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What is Innovation?

Innovation is a ubiquitous word that widely used and often misunderstood. There are multiple
definitions of what innovation is and is not, and this inevitably produces confusion. This confusion
impacts on our ability to firstly understand innovation and then act innovatively. What this suggests is
that innovation is a complex concept.

Innovatbn is less about new products or services and more about change. Basically, innovation changes
the way we do things rather than what we do. Our basic needs to live are no different today than they
were hundreds of years ago. We still get cold or hotygmy, bored, or lonely. We still need shelter, to

be entertained and to have meaning in our lives. Innovation has changed the way we solve these
problems, but not the problems themselves. Consequently, we end up with products that never existed
before that make it easier to fulfil our needs. As a result, there has been an explosion of changes in the
way we live our lives.

Just 30 years ago there were basically two ways you could send information to someone in another
country, either call them by phoner send them a letter. Today there are multiple ways; email, social
media, SMS and so on. We are still communicating with each other, that has not changed, but the way
we communicate has changed. However, there is still much more to innovation thagiepahe way

we communicate. This alone makes understanding the nature and consequences of innovation
important. However, there is much more to innovation than changing how we do things.

These changes do not occur in isolation. One of the most endamytigs of innovation is we understand

the history of innovation. By this | mean that wien assume that innovation is linear and fragmented.

It is neither linear nor is it fragmented. As each innovation introduces a change, it not
only leads to furthe innovations but also draws back on previous innovations.
Innovation relies on utilising existing knowledge and each time we change something we
develop more knowledge, which leads to wider and wider changes. The fact that each
and every innovation isonnected is also an important factor that helps us understand
the complexity that structures the concept of innovation. Furthermore, some
innovations only work when another factor comes into play. Around the mid 1400's
Gutenberg developed the moveablgpe printing press. However, without cheap =
paperthis would not have had much of an impact as books would still be expensiﬁe !
Fortunately, someone innovated with making cheaper paper around the same tlme =Lt }

, S0 DdziSyoSNHQ& LINR geiv,Aoyt An atatBtiansof amhnapfé!;su sy% k) NBf &
as the illustrations show. The similarities between a wine press and the printer! ré}re )

striking. Both have a similar frame that holds a wooden screw that applies pressure.

Gutenberg's
Press

—(#

There are other examples of existing innovations being adapted for a different purpose. The
fundamental idea behind the water wheel is to transfer energy from one plane (vertical) to another
plane (horizontal). The idea of transferring energy like this been around for about 5000 years. Yet
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the adaptation of this innovation to use in car took around 4800 years. The principle of the water wheel
is the same as in a car gear system. The car gear system transfers up/down power from car engines
(pistons)to circular motion (wheels). This is because all the other parts need to make a car engine had
to be discovered before this innovation could be used.

This leads to another myths about innovation. We often have the idea of the independent genius who
suddenly has an epiphany and comes up with a great idea that everyone wants. Firstly, big insights occur
after long and deep periods of incubation. We never have all the parts of a solution at the same time.
Our brain is working behind the scenes constaptigcessing information. When all the pieces come
together the solution pops into our consciousness. The pieces come from all around us. The
development of artificial dyes came about because someone was looking for a cure for malaria. Atrtificial
dyes lad to the growth of the chemical industry, and while looking for artificial fertiliser explosives were
discovered. The best idea is not always the on adopted. We can see this with many innovations over
time. For many years, we had subsonic flight inddoth Yet despite the time is saved in travelling
between cities it was never widely adopted and eventually dropped. This leads to the myth that all
innovations are good. Some innovations can be very bad for you.

The notion that innovation is always gb@annot be substantiated. There are negative factors from
every innovation. Surprisingly your smart phone can be quite dangerous. For while, there were
concerns that the microwaves: and electroomagnetic waves from smartphones
may cause cancers anfrain damage. However, this has since been, more or
less, dismissed. What mak smartphones dangerous is the way they distract
users from what is going o - around them. Over the past 10 years there
have been rises in the number of pedestrians injured levhising their smart phones. In fact,
smartphones are considered so dangerous that many countries ban the use of smartphones when
driving.

What you will learn in this unit is that innovation is fundamentally about change. It is about looking for
more efective and efficient ways of doing things. You will discover that innovation is difficult, messy,
and not as common as we might imagine. Some types of innovations are extremely rare and others are
very common and that innovation can only happen if afl gieces have to be in the right place at the
right time. It is full of misconceptions and by understanding these misconceptions we are able to
develop our abilities to be innovative.
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Acting Innovatively

If you were to ask someone if they were creatitheir response almost always is no. This is because we

often confuse creativity with artistic ability like dancing, playing an instrument or painting. Yet this is just

one aspect of creativity. As you will learn in this module creativity is simatyareging existing things

AyiG2 a2YSOUKAYy3a RAFFSNBYyG GKFG FTRRa @I ftdzS (G2 @&2dzNJ

If you think about it you are acting creatively most of your life, without necessarily being artistic. We all

have to plan a little; no one can live without some structure to their life.
If we did have absolutely no structure E% How AT we would not be able to do
anything.  We would be constantly - jumping from idea to idea without
achieving anything. At the same time, —  p— we cannot plan for every second of
our lives dher. What this means is W“ENWW that while we may have a plan, we
never follow it through exactly as planned. We are making subtle

changes throughout the day as unexpected events occur. In other words, we are improvising; making up
our plans as we go.

In orderto improvise we need to be able to be creative and rearrange our actions to respond to the
unanticipated events that occur every day around us and to us. The result of this rearrangement on the
go is called improvisation. It is creative because it agdge to you by helping you perform better as

you adapt your actions to the unanticipated event. It is innovative because it changes what you were
doing into something different to what was intended. This is one of the paradoxes of innovation. On one
hand innovation appears quite simple, but when you then try to enact innovative behaviours is becomes
complex.

As you can see at a personal level we are acting innovatively on a regular basis. This has consequences
for our lives. Many of us change our intiems during the course of a day as we react to unanticipated
events. These small changes are always about improving our lives. This clearly shows how innovation is
about change. Yet, these changes are quite small and naturally personal. The satipéeprart be

applied beyond your personal life.

Almost all the innovative products and services are the result of someone responding to change. The
notion that we can always make something better, more effective, or efficient means that we are trying
to enact change. As a species, we are addicted to convenience, and consequently we are looking for
ways to improve our lives. If you can act innovatively around your personal, then you should be able to
act innovatively around and within your business.

What this shows is that that another widely held belief about innovation is a myth. If you think about
how you change your plans each day and then extrapolate this out you realise that no matter how or
why you are acting innovatively, it is not a linear procegsrstly, you need a reason to innovative;
innovation does not happen without a reason. The second important point here is that an innovation
only emerges if all the components are available. This is linked to the point in the previous chapter
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about pinting. The fact that all the necessary components were available to Gutenberg meant that he
was able to develop printing.

The ability to adapt and use different objects and processes and recombine them strengthens the
argument that creative is simply @&mix of existing things into a useful product or service that adds

value. This ability is inherent in us all, but if we do not practice then the ability declines. We can see this

Ay GKS OKIFy3aSa Ay (KS aiiftta ¢S yRF@m3pe n QA KKIE RN 4
manufacture toys. Many children made tdysm the objects around themloday, as children get older

thy are less likely to take objectives and fashions toys from them as theyageess to manufactured

toys. Other impacts on oucreativity comes from our environment. If you ask-gedrold if they can

draw they will often say yes. Yet by the time they are 12 they will say no. How did they lose this skill?
2Stf | Oldztfte (GKS& RARYQlIZ (KSdéuraged fioi Sralding thraughJSR R N
negative comments. You can relearn these skills by developing your pattern recognition abilities.

Every object has some physical attributes that can be utilised for many purposes. One exercise you can
do is to work out howmany different _____ uses are there for a house brick. A house

9
7

brick was designed for one purpose; to build houses. Yet if you take the time you

can come up with many other uses 8 (there is a list 10 possible uses at the end

of this guide book). You do thi§ = because you can recognise various
attributes about a brick; it is rectangle}” “& has holes or indentations, is heavy,
waterproof, occupies approximately 1 litre of volume, is durable and many more. These different
attributes are the patterns that help you udgerins for new purposes. As you see in this module, every
product or service you use today is the result of someone recognising attributes in something that can be

adapted for a different product.

Essentially, acting innovatively ranges from something €inspkh as responding to an unanticipated
event and acting differently, to recognising the attributes of an item and using it for a new purpose.
Acting innovatively can range from a simple process requiring little or no planning to a complex and time
consuming activity needing extensive and detailed planning.

Different Levels of Innovation

It is important to recognise that innovation does not happen in a vacuum. A widely held myth is that of
the lonely independent inventor. As the previous chapter sh@sesativity is the adaptation of existing

items into new uses. In other words, all innovation rises out of previous innovations. What this means is
that innovation happens for a purpose. The purpose is the desire to make our lives more comfortable,
effective, and efficient. This desire to make our lives more comfortable, effective, and efficient is the
primary driver of innovation.

There are five aspects to this driver of innovation; technology, changing customer needs, changing
business environmentsincreasingly complex competition, and strategic purpose. Technology is
probably one of the most widely recognised aspect as it has the most visible and has the most profound
impact on our lives. It is also often the most wigaching aspect in that i§ithe one that affects the



S3

greatest number of people. The most obvious example is the transition of landline telephones to smart
phones. The original idea of a telephone was to enable people to talk to each over various distances.
While the smart phonestill does this, it has gone onto replace many other items we used to use. How

many things can you think of that the smart phone has replaced. You can find an interesting answer to
this questionhere.

Changing customer needs is another aspect that is often quite visible, but perhaps affects fewer people.

/| dZAG2YSNARQ ySSRa OKIFIy3dS F2N YIyeé RAFTFSNBYylH NBlFazy
see the linkhere with smart phones. The original mobile phones were quite large and actually not that
mobile, yet still functioned adequately. As their popularity grew customers wanted more from their
phones; things like better network coverage and longer lastiatienes. This forced mobile phone
companies to develop better functioning mobile phones.

The impact of smart phones on our personal lives is significant. Yet, the original purpose of mobile
phones were not for personal use. The idea was to enable coiepdeep in touch with employees

who would be working outside of their offices. Prior to mobile phones, pagers were immensely popular
with companies. These would send a short text message to an employee anywhere within the network.
However, the employe could not use the pager to reply, and would need to find a phone to respond to

the message. These changing business environments also are aspects of the drivers of change. Because
business environments change the need to innovative is imperative.

As imovations impact on business environments, businesses become more competitive. Getting the
edge is often the difference between success or failure. Technology, changing customer demands and
business environments all create competition and to respond rasses need to engage in
differentiating business practices. These differentiating business practices often lead to the
development and implementation of innovative actions to remain competitive. Businesses that do not
innovate, no matter how big or smahrely survive.

The above 4 aspects can be encapsulated within the idea of strategic purpose, the fifth aspect. The
A0NF GSIAO LzN1LIR2AS 2F Fftf O2YLI yASa Aa G2 &adz2NDAGSd
innovations. They may be resposs® technological changes, changing customer demands, changing
business environments, or growing competition. Strategic purpose is part of the driver for innovative
actions as business seek to survive and grow.

However, the above paragraphs suggest admapproach to the development of innovation, but as we
have pointed out before this is not the case. Innovation is occurring for different reasons at different
levels of complexity creating different outcomes. One or more of the aspects may be bkhiddie

for a company to innovate. While these aspects indicate the imperative to innovate the level to which
you can innovate is determined by four key factors; core competencies, core weaknesses, understanding
the problem, and your short and lorigrm objectives.


https://turbofuture.com/cell-phones/40-Things-the-iPhone-has-Replaced
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To what extent you need to innovate depends on a wide range of factors. In other words, at what level
can you act innovatively. The starting point would be to look at your core competencies. You need to
determine what you are good at, what can you ddnless you work within your abilities it would very
RAFFAOMzZ G G2 RS@OSt2L) Ayy20lGA2yad ¢CKIG R2Sa yz2i
and with learning. But is you are missing a key skill or cannot access critical knowledge then the
innovation is not going to work. Equally, you also need to be aware of your core weaknesses. Ironically
most people ignore their core weaknesses. As a result, your weaknesses tend to pop up and interfere
with your ability to be innovative. Being innovative is as much about what you do as it

is about that you do not do. Having a clea U“dd‘whv"d idea of what the problem is you are trying to
resolve is vital. Customers buy solutions to problems. If someone is hungry it is not just
food you are selling them, a fasidd shop does not just sell food. It sells a
whole lot of other things as well, suc wh your as convenience, understanding of
values and quality. Understanding the & problem, you are solving for your
customers enables you to identify innovative solutions. Finglbyr longerterm objectives will
influence the degree to which you should act innovatively. If you have set up a business for a quick
growth before you sell it than you are unlikely to invest in innovation once the business starts trading.
Innovation mgbe critical to get it started, but once it is going it becomes less critical. If you started in
your business for a lorAgrm purpose then innovation becomes critical.

Understand
——
have and
what you

need

Understand

Acting innovatively around and within your business should bring
changes that improvéhe business in some way. As you extrapolate the
notion of acting innovatively you cané / see a ripple effect where the

innovation affects increasingly more o~ ... people as the complexity rises. The
more complex the innovation is the more people are affected.

Managing Innovation

The purpose of innovating is to improve a product or service. In other words, you are looking for a
specific outcome. Schumpeter, one of the earliest authors on innovation suggested that there were five
outcomes from innovation; a newramproved product, the introduction of better production methods,

the creation of new markets, the development of new supply sources and new forms of competition that
change the shape on an industry. So, like everything else within your business managirggion is

just as important as managing your finances or staff.

Essentially this chapter pulls together the previous three chapters; understanding what innovation is
enables you to identify opportunities to innovate, acting innovatively provides yiti tlve tools to
innovate and identifying the levels gives you the framework or boundaries within which you can act
innovatively. If you manage these under a strategic plan you should be able to enable innovations within
your business that enhance its sival.

The importance of innovating within a business should not be underestimated. From a business
perspective innovation is one of the key factors that distinguishes the difference between success and
failure. In the past 15 years the characteristbédbusiness have changed significantly. We have moved
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from having thousands of businesses with millions of customers to having millions of businesses with
thousands of customers. Methods of doing business have changed beyond recognition and the shift of
power from the company to the consumer has been substantial. The picture below is indicative of one
aspect and shows how shopping has changed by embracing the innovations of the time.

Markets  —» Shops

All of this mean that you need to mage your innovation processes. To enact and take advantage of
innovations, whether developed by you or externally, you need to understand the constraints of the
system. Managing innovation means that you must develop a strategy that enables you taible fle
enough to adapt the technology to suit the situation.

Innovation becomes a necessity when there is a difference between your overall business objectives and
what you might achieve if you continue with your current procedures in relation to your citonse

There are many examples of how organisations have failed to innovate in response to changes in their
markets. Eastman Kodalind Nokiaare widdy quoted examples of large businesses beingionbvated

by their competitors. Imagine how many smaller businesses have failed due to not innovating.

Your strategy for innovation needs to be an integral part of your overall business strategy, dtiespé

the size of your business. The starting point is to look at the levels of uncertainty that you may face. The
levels of uncertainty extend from clear vision of what will happen with little uncertainty. In this case you
can determine quite easilywhat actions you need to take. For example, the number of uses for a mobile

or smart phone is increasing and most businesses will be effected by this. So, it is fairly easy to predict
what will happen. At the other end of the scale is real ambigultigis is where there is no foundation

for predicting the future. This makes it extremely difficult to work out what action is needed. For
example, wearable technology is being developed, but exactly what that will look like or how it will
function is unctar.

There are many tools you could- = consider using to enable your
innovation strategy. The three most- common tools are scenario planning, a
strategic landscape map, and @ business canvas model. The last one is
covered in the business planning module. $enario planning is where

you think about possible situations- that your business may face and then
consider potential solutions.™ Scenario planning helps you focus on
futures that are probable and discover factors that enable you to make decisions aboufutare
development. It can help you identify concepts that could be either beneficial or catastrophic. Strategic

10
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landscape mapping iS a variatiOn  THE EIGHT-STEP SCENARIO PLANNING PROCESS of mind mapping. It is similar
to scenario planning in that it PN SN considers  possible  future
outcomes, but takes a more ’ \ ﬂ‘;mj'*;ﬂ[“ms structured approach. However,
it is most useful where there is a o T apattiee significant number

AND OPTIONS

opportunities and threats and \
use a mind map framework, or -
develop your innovation strategy.

uncertainty is high. You may
something like a Gantt chart to

It should be apparent that innovation is the key to success in business. In order to out compete your
competitors, you need to out innovate them. This is not about coming up with some life changing
invention; it is about finding ways using the skills, kiemge, and resources around you to do the things
you do every day more effectively and efficiently. Innovation ranges across the entire spectrum of doing
business. It can be a small change in the way you make your bread if you are a baker, or th&way pic
products off shelves for your customers if you are an online retailer. Perhaps youaredayoung boy

who loves arcade games, whose innovations and creativity led twoddwide foundation that
encourages and develops innovation and creativity amongst young children. Whatever your situation,
you need to manage your implementation of innovation.

Venture Development

| want to be arentrepreneur, what can | do??

If you think that entrepreneurship may be an option for your future and you want to know a bit about
gKI G AG YSIya yR K2g (G2 FAYR FYyR RANBOG @&2dzNJ o dz
that may help you inHis venture.

Step 1:Am | an entrepreneur?

CANRBRGO 2F IffzX fSGQa dzyRSNREGIYR ¢KFdG YStya oSAy3a |
Sy i NBLINB Y S dzNJ Astartsthielr @i BuginéSespédia®when thisinvolvesNA 41 aa® { 2 =
first 4ep to be a potential entrepreneur means that we want to create our own business and, in second

place, thatwe are ready to accept some risk.

Actually, entrepreneur has many definitions and as a concept it has been addresseffebgntdi
disciplines. Schupeter' described the role of the entrepreneur as a radical market innovator who brings
about creative destruction through innovation. He argued that industries within societies are replaced by
other industries over time. The process of replacement of awistry (destruction) by another more
modern industry (creation) is creative destruction.

Besides, the link between entrepreneur and innovation does not necessarily imply that an entrepreneur
is someone who starts a new business. It also refers to somedhi an organisation who takes on the

! https:/len.wikipedia.org/wiki/Joseph Schumpeter
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task of introducing changes. Large organisations are currently looking for entrepreneurs: people who are
capable of transforming an industry.

So, now we have different views about what means being an entreprenSui.©a 32 o6l 01 (2 a
we mentioned in the beginning: risk. Being an entrepreneur involves taking some risks. The better way of
decreasingit is being well prepared. For an entrepreneur, that means having some useful skills that will

help you prevent¥ I OS | yR 3SG 2 @SNJ Y2 asklFchetkkissbvibfrom &t 2 6 & 2 «
article from professordichael H. Morris, Justin W. WipJun Fu and Sujata Singh#hat you should

look carefully. Analyze yourself!

¢FofS MY 9y (bhBckiBtSy SdzZNDa a

52 LX Description Yes No
XNBO23y Capacityto perceivechanged conditionsr overlookedpossibilitiesn the
opportunities? environmentthat representpotential sources of profibr return to a Venture.
X1l &&S & Ability toevaluate the content structure of opportunities to accurately determil
opportunities? their relative attractiveness.

XYLyl 3SsS Taking of actions that reduce the probability of a risk occurring or reduce tt
potential impact if the risk were to occur.
X002y @Se@& The ability to conceive an image of a future organizational state and to articu

compelling that image in a manner that empowers followers to enact it.
vision?
XKI @S (S Ability to sustain goatlirected action and energy whesonfronting difficulties
and and obstacles that impede goal achievement.
perseverance?
Xaz2ft @S LI The ability to relate previously unrelatebjects or variables to produce novel
in a creative way? and appropriate or useful outcomes.
Xt SHSNI Skillsat accessing resources one does not necessarily ownrdrol to
resources? accomplish personal ends.
X K I guBrrilla ¢KS OFLIOAlGe G2 GF1S | R@I yuhcormehtioRal
skills? low-cost tactics not recognized by others, and do more \\é#s.

XKI @S (K Capabilities of developing new products, services, and/or business nmbaéls

of creating value? generate revenues exceeding their costs and produce sufficient user benefit
bring about a fair return.

XYl Ay il A Ability to balance an emphasis on goal achievement andttsegic direction of
the organization while addressing the need to identify and pursue actions t
improve the fit between an organization and developments in the external

Environment.
X 1 S S dillennsB Ability to cope with stresses and disturbances such that one remains well
recovers, or even thrives in the face of adversity.
XYl Ay ik A Abilityto maintainasenseof selfi2 Yy FARSY OS NB3II NRAyY 3

efficacy? aparticular task or attain a level of performance.
X1y2z2g K2 Social interaction skills that enable an individuaétablish, develop and
build and use maintain sets of relationships with others who assist them in advancing their \
networks? or caeer

52y Qi 62NNE ATF @&2dz Rpstigeatfy gkdudaBks and BaikéharSt@& qBedHers! NS >
Anyway, the most important skills are:

2 Morris, M. H., Webb, J. W., Fu, J., Shingal, S., (20T3)mpetencyBased Perspective on Entrepreneurship Education:
Conceptual and Empirical Insight¥ournal of Business Management, 21 Issue 3;3852
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- Opportunity Recognition
- Creative Problem Solving / Imaginativeness
- Value Creation

Focus on them first!!
Step 2 Finding an idea

b2¢g GKIG @2dz KIS ARSYOGAFTASR @2dz2NJ a{Atta Fa SyidN
Everybody has ideas, even good ideas, but not all of them are business ideas. So,detecttthem?

The first thing to take imt accountis that business ideas are always based on an unresolved problem or

need. We always start with the human part of any innovation. We might find:

- A poorly satisfied need due to the deficiency of the other offers or because there is a better way
of addressing it.

- A satisfied need that could be addressed more efficiently

- New needs arising as a result of social changes, lifestyles, etc.

We can find different idas in different areas. You could explore

- wSLISGAGAZ2Y 2F 20 KSN thiSrefledf eBett Df nSrEbLIdEReS, W Geatly ( KA
occurring in periods of economic growth.

- New business opportunities in markets that are poaslyppliednewly created or have high
percentage growth.

- Technical knowledge of specific markets, sectors oinasses.

- The experience of a future business person who has been an employee or manager at another
company and wants to go out on their own.

- When there is an innovative product that is expected to generate a market.

- When the type of activity is so simple that any person can set up a business in that area.

LYyy2@FGA2y R2SayQi YéehtignKa dziLiS yRy @SIQEA 2izadz 2 K 8y OF £ £ S
it means introducing an utterly revolutionary idea to thearket, but it rarely happensThe creative

process that generates a new business idea is inspired by the information we gather; it transforms
az2fdzianzya 6SQ@S aSSy o0ST2NB FyR O2YoAySa TeKSY gA
Business Model Nigator, the authors Oliver Gassmann, Karolin Frankenberger and Michaefa Csik
discuss a key concept for increasing our ability to create new realities. They refer to cieataton

and theimportance of recombinationlnnovations are often variationsn something that has existed

elsewhere, in another industry, market or context.

In short not all business ideas are business opportunities. Some ideas are:

- Directly usable.

3 Gassmann, O., Frankenberger, K., Csik, M.4)20he Business Model Navigator: 55 Models That Will Revolutionise Your
Business, Pearson Education Limited.
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- Good but not right now. Not suitable for the current market.

- Good but not for 8. There might be other agents who are better
- Prepared to seize the opportunity.

- t N OGAOItte @¢g2NIKESaa
- Important for the target market.

- Interesting but impractical due to a lack of technical viability.

050l dzasS GKS y
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Only the ideas thaare directly usable by us will be considered business ideas.

We recommend you makirg list of many ideas (as much as possible) and make a little analysis of them
following the previoushints to select the most promisingned Once you have selected sornéthem,
there is a second analysis you should Adusiness idea has to fulfil three conditions:

- We must have identified a market opportunity.
- We must have enough human resources, or access to them.
- We must have the necessary resources and equipmergcoess to them.

To help you identify those conditions in your short list of promising business ideas, use the following

table (Table 2):

Table 2:1dentifying business ideas

Questions
Who experiences the need or problem we want t

How important is the need or problem?

How are they resolving it at the moment?

What is the dominant solution?

What makes my proposal stand out?

Which customer profiles could find my proposal
more attractive?

Do | have the equipment | need get the idea off

Do | have people to provide me with advice,
information, stability and support?

Does the team have the right technical experienc
Who do we know and who knows us?

Do | have the resources | need to get the idea off

2 KSy X Description
XR2S& | YI NJ S When there is alemand for
exist? a solution to a need and the resolve?
current offer could be
improved or is non
existent.
XR2 6S KI @S  Whenourcombined skills
team? and ability make it possible the ground?
for us to take advantage of
the business opportunity
XR2 6S KI @S { Whenwe have the physica
physical and technological and technological resource the ground?
resources? required for taking

advantage of the business
opportunity.

Do | have adequate knowledge for managing this
type of business?

Do I have enough information?

Is the available time going to be enough?

Do | have an appropriate network of contacts?
Do | know who the key suppliers are for this type
venture?

Are they available? Can | get in touch with them?

14
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Step 3:Knowing your clients

The previoustep helpedus choosing an idea, so how we have identified a problem to solve. But, how to

do it in a manner that benefits the final user as much as possible? The key point is being empathetic.
.S8AY3 SYLN GKSGAO Aa LizidAy3a 2 dzyeas taesSas 245 Q& 2 YBEAJ54N.

such a way that we can understand the motives behind their behaviour and decisions.

We must say thatlespite the benefits of empathy, there are possibilities for innovation that are not the
direct result of interactions wittpotential users. Radical innovation is the product of the ability to

imagine how our lives could be different, and only the people we call visionaries are capable of such

insight. However, the one thing is to introduce innovations little by little with diva of satisfying our
Odzai2YSNEQ RSaANBa®

! @S NE dza ST dz 22f S Oy dzaS Design litkhking adajgsAthe(
YSGK2R& GKIG RSAAIYSNE dzaS (2 ¢2N)] FyR &2t @S
that istechnologically feasible and commercially viafilae theory was first developed in the 70s at the
University of Stanford in California (USA). However, it was the consultingDiE@that commercialised

0KS YSGK2R2f 238 I yR hefainidiverabelida. A GQa adAtt 2yS

In the words of Tim Brown, CEO of IDEO, design thinking-is K d®&ftred approach to innovation

Aa
LINE ¢
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and the requirementsfab dza A y S&da adz00S&a dé
The process, bytie Bootcamp Bootl€gcan be seen in the following Figure:

Figure 1 Design thinking process by The Bootcamp Bootleg

The objective of this phase is to We have to build to learn, talk,

clearly and precisely conceptualise
the problem at hand, know what it
means and understand its viability.

make  mistakes, see new
problems, new solutions,
evaluate alternatives, etc.

Prototype Evaluate

We evaluate to refine prototypes, find more
solutions, plan the next steps or pivot, keep
learning about the user, continue creating and
learning, redirect the solution or redefine the
problem.

Empathise

This is the stage when Design
Thinking starts. We come up with
many different ideas. Creation
processes have all sorts of dynamics.

As a designer, you don’t solve
your own problems, you solve

other people’s.

As you can imagine, the key (and maybe the most complex) step of this process is the first one:
Empathise. A tool you can use to improve your knowledge about your clients is the Empathy Map shown

in Figure 2.

This Empathy Map provides you a guide of tefthink about through six big questio&hat do they

think and feel? What do they see? What do they hear? What do they say and do? What frustrates them?

What motivates them? The better way of filling it out is printing it in a big sheet and usingtpost

4 https://www.ideo.com/eu
5 https://dschool.stanford.edu/resourcestibetcampbootleg
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write down your answe® Ly F A 3 dzMBuide to 82 de®dnd e RM3OR f 6S o6t S G2
blank one.

Once you have filled out the Empathy map, you must analyze the information you gathered. Group
similar items in columns and nanteem freely. We might come up with different columns for each
OdzaGi2YSNJ GlellS® LGQaA | ljdzSadAzy 2F 20aSNBFGAZ2Y | YR

Another interesting methodology in this sense is the Customer Development Meltingyl created by
SeveBlankb LU Q& o6 &SR 2y GILKFS OrR2YILOF2y@ASya3d Fjl dkS a (oAS20/Ydza S (0 K
because of errors in product development, why are there processes to develop products but no processes

G2 RS@St2L) OdAal2YSNREKE

LGQ& LINAYyOALX Sa | NBY

- Maye adl NIdzld 0dzaAySaa Y2RSta FNByQd 1ljdzA S NRIKI
- The iterative process in search of a successful business model is called pivoting.

- Learn from the start, learn over and over.

- You have to focus on the customer and the market from day one.

- Prioritise learning and discovering over execution.

All development revolves around the customer. Find the real market for the company and product by
making a pledge to discover and learn from your customers along the way, offering them a product they
truly need.This methodology is about matching your customers with your product, reaching the perfect
GLINBRdzOG FAGE @

To help you geing that goal, we propose yoa canvagieveloped by Alexandgdsterwalder and Yves
Pigneuf: the Value Proposition CanvéBigure 3).

This canvas will help you to visualize, design and test how you create value for customers. It has two
complementary parts: the Customer Profile and the Value Map. You should start filling out the Customer
Profile Diagram. It has three differefields:

- Customer jobs: here try to describe the jobs your customers try to get done. They can be
functional, social or emotional.

- Pains: those things that makes hard achieving the previous jobs.

- Gains: Identify what means getting the job done for them.

The Empathy Map may help a lot here!
Then, fill out he Value Map:

- List the products and services your value proposition builds on.

% hitp://www2.gov.bc.ca/gov/content/governments/servicder-government/serviceexperiencedigitardelivery/service
design/methodsandtools/documentandvisualize/empathymap

" https://steveblank.com/

8 https://strategyzer.com/canvas/valugropositioncanvas
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- Then, describe how your pdacts and services are gain creators.
You should use posts again to fill it outlInclude one topic in each peitt Once thosewo canvassare
FAfE SR 2dzix @2dzQff 3ISG @2dz2NJ LINRPRdAzOG FAlU 6KSy @&2dz
your gain creators with customer expected gains.
Figure 3Value Proposition Canvas
How your products and services
create customer gains, How you The outcomes and benefits the
intend to create the benefits your customer receives. They can be
Ezstzr:f;r;);zecté;de:::\s/ o';r:'z'c:g: required, expected, desired or
: e 5 4 unexpected. They include
funst.lonal u_t'“ty’ social g.alns, functional utility, social gains,
positive emotions and cost savings. positive emotions and  cost
i savings.
N GAIN
\\
A list of what you have to offer. \‘\
The products your value
proposition is built around. AND/OR Activities they do in
Helps the customer get either a SEVICES their work or
functional, social or emotional personal life.
job done, or satisfy basic needs. 4
PAIN
RELIEVERS
/
Things that annoy the customer
How your products and services before, d.uring and after trying to
alleviate customer pains. How you get the job done or stop them
intend to eliminate or reduce some of from solving the problem. Also
the things that annoy the customer |nc|udg5 risks:  the potential
before, during and after trying to get AEEHNE R _°f
the job done or the things that stop something going wrong or failing
them from solving the problem. to solve the problem.
Step 4: The Business Model
Once we think we have a business idea that could become a bugippsstunity, i.e. directly usable,
GKSy AdQa GAYS (G2 &adGFNI GKAYlAYy3 lo2dzi (KS o6dzaAyYyS

delivers and captures value. The business model is the explanation behind why in a single industry there

is a variey of companies all satisfying the same need.

2SQff 32 RSSLISNI AYy GKS dzaiy Sa

might find useful analyzing the business model of otte2 Y LI YA S & @

a az2RSt

¢ 2

business model is, all you have to do is analyse its four defining features:

- Customers
- Value proposition
- Value chain
- Profit mechanism

TAYR
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Table 3:Finding out the business model of a company
Feature Description Questions
What customers and customers segmentstidey mainly serve?
What kinds of relationships dieir customers expect and how
do they maintain them?
Customers  Who is the target customer” Who aretheir most important customers?
Who are the other important stakeholders?
Who influencegheir customers?
What people are behintheir customers?
What customer problemedo they solve and what needs do the
meet?
What are the products and services they put in place to
accomplish this?
What is the perceived customer value?
What value or benefit do they create for customers?
How do their offerings differ frorthose of their competitors?
What key resources are behind their offerings and value
proposition?

What competencies and key activities do they need?
Does their value chain make full use of their cooenpetencies?
Who are their most important partners?

Who are their most important suppliers and what do they
contribute?
Why will the customer pay for their product or service?
What are their mairsources of income?
How is the income generated?

Why does it generate profit? What are customers willing to pay for?

What are their main costs and the most significant cost drive

What are the main financial risks in their current revenue

model?

Later we will go deeper in your Business Model, working in the main aspects to define it.

Value What do they offer to
proposition customers?

How do they produce their

Value chain .
offerings?

Profit
mechanism

Marketing Innovative Products and Services

Marketing basics

Today, business environment is rapidly changing leaving no time or space for mistakes. So when have an
idea of a certain product or service (or both) it necessary to embrace all marketing principles in business
activities and processeg/hy?

According tahe American Marketing Associatipmarketingis:
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In other words, without knowledge about the company's external and internal environment, it would be
practically impossible to plan and create (as well as finally deliver) wanted, or even higher, value to
customers. And without custometkere will be no sales and no profit.

Main terms in marketing are marketing concept, strategy, processes and mix. Of course, they are
connected and mutually dependent as marketing is all about managing the markets. Analysis, planning,
implementation andcontrol are the most important activities in creating marketing approach to fulfilling
customers' needs and desires. For achieving that, all business activities should be integrated and market
or customers oriented.

Marketing plan, as a tool for marketisfyategy implementation, gives answers to three key questions:

Where are we now?A clear picture of our business position at moment of observatidarived from
market analysis.

Where do we want to be?A clear picture of our business wanted positiarthe future -derived from
marketing objectives and marketing strategy elements.

How are we going to get there?’Roadmap" to the wanted position which means implementation and
control of all planned actions that will drive our business to the wantedipos

Therefore, the marketing plan should consist of internal and external marketing analysis, marketing
goals, market segmentation, identification of the target market, positioning by marketing mix elements,
evaluation and control of activities. Additially, we should develop an action plan, estimate budget for
all marketing activities and take into consideration its alignment with company's business plaalasd

and income projections.

Market analysis

From where to start? Right answer isfrom right information.

How to get to the right information? By conducting research in order to gather data from which the
right information will be derived.

And here arises first problem, that market research importance is often underestimated sthdatxe
gathered are insufficient or even wrong. Such approach is a certain mistake, and all strategies
formulated on the bases of wrong or insufficient information will have very poor results.

If so,why this happens quite oftenMarket analysis, imrnal and external is the hardest, longest and
least visible element of the process.

° Sourcehttps://www.ama.org/AboutAMA/Pages/Definitionf-Marketing.aspx
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Why?

In order to shape strategy successfully, real data and situation at the particular market should be
obtained. The data provide information which (if chosen propary by relevance, and most of all
objectively) will be bases for analysis of our own strengths and weaknesses as well as opportunities and
threats from our environment. That means hours of desk research (for finding out what others have to
say about the doject of our interest), efforts in shaping own field research (for finding out what our key
stakeholders have to say about our business idea) and finally how to classify all collected data. It would
be logical and "practical” to start with ourselves.

Who are we? What are we good at? What are our weak points? Do we have enough resources? Is our
product (idea) really so good#e we managing our company good?

Those are only examples of the questions about ourselves that we need to know the answer torin orde
to be able to objectively estimate our own stigths and weaknesses.

Internal analysiswill provide needed answers relateéd the company's performance:

- at present: in the market (marketing aspect); of the business processes (operational aspettig; of
financial results/indicators (financial aspect). This analysis is known as a FiMO ahalysis.

-inthe future:as a potential for growth based on resources, experience, controls, ideas and
leadership. This analysis is known as a RECOIL afalysis.

FIMO analysis consists of market, operations and financial situation assessment with most common
elements shown in Table 1.

Table 1. FIMO analysis elements

Marketing philosophy/ Management system Financial management

orientation

Marketing mix Processes Profitability and cost
effectiveness

Supply Employees Assets management

Sales Location/venues Liquidity and indebtednes:

Customers/clients Technology/equipment

Market results

10 Sourcehttps://rapidbi.com/primof-businessgrowth-model/
11 f
Ibid.
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RECOIL analysis is all about assessment of company's potential for growth. For new company focus
should be on ideas and leadership potential, while for existing ones there should be potential for future
growths in resources, experience and control.

Forexample, when having an idea for a new innovative product or service and evaluating its potential in
future, we should try to estimate level of creativity, focus on market/customers, processes that are used
for evaluation of ideas, etc. Our own leadersiskills could be big potential for growth in future,
especially if we are deeply involved in realization of ideas, and have necessary skills and competencies.
Additionally, current experience in business processes, as well as market and product/service
devdopment, are the advantages and potential for future growth. Potential in financial capital,
technology, material and human resources are of great importance in planning and evaluating our
position in future, so they have to be inded in Recoil analysés well.

External analysiswill provide answers to questions regarding our macro and micro environment.
External analysis will clear market picture and show market opportunities in which company should try
to achieve competitive advantage. Therefore, ineenal analysis, we should gather and evaluate all
relevant information about our macro and micro environment.

But, which information isnportant?

It mainly depends on the industry in which we are competing and strengths of the market forces.
Nevertheless, there are some key elements that should be analyzed in each industry, for existed
company or a new one.

Macro environmenmajor forces are usugilknown as PESTE analysis elements:

- Political/legal factors (such as political stability, tax policy, labour law, trade restrictions ...).

- Economic factors (such as economic growth, exchange rates, inflation, interest rates ...).

- Socio cultural and demogphic factors (such as tradition, living standards, income level,
employment status, cultural aspects of society, population growth rate, age distribution, career
attitudes ...).

- Technological factors (such as technology incentives, rate of technolafjigabe, R&D activity,
automation ...).

- BEnironmental /geo climate/ factors (such as raw materials availability, pollution rates and high
risk areas, industry sustainability, weather, climate, impacts of climate change ...).

Impact of PESTE factors shouddrbcognized as an opportunity or threat to own business.

In addition, the impact of external micro environmental elements should be gathered in order to fulfill
external analysis information.

In micro environmenanalysis, key elements are:
- suppliers,
- competitors,
- customers.
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Supplieranalysis provides picture of the availability of all resources in supply market. For example,
energyresources raw material and production inputs, equipment and technology, capital and needed
business services or solutions

Analysis of competitors should answer several questions:

Who are our direct, potential and substitute competitors? What are their general and business
characteristics? What strategies are they using on target market? Can we recognize their stredgths an
weaknesses and competitive advantages?

It should be noted that one of the biggest mistakes is to focus only on successful competitors and neglect
the ones with poor market performanc&/hy?We can learn a lot, even from bad examples about the
industry that we are trying to compete in, as their mistakes are good starting points in realizing our own
unique value propositin to customers. Consequenthgap between success and failure of our
competitors could help us to find our own elements for differentiation.

Customer analysis should help us to determine customers' characteristics, behavioral factors and trends.
This is commonly achieved by gettingseners to following questions:

Who is buying this type of product/service?

To get the answer we should analyze their general characteristics such as age, gender, economic status,
education level and determine homogenous groups of customers which behailarsin their buying
behavior (related to general characteristics).

How, when and where they are buying?

It depends on the availability of the product/service on the market, customers' lifestyle, culture, society
and family impact on the buying habits.

Why the customers are buying this type of products/services? Why they buy this particular
product/service?

To answer this question we should go deeper and determine (as close as possible) their personal needs
and desires, motives and perceptions aboutguot/service.

Although those answers could look quite simple and easy to reply to, we should be aware of the fact that
there are several important factors that are impacting customers buying behavior. Those factors can be
categorized as: social, personasychological and situational factors that are impacting buying behavior.
But, once we have all information we should be able to recognize segments of customers.

What is good segmentation?

If each segment has homogeneity in buying behavior, while at dneestime we can see differences
between segments segmentation is done in the right way. It should be our basis for determining
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particular segments of interest for our company. At the same time we can determine ones that will not
be in our focus as a patéial customer, so will not waste our efforts on them.

After gathering all relevant data about external and internal factors that impact our business success we
have solid ground for conducting a SWOT analysis. It is important to include only relewemiiign in
SWOT matrix showing our own strengths and weaknesses as well as opportunities and threats from the
environment, to get a clegpicture of our current position. SWOT analysis is not a static analysis, so it is
recommended to evaluate informatn periodically as the situation in our own company or in our
environment is changing, in order to modify our own marketing strategy elements and align them to new
situations.

Marketing strategy

After getting a clear picture wdre we are, the next step t® determine where we want to be. For that

we need to know what we really want, and set the goals for our business as well as main elements of our
marketing strategy. Marketing strategy is the way company aligns with its environment. With marketing
strategy company is shapg activities that will providgoals achievement. If the goals are not properly
defined there will be hard to evaluate our own business performance. So, goals should be formulated
following SMART principfln other words, our goals shitl be specific, measurable, achievable,
relevant andime bounded. In this way we are avoiding most common pitfadit having structure, clear
purpose and final destination of shaped strategy. Marketing goals shouldrbrifated having in mind
wanted market achievements and are usually oriented on sales results, wanted customers perception
and financial success.

While determining goals company has to consider value proposition (product/service) in relation to
custome needs. So, we have to targ#te "right segment" or more "right segmentdor our value
proposition. Following processpositioning is about achievement of a uniqgue market position of our
products or services. Additionally, it has to be done keeping in mind our own position related to ou
competitor's position.

Which segments to target?

It is not a simple question, so there is no simple answer. It would be wrong to focus only on most
challenging or most attractive ones. A large market segments with high profitability rate often attract
strong competitors who are fighting for their market share. In those segments, customers are of high
expectations and price wars are often. Consequently, the company has to have enough resources and
high value proposition to be competitive, yet with doultfinal results. In the long term that fight is
jeopardizing all market subjects. So, the right approach includes segment importance and benefit
assessment; such as demand size and dynamic, potential for growth, availability, saturation and impact
on other market segments. Additionally, targeting has to be done in relation to our own capabilities in
satisfying needs of customers in that particular segment.

2 sourcenhttp://www.yourcoach.be/en/coachingools/smartgoatsetting.php
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How to approach targeted market segments?
Three main targeting approaches are: undifferentiated edéhtiated and concentrated marketing.

Choosing undifferentiated marketing means neglecting segments and treating the whole market as a
single entity. Accordingly, it is shown in uniformed market offeritigough product, price, distribution

and promotbn. This approach is quite rare nowadays, while in the past, in the mass production era, it
was quite common.

Differentiated approach recognizes market segments and try to adjust offering. In other words, specific
market offering is designed for each pattlar segment. This approach is suitable when market segments
are easy to identify and their needs differ (e.g., segments by gender or age criteria).

Concentrated approach is probably the best approach for small and medium entrepreneurs who have
the competencies and resources to fulfil needs of a narrow market segment, often called market niche.
In this way single market segment is served through single market offering, this time not uniformed but
unique and customized one. The disadvantage of this ampraderives from specialization to very
narrow market segment, and shows company vulnerability. If environmental changes affect market
demand, it can be quite hard to adapt fast and efficiently without losing market share.

No matter what approach is usedéd key challenge is to achieve the desired position in the minds of our
customers.

How we can position ourselves successfully?

Positioning is all about defining optimal marketing mix combination in order to satisfy customer needs
better than competitors.It is important that all elements of our marketing mix: product, price,
promotion and distribution are aligned with a value proposition as they are tools for marketing strategy
implementation.

We have to have product, price, promotion and distributionatwis so important in marketing mix
concept at all?

It is easy to think about all of marketing mix elements separately, but the main goal is to make them
aligned and integral in order to use and take advantage of their synergy effects. Any discrepangy amon
marketing mix elements will surely lead us to market failure and a lot of resources wasted for nothing.

What is a product all about?

Product (or service}’is a fundamental marketing mix element. Without product we have nothing to
offer to our target market. When thinking about a product, we have to think about its usability and
psychological value for customers.

13 Term product in this guidebook is related & physical producintangible servicer their combination.
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Weather we are considering the single prodyaroduct line or assortment of product there are several
product aspects that need to be elaborated. First of all, we have to develop its basic and additional
attributes in a form of physical characteristic. That is the core product. Following are iebjectd
subjective quality aspects, product features, design, labels, packaging, instructions, warranty, etc. All
additional aspects represent actual product.

t NP RdzOUG LRt A0 akK2z2dzZ R SyadsaNB Fdzf FAf YSYy( ditho 6 KS Od
the company. Product policy is related to designing and delivering a product, which has the right amount
and form of customer value for the targeted customer segméhts.

How to price product correctly?

As it is important, it is necessary to repaat- following marketing philosophy offer should satisfy
customer needs, but simultaneously ensure a certain level of profit to the company. Otherwise
sustainability of our business will not last long. The corpeitte is market dependent and in accordanc
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leads to market failure. Price depends on:

- internal (company) determinants, such as production and business costs, product characteristics,
profitability goals and company growth policy,

- external determinants, mostly legislation policy, competitors pricing policy, market changes,
technology and, as already mentioned, customers' perception of product value.

There are several approaches in pricing policy:

- Inmarket approach we start with customers and think about a price that is acceptable for them.

- In competitors oriented approach we try to position our price according to the prices of our
competitors.

- In cost oriented approach main focus in price pol&wiur own productia and business costs
that needto be covered with a price.

The best approach in defining the selling price of puoductis a combination of market, competitors
and cost approach. It should be noted that price policy, besides detergnithaprice, include discounts,
terms of payment, payment insurance, payment dynamics etc.

How we will deliver our product to customers?

Placeor distribution channel, should be aligned with all other marketing mix elements. Selection of
distribution chamels depends on: product type, distance and size of the target customers segments,
their needs and habits, as well as distribution shape (intensive, selective or exclusive) and cost
effectiveness.

We can decide to have direct or intermady distributionchannels, ocombination.

“ Source: Armstrong, G., Kotler, Rlarketing: An Introduction] 2" Ed (Global Edition), Pearson Education, 2015,
p. 77.
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Do we need to promote our product or promotion is just another cost?

Promotion does cost some money. And if we do it just to dih i$ just the cost. But, if we think about it
and create an optimal promotion mix aligned with ather marketing mix elemnts, particularly our
product,then benefits will be much bigger than costs.

What is promotional mix? How to create one which suits us?
When talking aboupromotion mix we usually talk about:

- Advertising (paid non personabmmunication through different media)

- Sales promotion (time limited actions, customer stimulation, additional benefits)

- Direct marketing (direct communication, post, telephone, mail)

- Personal selling (direct personal contacts, face to face)

- Public relatims (unpaid communication with public to create product/company image).

Which combination is best depends primarily on our product, customers and organizational goals. So we
have to be careful not to send wrong picture while promoting our products. In daddefine suitable
promotion mix we have to think about following (and act accordingly):

- What are the goals of our campaign, and who is our goal public? Are we creating or maintaining
awareness about our product? Or, are we creating positive attitudedasle for our product? Is
our primary goal to create buying intention?

- Does our promotion campaign has planned shape and program? Is our message shaped and
structured through all promotional channels? is it in accordance with our wanted perception and
our own strategic orientation?

- Are media or sources of communication selected taking into account credibility, coverage,
efficiency? Do we have media plan?

- How much money we will spend in promotion campaign? Is this promotional budget integral part
of marketing budget?

- Do we have indicators to evaluate success (or failure) of our promotion campaign?

Is there anything else (beside product, price, place and promotion) in marketing mix?

All elaborated elements of the marketing mix: product, price, placd promotion are nutshell of any
product or service. But, there are other important elements of the marketing mix, especially if we are
offering services to our customers. Those elements are people, service providing process (process) and
physical elemerst of service.

Why additional elements are important?

Bypeoplewe should think about employees in our company who are providing services in direct contact
with our customers. In many cases quality of service providers determines customers' perception of
service quality. But, even if we are selling tangible products (instead of intangible services) we can clearly

26



S3

see the impact that employees (people) can have to our customers and take it into account while
shaping our marketing mix.

Service providing proessis all about activities in delivering our service to customers. Does our process
include interaction with customersRre they informed about each step in the process? How we handle
delays and complaints? If we have answers to these questions we tadefcaervice provide process
and, consequently, we achieve positive impact on all other elements of our marketing mix.

Finally,physical elements of servicare last but not least important. The physical element of service
refers to venues or spaces wilgeservice is provided, including atmosphere, service providers (and other
employees) appearance etc. This element should be aligned with other marketing mix elements as it is
(sometimes) factor used to create image of the company in customers' eyes. Amdllwet have a
second chance to make a first impression!

Now we know that we are doing the right things. Do we have to know whether we are doing things right?

In order to be successful, we have to be able to do both. First, by following all marketio@ples we

know we are doing the right things. But for knowing if we are doing things right, we have to have
feedback from the market and develop control system of all business processes. Controlling process is
related to attaining marketing goals. In @dto be able to track this process (or activities) we have to
create (or determine) indicators for marketing performance measurement, including responsibilities,
budget and time frame.

Accounting and Finance for your business

Many entrepreneurs and usiness startups approach accounting with trepidation. With many new
businesses, this is often theeakest part of the busines¥.et once you are established itdmmes the

most critical.Often business owners will refer theiraney matters to an accountanHowever, this is
becoming a costly exercise and as more intuitive software emerges, the need for an accountant to
explain the financial health of your busirseis diminishingThis means the need to understand the basic

of acounting by business owners is growing.

What is accounting and its role in a stanp business

Accounting is essentially the collection of information about a business that tells those who have an
interest the state of that business in terms of the morieis generating and spendinghe information
collected is information that is quantifiable and is th@resented in financial termslhe money a
business generates is normally the money a business collects through selling products and services.
However,it may include interest earned on money heldardeposit account at the bankhe money a
business is spending is money that is used to purchase products to sell, pay salaries or wages to staff, buy
equipment that the business needs to operate and pay ifmidentals such as rent, electricity and
insurance.
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There are three critical questions that the business owner needs to answer in order to understand the
financial status of their bainess ventureFirstly, they need to know if the business has madedditpor

loss and how much that profit or loss is. This tells the business owner if it is worth their efforts torstart
keep the business running-he second question is to know how much the bess is owed by its
customers.By knowing this the businessvner can control his income by chasing up those customers
that owe it money.However, some businesses, especially those with high levels of cash payments tend
to have very littleowing to them.The third question is to know how much the business owesh® t
suppliers.By knowing what the business owes its suppliers it can calculate how much income it needs to
ensure it makes a profit for the owner.

Accounting rules and boundaries

Based on the three questions in the above section, it is clear that thersasne boundaries relatintp
the information collected.The rules fall into 3 broad concepts; limitations, dimensions, and ethical
boundaries.

The limitation concept has foua€tors.One is that the informationelates to a single busines$his
means tha accounts that answer the three critical questions can only come from a single business.
Accounts from another business have no connection to the way your business israte@dthough, if

the business is big enough you may collect separate informatam @ifferent sections of the business.
The information needs to be discreet between past, entrand future periods of timeConsequently,

the information collected must be from within a specific timeframe, and ttiateframe should be
consistent. Normaly the information is clected over a 12Znonth period. The business must be
operating normally.In other words, if a business has shut down there is no point in undertaking the
preparation of a set of account&qually, if the business has not starteddirag, even if the owner is
spending money on setting up, there is not point is preparing a set of accotims than recording
expenses.The last factor is that the farmation must be quantitativeln other words, it must be
numerical in a way that allosvit to be quantified.

The dimensions of accounting have six factors; have a monetary value, takes into consideration historical
cost, can be realised, can be matched across accounting periods, demonstrates double entry and must
be meaningful to the busines3he information collected muisbe quantifiable into moneyThis is
because the answers to the three critical questions is always indicated by a cashAssieie(things like
equipment) and liabilities should be cesit at theprice that was paidOver time the value may decline,

but you still need to start with the original price paithe information collected should be calculated at

the time ownership changes hands or the income or expense is redlise@xample, if you dea bag of
potatoes, the sale is realised at the moment the customer takes legal possession of the potatoes and you
take possession of the cadilatching information across periods means that the closing balance, debts,
and credits of the last period beow the opening balance, debts, and credits of the following period.

Ethical rules arémportant for every businesS.here are four factors to consider when looking at ethical
accounting; judiciousness, uniformitimpartiality, and relevanceludiciousnessneans that if there is
doubt about a transaction then income should be undatesd and expenses overstatethis allows for a
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margin of error where understating income prevents spending income that might not actuallyEagst.

set of accounts should baniform across the timeframesyou should not change your accounting
process simply tanake your profit look higheMvhen selecting the information collected and applying

the account process, it should be done without favour to any ipaldr aspect of thebusiness.Only
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information is not relevant is should not be included in the statement of accounts.

Accounting principles

Each country tends to a their own set of accounting principles and you should follow the relevant
framework. These principles allow for consistency between different businesses and account
methodologiesThey define the objective of accounts are to provide information to @eaof users that
enables them to make commercial decisions and demonstrates good control over the business activities.
That the business is a unified entity and the accounts present a relevant, reliable set of accounts that are
understandable.

Why it is mportant to understand the basics

Many small business owners do not feel the need to understand their accounts, or are not confident in
keeping their accounts, arguing that they casewan accountant to check therdowever, this is very

short sighted appach.lt is the financial data that you collect that gives you an insigtihe health of

your businessThis insight then informs the decision you make around the operation of your business.
While having an accountant help prepare the data, ultimateig your business so you need to be able

to make informel decisions about the busined$.you do not understand the financial health of your
business you cannot make an informed decision.

Types of finance

Getting a business started requirdge investmen of some moneyThis can vary from very small sums
to millions of pounds/eurosDespite all the media reports, the vast majority of businesses that start up
dosog A K fSaa {KIHew maghmoney you nedd idépéndent on several factorshe
structure of your business influences both the typecapital and how much you neeBqually important

is the nature of your busines¥ou need to fully understand the connection between the structure and
nature of your business in order to determine thesbway to finance the business.

There are three different ways to structure your business; a sole trader where there is just you as the
owner, a partnership where the ownership of the business is shared between yourself and others and a
company where othrs have paid for a share of the compalffyyou are a sole trader then the money

you use to set up the business is generally seen as an asset in the business and only recovered when you
sell the businessThis is because there is no separation betweeng®the owner and the businesghe

same applies to a partnership except that there is more than one owkieonmpany is different in that

the business becomes an entity in its own rigfttis allows you to sell shares in the company as a way of
raising caital.
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The nature of your business is determined by what you are going tétda.basic level, you can either
provide products or services, or a combination of both to your custontemsexample, you may open a

car servicing businesh this case you argoing to provide both products (spare parts, new tyres etc.)
and a service (check the mechanics of the CHng starting point is to work out what equipment you
need, and this varies greatly between different businesgesveb designer (computer, moderand
printer) would need far less equipment than a garden service (fork, spade, wheelbarrow, lawnmower,
van, etc.), yet both are service businesses.

To determine how much money, you need to get started you need to firstly determine the structure of
the busness.Generally, as a sole trader you are likely to need less money and you are likely to raise less
money.A partnership is likely to need more money to get started because normally they are Agger.
there are more people to contribute, you can raisem@money. A company is normally an option when

you need significant amounts of money and you have a business that is likely to generate substantial
income quite quickly.

Just as important is working out exactly what you are going to do in your busiieeds.this you need to
have completed most of your business plénvould be helpful to have a flow chart that shows how you
will provide your products or services to your customérkis includes things like the equipment you
need, space to conduct youubiness like an office or a shop and how you will aiserand promote
your business.

Finance Gap

Raising capital for a new business is often muatdér than most people expecWhat seems like a
brilliant idea to you may not be seen in the same lightlie potential investor or lenderin fact, this is a
particular problem for people trying to borrow small amounts from a bank wiihsacurity over the

loan. There are three sources of funding for anyone starting a business; you can fund it yoursetinyou
persuade others to fund it or yotan use a combination of botfithe most common strategy of funding a
business is to do it yoself. This § known as internal financin@his is where you use your own money
from savings or personal incomeadinvestit into the businesslf you already have a business and need
funding to grow you may retain a greater proportion of the profits and use this as a source of funding.
The least common approachtis use only external fundindn other words, you do not usgour own
money but either sell shares in the business or take out some sort of 8elling shares is known as
equity funding and borrowing oney is known as debt fundinhere are some alternatives to ity

and debt funding emerging-here has been sifficant growth in competitions and grants to assist start
ups.However, these are extremely competitive and should not lnsas key sources of fundindy.third
source of funding that hasrgwn popular is crowd fundingVhile this seems to be successful, there are
some issues that make thésless attractive alternativéVith crowd funding, you need to reach a tipping
point where people beome motivated to donate moneyrhis is much haer to achieve than it seems.
Repors vary but only somewhere between 7% and 12% of people who raise money through crowd
funding meet their targetsThe diagram below maps out the var®sources of funding.
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Figure: Sources of Entrepreneurial Finance

The issue of a finance gap has a ifiggmnt impact on funding business; you may have completed all the
hard work of identifying the structure and nature of your business and have a clear idea of how much
you need but are unable to obtain the necessary finance to get sta@etting enough raney to start

the business is recognized as the main hurdle to starting a busifieese are many reasons why it is
difficult to raise moneyThe main reason is the differences in how you see your business and how the
investor sees your businesBhe diferences can be caused by structural issues within the business plan.
The target market may not be clear, or your ability to provide the services may be questidnadxdene

cases, cultural factors could influence gaining fundiritere is some evidenceahethnicity impacts on

0KS odzaAySaa 2¢y SN Lredtidykcldad Busings’ plan 6 @ §obdistaF th yidrkh@ S @
out how much you need andivere you might get the funding.

Working capital management

Essentially, capital is the amount of n&y invested into a busines$his capital is then used for many
activities such as the purchase of equipment, material to make products, or products tweeking
capital is a variation of capital in that it is also money invested into the businedsibused to keep the
business functionindJnderstanding how cash circulates within your business is essential and one of the
key critical financial skills you must develop.

Setting up a business is, in principle not that different to investing yourapamshares or property/ou
want to get back more than you put in. Unlike shares or property managing this investment is more
complicatedIf your shares or property is not making the return you want you can simply sell iviim.
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a business, you may ndite able to sell the business quite so easily, but you do have much more
flexibility, by managing your working capital.

Liguidity or having enough money in the business to function is what keeps your business operating.
While every business aims to make a profit, not making a profit does not necessarily mean the end of the
business. If the business has enough money to keep functioning then and profits are likely in the future
then there is no reason why the business sllonbt keep trading. Businesses that operate seasonally
may have months where they do not make a profit, but to close the busimagsnot be useful to the
owner. For example, you may have a restaurant that is in a tourist area and has many customers during
the summer months and verfew during the winter monthsYou still must pay rent on the property
whether you have customers or ndo, it may make sense to open during the winter, even if yakem

a loss during those month3his is because by openingetioss would be much sriber than if you did

not open.This is dmonstrated in the table belowlhe table clearly shows that the business would be
better off over the 12 months to open in the winter and book a 5,000 loss than to close wiriter and

book a 30,000 loss.

Income |Expenses P/L Income |[Expenses P/L
Open 6 months Summer 110,00( 30,004 80,0000pen 6 months Summe| 110,00( 30,000 80,000
Open 6 months Winter 25,000 30,000 -5,000Closed 6 months Winter 0] 30,000 -30,00(
Totals 135,000 60,000 110,000 60,00d
Total Profit for the year 75,000 50,000

Table: Woking Capita, Profit and Loss

The table above is a simplified scenario, but you can see how the increased cash flow into a business
increases the overall profit of the business, despite-mdth trading lossThis is wherg/ou need to
understand the cashflow cycles of money coming in and out of the business and then calculate ways of
maintaining a profit over the tghonth financial cycleUsing different ratios to calculate the liquidity of

your business helps you plan diffmt strategies to ensure that you always have more money coming
into the business than going out.

Managing FinancesWorking capital and Inventory

Part of the process of managing your cash flow and working capital is to manage the money owed to
you, themoney you owe others and managing the products or materials you need to purchase for your

businessOne of the ways to manage your cash flow is to try and collected the money owed to your

business faster than you pay the people you owe money to, andlty@& products or services quickly.

All of this requires some carefully thought and planning.

The ideal business scenario is to have no one owing your business any money, and for you to pay your
accounts every 30 day$his means that you would hold ontbe income for up to 30 days before you

had to pay it outHowever, in the realities of the business world this is extremely ralmost every
business has creditors (people you owe money to) and debtors (people who owe you nidrefgilure

to managethis balance is often a cause of business failliree impact of not managing your credit sales

and debit expense can be seen in the table below
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Month 1 [Month 2 [Month 3 |Month 4
Income cash 1500 800 1250 1300
Income credit 500 200 600 350
Total income 2000 1004 1850 1650
Expenses cash 300 280 250 300
Expenses credit 500 750 350 300
Total expense 800 1030 600 600
|Balanceincash |  120( 30 125  105(

Table: Managing credit sales and expenses

S3

In the table above you can see that months 1, 3 and 4 have ddgh coming into the business, and
Months 2 and 4 have lower levels of cash coming in from credits dateth 2 is a quieter month, both

for cash income and income from creditie result is that Month 2 has half the income of Month 1 and
significant lover than Months 3 and 4This alone is not necessarily something to worry abbuterms

of expenses Months 1 and 2 have higher levels of outgoings than Months 3 Agdi#.on its own, this

is not a problemHowever, when you then look at the income aexpenses together you can see the
impact on the cash flowMonth 2 sees the balance of cash held drop substantially and move into
negative.This is due to two factors occurring in Month 2; one is the lower income and the other is the
higher expensesThiscreates a cash flow problem for the business because there is not enough cash to
pay all the debts for Month Z'he business needs to find a way to manage this process.

Managing your inventory levels is just as important as managing your cashHxinghigh levels of
stock or inventory may mean you never run out of things to stwlvever, it can be problem if you have
too much money tied up in your inventorif. you have a business that sold on average 850 units a
month, the highest number was 950 unéad the lowest was 700 units, and you want a safety margin of
150 units.This suggests that you should hold 1000 units per modtwever, that does not mean you
would purchase 1000 units each monifhe table below demonstrates a simplified version oivhou

might manage your inventory.

Month 1 |[Month 2 |Month 3 |Month 4
Purchased inventory 1000 900 850 950
Total inventory 1000 1000 1000 1000
Sold inventory 900 850 950 700
Balance inventory 100 150 50 300

Table: Inventory control

Inventory, whether it is material you need to make a product, or products you buy to resell, or even
simply things like printer ink and paper, needs to be controlBased on the scenario aboyeu might
decide that the ideal level of inventory is 1000 unité.the end of each month you should count the
stock you are holding, subtract this from the amount of stock you held at the start of the nibmigwill
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tell you how many you have sold atite number you need to order to replace the sold stock so tloat y
start again with 1000 units.

Managing FinancesFinancial Reports

One of the key messages that you should be getting from this module is that a successful business is one
that is in contol of its financesOne of the ways of controlling your finances is to keep accurate and up

to date records of sales, income, and expenses; then using this information to help you make strategic
decisions about the businesBhere are three financial faate and three financial reports that you must
understand.The three factors and the three financial reports are linked.

The first factor you must understand is that having cash in the bank is different from @Bo$iness
owners that think the cash in tliebank accounts is profit often find themselves in difficultie risk of
making this assumption is that you may spend the cash in your account, only to find that you have
outstanding debts to pay, and no cash to pay them.

The next factor is that theresia difference between capital items and revenue ite@apital items are
the things you use to operate a busineBsr example, if you were a fashion designer then your sewing
machines, scissors and rulers would be capital itéfhat is, you havpurchased them for the business
and you retain ownership in order to design and make clotiRes/enue items are the things that you
pass onto the customers in return for paymeBbo, as a fashion designer your revenue items would be
things like cloth, thrad, and buttons.You do not retain this in the business, but sell them to the
customer.

The last factor is that when preparing the financial reports there are a number of subjective decisions
involved.For example, if you bought a sewing machine for 1808 yvalue of that sewing machine would

be worth less a year lateThis affects the overall value of your busindésalue of the sewing machine

falls by 10% after 1, then the current value would be dUaking these sorts of decisions are often
subjective and can have an impact on the overall value of your business as well as the profitability of the
business.

While there are several different reports, the three most critical are the cash flow, profit and loss, and
balance sheetYour cash flow identifiethe month coming and the money going olateally, you should
have a monthly cash flow reporthis gives you a range of information that can influence your business.
For example, you can identify rises and falls in sdlas would enable you to confryour inventory
levels more efficiently by purchasing inventory according to the level of $ates the cash flow report,

you can make better decisions on how to manage the business.

Your profit and loss will show how much money has been coming int@ukmess as well as flowing
out. But it is different to a cash flowl'’he profit and loss shows how successful you have béeetdso
helps make longer term decisions about how you manage the busiRessxample, if you are spending
35% of your income orent you might feel that this is too high and either look for cheaper premises, or
look for ways of increasing your income.
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The last of the three reports is your balance shdasically, this tells you what the business is worth.
Understanding what yoususiness is worth is helpful as it enables you to make decisions like growing the
business.You can also see if you have any assets that you might no longer need, or if you have
equipment that you might want to replace.

Managing FinancesRatios

First andforemost, you will realise that the three reports contain a substantial about of information
about the financial status of your busine¥ou might assume that this amount of information is more
than enough to help you make sense of the financial stafugoar businessUnfortunately, this is not

the case While some of the information is useful there is far more useful information hidden within the
reports. There are a few reasons why this is the c&8e.mentioned earlier, that the information used in
accounting must be quantitative and have a monetary valligis means that the information in the
reports is structured in a predetermined way and this might not tell you what you need to know.
Another reason is that financial data in presented in unqealiferms.Consequently, you need to look a
bit further than what appears in the report¥.ou need to understand the reports in the context of your
businessSo, you may have made 20,000 in profits in the last trading year, but how do you know if this is
anappropriate level of profit for a business like yours or if the profit is sufficient to justify the investment
of time and money in the business?

To make sense of that information in a way that is useful you need to analy3eetof the most useful
tools in analyzing your financial reports is to use ratReatios, for some, are quite scalget, if you have
ever made a cake or cooked a meal then you have used rdtiese are many different types of ratios
you can use to analyse your business and fa#lynto 4 broad categories as the table below shows.

CATEGORY WHAT IS MEASURES
This measures how quickly you car
Liquidity turn an asset such as invamy into

cash to pay your bills
This assesses if the profit made is

Profitability enoughto make the business
worthwhile
This tells you if you are running the
Efficiency business effectively and using your

assets apppriately

This evaluates if the return on your
Investment investment in the busiess is
adequate and worthwhile

Table:Ratios

By using ratios, you can get a much clearer view of what is happening in your buSioessiay be
turning over your inventory, but ratios will show if you could reduce the amount of inventory you are
carrying and free up some casfiou may be mak@a profit, but ratios will explain if that profit level
could be improvedUsing ratios will show if you are using your equipment effectively and efficiently, and
investment ratios tell you if the business is worth the effort.
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In previous sections you have worked identifying and business idea that is as well a business opportunity.
Now you are ready to give one step forward and find your business model. In this section we will focus
on startups and how to define and create ydousiness model.

Step 1. Defining our model

There are many ways of defining a business. As we mentioned, we will focus on a specific one: startups.
Following Steve Blank [1] definitio,! & G F NIidzLd A& | GSYLR2NINBE 2NHIFYAA
repeatble and scalable business madel A O1 Ay 3 dzLJ 2y {GS@S .flFy]1Qad RST
startup is, at its inception, a temporary organisation built around a potentially innovative idea or
KelLRiGKSaAra GKIFG A& &SI ND-rfe yoZTondugleNthat initiallgzhe fgulders, Y2 RS
partners or ideators are not even sure about the economic model that will sustain their future
organisation.

In the following list we propose you a list of characteristics your company should fulfill to bele@uksi
a startup [2]:

V  Young company

Jose to the client

Changing and constantly evolving
Innovative and multidisciplinary
With high growth potential

< <<

Step 2: Defining my methodology

So, now we know what a startup means and that our business idea fitswiitte [ S Qa RS@St 2 LJ
many ways of developing a startup, but we recommend you one of them which is turned out to be the
most effective: Lean Startup.

[ Sty { G NI dzLItrodicgdd bly Fric Ri¢sI[3NiR 20@Bkaunching businesses andopiucts
based on:

Validated learning,

Scientific experimentation,

Iteration in product launches to shorten development cycles,
Measuring progress and

Feedback from customers.

=A =4 =4 =4 =9

With this approach, startups can design their products or services withouga laitial investment or
costly launch.

The 5 pillars ofean Startup are [4]:
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1. ENTREPRENEURSE EVERYWHEBRE , 2dz R2y Qi ySSR (2 o6S Ay | 3N
a startup. Innovation is open. It can be the response to any problem or situafibis.
YSGK2R2ft238& A& Fo2dzi (y26Ay3a Kz2g¢g (2 OKIFIyySt A
your idea to life.

2. ENTREPRENEURSHIPMANAGEMEN™A startup is an institution, not just a product, so it
requires management, a new kind of management spedyicgdared to its context.

3. VALIDATED LEARNINBEartups exist not to make stuff, make money, or serve customers. They
exist to learn how to build a sustainable business. This learning can be validated scientifically, by
running experiments that allow us test each element of our vision

4. INNOVATION ACCOUNTIN® improve entrepreneurial outcomes, and to hold entrepreneurs
accountable, we need to focus on the boring stuff: how to measure progress, how to setup
milestones, how to prioritize work. This requsra new kind of accounting, specific to startups.

5. BUILD- MEASURELEARNThe fundamental activity of a startup is to turn ideas into products,
measure how customers respond, and then learn whether to pivot or persevere. All successful
startup processest®uld be geared to accelerate that feedback loop

Read those pillars carefully! They provide a useful guide to your life as entrepreneur. We strongly
recommend learning more about Lean Startup visiting its official website [4].

As you can see, through thismodel our business will be constantly evolving and introducing
improvements to our products and services and is highly client centéréddS NS Q& y 2 dza S LIS NA ¢
Fy ARSF GKFG ¢S OGKAYy]l Aa GKS 0SSQa 1 ys&daothert S O
hand, during our research, we might find other market segments or even new applicdsond an easy

thing beingable to find these new formlas for success, embracing and developing tivelile casting

the initial idea asideln startup lhgo this is calledivoting. It is a work model in itself and a key attitude

for living on the edge, with uncertainty from one day to the next.

Step 3: Defining my Business Model

Now we have the background to start working on our business model. Therearg tools to do so but
we will introduce you three of them:

I Business Model Canvas
i Lean Model Canvas
T t2NISNRE p F2NDSa

Business Model Canvas
Busness Model Canvas (BMC) is a tool designed by Alex Osterwalder and Yves Pigneur launched in the

0221 G.dzaAySaa az2RSt DSYSNIidA2yé wp8d .a/ KSfLA 7T
Figure 1 shows the canvas that should be printed ggdvias possible and filled out with post its. In [6]
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you can download a blank one. As you can see, BMC is composed by 9 blocks including the key questions

we must make ourselves tefine our business model. Although you can use it however you want, the
NEO2YYSYRSR ¢l @&

2F FACLEAY3I A

2 dzi

Figure 1Business Model Canvas

Aa FT2ft26Ay3

Key Partners ( ’;*’g/g, ’;3 Key Activities ﬁii Value Propositions i«j_‘f%y Customer Relationshipg ) Customer Segments E%
Key Resources ] g_l} Channels .K:_‘ a
SE *
Cost Structure Revenue Streams Hi“x
>

[ S G Qa cldser pbdk to each of the blocks:

1. CUSTOMER SEGMENTI& goal here is answering the following quesss: What are our most
important customer segments? Do we want to reach the general public, the mass market or a
very specific niche market? Are there several interdependent customer segments? Options are:

1 Mass Market:Large group of customers with similageds and problems.
Niche Market:Specific and specialised segments.

1
1 Segmented MarketDifferent value propositions for slightly different market segments.
1 Diversified Market:Market segments that are completely different from one another, with

no commonground.

1 Multi-sided Platforms or Markets:Two or more distinct but interdependent market

segments, all of which are essential for the business model.
2. VALUE PROPOSITIGNK A &
customer with2 dzNJ O2 YLJ y & Qa&

Possible channels include:

of 201

RRNBXaasSa

LINRI$O daddifesses DM Lo NIz /sttate gy d
price? customization? savings? design? Our value proposition could include differentiating
attributes like the novelty it introduces, improved performancein comparison with tk
competition, customisationoptions, ltsdesign, brand equitgr its position/status,its price,cost
reduction, risk reduction he accessibilityt provides, tsS I & S

3. CHANNELS$tow are wegoing todeliver our value proposition to each customer segment?
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iKS

LINPOf SY

0K

Iy R

dzaS 2 NJ dzaS¥dz y S



a. Direct: Sales team, Internet sales...

b. Indirectth dzNJ a2 2NB & hdzNJ LI NIYSNEQ aidi2NBax 2Kz2fS

4. CUSTOMER RELATIONPSHVhat type of relationship will we have with our customers? what
will our brand mean for them? Options are:

a. Personal ServiccREAL communication with a person assisting with the sales process.

Exclusive Personal Servicgpecial attention given to a spdcitustomer.

Selfservice No direct relationship with the customers.

Automatic ServicesMore sophisticated services with automatic processes.

Communities Groups linked to the product that solsproblems for customers.

f. Collaborative CreationThecustomer community collaborates with the company.

5. REVENUE STREAMRevenue streams are generated when customers acquire the value
propositions on offer. There are different ways of generating revenue: Sale of goodspgay
use, subscription, borrow/rent/ S+ aAy 33X 3ANIYyGAy3a 2F fA0SyasSasz
odzaiySaa Y2RSf R2SayQid KIF@S (2 06S tAYAGSR G2 |
different options.

6. KEY RESOURCEKS®y resources are the assets required to be able to offer or peothe
elements we just describellVe can divide the resources into 4 types

a. Physical The physical assets category includes factories, buildings, vehicles, machines,
systems, points of sale or distribution networks.

b. Intellectual: Elements such as brangsjvate information, patents, copyrights, customer
associations and databases, etc. Difficult to build, but makes all the difference.

c. Human People, with varying degrees of specialisation and importance, but always
present nonetheless.

d. Economic Some busiasses require them: credit lines, cash, equity options, economic
guarantees, etc.

7. KEY ACTIVITIE® deliver the value proposition, we have to carry out a series of internal
activities (usually including production processes, marketing, etc.). The kejtiestcan be
divided into the following categories:

a. Production Related with the design, manufacturing and delivery of a product in large
quantities or with superior quality.

b. Problem solving Related with the search for new customised solutions for each
customer.

c. Platform/network: Related with businesses based on a platform or system that
generates most of the value. Normally in the areas of management, maintenance or
promotion/provision of services.

8. KEY PARTNERBiis section defines the alliances neededsuccessfully execute our business
model. These alliances complement our skills and strengthen our value proposition. As a
consequence, we can optimise our resources and reduce uncertditggze are 3 different
reasons for establishing associations:

a. Optimisation and Economy of ScaldBasic customesupplier relationship, aims to
optimise resources and activities.

®aooT
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b. Reducing Risk and UncertaintAim to reduce risk in competitive environments with a
high degree of uncertainty; some startups join an a@ssion in one area while
competing in another (lobby).

c. Buying Certain Resources and ActivitieBhe root cause of these associations is the
need to get information, licences or access to customers.

9. COST STRUCTURIe different parts of a business modedke up the cost structure. The aim is
to identify and optimise fixed and variable costs to design a scalable business model. This is
definitely one of the areas with the most opportunity for innovation. There are 2 broad types of
cost structures:

a. Based onCost Prioritising cost reduction and the automation or outsourcing of
processes.

b. Based on ValuePrioritising the value proposition.

LeanModel Canvas

This model, proposed by Ash Maurya [7] unites the better aspects of Lean Model and Business Model
Canvas in a new canvas: The Lean Model Canvas (Figura 2).

Figure2: LeanModel Canvas

Problem Solution Unique Vaive Unfair Advantage Customer Segments
Top 3 protéems Top 3 features Propositon Can't be oasly cophed of Target customers
Single, Clew, compeling Bought

05100 that sates why
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worth g
Key Metrics Channels Users
Koy actvities you oo
measure
Cost Structure Revenue Stroams
Customer acquistion costs Reverue model
Distation conts Ufetrme vahuo

Hoating Reoverus
Pocgho. ote 7 Grons marge 6

3L AYS ydzZYyoSNE aK2ga GKS NBO2YYSYyRSR 2NRSNkiG2 T2t

1. PROBLEMdentify the 3 main problems for your customer segment (related with your activity of
course!) and find out how they resolve them, i.e. alternatives to your product. This is one of the

Y2ald RAFFAOMZ G | aLISOG & sticricaF A 3dzNBS 2dzi > odzi AdGQa
2. CUSTOMER SEGMENT®RSy (G4AFTeé |yR 3ASiG (2 (y2¢ GKS OdzadzyY

with and, most importantly, go to great lengths to find out who your early adopters or
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visionaries could be. This is vital because targeting a mass maitketature users is usually a

bad idea for a startup, at least at the beginning.

UNIQUE VALUE PROPOSITI@Nte down a single, clear, ompelling sentenceabout what

YI1S&a @2dz aLISOALE FyR K2g @&2dzQNB 3FI2AyJani2 KSf
done!

SOLUTIONMi y OS &2dzQ@S ARSYUGUATASR FYR LINA2NARAGAASR (K
the top 3 features of your product/service. By honing in on the features that are going to provide

our customers with solutions, we focus on them rathlean wasting time on secondary features.
CHANNEL® 26 AlQa GAYS G2 62N)] 2y K2¢ 6SQNB 3I2Ay3
Odza Gt 2YSNJ aS3aYSyidy gAdGK | alrtSa GSIFIYK 2y GKS Ay
customers from a comprehengwiewpoint, i.e. not only the sales phase but the customer
experience in general.

REVENUE STREAMSY (G KAa of201 ¢S akKz2dzZ R NBFf SO0 2y
everything from different revenue streams to profit margin, customer value, retention mode

etc. This is when we craft a moneyaking strategy.

COST STRUCTUREe opposite of revenue. In cost structure, write down everything that costs

us money and the approximate monthly expenses. It goes without saying that at the start we

should keep thigs tight as possible.

KEY METRICSY OS 6SQ@S RSTAYSR GKS Y2ad AYLRNIFyd Sf
to hit the metrics. We have to decide which activities we want to measure and how. The idea is

to create a reduced set of actionable indicegahat will help us make decisions.

UNFAIR ADVANTAGEKA & Aa LINRolofeée 2yS 2F GKS Yz2ad 02\
R2y Qi (1y2¢ o6KIFIG G2 Lidzi Fd GKS adlINI® ¢KAYy|l 0
your customers keep coming back 2 NE® LF &2dz OFlyQi GKAY]l 2F Iy
oflLyl F2NI y20dd A0Qff O2YS (2 @e2dz S@SyddzZ tteod

BMC and Lean Model Canvas are completely valid when it comes to designing business models. Choosing
one or another depends on the features of our quany:

1

Business Model Canvas pays a lot of attention to areas such as key partners, resources and
activities. It is recommended for businesses that are highly dependent on external partners (for
example, distribution agreements); or with a large inifiaestment in machinery, premises,
vehicles, etc.; or with sophisticated processes requiring homologation (these are just some
examples).

Lean Canvas is aimed much more at online businesses for which performance metrics is the
name of the game. Another d@&rence is that the Lean Canvas includes a block for your unfair
advantage, forcing you to think long and hard about your advantages over the competition, a
make or break in the medium and long term.
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t 2NISNRa p FT2NDOSa

Thismodel was introduced by Michael Porter [8]. It helps developing a strategy to follow to reach an
important position with a company through the analysis of the ecosystem where the company is going to
live. This ecosystem is represented by 5 forces ffsgere 3):

Figure3:t 2 NIISNR& p F2NDSa
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hyOS 6S KI @S RSFTAYSR 2dz2NJ 6dzaAySaa Y2RSt o0& 2yS 27
forces can help us to review it with a strategic mind and make changes to start with the better
competitive situation.

Step 4: Designing myrpduct

Nog AdGQa GAYS (2 aildlI NI GKAY(lAy3a Ay @2dzNJ LIN2RdAzOGHH
a good product or service to sell. We need now to thing in its details, such materialsaedats and

textures weight, clour and aestheticsscent, Sze, complements frequency of usg resistance/

durability, dorage options transportable removable partX Ly & K2 NI > S@OSNE | aLISOG i

¢CKSNBE INBE &4S@OSNIt ¢glea 2F RSaAayAy3a || LNRPWezOlGP / K
recommend you the following:

1 Graphic outline:At the very least, we should conduct a proportional graphic analysis, to scale.
Identify parts, pieces, combinations, forms of use and transport, lists of complements or
accessories. There are many freel®likeBlender [9] or Sketchup [10] that we can use to create
a simple, threedimensionaimodel.

9 Physical outline:Mockups and prototypes, real size or built to scale, will give us important
information. Not only on aesthetic aspects or volume but alsp desembly, ergonomics,

42



















































