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How Do You Assess the Chances of Venture Success? Feasibility Analysis and Protecting the
Business Model Legally

INSTRUCTOR MATERIALS
Entrepreneurial Profile—Steven Weinstein, Movielabs

Think it Over:
1. Why is intellectual property a source of wealth?
Intellectual property is either copyrighted material or works of art that people determine that they own and they want to license it or permit people to use it under certain conditions. Licensing means a company can make money letting other companies use their patent—thus, it is a source of wealth.
2. What other ideas are presented in the videos on how to use technology to defend intellectual property? 
Steve Hoffman at ModernPostcard.com places artwork on his site in a low resolution. This allows customers to select what they want Steve to print but keeps those same customers from using the artwork for commercial purposes.

Elevator Pitch 

The link for the elevator pitch for this chapter was delivered at the Collegiate Entrepreneurs' Organization (CEO) National Elevator Pitch Competition. The link to watch Kaeya Majmundar is http://www.youtube.com/watch?v=YM_Igcw1oI0&feature=g-all-u. 

Much like the comments on the site, our class thought Kaeya was an inspiring young lady. Her pitch was delivered with great enthusiasm, and she showed the benefits of her packaging ideas. 

Answers to Review and Discussion Questions

1. What is the risk of not conducting a feasibility analysis?
Feasibility analysis is a tool that you can use to assess and reduce the risk at startup. One major reason that so many business ventures fail is because entrepreneurs tend to be doers; they rush into starting the new venture without a good feasibility analysis. You should realize that most poor business models can’t be fixed after the startup. The feasibility analysis purpose is to pursue good business models and abandon bad ones.
2. Distinguish between the four key parts to a feasibility analysis. 
Feasibility analysis is the four-part process of testing a business model’s (1) products and services, (2) industry and target market, (3) operations, and (4) potential profitability through research.
3. What is the difference between primary and secondary data?
Primary research is the process of collecting original data by the entrepreneur. It is common to talk to industry experts and target market customers, to possibly use a questionnaire, and to use focus groups. Secondary research is the process of finding data already collected by others. You use the library and Internet data to test for feasibility. Both types of research are used by entrepreneurs to test the feasibility of a business model in order to decrease the chances of business failure[endnoteRef:1] because conducting research does lead to increased performance. [1:  B. Bird, L. Schojoedt, and J.R. Baum, Entrepreneurs’ Behavior: Elucidation and measurement. Entrepreneurship Theory and Practice 36 (5 2012): 889-913.] 

4. Why would NextMark (http://lists.nextmark.com) be important if you were trying to reach potential customers in your community?
The Mailing List Finder aims to help you to find those elusive "perfect" mailing lists for your direct marketing campaigns. It gives you free access to expert information on more than 60,000 postal, email, and telephone mailing lists from more than 1,400 vendors—virtually every mailing list available.
5. How are needs, wants, demand, and competitive advantage all intertwined?
Researching your target market will give you an understanding of the needs and wants of your consumers/customers. By knowing what your customers want it will allow you to know the demand for your product compared to your competitors. Understanding your competition holds a central place in entrepreneurship.
6. Is a company market-oriented or product-oriented if it builds a prototype? Explain your answer.
A prototype is a functioning new product that target customers can try. While building the prototype, you can improve your product before you give it the final feasibility test. If you are going to offer a new or improved product or service, such as food, target customers will want to taste it to determine if they will buy it. Thus, building a prototype is a market-oriented process designed to help companies be customer-oriented.
7. What is the goal of conducting a buying intention survey?
You can simply ask people what they think about your products and services, but you should ask them if they will actually buy it. You do so through a buying intention survey that helps determine if there really is a demand that can be profitable. A buying intention survey asks target market customers questions about the business model, including the likelihood of actually purchasing the product or service.
8. What makes Blake Mycoskie a unique and successful entrepreneur?
Mycoskie had a single mission with a triple bottom line. Within five years, he sold more than 1 million pairs of shoes very profitably, and philanthropically gave away the same number being socially responsible, while gaining personal satisfaction. 
He was willing to conduct a buying intention survey to figure out his target market. The best way to find out for sure is to make some actual sales. It is important to start building a customer base to support the feasibility of demand for your product or service before starting the new business venture. Blake Mycoskie brought back 250 pairs of TOMS shoes as samples and to start sales in L.A. to test their sales feasibility. He sold the shoes and TOMS was on its way to global success.
9. It is often difficult to answer Peter Drucker’s question, “What business are you in?” Why is this?
Peter Drucker thought it was hard to answer the question “What business are you in?” because products and industries are always changing. One you know your exact product and industry, then you can assess its feasibility. 
10. How can you determine if the industry you’d like to enter is attractive or not?
Below are eight questions to answer that will help you determine if the industry you’d like to enter is attractive or not. The questions are numbered, but the importance of the questions can vary based on the industry and new business venture. 
1. What is the size of the industry (units and dollars)? Generally, larger is more attractive. 
2. What is the geographic range of the industry in which you want to compete (local, regional, national, or international)?
3. Are industry sales growing, mature and level, or declining?
4. What are the industry trends and sales forecast for the short and long term? Growth industries with positive trends and sales are more attractive.
5. Are the products and services things customers “must have,” rather than “want to have?” Must have is more stable, as want to have can be cyclical and vary with the economic stage. 
6. What is the industry profit margin?
7. How profitable is the industry? Obviously, higher is more attractive. 
8. What is the level of competition? Generally, fewer competitors that are not aggressive is more attractive. 

11. Which of the five-forces industry feasibility analysis is considered the most important? Why?
The five-forces industry feasibility analysis assesses the competition, power of customers and suppliers, and the threat of substitute products or services and new entrants. The level of competition and new entrants is especially important to your analysis. The level of competition dictates how profitable the industry will be for all competitors. If the profit level is high, then the industry will attract new entrants that want a piece of those profits.
12. How do you determine if your operations are feasible?
A feasibility analysis is based on research, so identifying the industry by its proper name and code aids in finding relevant data to determine if the new business venture is feasible or not.
Profit feasibility begins with determining the startup costs for the new venture. Profits are estimated by the price of the product or service multiplied by the forecasted sales volume to determine revenues, then by subtracting the expenses for a given period of time. The return on investment (ROI) is a profitability percentage calculated by taking the net profit divided by the startup cost.
13. What is the difference between a tangible and intangible asset?
The necessary resources are not just the tangible physical facilities but they also include intangible assets including competent employees with specialized skills, because people, or human capital, are the most important asset
14. What is the problem with entrepreneurs being optimistic?
One major reason that so many business ventures fail is because entrepreneurs tend to be doers; they rush into starting the new venture without a good feasibility analysis. You should realize that most poor business models can’t be fixed after the startup. The feasibility analysis purpose is to pursue good business models and abandon bad ones. So, it is good to be optimistic, but the entrepreneur also wants to be realistic.

15. Using Self-Assessment 4-2, did you score high or low on the feasibility of your business model?
Answers will vary. Hopefully, the student will have a high score on the feasibility of their business model. 
16. What is a contract?
Contracts are legal oral or written agreements between two or more parties specifying what each party must do, or must not do, for a specified time.
17. What is the difference between a trademark, patent, and copyright?
Trademarks are distinguishing words, names, symbols, or devices used to identify a product or service. Copyrights prevent others from using and distributing original work of authors and artists without permission, which may require a fee for its use. Patents protect others from making, using, or selling an invention or process for a specified time.
18. What is the difference between a contract and a letter of agreement?
Contracts are legal oral or written agreements between two or more parties specifying what each party must do, or must not do, for a specified time. A letter of agreement is a contractual document that puts an oral understanding in writing in the form of a business letter.
19. What should you consider when deciding if you need a patent for your product?
Do you plan to invent a product that you intend to market yourself or sell to a manufacturer? Do you plan to license your invention to others to use? Do you believe that another business can copy and sell your invention or process to your target customers? Do you have the time and money to get one? It takes at least two years, on average, to obtain a patent, and it can be very expensive. Legal fees can range from $5,000 for a very simple patent to $15,000 and more for very complex patents. But it could cost you much less if you are capable of doing the design and legal work yourself. But most entrepreneurs who have patents say they needed to pay for some help. More than 85 percent of small businesses don’t get a patent in their first four years.[endnoteRef:2] [2:  A. Chatterji, Why Washington has it wrong. The Wall Street Journal (November 12, 2012): R1.] 

20.	Why does a nonprofit still need to conduct a feasibility analysis even if the organization has a mission to help people?
 	Starting a new venture nonprofit is starting a new business and will require a feasibility analysis to convince the government, foundations, businesses, and donors to give you the startup capital you need.


Application Exercises 
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. The goal of this application is to practice doing research at the North American Industry Classification System (NAICS) which is part of the United States Census Bureau (http://www.census.gov/eos/www/naics/). Your research has four parts. 
a) Enter an industry, such as “computers” in the keyword search box. Summarize the results of that search.
 Answers will vary.
b) Enter the industry for one of the companies you used during this course. Summarize the results. 
c) Click the “Business” link and follow the Business Topic of E-Commerce. Summarize the latest report on the performance of e-commerce.
d) Click the “Business” link for a topic that relates to a project you have used in this course so far. What topic did you pick and what did you learn?

2. Use the following link from Forbes Magazine to learn more about “patent trolls.” You should also search for additional articles on patent trolls to help answer the following questions. 
http://www.forbes.com/sites/markgibbs/2013/01/05/a-patent-troll-wants-to-charge-you-for-emailing-your-scans/
a. What is a patent troll? 
 First coined by Intel, whose in-house counsel was quoted to have said, “A patent troll is somebody who tries to make a lot of money off a patent that they are not practicing and have no intention of practicing and in most cases never practiced.”
b. How do these companies actually make money on patents? 
Patent trolls make money (and lots of it) by threatening to sue companies who are using intellectual property of which the troll has ownership.
c. What does it take for a small-business entrepreneur to stop patent trolls? 
Given that the average cost of fighting this kind of case is around $2 million and will take about 18 months, most companies that get threatened feel it’s easier to simply pay the trolls to go away. A company can hire their own lawyers to fight the lawyers hired by the trolls.

Application Situations
1. Ed Kramer Answers
1. Was Jerry right in asking for such a study, and why was he right or wrong?
Jerry was correct because before you invest in any venture, friend or not, you want to have knowledge of what the business is all about and whether or not it has a chance of ultimate success. You need assurances that you are not just wasting your money based on a hunch.
2. What is a feasibility study?
A feasibility study looks at the various components of the business to see if they can support success.
3. What should be included in such a study?
A feasibility study examines your ability to produce and deliver your product to the market and includes you and your team’s management ability and resource capability. Briefly explain of the previous categories in the study.

2. Judy and Melisa Answers
1. Can they go ahead and make the product without any problems?
No; they cannot make this recipe and sell it without opening themselves up for a legal action.
2. Does this recipe come under the definition of intellectual property?
They should be aware that there are certain intangibles or production processes that fall under the definition of Intellectual Property. This intellectual property is protected by law. They cannot make the product without further research and or getting a release from their competitor.
3. What is the definition of intellectual property?
Intellectual Property is some form of ideas or processes or other things that give businesses a competitive advantage over rivals that is not common knowledge and that the firm doesn’t want competitors to know, for example, the formula for Coca Cola.
4. Identify the various types of intellectual property.
Trade secrets, confidentiality and verbal agreements, non-disclosure agreements, trademarks, nonregistered trademarks, copyrights, and electronic rights. (Note the students should refer to the text to give a brief explanation of each.)
5. How can you best protect yourself in this situation?
They should see a lawyer specializing in Intellectual Property Law. They should have all agreements in written contracts.


Answers to Case Questions
Mexico: Grupo Bimbo Breads
Think it Over: 

1. How do you think the original owners (Lorenzo Servitje, Jose T. Mata, Jaime Sendra, and Jaime Jorba) in 1945 would have answered the four-part process of testing the business model? 
It would be difficult to assume the original owners sat a table and took the four-part feasibility analysis of their new business model. However, they would have discussed (1) products and services, (2) industry and target market, (3) operations, and (4) potential profitability. Early stage entrepreneurs need to conduct research to test these four feasibility areas.
2. Using the different Bimbo Web sites, what are three other brand names that Bimbo owns that you recognize?
Here are a few of Bimbo’s brands.
» Arnold
» Ball Park (Buns)
» Bimbo
» Boboli
» Brownberry
» Earthgrains
» Entenmann's
» Francisco
» Freihofer's
» Marinela
» Mrs Baird's
» Oroweat
» Sara Lee
» Stroehmann
» Thomas'
» Tia Rosa

Answers to Global Case Questions
Single Patent System in the European Union
Think it Over
1. Do you agree that a single patent system will encourage entrepreneurship in the EU? 
Yes. We agree the single patent system will encourage entrepreneurship in the EU. An entrepreneur will be able to save money with a single patent application. The key is that since the creation of the European Union, this will be the first unified system that will allow a patent to be in place in all EU countries.
2. What are the benefits of a single patent system in the EU?
The benefits of a single patent system are numerous:
1. The single patent system will offer SMEs (small to medium enterprises) more exposure to national markets. 
2. SMEs will have a simpler system to register their innovations at significantly lower costs. This will stimulate innovation across Europe as SMEs are able to protect their intellectual property (IP) through a coordinated system. 
3. A unified patent court is to be created through an international agreement among EU member states to handle the implementation of the single patent system.[endnoteRef:3] Once implemented, the costs of a patent will be reduced by 80%. This will help Europe to compete against the United States and Japan where patents have been cheaper. Currently, due to the lack of a unified patent litigation system, there can be about 300 parallel lawsuits in different countries, sometimes with different outcomes.  [3:  http://www.epo.org/law-practice/unitary/patent-court.html, retrieved February 6, 2013.] 

4. The decisions of the new patent court will apply in all participating EU member states.


Additional Business Plan Material (Appendix B)
Students are often eager to write their business plan—but often miss keep sections. The legal issues of starting the business are often overlooked. As the instructor, you should encourage students to research the product patents, the product name, and any product trademarks to make sure there is not another company that already owns these legal models. Overall, we think students would be wise to use the SBA.Gov legal sites to check for useful information. The following link is a good SBA site to learn about Business Law and Regulations.
http://www.sba.gov/category/navigation-structure/starting-managing-business/starting-business/understand-business-law-r

Additional Business Plan
Students individually (or in teams) can write a business plan during the semester. There are questions at the end of each chapter to help guide students through the thinking and analyzing process. Appendix B has a sample business plan of 21st Century Technology Training Centers that they can use as a template for developing their own new venture business plans. 
Since this is Chapter 4, students should review the following questions to help them to determine if there are any legal issues they might have with their products. 
1. Are you using any copyrighted material by mistake? Answers will vary. However, the goal is for students to be careful when selecting a product name or trademark.
2. Is your product infringing on a competitors patent? Answers will vary. However, we once again want to make sure the students at least consider if they are making a product that is already patented. 
3. Can you use the legal sites on the Small Business Administration (SBA) site to help you with legal issues? Students and the professor should review the legal page at the SBA. The web link is http://www.sba.gov/content/handling-legal-concerns
4. Is there a similar product at Quirky.com? The goal is for students to look at a site like Quirky.com and see some different products. Hopefully, none of the products are exactly what they chose to write about for their business plan.


Paper Clip Entrepreneurship Challenge
	Are you doing everything legally and ethically in your paper clip challenge? Do you own the products to trade? Have you marketed your products honestly?


College Entrepreneurial Spirit Award Winners
By now you have searched on campus for students that started their own business. However, have the student businesses on campus that have been nominated been legal and ethical in their business practices? Do they have a community service event they help to support in the local area?

Community Entrepreneurial Spirit Award
By now you have searched on campus for community entrepreneurs that started their own business. However, can you use the internet to search the community business to be sure they have been legal and ethical? Do they have a community service event they help to support in the local area?



ANSWERS AND MATERIALS FOR THE STUDENT SUPPORT MANUAL


Practice Quiz

Multiple-Choice

1. Feasibility analysis is the four-part process of testing a business model. Which of the following is not part of the process?
a. products and services
b. industry and target market
c. ***create a manual
d. potential profitability through research
2. [bookmark: _GoBack]The purchasing decision process begins with
a. ***A need for a product or service to solve a problem or to make things easier in some way. 
b. wanting a product or service to fulfill a need. 
c. There are usually competing products and services to choose from to meet a need. 
d. Demand is the actual purchase of a product or service that best satisfies the need and want within the customer’s limited resources.
3. There are five legal methods that can be used to protect the ideas in a business model. Which of the following is not one of these methods?
a. Contracts 
b. Trade secrets 
c. **Feasibility Study 
d. Copyrights

True/False

4. Feasibility analysis is the process of testing a business model to determine the viability of a business opportunity. 

True 

5. There are two types of research: Secondary research is the process of collecting original data by the entrepreneur, commonly through survey (in person, phone, or mail), observation, and focus groups. Primary research is the process of finding data already collected by others, commonly through library and Internet searchers.

False. The terms secondary and primary data are switched. 

6. The two methods for determining the feasibility of the demand for a product or service are the buying intention survey and sales. 

True. 

7. A target market asks about the business model, including the likelihood of actually purchasing the product or service. 

False. This is the definition of a buying intention survey.

8. Through sales, the entrepreneur begins to build a starting customer base to support the feasibility of demand for the product or service before starting the new business venture. 

True

9. NAICS codes refer to the North American Industry Classification System that is commonly used to identify industries in the United States, Canada, and Mexico. 

True

10. NAICS is used by the U.S. Federal statistical agencies to classify businesses for the purpose of collecting, analyzing, and publishing statistical data. A feasibility analysis is based on research, so identifying the industry by its proper name and code aids in finding relevant data to determine if the new business venture is feasible or not. 

True


Weblinks

Since this is Chapter 4, websites and articles on legal issues are important.

https://www.lexisnexis.com/
Lexisnexus.com

Lexis® Research System provides the most expansive collection of online content available anywhere and the tools you need to extract the essentials from the overwhelming amount of information available. Spend less time searching, more time developing your strategies with LexisNexis.

http://www.sba.gov/content/handling-legal-concerns

The Small Business Association states that all legal matters do not require a lawyer, but they do require understanding.  
· Consumers Guide to Legal Help on the Internet http://apps.americanbar.org/legalservices/findlegalhelp/home.cfm.

· ABA Lawyer Referral Service
http://apps.americanbar.org/legalservices/findlegalhelp/faq_hiringlawyer.cfm

· Links to American Bar Association guide by state
http://www.americanbar.org/groups/bar_services/resources/state_local_bar_associations.html

· Understanding Legal Fees and Expenses
http://www.americanbar.org/groups/public_education/resources/law_issues_for_consumers/lawyerfees.html

Additional Entrepreneurial Profiles

http://www.smallbusinessschool.org/page2488.html
Key Idea: Value Your Intellectual property

Think it Over: 
1. Should it be illegal to download files from the internet even if they help you to build a small business? 

Attorney Mark Litvack says you should not be cavalier about your intellectual assets. College students began nabbing other people's "intellectual property" without regard for the consequences. Napster was one of the first sites in 1999 that allowed students to exchange song files. Their recruitment was viral. Not only did their business model encourage young fans and average folks to rip off artists because it was quick, easy, free, and anonymous, these otherwise decent people had begun acting and thinking like common thieves. 

Maggie Sanchez of Microsoft says that one in five copies of software in the U.S. are pirated. If you can't tell your spouse and your children what you did today, you should probably change your behavior. You can visit www.microsoft.com/genuine to verify if the software running on your PC is authentic or pirated. 

If you bought your PCs from a local systems' integrator, there is a strong chance that your software is pirated. You should go to the owner of the business and ask for the certificate verifying that your software is authentic.



Additional Elevator Pitches

Jim Barbour, FunniBonz Barbaque Sauce
http://www.nbcnews.com/video/your-business/31875791#32348739

Entrepreneurial ideas related to new food ideas have to compete for shelf space with the large food manufacturers. Distribution is the key to separate Jim’s sauce from the many sauces on the market. 

Kate Harrison, thegreenbrideguide.com
http://www.nbcnews.com/video/your-business/31875791#31993614

Ecological weddings are a unique idea. Since the business is only online, it will be important to drive customers to the company website.

Your Own 90-Second New Venture Pitch
Each student should do more legal research on the product they expect to pitch in their course. Students need to do the research to see if their product is patented or trademarked by another company. 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. Does another product exist with the same name as your product?


Additional Application Exercises and Situations

1. Quirky.com
a. What is quirky.com?  
Consumers can shop for products invented by entrepreneurs.
b. Sign up for a free account at quirky.com. 
c. Find three interesting products designed by other entrepreneurs.
We happen to like the Contort Power, Drift, and Groove products.  
We also like Egg Minder and are quite interested in their new product Nimbus (though it is hard to tell what it is right now!).

2. Chamber of Commerce
a. What is the Chamber of Commerce? 
The U.S. Chamber of Commerce is the world’s largest business organization representing the interests of more than 3 million businesses of all sizes, sectors, and regions. Our members range from mom-and-pop shops and local chambers to leading industry associations and large corporations. They all share one thing in common—they count on the Chamber to be their voice in Washington, D.C.
b. How can the Chamber help you with your small business? 
The Chamber advocates for pro-business policies that create jobs and grow our economy. Key issues range from smart tax policy and regulatory relief to legal reform and trade promotion. Members receive real-time information on policy issues that impact their businesses and strategies to influence the legislative process. Members and supporters have access to key policy information, news, marketing tools, networking opportunities, and events.
c. Click the Publications link and list two publications that the Chamber produces. 
The 2012 and 2013 Analysis of Workers Compensation Laws and How They Voted in Congress.
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