SRL (LLC) is the most popular format for business in the Republic of Moldova. The minimum 

authorized capital of a company is 5400 MD lei (approximately 340 euros). 

Starting from its activities, the individual entrepreneur or the enterprise becomes contributor taxes 

(duties), fees and other mandatory payments. The main legislative acts, which define the system of 

                                                 
11 The Law "On enterprises and entrepreneurship" No845 of 01.3.1992 http://lex.justice.md 
12 State Registration Chamber at the Ministry of Information Development http://www.cis.gov.md 

http://www.cis.gov.md/
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such payments, include13: 

 The law on state social insurance system Nr. 489 of 07.08.1999. 

The mandatory payments: 
 The profit tax rate is enterprise - 12 % for contributors VAT or 3% of income from 

operating activities, obtained in resolving tax period, outlays for VAT (2012g)  

 Social insurance (employer) - 23% (depending on the status of the Institute and the 

organization ), Of the social insurance (worker) - 6%, Health insurance (employer) - 

3.5 %,Medical insurance (worker)- 3.5 %  

The necessary information for company registration: 

 The name of the company (it is necessary to check the name of the unique); 

 Information about the participants (shareholders) and director (name, address of residence, 

nationality) and contact phone numbers. 

 Amount of the authorized capital of the company and the methods of its contribution. 

 Types of activities. The bank, which will open the temporary / current account. 

Duration of company registration. The duration of the proceedings in the case where well-

prepared set of documents are presented, is estimated at 1 day (fast order) and 5 days (normal 

order). In view of the fact that the state company registration includes the opening of a bank 

account, registration as a taxpayer in the State Tax Inspection, National Bureau of Statistics, the 

National Health Insurance Scheme, the National Social Security Fund (CNSS), etc. to ensure that a 

registered company has become fully functional must be approximately 10 days. 

 

 

2.2. Choosing a Form of Business 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the main criteria for the choice of form of business organization  

2. Understand the advantages and disadvantages of different forms of organization 

 

Key words: form of business organization, sole proprietorship, partnership, corporations, owner’s 

liability, control, taxation, organization and maintenance costs. 

 

When starting up the first thing you need to do is to decide the right legal status for your business. It 
is worth thinking carefully about which structure best suits the way that you do business, as this will 

affect your tax and National Insurance payment obligations, the records and accounts to keep, the 

financial liability if the business runs into trouble.  

Each legal status could bring several advantages and disadvantages to a business venture, thus it is 

necessary to research the main criteria for the choice of form of business organization before 

deciding on the structure the business will have. The main criteria for the choice of form of business 

organization there are14:  

Owner’s Liability: Often a prime concern in selecting a business form is the owner’s financial 

exposure. Unless the form selected provides limited liability, the owner’s personal assets are 

exposed to the claims of creditors or claimants of the business.  

Control: Control or management, when more than one person is involved in a business, is another 

major factor in selecting a form of business organization. Whether all owners can participate in 

control or management, and in what form, will depend upon the choice of business entity. 

Taxation: The tax considerations relating to going into business for the first time or changing the 

                                                 
13  Normative acts of the Republic of Moldova www.justice.md 
14  Selecting a business structure: an informational guide to forming businesses  

http://www.agecon.ksu.edu/accc/kcdc/PDF%20Files/Business3.pdf  

http://www.justice.md/
http://www.agecon.ksu.edu/accc/kcdc/PDF%20Files/Business3.pdf
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form of a business are extensive and complex. The tax attributes of the various forms of business 

entities can be a significant consideration in selecting a form of business entity. In some cases, 

particularly with tax-motivated transactions, the tax attributes will be the primary consideration. 

Even if taxes are not a major consideration, the tax attributes of the chosen form need to be 

considered to avoid unintended negative consequences. 

Organization and Maintenance Costs: The costs of organizing a business entity, maintaining 

books and records, and complying with public reporting requirements can be substantial. These 

costs may be a factor in selecting a form of business entity.  

Consider these basic forms of business organization: Sole Proprietorship; Partnership; 

Corporations15. 
 

 
Advantages of Sole Proprietorship: ease of start-up and closure; pride of ownership; flexibility of 

being your own boss; no special taxes. 

Disadvantages of Sole Proprietorship: incurs all losses; unlimited liability; limited access to 

capital; limited management skills. 
 

 
Advantages of Partnership: easy to establish; ability to attract limited partners; minimal 

government regulation; losses are shared; combined business skills and knowledge 

Disadvantages of Partnership: Unlimited liability of at least one; Difficulty in disposing of 

interest; Potential for personality and authority conflicts; shared profits.  
 

 
Advantages of Corporations: specialized management limited liability of stockholders; ability to 

attract capital; ability to continue indefinitely; transfer of ownership.  

Disadvantages of Corporations: cost and time in incorporating; financial disclosure (lack of 

secrecy); legal requirements and red tape; potential loss of control; conflict within the corporation; 

double taxation16. 

Conclusion. The best form of business organization depends on an entrepreneur’s particular 

situation. The key to choosing a form of ownership is understanding how each form’s 

characteristics affect an entrepreneur’s specific business and personal circumstances. 

                                                 
15  Giving your business the best start with tax (2013) http://www.hmrc.gov.uk/startingup/working-yourself.pdf 
16 Courtney, Thomas B. (2002). The Law of Private Companies (2nd ed.). Bloomsbury Professional. 4.001. "As a 

corporation, or body corporate, a private company is regarded in law as having a separate legal personality from its 

shareholders (owners) and directors (managers)." 

Sole Proprietorship is a business owned and controlled by a single person. Although SPs

may have employees, the business is viewed legally as an extension of the owner. All

responsibilities, profits and losses are the owner’s.

Partnership is an association of two or more people to carry on, as co-owners, a business
for profit. Owners contribute property, money or services to the business for their
common benefit. Partners share profits from the business in prearranged proportions.

Corporation is a legal entity or “person” in itself. Corporations are formed by following a

formal process of incorporation set forth by state statutes. A corporation can be viewed

as an artificial individual created to conduct business by acquiring assets, hiring

employees, paying taxes and facing pertinent legal issues including litigation. A

corporation may also own property, enter into contracts and borrow money.

http://www.hmrc.gov.uk/startingup/working-yourself.pdf
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3. MANAGEMENT OF ENTREPRENEURSHIP 

 

3.1. Designing a Competitive Business Model 
 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the importance of competitive business model development. 

2. Explain why and how start-up must create a competitive advantage. 

3. Develop a strategic plan for start-up using the nine steps in the strategic planning process. 

4. Discuss the characteristics of three basic strategies – low cost, differentiation, and focus – 

and know when and how to employ them. 

 

Key words: business model, strategic plan, total costs. 
 

Whenever a business enterprise is established, it either explicitly or implicitly employs a particular 

business model that describes the design or architecture of the value creation, delivery, and capture 

mechanisms it employs. Business model is not a spread sheet or computer model, although a 

business model might well become embedded in a business plan and in income statements and cash 

flow projections. But, clearly, the notion refers in the first instance to a conceptual, rather than a 

financial, model of a business. It makes implicit assumptions about customers, the behavior of 

revenues and costs, in general the elements of business model are on Figure 1.  
 

 
 

Figure 1. Elements of business model design (Teece, 2010) 
 

As Teece, 2010 states and it is clearly seen from the figure 1, the essence of a business model is in 

defining the manner by which the enterprise delivers value to customers, entices customers to pay 

for value, and converts those payments to profit17. 

Magretta (2002) Business models are often defined as “stories that explain how enterprises work”18. 

The founder of modern management Peter Druker in defining business models strives to answer the 

following questions: who are the customer and what customers want, how they want it, and how the 

entrepreneur can organize to best meet those needs, get paid for doing so, and make a profit? That 

                                                 
17 Teece D. J. Business Models, Business Strategy and Innovation. Long Range Planning 43 (2010) 172-194 
18 Magretta, J. (2002), “Why Bussiness model matter” Harvard Business review, May.2002 

Select technologies and 
features to be 
embedded in 

product/service

Determine benefit to the 
customer from 

consuming/using the 
product/serviice 
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Confirm available 
revenue streams

Design 
mechanisms to 
capture value
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in general it is needed to identify the economic logic that explains how entrepreneur deliver to 

customers at appropriate costs? 
 

 
 

No matter what the sector, there are criteria that enable one to determine whether or not one has 

designed a good business model. A good business model yields value propositions that are compelling 

to customers, achieves advantageous cost and risk structures, and enables significant value capture by 

the business that generates and delivers products and services. ‘Designing’ a business correctly, and 

figuring out, then implementing e and then refining e commercially viable architectures for revenues 

and for costs are critical to enterprise success. It is essential when the enterprise is first created; but 

keeping the model viable is also likely to be a continuing task. Superior technology and products, 

excellent people, and good governance and leadership are unlikely to produce sustainable profitability if 

business model configuration is not properly adapted to the competitive environment. Some preliminary 

criteria for business model design are suggested throughout this section. 

Practical Example of Business strategy providing goods. The ‘razor-razor blade model’ is 

another classic (and quite generic) case of a well-known business revenue model (which is just one 

component of a business model), which involves pricing razors inexpensively, but aggressively 

marking-up the consumables (razor blades). Jet engines for commercial aircraft are priced the same 

way e manufacturers know that engines are long lived, and maintenance and parts is where Rolls 

Royce, GE, Pratt & Whitney and others make their money. So engines are sold relatively 

inexpensively e but parts (and service) involve considerable mark-ups and represent an income 

stream that may continue for decades. (Teece, 2010). 

That is in general the ‘razor-razor blade model’ can be defined in a bussines concept well-defined 

by Fred Wilson (2006)19. 

 

A business model pioneered by one company in one space may be adopted by another company in 

another space. The ‘freemium’ model has been adopted by Adobe (for its PDF reader), Skype and 

MySpace, while Outshouts Inc (www.outshouts.com) has applied Flickr’s multiple revenue streams 

model to on-line Web videos, allowing users to personalize and disseminate videos for business or 

consumer purposes. 

Practical Example of Business strategy providing services: 

Skype – basic in network voice is free, out of network calling is a premium service 

Trillian – the basic service is free, but there is paid version that is full featured 

Box.net – you get 1gb of virtual storage for free, but you have to pay for more than that 

Webroot – you can get a free spyware scan, but for full protection you need to pay‘ 

However there is some risk and one have to be sure that whatever the customer gets day one for 

free, they are always going to get for free. Nothing is more irritating to a potential customer than a 

“bait and switch” or a retrade of the value proposition. 

Linking the purposeful action of strategic planning to an entrepreneur’s ideas can produce results 

that shape the future. Following the (Zimmerer at al. 2008)20 the important steps of strategic 

                                                 
19 Fred Wilson (2006) My Favorite Business Model. http://www.avc.com/a_vc/2006/03/my_favorite_bus.html 
20  Zimmerer, Thomas. (2008). Essentials of entrepreneurship and small business management / Thomas W. Zimmerer, 

Norman M. Scarborough, Doug Wilson.– 5th ed. 

In essence, a business model [is] a conceptual, rather than financial, model of a business  
(Teece,  2010). 

Give your service away for free, possibly and supported but maybe not, acquire a lot of
customers very efficiently through word of mouth, referral networks, organic search
marketing, etc., then offer premium priced value added services or an enhanced version of
your service to your customer base’ (Fred Wilson, 2006)
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planning and business model building are: 

Step 1. Develop a clear vision and translate it into a meaningful mission statement. Highly 

successful entrepreneurs are able to communicate their vision to those around them. The firm’s 

mission statement answers the first question of any venture: What business am I in? The mission 

statement sets the tone for the entire company. 

Step 2. Assess the company’s strengths and weaknesses. Strengths are positive internal 

factors; weaknesses are negative internal factors.  

Step 3. Scan the environment for significant opportunities and threats facing the business. 

Opportunities are positive external options; threats are negative external forces. 

Step 4. Identify the key factors for success in the business. In every business, key factors that 

determine the success of the firms in it, and so they must be an integral part of a company’s 

strategy. Key success factors are relationships between a controllable variable and a critical factor 

influencing the firm’s ability to compete in the market.  

Step 5. Analyze the competition. Business owners should know their competitors’ business 

almost as well as they know their own business. A competitive profile matrix is a helpful tool for 

analyzing competitors’ strengths and weaknesses.  

Step 6. Create company goals and objectives. Goals are the broad, long-range attributes that 

the firm seeks to accomplish. Objectives are quantifiable and more precise; they should be specific, 

measurable, assignable, realistic, timely, and written down. The process works best when managers 

and employees are actively involved. 

Step 7. Formulate strategic options and select the appropriate strategies. A strategy is the 

game plan the firm plans to use to achieve its objectives and mission. It must center on establishing 

for the firm the key success factors identified earlier. Step 8 Translate strategic plans into action 

plans. No strategic plan is complete until the owner puts it into action. 

Step 9. Establish accurate controls. Actual performance rarely, if ever, matches plans exactly. 

Operating data from the business assembled into a comprehensive scorecard serve as an important 

guidepost for determining how effective a company’s strategy is. This information is especially 

helpful when plotting future strategies. 

 

 

3.2. Costs of Running a Business: Variable and Fixed 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the meaning of fixed and variable costs; 

2. Understand the concept and terminology of cash flow (CF) analysis; 

3. Have a working knowledge of CF statement calculations. 

 

Key words: fixed and variable costs, semi-variable costs , cash flow analysis, cash flow statement. 

 

The cost of doing business in many situations includes fixed costs and variable costs. For activities 

such as budgeting, production planning, and profit forecasting, it is crucial to understand the 

relationships between fixed and variable costs on the one hand, and business volume, pricing, and 

net cash flow on the other. Break even analysis is central to this understanding. 

Fixed costs are costs that remain constant, regardless of sales or manufacturing volume. For 

example, if floor space costs, general managers salaries, and janitorial services, do not 

change with business volume, they are fixed costs. In simple situations, total fixed cost 

remains constant, regardless of business volume. 

Variable costs vary in direct proportion to business volume (quantity sold, or quantity 

produced). The variable costs for selling goods, for instance, might include the direct cost the 
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seller paid to acquire each unit sold. Here, the total variable cost can be as simple as the cost 

per unit multiplied by the number of units sold. 

Semi-variable costs are constant across a range of business volume levels but change when 

business volume goes out of that range. The cost of hiring a call center operator, for instance, might 

qualify as a fixed cost when call volume is between 0 and 100 calls per day. A second operator 

might be needed if call volume is between 101 and 200 calls per day, and a third might be needed if 

daily call volume is 201-300. Within each call volume range (e.g., 201-300), operator cost is a fixed 

cost. Across all ranges (0 - 300 calls per day), operator cost is a semi-variable cost. 

The term cash flow (CF) refers literally to the "flow" or movement of cash funds into or out of a 

business. This entry defines and explains this and related terms such as cash flow stream, net cash 

flow, and cumulative cash flow, and illustrates their role in financial statement analysis, 

investment analysis, and business case decision support. 

Cash flow is distinguished from accounting terms such as income, revenue, expense, and cost, all of 

which may result in CF, but which are not that themselves. Cash flow and net CF are center stage in 

two kinds of business analyses:  

Financial statement analysis: Cash holdings and flows contribute to metrics for evaluating a company's 

financial position– especially its ability to meet current obligations and take action on short notice.  

Business case and investment analysis: Cash flows are viewed as the basic input and output of a 

proposed investment or action. CF Estimates enable further analysis with metrics such as net 

present value (NPV), internal rate of return (IRR), return on investment (ROI), and payback period. 

A company's cash flows over a reporting period are summarized on a cash flow statement 

(statement of changes in financial position, SCFP). This statement is one of four primary reporting 

instruments that publicly traded companies publish quarterly and annually. The other three are the 

income statement, statement of retained earnings, and the balance sheet or statement of financial 

position. The cash flow statement reports actual cash inflows during the period under "Sources of 

Cash" and actual cash outflows under "Uses of Cash." Net CF for the period is the difference 

between total Sources of Cash and total Uses of Cash. 

The financial accounting cash flow statement shows management and stockholders the cash 

holdings available to work with, as well as cash gains and losses during the period just ended. By 

contrast, the income statement (or profit & loss statement, P&L) tells stockholders and taxing 

authorities what the company reports for earnings during a period. 

The cash flow statement also helps explain the differences between the current balance sheet and 

the previous period's balance sheet.  

 

 

3.3. Managing Business Risk to Enhance Success 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the differences of main types of business risks 

2. Understand the main principles of business risk management and assessment; 

3. Appreciate the usefulness risk management as a decision making tool.  

Key words: Business Risk; Risk management; Risk assessment; Owners Risks; Economic Risks; 

Operational Risks; Credit Risks 

Business risks – definition and classification. There are two types of business risk.  

The first and more traditional type is non-entrepreneurial risk, found in fire, pollution or fraud. 

Companies used to protect themselves by buying insurance but, as we shall see, insurance is only 

one way to protect the company: there are many others. 
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The second type is entrepreneurial risk. This happens when a company builds a new plant, launches 

a new product or buys a company. If the company gets its forecasts wrong, it loses money. There 

are ways of reducing entrepreneurial risk, as will be discussed later. Risk applies to any 

management decision that could have a good or bad outcome. It follows that most management 

projects and decisions contain risk. Most risks are not catastrophic but, some can cause loss of life 

and great damage. Better risk management could have forestalled some of these crises. Risk is also 

a future event that results from actions taken now. That is why managers should consider different 

options for any problem, and evaluate the consequences.21 

 

As a business owner, there are a variety of risks and challenges that you must deal with every day, from 

maintaining demand for your product or service, to managing resources, to making strategic business 

decisions such as changing or expanding your operations. But what about the less obvious risks — the 

ones that you don’t necessarily deal with on a daily basis but are just as critical to your business success? 

Some business risks (such as retaining employees) are within your control; others (such as 

economic change) are not. But there are ways of managing both types. Your awareness of the risks 

that could negatively affect your business is the first step in the risk management process. 

Different experts propose different classification and prioritizations of business risks. In this chapter 

we will consider some of them.22 

Once you’ve identified the risks that could affect your business, you’ll be in an excellent position to 

assess the steps you may want to take to manage these risks ̶ and stay on track for business success. 

A. Employee and Owner Risks 

 Attracting and retaining employees. Employees represent the greatest asset of almost 

every business, and attracting and retaining the right people is a cornerstone of business success for 

most enterprises. 

 Ownership conflict or change Partners or co-owners can bring essential strength, 

expertise and support to a business, but a conflict between them — or the unexpected loss of one of 

them — can create problems. 

 Loss of a key person For business owners, the consequences of the loss of a vital member, 

known as a “key person,” in the company through death, disability or critical illness could be 

significant. The business would lose the input of a valuable member, creditors could withdraw 

financing, tax liabilities could be created and customers might go elsewhere. In addition, there 

could be significant out-of-pocket costs in terms of recruiting and training a suitable replacement.  

B. Economic Risks 

 Currency and interest rate fluctuations. 

 Reduction in consumer and business spending. Ask any business owner who survived the 

economic slowdowns of 1990, 2001 and 2008: nothing goes up forever. The economy is cyclical 

                                                 
21 The CompleteGuide to Business Risk Management Second Edition, KIT SADGROVE 

  http://www.ashgatepublishing.com/pdf/SamplePages/Complete_Guide_Business_Risk_Management_Ch1.pdf 
22  http://www.rbc.com/canada/_assets-custom/pdf/Managing Risk Guidebook English.pdf 

Investopedia defines of 'Business Risk' as the possibility that a company will have lower
than anticipated profits, or that it will experience a loss rather than a profit. Business risk
is influenced by numerous factors, including sales volume, per-unit price, input costs,
competition, overall economic climate and government regulations. A company with a
higher business risk should choose a capital structure that has a lower debt ratio to ensure
that it can meet its financial obligations at all times .

www.investopedia.com

http://www.ashgatepublishing.com/pdf/SamplePages/Complete_Guide_Business_Risk_Management_Ch1.pdf
http://www.rbc.com/canada/_assets-custom/pdf/Managing%20Risk%20Guidebook%20English.pdf
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and few businesses are immune to the threat of lower sales when consumers and businesses reduce 

their spending. 

 Supply chain cost fluctuations and disruptions. If your business relies on one or more key 

supplies, volatility in the price of these supplies can have a significant impact on your costs, pricing 

and profitability. In addition, an interruption in service from a key supplier can slow down or even 

stop your production. 

C. Credit Risks 

 Non-payment of accounts receivable. Most businesses must offer credit to remain 

competitive, and accounts receivable can represent a substantial portion of a business’s value at any 

given time. If you have one or more large customer accounts, the failure to collect a significant 

receivable could represent a major financial setback. Even if you have a wide customer base, you 

can still be exposed to substantial defaults on receivables during periods of economic downturn.  

D. Operational Risks 

 Lawsuits and legal liability. The legal liability of your business for an injury, product 

defect or monetary loss involving an employee or third party can take many forms. That’s why it’s 

essential for you to assess the type of liabilities and legal actions to which you may be exposed. 

 Catastrophic risk. Catastrophic events, such as fire, flood and major thefts, are rare, but it 

only takes one event to close down a business permanently if the proper coverage is not in place. 

Fortunately, property insurance, which provides protection in the event of such catastrophes, can go 

beyond providing coverage for the four walls of your business premises to protect the sustainability 

of your business operations as well. 

There is no question that those that manage their risks better than others enjoy a significant competitive 

advantage. An advantage that might become critically important in today’s challenging economic times. 

Put simply, they have a much better chance of reaching their business objectives. They can also enjoy 

better relationships with stakeholder groups – many of which are applying more scrutiny to business 

behavior and are less tolerant of mistakes. Such organizations are also in a superior position to take 

calculated risks, due to their greater knowledge of where hazards and opportunities lie.23 

THE MAIN PRINCIPLES OF RISK MANAGEMENT 

The International Organization of Standartization (ISO) identifies the main principles of risk 

management.24 

Risk management should: 

 create value – resources expended to mitigate risk should be less than the consequence of 

inaction, or, the gain should exceed the pain; 

 be an integral part of organizational processes; be part of decision making process; 

 explicitly address uncertainty and assumptions; be systematic and structured; 

 be based on the best available information; take human factors into account 

 be transparent and inclusive; be dynamic, iterative and responsive to change 

 be capable of continual improvement and enhancement 

 be continually or periodically re-assessed. 

 

 

 

                                                 
23   http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning risk into results_AU1082_1 

Feb 2012.pdf 
24  ISO/DIS 31000 (2009). Risk management — Principles and guidelines on implementation. International 

Organization for Standardization. 

http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning%20risk%20into%20results_AU1082_1%20Feb%202012.pdf
http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning%20risk%20into%20results_AU1082_1%20Feb%202012.pdf
http://www.iso.org/iso/iso_catalogue/catalogue_tc/catalogue_detail.htm?csnumber=43170
http://en.wikipedia.org/wiki/International_Organization_for_Standardization
http://en.wikipedia.org/wiki/International_Organization_for_Standardization


SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

23 

 

 

4. MARKETING IN ENTREPRENEURSHIP 

 

4.1. Choosing a Product and a Market. 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the importance of marketing and marketing research in the implementation of 

the start-up project. 

2. Understand the elements of marketing research and make the characteristics to each of them. 

3. Develop marketing research for start-up using the seven steps in the market research process. 

 

Key words: entrepreneurial marketing, marketing research, segmentation research, product 

research, pricing research, promotion research, distribution research, production research  

 

Marketing is of crucial importance for the success or failure of an enterprise, as its success is 

ultimately decided in the market, competing for the target customers. The degree of market 

orientation of an enterprise may well impact its overall business performance, both in the context of 

young and small enterprises and in the process of launching new products. Entrepreneur which is 

just starting a business and every small business owner will look at25:  

- How the enterprise plans to enter the market?  

- Which target groups will be addressed?  

- How the firms product or service offers will be communicated and distributed to potential 

customers?  

Answers to these questions can be obtained after consideration the entrepreneurial marketing26. 

 

 

Entrepreneurial marketing includes such very important element as marketing research, which we 

need in during the implementation of the start-up project. Marketing research is the systematic 

gathering, recording and analyzing of data about problems relating to the marketing of goods and 

services. Market research will give you the data you need to identify and reach your target market 

at a price customers are willing to pay. 

Market research is one of the elements of marketing research, which also includes customers, 

competitors, the product (service) and ways of its promotion. 

Problem/opportunity identification research bases on consideration an external environment in 

which as well as competition from rivals businesses have to take account of political, economic, 

sociocultural, technological, environmental and legal influences. 

Problem /Opportunity Identification Research includes: market potential research; market share 

research; market characteristics research; sales analysis research; forecasting research; business 

trends research. 

                                                 
25 Volkmann, Ch. (2011) “Entrepreneurial Marketing”, Bergische Universität Wuppertal Fachbereich B - Schumpeter 

School of Business and Economics http://www.ekf.tuke.sk/files/utorok.pdf) 
26 Keefe, L. (2004) “What is the meaning of ‘marketing’?” Marketing News, American Marketing Association, 

September 15, pp.17-18 

Entrepreneurial marketing is an organizational function and a set of processes for 

creating, communicating and delivering value to customers and for managing customer 

relationships in ways that benefit the organization and its stakeholders, and that is 

characterized by innovativeness, risk-taking, pro-activeness, and may be performed 

without resources currently controlled (Keefe, L., 2004)
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Political Sociocultural Environmental 

 Government stability  

 Tax policy  

 Foreign trade regulations  

 Social welfare policies  

 

 Population demographics 

 Income distribution  

 Social mobility  

 Lifestyle changes  

 Attitudes to work and 

leisure  

 Environmental protection 

laws  

 Waste disposal  

 Energy consumption  

 

Economic Technological Legal 

 Business cycles  

 GNP trends  

 Interest rates  

 Money supply  

 Inflation  

 Unemployment  

 Disposable income 

 Government spending on 

research  

 Government and industry 

focus on technological effort  

 New discoveries  

 Speed of technology 

transfer 

 Competition law  

 Employment law  

 Health and safety  

 Product safety 

 

 

Problem-Solving Research includes: segmentation research (customer segments); product research 

(value propositions); pricing research (competitive price); promotion research (customer relationships); 

distribution research (channels); production research (key activities, key partnerships)27. Problem-

solving research bases on consideration of the operating environment of business (Table 1). 

Table 1  

Research of the operating environment of business 

 

Segmentation Research 
(customer segments) 

Product Research 
(value propositions) 

Pricing Research 
(competitive price) 

WHO IS YOUR CUSTOMER? 
How old is your customer? 
What is an income level and social 

status of your customer? 
What are habits and preferences of 

your customer? 

WHAT GOOD/SERVICE SHALL 

BE OFFERED TO A 

CUSTOMER? 
What need of a customer will 

your good/service satisfy? 
How will your good/service find 

its customer? 

HOW CONSUMERS PERCEIVE 

THE PRICE OF THE 

GOOD/SERVICE? 
Will price sensitivity be tested for a 

single product or brand by itself or 

in the context of competing 

products? 
Will customers’ responses to the 

price be tested directly or 

indirectly? 

Promotion Research 
(customer relationships) 

Distribution Research (channels) Production Research (key 

activities, resources, partnerships) 

HOW ONE-TIME CUSTOMERS 

WILL BECOME ADHERENTS 

OF YOUR GOOD/SERVICE? 
How can habits and preferences of 

customers change? 
What additional benefits can be 

offered to a customer?  

HOW WILL YOUR 

GOOD/SERVICE  
FIND ITS CUSTOMER? 
Where will it be convenient for a 

customer to buy your 

good/service?  
What service does a customer 

want to receive when buying 

your good/service?  

WHAT SHALL BE DONE FOR 

PRODUCTION OF YOUR 

GOOD/SERVICE?  
What shall be done for production 

of your good/service?  
What key resources are necessary 

for production of your 

good/service? 
What players of the market will 

you cooperate with? 

 

                                                 
27 Alexander Osterwalder (2004). The Business Model Ontology - A Proposition In A Design Science Approach. PhD 

thesis University of Lausanne. 

http://www.hec.unil.ch/aosterwa/PhD/Osterwalder_PhD_BM_Ontology.pdf
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Regardless of the simplicity or complexity of your marketing research project, you'll benefit by 

reviewing the following seven steps in the market research process28: 

Step 1: Define Marketing Problems and Opportunities. You are trying to launch a new product 

or service.  Awareness of your company and its products or services is low. The market is familiar 

with your company, but still is not doing business with you. Your goods and services are not 

reaching the buying public in a timely manner. 

Step 2: Set Objectives, Budget and Timetables. Objectives - are priority areas of the marketing 

research: consumers, goods (services), methods of promotion. Budget - is definition (settlement) of 

costs for researching. Timetables – is detailed timeline to complete all steps of the market research 

process. 

Step 3: Select Research Types, Methods and Techniques. Two types of research are available: 

primary research is original information gathered for a specific purpose (first hand information; 

expensive to collect, analyses and evaluate; can be highly focused and relevant). Secondary 

research is information that already exists (government statistics; trade publications; commercial 

data; magazine surveys; other firms’ research, etc.). 

Step 4: Design Research Instruments. The most common research instrument is the 

questionnaire. Keep these tips in mind when designing your market research questionnaire. 

Step 5: Collect Data. To obtain clear, unbiased and reliable results, collect the data under the 

direction of experienced researchers. Before beginning data collection, you must to train, educate 

and supervise your research staff. 

Step 6: Organize and Analyze the Data. Once data has been collected, it needs to be cleaned. 

Cleaning research data involves editing, coding and tabulating results. 

Step 7: Present and Use Market Research Findings. Once marketing information is collected and 

analyzed, present it in an organized manner to the decision makers of the business. 

 

Conclusion. Marketing research is usually an integral part of understanding innovations which are 

being implemented in the framework of the start-up project. But it must be timely, objective and 

relevant, otherwise it is worse than useless, leading you down the wrong path. 

 

 

4.2. Entry Strategies for New Ventures 

 

Learning Objectives 

After studying this chapter you will know: 

1. The specific goals of a good marketing. 

2. The main strategies for new ventures. 

3. Comparison of generic strategies in the circumstances of the Porter’s five forces. 

 

Key words: marketing strategy, new venture, differentiation, specification, cost leadership. 

 

A strategy is a long-term plan to achieve certain objectives. A marketing strategy is therefore a 

marketing plan designed to achieve marketing objectives. For example, marketing objective may 

relate to becoming the market leader by delighting customers. The strategic plan therefore is the 

detailed planning involving marketing research, and then developing a marketing mix to delight 

customers. Every organization needs to have clear marketing objectives, and the major route to 

achieving organizational goals will depend on strategy.  

                                                 
28   Morrish, S.C., Miles, M.P. and Deacon, J.H. (2010), “Entrepreneurial marketing: acknowledging the entrepreneur 

and customer-centric interrelationship”, Journal of Strategic Marketing, Vol. 14, No. 4, pp. 303-316 
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A good marketing strategy provides specific goals and can include29:  

1. A description of the key target buyer/end user. 

2. Competitive market segments the company will compete in. 

3. Distribution channels. 

4. The unique positioning of the company and its products versus the competition. 

5. The reasons why it is unique or compelling to buyers. 

6. Price strategy versus competition. 

7. Marketing spending strategy with advertising and promotion.  

8. Possible research and development. 

9. Market research expenditure strategies.  

Many factors need to be considered, including: an idea's market potential, the competition, financial 

resources, and one's skills and interests. Then it is important to ask: Why would a consumer choose 

to buy goods or services from this new firm? 

One important factor is the uniqueness of the idea. By making a venture stand out from its 

competitors, uniqueness can help facilitate the entry of a new product or service into the market. 

It is best to avoid an entry strategy based on low cost alone. New ventures tend to be small. Large 

firms usually have the advantage of lowering costs by producing large quantities. 

Successful entrepreneurs often distinguish their ventures through such strategies (Figure 1)30:  

 

Target Scope Advantage 

Low Cost Product Uniqueness 

Broad (Industry Wide) Cost Leadership 
Strategy 

Differentiation 
Strategy 

Narrow 
(Market Segment) 

Focus Strategy 
(low cost) 

Focus Strategy 
(differentiation) 

 

Fig. 1. Porter's Generic Strategies 

 

 1. Differentiation is an attempt to separate the new company's product or service from that 

of its competitors. When differentiation is successful, the new product or service is relatively less 

sensitive to price fluctuations because customers value the quality that makes the product unique. 

 2. Niche specification is an attempt to provide a product or service that fulfills the needs of a 

specific subset of consumers. By focusing on a fairly narrow market sector, a new venture may 

satisfy customer needs better than larger competitors can. In adopting a narrow focus, the company 

ideally focuses on a few target markets. These should be distinct groups with specialized needs. The 

choice of offering low prices or differentiated products/services should depend on the needs of the 

selected segment and the resources and capabilities of the firm. It is hoped that by focusing your 

marketing efforts on one or two narrow market segments and tailoring your marketing mix to these 

specialized markets, you can better meet the needs of that target market. The firm typically looks to 

gain a competitive advantage through product innovation and/or brand marketing rather than 

efficiency. It is most suitable for relatively small firms but can be used by any company.  

                                                 
29   Wright, Peter, Kroll, Mark, Kedia, Ben, and Pringle, Charles. 1990. Strategic Profiles, Market Share, and Business 

Performance. Industrial Management, May 1, pp23-28. 
30   Entrepreneurship: Entry Strategies for New Ventures http://entrepreneurszon.blogspot.com 
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 3. Cost Leadership Strategy. This strategy involves the firm winning market share by 

appealing to cost-conscious or price-sensitive customers. This is achieved by having the lowest 

prices in the target market segment, or at least the lowest price to value ratio (price compared to 

what customers receive). To succeed at offering the lowest price while still achieving profitability 

and a high return on investment, the firm must be able to operate at a lower cost than its rivals. 

Characteristics of the generic strategies can be compared in the circumstances of the Porter’s five 

forces which is illustrated by the below table 1. 

 

Table 1 

 

Comparison of generic strategies in the circumstances of the Porter’s five forces31 

 

Industry 
Force 

Generic Strategies 

Coast leadership Differentiation Focus 

Entry 

barriers 

Ability to cut price in 

relation deters potential 

entrants 

Customer loyalty can 

discourage potential entrants 

Focusing develops core 

competencies that can act as 

an entry barrier 

Beyer power 
Ability to offer lower 

prince to powerful 

buyers 

Large buyers have less power 

to negotiate because of few 

close alternatives 

Large buyers have less power 

to negotiate because of few 

alternatives 

Supplier 

Power 
Better insulated from 

Powerful suppliers 

Better able to pass on 

supplier price increases to 

customers 

Supplier have power because 

of low volumes but a 

differentiation focused firm is 

better able to pass on supplier 

increases 

Threat of 

substitutes 

Can use low price to 

defend against 

substitutes 

Customer’s become attached 

to differentiation attributes 

reducing threat of substitutes 

Specialized product and core 

competency protect against 

substitutes 

Rivalry 
Better able to complete 

on price 
Brand loyalty to keep 

customers from rivals 

Rivals cannot meet 

differentiation focused 

customer needs 

 

In modern conditions it is impossible not to note the importance of innovation in business 

Innovation is perhaps the defining characteristic of entrepreneurship. Visionary business expert 

Peter F. Drucker explained innovation as "change that creates a new dimension of performance." 

There are two main types of product innovation. Pioneering or radical innovation embodies a 

technological breakthrough or new-to-the-world product. Incremental innovations are modifications 

of existing products. Entrepreneurs in less-developed countries often innovate by imitating and 

adapting products created in developed countries. Peter F. Drucker called this process "creative 

imitation." Creative imitation takes place whenever the imitators understand how an innovation can 

be applied, used, or sold in their particular market better than the original creators do. Innovation, 

differentiation, and/or market specification are effective strategies to help a new venture to attract 

customers and start making sales. 

Are You "Stuck In The Middle" Some businesses will attempt to adopt all three strategies; cost 

leadership, differentiation and niche (focus). A business adopting all three strategies is known as 

"stuck in the middle". They have no clear business strategy and are attempting to be everything to 

everyone. This is likely to increase running costs and cause confusion, as it is difficult to please all 

sectors of the market.  

                                                 
31 Porter's fives forces model http://www.learnmarketing.net/porters.htm 
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4.3. Building a Competitive Advantage 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the importance of building a competitive advantage. 

2. Explain why and how start-up must create a competitive advantage. 

3. Discuss the characteristics of three generic strategies: cost leadership, differentiation, and 

focus– and know when and how to employ them. 

Key words: competitive advantage, cost leadership, differentiation, cost focus, differentiation focus, 

blue ocean strategy 

The study of its market and resources goes hand in hand with the study of its competition. In order 

to understand what makes an organization special, the managers must study competitors and the 

competing ways of obtaining supplies, marketing products, and innovating. Only when a company 

is well aware of how its competitors conduct business will it be able to separate itself and find a 

niche where it can perform at its best.  

Competitive advantage - this comparative advantage in relation to other competitors, this is the 

reason that the customer selects a product or service. Can serve as a competitive advantage and 

quality of the services (goods), and quality of service prices, location, service, delivery, customer 

relations and even your personality32.  

This definition implies two key conditions. First, you have available a positive difference should be 

meaningful to the client. The second condition: your positive difference should be known to the client. 

Michael Porter defines three generic strategies that firms may use to gain competitive advantage: 

cost leadership, differentiation, and focus33.  

 

Treacy and Wiersema (1995) offer a generic framework for gaining competitive advantage. In their 

framework, a firm typically will choose to emphasize one of three “value disciplines”34: 

 product leadership,  

 operational excellence,  

 customer intimacy. 

The achievement of competitive advantage is not always permanent or even long lasting. Once a 

firm establishes itself in an area of advantage, other firms will follow suit in an effort to capitalize 

on their similarities. A firm is said to have a “sustainable” competitive advantage when its 

competitors are unable to duplicate the benefits of the firm's strategy. In order for a firm to attain a 

“sustainable” competitive advantage, its generic strategy must be grounded in an attribute that 

meets four criteria. It must be: 

 Valuable - it is importance for consumers. 

 Rare - it is not commonplace or easily obtained. 

                                                 
32   Competitive Advantage. Encyclopedia of Management [Online] Available from: 

http://www.encyclopedia.com/topic/Competitive_advantage.aspx [2014- Jan. 5th]. 
33 Porter, Michael E. (1998) Competitive advantage: creating and sustaining superior performance: with a new 

introduction. New York: The Free Press. 
34   Treacy, M., F. Wiersema (1995) The Discipline of Market Leaders, Addison-Wesley. 

Being "all thing to all people" is a recipe for strategic mediocrity and below-average
performance, because it often means that a firm has no competitive advantage at all.

(Porter M. , p.12 )
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 Inimitable - it cannot be easily imitated or copied by competitors. 

 Non-substitutable - consumers cannot or will not substitute another product or attribute 

for the one providing the firm with competitive advantage. 

Once you have identified your competitive advantage, do everything you can to sustain it in the 

marketplace. Review your competitors often to make sure you still provide those benefits better than they 

do. If you maintain your competitive position over the long run, you will have a profitable business. 

Recently more and more popular among both theoreticians and practitioners want to apply Blue 

Ocean Strategy proposed Kim & Mauborgne (2005)35. To gain a competitive advantage and to gain a 

leading position in the market, you should use value innovation. This strategy challenges the 

traditional trade-off between low cost and differentiation, and state of the company could get both 

these competitive advantages simultaneously. Blue Ocean Strategy suggests36 that an organization 

should create new demand in an uncontested market space, or a Blue Ocean, rather than compete 

head-to-head with other suppliers in an existing industry. In blue oceans, demand is created rather 

than fought over. There is ample opportunity for growth that is both profitable and rapid. In blue 

oceans, competition is irrelevant because the rules of the game are waiting to be set. For example, 

Cirque du Soleil has created new industries by blending of opera and ballet with circus format while 

eliminating star performer and animals, becoming one of the most competitive in the world of cirque. 

 

 

4.4. Marketing is selling. Sales. Selling online 

 

Learning Objectives 

After studying this chapter you will know: 

1. Successful selling methods, pricing, and advertising; 

2. Selling on the Internet; 

3. Step by step online business. 

Key words: selling, Internet selling, online business. 

Marketing is often defined as all the activities involved in the transfer of goods from the producer to 

the consumer, including advertising, shipping, storing, and selling. For a new business, however, 

marketing means selling. Without paying customers to buy the goods or services, all the 

entrepreneur’s plans and strategies will undoubtedly fail. 

How does a new business get orders? Before launching the business, the entrepreneur should 

research the target market and analyze competitive products. “Most business sectors have specific 

marketing strategies that work best for them and have already been put into practice,” entrepreneur 

Phil Holland said. In 1970, Holland founded Yum Yum Donut Shops, Inc., which grew into the 

largest chain of privately owned doughnut shops in the United States. He suggests analyzing 

competitors’ successful selling methods, pricing, and advertising. 

An entrepreneur can also develop a file of potential customers, for example, by collecting names or 

mailing lists from local churches, schools, and community groups or other organizations. This file 

can be used later for direct mailings– even for invitations to the opening of the new business.  

After the new firm is launched, its owners need to get information about their product or service to as 

many potential customers as possible– efficiently, effectively, and within the constraints of a budget.  

The most effective salesperson in a new venture is often the head of the business. People will 

almost always take a call from the “president” of a firm. This is the person with the vision, the one 

                                                 
35  Kim, W. Chan; Mauborgne, Renée (2005). Blue Ocean Strategy: How to Create Uncontested Market Space and 

Make Competition Irrelevant. Harvard Business Press. 
36   http://www.blueoceanstrategy.com/ 
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who knows the advantages of the new venture and who can make quick decisions. Many famous 

entrepreneurs, such as Bill Gates at Microsoft, have been gifted at selling their products. 

Company-employed sales people can be effective for a new venture, particularly one aimed at a 

fairly narrow market. Direct sales conducted by mail order or on the Internet are less expensive 

options that can be equally successful.  

Advertising and promotion are essential marketing tools. Newspaper, magazine, television, and 

radio advertisements are effective for reaching large numbers of consumers. A less expensive 

option is printing fliers, which can be mailed to potential customers, handed out door to door, or 

displayed in businesses that permit it. New companies can also compose new product releases, 

which trade magazines usually publish without charge.  

It is important to be listed in local telephone directories that group similar businesses under a single 

heading, such as the Yellow Pages in the United States. It is also useful to be listed on Internet 

search engines such as Google or Yahoo, which are used by consumers for locating local 

businesses. These often link to a company’s Web site, thereby communicating more information.  

Many entrepreneurs sell goods or services on the Internet. Why? The Internet provides access to a 

large and growing market. There are costs to Internet selling, certainly. But the price of creating and 

managing a Web site has dropped, and the number of Web site design and management companies 

has grown. In fact, some entrepreneurs find it less costly to run an Internet store than to hire a large 

sales force and maintain one or more bricks and mortar – or actual – stores37.  

Some businesses – books, airline travel, and the stock market, for example – have been transformed 

by their success in online sales. Others, such as amusement parks, bowling alleys, or utility 

companies, may not at first seem well suited to the Internet. But a Web site also can be used for 

selling tickets, offering discounts, or letting customers make payments over the Internet. 

To start an online business, an entrepreneur must: 

Register a domain name – an Internet name and address. Purchase a server or contract with an 

Internet service provider to host the Web site. Buy Internet software to create a Web site or hire an 

expert to do so. Design an attractive and easy-to-navigate online store.  

Create an online catalog. Provide clearly written information, without technical language or jargon. 

Use lots of photos to encourage potential customers to buy. Include clear instructions to order by 

phone or online. 

Establish a payment method. Some companies bill a customer before or after shipping merchandise. 

This may cause payment delays, however. Another option is to have customers use credit or debit cards 

online. Make the Web site secure, especially to protect customers’ financial information. Hiring a 

technology expert is time and money well spent as compared to the potential risk of security violations.  

Establish a policy for shipping. Options include letting the business absorb the cost (no charge), 

including costs in the listed prices, or explicitly listing shipping charges. Customers should never be 

surprised at the end of a transaction with shipping costs. Customers may cancel the sale. Offer 

customers an e-mail address or phone number for complaints, suggestions, or compliments, and 

respond to them. This can boost customer loyalty.  

After creating an online store, there is still much to do. An entrepreneur needs to attract potential 

customers. There are many ways to advertise a Web site. One is to print a Web address on business 

receipts, letterhead, newsletters, and other materials. Another is to contact search engines like 

Google and Yahoo, and to use key subject words in the Web site design so that search-engine users 

are directed to the entrepreneur’s Web site. Web site promotion is crucial. Getting noticed is the 

first step to making online sales.  

                                                 
37  http://www.ait.org.tw/infousa/zhtw/docs/enterp.pdf 
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5. RESOURCES AND FINANCIAL SUPPORT FOR ENTREPRENEURSHIP  

 

5.1. Planning for Capital Requirements. 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the key elements of a Capital Requirements 

2. Determine and interpret Start-Up Capital, Growth Capital, Working Capital for a 

business project. 

 

Key words: Capital Requirements, Start-Up Capital, Growth Capital, Working Capital 

 

Capital Requirements. Chances are you don't have enough to fully fund a start-up or growth 

business. You'll probably need some financial help. Even if you don't, you need to document the 

costs of your business. Capital is accumulated goods of value. Commonly, money is referred to as 

capital. However, there are other capital assets, including real estate, machinery, fixtures, inventory, 

licenses, and other things of value. Your business will need capital to start, operate, and grow. Your 

business plan documents capital requirements in detail. Your plan's executive summary suggests the 

sources of required capital38. 

Before you begin developing your business, you should have a good idea of where needed capital 

will come from and where it will be spent. Further research will expound on capital sources and 

outflows. For now, you just need to summarize capital requirements. 

Start-Up Capital. Start-up capital is the money and other assets you need to set up your business 

until the day you sell your first product or service. You may already have many of the assets. For 

example, if you are establishing a computertraining business, you already have knowledge, 

experience, some equipment, and maybe some money in the bank. If you're developing a 

manufacturing or product-related business, you typically won't have all of the tools, materials, and 

money to open the business doors. You'll first need to convince others of the sound investment they 

can make in your business. 

Your core business concept will be defined, albeit in broad terms subject to further research. This 

definition can also help you estimate start-up costs. With it, you can list required space with costs, 

employee training and salary costs, inventory or machinery costs, etc. At this point, you don't know 

specifics, but you can make educated guesses based on your own business experience and 

additional research. You need realistic numbers. 

Develop a Capital Requirements Table39. You'll need to develop a capital requirements table that 

depicts the amount of money necessary to purchase the equipment you'll use to establish and 

continue operations. It also illustrates the amount of depreciation your company will incur based on 

all equipment elements purchased with a lifetime of more than one year. 

In order to generate the capital requirements table, you first have to establish the various elements 

within the business that will require capital investment. For service businesses, capital is usually 

tied to the various pieces of equipment used to service customers. 

Capital for manufacturing companies, on the other hand, is based on the equipment required in order 

to produce the product. Manufacturing equipment usually falls into three categories: testing 

equipment, assembly equipment and packaging equipment. With these capital elements in mind, you 

need to determine the number of units or customers, in terms of sales, that each equipment item can 

                                                 
38   Dan Ramsey, Stephen Windhaus Capital Requirements / Mode of access:  

http://www.netplaces.com/business-plan/executive-summary/capital-requirements.htm 
39   Elements of a Business Plan / Mode of access: http://www.entrepreneur.com/article/38308#ixzz2qJAhowcL 

http://www.netplaces.com/business-plan/executive-summary/capital-requirements.htm
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adequately handle. This is important because capital requirements are a product of income, which is 

produced through unit sales. In order to meet sales projections, a business usually has to invest money 

to increase production or supply better service. In the business plan, capital requirements are tied to 

projected sales as illustrated in the revenue model shown earlier in this chapter. For instance, if the 

capital equipment required is capable of handling the needs of 10,000 customers at an average sale of 

10 euro each, that would be 100,000 euro in sales, at which point additional capital will be required in 

order to purchase more equipment should the company grow beyond this point.  

If you multiply the cost of equipment by the number of customers it can support in terms of sales, it 

would result in the capital requirements for that particular equipment element. Therefore, you can 

use an equation in which capital requirements (CR) equals sales (S) divided by number of 

customers (NC) supported by each equipment element, multiplied by the average sale (AS), which 

is then multiplied by the capital cost (CC) of the equipment element. Given these parameters, your 

equation would look like the following:  

CR = [(S / NC) * AS] * CC 

The capital requirements table is formed by adding all your equipment elements to generate the 

total new capital for that year. During the first year, total new capital is also the total capital 

required. For each successive year thereafter, total capital (TC) required is the sum of total new 

capital (NC) plus total capital (PC) from the previous year, less depreciation (D), once again, from 

the previous year. Therefore, your equation to arrive at total capital for each year portrayed in the 

capital requirements model would be:  

TC = NC + PC - D 

Keep in mind that depreciation is an expense that shows the decrease in value of the equipment 

throughout its effective lifetime. For many businesses, depreciation is based upon schedules that are 

tied to the lifetime of the equipment. Be careful when choosing the schedule that best fits your 

business. Depreciation is also the basis for a tax deduction as well as the flow of money for new 

capital. You may need to seek consultation from an expert in this area. 

Where will the start-up capital come from? Your preliminary executive summary will offer 

suggestions and, eventually, actual sources. Start-up capital often comes from savings, real estate 

loans, retirement funds, personal (family, friends) investors, and the sale of other assets. 

How to Raise Start-Up Capital. Can you start a business with little or no money? According to these 

successful entrepreneurs, you can. Starting a business and one of the aspects that entrepreneurs find 

most daunting is raising start-up capital. Gone are the days of pitching investors with hot new 

technology ideas. Today, entrepreneurs are much more likely to dive into their own pockets and 

hunker down for a battle to start up and stay alive.40  

Growth Capital. Growth capital is the money needed to expand an existing business. You may be 

buying out a competitor, extending your sales territory, adding an online presence, or expanding 

your store. For example, if your business concept is to expand an existing retail store, you probably 

already know what costs will be required for additional space, fixtures, inventory, and staffing. If 

you have a manufacturing operation that would profit from expansion with new equipment, the 

equipment supplier can provide an estimate of capital requirements. 

Working Capital. Cash flow is the measure of a business’ liquidity, making sure that there is 

sufficient cash to pay bills when due. More small businesses are strangled to death by cash-flow 

problems than any other cause. To cover the difference, your business will require working or 

operating capital. You will need money in the bank for the times when cash doesn't flow fast 

enough. How much money? For now, estimate your working capital requirements as a cash reserve 

sufficient to operate your business for three months (for retail) to a year. 

                                                 
40 How to Raise Start-Up Capital / Mode of access: http://www.inc.com/guides/finance/20797.html 

http://www.inc.com/guides/finance/20797.html
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Working capital is one of the most difficult financial concepts for the small-business owner to 

understand. In fact, the term means a lot of different things to a lot of different people. By 

definition, working capital is the amount by which current assets exceed current liabilities. 

However, if you simply run this calculation each period to try to analyze working capital, you won't 

accomplish much in figuring out what your working capital needs are and how to meet them. A 

more useful tool for determining your working capital needs is the operating cycle. The operating 

cycle analyzes the accounts receivable, inventory and accounts payable cycles in terms of days. 

Some small businesses have enough cash reserves to fund seasonal working capital needs. 

However, this is very rare for a new business. If your new venture experiences a need for short-term 

working capital during its first few years of operation, you will have several potential sources of 

funding. The important thing is to plan ahead. If you get caught off guard, you might miss out on 

the one big order that could put your business over the hump. 

 

 

5.2. Sources of Financing 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. To distinguish between equity capital and debt capital and advantages and disadvantages of each. 

2. Discuss the various sources of equity capital available to entrepreneurs. 

3. Describe the various sources of debt capital to entrepreneurs. 

 

Key words: financial projections, forecast expenses, financial plan, budget, strategic plan, Cash forecasts. 

 

Equity capital represents the personal investment of the owner (or owners) in a business and is 

sometimes called risk capital because these investors assume the primary risk of losing their funds 

if the business fails. Entrepreneurs are most likely to give up significant amounts of equity in their 

businesses in the start-up phase than in any other. To avoid having to give up majority control of 

their companies early on, entrepreneurs should strive to launch their companies with the smallest 

amount of money possible41. 

Debt capital is the financing that a small business owner has borrowed and must repay with 

interest. Very few entrepreneurs have adequate personal savings needed to finance the complete 

start-up costs of a small business; many of them must rely on some form of debt capital to launch 

their companies. Lenders of capital are more numerous than investors, although small business 

loans can be just as difficult (if not more difficult) to obtain. Although borrowed capital allows 

entrepreneurs to maintain complete ownership of their businesses, it must be carried as a liability on 

the balance sheet as well as be repaid with interest at some point in the future. In addition, because 

lenders consider small businesses to be greater risks than bigger corporate customers, they require 

higher interest rates on loans to small companies because of the risk–return tradeoff– the higher the 

risk, the greater is the return demanded. Most small firms pay the prime rate– the interest rate banks 

charge their most creditworthy customers– plus a few percentage points (Zimmerer, et. al., 2008).  
 

 
 

                                                 
41  Zimmerer, Thomas. (2008). Essentials of entrepreneurship and small business management / Thomas W. Zimmerer, 

Norman M. Scarborough, Doug Wilson .– 5th ed. 

Equity financing represents the personal investment of the owner (or owners), and it

offers the advantage of not having to be repaid with interest. Debt capital is the financing

that a small business owner has borrowed and must repay with interest. It does not

require entrepreneurs to give up ownership in their companies. (Zimmerer, et. al., 2008)
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Still, the cost of debt financing often is lower than that of equity financing. Because of the higher 

risks associated with providing equity capital to small companies, investors demand greater returns 

than lenders. In addition, unlike equity financing, debt financing does not require entrepreneurs to 

dilute their ownership interest in their companies.  

The most common source of financing a business is the owner’s personal savings. After emptying their 

own pockets, the next place entrepreneurs turn for capital is family members and friends. Angels are 

private investors who not only invest their money in small companies, but they also offer valuable 

advice and counsel to them. Some business owners have success financing their companies by taking on 

limited partners as investors or by forming an alliance with a corporation, often a customer or a supplier. 

Venture capital companies are for-profit, professional investors looking for fast-growing companies in 

“hot” industries (Zimmerer, et. al., 2008). 

 
 

5.3. Developing Financial Projections 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the concept and terminology of financial projection; 

2. Understand the content of forecast expenses and revenue; 

3. Have a working knowledge of financial projection on template; 

4. Define the source data for developing the company budget 

 

Key words: financial projections, forecast expenses, financial plan, budget, strategic plan, сash 

forecasts. 

 

Developing Financial Projections. Developing projections of revenues and expenses is often 

confusing and difficult. Where do you start? How do you do them? Why is it so important? Where 

can you get help? 

First, financial projections are normally required along with a written Business Plan if you are 

seeking financing for your new business. Banks and investors want to see how you intend to repay 

the loan you are requesting. But more important is the fact that it forces you to take a hard look at 

the cost of starting and operating your business and the financial risk that you are taking. 

Start by looking for a template that you can use to guide you through the development of your 

financial projections. This template will guide you through the process and provide you with a 

finished format of financial statements – Startup Costs, Income Statement, Cash Flow Statement, 

and Balance Sheet. A good example of a Financial Projection template is available on42 and 

includes the template, notes explaining how to complete the financial projections using the 

template, and a sample of a set of finished financial projections. 

It is critical that you do your research before beginning the development of your projections. Your 

estimated Revenues and Operating Expenses must be based on valid information. Many 

entrepreneurs tend to overestimate revenues and underestimate expenses which results in a shortfall 

in working capital. This is one of the primary reasons for new business failures43. 

Regular planning also helps your company deal with change, both inside and outside the company. 

By constantly reevaluating your company's strengths, markets and competition, you're better able to 

recognize problems and opportunities. You can react to new developments, rather than simply 

plugging along. Here are three good reasons to project financials of company: 

                                                 
42  http://www.score.org/resources/business-planning-financial-statements-template-gallery 
43  Developing Financial Projections [Online] Available from: http://www.scorepittsburgh.com/2012/04/26/developing-

financial-projections/ [2014- Jan. 6th] 
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 First, the financial plan translates your company's goals into specific targets. It clearly 

defines what a successfully outcome entails. The plan isn't merely a prediction; it implies a 

commitment to making the targeted results happen and establishes milestones. 

 Second, the plan provides you with a vital feedback-and-control tool. Variances from 

projections provide early warning of problems. And when variances occur, the plan can provide a 

framework for determining the financial impact and the effects of various corrective actions. 

 Third, the plan can anticipate problems. If rapid growth creates a cash shortage due to 

investment in receivables and inventory, the forecast should show this. If next year's projections 

depend on certain milestones this year, the assumptions should spell this out. 

Depending on your company's situation and objectives, you'll need to develop several types of 

projections and budgets: 

 A model that projects either the current year or a rolling 12-month period by 

month. This type of forecast should be updated at least monthly and become the main planning and 

monitoring vehicle. Information in this model can be the springboard for preparing the other types 

of plans discussed below. 

 A long-range, strategic plan looking out three to five years. While the 12-month forecast 

often reflects short-term expectation and tactical plans, the long-range projection incorporates the 

strategic goals of the company. For startup companies, the initial business plan should include a 

month-by-month projection for the first year, followed by annual projections going out a minimum 

of three years. Some investors may prefer to see the second year broken out by quarters. 

 Budgets, typically covering one year. Budgets translate goals into detailed actions and 

interim targets. Budgets should provide details, such as specific staffing plans and line-item 

expenditures. Given the detail required, the size of a company may determine whether the same 

model used to prepare the 12-month forecast can be appropriate for budgeting. In any case, unlike 

the 12-month forecast, budgets should generally be frozen at the time they are approved. They 

should also be consistent with the goals of the long-range plan. 

 Cash forecasts. These break down the budget and 12-month forecast into even further 

detail. The focus is on cash flow, rather than accounting profit, and periods may be as short as a 

week in order to capture fluctuations within a month. 

All projections should be broken out by months for at least one year. If you choose to include 

additional years, they generally do not need to be any more detailed than by quarters for another 

year and then annually after that.The projections should include an income statement and a balance 

sheet. Expenses can be summarized by department or major expense category; you can hold line-

item detail for the budget. Cash needs should be clearly identified, possibly by adding a separate 

statement of cash flows44.  

Expenses forecast. The expenses forecast is an estimate of your ongoing operating expenses 

(overheads, outgoings, fixed costs) for the year. It answers the question of how much it will cost to 

run your business. The selling price of your products or services must include an amount to recover 

these expenses. 

The expenses forecast will include the list of expenses developed for your profit and loss 

statement. Some typical business expenses include: 

 Accounting and legal fees; Advertising and promotion;  

 Employees salaries and other costs; Insurance 

 Interest and bank charges; Printing, stationery and postage 

 Rent of premises and other occupancy costs 

 Telephone and Internet; Training; Business travel and accommodation 

 Vehicle operating expenses; All other expenses 

                                                 
44  Financial Projections Definition. Small Business Encyclopedia. [Online] Available from: 

http://www.entrepreneur.com/encyclopedia/financial-projections [2014- Jan. 6th]. 

http://www.smallbusiness.wa.gov.au/understanding-profit-loss-statements/
http://www.smallbusiness.wa.gov.au/understanding-profit-loss-statements/
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If you are already in business, use the accounting records for expenses from previous years as a 

guide and make adjustments to reflect increases in price or changes to your business strategy. For 

example, you might be planning for growth in the next year so include additional costs for extra 

employees or more plant and equipment. 

If you are starting a new business and don't have a trading history, base your expenses forecast on 

research and benchmarks of similar businesses. You can obtain some of your estimates simply by 

calling a supplier and asking for a quote. For others, you will have to make a management decision 

about how much you will need to spend on that category. 

 

 

5.4. Preparation of financial statements 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Describe factors associated with communicating useful information. 

2. Differentiate between horizontal and vertical analysis. 

3. Explain ratio analysis. 

 

Key words: balance sheet, total liabilities, owners’ equity, ratio analysis 

 

A balance sheet is often described as a snapshot of a company's financial condition. It summarizes a 

company's assets, liabilities and shareholders' equity at a specific point in time. Balance Sheet is 

summary of a firm’s financial position on a given date that shows  

Total assets = total liabilities + owners’ equity. 

The balance sheet of a company lists its assets and liabilities at a particular time. For example, we 

may be looking at the balance sheet of a company as of December 31, 2013. The stockholders 

equity, or just equity, by definition, is  

Stockholders Equity = Assets − Liabilities 

Assets  Liabilities and Equity  

Current Assets  Current Liabilities  

Long-term Assets  Long-term Liabilities and Equity  

 

It is possible to look at the financial health of a bussiness by looking at some of its key financial 

ratios. Ratio analysis can also be used as a diagnostic tool to find the sources of financial trouble at 

a company. The ratios may be divided into these types: 

1. Liquidity ratios, that look at the availability of cash for operations. 

2. Asset management ratios evaluate the efficient utilization of the resources. 

3. Debt management ratios keep track of debt to be within reasonable bounds, and keep the 

debt level at its optimal level. 

4.  Profitability ratios measure the degree of accounting profits. 

5. Market value ratios help investors discriminate between overvalued and undervalued 

securities while making investment decisions.  

Income statement, also called profit and loss statement (P&L) and Statement of Operations is 

financial statement that summarizes the revenues, costs and expenses incurred during a specific 

period of time - usually a fiscal quarter or year. The purpose of the income statement is to show 

managers and investors whether the company made or lost money during the period being reported.  
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6. SUSTAINABILITY AND EFFICIENCY ESTIMATIONS OF ENTREPRENEURSHIP 

 

6.1. Return on investment 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the key elements of the efficiency estimations of start-up project. 

2. Calculate, interpret, and evaluate the net present value (NPV), the profitability index (PI), 

the payback period (PP). 

 

Key words: net present value, profitability index, payback period 

 

An enterprise must select the best combination on investment and financing of the start-up project. 

The decision to purchase new equipment and to introduce a new product in the market requires the 

use of capital allocating techniques. The firm must determine whether future benefits are 

sufficiently large to justify current outlays.  

The first step towards making capital allocating decisions is to develop the mathematical tools of 

the time value of money. The passage of time between the outflows and inflows in a typical 

investment situation results in different current values associated with cash flows that occur at 

different points in time.  

It is not rational to assess an investment by adding up all the cash inflows and outflows and by 

comparing the values without considering when the cash flows occur.  

A monetary unit received in the future is worth less than a monetary unit received at the present for 

four primary reasons45:  

1) the presence of positive rates of inflation reduces the purchasing power of a monetary unit 

through time; 

2) the opportunity cost of lost earnings as the monetary unit could have been invested and 

earned a return between now and a certain time point in the future; 

3) the uncertainty of future values due to the risk of default or nonperformance of 

investments; 

4) human preferences typically involve impatience or the preference to consume goods and 

services now rather than in the future.  

For the efficiency estimations of start-up project the next types of investment appraisal are used46: 

 

 

 

 

 

 

 

Net present value (NPV) is a sophisticated capital budgeting technique; found by subtracting a 

project’s initial investment from the present value of its cash inflows discounted at a rate equal to 

the firm’s cost of capital. 

𝑁𝑃𝑉 = ∑
𝐶𝐹𝑡

1 + 𝑟𝑡
−

𝑛

𝑡=1

𝐶𝐹0 

 

                                                 
45 Brealey, R. A., Myers, S. C., Allen, F. (2006): Corporate Finance. Eight Edition, McGraw-Hill, 84–143. p., 244–272. p. 
46 Anthony, R. N., Dearden, J., Govindarajan, V. (1992): Management Control Systems. Seventh Edition, IRWIN, 

Boston, MA 02116, 290–292, 388–389. p. 

Payback Period 

 
Net Present Value 

Types of investment appraisal 

Profitability Index 
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when  

CFt – the net cash flow at time t (inflow minus outflow),  

CF0 – the first cash flow is a negative one, (a cash outflow that equals the initial required 

investment which is the funding of the project), 

 t – the time of the cash flow, 

 r – the discount rate  

 

Net present value: 

 Difference between market value and cost 

 Take the project if the NPV is positive 

 Has no serious problems; Preferred decision criterion 

 

The profitability index (PI) is the ratio of the sum of present values of the project divided by the 

initial cost of the investment. It is a relative measure of the value (present value) of a project 

compared to its cost. The higher profitability index projects have higher PV’s relative to the scarce 

capital invested. 

For a project that has an initial cash outflow followed by cash inflows, the profitability index (PI) is 

simply equal to the present value of cash inflows divided by the initial cash outflow: 

 

𝑃𝐼 =

∑
𝐶𝐹𝑡

(1 + 𝑟)𝑡
𝑛
𝑡=1

𝐶𝐹0
 

 

When companies evaluate investment opportunities using the PI, the decision rule they follow is to 

invest in the project when the index is greater than 1.  

 

Profitability Index: 

 Benefit-cost ratio; Take investment if PI > 1 

 Cannot be used to rank mutually exclusive projects 

May be used to rank projects in the presence of capital rationing 

 

The payback period (PP) is the amount of time required for a firm to recover its initial investment 

in a project, as calculated from cash inflows. Decision criteria: the length of the maximum 

acceptable payback period is determined by management; if the payback period is less than the 

maximum acceptable payback period, accept the project; if the payback period is greater than the 

maximum acceptable payback period, reject the project. 

 

Discounted payback period:  

 Length of time until initial investment is recovered on a discounted basis 

 Take the project if it pays back in some specified period 

There is an arbitrary cutoff period 

 

Conclusion. Key considerations for firms in considering use: ease of use/degree of simplicity 

required; degree of accuracy required; extent to which future cash; flows can be measured 

accurately; extent to which future interest rate movements can be factored in and predicted; 

necessity of factoring in effects of inflation. 
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6.2. Cost volume profit analysis for revenue and cost planning 

 

Learning Objectives 

After studying this chapter you should be able to: 

1. Understand the concept and terminology of cost-volume-profit analysis (CVP); 

2. Understand the effect of cost structure on decisions; 

3. Have a working knowledge of CVP calculations; 

4. Appreciate the usefulness of CVP to managers as a decision making tool.  

 

Key words: cost-volume-profit analysis, total revenue, total costs, incomes, contribution margin, 

break-even, margin of safety. 

 

Entrepreneurs usually need to estimate expected revenues, costs, and incomes in order to plan and 

monitor operations. It is the cost-volume-profit (CVP) analysis often performed to calculate the 

levels of operating activity needed to avoid losses, achieve needed profits, plan future operations, 

and monitor organizational performance. Cost-volume-profit (CVP) analysis is a technique that 

examines changes in profits in response to changes in sales volumes, costs, and prices. CVP 

analysis can help to plan future levels of operating activity and provide information about47: 

 Which products or services to emphasize; 

 The volume of sales needed to achieve a targeted level of profit; 

 The amount of revenue required to avoid losses; Whether to increase fixed costs; 

 Whether fixed costs expose the organization to an unacceptable level of risk. 

 

It is important to know the following assumptions in CVP analysis before we can use it48: 

(a) Fixed costs are constant at all levels of output. 

(b) Unit variable cost is the same at all levels of output. 

(c) Unit selling price is constant at all levels of output. 

(d) Production volume and sales volume are the same. 

(e) The estimates of fixed costs and variable costs per unit are certain. 

(f) CVP can only be applied to a single product situation or a group with a fixed mix sales ratio.  

 

CVP analysis begins with the basic profit equation and Contribution Margin. 
 

 
 

Profit = P * Q – V * Q – F = (P – V) * Q – F   (1) 
 

where  

P is selling price per unit 

V is Variable cost per unit 

(P–V) is Contribution margin per unit 

Q is Quantity of product sold (units of goods or services)  

F is Total fixed costs 

Running a business requires some costs and these costs could be of several types. Production 

(Purchasing) costs are costs incurred in making or acquiring products for sale. Promotional Costs 

                                                 
47 Eldenburg Leslie G., Wolcott Susan (2005). CHAPTER 3. “Cost-Volume-Profit Analysis”. Cost Management: 

Measuring, Monitoring, and Motivating Performance. Pp. 86-127 
48  Andy T. M. Li. Cost-Volume-Profit analysis.  

http://www.hkiaat.org/index.php/services/index/199/ publication date 2013 Apr 11 

Profit = Total revenue - Total costs

Total Cost  =  Total Fixed Cost  +  Total  Variable  Cost

Profit = Total revenue - Total variable costs -Total fixed costs
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are the costs that are associated with the creating of consumer interested in the product, actually its 

advertisements. Administration Costs includes those costs that are incurred in the day-to-day 

operating of the firm (salaries, heat). Marketing and logistic costs are any costs associated with 

preparing & distributing the product throughout the sales territories (packaging, shipping, expenses 

of traveling sales representatives). 

The contribution margin is total revenue minus total variable costs. Similarly, the contribution 

margin per unit is the selling price per unit minus the variable cost per unit. Both contribution 

margin and contribution margin per unit are valuable tools when considering the effects of volume 

on profit. Contribution margin per unit tells us how much revenue from each unit sold can be 

applied toward fixed costs. Once enough units have been sold to cover all fixed costs, then the 

contribution margin per unit from all remaining sales becomes profit. 

The starting point in many business plans is to determine the breakeven point, the point at which 

revenues equal total costs and profit is zero. This point can be determined by using CVP analysis. If 

we assume that the selling price and variable cost per unit are constant, then total revenue is equal 

to price times quantity, and total variable cost is variable cost per unit times quantity.  

We begin with the preceding profit equation. Assuming that fixed costs remain constant, we solve 

for the expected quantity of goods or services that must be sold to achieve a target zero of profit. 
 

Profit equation:   Profit = (P – V)*Q – F    (2) 
 

Assuming Profit = 0 and solving for Q:  𝑄𝐵𝐸𝑃 =
𝐹

(𝑃 – 𝑉)
,      (3) 

 

A formula (3) is a Break-even point calculation approach. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 1. Cost-Volume-Profit graph 

 

The profit-volume graph at the lower portion of the exhibit illustrates how the level of profits 

changes over different levels of output. In general the slope of income is much steeper than the 

slope of total cost curve. Before the QBEP it clearly seen that costs are above the income line and a 

result at amount of production lower than QBEP the firm suffer loses. The revenue that is penetrated 

is not sufficient to recover all costs that have been incurred (Total costs > Total Revenue). 
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Break-even means there is neither profit nor loss from the business operation. At QBEP units, profits 

are zero, and positive profits appear for output levels greater than QBEP and the revenue of the firm 

completely recovers the costs and has funds left over. The slope of the profit-volume line is the unit 

contribution margin; therefore, the profit-volume graph can be used to read directly how total 

contribution margin, and therefore profit, changes as the output level changes. The other important 

issue in CVP analysis is the margin of safety. The margin of safety is the amount of sales above the 

breakeven point. 

Margin of safety in units = Actual or estimated units of activity- Units at breakeven point 

Margin of safety in revenues = Actual or estimated revenue - Revenue at breakeven point 

 

Marginal safety percentage = 
𝑚𝑎𝑟𝑔𝑖𝑛 𝑜𝑓 𝑠𝑎𝑓𝑒𝑡𝑦 𝑖𝑛 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑎𝑐𝑡𝑢𝑎𝑙 𝑜𝑟 𝑒𝑠𝑡𝑖𝑚𝑎𝑡𝑒𝑑 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
     (4) 

 

The margin of safety ratio is a useful measure for comparing the risk of two alternative products or 

for assessing the risk in any given product. The product with a relatively low margin of safety ratio 

is the riskier of the two products and therefore usually requires more of management’s attention. 

 

Conclusion. CVP is a useful management tool used by planners in determining the amount of sales 

needed to cover all expenses; determining the income level for a desired level of profit; and 

evaluating and justifying a new marketing strategy. The Cost-Volume-Profit graph shows the 

relationship between total revenues and total costs and illustrates how an organization’s profits are 

expected to change under different volumes of activity. 
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7. PRACTICAL ASSIGNMENTS 

 

Session 1. BASICS OF ENTREPRENEURSHIP 
 

Task 1. Determine whether the following statements are TRUE (T) or FALSE (F) 

1.______Total current assets are a common yardstick to measure the size of small businesses. 

2.______The very size of big business encourages innovation. 

3.______Small and medium enterprises innovate by introducing new technology and markets. 

4.______Small and medium enterprises are not vital to the success of the economy, as economic 

power less compared to large enterprises. 

5.______Small businesses contribute invention of air conditioners, helicopters, computers, instant 

cameras, which were later produced by large manufacturers. 

6.______About 99 percent of the European Union’s business (approx. 20 million business) are 

considered small business. 

7.______Team effort often helps combining monetary resources and expertise. 

8.______Entrepreneurship is associated with risk of losing your propriety. 

9.______Entrepreneurial activity is inconceivable without obtaining financial rewards for the 

entrepreneur. 

 

Task 2. You have decided to open a small snack bar on the outskirts of the town that you based on the 

fact that there is no competition and the use of cheap rental premises. The range of your business will 

consist of: cold and hot dishes, snacks of mass demand and easy cooking (sausages, frankfurters, 

pelmenis, various sauces, light meals), and beverages (tea, coffee). In addition, you will offer sour 

cream and pastry, sweets and chocolate. Alcoholic beverages will not be sold. Your snack bar will be 

self-service with the transfer desk and you are going to take orders over the Internet with delivery at 

the place. The calculation will be made through the normal cashier (before or after you select dishes) 

and using credit cards over the Internet. With the aim of customer service non-stop you have decided 

to put a machine for the production of pizza near your snack bar. This machine enables users to 

purchase high-quality pizza at an attractive price, at any time of the day in just 3 minutes. 

1. On the basis of the available data, describe the "underwater hazards” that can be encountered 

with the enterprise.   

2. Carry out a SWOT analysis of this enterprise. 

 

Task 3. Using internet resources will seek information about famous entrepreneurs who launched 

their business with the team (co-founders) and have achieved success. For example: Bill Hewlett and 

Dave Packard (Hewlett-Packard (NYSE)), Sergey Brin and Larry Page (Google), Steve Jobs and 

Steve Wozniak (Apple Inc.), Bill Gates and Paul Allen (Microsoft) etc. 

Analyzing their histories will be established contributing factors to business success. What personal 

qualities have enabled the creation of a dynamic team to effectively manage the business? 

 

Task 4.Questions for discussions and presentations: 

1. What is the primary challenge that an entrepreneur must face?  

2. What are the character qualities which a successful entrepreneur possesses? 

3. What is the global mission of an entrepreneur? 

4. What are the Benefits/Drawbacks of Entrepreneurship? 

5. What are the strengths of Small Business 

6. Go It Alone or Team Up in start-up organization?  

7. It is important to have a plan for enterprise for entry to the market?  

http://translate.googleusercontent.com/translate_c?anno=2&depth=1&hl=ro&rurl=translate.google.md&sl=en&tl=ro&u=http://yfsentrepreneur.com/2013/05/30/7-things-to-look-for-in-a-co-founder/&usg=ALkJrhim6J8m_q0D9N-JXh24Wqirls82vA#axzz2d6n9q3DB
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Session 2. ORGANIZATION AND NATIONAL NORMATIVE REGULATION OF 

ENTREPRENEURSHIP 

 

Task 1. Registering a new business. You have decided to open own business and to register a 

business in your national country. Organizational and legal form your business will be the company 

(the society with Limited Liability Company). The task is as following.  

1. Describe the benefits for the company before other organizational and legal forms.  

2. Calculate your costs on the registration of the enterprise. 

 

Task 2. Registering a new business. You have decided to open own business and to register a 

business in your national country. Organizational and legal form your business will be the private 

entrepreneurship. The task is as following.  

1. Describe the benefits for the company before other organizational and legal forms.  

2. Calculate your costs on the registration of the enterprise. 

 

Task 3. Describe the factors that characterize the different forms of business organization. 

Complete the following table: 

 

Criteria for the 

choice of form of 

business organization 

Forms of business organization 

Sole Proprietorship Partnership Corporations 

Owner’s Liability        

Control      

Taxation    

Organization and 

Maintenance Costs    

   

 

Task 4.Questions for discussions and presentations: 

1. Which form of business organization do you know? 

2. What are the main criteria which have an influence on the choice of form of business 

organization? 

3. Describe each form of business organization (sole proprietorship, partnership, 

corporations) using its advantages and disadvantages. 

 

Session 3. MANAGEMENT OF ENTREPRENEURSHIP 

 

Task 1. Where companies are looking to drive results? 

EY experts indicate that organizations achieve results from risk in three interrelated ways. Some 

companies focus on mitigating overall enterprise risk, while others focus on efficiency, reducing the 

overall cost of controls. Still others look to create value, often through a combination of risk 

mitigation and cost reduction49.  

Please describe the main opportunities of performing a) risk mitigation; b) value creation; c) cost 

reduction. 

 

Task 2.Questions for discussions and presentations: 

1. Why is strategic planning important to start-ups? 

2. Why is it important for start-up to have a solid business model? 

3. What are the steps in the strategic management process? 

                                                 
49  http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning risk into results_AU1082_1 

Feb 2012.pdf 

http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning%20risk%20into%20results_AU1082_1%20Feb%202012.pdf
http://www.ey.com/Publication/vwLUAssets/Turning_risk_into_results/$FILE/Turning%20risk%20into%20results_AU1082_1%20Feb%202012.pdf
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4. What are the main types of business risks? 

5. What are the main principles of business risk management and assessment? 

6. What is the role of risk management as a decision making tool?  

7. What is the meaning of fixed and variable costs? 

8. What is the concept of cash flow (CF) analysis? 

 

Session 4. MARKETING IN ENTREPRENEURSHIP 
 

Task 1. Determine whether the following statements are TRUE (T) or FALSE (F)  

1.______Treacy and Wiersema defined three generic strategies companies can use to gain a 

competitive advantage. 

2.______Competitive advantage - this comparative advantage in relation to other competitors, this 

is the reason that the customer selects a product or service. 

3.______Differentiation this condition exists when the company cut a small, well-defined market 

segment. 

4.______Three general strategies that can be used by firms to gain competitive advantages are: 

positioning, differentiation and focus. 

5.______Blue Ocean Strategy is a business strategy proposed in 2005 by W. Chan Kim and Renée 

Mauborgne. 

6.______According Blue Ocean Strategy to gain a competitive advantage and to gain a leading 

position in the market, you should use value innovation. 

7.______Mary Kay Cosmetics is an example of successful cost leadership strategy. Mary Kay 

Cosmetics offers cosmetics, which are very similar to those offered by many other cosmetic 

companies, but they are usually accompanied by training session information, training from 

consultant. 

8.______Focus means producing products and services that fulfil the need of small groups of 

consumers. 

9.______Blue Ocean Strategy suggests that an organization should offer products and services of 

higher quality than competitors. 

10.______ In blue oceans, competition is irrelevant because the rules of the game are waiting to be 

set. 

 

Task 2. Assessing the enterprise`s competitive advantage 
Please determine whether the enterprise has a competitive advantage or need to work to offset 

competitive disadvantage.  

Competitive strength assessment 

 Key success Factor/ 

Competitive variable 
Weight Firm A Firm B Firm C Firm D 

Quality / product performance      

Reputation / image      

Technological skills      

Marketing / distribution      

Other      

Overall strength rating      

 

Rating scale 1 = very weak, 5 = very strong. Identify the competitive advantages / disadvantages.  

What actions are needed to improve the company's position, to take advantage of emerging 

opportunities, and strengthen the competitive position of the company? 

 

Task 3. Describe each element of problem-solving research framework your business idea. Answers 

provide of the table. 



SUCSID training course: “Entrepreneurship”       530349-TEMPUS-1-2012-1-FR-TEMPUS-JPHES 

 

45 

 

 

Segmentation Research 
(customer segments) 

Product Research 
(value propositions) 

Pricing Research 
(competitive price) 

WHO IS YOUR 

CUSTOMER? 

 

WHAT GOOD/SERVICE 

SHALL BE OFFERED TO 

A CUSTOMER? 

 

HOW CONSUMERS PERCEIVE 

THE PRICE OF THE 

GOOD/SERVICE? 

 

Promotion Research 
(customer relationships) 

Distribution Research 
(channels) 

Production Research (key 

activities, key resources, key 

partnerships) 

HOW ONE-TIME 

CUSTOMERS WILL 

BECOME ADHERENTS OF 

YOUR GOOD/SERVICE? 

  

HOW WILL YOUR 

GOOD/SERVICE  

FIND ITS CUSTOMER? 

 

WHAT SHALL BE DONE FOR 

PRODUCTION OF YOUR 

GOOD/SERVICE?  

 

 

Task 4. Professor W. Chan Kim and Renee Mauborgne in their book "Blue Ocean Strategy" 

determined that one of the most important qualities that can be used to become more competitive 

for a company is a Boolean value innovation.  

Read this book and determine what the strategy is and what has been done in order to succeed the 

following companies: 

- Cirque du Soleil 

- Casella Wines 

- Southwest Airlines 

 

Task 5. The firm, A Coin Lucky For The Tree, is building a new plant for production of 

components, which had previously been procured from suppliers. In doing so, it remains in the 

same industry as before. The Company now has two business units at different stages industry value 

chain. Please determine the type of strategy firms.  

 

Task 6. The concept of marketing bases on the fact that customers are central to the company and 

need focus and attention. Explain in your own words why the customer is so important (illustrate 

your answer with examples to show your understanding).  

 

Task 7. Questions for discussions and presentations: 

1. Why is it important to consider marketing and marketing research in the implementation of 

the start-up project? 

2. Why is it necessary to study the elements of marketing research and make the characteristics 

to each of them? 

3. Describe the sequence of marketing research for start-up using the seven steps in the market 

research process. 

4. Is it important for companies to have a marketing strategy when entering the market? 

5. List the marketing goals for a startup company. 

6. Explain the link between market strategies and the Porter’s five forces. 

7. Mistakes of companies which "Stuck In The Middle" 

8. Why is Competitive Advantage important to start-ups? 

9. What are the characteristics of three generic strategies? 

10. What is the Blue Ocean Strategy launches principles? 

11. What actions are to be done before starting a business? 
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Session 5. RESOURCES AND FINANCIAL SUPPORT FOR ENTREPRENEURSHIP 

 

Task 1. Here is information about company A cash flows Operations. Please fill in the table and 

calculate the Net change in Cash (all figures are in thousands of Euros). 

Receipts from customers: 231,71; Payments to suppliers and employees 100,00; Taxes paid (19% 

on income); Purchase of property, plant and equipment 16,00; Proceeds from disposals of property, 

plant and equipment 41,00; Purchase of other intangible assets 15,00 ; Proceeds from disposals and 

redemptions of non-derivative financial assets 97,08; Interest received 345,00; Dividends received 

67,00;  Interest paid 356, 00 Dividends paid 55,00 

 

Cashflows from Operations   

1.Cash receipts from customers (enter positive amounts)  

2.Funding from Creditors   

3.Stock purchased, not yet paid   

4.Cash paid for (enter negative amounts)   

Net Cash Flow from Operations  -  

  

5.Investing Activities   

5.1.Cash receipts from (enter positive amounts)   

5.2.Sale of property and equipment   

5.3.Matured Investments   

5.4.Cash paid for (enter negative amounts)   

5.5.Purchase of property and equipment   

5.6.Purchase of investments   

Net Cash Flow from Investing Activities  -  

6.Financing Activities   

6.1.Cash receipts from (enter positive amounts)   

6.2.Increase in short term debt   

6.3.Increase in long term debt   

6.4.Increase in equity    

6.5.Cash paid for (enter negative amounts)   

6.6.Repayment of loans   

6.7.Dividends   

Net Cash Flow from Financing Activities  -  

Net Increase in Cash  -  

 

 

Task 2. Questions for discussions and presentations: 

1. What are the key elements of the Capital Requirements? 

2. Describe the method of raising Start-Up Capital. 

3. Describe the most common sources of short-term working capital financing. 

4. Why is it so difficult for most start-ups to raise the capital needed? 

5. Define equity financing? What is the most common source of equity funds? 

6. What guidelines should an entrepreneur follow if friends and relatives choose to invest in 

his or her business? 

7. What is a financial forecast? Why prepare a financial forecast? 

8. How often should I prepare a financial forecast? 

9. What are the components of a financial forecast? 
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Session 6. SUSTAINABILITY AND EFFICIENCY ESTIMATIONS OF 

ENTREPRENEURSHIP 

 

Task 1. Start-up Company is currently contemplating two alternative projects: Project A requires an 

initial investment of 100 000 euro, project B an initial investment of 100000 euro. The relevant 

operating cash flows for the two projects are presented in Table. Calculate the net present value, 

profitability index, payback period for each project, by using a discount rate of 20%. 

 

Project  CF0 CF1 CF2 CF3 

Project А  -100 100  90  5  

Project B  -100  100  5  100  

 

Task 2. The production capacity of enterprise is 2200 units of goods. The market price of one unit 

is 25 euro. Fixed costs are 15000 euro, variable costs are 10 euro per one unit of production. 

What is the Break-even point? How many commodities it should be produced in order receive 

12000 euro? What is the surplus area? 
 

Task 3. EASYFOOD Ltd is considering project to sell vegetable snacks. The duration of the project 

is for five years. The initial cost of the investment for the necessary cooking equipment will be 

€30,000. This sum will be payable at the beginning of the contract.  

Selling price of snacks is as follows: €1.00 per l package for the first three years, then €1.20 for 

years 4 and 5. Cost of snacks: €0.60 per package for the first three years, then €0.70 for years 4 and 

5. Rent of premises is estimated to be €1500 per year. Forecast of the number of meals to be sold 

are as follows:  

 

Year No. of snacks 

1 30,000 

2 32,000 

3 32,000 

4 33,000 

5 33,000 

Transport costs: €2000 per year. The company’s cost of capital is 14%. The company expects a 

payback within four years.  

Required to determine net present value (NPV), profitability index (PI), payback period (PP).    

 

Task 4. Questions for discussions and presentations: 

1. What is the underlying relationship in CVP analysis? 

2. When might it be better to find the breakeven point in sales euros rather than in units? 

3. What is the contribution margin ratio and how is it used? 

4. What are the basic assumptions of CVP analysis? 

5. How are CVP analysis and breakeven analysis related? 

6. Can the margin of safety ever be negative? Explain your answer. 

7. Describe three uses for CVP analysis. 

8. Explain how CVP analysis can be used to make decisions about increases in advertising costs? 
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