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Understanding
resources and costs,
and the ability to
meet demand




Learning objectives \ /

* Understand that creating value
generates costs and how this 'I
influences business model
management

* How to structure costs —

reviewing costs and the breakeven
model
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Value proposition

Congratulations!
Your business idea is brilliant!
Now what?
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Operations Plan e

* How is your business going to be run and how is your product or service going to be
produced?

 What are the most important issues?

* To a certain extent depends on the nature of the business eg. New product differing
requirements to retail operation.
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All operations are e
transformation processes

TRANSFORMED
RESOURCES

MATERIALS
INFORMATION
CUSTOMERS

—)

FACILITIES STAHF

TRANSFORMING
RESOURCES

ENVIRONMENT

TRANSFORMATION OE%E\)/? ?EI\éD
PROCESS

ENVIRONMENT

Source: Slack, N., Chambers, S. and Johnston, R., (2004),
Operations Management (4t Ed), Financial Times/Prentice Hall



Process

* What are your inputs?

* Where will they be sourced from
and how much will they cost?

* Detail equipment, raw materials,
services, running costs.

* Detail the channels through which
you are going to reach the
customers.
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People
Management team? \
Specialities

What are their duties?

O p e ra t i O n S . What are your current personnel needs?

What skills/roles do you need to source elsewhere

a n d h u m a n * \e/\)/(?eerr:a\;\'_l)i” you source this from —internal or

Salaries, benefits?

re S O u rC e . . Atctjractt and keep staff/skills/expertise in context of
requirements

=B

@5l gron)l deoly
EVERYONE 'S SMART UNIVERSITY



<]

@51l groa)l dooly
EVERYONE'S SMART UNIVERSITY

Location

* Where will you be located?

* In what type of premises?

* The advantages eg visibility, access
* How close to markets/suppliers?

* How you will get product to market or
market to service?

* How will supplies get to you?
e COSTS of these? (buy or rent?)

* Consider any legal requirements.
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Example exercise: features and benefits

Features Benefits

Our fitness centre, which is just Our fitness centre, which is just
for adults, has 16 exercise classes, | for adults, will feature classes and
a pool that is available for water | exercise equipment that help
aerobics and open swims, and a adults maintain their fitness and
full spa and massage service lead healthier lives

This statement focuses on the
benefits, potential customers are
left feeling that joining this centre
will enhance their lives.




Features and Benefits

* Features are those things that make up the
product/service — its practical utility

* Benefits are those things that people
perceive they are buying

e Understanding of features and benefits of
your product/service will help you identify a
market, target a market and price more
appropriately.
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Also

* You have to know the features in
order to set up an operation to
deliver these.

* You have to know the benefits as
the basis of your promotional plan
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Now In your groups...

e What are the features of your product/service?
* What are the benefits for the customer?

 What inputs (resources, activities, partnerships) are
required?

 What do these inputs cost?
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Structuring
costs:
breakeven
model
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processes generate costs

Partner Network

« food & beverages
« ticketing services
* promoters
* ad placement
* telecom operator
* TV operator

Core Competences

Activity Configuration

* play attractive & win
games
* brand management
* video images
» channel management

* team management
* event management
* venue management
* ticketing
* VIP relationship
management
* video crew

Cost Structure

—

Dr. Yen Tran

Value Proposition

« attractive football
* 360° event (match,
dining, shopping)
» exclusive VIP lounges
» merchandising
* renting out stadium

Revenue Model

Customer Relationship

* personalized web
profile
* newsletter
» team blog (RSS)
* VIP events with team

Distribution Channel

e stadium
¢ POS networks

* club website (+online TV)
* club cable TV channel
* mobile phone TV channel

@S il eroa)l deoly
EVERYONE'S SMART UNIVERSITY

Target Customer

- fans (families, etc.)
 fan groups
e companies

- event/concert organizers

» advertisers

* Ticket fees & season tickets
* online TV subscription revenues
* revenue sharing cable & mobile phone TV
* renting out stadium for events
» advertising revenues
* merchandising revenues

» team & maintenance
« infrastructure management
* marketing
* video




and deliver value

Partner Network

- food & beverages
* ticketing services
* promoters
» ad placement
* telecom operator
* TV operator

Core Competences Activity Configuration

* play attractive & win
games

* brand management

* team management
* event management
* venue management

* video images * ticketing
» channel management * VIP relationship
management

* video crew

Value Proposition

« attractive football
* 360° event (match,
dining, shopping)
» exclusive VIP lounges
» merchandising
* renting out stadium

Cost Structure

Revenue Model
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Customer Relationship

* personalized web profile
* newsletter
 team blog (RSS)

* VIP events with team

Distribution Channel Target Customer
* stadium
* POS networks
* club website (+online TV)
* club cable TV channel * event/concert organizers
» mobile phone TV channel » advertisers

« fans (families, etc.)
« fan groups
e companies

» team & maintenance
« infrastructure management
* marketing

* video

* Ticket fees & season tickets
« online TV subscription revenues
* revenue sharing cable & mobile phone TV
* renting out stadium for events
* advertising revenues
* merchandising revenues
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* Fixed costs will have to be paid no matter
how many units are produced.

 Variable costs e.g. material costs per unit
will increase as output increases.

* The difference between the variable costs
and sales price is known as the
‘contribution’. '



What is your unit of sale?

Cathie’s colourful carpet What are you selling?
* Selling price £20  Selling price
 Variable costs £5  Variable costs

e Contribution (£20-5) £15 e Contribution per unit

* Fixed costs £12000 * Fixed costs
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Breakeven Chart

Value (Sterling)
A

Break-even point

Sales

Variable Costs

Fixed Costs

P \/olume
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= I Construct a Graph: Excel
i spreadshee
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The breakeven point

can also be established Breakeven point in units = Fixed Costs
using the following | Contribution
calculations: per unit

Breakeven point Sale Value = Fixed Costs

% contribution




Cathie’s Colourful
Carpets

* Calculate the breakeven points for
* Breakeven point in units =
e Breakeven point in sales value =

* What happens if Cathie reduces her selling
price by 10%?

* Breakeven point in units =

e Breakeven point in sales value =
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e Use it to monitor actual sales and set targets.

Breakeven

C h d rt * Be honest and again record your
assumptions made and check back to sales

forecasts, costing and capacity.

* If you do not breakeven in year 1, you need
to do this for a 2 year period to find the
breakeven point.
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e How can the business reach  wwwssorowasm
breakeven sooner?

* What if the business does not
reach breakeven in year 1?

* For your business, what is your
unit of sale?

* Do you have more than one
product?

e Start thinking about your
breakeven model?




Finance and
your

business
plan:

* For your businesses you need to
construct a breakeven model and
2 year cashflow

* You need a sales forecast to feed
into the income section of the
cashflow

* You need to address the funding
required and where you will be
seeking funding from
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Finance (Cash
Flow)and Risk




Most new ventures
need funding

e Cashflow Challenges — inventory,
employees trained & paid, promotional
plan put into operation

e Capital Investments — buildings,
equipment

e Lengthy New Product Development (NPD)
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Cashflow Challenges

* Inadequate financial resources is one
of the primary reasons new firms fail

* For example, a firm usually fails if
it burns through all it capital
before becoming profitable

* A firm can run out of cash even if it
has good customers and products

* Most entrepreneurs need credit or
capital to cover cashflow shortfalls

e Barringer & Ireland 2006
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* Shows timings and amounts of all income
and expenditure

e Use cash-based accounting

Cashflow

e Individual for the business

forecast

For this project, you will need to put your own
cashflow spreadsheet together '

/
7




Cashflow Template ottt

example template on VISlON EVERYONE'S SMART UNIVERSITY

I= BV L6 Info Copy of Cashflow blank(l) [Compatibility Mode] - Microsoft Excel = & =
Home | Insert  Pagelayout  Formulas  Data  Review  View  Acabat a@oF@ =
% cut

B oo - S Wrap Text General - ij ijjﬂ; ‘:;dl jﬂj j"‘ a I AutoSum - Z(F L?a

3] Fil -
Paste - I [ L ~ B8, o <0 .00 (Conditional Format Cell Insert Delete Format Sort & Find &
T Fromatranter| B 4L B Merge & Center - B - % 9

% 8
% Formatting - as Table ~ Styles =+ - - (2 Clear™  Fitter~ Select~
Clipboard Font Alignment Number styles cells Editing

A4 - 5 ~

Arial - 10

] A | B [ D E F G H J K L M N
CASH FLOW

I [T

Menth 1] 2] 3] 4 5] 6] 7] 8] 9] 10] 1] 12[Total

1
2
3
4
5 Income
6
7
8
9

Loans
Owner's Equity
10 Cther
11 Sales

ololo|olo|o|olole

13 Total Income 0 0 0 0 0 0 0 0 0 0 0 0

15 Expenditure

18 Rent

19 | Services (Electricity, Water)
20 Telephone (landline & mobile
21 Wages

22 Equipment

23 Marketing

24 Printing and Stationery

25 Travel

olo|lo|o|oolo|o|o|o|lo|olo|o|o|o

31 Total Expenditure 0

33 Cashflow ] 0] 0] 0] 0] o] 0] 0] 0] 0] 0] 0] 0] 0

35 Balance I ] [ 0] ] ] [ 0] ] ] [ [ 0]

4" W] Sheet1 Sheets  Sheet3 - id 41 il
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How do you establish
funding requirement?

b7 e Cashflow forecast

* Month by month projected income
L and expenditure

 3-year projection for Bank funding
N

e 5-ear projection for Capital

- investment

You need a 2-year cashflow forecast in

=B

your business plan
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Cashflow
Assumptions

— * Remember to record your assumptions eg.

' Income

*Cash received 30 days after sale — (refer
back to your sales forecast)

Expenses

| > = *Rent & Rates — paid monthly, all
> N | inclusive
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Funding
requirements

* Once you have your cashflow forecast you can look
at peak funding requirements. You can then
address where the required cash will come from.

* Then feed these figures into your cashflow showing
bank loans, investors cash etc coming in and
repayments going out! Record assumptions
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Risks, problems
and assumptions

* This section should accompany the
cashflow forecasts

* Do not omit. If you do the reader may
think:

* You are naive or stupid, or both

* You hope to pull the wool over
the readers eyes

* You do not have enough
objectivity to recognize and deal
with assumptions and problems.
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Risks a‘

@Sl eron)ldeoly
EVERYONE 'S SMART UNIVERSITY

* Addressing these helps you demonstrate that you have thought of
them and can handle them:

* Run out of cash before orders are secured

* Potential price cutting by competitors

* Unfavourable industry trends

* Design or manufacturing costs exceed estimates
» Sales projections not achieved

* Do not meet product launch

 Difficulties in procuring raw materials
 Difficulties in obtaining bank credit

* Run out of cash after orders pour in

e Customers do not pay you



Exercise

* In your groups identify the 3 key
risks most applicable to your
business and consider how you
will address them.
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Your Business Plans

* For your businesses you need to
construct a 2-year cashflow

e Use the cashflow to identify how
much funding your require to
launch your business.

* You need to address the funding
required and where you will be
seeking funding from. This will be
covered next.
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Finance available (theoretically) (1/3)

INTERNAL sources

Personal funds:
* Savings
* Re-mortgages
* Family and friends
* Retained profit

All firms are started with some investment from owners
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Finance available (theoretically) (2/3)

EXTERNAL sources

Debt Equity

* Banks * VVenture capital

* Loans * Informal investors
e Overdraft * Business angels

e Non-exec. directors
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Finance available (theoretically) (3/3)

Public sector:
* Grants
e Soft loans
* Venture capital
* Competitions

* For example, local authority, LEC, regional government, national
government, Europe

* Also industry specific — high tech (SMART) or manufacturing
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* Hire purchase

Other liquidity * Leasing

aids

* Trade credit

* Factoring services




Venture capital

* VC companies

* Look for high growth potential = high
return

* Look for a strong entrepreneurial team
* Look for a firm offering a USP

e Usually put in a NED for monitoring,
networking

* Deakins, Mileham, O’Neil (1999)



Informal
venture capital:
business angels
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* Informal investors: one method of closing the funding gap
e Business angels are very important to the SME sector
because:

* Do not require the quick return that formal VC
companies do

* Are less likely to want direct involvement with the
firm

e QOffer smaller financial amounts

* (Can actin consortia

* Have expertise, experience, contacts — often greatest
value

* Management, strategy, etc...
* credibility

* Business angel matching services provided, e.g. LINC
Scotland
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Activity

*  What amount of funding will you need for start up?

* How much will you need to invest personally

* Remember you can use artistic licence here up to
£10,000 per team member

* Are there grants, competitions, regional/industry
incentives you could have?

* What are you research needs?

* Where are you likely to be able to source the remainder,
taking in to account leverage of all the above, and the
potential of your idea?
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