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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 




	1.i) The functional requirements of a product describe the characteristics that solves specific problems for its users or customers whereas the non-functional requirements of a product define its background operations.

Functional requirements cover “what” is required of the product and include user and business requirements. 
Non-functional requirements (NFR) specify the attributes of the product and cover categories such as: performance, maintainability, reliability, capacity, availability, usability, etc1.

An few aspects of the functional and non-functional requirements of a mobile phone are given in the table below: 
	Functional
	Non-Functional

	Stereo sound dual speakers 
	On-screen fingerprint reader

	USB C fast-charging port
	1.5m USB C cable included

	Dual aperture 42MP ultra-wide camera lens
	Retractable Carl Zeiss camera lens

	Bluetooth 5.0 connectivity
	Bluetooth pairs up to 3 different devices



1.ii) A franchise is the right given by an established business (franchisor) to a third party (franchisee) for use of its trade name and business methods in the establishment of a subsidiary business. 
The agreement drawn up between the franchisee and the franchisor is called a franchise agreement and it is a license to operate. Although a franchise is a license, the latter can only be considered to be a franchise if the following minimum conditions are met2:
· There is an initial payment (franchise fee) and/or a continuing fee (royalty fee) by the franchisee.
· The franchisee’s business is substantially or noticeably associated with the franchisor’s trademark.
· The franchisor exerts significant control or provides support and guidance to the franchisee.
What is more commonly called a franchise is the Business Format Franchise. There are other types of franchises and these include: job franchise, sales and distribution franchise, management franchise, retail franchise, food and beverage franchise, and investment franchise3. For these types of franchises, the right to use the franchisor’s business methods or systems are not included in the agreement.
There are many benefits and advantages to franchising, hence franchises have become very wide spread and popular. In the UK, the coffee shop company “Costa” has over 15,000 franchises4. In the US, McDonalds has over 13,500 franchise restaurants, and over 37,400 outlets worldwide5.

1.iii) The purpose of a business plan is to provide a clear outlook of the business and highlight issues which need to be addressed before launching the business4. It can be considered as the blueprint for the business, providing a step-by-step plan to start and grow the business.

The One-Page plan has fewer elements than the Formal Business Plan and contains the following6:
· Company description: this should be concise but still provide the company’s name, business structure, ownership, location, history, objectives, mission and vision statements7.
· List of products and services: this should focus less on the details of the product but more on the product differentiation i.e. position of product in the market and competitive evaluation. 
· Marketing and sales strategy8: focus here is on the main marketing strategy or sales method that will be used to drive results and generate revenue. For example, a company would state that its sales would be done mainly online.
· Financial projections: this should provide numbers for the profit and loss projection, cash flow projection and balance sheet.

1.iv) A pitch deck is a shortened, visual presentation of a business plan focused on the key aspects of the business. It is very important for engaging potential investors but also customers and business partners.

A pitch deck usually consists of 10 – 15 slides. A typical pitch deck should have the following slides:
· Slide 1: Company overview – shows company logo, name, mission/vision.
· Slide 2: Team – show the team and briefly describes their roles.
· Slide 3: The Business – it describes what the business does. Discusses the problem statement - includes problems the business is trying to solve.
· Slide 4: Product and Services (1) – show how your product/service solve the problems. Describes the products/services the business is offering.
·  Slide 5: Product and Services (2) – shows how the product work. A video message can be included to create impact.
· Slide 6: Distribution strategy and Market segments – describes how the business will offer its product to customers e.g. direct corporate sales, wholesale distribution, support services, etc.
· Slide 7: Target market (1) – describes the market targets or key markets and how they will be reached. Shows understanding of your target market.
· Slide 8: Target market – shows how the business will market its product / services? Discusses its sales method: website, social media campaigns, in-store services, etc.
· Slide 9: Competition – shows why the business is different to its competitors and how it measures up. Focuses on the advantages the business offers over the products and services of competitors.
· Slide 10: Financial projection (1) – uses a simple chart to show 3 – 5 years revenue, expenses and profit projections. Projections should be realistic.
· Slide 11: Financial projection (2) – shows the key metrics and assumptions of the business financials, for example: average sales, total sales, number of customers, gross profit margin, operating margin etc.
· Slide 12: Investment – discusses the current position of the business operationally and financially. Shows the amount of money required for the business including growth funding.
· Slide 13: Feedback – requests for feedback and questions. The business representative should provide clear answers to the questions asked.
· Slide 14: Contact information – provides business contacts e.g. websites, social media pages, phone numbers.


1.v) 
a) Sole Proprietorship: is a type of enterprise that is owned and run by one person and in which there is no legal distinction between the owner and the business entity.
b) Solopreneur: is a business owner who works and runs a business alone.
c) Joint Venture: a business that is owned and operated by two or more persons where each individual has a right as a co-owner and is liable for the business’s debts.

2) The steps for identifying the target market and customers include the following:
i. Theories: this is a step towards defining your target customers. To help identify your target market and pin down exactly who your customers are, the following questions are necessary for consideration:
· What is the basic concept of the product?
· Who will be the customers?
· What problem will the product help customers solve?
· What geographical area will the business be targeting?
· What demographic will be targeted? While age and gender are part of demographic data, it is important to focus more on other core areas about the customers such as income level, passion, values, interests and life goals.
· Who are (or will) be the competitors? Research should be done about the competitors to know what they offer. Check out their website and social feeds to see how they project or promote their products. What primary benefit do they claim their product offers? What kind of reviews and feedback can be found about their product from customers?
· What type of market will the business be operating in? Is it an existing market, a new market or a niche market? For a new market, there would likely be several challenges to overcome. Consider the case of Telsa in introducing its fully electric car (new product) to the market. It had to deal with new infrastructure (chargers) and new service model (no dealership)9.
This stage requires working with several people to get the required information: industry experts, mentors, and stakeholders. 

ii. Product Testing and Survey: this is an important step in validating your product. It is done by engaging a number of potential customers from your target market with your product and collecting their feedback. The key is to build customer-oriented products. An engagement with the potential customers can be done through:
· A slide presentation
· A video demonstration
· Hands-on demonstration using a prototype
As part of the engagement or product testing, participants should provide feedback to questions such as:
· What they like most about the product /service?
· What they dislike most about the product/service?
· How they would use the product?
· What problems the product/service would help them resolve?
· Would they recommend the product and to who?
After receiving feedback from the product test, participants are required to fill out a customer insight survey. The insight survey gives hard information on what satisfies the customers and it reduces guesswork by the product owner. It should not be ambiguous: the questions should be close-ended, neutral, and have a balanced set of answer choices. It pays to build trust with the participants by encouraging their criticism of the product/service, encouraging “what-if questions” and new ideas. A sample insight survey for a headphone may pose the following questions:
· How much of your typical day is spent listening with a headphone?
· How much do you usually spend on headphones?
· How much money would you be willing to spend on a premium headphone?
· What is your biggest issue with wireless or bluetooth headphones?
· What is your biggest issue with wired headphones?

iii. Evaluation: this stage is the evaluation of information gathered from the product testing and customer insight surveys against the theories in step one. This should be done objectively. If the evaluation result is dissatisfactory then the theories will need to be adjusted and product testing carried out again. This process of re-testing and re-evaluation may have to be repeated until the outcome is satisfactory; the number of iterations will depend on the cost allocation to this activity and the complexity of the business idea. When thoroughly done, the outcome will be a clear description of the product, the relevant customers, the target market and location, and customer behaviours or mindset.

3) There are four parts to a financial projection as listed and discussed below:
i. Sales Process
ii. Sales Metrics
iii. Expenses
iv. Calculating Ratios

i. Sales Process: this step is focused on recognizing how long it takes to close a sale or for payment to be received for a product or service. There are several factors to consider in estimating this process as highlighted below, and the outcome generated is the “total average length of sales process.”
· Firstly, consider the experience customers have with the product or service. It may take a while for customers to adopt new technologies or become hooked on new products.
· Consider the payment requirements. Are there any pre-sales requirements like tenders or sales proposal? 
· How urgent is the purchase? Higher levels of urgency would require shorter time for sales. Define a realistic length of sales time and operable process for surge in demands or peak periods.
Whereas some sales processes are quite short because they involve walk-in customers or across-the-counter sales, other sales processes such as the purchase of a landed property could be quite long. There are five typical processes involved in closing a sale:
· Stage 1: Lead – this is the stage in which contact from (or with) the customer is initiated.
· Stage 2: Prospect – this stage covers the customer’s need, problem or motivation for the purchase. What exactly do they want?
· Stage 3: Qualified lead – this stage is focused on providing solution to the customer in the form of a product or service.
· Stage 4 Committed lead – at this stage the sale is closed e.g. an agreement will be signed.
· Stage 5: Customer – the sale is completed, or the product delivered. There can also be a follow up with the customer with a focus on retaining their patronage.

ii. Sales Metrics: this focus in on the revenue which would be derived from sales of the products or services for any given period. It takes into cognizance the price of the product and the number of sales expected over any period, while accounting for growth in the number of sales. The following should be determined:
· The unit price of each product
· Number of sales per sales person (accounting for sales peak periods)
· Number of sales persons required (staff to customer ratio)
· Daily, weekly, monthly, and yearly sales estimates
It is advisable to be conservative with forecasting sales estimates and to make allowance for seasonal variation or sales fluctuation due to other factors. As the business grows and actual data become available, update to the forecast should be made and this will result in more realistic forecasts.

iii. Expenses: it is important to take into account the expected expenses of the business. If expenses are higher than revenue, the business will run at a loss. Conversely, the lower the expenses, the higher the profit margin of the business. For many businesses, the operating expenses (opex) is the most impacting since it encompasses the day-to-day running cost of the business. Capital expenses are usually a one-time cost expense. 

It is also critical to think about all possible costs that can be incurred. If major expenses are not captured in the forecast, this can lead to a gross underestimation of the expense forecast. Below is a list of expenses to consider:
· One-time costs: lease deposits, assets, initial office setup (chairs, computers, desks etc.)
· General overhead costs: rent, heat, light, water, communication costs, office supplies
· Staff costs: salaries, commissions, benefits, owners payout
· Advertising and Marketing costs: advertising expenses, trade shows, conference cost, client expenses
· Product cost: labour, materials, packaging
· Special costs: licensing and registration fees, personal services fees, insurance, outsourcing fees, emergency fund

A useful cost classification scheme for this purpose is given below:
· Capital cost: machinery, office equipment, vehicle, land, building
· Direct cost: stock and raw materials, staff wages, payroll expenses, distribution/delivery/transport/packaging costs, production cost, storage cost, etc.
· Indirect cost: repairs and maintenance, rent, utilities, insurance, accreditation cost, accounting and legal costs, etc.
· Other cost: loan principal repayment, business taxes, lease cost, loan interest, bank charges, etc.


iv. Calculating Ratios: financial ratios are very important in determining the success of a business or likely failure. Several ratios can reveal how profitable a business would be and they include: Gross Profit Margin, Operating Margin (Net), Break Even Point, and Head Count per Client.
· Gross Profit Margin: this measures how well the business sales is converted into income as projected in the financial forecast. It is a ratio of the gross profit to revenue (actually taken as net sales) as shown below:

After launching the business, the profit margin still needs to be monitored to ensure the business is making profit. This means that revenue covers sales expenses, general and administrative expenses, interest expenses, without being completely used up.
· Operating Margin: this is the proportion of the company’s revenue that is left after paying out all expenses measured against net sales. The ratio is given as:

The number is reported as a percentage. It is instructive to compare this ratio with that of other companies in the same industry to benchmark the business. Ratios are usually industry specific, so comparison should be within the same industry.
· Break Even Analysis10: this ratio compares the amount of revenue which will be generated to cover the fixed and variable costs associated with making sales. It is important for a business to forecast what is required to derive profit from sales of its product or services. 

The above formula gives the total number of units that must be sold for the business to cover all its expenses. The amount of money required to be generated to break even can be derived simply by multiplying the break even point (BEP) units by the sales price per unit. 
· Head Count per Client: this ratio shows how many staff will be needed to support each client. If a team of 10 people can sell 100 products and each customer buys 2 of the products at a time, then it requires 50 customers to achieve this volume of purchase. This gives a ratio of 1 person to 5 customers. This ratio is helpful in planning the operations and determining the resources needed for efficiently running the organization. It clearly helps to show if the business is understaffed or overstaffed. When there is an increased demand for the product, this ratio has to be reevaluated to match the company’s growth.
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