Chapter 3

What Business?
How Do You Find Opportunities and 
Develop a Business Model?

INSTRUCTOR MATERIAL

Entrepreneurial Profile—Joe Boeddeker, the Enterprise Network
  
Think it Over:

1. Use http://www.nbia.org/links_to_member_incubators/ to check to see where the closest business incubator is in your area. 

Make sure to select your state. In our case, the Scibelli Entrepreneurship Center at STCC in Springfield, MA, is the closest incubator. 

The Scibelli Enterprise Center is home to the SEC Business Incubator. The incubator's mission is to guide, educate, and support startup businesses. The SEC opened on October 5, 1999, in a completely renovated historic building in the STCC Technology Park.  

The Scibelli Enterprise Center is a 39,000 square foot facility that offers tenant suites with customized leases at affordable rates, including shared services, space prepared for phone and Internet service, and pro bono consulting services.

2.	Do you think being around other early-stage businesses in the incubator would be inspirational?

Statistically, businesses incubated during their critical startup years with assistance and guidance succeed at twice the rate of those that do not receive such support.  Incubators that draw on the resources of a higher education site manager are among the nation’s most successful. In addition to the Enterprise Center's close ties to STCC's academic offerings in entrepreneurship, the tenants are guided throughout their incubation period by the SEC Advisory Board, a group of successful area business professionals who volunteer their time and expertise to assist these young companies.

The Elevator Pitch

The elevator pitch by Kasper Hulthn, CEO from Podio is not clear on what problem he is solving. As UL439 commented on the site:
 
I don't think this was very clear. My take away from this guy is that my email isn't very efficient, and he wants to be my business' Facebook, whatever that means, but he also says that I have to build things on top of it. What exact problem of mine is he solving, and exactly how?


Answers to Review and Discussion Questions

1. Why does the average success rate of innovative efforts tend to be much lower than desirable? 
Innovation is a necessary and fundamental function of the entrepreneurial process (Chapter 1). It is fueled by incentives, which are usually financial gain, but unfortunately, the average success rate of innovative efforts tends to be much lower than desirable, mainly due to the high level of risk, complexity, and uncertainty in the innovation process.  
2. What did Peter Drucker mean when he coined the term “systematic practice of innovation”? 
Some people discover opportunities by chance, but most entrepreneurs find discovery opportunities through a systematic practice to finding them. Peter Drucker coined this the “systematic practice of innovation.”
3. What is the difference between discovery and creation theory? 
Discovery theory states that opportunities arise from shifts in external factors in the market or industry such as changes in government regulation, technology, and customer preferences; opportunities are out there waiting for someone to discover them. So entrepreneurs are people who are more alert and aware and are actually seeking to discover opportunities and turn them into new ventures, or entrepreneurial behavior innovations for existing businesses.
In creation theory, entrepreneurs actually create the opportunities through their actions, reactions, and experiments around new products and services, processes, or entering new markets. 
Creation entrepreneurs don’t search for opportunities, they create them and then carefully monitor how the new venture succeeds. They generalize from small samples of customers and take more risk with less information, relying on their own abilities to develop opportunities.
4. What entrepreneurial lessons did we learn from Jeff Bezos and Steve Jobs? 
The entrepreneurial lesson to be learned is to identify a product or service that people need and for which they are willing to pay a reasonable price. This is the lesson of Bezos and Jobs.  
5. Can people be trained to think more creatively?
Everyone has creative capability, and people can be trained to think more creatively.
6. Why is it important for entrepreneurs to be constantly asking if we can do things better? 
The best way to overcome barriers to creativity is to challenge routine, tradition, and customs. Keep asking: Is there a better way to do this?
7. Why is the illumination moment an important step in creating your own business? This is the point when you get a creative idea that enables you to exploit an opportunity; it can happen during investigation or incubation. It is also called Insight! Eureka! Now I’ve got it! Illumination can also be the realization that your idea will not work and that you need to repeat your prior steps.
8. Why is brainstorming an important part of the initial stages of developing a new business? 
Brainstorming is the uncritical process of generating creative ideas to solve problems and exploit opportunities.
9. How would you organize a focus group to determine which one of two alternatives is a better choice to start a business? 
You could gather a group of five to ten prospective customers or successful entrepreneurs and business experts in order to ask them questions and discuss which new venture idea is better.
10.  Do you have any ideas on how to improve a cell phone? 
Answers will vary. But, cell phones should include a magnifying glass app to help older people see the screen and read their email.
11. How would a new woman’s clothing store use benchmarking when trying to enter a shopping mall that has a large number of women’s clothing stores? 
The store would find out what their competitors are selling, the price of the goods, the quality of the goods, the number of people working on the floor at one time, the average number of customers in the store at certain hours—and see how the data compares to their own stores.
12.  How can an entrepreneur have an increase in business during a recession? 
When the economy is weak, people cut back on discretionary purchases, and so during a recession, there are opportunities to help people save money.
13. What social trends does TOMS Shoes focus on to increase their sales while also being a social entrepreneur? 
TOMS Shoes tries to reduce the global poverty and global healthcare issues around the world.
14.  Why do problem-solving and decision-making go together? 
Problem-solving is overcoming obstacles and identifying and exploiting opportunities. Decision-making is the process of selecting a course of action that will overcome an obstacle or exploit an opportunity.
15. Why is building a business not a linear process? 
You should realize that building a business model is not a linear process. You often need to back track to improve a process. You can also adapt business models from competitors and through benchmarking.
16. Assume you are starting a new drive-through telephone service. Combine two or more of the six factors that are commonly the basis of developing a competitive advantage to support the new drive-through service. 
Quality and service. Drive-through normally means the food is average and service doesn’t matter. My drive-through would showcase the quality of the food and provide high level service to the people in the car. I would show juicy pictures of the new products around the drive-through area. Plus, I would have my wait staff in the drive-through talk to more people in the cars so they have a better experience. 
17. Use the Internet to research if Toyota has lived up to its mission to attract and attain customers with high-valued products and services and the most satisfying ownership experience. 
Even though Toyota had problems with their accelerator pedal, they still are often rated the #1 auto company in the world. Toyota was the #1 car brand in 2012 and 2013.
18. Can a company’s target market change?
It isn’t as easy as it sounds to change the target market. A company works hard to reach consumers in a certain target market. Porsche once tried to make a “baby Porsche” that was quite a bit cheaper to buy, but the new target market (people who make less money) were confused that a high-end product could also be affordable. A company can change their target market, but it might take a lot of work and a long time for the change to occur.
19. What are the key cost drivers for a new local yogurt shop? 
Marketing, facilities, and operations.
20. Why does Apple often have problems with their supply chain manufacturer FoxConn Technology Group? 
FoxConn most likely uses underage workers. The working conditions are very cramped since FoxConn houses many of their employees in small apartments.


Application Exercises 
[bookmark: _GoBack]Each chapter has a series of exercises requiring you to apply the specific text concepts. When doing these exercises, be sure to select a specific business where applicable. You can select a business where you worked or a business you would like to own someday. Answers for each exercise should be approximately one page.
1. Answer the questions posed in this article from entreprenurship.com about writing a mission statement. http://www.entrepreneur.com/article/65230.

Answers will vary depending on the organization the student selects. However, this is a mission statement for Semolina’s Bread Company.

Semolina Bread Company is a unique sandwich company serving the area’s finest sandwiches, salads, and soups. Healthy never tasted so good!
We use the finest suppliers of yeast and the most customer-oriented employees to bring you our latest sandwich specials.

This mission statement answers many of the questions from the article. The spark that ignited the decision to start the business was to create unique sandwiches. Semolina is looking to reach customers that want a different sandwich experience than going to a fast food restaurant. The mission creates an image of a classy bistro that serves the finest sandwiches. Semolina has a close relationship with their supplier so they can use the highest quality of yeast. 
Some researchers feel that a mission statement should be short enough for employees to remember and repeat to their customers. As the article states, every single work counts and should be carefully picked to be part of the written mission statement. Even as we write this mission statement for Semolina, we keep adjusting the words and sentences to truly reflect this unique sandwich shop.

2. Select an industry (http://biz.yahoo.com/p/720conameu.html) of entrepreneurial interest to you and conduct an Internet search to find trends in the industry that could lead to a new venture or entrepreneurial behavior. 
· Students can click the VIEW ALL INDUSTRIES link in the upper-right hand corner. Keeping with question #1, we picked the Restaurant industry. We picked Buffalo Wild Wings since it only recently entered the New England region. We learned that Buffalo Wild Wings has a high stock price of $142. Revenue growth in 2013 was 17.90%.  Recent industry news included
·  Cracker Barrel's Key Metrics Decline to Close Out 2013 at Motley Fool (Mon 7:46PM EST)
· [$$] Yum's Sales in China Still Struggling at The Wall Street Journal (Mon 7:01PM EST)
· Shivering Cattle Signal Higher McDonald’s Beef Cost: Commodities at Bloomberg (Mon 7:00PM EST)


3. Use this link (http://www.forbes.com/sites/meghancasserly/2012/02/06/11-hottest-industries-for-start-ups-foodtrucks-wineries-booze/) at Forbes Magazine that lists the eleven hottest industries for startup businesses. Explain why three of the industries appeal to yourself. 
The eleven industries are Corporate Wellness Programs, Human Resource and Benefits Administration, Scientific and Economic Consulting, Relaxation Beverages, Street Vendors, Ethnic Supermarkets, Wineries, Social Network Game Development, Internet Publishing and Broadcasting, Online survey Software, and E-Commerce and Online Auctions. 

Each student should have a different set of which three startup businesses are most attractive to themselves. We picked street vendors since competition is light in our area, social network game development since the barriers to starting this business are low and we have students that can help write the application, and human resource and benefit administration since we have work experience in that field.



Application Situations 
1. Jay C. Kuro Answers 
1. Was Phil right? 
Of course. Never do anything without planning ahead. You must know all the problems you might encounter and attempt to solve them before they occur or you probably fail.
2. What is a business model?
A business model identifies the firm’s product and service value, customers, the way it makes a profit, and its operations. This process gives you a yardstick against which you can measure. 
3 What are the questions to be answered by such a model?
The questions to be answered are identified in part B above: what are the firm’s product and or services? Who are its customers? How does it operate? And how does the firm make a profit? But there is an additional question: What is your competitive advantage or area of distinct competence that other firms cannot match?
4 Give a brief explanation of the above questions. 
You must have researched your idea and know the specific product you are selling. Is the value of the product attributed to its uniqueness, or will you have to compete on price? Your customers must be defined. For example, are you appealing to a specific demographic? How will you ensure that you will make a profit? Is your product better than the competition due to its quality or geographic location?

2. Laura Mullins Part One Answers 
1. What are the characteristics needed by an individual to be an entrepreneur?
Entrepreneurs must have the characteristics of creativity and innovation. They must be able to recognize opportunity and be able to problem solve and make decisions. 
2. Which of the above characteristics does Laura have?
It is evident from her background that Laura possesses these characteristics oriented towards solving social problems and those issues of importance to women.
3. Considering the state of the economy and any other information in the chapter, list the sectors most likely to grow and state why this is so. 
The social and environmental trends in this country are an aging population, concern for health and wellness, and the desire for clean energy, green products, and security and privacy. Their growth indicates that the country is changing in the way in which we live and conduct business. This is evident by the steady transfer of providing goods and services from the profit-making sector to the nonprofit sector.
4.  Where should Laura concentrate her energy?  Why? 
Considering Laura’s background interests and education, her best choice would be to set up a nonprofit organization to provide for the economic and social welfare of women.

2. Laura Mullins Part Two Answers
As Laura is comfortable with her educational choices and preparation for a career:
1. Should she set up her business as a profit on nonprofit organization?   
She should set up a nonprofit organization to provide for the economic and social welfare of women.  
2. List the pros and cons of each of the organizational structures that influenced her decision.
A privately owned institution will require her to pay taxes. A nonprofit organization will permit her to use the monies that would have gone for taxes back into her charity. As this program will not generate enough revenue to sustain itself, the relief would be very significant. As a nonprofit, she will also be able to raise additional capital through fundraising. 
3. Do you think she will be able to succeed in this endeavor?    
Her success will be dependent upon how well she manages the organization, the strength of her managerial capabilities, and her ability to generate outside funding via grants or fundraising.



Answers to Case Questions
Pitapal

Think it Over: 
1. Did Melissa use the creative process of illumination?  
We do not believe Melissa had a real aha moment with her falafel. We believe she had an aha moment when in an effort to save her business, she decided to change her business model. Melissa decided to expand the product line and added hummus.
2. Which of the three techniques for generating creative ideas for new ventures do you think Melissa used to start her business? 
The three techniques are brainstorming, focus groups, and library and internet research. Melissa appears to have used brainstorming since she twice had to evaluate potential products to sell that would be unique in her marketplace.
3. How effectively did Melissa use the five steps of the problem-solving and decision-making model?  
We believe Melissa effectively used all five steps (investigation, incubation, illumination, evaluation, and innovation) of the problem-solving and decision-making model. She investigated alternative products to sell, she analyzed the products, she had the idea that a local hummus would be attractive to the retailers, and she was innovative in that falafel and hummus were not well-known products in her area of the country.
4. Analyze Pitapal’s business model based upon the criteria presented in the chapter. 
1. What Product and Service Value Do You Offer? She looked around and decided on falafel and hummus. Two unique food items.
2. Who Are Your Customers and Consumers? Melissa needed retailers like Costco to reach a large number of paying customers.
3. How Do You Make a Profit? She has to source the products from local farmers so that she can sell the products at the marketplace for a reasonable price.  
4. How Do You Produce and Deliver Your Products and Services?  Melissa was able to hire a food broker, and her food items are delivered in pallets to Costco warehouses around the country.  

Answers to Global Case Questions
Paris, France: Clemence Wurtz, CEO SmartRent

1. Did Clemence use the creative process of illumination?
Illumination is the point when you get a creative idea that enables you to exploit an opportunity; it can happen during investigation or incubation. It is also called Insight! Eureka! Now I’ve got it! Illumination can also be the realization that your idea will not work and that you need to repeat your prior steps. We believe Clemence had her illumination moment when she developed her idea because she had a problem with renting furnished apartments at high rates. The other part of the problem was buying and assembling furniture for unfinished apartments. She found it costly and a lot of effort packing and repacking every time a person moved to a new apartment. It was at that moment that she knew she had a unique solution to this problem.
2. Analyze SmartRent’s business model based upon the criteria presented in the chapter.

You need to answer the four business model questions to help keep yourself organized through the rest of the semester in terms of writing your business plan.

1. What Product and Service Value Do You Offer? Clemence offers a unique package of ready to be delivered furniture.
2. Who Are Your Customers and Consumers? The target market will be people that live in the big cities that tend to move from apartment to apartment. The target might also be people that live in a single apartment for a longer period of time, but still don’t want the responsibility of moving and owning furniture. 
3. How Do You Make a Profit? They have secured a furniture manufacturer to supply them specific items for each package. Clemence developed a business model that would supply different packages of furniture and apartment fixtures for a low monthly price. 
4. How Do You Produce and Deliver Your Products and Services? SmartRent will deliver and pick up the furniture as necessary for the apartment renter.

Additional Business Plan Materials (Appendix B)

1. Which of the characteristics of being an entrepreneur do the four owners of 21st Century appear to possess?
The five characteristics of entrepreneurs are as follows. (1) The owners of 21st have years of computer knowledge in the insurance and other industries. (2) They will use their networking skills to find adjunct professors and will use New England Mentors to meet even more entrepreneur experts. (3) They will need to improve their alertness to actively find creative opportunities to deliver their courses. (4) They will need to search to improve current products, services, and process leads to new venture opportunities. (5) They will need to be persistent to overcome obstacles using their problem-solving skills to exploit opportunities in the computer training industry.
2. What is the sustainable competitive advantage for 21st Century? 
The sustainable competitive advantage is that 21st will encourage their students to take on the latest computer skills and knowledge—and look for jobs as soon as they finish a single course.
3. Who is 21st Century’s target market? 
People that are between the ages of 18–30 years old. These people need to find employment. We will have students that are younger (that like computer courses) and older than 30 (that need to be retrained for a new job in a new industry).
4. Does 21st Century’s business model answer the four questions presented in the chapter of a good business model?
1. What Product and Service Value Do You Offer? 21st Century delivers the latest computer courses demanded by area businesses.
2. Who Are Your Customers and Consumers? People that are between the ages of 18–30 years old. These people need to find employment. We will have students that are younger (that like computer courses) and older than 30 (that need to be retrained for a new job in a new industry).
3. How Do You Make a Profit? Each course is $400. 
4. How Do You Produce and Deliver Your Products and Services?  21st built three classrooms in Hartford. They also built a course management system (CMS) to deliver the courses online.


Paper Clip Entrepreneurship Challenge
The paper clip challenge is a little easier to actually implement in comparison to writing a business plan. You need to have a collection of 50 or 100 clips as indicated by your professor. You have to be CREATIVE and start PROBLEM solving on how you are going to exchange everyday paper clips for valuable items.


College Entrepreneurial Spirit Award Winners
By now you have searched on campus for students that started their own business. However, it usually takes more effort to uncover at least 10 student entrepreneurs to nominate for this award. So, each student in class should nominate, call, or email one more entrepreneur on campus.

Community Entrepreneurial Spirit Award
By now you have searched on campus for community entrepreneurs that started their own business. However, it usually takes more effort to uncover at least five (5) entrepreneurs to nominate for this award. So, each student in class should nominate, call, or email one more community entrepreneur.



ANSWERS AND MATERIAL FOR STUDENT SUPPORT MATERIAL 


Practice Quiz

Multiple Choice Questions

1. The steps in the creative process include all of the following except: 
a. Investigation, or exploring the opportunity. 
b. ***Banking, taking a break and getting a loan from the bank. 
c. Illumination, recognizing the point when one gets the creative idea to exploit the opportunity. 
d. Evaluation, making sure the idea is in fact a profitable opportunity and finalizing it. 
e. Innovation, implementing the new venture idea.

2. Which of the following is not an idea for generating creative ideas for new ventures?
a. Brainstorming, the process of generating creative ideas to solve problems and exploit opportunities, without criticism. 
b. Focus group, to pose a question and listen to the discussion by people who are selected based on their relationship with the problem or opportunity. 
c. Library and Internet research, the activities included in and using sources recommended by a reference librarian, including databases, and using search engines to find ideas online.
d. *** Identify the problem or opportunity.

3. Which of the following is not one of the five characteristics of entrepreneurs?
a. Their knowledge and industry experience provides a basis for recognizing opportunities. 
b. Their networking skills provide help going through the entrepreneurial process and gaining access to resources necessary for founding a new venture. 
c. ***Their aloofness towards actively finding opportunities while use  of the creative process leads to opportunity recognition.
d. Their search to improve current products, services, and processes leads to new venture opportunities. 

4. Which of the following steps of the problem-solving and decision-making model is incorrect?
a. Identify the problem or opportunity. 
b. ***Blame each other. 
c. Generate alternatives.
d. Analyze alternatives and select the most feasible. 

5. Which of the following characteristics of entrepreneurs is incorrect?
a. Their knowledge and industry experience provides a basis for recognizing opportunities. 
b. Their networking skills provide help going through the entrepreneurial process and gaining access to resources necessary for founding a new venture. 
c. Their alertness to actively finding opportunities while use of the creative process leads to opportunity recognition. 
d. ***Their management skills are not as strong as their marketing talents.

6. Which of the following four questions does not answer how to develop a business model?
a. What product and service value do you offer? 
b. Who are your customers and consumers? 
c. ***How do you measure cost of goods sold? 
d. How do you produce and deliver your products and services?

7. The steps in the creative process do not include: 
a. ***Addition, jumping in quickly and making your product. 
b. Incubation, taking a break and letting the subconscious work on the opportunity. 
c. Illumination, recognizing the point when one gets the creative idea to exploit the opportunity. 
d. Evaluation, making sure the idea is in fact a profitable opportunity and finalizing it. 


True/False Questions

8. Innovation is the ability to originate new and better ways of doing things.

 False. This is the definition of creativity.

9. Decision-making is the process of selecting a course of action that will overcome an obstacle or exploit an opportunity.  

True.

10. Creation theory states that opportunities arise from shifts in external factors in the market or industry, such as changes in government regulation, technology, and customer preferences; opportunities are out there waiting for someone to discover them. 

False. This is the Discovery theory.


Weblinks

Since this is Chapter 3, websites and articles on creativity, problem solving, decision making, and business models are all useful.

This is a Forbes article about Twitter before their IPO. The line from the article is that, “The social media business model is to profit from selling social media.” http://www.forbes.com/sites/jonathansalembaskin/2013/10/04/twitter-ipo-proves-the-social-media-business-model/


Additional Entrepreneur Profiles

	
Start a Business 
http://smallbusinessschool.org/page1031.html

Debra St. Claire of EcoNatural Solutions. Debra found Altoids in a health food store and a light bulb went on in her head that there should be a strong breath mint for the health-food conscious. She decided to make her own peppermint; she was willing to compete with the industry's giants to help further her cause to preserve a very special part of the earth, the Ethno-Medicine Preservation Project in the Amazon Basin. Medicinals from those rain forests have a chemistry that heals in ways that pharmaceuticals do not.
Her message is to pay attention to spot an opportunity, and give customers more than they expect.

Think about it: Where is the next opportunity in your industry?  What product or service could you launch that would allow you to go with the flow that your customers are already in?

	
Grow a Businesshttp://smallbusinessschool.org/video.cfm?clip=2116

Key Question: How do I get started in business?

Wanda educated herself for the newest high-demand job; then, when she didn't like the big company culture, she quit and launched her own business.

Think about It: What special knowledge or skill do you have that could be translated into a product or service you can sell?  What do you need to learn to launch the type of business you want to own?





Additional Elevator Pitch

Jeff Gabriele, CEO, Ingenuity Express, Unique Children’s Shoes
http://www.nbcnews.com/video/your-business/31875791#29942522
The product has a lot of potential. We still think the CEO can better demonstrate the product. 

John & Aly Boyd, CEO Cheesecake Aly
http://www.nbcnews.com/video/your-business/31875791#29581038
The food industry is very competitive. Is Cheesecake Aly unique enough to beat the current competition?


Your 90-Second New Venture Pitch

Each student should do more research on the product they expect to pitch in their course. Students need to do the research to see if there is a product like the product they are considering. It is likely there is a similar product since it is hard to be truly unique. However, like all replicative entrepreneurs, they can modify their product idea to be unique and different.


Additional Application Situations and Exercises 
1. www. Groupon.com
a. What is Groupon’s business model? 
Groupon found a simple but useful business model. Groupon offers daily coupons at about half off the regular price. The company offering the Groupon sells a certain number of coupons to consumers online for a limited time period. 
b. Does Groupon have a sustainable business model?
Although Groupon was initially an amazing success (refusing a buyout from Google for $6 million), their business model has since been under attack. The problem is a small company that lists a product has to sell their product at almost 50% off. Groupon then takes their fee for listing the product. [endnoteRef:1] [1:  Roberts, George, “What You Need to Learn From Groupon Unprofitable Business Model,” Business Insider, March 21, 2013.] 

c. How is Groupon’s stock doing since their initial public offering (IPO)?
The stock price has sunk 82% since it’s IPO. Groupon spent $43 million dollars buying Ideeli to help move away from their daily coupon deals and into more of a lifestyle and fashion online company. [endnoteRef:2] [2:  Novellini, Teresa, “Groupon Acquires Ideeli: Not as Strange A Deal as you Might Think,” Upstart Journal Enrepreneurs and Enterprises, Jan, 13, 2014.] 


To be more positive, we recently bought a remote key starter coupon for half of the normal price of installation. The small business in our area installed the starter, and we were very pleased. So we still feel Groupon can be an effective tool for small businesses to sell products and gain exposure to their business. But the small business has to be realistic about the cost before they start the working with Groupon.
2. UPS and FED EX
a. What roles do UPS and FED EX play in the development of many business models? 
Small or big companies could use UPS and Fed Ex to ship their goods instead of doing it themselves.
b. Is UPS or FED EX a competitive advantage if your competitors also use their services? 
They both have a large enough market share to be able to help distribute products for more than one company. 
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