Business Start Up



Why start up a business?
Think back to Unit 2 and the reasons why people start up a business:
Why become an Entrepreneur?
People often decide to become an entrepreneur for the following reasons:
Income: Potential to make a profit and support yourself financially- to potentially earn more than an employee wage
[image: ]
Independence: Be your own boss, work for yourself and make all key business decisions
[image: ]
Challenge: Some people get bored easily and like to challenge themselves to be successful
[image: ]
Creativity: They have the ability to constantly come up with new ideas
[image: ]Redundancy: They have been laid off from work and need a source of income for themselves
[image: ]

Key issues for Business Start Ups
· The ownership structure that needs to be adapted
· The location of the business
· Finance
· The choice of production methods
· Developing a Business Plan

1. Ownership Structure
· Sole Trader
· Partnership
· Private Limited Company
· Co-operative
· Franchise
Note- We will examine all of the Ownership Structures a lot closer in Unit 6. 

1. The Sole Trader
The Sole Trader owns and runs their own business. The Sole Trader is the one who makes all decisions and provides the money in their business
This type of ownership model is typical in small retail and service sectors.
[bookmark: _GoBack]The owners have UNLIMITED LIABILITY!!!!
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2. Partnership
A partnership is a business where between 2 and 20 people come together to set it up and share control of the business. A set of rules and responsibilities for the company are agreed and written down in a partnership deed
Partnerships are common in types of businesses such as private medical practices and solicitors
[image: ][image: ]

3. Private Limited Companies
Formed when between 2 and 99 people put together money to start a new business. The people who put money in are called shareholders.
If the company makes a profit, shareholders receive a dividend. The dividend received depends on the amount of shares you invest. 1 share = 1 vote, the more shares, the more votes.
Shareholders have Limited Liability, and the words ltd come after the company name. In Ireland, Private Limited Companies must be registered with the Companies Registration Office
[image: ]

4. Co-Operative
Co-operatives pool resources to achieve common goals, which as individuals they may not achieve alone. The people who set it up are called members and all profits go to the members
Each member has one vote regardless of the amount of shares they own
[image: ][image: ]

5. Franchise
Franchising is a business arrangement whereby one person (franchiser) sells the right to use their name, idea or business to others (franchisees) and allows them to set up an exact replica of that business.  
A franchise is effectively a licence to produce and/or sell another well- known company’s products and use the company’s name in return for a fee
[image: Description: http://gourmet-coffee-zone.com/images/starbucks-logo-current.jpg][image: ][image: ]
2. Business Location 
The location of the business will play a key role in both the visability and profitability of a business. The following factors are important when selecting business location:

1. Accessability
Location is of utmost importance to businesses that sell goods or services directly to customers. The business needs to be accessable to its target market
For example, a book shop in Navan Town Centre is more likely to attract customers than a similar shop located in a less busy area. 

2. Competition 
A business's location can affect the competition it faces from businesses that sell similar products and services. 
A book shop could be very close to Eason’s, and so starting a business in an area with few direct competitors can increase the likelihood of attracting customers.

3. Operating Expenses 
The location of a business can influence the total cost of operation. Renting a storefront on a popular street shopping centre is likely to be more expensive than opening a store in a small commercial district in a residential area. 
A business could be better off opening its doors in an area that is cheap, even if it results in fewer total sales`

4. Availability of Workforce
Businesses that need skilled workers will have to locate to a place that s accessable for workers. Very often, businesses will locate close to transport links so the workers can reach the job on time. This may however have an impact on start up and running costs

3. Sources of Finance
Think back to Sources of Finance in Unit 3. The entrepreneur has to decide where to get the money from 
3 types: 
· Short Term (0-1 years)
· Medium Term (1-5 years)
· Long Term (5 + years)
	Short Term Finance
	Medium Term Finance
	Long Term Finance

	Bank Overdraft
	Medium Term Loan
	Owners Capital

	Credit Card
	Hire Purchase 
	Share Capital

	Trade Credit
	Leasing
	Debentures

	Accrued Expenses
	
	Grants

	
	
	Secured Long Term Loan



4. Production Methods
If a new business is involved in manufacturing it will need to use one of the following Production Methods:
· Job Production
· Batch Production
· Flow Line Mass Production
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Job Production
This involves making products one at a time. Each product is both individual and unique, like a customised suit, wedding dress, or birthday cake.
Job production use highly skilled workers to make the products, and is generally considered more expensive due to this fact

Batch Production
This involves making a large amount of products in one go. The product is the same for all customers. Because it is the same, it can be made in batches, in advance, and ready for the customers when they need it. These products are less expensive than job production
A typical example would be cakes in a bakery or newspapers in a shop.

Mass Production
Mass Production is making the product continuously, 24/7/365. Therefore, you use mass prodcution for proucts that will be in high demand. The product is the same and made in advance, and the product is also the same for all customers.
Generally, unskilled workers are used, and products are produced using machines. It is generally the least expensive form of production, however very diffcult for a start up business
By producing in such a large scale, the manufacturer benefits from Economies of Scale, which are cost savings from large scale productions, as it costs less the more you produce and therefore savings can be made vs one off production
Examples include pens, toilet roll, Coca-Cola. 

5. The Business Plan
 A business plan is a written document prepared by the entrepreneur
about the business and its objectives (where it wants to go) and strategies in areas such as marketing (analysis and plan), ownership, production, finance and the identifying of opportunities.

The Main Sections of the Business Plan are as follows:

Nature of the Business: This is the idea behind the business, what the business will be about. It will set out the type of business as well as what its main intention will be

Ownership: This will outline the type of business it will be, e.g. Sole Trader/Franchise/Private Limited Company, the name of company directors and shareholders, as well as the skills and experience of these owners
Marketing Plan and Market Analysis: This contains the 4 P’s (Product, Price, Place, Promotion). It shows important information such as the branding of the product,how it will promote its product through advertising etc.., as well as  its pricing strategy. The size of the market, the demographs such as age, gender, income levels, the different target markets. It also shows current competitors and segment preferences

Production Plan: This will give production details such as what machines, labour, and raw materials are needed to produce a product, as well as time and costs to do so also. Production targets and types of production (e.g. batch etc…) are also outlined

Financial Plan: The financial plan contains details of how the business will be financed, its ratio analysis, cash flow forecasts, and financial statements and projections that will show where its money comes from and also that the business will not run out of money as it begins trading

The Importance of the Business Plan
Seeking Finance/Investors
It is a vital document (helps to ‘sell’ the idea to investors) when approaching any financial institution, grant agencies or other investors seeking funds (capital) for the enterprise

Sets Targets
A business plan well set out it’s targets and strategic objectives. All key areas of success are focused on which should increase the chance of business success.

Gives Focus
A business plan allows all stakeholders in the business to be on the same page when it comes to business activities. All stakeholders have a clear blueprint to follow and so time is not wasted

Viability
The business plan would usually include financial projections, ratios, cash flow forecasts and break even charts. This will measure the viability of the business moving forward

Business Plans for Stakeholders

Employees
Employees are interested in a business plan to confirm if the business is going to survive so they can have employment security. They may also be interested to see if the business is going to expand
and possibly offer opportunities for promotion in the future.

Investors (the profitability)
Investors will be interested in a business plan to see if the business is capable of making a profit and offering a good return on their investment. Projected sales and market research results may persuade investors to provide capital to a business.


Financial institutions (the cash position)
Financial institutions require business plans from a business when they are seeking loan capital. It helps finance providers to make a decision regarding finance approval as they can see the experience of the owners/management and analyse their ideas. It is the primary tool to convey the potential viability of the business to finance providers.

Management/employer
Management will use a business plan as a source of control. They will use it to measure actual performance against goals and see if the business has progressed satisfactorily. The management have goals to be reached and the business plan provides benchmarks which they can use to monitor actual business performance against the set targets in the business plan.

Suppliers
Suppliers will be interested in a business plan of one of its customers to ensure that the business is viable and can sustain any line of credit that is offered to them.
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The man who blessed us with the sweet milk-chocolate treat we all love wasn’t a hit
the first time around. Before launching his own candy business, he had worked for a
local candy factory. But when he decided to go out on his own, he failed miserably.

Despite two more failures, he returned to the family farm and perfected the art of
making delicious milk-chocolate candy, which we enjoy in the form of Hershey
chocolate today.
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Only an entrepreneur would conduct some of the wacky experiments old Benny was
always up to. Franklin is credited with creating the lightening rod, bifocals, and the
Frankiin stove (yeah, that last one might have been  bit of a flop).

Like many famous entrepreneurs before and after him, Franklin was a man of a
thousand hats. Scientist, printer, politician, inventor, author, diplomat, and sawy
businessman were just a few of his many trades.
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Kevin Plank, the CEO of the fitness apparel company Under Armour, was pretty much
broke when he started selling signature clothing under the Under Armour brand. He
took all the cash he had saved, about $20,000, and racked up an additional $40,000 of
credit card debt to fund the company.
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2015 Q5 (C) Read the information supplied and answer the question
which follows.

Having been made redundant, Lia O'Brien has decided to set up her own|
enterprise manufacturing individually designed disposable tableware and|
paper cups for small coffee shops and restaurants. She recognises,
however, that having an idea and having the will to succeed will not be
enough to ensure success.

Discuss the key issues Lia will have to address before setting up her
business enterprise. (15 marks)

MS: 3@ 5m (2+2+1) Must refer to Lia for full marks

Raising finance

Finance can come from Equity (reserves or selling shares) or Debt
(Long Term Loan from a bank). A business plan can help to impress
investors.

Lia might have received money from her redundancy which she could use
instead of getting a loan that would have fixed interest repayments.
regardless of profitability.

Production method

Job, batch or mass production needs to be chosen.

This is based on levels of production, automation, staffing and
storage.

Lia should use batch production as she may need to adapt the cups for
different customers.
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Ownership Type
Different structures have different demands in terms of risk, control,
ownership, liability and tax implications etc.

Lia would benefit from limited liability if she chose to become a Private
ited Company (Ltd.).

Other: Marketing/Advertising / Cost of Market research/
building a brand / creating a USP / Availability of Location or
Staff
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Today J.K. Rowling is a household name for fans of the beloved Harry Potter book
series, but she wasn't always gifted with magic. The factis, J.K Rowling was at her
rope's end before her misfit gang of witches and wizards saved her. Before her
bestseller cast a spell on readers, J.K. Rowling was living on welfare and struggling to
get by as a single mother.

Today she is estimated to have a net worth of $1 billion. Rumor has it she's also the
president of Gringotts Wizarding Bank, although its a bit of a secret among the goblins.
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Co-founder of both micro-blogging platform Twitter and mobile-payment system
Square, Jack Dorsey's reserved personality has been well-documented in the media.
Yet, his unwavering vision for Twitter, along with Square in the face of naysayers
demonstrates his independence.




