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WELCOME TO BMET5103 ENTREPRENEURSHIP 

BMET5103 Entrepreneurship is one of the required courses for the Masters of  
Business Administration and Masters of Management programmes. The course 
assumes you have little or no previous knowledge of entrepreneurship but you 
are required to tap into your experiences and relate them to the entrepreneurship 
theories, concepts and principles that will be discussed in the course. This is a 
three-credit hour course conducted over a semester of 15 weeks. 

WHAT WILL YOU GET FROM DOING THIS COURSE? 

Description of the Course 

The Module is divided into ten well integrated topics. Topic 1 will cover the 
process on how entrepreneurship evolved and emerged as a leading economic 
force in Malaysia since independence. This topic will discuss various emerging 
industries available for Malaysian entrepreneurs. The Second Topic will look into 
the concepts and meaning of entrepreneurship and entrepreneurs. It will also 
include the historical perspectives of entrepreneurship and what drives people to 
become an entrepreneur. Topic 3 will cover the various components of a business 
plan. Topic 4 will explore various sources to generate potential business ideas for 
new ventures.  
 
In Topic 5, the module will address different forms of business entities. Some of 
the explanations available in this topic include franchising and non-profit 
organisation. Topic 6 will describe the process involved in purchasing an existing 
business while Topic 7 will cover various sources of funding for business 
venture. Topic 8 will be discussing one of the most important elements of 
entrepreneurship, the marketing planning and marketing plan for entrepreneurs. 
Topic 9 will be addressing the accounting methods, preparing of three major 
financial statements and four key financial ratios. The concluding topic, Topic 10 
will discuss the issues on how to manage entrepreneurial risks and uncertainty. 
This topic will also cover the role of electronic commerce in the context of 
entrepreneurship. 

Aim of the Course 

The objective of the course is to enhance studentsÊ understanding on the concepts 
of entrepreneurship and entrepreneurs. I believe this goal can best be 
accomplished by providing the historical development that leads to the 
emergence of entrepreneurship in Malaysia. This is supported by information 
and materials on the basic elements that will assist entrepreneurs or potential 
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entrepreneurs; the marketing focus, the skills to develop a proper business plan, 
opportunity analysis skills and the foundations of preparing  systematic financial 
statements. 

Course Learning Outcomes 

After completing this course, you should be able to apply entrepreneurship 
concepts together with the appropriate methodology related to entrepreneurial 
venture. Specifically, you should be able to: 

1. Apply entrepreneurship related concepts and techniques in the real 
business settings; 

2. Conduct relevant opportunity analysis and prepare proper financial 
statements; 

3. Prepare an effective and comprehensive business plan; 

4. Determine the available process and steps to set up new business; and  

5. Adopt special marketing and technology based strategies such as electronic 
commerce in the current entrepreneurial settings. 

HOW CAN YOU GET THE MOST FROM THIS COURSE? 

There is no specific formula to get the most from this course. What I may suggest 
may seems irrelevant and too idealistic in nature to someone. However, as for 
this courseÊs guideline, I believe that critical thinking, creative thinking and 
analytical reading would be of a good start to many students. Re energise the 
talent of your thinking, be critical in what happens around you and the 
entrepreneurial settings then you will end up being totally a different person. 
Read not only the Module but other reading materials such as business 
magazines. It will not cost you much to buy as most of the materials are available 
online and most of them are free. 
 
All of this, I hope will generate more viable and sustainable entrepreneurs in the 
context of Malaysia.  

Learning Package 

In this Learning Package you are provided with THREE kinds of course materials: 

1. The Course Guide you are currently reading 

2. The Course Content (consisting of 10 topics) and  
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3. The Course Assessment Guide (which describes the assignments to be 
submitted and the examinations you have to sit for) will be given to you in 
a separate folder. 

 
Please ensure that you have all of these materials. 

Mind Map 

A basic knowledge on Entrepreneurship is considered relevant for every 
business student and will assist them in handling their job assignments 
successfully. An overview of the course and a description of the contents are 
provided below. 
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Course Content 

This course is divided into ten integrated topics. 
 
Topic 1: Provides how entrepreneurship emerged as a leading economic force 

in Malaysia. 
 
Topic 2: Explore the concepts and meaning of entrepreneurship and 

entrepreneurs. 
 
Topic 3: Discusses the components of business plan. 
 
Topic 4: Examines various sources to generate potential business ideas for new 

ventures 
 
Topic 5: Discusses different forms of business entities. It includes franchising 

and non-profit organisation.  
 
Topic 6: Discusses the process involved in purchasing an existing business. 
 
Topic 7: Explore various sources of funding for business ventures. 
 
Topic 8: Examines the marketing planning process and marketing plan. 
 
Topic 9: Discusses the overview of accounting methods and the skills to 

prepare three major financial statements.  
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Topic 10:     Discusses how to manage risks and uncertainty and the role of 

 electronic commerce in entrepreneurial ventures  

Organisation of Course Content 

In distance learning, the module replaces the university lecturer. This is one of 
the main advantages of distance learning where specially designed materials 
allow you to study at your own pace, anywhere and at anytime. Think of it as 
reading the lecture instead of listening to a lecturer. In the same way that a 
lecturer might assign something for you to read or do, the module tells you what 
to read, when to read and when to do the activities. Just as a lecturer might ask 
you questions in class, your module provides exercises for you to do at 
appropriate points. 
 
To help you read and understand the individual topics, numerous realistic 
examples support all definitions, concepts and theories. Diagrams and text are 
combined into a visually appealing, easy-to-read module. Throughout the course 
content, diagrams, illustrations, tables and charts are used to reinforce important 
points and simplify the more complex concepts. The module has adopted the 
following features in each topic: 
 

 
 

 
 

These are situations drawn from situations to show how knowledge of 
the principles of learning may be applied to real-world situations. The 
activities illustrate key points and concepts dealt with in each topic. 

ACTIVITY 

Questions are interspersed at strategic points in the topic to encourage 
review of what you have just read and retention of recently learned 
material. The answers to these questions are found in the paragraphs 
before the questions. This is to test immediately whether you 
understand the few paragraphs of text you have read. Working 
through these tests will help you determine whether you understand 
the topic and prepare you for the assignments and the examination. 

SELF-CHECK 
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The main ideas of each topic are listed in brief sentences to provide a review of 
the content. You should ensure that you understand every statement listed. If 
you do not, go back to the topic and find out what you do not know. 

 
Key terms discussed in the topics are placed at the end of each topic to make you 
aware of the main ideas. If you are unable to explain these terms, you should go 
back to the topic to clarify. 

 

 
 
At the end of each topic, a list of articles and topics of books  is provided that is 
directly related to the contents of the topic. As far as possible, the articles and 
books suggested for further reading will be available in OUMÊs Digital Library 
which you can access and OUMÊs Library. Also, relevant Internet resources are 
available to enhance your understanding of selected curriculum concepts and 
principles as applied in real-world situations. 
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HOW WILL YOU BE ASSESSED? 

Assessment Format 

There are TWO aspects to the assessment of the course  assignment, final 
examination and participation. See the table below for the weighting and 
important dates for each type of assessment. 
 

Type Weighting Due Date 
1. Facilitator-Marked Assignment 50% In 4th Seminar 

2. Final Examination 50% Examination week 

TOTAL 100%  
      
1. ASSIGNMENT (50%) 
 There is ONE Facilitator-Marked Assignment (FMA) in this course. You 

need to complete reading the materials before working on the FMA. More 
specific instructions are contained in the Course Assignment Guide 
provided.  

WHAT SUPPORT WILL YOU GET IN STUDYING THIS 
COURSE? 

Seminars 

There are 15 hours of seminars or face-to-face interaction supporting the course. 
These consist of  FIVE seminar sessions of THREE hours each. You will be 
notified of the dates, times and location of these seminars, together with the 
name and phone number of your facilitator, as soon as you are allocated a 
seminar group.  

MyVLE Online Discussion 

Besides the face-to-face seminar sessions, you have the support of online 
discussions. You should interact with other students and your facilitator using 
MyVLE. Your contributions to the online discussion will greatly enhance your 
understanding of course content, how to go about doing the assignment and 
preparation for the examination.  
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Facilitator 

Your facilitator will mark your assignments. Do not hesitate to discuss during the 
seminar session or online if: 

 You do not understand any part of the course content or the assigned 
readings; 

 You have difficulty with the self-tests and activities; or 

 You have a question or problem with the assignments. 

Library Resources 

The Digital Library has a large collection of books, journals, thesis, news and 
references which you can access using your student ID. 

Learner Connexxions 

This is an online bulletin which provides interesting and relevant information to 
help you along the programme. There are many useful study hints and you can 
read about the experiences of other distant learners. 

HOW SHOULD YOU STUDY FOR THIS COURSE? 

1. Time Commitment for Studying 
       You should plan to spend about six to eight hours per topic, reading the 

notes, doing the self-tests and activities and referring to the suggested 
readings. You must schedule your time to discuss online. It is often more 
convenient for you to distribute the hours over a number of days rather 
than spend one whole day per week on study. Some topics may require 
more work than others, although on average, it is suggested that you spend 
approximately three days per topic. 

 
2. Proposed Study Strategy  
 The following is a proposed strategy for working through the course. If you 

run into any trouble, discuss it with your facilitator either online or during 
the seminar sessions.  Remember, the facilitator is there to help you.  

(a) The most important step is to read the contents of this Course Guide 
thoroughly. 

(b) Organise a study schedule. Note the time you are expected to spend 
on each topic and the date for submission of assignments as well as 
seminar and examination dates. These are stated in your Course 
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Assessment Guide. Put all this information in one place, such as your 
diary or a wall calendar. Whatever method you choose to use, you 
should decide on and jot down your own dates for working on each 
topic. You have some flexibility as there are 10 topics spread over a 
period of 15 weeks. 

(c) Once you have created your own study schedule, make every effort to 
„stick to it.‰ The main reason students are unable to cope is because 
they get behind in their coursework.  

(d) To begin reading a topic: 
 Remember in distance learning much of your time will be spent 

READING the course content. Study the list of topics given at the 
beginning of each topic and examine the relationship of the topic 
to the other nine topics. 

 Read the topic overview showing the headings and subheadings 
to get a broad picture of the topic.  

 Read the topic learning outcomes (what is expected of you). Do 
you already know some of the things to be discussed? What are 
the things you do not know? 

 Read the introduction (see how it is connected with the previous 
topic). 

 Work through the topic. (The contents of the topic has been 
arranged to provide a sequence for you to follow) 

 As you work through the topic you will be asked to do the self-test 
at appropriate points in the topic. This is to find out if you 
understand what you have just read. 

 Do the activities (to see if you can apply the concepts learned to 
real-world situations) 

(f) When you have completed the topic, review the learning outcomes to 
confirm that you have achieved them and are able to do what is 
required.  

(g) If you are confident, you can proceed to the next topic. Proceed topic 
by topic through the course and try to pace your study so that you 
keep yourself on schedule. 

(h) After completing all topics, review the course and prepare yourself for 
the final examination. Check that you have achieved all topic learning 
outcomes and the course objectives (listed in this Course Guide). 
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FINAL REMARKS 

Once again, welcome to the course. To maximise your gain from this course you 
should try at all times to relate what you are studying to the real world. Look at 
the environment in your institution and ask yourself whether the ideas discussed 
apply. Most of the ideas, concepts and principles you learn in this course have 
practical applications. It is important to realise that much of what we do in 
education and training has to be based on sound theoretical foundations. The 
contents of this course provide the principles and theories explaining human 
learning whether it be in a school, college, university or training organisation. 
 
We wish you success with the course and hope that you will find it interesting, 
useful and relevant in your development as a professional. We hope you will 
enjoy your experience with OUM and we would like to end with a saying by 
Confucius  „Education without thinking is labour lost.‰  
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INTRODUCTION 

This guide explains the basis on which you will be assessed in this course during 
the semester. It contains details of the facilitator-marked assignments, final 
examination and participation required for the course.   
 
One element in the assessment strategy of the course is that all students should 
have the same information as facilitators about the answers to be assessed. 
Therefore, this guide also contains the marking criteria that facilitators will use in 
assessing your work. 
 
Please read through the whole guide at the beginning of the course.  

ACADEMIC WRITING 

(a)  Plagiarism 

(i) What is Plagiarism?  
 Any written assignment (essays, project, take-home exams, etc) 

submitted by a student must not be deceptive regarding the abilities, 
knowledge or amount of work contributed by the student. There are 
many ways that this rule can be violated. Among them are:  

 
Paraphrases: A closely reasoned argument of an author is paraphrased but the 

student does not acknowledge doing so. (Clearly, all our knowledge is 
derived from somewhere, but detailed arguments from clearly 
identifiable sources must be acknowledged.) 

Outright 
plagiarism: 

Large sections of the paper are simply copied from other sources, and 
the copied parts are not acknowledged as quotations.  

Other 
sources: 

These often include essays written by other students or sold by 
unscrupulous organisations. Quoting from such papers is perfectly 
legitimate if quotation marks are used and the source is cited.  

Works by 
others: 

Taking credit deliberately or not deliberately for works produced by 
others without giving proper acknowledgement. These works include 
photographs, charts, graphs, drawings, statistics, video clips, audio 
clips, verbal exchanges such as interviews or lectures, performances 
on television and texts printed on the Web.   

Duplication The student submits the same essay for two or more courses. 
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(ii) How Can I Avoid Plagiarism? 

 Insert quotation marks around Âcopy and pasteÊ clause, phrase, 
sentence, paragraph and cite the original source. 

 Paraphrase clause, phrase, sentence or paragraph in your own 
words and cite your source 

 Adhere to the APA (American Psychological Association) stylistic 
format, whichever applicable, when citing a source and when 
writing out the bibliography or reference page 

 Attempt to write independently without being overly dependent 
of information from anotherÊs original works 

 Educate yourself on what may be considered as common 
knowledge (no copyright necessary), public domain (copyright has 
expired or not protected under copyright law), or copyright 
(legally protected). 

 
(b) Documenting Sources 
 Whenever you quote, paraphrase, summarize, or otherwise refer to the 

work of another, you are required to cite its original source documentation. 
Offered here are some of the most commonly cited forms of material. 

• Direct Citation Simply having a thinking skill is no assurance 
that children will use it. In order for such skills to 
become part of day-to-day behaviour, they must 
be cultivated in an environment that value and 
sustains them. „Just as childrenÊs musical skills 
will likely lay fallow in an environment that 
doesnÊt encourage music, learnerÊs thinking skills 
tend to languish in a culture that doesnÊt 
encourage thinking‰ (Tishman, Perkins and Jay, 
1995, p.5). 

• Indirect Citation According to Wurman (1988), the new disease of 
the 21st century will be information anxiety, 
which has been defined as the ever-widening gap 
between what one understands and what one 
thinks one should understand. 
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(c) Referencing 
 All sources that you cite in your paper should be listed in the Reference 

section at the end of your paper. HereÊs how you should do your Reference. 
 

Journal Article DuFour, R. (2002). The learning-centred principal: 
Educational Leadership, 59(8). 12-15. 

Online Journal Evnine, S. J. (2001). The universality of logic: On the 
connection between rationality and logical ability 
[Electronic version]. Mind, 110, 335-367. 

Webpage National Park Service. (2003, February 11). Abraham 
Lincoln Birthplace National Historic Site. 
Retrieved February 13, 2003, from 
http://www.nps.gov/abli/ 

Book Naisbitt, J., & Aburdence, M. (1989). Megatrends 2000. 
London:  Pan Books.  

Article in a 
Book 

Nickerson, R. (1987). Why teach thinking? In J. B. 
Baron & R.J. Sternberg (Eds). Teaching thinking 
skills: Theory and practice. New York: W.H. 
Freeman and Company. 27-37. 

Printed 
Newspaper 

Holden, S. (1998, May 16). Frank Sinatra dies at 82: 
Matchless stylist of pop. The New York Times, pp. 
A1, A22-A23. 

DETAILS ABOUT ASSIGNMENT   

Facilitator-Marked Assignment (FMA) 

There is ONE facilitator-marked assignment in this course. The assignment 
counts for 50% of your total course marks. The assignment questions for the 
course are listed next. You must will be able to complete the assignment from the 
information and materials contained in your suggested readings and course 
content. However, it is desirable in graduate level education that you are able to 
to demonstrate that you have read and researched more widely than the required 
minimum. Using other references will give you a broader perspective and may 
provide a deeper understanding of the subject. When you have completed the 
assignment, submit it together with a FMA form to your facilitator. Make sure 
that your assignment reaches the facilitator on or before the deadline. 
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General Criteria for Assessment of FMA 

In general, your facilitator will expect you to write clearly, using correct spelling 
(please use your spell checker) and grammar. Your facilitator will look for the 
following that:  

 You have critically thought about issues raised in the course. 

 You have considered and appreciated different points of view, including 
those in the course. 

 You have given your own views and opinions. 

 You have stated your arguments clearly with supporting evidence and proper 
referencing of sources. 

 You have drawn on your own experiences. 
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 INTRODUCTION 

This topic introduces the evolution and development of entrepreneurship in the 
Malaysian context specifically and the global arena generally. Here, students 
would be able to learn about the underlying history contributing significantly to 
the emergence of entrepreneurship. This topic will also explore the importance of 
entrepreneurship as we examine the question on „Why do we need 
entrepreneurship?‰ 

TTooppiicc  
11  

Entrepreneurship: 
An Overview 

LEARNING OUTCOMES 
By the end of this topic, you should be able to: 

1. Explain how entrepreneurship evolved and emerged as a leading 
economic force in Malaysia since independence; 

2. Identify the emerging industries available for Malaysian 
entrepreneurs;  

3. Discuss the emerging of entrepreneurship in the global scene; and 

4 Analyse the importance of entrepreneurship in the context of 
countryÊs development. 



2  TOPIC 1    ENTREPRENEURSHIP: AN OVERVIEW  
 

 
 

Figure 1.1: Entrepreneurship 
Source: http://www.cartoonstock.com/directory/e/entrepreneur.asp 

 
Refer to Figure 1.1. Do you agree entrepreneurship skill is a talent? Or is it simply 
a motivation  and determination within a person. 

  ENTREPRENEURSHIP IN MALAYSIA 

Entrepreneurship is a common trend that we can see in many countries around 
the world. In Malaysia, entrepreneurship activities have been one of the most 
important engine of growth for the past 50 years.  The Malaysian Registrar of 
Companies (ROC) has recorded an astounding amount of start-ups, with the total 
number of companies registered hitting 766,087. This is in sharp contrast to 
where we are many years ago. How did we get here? 

1.1.1 Entrepreneurship: The Rising 

A review of history clearly depicts that the climbing of the ladder was not easy. 
The ruling of Malaya by the British colonialist back then set the stage for 
segregated economies (Figure 1.2). It is known that the Indians were brought in 
to work in rubber plantations, whereas the Chinese were employed at tin mines 
or given trading rights to become shopkeepers and petty traders. The Malays 
were confined mainly to the agriculture sector. Upon independence in 1957, the 
three major ethnic groups agreed that the Malays would be granted special rights 
in order to elevate their status and create an equitable society.  
 
 
 
 

1.1 
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Figure 1.2: Segregated economy during British colonial in Malaya 
 

However, the growing discontent about economic inequalities sparked off racial 
riot on 13 May 1969. The riot paved the way for the institution of the New 
Economic Plan (NEP) in 1970. This plan focused on Bumiputera ownership and 
partnership, improvement of Bumiputera participation in high income 
occupation and subsequently, reducing the income gaps. Fundamentally, NEP 
became the driving force towards the formation of the Bumiputera entrepreneur 
community. 
 
The NEP was eventually replaced with the New Development Policy (NDP). The 
policy further strengthened the government endeavour in promoting 
entrepreneurial development programmes. The establishment of the Bumiputera 
Commercial and Industry Community (BCIC) and National Entrepreneurs 
Corporation (NEC) facilitated the nurturing of Bumiputera entrepreneurs. Since 
then, numerous new policies and support mechanisms have been developed for 
Bumiputera entrepreneurs specifically and non-Bumiputera entrepreneurs 
generally.  
 

 
 

Figure 1.3:  Malaysian Technology Development Corporation (MTDC) was 
established in 1992 

Source: http://www.mtdc.com.my/ 
 
 

 
 

 

 
 

Malay: Agriculture Chinese: Tin Indian: Rubber 
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In 1992, the Malaysian Technology Development Corporation (MTDC) was 
established to augment the technical capabilities of entrepreneurs by offering risk 
capital for promising ventures and also technical advice (Figure 1.3). 
Subsequently, the setting up of the Ministry of Entrepreneur Cooperative 
Development (MECD) in 1995 was one of the most significant steps taken by the 
government to support entrepreneurial initiatives. The MECD was established to 
foster cooperation between Bumiputera and non-Bumiputera entrepreneurs in 
strategic business besides coordinating entrepreneurial activities in general.   
 
From 1971 to late 1990s, Malaysia has transformed from a producer of raw 
materials into an emerging multi-sector economy, with strong reliance on 
exports. However, the global economic downturn in 1997 strongly affected the 
Malaysian economy. The Growth Domestic Products (GDP) increased by only 0.3 
percent during the slump and 46,643 workers were retrenched from July 1997 to 
June 1998. Understanding the predicament of high unemployment rate at that 
time, the government arranged special assistance and support systems to 
encourage entrepreneurship as an alternative source of income among the 
retrenched workers.    
 
MTDC set up five incubators in the country with collaboration of universities to 
facilitate entrepreneurial start-ups in 1998. In addition, the Malaysian 
government through the Multimedia Development Corporation (MDC), set up 
the MSC venture capital company to provide financial assistance and advice to 
information technology start ups. As time went by, more effort was put in place 
to promote entrepreneurial activities. Since the inception of the Second Industrial 
Plan, the Third Outline Perspective Plan (OPP3), the Eighth Malaysia Plan up to 
the recent Ninth Malaysia Plan (2006-2010), various forms of support system 
were derived in order to encourage entrepreneurial activities in emerging sectors 
such as agriculture, manufacturing, information and communications 
technology.  
 
To date, there are 12 ministries and 40 government agencies that shoulder the 
responsibility of developing small and medium enterprises (Utusan Malaysia, 
2007). These agencies provide support such as financial assistance, advice and 
training programs to facilitate the development of SMEs. A total of 190 
programmes are currently in place to support these development initiatives. For 
instance, Development Financial Institutions (DFIs) were developed to provide 
financing for strategic activities as stated above. In 2005 alone, a total of RM47.5 
billion was allocated for financing purposes  a 50 percent increase since 2000.  
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The Role of Small and Medium Enterprise Bank 
SME Bank (Figure 1.4) was introduced in 2005 to ease the financial burden of 
start-ups and to assist start-ups in propelling themselves forward in the domestic 
and international market. The Malaysia Venture Capitalist Association (MVCA) 
provides financial assistance for all stages of funding. Bank Pembangunan 
Malaysia Bhd was assigned the responsibility of financing capital intensive and 
high technology industries, maritime and infrastructure. Additionally, women 
entrepreneurship has been promoted intensively, with the establishment of 
bodies such as the National Association of Women Entrepreneurs of Malaysia 
(NAWEM). Essentially, with the Ninth Malaysia Plan, the government is moving 
at full speed to promote entrepreneurship and achieve „Thrust 1: to move the 
economy up the value chain.‰ 
 

 
 

Figure 1.4: The main building of SME bank in Kuala Lumpur 
 

Entrepreneurship in Malaysia has come a long way. There are a vast number of 
industries that hold great potential as a fertile ground for new ventures. The next 
section briefly lists potential industries in Malaysia that are favourable to new 
start-ups. 
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Table 1.1 below is a summary of the arising of entrepreneurships in Malaysia. 
 

Table 1.1:  The Rise of Entrepreneurship in Malaysia 

Date Plan / Action 

Before 1957 British colonial rule of Malaya set the stage for segregated economy 

• Indians = rubber plantations. 

• Chinese = tin mines. 

• Malays = agriculture sector. 

1957 Malaysia Independent 

• Malays are granted special rights. 

May 13, 1969 Racial Riots 

1970 New Economic Plan (NEP) 

• Bumiputera ownership. 

After 1970 Replaced NEP with New Development Policy (NDP) 

• Bumiputera Commercial and Industry Community (BCIC). 

• National Entrepreneurs Corporation (NEC). 

1992 Setting up of Malaysian Technology Development Corporation 
(MTDC). 

1995 Formation of Ministry of Entrepreneur Development (MED). 

1997 - 1998 Global economic downturn: 

• GDP increased only 0.3 percent. 

• 44,643 workers were retrenched. 

1998 MTDC set up five incubators in the country with collaboration of 
universities. 
MDC set up the MSC Venture Capital Company. 

2005 SME Bank was introduced. 

2007 12 ministries and 40 government agencies responsible for 
developing small and medium enterprises 
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1.1.2 Emerging Industries  

There are many opportunities in the business arena that are waiting to be tapped 
and hold great potential. Table 1.2 shows the major industries that call out for 
new ventures based on the Ninth Malaysia Plan. 

 
Table 1.2: The Major Industries based on the Ninth Malaysia Plan 

Types of Industry Description 

Agriculture  

 
 
 

Revitalised as the third pillar of economic 
growth which leans towards modern and 
commercial scale production. Examples:  

• Aquaculture, deep sea fishing and 
seaweed.  

• Herbs. 

• Ornamental fish and floriculture. 

• Halal products. 
 
Modernised technology in oil palm and 
rubber. 

Manufacturing  

 
 

Application of high technology and 
production of high value added products. 
Examples: 

• Electrical and Electronics. 

• Petrochemical, maritime, aerospace, 
heavy machinery, etc. 

• Modernised home-based industry such 
as batik, handicraft and so forth. 

 

Information and Communications 
Technology 

 
 

Use of information and communication 
technologies to enhance business process 
as well as venturing into new ICT  related 
investment activities. Examples:  

• Information technology. 

• E-commerce. 

• Telecommunication. 

• Networking. 
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  Table 1.2 (Continued) 

Services 
 

 
 

Examples: 

• Aviation maintenance, repair and 
overhaul. 

• Shared services and outsourcing. 

• Transport and logistics. 

• Business and professional services. 
 

 

 

 THE GLOBAL SCENE 

Entrepreneurship is growing rapidly not only in Malaysia. The emergence of 
entrepreneurship is also making its way in the global context. Realising the 
potential benefits of entrepreneurship, countries around the globe are embracing 
it and initiating programmes that could fuel the growth of entrepreneurial 
ventures. Listed below are few examples that show the acceptance of 
entrepreneurship around the world: 
(a) The emergence in China is one good example where many small and 

medium entrepreneurial start-ups have grown at a significant rate through 
foreign direct investments. SMEs in China are said to be responsible for 
approximately 60 percent of ChinaÊs industrial output and employ 75 
percent of the workforce in China.  

(b) Nigeria is one of the country in Africa that initiate non-profit organisations 
such as the Fate Foundation. The existence of third foundation is to 
promote entrepreneurial activities to overcome poverty and unemployment 
in the country. 

(c) While „middle-income‰ nations such as Peru (40.2%) tend to start more 
entrepreneurial ventures compared to „high-income‰ countries like 
Belgium (2.7%).  

1.2 

1. Give examples of entrepreneurship activities. Review the 
evolution of entrepreneurship in Malaysia and discuss. 

2. What are the potential industries for new ventures? 

SELF-CHECK 1.1 
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(d) In the report of the International Entrepreneurship (www.international 
entrepreneurship.com) it is indicated that that since the liberalisation of the 
economy in 1990, entrepreneurship in India has grown by leaps and 
bounds through institutional supports, better infrastructure, and training 
provided by the government. The government effort to promote 
entrepreneurship primarily in rural areas propelled India to the second 
spot in the Total Entrepreneurship Activity (TEA) as per Global 
Entrepreneurship Monitor (GEM) Report 2002. 

(e) In a similar report in Indonesia, its 42.4 million SMEs contributed 56.7% of 
GDP, which accounts for 19.4% of total exports and provide employment 
for 79 million people. 

 
In summary, the prevalence of entrepreneurial activities inclusive of early-stage 
entrepreneurial activities and established business ownership in countries 
around the globe is shown in Figure 1.5 and Figure 1.6.  

 
Figure 1.5: Early stage entrepreneurial activity by country, 2006 

Source: http://www3.babson.edu/ESHIP/upload/GEM_2006_Global_Report.pdf  
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Figure 1.6: Established business ownership by country, 2006 

Source: http://www3.babson.edu/ESHIP/ 
upload/GEM_2006_Global_Report.pdf  

 
Globalisation is such a powerful phenomenon, with its impact felt by 
entrepreneurial firms in industrialised and developing countries alike. It has 
paved the way for international expansion and further encouraged the number of 
new start-ups. New start-ups have the opportunity to explore new markets, 
access critical resources or even establish partnerships with firms in other 
countries. Although globalisation seems to bring about great expansion and 
opportunities, it is important for the new ventures to grasp the fact that it also 
exposes the business to increased competition. A sound understanding of the 
global market lays the foundation for improved performance in the international 
arena. 
 

 
 
 

SELF-CHECK 1.2 

Name various entrepreneurship initiatives introduced by different 
countries? 
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 WHY DO WE NEED ENTREPRENEURSHIP? 

 
Now that we are aware of how entrepreneurship has evolved in Malaysia, as 
well as how it rapidly grew globally, we might wonder why entrepreneurship is 
needed and is important. Figure 1.7 summarises the three main reasons why 
entrepreneurship is vital. 
 

 
Figure 1.7: Why do we need entrepreneurship? 

 
 
 
 

1.3 

ACTIVITY 1.1 

1. Identify and explain the historical development that leads to the 
rise of entrepreneurship in Malaysia. 

 
2. Discuss in group, why globalisation is such a powerful 

phenomenon which impact is felt by entrepreneurial firms in 
industrialised and developing countries such as Malaysia. 
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1.3.1 Source of Economic Vitality  

Entrepreneurship is often said to be the catalyst for an improved economic 
performance and poverty reduction. It could rejuvenate the market through the 
creation of new businesses which pilots job creation and promotes dramatic 
innovations. Fundamentally, entrepreneurship positively affects the strength and 
stability of a countryÊs economy through:  
 
(a)  Innovation 

Entrepreneurs are known for their nature of challenging status quo and 
seize opportunities that could have been overlooked by others. Their 
distinctive ideas propel new start-ups to move forward and inject the 
industry with creative and innovative ways of doing business. It can be in 
the form of new products or services, improved business processes or 
discovering new markets for existing products. The formation of new or 
improved businesses increases the competitiveness of the nationÊs 
industries in the global world and adds a boost to the nationÊs economy. 
The report by New Straits Time December 24, 2008 indicated that, small 
and medium enterprises (SMEs) contributed 32 percent of the Gross 
Domestic Product (GDP). 

 
(b)  Job creation 

The Malaysia economic recession in 1997 that led to a massive companies 
downsizing exercise was lesson that needs to be kept in mind. The 
unemployment rate skyrocketed and retrenched individuals were left high 
and dry. During that period of slump, entrepreneurship managed to 
salvage the life of some of these individuals by providing an alternative 
source of income.  

 
At present, entrepreneurship is still needed to create new jobs in the 
economy as large firms are no longer generating jobs as they once used to.  
Large organisations are downsizing to cut cost and to remain competitive. 
Furthermore, jobs are being eliminated through the employment of 
technology instead of workers.  Entrepreneurship is needed to create new 
businesses that generate new jobs in the economy.  For example, in the 
report by Utusan Malaysia (2007) and SME Annual Report (2005), SMEs in 
Malaysia generated employment opportunities for 5.6 million individuals 
and is the major employer in the labour market.  

 
(c) Globalisation  

Globalisation has created an avenue for revenue generation in an economy 
through export. Globalisation has also created more opportunities not only 
to larger firms but also spill over effects to the downstream industries. This 
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spill over effects have had relatively positive impacts to smaller 
entrepreneurial firms within the supply chain. In fact, theses smaller firms 
has been successfully supporting the supply chain business of the larger 
multinational corporations in Malaysia through the concept of vendors. 

1.3.2 Improved Quality of Life 

Entrepreneurs are closely associated with innovation. Their innovative nature 
has brought about the birth of new and improved products and services that 
make life easier, improve productivity, and entertaining  in other words, 
improve the quality of life. For instance, Air AsiaÊs strategy as a low-fare, no-frills 
airline in Asia with frequent flights in routes not covered by mainline operators 
has given many people the opportunity to fly. 

1.3.3 Impact on Larger Firms 

Attempts to remain lean and competitive has not only caused large organisations 
to downsize but to also outsource. Outsourcing involves using outside suppliers 
or vendors to perform task that are otherwise performed internally. For example, 
large firms may outsource the production of components  which will later be 
assembled into products the large firms manufacture, to smaller entrepreneurial 
firms. Essentially, entrepreneurial firms are needed to perform these task and 
contribute to the effectiveness of larger firms.   
 

 
 
 
 
 
 

SELF-CHECK 1.3 

1. Why is entrepreneurship deemed important to our economy? 

2. Think of other examples that show how entrepreneurship 
improves the quality of life. 

3. Entrepreneurial firms have a positive impact on larger firms. Do 
you agree? Explain. 
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 WHAT IS IN IT FOR ME? 

It is undeniable that entrepreneurship plays a crucial role in the development of a 
nation and betterment of the society. However, the question to ponder is „What 
is in it for me?‰ 
 
One thing you need to bear in mind is that large organisations are no longer 
providing the job security they used to. Therefore, you need to prepare yourself 
to venture out into the labour force on your own and establish your future. 
Learning the nuances of entrepreneurship and mastering those skills will 
definitely come in handy when you intend to start your own venture. 
 
Entrepreneurial ventures also allow you ample room to pursue your own ideas. 
Independent in executing your creative ideas and reaping the benefit from it is 
possible in your own entrepreneurial start-up. In a nutshell, you are your own 
boss! 
 

 
 

 

• Entrepreneurship in Malaysia has grown and will continue growing with the  
financial and advisory support provided by the Government. 

• Entrepreneurship was given a head start in Malaysia with the inception of the 
New Economic Plan (NEP).  

• Agriculture, manufacturing, services and information and communication 
technology are the emerging industries that hold great potential for new 
start-ups in Malaysia. 

• Entrepreneurship is the driving force for economic performance through 
innovation, job and wealth creation, and increased income through export 
activities. 

1.4 

Visit SME Info at http://www.smeinfo.com.my/. Review the 
programmes, assistance and support systems available for SMEs in 
Malaysia. Discuss if these initiatives are sufficient for the development 
of SMEs. Provide your suggestions on how can we improve the 
support systems for SMEs in Malaysia?  

ACTIVITY 1.2 
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• Entrepreneurship is innovation in the marketplace that promotes the 
establishment of high-growth firms.  

• An entrepreneurÊs creative endeavour creates new and improved products 
that brings about business growth, improvement in productivity, job creation, 
enhanced economy and better quality of life. 

• Entrepreneurial firm provide support services to large organisations that seek 
to outsource their production or other internal tasks such as research and 
development.  

 

 
 
 

 
Economic vitality Large firms 

Entrepreneurship Globalisation  

Innovation Outsource 

Job creation  Quality of life 
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 Getting Started in 
Entrepreneurship 

LEARNING OUTCOMES 

By the end of this topic, you should be able to: 

1. Explain the meaning and concepts of entrepreneurship and 
entrepreneurs; 

2. Describe the historical perspectives of entrepreneurship; 

3. Identify the rewards and challenges of being an entrepreneur and 
the main reasons why people become entrepreneurs; 

4. Discuss the ten common myths about entrepreneurship;  

5. Differentiate entrepreneurs and traditional managers; and 

6. Identify the latest entrepreneurs trend. 



 TOPIC 2    GETTING STARTED IN ENTREPRENEURSHIP  17 

Donald Trump can be considered as one of the most successful entrepreneur in 
the world. Reflect on his words in the paragraph above, how far do you agree 
with him? 
 
An individual entrepreneur plays a central role in a new venture formation. This 
topic focuses on defining the notion of entrepreneurship and explains why 
people become entrepreneurs. Later in the topic, we will look at a successful 
entrepreneurÊs characteristics, myths of entrepreneurship and also the risks 
involved in becoming an entrepreneur.  

 WHO IS AN ENTREPRENEUR?  

 
Let us firstly define by what is meant by „entrepreneur.‰ 
 

 
 
Definitions of the term entrepreneur abound: 
 
• Allen K., (2001) coins the word entrepreneur as someone who creates new 

opportunity in the world of business and assembles the resources necessary 
to successfully exploit that opportunity  money, people and organisation. 
This is very much reflecting that entrepreneurial activities lies on the basis of 
creation and discovery of opportunities. The role of exploring these 
opportunities relies on the agency called „entrepreneur.‰ 

 
• In a similar context, Kuratko and Hodgetts, (2003) defines and relates 

entrepreneurship to the functional role of entrepreneurs and include 
coordination, innovation, uncertainty bearing, capital supply, decision 
making, ownership and resource allocation. 

 
Prior to these definitions, the founding father of innovation, Joseph Schumpeter 
(1934) has indicated entirely different paradigms on defining entrepreneurs. He 
argued that entrepreneur causes rather than facilitates economic development.  
 
He justified that the true entrepreneur is no longer portrayed as the purveyor of 
market forces or the adjustment process given a new set of demand or supply 
conditions. Schumpeter (1934) clearly emphasises that the true entrepreneur 

2.1 

The word „entrepreneur‰ was derived from the French „entre‰ (to 
enter) and „prendre‰ (to take), and in a general sense applies to any 
person who intends to start a new business venture or embarks on 
setting up a new business opportunity. 
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bears no financial risk. The act of entrepreneurship according to him is distinct 
from investment and the ownership of capital. He also believes that entrepreneur 
is an innovator. 
     
However, the issues of entrepreneur as risk-bearer together with leadership and 
alertness were later researched by Israel Kirzner (1973) who later emphasised 
that it is the alertness and superior perception of entrepreneurs which cause 
factors of production to be reallocated towards an equilibrium condition.  
 
Kirzner (1973) also argues that the ownership of capital is not necessary to 
provoke its movement or change of application. He later introduces the notion of 
the pure entrepreneur by saying that pure entrepreneur is „a decision-maker 
whose entire role arises out of his alertness to hitherto unnoticed opportunities‰ 
(Kirzner 1979:38-9).  
 
Later, Binks and Vale (1990) reconciled the views on which considers that the 
entrepreneur must be a capitalist by definition and suggested that they may be 
able to influence the allocation of capital without owing it themselves. 
 
Although there are wide varieties of definitions on entrepreneur that could be 
cited, at closer looks, there are some common themes in the definitions . Among 
them are risk-takers, risk-bearer, opportunity creator, opportunity discoverer, 
innovator and capital supply.  

 WHY BECOME AN ENTREPRENEUR? 

People become an entrepreneur for many reasons. Some are attracted to the 
perceived independence and freedom to make their own decisions, and exert 
greater control over their own business venture. Some believe that building their 
own business organisation can provide them with opportunities for sustained 
growth, success and mobility. Others believed that having their own business 
could provide them with the flexibility they seek in their lives. Thus, 
entrepreneurship activities are full of rewards and challenges. Figure 2.1 shows 
the rewards and challenges of being an entrepreneur. 
 

2.2 
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Figure 2.1: Rewards and challenges of being an entrepreneur 

 

 

 NATURE AND DEVELOPMENT OF 
ENTREPRENEURSHIP 

The existence of many different and useful approaches to describe and to analyse 
entrepreneurship is an interesting point to discuss. These approaches tended to 
fall within three main streams of research, which include a focus on the results of 
entrepreneurship, the causes of entrepreneurship and entrepreneurial 
management (Stevenson and Jarillo, 1991). 
 
The various stream of research in entrepreneurship includes the effort to examine 
the impacts and results of entrepreneurship. This further explained 
entrepreneurship as a key process through which the economy as a whole is 
advanced. This was pioneered by Schumpeter (1934). The second stream was 
focusing on entrepreneurs. The stream investigates entrepreneurship from the 
sociological and psychological perspectives. Among the famous authors of this 
stream are (Collins & Moore, 1964 and McClelland, 1961) 

2.3 

SELF-CHECK 2.1 

List the rewards and challenges of being an entrepreneur. 
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The third stream examines the entrepreneurial management process. The themes 
include issues on how to foster innovations within established corporations (i.e. 
Burgelman, 1983, 1984), starts-ups and venture capital (i.e. Timmons and 
Bygrave, 1986), organisational life cycles (i.e. Quinn and Cameron, 1983), and 
predictors of entrepreneurial success (i.e. Cooper and Bruno, 1975; Dollinger, 
1984). 
 
However, the development of entrepreneurship research has gone to a more 
interesting stage when Shane (2003) categorised the division of the field of 
entrepreneurship into two camps: those who want the field of entrepreneurship 
to focus exclusively on individuals and those who want the field of 
entrepreneurship to focus exclusively on external forces. He argued that a large 
number of entrepreneurship researchers have sought to explain the 
entrepreneurial phenomenon by identifying those members of society who could 
be considered „entrepreneurial individuals.‰  
 
In extension to the earlier studies, Hisrich et. al., (2008) explained that the 
development of the theory of entrepreneurship can be divided into five stages, as 
illustrated in Figure 2.2. 
 

 
Figure 2.2:  Five stages of entrepreneurship development 
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 CHARACTERISTICS OF SUCCESSFUL 
ENTREPRENEURS 

Although many studies have associated certain behaviours to entrepreneurs, 
several are common to those who are successful. Those in new ventures and 
those who are already part of an entrepreneurial firm share these qualities. 
Schaper and Volery (2004), listed the most common characteristics of successful 
entrepreneurs as shown in Table 2.1. 
 

Table 2.1: Common Characteristics of Successful Entrepreneurs 
 

• Self-confidence • Tolerance of ambiguity 
• Risk-taking • Responsiveness to suggestions 
• Flexibility  • Dynamic leadership qualities 
• Independence of mind • Initiative 
• Energy and diligence • Resourcefulness 
• Hard-word ethic • Good communication skills 
• Creativity • Perseverance 
• The need for achievement • Profit-orientation 
• Internal locus of control 

 

 • Perception with foresight 

 ENTREPRENEURSHIP AS CAREER:THE 
RISK 

Entrepreneurship is the dynamic process of creating incremental wealth. The 
wealth is created by individuals who assume the major risks in terms of equity, 
time and/ or career commitment, or provide value for some product or service. 
Schaper and Volery (2004), argued that generally, there are four types of risk to 
be considered before embracing a career in entrepreneurship as illustrated in 
Figure 2.3. 

 
Figure 2.3:  Four types of risks in entrepreneurship career 

2.5 

2.4 
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(a) Financial Risks 
Financial risk is the chance that an investmentÊs actual return will be 
different than expected. This includes the possibility of losing some or the 
entire original amounts of investment. Given that entrepreneurs usually 
invest large amount of money to launch a new business, they may have to 
face a high risk losing all or part of the money invested in their new venture 
if the entrepreneur goes bankrupt, for example. 

 
(b) Career Risks  

Every career decision involves some measure of risk taking. One of the 
major concerns for entrepreneurs is whether they will be able to find a job 
or go back to their old job if their venture fails.  

 
(c) Social Risks  

Setting up a new business venture is not an easy task. It involves time, 
effort and energy. As a result, family and social commitments may suffer. 

 
(d) Health Risks 

There is evidence that entrepreneurs experience higher job stress due to the 
demands and challenges of starting and running a business. 

 
The various risks stipulated here may also relates to the myths that people 
perceived about being an entrepreneurs. 

 COMMON MYTHS ABOUT 
ENTREPRENEURS 

There are many misconceptions about who entrepreneurs are and what motivates 
them to launch a business. According to Kuratko and Hodgetts, (2003), there are ten 
most common myths about entrepreneurs, as illustrated in Figure 2.4. 
 

 
 
 
 
 
 
 
 
 
 
 

2.6 
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Figure 2.4: Ten most common myths about entrepreneurs  

Source: Kuratko and Hodgetts, 2003 

 ENTREPRENEURS TRADITIONAL 
MANAGERS 

Many researchers argued that entrepreneurs are often different in mindset from 
traditional managers, who are generally charged with using the existing resources to 
make existing businesses run well. The roles of entrepreneurs and traditional 
managers are not necessarily incompatible, but entrepreneurs are seldom patience 
enough to be good managers. Entrepreneurs and traditional managers both carries 
different criteriaÊs with them. This is explained in Table 2.2.  
 

 
 
 
 
 
 
 

2.7 
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Table 2.2: Comparison between Entrepreneurs and Traditional Managers 
 

Criteria Entrepreneurs Traditional Managers 

Primary Motives Independence, opportunity to 
create and money. 

Promotion and other 
traditional corporate rewards 
i.e. office, staff, reputation, 
power. 

Time Orientation Survival and achieving 5-10 
years growth of business. 

Short-term  meeting quotas 
and budgets, weekly, monthly, 
quarterly, and the annual 
planning horizon. 

Activity Direct involvement. Delegates and supervises 
more, than direct involvement. 

Risk  Moderate risk takers. Careful. 

Status Not concerned about status 
symbols. 

Concerned about status 
symbols. 

Failures and 
Mistakes 

Deals with mistakes and 
failures. 

Tries to avoid mistakes and 
surprises. 

Decisions Follow dream with decisions. Usually agree with those in 
upper management positions. 

Who Serves Self and customers. Others. 

Family History Entrepreneurial small business, 
profesional. 

Family members worked for 
large organisations. 

Relationship with 
Others 

Transaction and deal making as 
basic relationship. 

Hierarchy as basic relationship. 

 

 
 
 
 
 

SELF-CHECK 2.2 

1. What characteristics do entrepreneurs often share?
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 LATEST ENTREPRENEUR’S TRENDS 

 
Upon concluding this topic, it might be useful for students to look at what are the 
latest entrepreneurÊs trends. 
 
(a) Technological Advancement 
 The introduction of various technological advancements in entrepreneurial 

settings has created changes in the way people operate their businesses. 
Entrepreneurs today have embarked in e-commerce and mobile commerce 
activities to remain competitive in the global free market economy.  

 
(b) Going Global 

To remain competitive in business, many believes, it is no longer sufficient 
for them to solely rely on the local market. The need to explore the 
international or export markets remains vital to the sustainable growths of 
any ventures. 

 
(c) Quality Products and Value Added Services 
 Entrepreneurs without doubt need to adhere to the set of widely accepted 

quality standards. These may include the production processes and 
customer service deliveries. The trends of Just in Time (JIT) and Total 
Quality Management (TQM) standards are a must nowadays. Besides that, 
entrepreneurs are currently facing greater challenges and are required to 
introduce more innovative and value added services to more demanding 
customers. 

 

 
 

 

2.8 

Research on the Internet about the success stories of one of your 
favourite entreprenuers. List out his/her entrepreunerial 
characteristics and share your findings with your other coursemates 
by posting them in the MyLMS forum. 

SELF-CHECK 2.3 

1. What are the growth issues entrepreneurs face nowadays? 

2. Discuss the impact of Internet and e-commerce on the market 
place and small business. 

ACTIVITY 2.1 
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• The definition of an entrepreneur has evolved over time as the surrounding 

economic structure has become more dynamic and complex. 

• Entrepreneurship as debated by many scholars  is the process where an 
individual or group of individuals uses organised and systematic efforts to 
pursue opportunities to create value and growth by fulfilling wants and 
needs through innovation and uniqueness, irrespective of what resources the 
entrepreneur currently has. 

• The rewards of being an entrepreneur include having a high degree of 
independence, use of variety of skills and talents, financial rewards and so 
on. 

• The challenges of being an entrepreneur include having to give full 
commitment by working long hours, being a risk taker, having little financial 
security and facing lots of stress. 

• TodayÊs world is different from what it used to be. Entrepreneurs today need 
to update themselves with the changing of economic situation, have much 
more intensive knowledge and be more alert in the dynamic market. 

 
 

 

Career risks 

Entrepreneur 

Entreprenuership 

Financial risks 

Health risks 

Risk takers 

Safety net  

Social risks 

Traditional managers 

 
 

 



  

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

Planning is essential to the success of an undertaking, and it is part of the 
formulation of goals and directions of the business. A comprehensive business 
plan should be the result of meetings and reflection in the direction of new 
venture. It is also the major tool in determining the essential operation of a 
venture. 
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Developing a 
Business Plan 
and Its 
Importance 

LEARNING OUTCOMES 

By the end of this topic, you should be able to:

1. Explain the benefits of planning a business; 

2. Identify the person who needs a business plan; 

3. Analyse the elements to be included in business plan;  

4. Explain the importance of business plan; and 

5. Identify the guidelines for business plan presentation.  
 



  TOPIC 3   DEVELOPING A BUSINESS PLAN AND ITS IMPORTANCE  28 

 BENEFITS OF PLANNING 

Maloney and Boulay (1998) indicated that there are various reasons why people 
develop a plan. They suggested that some of the ten reasons or benefits are as 
follows: 

(a) Creates a common focus and a sense of motivation and ownership. 

(b) Establishes a common language and commitment. 

(c) Clearly establishes operating challenges and obstacles. 

(d) Defines specific operating and staff development initiatives essential for 
growth. 

(e) Focuses everyone on the importance of serving both the internal and 
external customer. 

(f) Establishes financial operating goals. 

(g) Defines operating priorities. 

(h) Benchmarks your marketing and sales strategies against your competition. 

(i) Provides for the bases of a stronger relationship with your lenders. 

(j) It creates a definition for success and longevity. 
 

  WHO NEEDS A BUSINESS PLAN? 

 
Previously, we have looked at a few benefits of planning. Now, you might be 
wondering who actually need to prepare or look at business plans. In this 
section, we will briefly give you the answer you are looking for. LetÊs take a look 
at a few people who will need a business plan, as shown in Table 3.1 below. 

 

 

 

 

 

 

 

3.2 

3.1 
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Table 3.1: People Who Need a Business Plan 

You need a business 
plan if you are ⁄ 

Explanation 

Running a business A business plan is like a map and a compass for a 
business. Without it, you are travelling blind. With a 
plan you set objectives, establish priorities, and provide 
for cash flow. 

Applying for a business 
loan 
 

Most banks require it, and even those that do not 
strictly require it expect to see it. They expect it to be a 
summary of the business, with some predictable key 
points. 

Looking for business 
investment 

The plan will not get you the investment, but not 
having a plan will mean you will not get investment. 
Investors require a business plan. They invest in the 
people, the idea, the track records, the market, the 
technology and other factors, but they look to the 
business plan to define and explain about the business. 

Working with business 
partners 

The business plan defines agreements between partners 
about what is going to happen. 

Communicating with a 
management team 
 

The day-to-day business routine is distracting with 
problems cropping up now and then, opportunities 
suddenly appearing and the commitments should be 
followed and tracked. How do you know your business 
position without establishing your starting point and 
the direction that you intend to go? How can people 
commit to a plan that they cannot see? 

Sell a business, or to set 
a value on a business 

This is important for tax or other purposes such as 
estate planning, or divorce. 

Anybody beginning or extending a venture which will consume significant 
resources in money, energy or time, and expecting a profit in return, should take 
the time to draft some kind of plans. 

• Start-ups. The classic business plan writer is an entrepreneur seeking funds to 
help start a new venture. Many great companies had their start on paper, in 
the form of a plan that was used to convince investors to put up the capital 
necessary to get them under way.  
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• Established firms seeking help. Not all business plans are written by starry-
eyed entrepreneurs. Many are written by and for companies that are long 
past the start-up stage.  
 

 

 WHAT IS A BUSINESS PLAN? 

Let us firstly look at a general definition of a business plan. 
 

 
This means it is all about your future business. Another definition; it is about a 
written plan outline stating your vision, objective and how the business is going 
to be managed to achieve it.  

A good business plan follows the generally accepted guidelines for both format 
and content. There are three primary parts of a business plan, as illustrated by 
Figure 3.1. 

 

Figure 3.1: Three primary parts of a business plan 

 

3.3 

A business plan is a written document that details out the 
proposed venture.  It must describe current status, expected 
needs, and projected result of new business. 

1. Identify the need to start a business plan.

2. Determine the importance of planning process.  

SELF-CHECK 3.1 
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The explanations of Figure 3.1 are as follows: 

(a) The first part of a business plan is the concept of business. In this section 
you will be required to explain the industry, your business structure, your 
products or services, and how you plan to make your business a success. 

 
(b) The second is the marketplace segment. This section enables you to describe 

and analyse potential customers and may include who and where they are, 
what will drive them buying your products or services. You may also need 
to conduct an analysis of your competitors and how these competitors will 
affect your new venture. 

 
(c) Finally, the financial components. This section contains aspects related to 

your business income and cash flow statement, balance sheet and other 
financial ratios, such as break-even analysis. This important part will 
determine whether you have the ability to pursue you goals or vice versa. 
You may ask assistance from any financial consultants or advisors to assist 
you in this section if your feel that the financial jargons will be too difficult 
for you to catch-up. 

3.3.1 Elements of Business Plan 

Figure 3.2 summarises elements that must be included within business plan. 
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Figure 3.2: Elements in a business plan 

Below are the detailed explanation of each of the element in Figure 3.2. 

(a) Executive Summary 
It is about the overall outline of your business plan. It briefs your reader on 
what you want for your business. It should be short and simple, and should 
not be longer than two to three pages.  

Key components that should be integrated into an executive summary are 
listed in Table 3.2. 
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Table 3.2: Key Components of an Executive Summary 

Key components Description 

The concept of 
business 

This section should briefly explain the business, its 
product and the market it will serve. It should elaborate 
the products or services specifications. 

Financial elements This section need to emphasise the issues related to the 
financial aspects of the business. It may include sales, 
profits, cash flows and return on investment. 

Sources of funding Entrepreneurs need to clarify how and where they will be 
sourcing for funding for their businesses. They should 
also provide details on how the capital will be used, and 
the equity, if any, that will be provided for funding.  

Structural and legal 
aspects of business 

This section need to provide relevant information about 
the structure of the company, its legal forms of 
operations, when it was formed, the principal owners 
and its key personnel. 

Business or major 
achievements 

This section should list the details of any developments 
within the company that is essential to the success of the 
business. This may include major achievements such as 
items like patents, prototypes, location of a facility, any 
crucial contracts that need to be in place for product 
development, or results from any test marketing that has 
been conducted. 

The next item that should be included within any business plan document 
is the Business Description. 

(b) Business Description Segment 
The business description usually begins with a short description of the 
industry. When describing the industry, discuss the present outlook as well 
as future possibilities. It should provide information on all various markets 
within the industry, including any new products or developments that will 
benefit or adversely affect your business. Base all of your observations on 
reliable data and be sure to footnote sources of information whichever 
applicable. This is important when you are seeking funding because the 
investor will want to know just how dependable your information is, and 
he or she will not risk money on assumptions or conjecture. 
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When describing your business, the first thing you need to concentrate on, 
is its „structure.‰ Structure means the type of operation  i.e. wholesale, 
retail, food service, manufacturing or service-oriented. Also state whether 
the business is new or already established. 

In addition to structure, legal form should also be reiterated once again. 
Detail out whether the business is a sole proprietorship, partnership or 
corporation, who its principals are, and what they will bring to the 
business. 

You should also mention who you will sell to, how the product will be 
distributed, and the business's support systems. Support may come in the 
form of advertising, promotions and customer service. 

Once you have described the business, you need to describe the products or 
services you intend to market. The product description statement should be 
complete enough to give the reader a clear idea of your intentions. You may 
want to emphasise any unique features or variations from concepts that can 
typically be found in the industry. 

Be specific in showing how you will give your business a competitive edge.  

 

(c) Marketing Segment 
In this segment, you have to convince the investors that there is an existing 
market, the sales projection is achievable and the competition can be beaten. 
A market analysis forces the entrepreneur to become familiar with all 
aspects of the market so that the target market can be defined, and the 
company can be better positioned in order to garner its share of sales. A 
market analysis also enables the entrepreneur to establish pricing, 
distribution and promotional strategies that will allow the company to 
become profitable within a competitive environment. In addition, it 
provides an indication of the growth potential within the industry, and this 

Example: 
 
Your business will be better because you will supply a full line of 
products; competitor A doesn't have a full line. You're going to provide 
service after the sale; competitor B doesn't support anything he sells. 
Your merchandise will be of higher quality. You'll give a money-back 
guarantee. Competitor C has the reputation for selling the best Chicken 
Rice in town; you're going to sell the best Fresh Chicken. 
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will allow you to develop your own estimates for the future of your 
business. 
 
This following aspect will help you in doing a marketing segment. Table 3.3 
describes the outline. 

 
Table 3.3: Outline for doing Marketing Segment 

 
Outline Details 

Market niche and 
market share 
 

• Customer purchase decision i.e. price, quality, service, 
personal contacts. 

• Sales projection  should be at least for three years 
(industry trends, socio economic trends, government 
policy and population shifts). 

Competitive 
Analysis 

• SWOT analysis. 

• Discussions  compare competing products or services on 
the basis price and other features. 

Marketing 
Strategy 

• The kind of customer groups be targeted by the initial 
selling effort. 

• The customer groups to be targeted for later selling 
efforts. 

Pricing Policy 
 

• The pricing must be right so that when entering the 
market, profit can be made and market position is 
maintained. 

• Examine the prices and compare it with the policies of 
other major competitors. 

• Consider the profit margin after looking into distribution, 
sales, warranty and services expenses. 

Advertising Plan  
 

• Manufactured product i.e. prepare of product sheets, 
promotional literature, the plans for trade show 
participation, trade magazine advertisement and direct 
mailing. 

• Product and services - introduce the product and the kind 
of sales aids to be provided to dealer. 

 
In short, in marketing segment, the approach must be in detail. You must 
include what is to be done, how it will be done and who will do it.  

 
 
 



  TOPIC 3   DEVELOPING A BUSINESS PLAN AND ITS IMPORTANCE  36 

(d) Research, Design and Development Segment 
A business plan will most likely to include this segment, especially when 
the Research and Development (R&D) process is involved as shown in 
Figure 3.3. It is totally about the cost, time and special testing. It should 
describe the status of project, lab test and scheduling delays.  

 

Figure 3.3: R&D involved in businesses 

(e) Operations Segment 
This segment describes the location of the 
new venture. The choice of the site should 
be appropriate in term of labour 
availability, wage rate proximity to 
suppliers and customers and community 
support. In addition, local taxes and zoning, 
support of banks for the new venture 
should also be sorted out.  
 
The availability of suppliers (numbers and 
proximity), transportation costs and the 
required facilities should be addressed in 
this segment. Labour supply, wage rates 
and lastly the cost data associated with the operation factors should also be 
presented.  
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(f) Management Segment 
This segment identifies the key personnel, their positions and 
responsibilities, and also career experiences that qualify them for those 
particular roles. 
 
The experience, training and talents of your management team are very 
important, particularly if you are seeking for equity financing. Generally, 
venture capital firms will conduct a complete reference check of each 
member of your management team. Therefore, this section of your business 
plan should describe the following items as illustrated in Figure 3.4. 

 

 
 
 

Figure 3.4: Elements that should be included within management segment of 
a business plan 

 
Let us look closely at each of the elements mentioned in Figure 3.4. 
 
(i) Organisation 
 This section should elaborate the structure of your management team. 

You also need to describe the primary roles of each team member. 
Adding organisational chart will be very useful to demonstrate how 
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team members' skills complement each other. Most funders and 
investors are looking for a team with a balance of management, 
financial, production and marketing skills, as well as experience with 
the product or service you intend to provide. 

 
(ii) The Key Management 
 Prepare a brief summary of each key member of the management 

team to include tasks, duties and responsibilities, skills and relevant 
experiences and significant accomplishments (include resumes in the 
appendix). Point out some of the weaknesses of the team and how 
your team will overcome this constraint(s). 

 
(iii) Rewards and Compensation  
 Indicate how each member of the management team will be rewarded 

or compensated (e.g. salary, profit sharing, incentive bonus, stock 
options etc.), and the actual investment each member has in the 
business venture. 

 
(iv) Members of Board of Directors 
 Identify your members of the board, briefly discuss how these pools 

of experts are expected to benefit your company and list their 
investment in the company, if any. 

 
(v) Professional  Support Services 
 Identify in writing the legal, accounting, banking and any other 

services that will advise your company or help filling gaps in your 
venture. 

 
(g) Financial Segment 
 This segment must demonstrate the potential viability of the 

undertaking. It must be presented by three basic financial statements 
as summarised by Table 3.4 below. 
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Table 3.4: Three Financial Statements That Must be Included in the Financial Segment 0f a 
Business Plan 

Financial Statements Description 

The Pro Forma 
Balance Sheet 

The pro forma means to project what the financial 
condition of the venture will be at a particular point in 
time. It should be prepared at start-up, semi-annually 
for the first year and at the end of each of the first three 
years. The balance sheets detail out the assets required 
to support the projected level of operations and show 
how these assets are to be financed (liabilities and 
equity). 

The Income 
Statement 

The income statement illustrates the projected operating 
results, based on the profit and loss. The sales forecast, 
which is developed in the marketing segment, is 
essential to this document. Once the sales forecast is in 
place, the production cost must be budgeted based on 
the level of activity needed to support the projected 
earning. 

The Cash-flow 
Statement 
 

The cash-flow statement is the most important 
document because it sets forth the amount and timing of 
the expected cash inflows and outflows. It identifies 
when cash is expected to be received and spent to pay 
bills and debts. It is also to identify the source of the 
money. 

 

(h) Critical Segment 
The potential risks should be identified on this segment. To determine the 
risks and problems that require discussion, you should identify the plan 
assumptions or potential problems that are most critical in terms of the 
success of your venture. Then discuss and outline possible ways for dealing 
with them or minimising their impact. 

 

(i) Harvest Strategy Segment 
It should have an insight into the future of the company by having a 
harvest strategy. It is importance to plan orderly when the venture is 
growing and developing. Issues such as management succession and 
investor strategies should be looked at thoroughly. Think about what 
would happen if the ownership of business is transferred. All of this will 
ensure the security of the investors and strengthen the company business 
process. 
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(j) Milestone Schedule Segment 
It provides investors with a timetable for the various activities to be 
accomplished. It also shows the planned activities in realistic time frames. 
Milestone scheduling is a step by step approach to illustrate 
accomplishments in a piecemeal fashion. It can be shown in quarterly, 
monthly or even weekly form.  
 

(k) Appendix/Bibliography Segment 
This can be any documentation that can support the business plan such as 
diagrams, blueprints, financial data, vitae of management team members 
and any bibliographical information. 

 
 

 PRESENTATION OF BUSINESS PLAN  

The presentation should be organised, well prepared, interesting and flexible. 
Entrepreneur should develop an outline of the significant highlights that will 
capture the audience interest.  
 
 
 
 
 
 
 
 
 
 
 
 

3.4 

SELF-CHECK 3.2 

1. Why do we need to prepare a business plan? Elaborate by giving 
at least three reasons why we need to prepare such a document.  

2. List the ten elements in a business plan. 

3. State the four elements that should be included within a 
management segment of a business plan. 
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Here are some tips on preparing oral presentation for entrepreneurs. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 THE IMPORTANCE OF A BUSINESS PLAN  

A business plan is simply a resume for your proposed business. Its primary 
importance is that your business plan becomes your calling card. Anytime you 
are going to talk with a property manager about leasing space for your business, 
or to meet with a potential lender or investor, your business plan will state who 
you are and outline what your purpose is. 

(a) Illustrating your business vision 
In most cases, a business plan is created to explain and illustrate the vision 
you have for your business, and to persuade others to help you achieve that 
vision. To accomplish this, you will need to demonstrate your plan on 
paper, proving that you have a firm visualisation of what your business is 
going to be. It needs to convince others that your business concept can be 
successful, and that you possess the expertise, either alone or collectively to 
assure that it will be both successful and profitable. 

 
(b) Lead you to focus on what you should be doing 

While it is obviously important to be able to present your business concept 
in a way that allows others to understand quickly and precisely what you 

3.5 

(a) Know the outline thoroughly. 
(b) Use key words in the outline that will 

help in recalling examples, visual aids or 
other details. 

(c) Rehearse the presentation in order to get 
the feel of its length. 

(d) Be familiar with any equipment to be 
used in the presentation - such as an 
overhead projector, a slide projector or a 
VCR. 

(e) The day before, practise the complete 
presentation using all visual aids and 
equipment. 

(f) The day of the presentation, arrive early 
in order to set up, test any equipment 
and organise notes and visual aids.  
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wish to conduct, you also need to develop a business plan for your own 
use. The process of developing your business plan will require you to focus 
exactly on what you are trying to achieve, precisely where you want to be 
going, and exactly how you plan to get there. It will force you to detail out 
the many expenses involved to open your business, the projected sales and 
monthly expenses of actual operation, and the volume of business you will 
need to generate to meet your obligations. 

 
(c) Business plan is a good source for investors to look at 

Most potential investors will want to see a business plan before they 
consider funding your business. Although many businesses are tempted to 
use their business plans solely for this purpose, a good plan should set the 
course of a business over its lifespan. 

 
(d) As a key role in business resources allocation  
 A business plan plays a key role in allocating resources throughout a 

business. It is a tool that can help you attract new funds or that you can use 
as a strategy document. A good business plan reveals how you would use a 
bank loan or investment you are asking for.  

 
(e) Gives an idea at which direction you are now  

A business plan can be used as a tool to identify where you are now and in 
which direction you wish your business to grow. A business plan will also 
ensure that you meet certain key targets and manage business priorities. 

 

 
 
 
 
 
 
 
 

ACTIVITY 3.1 

In your own words try to explain the following questions:

1. Why is a business plan so important? 

2. State what you can do when starting a business plan. 
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 TIPS FOR THE ULTIMATE BUSINESS PLAN 

 To obtain financing for your business, would you rather: 
 
  
 
 
 

or 
 
 
 
 

(1) Jump out of an airplane?       (2) Write a business plan? 
 
 
More often than not, people will choose (1). As crazy as it sounds, potential 
entrepreneurs are frequently dismayed by the prospect of having to put together 
a plan and the accompanying financials. But when written well and as accurately 
as possible, business plans not only become key to obtaining financing, but also 
become the vehicle that drives the business throughout its start-up phase. A good 
plan enables the entrepreneur to target the right market, reduce risk and 
ultimately make the correct, informed decision. 
 
Do you know why business plans fail? The business plans fail because of the 
following factors: 

(a) The plan is constructed around strategies that are defined inaccurately. 

(b) The plan, while substantial, cannot be described clearly by management. 

(c) The plan lacks detailed information about job responsibilities and 
operating schedules. 

(d) The plan does not state goals and objectives lucidly and in professional 
terms. 

(e) The plan is incomplete. 
 
Table 3.6 suggests some doÊs and donÊts when writing business plans. 
 
 
 
 

3.6 
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Table 3.6: Business Plan DoÊs and DonÊts  
 

Business Plan Segment DoÊs DonÊts 

Executive Summary 
 

Get right to the point Write more than a page and a 
half. 

Management  
 

Play up your previous 
successes. 

Paper over the gaps in your 
team. 

Marketing 
 

Send a product sample, 
if you can. 
 

Under price your services 
because you failed to get good 
market data. 

Financials 
 

Run cash flow models 
at different growth 
rates. 

Inflate or understate your 
margins. 

Overall 
 

Have a friend proofread 
your plan 

Forget to use feedback 
 

Source: Prince, C. J. (2000). The ultimate business plan. Success, 44-49. 

 

 
 

 

• Planning is the essential part of business planning. 

• Three primary parts in business plan are business concept, market place and 
financial section. 

• Business description provides information on how you intend to run your 
business in the market. 

• Business plan illustrates detailed research and evidence for all aspects of 
business. 

• The element that must be included within the business plan are executive 
summary; business description segment; marketing segment; research, design 

ACTIVITY 3.2 

Think of any unique selling point of SME business. How is this 
business more competent than others? Discuss it. 
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and development segment; operations segment; management segment; 
financial segment; critical segment; harvest strategy segment; milestone 
schedule segment and appendix segment. 

• Update all the information required before starting to do a business plan. 

• Business plan is simply like a resume for you to propose your business and 
your business plan will state who you are and outline what your purpose is. 

• Presentation also plays an important role to attract potential investors for that 
business plan. 

 

 
Allocate resource 

Business concept 

Critical segment 

Executive summary 

Harvest strategy 

Investors 

Margins 

Milestone schedules    

Oral presentation 

Pro forma balance sheet 

Prospect 

Risk 

Strategies 

Venture      

 



 

 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

Essentially, entrepreneurs need ideas to start and grow their entrepreneurial 
ventures. Generating ideas is an innovative and creative process. Sometimes, the 
most difficult aspect of starting a business is coming up with a business idea. 
Even if you have a general business idea in mind, it usually needs to go through 
fine-tuning processes. Fruitful ideas often occur at points where your skill set, 
your hobbies and interests, and your social networks intersect. In other words, 
the best ideas for a new business are likely to come from activities and people 
that you already know well. 

TTooppiicc

44  
 Developing 
Ideas and 
Business 
Opportunities 

LEARNING OUTCOMES 
By the end of this topic, you should be able to: 

1. Identify the various sources to generate potential business ideas 
for new ventures; 

2. Discuss methods available for generating new ideas; 

3. Utilise the existing need to turn an idea into an opportunity; 

4. Describe the concept of idea assessment; and 

5. Prepare an opportunity analysis plan. 
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 SOURCE OF NEW IDEAS 

As Kaplan, (2003) argued that you may be surprised to hear that not all 
entrepreneurs come up with unique ideas. According to Timmons and Spinelli, 
(2007), finding a good idea is the first step in the process of converting an 
entrepreneurÊs creativity into an opportunity. Therefore, we might have these 
questions in mind: 

 

4.1.1 A Good Business Idea 

Any good business ideas could be an invention, a new product or service, or an 
original idea or solution to an everyday problems. A good business idea does not 
necessarily have to be a unique products or services. Majority of the 
entrepreneurs credited their accomplishment to the exceptional execution of 
ordinary ideas. The chances of success therefore will be far greater if you can 
market a product that is similar to existing offerings, while providing greater 
value to customers.   
 
Here are a few ways to build upon the already existing material and would still 
provide a profit-driven concept: 

(a) Develop ideas as an extension of an existing product (i.e. adding camera 
and song features to a mobile phone). 

(b) Create an improved service (fast delivery services). 

(c) Market a product at a lower price (via e-commerce e.g. amazon.com). 

4.1 
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(d) Add value to an existing product or service (i.e. reputable brand name or 
delivery service). 

(e) Altering their quality or quantity. 

(f) Introducing automation, simplification, convenience (i.e. smart product). 

(g) Personal interests or hobbies  many people find ways to turn their hobbies 
into successful businesses. 

(h) Work experiences, skills, abilities  a business, related to the work you do. 

(i) A familiar or unfamiliar product or service. 

(j) Spot the latest trends. 

(k) Changing the delivery method, packaging, unit size or shape. 

(l) Increasing mobility, access, portability or disposability. 

(m) Simplifying repair, maintenance, replacement or cleaning. 

(n) Changing their colour, material or shape. 

 
A survey of entrepreneurs found that most new start-up companies are involved 
in industries where they had significant work experience. The personal contacts 
and domain expertise developed on the job have proven to be valuable to many 
individuals who contemplated launching a business of their own. Anybody who 
intends to start a business in a new industry are therefore encouraged to firstly 
become an "apprentice" for a suitable period of time. By doing that, you could 
avoid costly mistakes and at the same time be able to assess whether you enjoy 
the work before making a serious financial commitment. 

 

 
 

 
 
 
 
 
 

List three ways to build upon the existing material that will boost 
profit and provide examples of each ideas that you suggested.  

(Hints: You may search from the internet to look up for some extra 
information) 
 

SELF-CHECK 4.1 
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 TECHNIQUES FOR GENERATING IDEAS 

In general, entrepreneurs identify more ideas than opportunities because many 
ideas are typically generated to find the best way to capitalise on an opportunity. 
Several techniques can be used to stimulate and facilitate the generation of new 
ideas for products, services and businesses. Figure 4.1 list the techniques. 
 

 
 

Figure 4.1: Techniques used to stimulate and facilitate the generation of new ideas for 
products, services and businesses 

 
(a) Brainstorming 

This is a process in which a small group of people interact with very little 
structure, with the goal of producing a large quantity of novel and 
imaginative ideas. The goal is to create an open, uninhibited atmosphere 
that allows members of the group to „freewheel‰ ideas. Normally, the 
leader of the group asks the participants to share their ideas. As group 
members interact, each idea sparks the thinking of others, and the 
spawning of ideas becomes contagious.  

 
 

4.2 
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(b) Focus Groups 
These are group of individuals who provide information using a structured 
format. Normally, a moderator will lead a group of people through an 
open, in depth discussion. The group members will form comments in 
open-end in-depth discussion for a new product area that can result in 
market penetration. This technique is an excellent source for screening 
ideas and concept.  

 
(c) Observation  

A method that can be used to describe a person or group of peopleÊs 
behaviour by probing: 
(i) What do people/organisations buy?  
(ii) What do they want and cannot buy?  
(iii) What do they buy and don't like?  
(iv) Where do they buy, when and how?  
(v) Why do they buy?  
(vi) What are they buying more of?  
(vii) What else might they need but cannot get?  

(d) Surveys  
This method is proposed by Zikmund (1994). This process involves the 
gathering of data based on communication with a representative sample of 
individuals. This research technique requires asking people who are called 
respondents for information either verbally or by using written questions. 
Questionnaires or interviews are utilised to collect data on the telephone or 
face-to-face interview.  

  
(e) Emerging Trends 

The example is based on the population within your area may be getting 
older and creating demand for new products and services.  

 
(f) Research and Development 

Research is a planned activity aimed at discovering new knowledge, with 
the hope of developing new or improved products and services. 
Researching new methods, skills and techniques enable entrepreneurs to 
enhance their performance and ability to deliver better products and 
services. 

 
(g) Tradeshows and association meetings  

This can be an excellent way to examine the products of many potential 
competitors, uncover product trends and identify potential products. 
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(h) Other Technique 
This can be achieved by reading relevant trade magazines and browsing 
through trade directories.  These may include local, national and foreign 
publications.  

 

 

 IDEA ASSESSMENT 

You may already have a good idea for your business. What is rare, on the other 
hand, is the ability to execute an idea and turn it into a profitable business. The 
ability to take action is far more important than the idea itself. Is there something 
that has been overly done? Or has it been executed poorly in the past?   
 
Once your idea has been developed, you will need to start dedicating a 
substantial time for assessment, research, development planning and 
implementation.  

4.3.1 Tasks in Developing Business Ideas 

For a start, you could pursue the following tasks:  
 
(a) Identify the value proposition of your business idea 

This is to identify and briefly describe the unique value that you may be 
able to bring to your customers that your competitors cannot. 
 

(b) Discuss products/services with prospective customers 
Would they buy from you, at what price, with what frequency etc.?  
Why would they prefer your products to the competitorsÊ? Find out what 
they really think  there is a danger that people will tell you what they 
think you would like to hear. Listen carefully to what is being said; watch 
carefully for qualifications, hesitations etc. and don't brow beat respondents 
with your ideas  you are looking for their views. 
 
 
 

4.3 

From the eight methods mentioned in this section, which one do 
you think values most for small medium enterprise? Explain why 
do you think so. 

ACTIVITY 4.1 
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(c) Assess the market using in-depth market research 

(i) How is the market segmented (by price, location, quality, channel 
etc.)? 

(ii) What segments are you targeting? 

(iii) How large are these segments (in terms of volume) and how are they 
changing? 

(iv) What are the price make up/structures?  

(v) What market share might be available to you bearing in mind your 
likely prices, location, breath of distribution, levels of promotion etc.?  

 
(d) Analyse your competitor 

(i) Who are they and how do they operate? 

(ii) Are they successful and why? 

(iii) How would they react to your arrival?  

(iv) What makes you think that you could beat the competition? 

(v) At whose expense will you gain sales?  
 

(e) Consider possible start-up strategies 

(i) Will you be able to work from home or part-time?  

(ii) Will you seek a franchise or set up an in-store concession?  

(iii) Will you start by buying in finished products for resale as a precursor 
to manufacturing?  

(iv) Will you contract out manufacturing?  

(v) Will you buy an existing business or form an alliance?  

(vi) Could you lease or hire equipment, premises etc. rather than buy? 

(vii) How will you stimulate sales? 
 
(f) Set approximate targets and prepare first-cut financial projections 

Estimate possible sales and costs to get a feel for orders of magnitude and 
key components and to establish a rough break-even point (that is when 
your sales might start covering all your costs). 
 

(g) Prepare a simple action plan 
Cover the first year of operations to highlight the critical tasks and likely 
funding needed before the business starts generating a positive cash flow. 
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This is critical especially if you have to undertake significant product or 
market development or need to give credit to customers. 
 

(h) Critically examine ideas from all angles 

(i) Can I raise enough money?  

(ii) Can I get a premises/staff etc.? 

(iii) Will the product work?  

(iv) How will I promote and sell?  

4.3.2 Capital Consideration: Financing and Revising 
Your Business Idea 

The financial elements have to be taken into consideration to help you to start up 
this new idea. 

• How much capital/investment money is needed? Where will you go for this 
kind of financial support? 

• How long will you be able to handle the initial losses using your own 
resources? 

• What other resources can contribute to extend your involvement so that you 
can turn your initial losses into profit? 

• How long it might take to develop and execute the business plan so that it 
will be profitable?  

• What kind of profit margin will the business generate? 

• How will you market the realistic but optimistic loss or profit business 
proposal to investors so that they will want to get involved with your 
business? 

 
You must remember that whether you generate an idea by yourself or in 
connection with someone in a shared context environment, the questions you 
answer should still follow the above suggestions to assist you in assessing your 
financing capabilities and requirement to support your business plan.  

4.3.3 Assessing the Information  

Once you have developed your idea, you can move on to assessing the 
information that will help you in convincing potential investors or bankers 
(Kaplan, 2003). 



  TOPIC 4    DEVELOPING IDEAS AND BUSINESS OPPORTUNITIES  

 

54 

Where to look for information? Below are some of the common sources of 
information on potential markets that can help your business development by 
Kaplan, (2003). 

 
Table 4.1:  Where to Find Information 

 

Source of Information Description 

Experts in field 
 

Contact well-known entrepreneur to get advice. 

Internet  Visit the website of companies with new products or 
technologies. 

Library  Use libraries to access references and specialised 
bibliographies. 

Questionnaires surveys Use mail, telephone, Internet, or professional interviews. 
Write and prepare questions to give you the right data. 

Existing research Use investment banking firms, advisory services, or 
consulting firms to gather data. Request them to send you 
their findings as well. 

Trade association Visit trade shows, and read trade publications. 
Market research firm Hire a firm to prepare a report on market survey for the 

proposed idea. 

Sources: Adapted from Kaplan, J. M.  (2003).  Patterns of entrepreneurship. Hoboken NJ: 
John Wiley. 

Kaplan, (2003), emphasised that , approximately two million 
businesses are started each year, and from 50,000 to 100,000 filed for 
bankruptcy within 10 years. And approximately 85% of these new 
businesses close within the first 5 years of operations.  They are not all 
bankrupts but the owners have decided to close shop for a numbers 
of reasons and among the reasons are limited resources, 
inexperienced management and lack of financial assistant. 

No matter how long you want to stick with your business, you need to formulate 
a plan and a schedule. It will be helpful to analyse the potential of your business 
idea through an opportunity analysis. 
 

 

1. Identify at least five places where you can find information that 
can help your business development. 

2. The ____________ elements have to be taken into consideration 
to help you to start up new idea. 

SELF-CHECK 4.2 
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 OPPORTUNITY ANALYSIS PLAN  

By now, you may have two or three new business ideas to consider more 
carefully. Successful entrepreneurs know that a good idea is not necessarily a 
good opportunity.  

Barringer and Ireland (2006) defines an opportunity is a favourable 
set of circumstances that creates a need for a new product, service or 
business.. They argued that an opportunity has four essential 
qualities: it is attractive, durable, timely and anchored in a product, 
service or business that creates or add value for its buyer or end user..  

In most of an entrepreneurial ventures, writing a well developed business plan is 
essential. Before writing a business plan for a new business venture, an 
assessment must be made through the opportunity analysis plan.  Why? The 
opportunity analysis will identify which business ideas have real commercial 
potential. The role of well prepared business plan is to explore this potential in a 
systematic way. This is one of the challenges that an entrepreneur will face. The 
purpose of the opportunity analysis is to make sure that the entrepreneur  is on 
the right track. 

Two basic questions need to be answered:   

 

4.4 

Browse the internet and identify various sources where you could 
find new business opportunities. 

Discuss this in MyLMS forum. 

ACTIVITY 4.2 
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4.4.1 Preparing Opportunity Analysis 

The opportunity analysis consists of five different stages. See Figure 4.2. 

 
Figure 4.2: Phases in opportunity analysis 

 
Below are the explanation for Figure 4.2. 
 
(a) Phase 1:  Seize the Opportunities 

In this phase, we need to know what are the underlying factors that creates 
opportunities. Figure 4.3, illustrates the main factors that may create 
business opportunities and Figure 4.4 shows where ideas for opportunity 
originate. 
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Figure 4.3: Factors that create opportunity 
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Figure 4.4: Where do ideas for opportunity originate? 

 
(b) Phase 2:  Investigate the Need through Market Research 

It is necessary to identify, measure and document the need for the product 
or service. This process will identify the steps and questions you will need 
to customise your personal research and derive certain assumptions on the 
possible success rate in launching this product or service into the market.   

 
(i) Preliminary questions 

• Will this product be serving customersÊ real needs?  

• Competition  What is the difference about the product or service 
that will cause the customer to choose it over the competitorsÊ 
products or services? 

• Proprietary questions  Can the product be patented or 
copyrighted?  

• Advertisement and packaging  What type of advertising and 
promotional plan will be used to market the product? 

• Costs  How much will materials and labour cost? What is the rate 
of increase in costs for future expansion? 

• Sales  What distributions and sales methods will be used? 
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(ii) Prepare data collection 
Having established the variables for data collection, your next step is 
to design the questions. Data collection can come from various 
sources such as collecting primary data through surveys and 
observations or using secondary data available from statistical 
departments, publications, newspapers etc. The data will be more 
reliable if your sample size is adequate for the investigation you are 
undertaking.  

 
(iii) Execute a study to get answer 

To support the preliminary research and to execute your findings, you 
must look into secondary data. At this step, you can use your personal 
source to create questions. Then choose a small number of relevant 
companies who specialises in this industry that will be selected as 
representation of the whole population. You can pose your questions 
to the experts of this group. Then you will need to facilitate the 
participants to answer the questions in a similar manner to establish a 
consistent trend for analytical purposes. 

 
(iv) Analyse and interpret the results 

At this stage you already have your primary data. This is the time 
where you have to do the interpretation based on your findings. 
Many entrepreneurs do their research with limited funds. You can cut 
costs with the following recommendations: 

• Use search engines, web pages, online database; 

• Use the telephone instead of mail surveys and door-to-door 
interviewing; and 

• Avoid collecting unnecessary data. 
 
(c) Phase 3:  Develop the Plan 

Once an opportunity has been identified, you should develop a business 
plan. Your business plan is an outline or blueprint of how you will create 
your business. Implementing the plan is a much more difficult task. Many 
prospective businesses experience problems or failure due to the improper 
implementation of their business plan. Implementation requires 
commitment and dedication. As unforeseen problems will emerge, your 
persistence and perseverance are critical. 
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Implementing your business plan will include: 
• Providing guidance in planning and organising the activities and goal; 

• Determining the viability of the business and application in selected 
market; 

• Raising equity and securing financing; and 

• Hiring management and staff. 
 
(d) Phase 4:  Determine the Resources Needed 

For a start-up venture that uses new technology for product or service, the 
financial and resource requirements can be quite substantial. You may not 
have the capabilities to provide for these using your own resources. 
Therefore, to ascertain what are the capabilities and resources required, 
answering the following questions can serve as a guide: 

 
(i) Do you have business and financial support? 

Can the business operate in a cost-effective manner? How about 
management capabilities and knowledge of financial gaps? 

 
(ii) Are you prepared for personal contacts and networking? 

Who will make contacts with the right companies/business partners? 
How should the network be set up? 

 
(iii) Have you considered financing requirement? 

Where will you go for the financial support? Can this business sustain 
over possibly a year or two? 

 
(iv) Do you have the right set of technical skills? 

Do you have the technical skills and experience to do this business?  
 
(e) Phase 5:  Manage the Distinguishing Features of the Business 

You have invested your time, money, experiences and energy in setting up 
the new venture. This is the final step where you need to run your business, 
applying your management structure and style in handling questions and 
solving difficult operational issues.  Now is the time to follow a path blazed 
by most successful businesses. How? 

 
(i) Keep planning 

Planning should account for and accommodate changes in designing, 
testing and marketing to prepare for business opportunity. You can 
model after the process used by most successful entrepreneurs which 
among others including the following: 
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• Test the business concept; 

• Determine the improvement needed; 

• Define problem and anticipate barriers; 

• Align strategic partners for the process;  

• Able to prepare a pricing strategy  and anticipate future changes; 
and 

• Be competitive at all times. 
 

(ii) Deliver a Total Solution 
Nowadays, all companies regardless of whether they are small or big 
and operating in the same market, try to offer the entire range of 
products or services to customers. They are trying their best to deliver 
a total solution to satisfy customer and investor needs. 
 

(iii) Cultivate Advanced Resources 
The layoffs of highly skilled workers from major corporations are 
actually creating an important opportunity for your company. These 
trained and effective personnel are potential candidates craving for an 
opportunity to apply their business skills and experience to launch a 
new business. They can provide information about the competitors, 
market and customers. 

4.4.2  Evaluating Opportunities 

You have brainstormed half a dozen ideas for a new business and narrowed it 
down to a couple that seems promising. How do you know if any of these 
opportunities is worth pursuing? 
 
A complete opportunity analysis is beyond the scope of this discussion, but you 
can start by asking yourself these questions: 

(a) What are the indicators that lead to this idea and opportunity? 

(b) What are the conditions that permit the opportunity to occur? 

(c) How will the future of this new product or service change the idea? 

(d) How great is the window of opportunity? Window of opportunity is a time 
horizon during which opportunity exists before something else happens to 
eliminate them. 

(e) For the next subtopic is a guide tabulated in a matrix format on the 
framework for evaluating an opportunity. By using the matrix guide, you 
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will be able to assess whether your opportunity is worth pursuing as a 
business activity that will earn you profitable gains. 

4.4.3 Framework for Evaluating an Opportunity 

This framework covers market analysis, financial and harvest issues, competitive 
advantage issues and finally management team and risk issues.  There are 
several criteria identified but these are not exhaustive. You may want to add or 
change the criteria basing on your tentative business venture you wish to 
undertake. However as a rule of thumb, if most of your criteria fall into the 
weaker opportunity category, it may be an indication that the opportunity may 
not be a good idea to develop into a business activity. See Table 4.2 to Table 4.5.  
 

Table 4.2: Market Analysis 
 

Criterion Stronger Opportunity Weaker Opportunity 

Need Identified Unclear 

Customers Reachable, receptive Unreachable or loyalties 
established 

Pay back to user/ 
customer 

Less than one year Three years or more 

Product life cycle Long: Recover investment Short: Recover investment 

Industry structure Competition or emerging Aggressively competitive 

Potential market size RM 100 million sales < than RM 10 million sales 

Market growth rate Growing at 30% to 50% Contracting less than10% 

Gross margins 30% to 50% Less than 20% volatile 

Market share attainable 
(within 5 years) 

20%  or more Less than 5 % 
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Table 4.3: Financial and Harvest Issues 
 

Criterion Stronger Opportunity Weaker Opportunity 

Profit after tax 10% to 15% or more, durable Less than 5%, fragile 
Time to: 
    Break even 
    Positive cash flow 

 
Under 2 years 
Under 2 years 

 
More than 3 years 
More than 3 years 

ROI potential 25% or more per year Less than 15% - 20% per 
year 

Value 
Capital requirements 

High  strategic value 
Low to moderate; fundable 

Low strategic value 
Very high; not fundable 

Exit mechanism Present or envisioned harvest 
option 

Undefined; illiquid 
investment 

 
Table 4.4: Competitive Advantage Issues 

 

Criterion Stronger Opportunity Weaker Opportunity 

Fixed and Variable Costs Lowest Highest 
Degree of control: 

Prices, channels of 
resources/distribution 

 
Moderate to strong 

 
Weak 

Barriers to entry: 
    Proprietary protection 
    Response/ lead time 

 
Yes 
6 months to one year 

 
None 
None 

Legal contractual 
advantage 

Proprietary of exclusivity None 

Sources of differentiation 
 

Numerous Few or none 

Competitors mind set 
and strategies 

Live and let live; not self 
destructive 

Defensive and strongly 
reactive 
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Table 4.5: Management Team and Risk Issues 
 

Criterion Stronger Opportunity Weaker Opportunity 

Management team Existing, strong, proven 
performance 

Weak, inexperienced, 
lacking key skills 

Contacts and networks Well-developed, high 
quality, accessible 

Crude, limited, inaccessible 

Risk Low High 
Fatal Flaws None One or more 

 
The above strategic process in evaluating a business idea or an opportunity will 
lead to one of the following conclusions: 

• It is a bad idea; 

• It is a good idea; or 

• It can be recycled into something else. 
 
As an entrepreneur, try your hand in this process when you want to evaluate the 
market potential of a new product or service idea. It evinces you how to use your 
talents, creativity, and resources to identify, research and develop a small 
business idea through a strategic thinking process. Although the outlined process 
cannot guarantee success, it is designed to assist entrepreneur a certain degree of 
discipline in learning about his business, his competitors, his customers and most 
importantly the chances of survival in a competitive and hostile business 
environment. 
 

 
 
 
 
 

1. What are the factors that need to be considered in evaluating a 
business idea? 

2. What is the difference between a business idea and an opportunity? 

3. Why is opportunity analysis important for a new venture? Discuss. 

SELF-CHECK 4.3 
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• The various techniques for generating potential business ideas for new 
ventures such as brainstorming, focus group, observation, surveys, merging 
trends, research and development, attending tradeshows and association 
meetings. 

• How to evaluate an idea and the ability to execute this idea into a successful 
business venture. There are various tasks to be undertaken in the process, 
which includes identifying the value proposition of the business idea, doing 
market survey, implementation plan and financing requirements.  

• It is important to understand the difference between a business idea and an 
opportunity. While a business idea is the initial momentum to venture into 
business activity, an opportunity is a favourable set of circumstances that 
creates a need for a new product or service that can fuel that business 
activity.  

• The discussion continued with a process model called the Opportunity 
Process Plan to assist entrepreneur in evaluating a business idea or 
opportunity using a structured and disciplined approach.   

 
 
 
 
 
 
 

 
1. Based on your personal, family or friends experiences, what do 

you think the best possible sources of business financing. Why? 
Discuss this in MyLMS forum. 

 
2. Work in group and conduct a branstorming session on a new 

business opportunity analysis plan. Conduct an opportunity 
analysis plan and present it in class. 

ACTIVITY 4.2 
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Brainstorming  

Business idea  

Focus group 

Idea assessment 

Observation 

Opportunities origination  

Opportunity analysis plan 

Strategic thinking process 

 



 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION  

Essentially, a person who intends to do business in Malaysia must first 
incorporate a company or register a business firm.  

 
 
 
 
 
 

 
 

As of 31st December 2006, a total of 756,246 corporation and 3,280,853 
businesses were registered in Malaysia by Companies Commission of 
Malaysia (SSM). 

 
               Source: Companies Commission of Malaysia 2006 Annual Report 
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Forms of 
Business 
Ownership 
and 
Franchising 

LEARNING OUTCOMES 
 
By the end of this topic, you should be able to: 

1. Discuss the key issues entrepreneurs should consider when setting up 
business ownership; 

2. Describe five different forms of business entities; 

3. Explain the advantages and disadvantages of each major forms of 
ownership; and 

4. Identify the historical development and the benefits and 
disadvantages of joining franchise business. 
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Once an entrepreneur makes a decision to launch a business, one of the first issues 
he or she faces is choosing a form of ownership. Most of them have a tough time 
figuring out the right type of business entity for their business.  
 
We must know the business approach that we need to consider once we have 
decided to start a business. Before selecting the form of ownership for a new 
business venture, it is vital that an entrepreneur review the types of legal 
ownership, and consult a lawyer or an accountant to verify which type of 
ownership will best addresses the specific needs of the entrepreneur. 

 ISSUES TO CONSIDER WHEN SETTING UP 
BUSINESS OWNERSHIP 

The key in choosing the right form of ownership is the ability to understand the 
characteristics of each form of ownership, and know how they affect an 
entrepreneurÊs business and personal circumstances. Before we examine the 
different legal forms of ownership, let us look at Figure 5.1, which illustrates some 
of the issues that an entrepreneur should consider in the evaluation process. All 
these seven issues are among the arguments put forwards by Zimmerer and 
Scarborough (2006).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

Figure 5.1: Issues in forming business ownership 
 
 

5.1 

Issues 

Management Succession Plan 

Business Goals 

Managerial Ability 

Start-up and Future Capital Requirements 

Liability Exposure 

Tax Considerations 

Cost of Formation 
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Here is the detail explanations of each of the issue listed in Figure 5.1. 
 
(a) Tax Consideration 

Because of the year-to-year fluctuation in the companyÊs income, an 
entrepreneur should calculate the firmÊs tax bill under each ownership every 
year. Changes in the tax rates may have a significant impact on the firmÊs 
bottom line.  

 
(b) Liability Exposure 

Entrepreneur must weigh the potential for legal and financial liabilities, and 
decide the extent to which they are willing to assume personal responsibility 
for their companyÊs obligations.  The individual with a low tolerance for the 
risk of loss may choose a form of ownership that provides greater protection 
of his/her personal assets. 

 
(c) Start-up and Future Capital Requirements 

The form of ownership can have impact on entrepreneurÊs ability to raise the 
start-up capital. Depending on how much capital is required, and the source 
from which it is to be obtained, some forms of ownership are better than the 
other when sourcing for the start-up capital. As a business grows, the capital 
requirement will increase, and some forms of ownership are easier to attract 
outside financing. 

   
(d) Managerial Ability 

Entrepreneurs must assess their own ability to manage their company 
successfully. If they lack skills or experience in certain areas, they may need 
to select a form of ownership that will enable them to bring individuals who 
possess those needed skills and experience into the company.    

 
(e) Business Goals 

How big and how profitable an entrepreneur plans for the business to 
become will also influence the chosen forms of ownership. 

   
(f) Management Succession Plan 

When choosing forms of ownership, businesses owners must look ahead to 
the day when they will pass their companies on to the next generation or to 
a buyer.  

 
(g) Cost of Formation 

Some forms of ownership are much more costly and complex to create. 
Entrepreneur must consider carefully the benefits and costs of the particular 
form they choose. 
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  SOLE PROPRIETORSHIP 

Sole proprietorship is a business owned by one person. It is owned by one person 
but it need not be operated by that person alone. The owner of a sole 
proprietorship is known as a sole proprietor.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

 

 
 
 

 

As a sole proprietor, you can conduct 
business under your own name or under 
a trade name. If you share ownership of 
your business with someone else, 
including your spouse, your business 
will not be a sole proprietorship.  

  
A sole proprietorship is very easy to set 
up and maintain. The person carrying 
out a business in sole proprietorship is 
required to register his/her business 
with the Registrar of Business. 

 
The best examples for this type of 
business ownership are shopkeepers, 
hair salon, plumber, art and craft shop 
etc.  

5.2 

An examples of a sole proprietor are a salesperson, a freelancer or a plumber or 
as someone who is not on an employerÊs regular payroll, you are automatically 
considered a sole proprietor. 

List and explain seven issues in forming business ownership argued 
by Zimmerer and Scarborough (2006)? 

SELF-CHECK 5.1 
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5.2.1 Advantages and Disadvantages of Sole 
Proprietorship 

There are advantages and disadvantages of running a sole proprietorship type of 
business, as tabulated by Table 5.1 below. 
 

Table 5.1: Advantages and Disadvantages of Sole Proprietorship 
 

Key Factor Advantages Disadvantages 
Freedom and 
personal 
property 

As a sole proprietor, you have  
absolute freedom in decision 
making. This is because sole 
proprietor is in total control of 
operations and he/she can 
respond quickly to change. 

There is no difference between 
your personal and your business 
property. Your liabilities are 
unlimited, which mean risks 
and failures in your business 
will involve your personal 
property. 
 

Income tax You only need to pay personal 
income tax and not business 
tax. 
 

 

You may pay higher income 
taxes because as a sole 
proprietor, you report your 
business income on your 
personal tax return.  
 

Profit versus debt All profits generated will be 
your personal property. 

You are responsible for all debts 
and any business related 
obligation. 
 

Easier reporting  No reports of accounts are 
required. It is easier compared 
to company, as there is no 
obligation to appoint a 
secretary and the need to have 
audited reports. 

 

Limited skills and abilities. As a 
sole proprietor he/she may not 
have the wide range of skills 
required in running a successful 
business. 
 

Discontinue Easy to discontinue. If the 
entrepreneur decides to 
discontinue the operation, 
he/she can terminate the 
business quickly, even though 
he/she will still be liable for all 
of the businessÊs outstanding 
debts and obligations. 
 

Lack of continuity for the 
business.  It is inherent in this 
type of ownership. If the 
proprietor dies, retires or 
become anticipated, the 
business will be automatically 
terminated. 
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Costing Low start-up costs. It is cheaper 
compared to starting up a 
company as it requires less 
legal aspects to be conformed 
to, especially when it involves 
the raising of capital for the 
business.  
 

Limited access to capital. 
Proprietors often find 
difficulties in raising additional 
money because they already put 
all that they had into the 
business.  

 
A sole proprietor can be held personally liable for the debts and risks of the 
business. This means that if your business doesnÊt pay a supplier, defaults on a 
debt, or loses on lawsuit, the creditor can legally come after your house or your 
other possessions.  
 

 
 

   THE PARTNERSHIP 

 

 

 

 

 

 

 

 
 
 

5.3 

 

 

The terms partnership is an association of 
two or more people who decide to share 
capital and work together for the purpose 
of making profit. In the partnership, the 
partners share a businessÊs assets, liabilities 
and profits according to the term of the 
established partnership agreement. 
 

What are the advantages and disadvantages of having a sole 
proprietorship business. 
 

SELF-CHECK 5.2 
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5.3.1 Who is Eligible to Register a Business as 
Partnership? 

Zimmerer and Scarborough (2006), highlighted that persons running a business in 
partnership are required to register the partnership with the Registrar of Business, 
just as a sole proprietor does. A partnership is not a legal entity such that the 
partnership has to sue or be sued in the names of the partners. The liability of 
each partner is unlimited.  
 
In Malaysia, only Malaysian citizens and permanent residents can register a 
business as partnership. A partnership must comprise of at least two members. 
The maximum number allowed is twenty. Partnerships are governed by the 
Partnership Act 1961. If the partners do not make their own agreement, or if their 
own agreement does not cover any particular matter specified in the Partnership 
Act, provisions of the Partnership Act dealing with that particular matter will 
become applicable. Examples of partnerships used in business are accounting 
firms and solicitor firm. 

5.3.2 Advantages and Disadvantages of Partnership 

There are advantages and limitations of running a partnership type of business. 
Table 5.2 differentiates both the advantages and the disadvantages.  
 

Table 5.2: Advantages and Disadvantages of Running Partnership 
 

Advantages Disadvantages 

A partnership is easy to establish. Like the 
proprietorship, the partnership is easy and 
inexpensive to form. 

There is lack of succession in a partnership. 
A partnership ends if any one of the 
partners resigns or dies. 

Partnership means business risks can be 
distributed and shared among partners. 

All partners carry the same responsibilities. 
If the risks and debts of the business caused 
by the actions of your partner, you are 
liable and responsible for that actions. 

Complementary skills - If you need to 
operate a business where different skills 
can be utilised, partnership is an excellent 
arrangement. Each partners can contribute 
to the business be it specific knowledge, 
skills or strong contacts. 

Disagreement and disputes may occur 
among partners and this may interrupt 
business plan or can cause inefficiency of 
the business operations. 
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Table 5.2 (Continued) 

Larger pool of capital - It provides a wider 
capital base compared to a sole 
proprietorship. In a partnership, partners 
pool their capital and work together in 
business. 

Capital accumulation - Although the 
partnership form of business is better than 
a sole proprietorship, when it come to 
attracting capital, it is not as effective as the 
corporate form of ownership that can raise 
capital by selling shares to outside 
investors. 

Little Governmental Regulation -  Like a 
sole proprietorship, the partnership form of 
operation is not burdened with red tape. 

Partners are bound by the Law of Agency. 
Each partner is an agent for the business 
and can legally bind the other partners to a 
business agreement. Because of this agency 
power, all partners must exercise good faith 
and reasonable care. 

Tax advantages - This form of ownership is 
not subject to business tax. Any profit or 
losses will pass through the individual 
partners as personal Income. They will pay 
their income tax on their distributive 
shares. 

There is lack of succession in a partnership. 
A partnership ends if any one of the 
partners resigns or dies. 
 

 
 

 
 

 
 
 
 
 
 
 
 

What are the application procedures for a partnership?  

1. Describe the concept of partnership. 

2. What are the advantages and disadvantages of partnership in 
business? 

 

SELF-CHECK 5.3 

ACTIVITY 5.1 
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 CORPORATION 

Corporation or company is a registered legal entity formed by several persons. All 
companies in Malaysia are regulated by the Companies Act, 1965. The formed of 
company is treated as a separate entity, independent of its members. 
 
There are two common types of limited companies - private limited companies 
and public limited companies. 

5.4.1 Private Limited Companies 

A private limited company is a company where the liability is limited to the value 
of the shares issued. Unlike a sole trader, the liability is unlimited. This means 
that any debts are debts of the company, and not of the owners.   
 

 
Figure 5.2: An example of private limited company 

 
Family owned business, small engineering and manufacturing firms and large 
companies that wish to keep the company private would be suitable for this part 
of ownerships. 

5.4.2 Public Limited Companies  

Like a private limited company, a public limited company has shares, but the key 
difference is that these shares can be bought by anyone freely on a stock 
exchange. Public limited companies have shares on the stock market and can be 
bought and sold by any member of the public. This way the company can raise 
further capital and expand their resources. Both these types of limited companies 
have limited liability, which means the owners of the business are only liable for 
the amount they invested in the business (unless the debt is so large that the 
business has to be sold to repay the debt).  
 
 
 

5.4 
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Supermarket chains, pharmaceutical, gas, oil and telecommunication companies 
etc. that foresee the needs to expand in the future, would be suitable for this type 
of ownership.  
 
Unlike sole proprietorships or partnerships, companies have continuity of 
succession, as it is unaffected by the death or incapacity of one or more of its 
members. 
 
A company must have minimum of two members, but a private limited company 
is limited to 50 members (public limited companies have no member limit). A 
minimum paid-up capital of only RM2 is needed to start a private limited 
company, while public limited companies need a paid-up capital of not less than 
RM60 mil (if it seeks to be listed on the Kuala Lumpur Stock Exchange (KLSE) 
Main Board) or not less than RM40 mil (if it seeks to be listed on the KLSE Second 
Board).  
 
A company must have a registered office in Malaysia of which all books and 
accounts that are required under the Companies Act 1965 should be kept. The 
register of members, register of directors, managers and secretaries and register of 
charge (if applicable) and register of interest holders (if applicable) have to be 
kept and changes thereto have to be filed with the Registrar of Companies. 

5.4.3 Advantages and Limitations of Running a 
Corporation 

Table 5.3 shows you the plus and minus factors of running a corporation justified 
by Zimmerer and Scarborough (2006).  
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Table 5.3: Advantages and Disadvantages of Running a Corporation 
 

Advantages Disadvantages 

Limited liability for shareholders.  Personal guarantees undermine limited 
liability advantage. 

Continuous existence. Unlike a sole 
proprietorship and partnership, the 
corporation live beyond the lives of those 
who create it. 

Legal requirements and regulatory red tape. 
Corporations are subject to more legal and 
financial requirements than other forms of 
ownership. 

Ownership is transferable. The 
shareholders can sell their shares to 
someone else. 

Double taxation  Because it is a separate 
legal entity, it must pay taxes on its net 
income to government. Beside that, before the 
shareholders receive dividends, the 
corporation must pay these taxes at the 
corporate tax rate. Then the shareholders also 
must pay taxes on dividends from the 
company at the individual tax rate. 

Separate legal entity Shareholders or directors may be held legally 
responsible in certain circumstances   

Easier to raise capital. Because of the 
protection of limited liability, 
corporation has been proven to be the 
most effective form of ownership for 
accumulating large amount of capital. 

Higher start-up costs. This is the most 
expensive form of business to organise. It is 
closely related to professional fees for legal 
and accounting services.  
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5.4.4 Characteristics of Major Forms of Ownership 

Below are the comparisons between the common types of business entity.  
 

Table 5.4: Common Business Entity Types  

Business 
Entity 

Characteristics 

Sole Proprietorship Partnership Limited Liability Company 

Formation  No filing required. No written 
partnership 
required (but 
advisable). 

Must meet formal 
requirements specified by law. 

Cost of formation Low Moderate High 

Personal liability Owners have 
unlimited liability. 

Owners have 
unlimited 
liability. 

Shareholders are typically 

not personally liable for 
corporate debts. 

Continuity of the  
business 

End on death or 
upon termination by 
proprietor. 

Dissolves upon 
death or 
retirement of 
partner (business 
may continue). 

Shareholders, directors, and 
officers. 

Tax Treatment Not a separate 
taxable entity. 
Income/loss is 
passed through to 
the owners. 

Not a separate 
taxable entity. 
Partners pay on 
their proportional 
shares at 
individual rate. 

"Double Taxation" (Earnings 
are taxed once at the corporate 
level and dividends are taxed 
again at the shareholder level). 

Number of 
Owners 

1 2 or more Any number 

Transferability of 
ownership 

Fully transferable 
through sale or 
transfer of company 
assets. 

May require 
consent of all 
partners. 

Usually requires consent of all 
members. 
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Limited Personal 
Liability 

Unlimited Unlimited Limited 

Formalities and 

Record-keeping 

 

Relatively few legal 
requirements. 

Few legal 
requirements. 

Formal meetings and 

minutes are not required; 
however annual audited 
reports are required. 

Management Sole proprietor has full 
control. Partnerships 
have a flexible 
management and 
operational structure. 

 

Typically each 
partner has an 
equal voice 
unless otherwise 
agreed. 

The corporation is managed by 
the board of directors who are 
elected by the shareholders. 

Raising capital Limited access to 
capital. 

Contributions 
from partners or 
an addition of 
more partners. 

Sell shares of stock to raise 
capital. 

Recommended 
for: 
 
 

Owners wanting 
minimal formalities, 
maximum flexibility, 
and not worried 
about personal 
liability. 
 

Owners wanting 
minimal 
formalities, 
maximum 
flexibility, and 
not worried 
about personal 
liability. 
 

Owners wanting the liability 
protection of a corporation 
with less corporate formalities, 
and the simplicity of pass-
through taxation of income. 
 

 

 
 

SELF-CHECK 5.4 

1. Identify the differences between private limited, partnership 
and public limited companies. 

2. List and explain five advantages and disadvantages of running a 
corporation. 

Table 5.4 (continued)
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 NON-PROFIT CORPORATION 

We will discuss in this section the definition of non-profit corporation. We also 
will look the advantages and disadvantages of forming non-profit organisation. 

5.5.1 What is a Non-profit Corporation? 

A non-profit corporation is an organisation formed for the purpose of serving a 
purpose of public or mutual benefit other than the pursuit or accumulation of 
profits. It is important to know what a non-profit corporation is not.  
 
 
 
 
 
 
A non-profit corporations are active in a wide range of areas, including the 
environment, humanitarian aid, animal protection, education, the arts, social 
issues, charities, early childhood education, health care, politics, religion, research, 
sports or other endeavours. 
 
Examples of non-profit organisation are like Mercy Malaysia, NGO, and Habitat 
for Humanity etc. 

5.5.2 Advantages of Forming Non-profit Organisation 

Below are the advantages of forming non-profit organisation: 
 
(a) Tax exemption 

Those organisations that qualify as public charities under Inland Revenue 
Board (IRB), are eligible for exemption from payment of corporate income 
tax. Tax exemption is not automatic for those agencies that incorporate as 
non-profit; they must apply to the IRB for tax-exemption status.  
 

5.5 

Search from the internet three existing Malaysian based companies 
(sole proprietorship, partnership and limited liabilities). Discuss 
the strengths and weaknessess of all of these three forms of 
business entities. 

A non-profit is not a way for ordinary businesses  or people  to shield 
assets or avoid paying for income tax. It is not an alternative business 
form for any regular type of business. 

ACTIVITY 5.2 
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(b) Eligibility for various grants (public and private grants) 
Non-profit organisations may request donations from the public. The 
contributions to public charities enable tax benefits to individuals. Many 
foundations and government institutions restrict their grants to public 
charities.  
 

(c) Existence on Formal structure 
A non-profit organisation exists separately from those individuals as a legal 
entity in its own right. Any personal interests of individuals associated with 
it will be above the mission of any non-profit organisation.   
 

(d) The Liability is Limited 
Under the law, creditors and courts are limited to the assets of the non-profit 
organisation. All the founders, directors, members, and employees are not 
personally liable for the non-profitÊs debts. (However there are exceptions. 
A person is not allowed to use the corporation to shield illegal or 
irresponsible acts on his/her part. Moreover, directors have a fiduciary 
responsibility; if they do not perform their jobs in the best interests and 
philosophy of the non-profit, and the non-profit organisation is affected, 
they can be held liable).  

5.5.3 Disadvantages of Forming Non-profit 
Organisation 

The following are the disadvantages of forming non-profit organisation: 
 
(a) Cost  

The time, effort and money to establish a non-profit organisation is quite 
demanding. The uses of an attorney, accountant, or other professional are 
also required to ensure smooth operation of this type of organisation. 

 
(b) Extensive Paperwork 

Because it is a legal entity by itself, a non-profit organisation will be required 
by the state or federal government agencies in which it is incorporated to 
keep detailed records. This may include certain documents i.e. articles of 
incorporation, bylaws, annual reports, financial records etc. IRB may also 
request non-profit organisation to file the form with the IRB annually.  

 
(c) The control of organization will be shared together  

The substance to allow anybody to have a major control on non-profit entity 
will be almost none. A non-profit organisation is subjected to various laws 
and regulations, including its own articles of incorporation and bylaws.  
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(d) Availably of Public Inquiry 
A non-profit is dedicated to the public interest; therefore, its finances are 
open to public review and inspection. The public may obtain copies of a 
non-profit organisationÊs state and federal filings and learn about salaries 
and other expenditures.  

 

 
 

 

 FRANCHISING 

 
When we heard the word franchising, the first thing came our mind are the fast 
food chain restaurants like A&W, McDonalds, KFC or Pizza Hut.  In this section, 
we will look at what is meant by franchising, its history as well as successful 
examples of franchising worldwide. 

5.6.1 What is franchising? 

The standard definition is: 
 
 
 
 
 
 
 
The person offering the franchise is the franchisor, while the individual who 
purchases it, is known as the franchisee. 
 
Franchising is not a „form‰ of business, but a method of system where companies  

5.6 

Search from the internet. Name one successful and one unsuccessful 
non profit organisations in Malaysia. Why do you think that these 
organisations succeed or fail? 

„An arrangement by the manufacturer or sole distributor of a trademarked 
product or service that provides exclusive rights of local distribution to 
independent retailers in return for their payment of royalties.‰ 
 

Identify three advantages and disadvantages of non-profit 
organisations 

SELF-CHECK 5.5 

ACTIVITY 5.3 
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(franchisee) are granted the right to operate a business according to a special 
contract with a parent organisation (franchisor). 

5.6.2 Why franchise? 

Franchising is the modern way to raise capital. The cost of franchising is often a 
smaller investment than the cost of establishing even one new outlet. After paying 
the cost of the franchise program, the remaining costs of expansion (as well as 
most of the risk) are assumed by franchisees. And since franchisees usually pay 
the franchisor an up-front fee and royalties, the right strategy for selling your 
franchise idea can become an immediate high-impact low-risk revenue source.  
 
Based on the source of Franchise Corporation of Malaysia, franchising can 
provide the capital for rapid growth, especially if you fit into any of these 
scenarios:  

(a) If your business doesnÊt have the capital, or the people, or even the time to 
create a company-owned growth system; 

(b) If your business has the potential to grow faster than most company-owned 
programs; 

(c) If you want to supplement an existing distribution system; or 

(d) If you need to improve systems through tighter controls or more motivated 
management. 

 
 Sources: http://www.francorp.com/howto/why.asp 

5.6.3 History of Franchising 

 

 

The historical moment of franchising in 
Malaysia according to Khera (2001) was 
established in 1851 where Singer Sewing 
Machine set up a franchise network for 
distribution of sewing machines, using 
the product franchising method. The 
network survives until today.  

 
In the global scene, franchising as a concept was introduced in the United States 
in the 1960Ês. McDonaldÊs perfected the art of franchising and showed to the 
United States and later on to the world that franchising is an ideal distribution 
channel for any service-oriented product. Business format franchising as we know 
today, emerged as a standard franchising mode after World War II.  
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After the success of McDonaldÊs during the second half of the twentieth century, a 
host of industries started to accept franchising as a method of distribution for 
their products and services. 

5.6.4 Various Successful Examples of Franchising  

Khera (2001) argued that the success stories in franchising are endless. He believes 
that McDonaldÊs, Kentucky Fried Chicken, Burger King, Coca Cola, Pizza Hut, Pepsi 
are only a few of many more examples where franchising has been proven successful. 
 

 

 
Figure 5.3: Examples of successful franchising 

 
According to the statistics by the International Franchisee Association, the 
franchise techniques that have developed in the contemporary markets have 
enabled many companies to succeed internationally through the franchise 
networks. Some of the industries where franchising has proven to be successful 
are listed in Table 5.5 below. 
 

Table 5.5: Franchise Categories and Their Examples 
 

Franchise category Examples 

Food-restaurants and fast food KFC, McDonaldÊs 

Motels and hotels Hilton, Hyatt 

Retail  computers and computers products Dell, Hewlett Packard (HP) 

Retail  clothing Burton, Laura Ashley 

Retail  shoes Clarks, Kickers Greeting Cards 

Furniture Ikea 

Greeting cards Hallmarks, Memory Lane 

Automotive repair EON service, Perodua service 

Advertising services Procter & Gamble 

Delivery/courier DHL, FedEx 
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Franchising may be a good choice because of the ability to grow a business 
quickly and the satisfaction they feel from working as mentors to other 
entrepreneurs.  

5.6.5 The Emergence of Franchising in Malaysia 

The Malaysian franchise industry is still considered relatively young compared to 
others in the developed countries. It was only in the early 1990Ês that the growth 
of Malaysia franchise industry started, when the Government began encouraging 
the industry to play an important role in fostering entrepreneurship in the 
country. Franchising in Malaysia has great potential. In fact, over the last ten 
years, the industry is able to maintain an average growth rate of around 10% per 
annum. Its annual turnover for the period 2001 to 2002 recorded a huge increase 
of 24% with a turnover of RM10.7 billion for the year 2002 compared to RM8.6 
billion in the year 2001. Despite the high turnover, the industry is still only 
accounted for 5% of the local retail sales and contributed only about 12% to the 
countryÊs gross domestic product. 
 
Franchise in Malaysia is regulated by the Franchise Act 1998 which came into 
force on 8th October 1999. Every franchise business in Malaysia is required to 
register with Registrar of Franchise (ROF) which is authorised by the Franchise 
Act 1998. Franchise in Malaysia, trusts on the Malaysian Franchise Association 
(MFA) (which created on 1994) to support the implementation of the Government 
program to promote entrepreneurship through franchising. Nowadays, it has not 
only gained popularity but has become one of the preferred ways of doing 
business as it grows stronger everyday. 

5.6.6 Advantages of Franchising 

Do you know the advantages of franchising? The answers are as follows: 

(a) Franchising enables a franchisor to acquire start-up funds much easier. A 
Franchisor supplies the expertise, experience and initial capital investment 
while the supplemental capital investment will mostly be supported by 
franchisees to expand the network.  

 
(b) Another benefit is franchisees will have marketing advantages of the 

franchisor. A strong and experienced marketing and promotional support 
from franchisor enable franchisees to build and expand their business 
rapidly.  
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(c) Other essential services and support will be provided by the franchisor to 
the franchisee such as training and research and development will enhance 
franchisees performance and customer relations. 

 
(d) Franchising also offers franchisees an exclusive right within a particular area 

and franchisee will have a direct and continuing financial interest in his 
business unlike employed managers. 

 
(e) Brand name appeal  Franchisee purchases the rights to use a nationally 

known and advertised brand name for a product or service. Customers 
recognised the identifying trademark of the products of an established 
franchise.   

5.6.7 What are the Disadvantages of Franchising? 

Franchising is certainly not for everyone. Here are some of the potential 
disadvantages: 
 
(a) Strict Adherence to Standardise Operations 

One of the most frequent issues in franchising business franchisees may find 
that they are losing the individual management freedom as they operate the 
business under the franchisor's business format, management system and a 
shared trade identity. 
 

(b) Limited Product and Service Lines 
As in most of franchising business, franchisees may be restricted to only one 
product or service that is controlled by the franchisor. This is normally 
stipulated in the franchisee and franchisor terms of agreement.  
 

(c) Financial Issues 
The weakness of this form of business is franchise fees and the concept of 
profit sharing. Franchisees will be required to pay an up-front fee and an on-
going royalty to the franchisor for the grant of the franchise, which usually 
covers the cost of franchisor's cost of training, research and development, 
pre-opening assistance and promotional activities.  
 

(d) Restriction of Purchasing  
For the interest of maintaining the standard, franchisers sometimes require 
franchisee to purchase products, supplies, or special equipment from the 
franchiser or from approved suppliers. The best example is KFC, where it 
requires that franchisee only use seasoning blended by a particular 
company. 
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• In the earlier topic, we have covered some of the key issues to be considered 

when setting up business ownership. These include tax consideration, liability 
exposure, start-up and future capital requirements, management ability, 
business goals, management plans and cost of formation. 

• There are five different forms of business ownership:  sole-proprietorship, 
partnership, corporation (public and private limited company), non-profit 
organizations and franchises. 

• Sole proprietorship is a business owned by one person. The advantage of sole 
proprietors includes having absolute freedom in making business decisions. 
While among drawbacks of sole proprietors includes must be responsible for 
all debts and any business related obligation. 

• Partnership is an association of two or more people who decide to share 
capital and work together for the purpose of making profit. In the partnership, 
the partners share a businessÊs assets, liabilities and profits according to the 
term of the established partnership agreement. 

• A private limited company is a company where the liability is limited to the 
value of the shares issued. 

• Public limited companies have shares on the stock market and can be bought 
and sold by any member of the public, this way the company can raise further 
capital and expand their resources. 

• A non-profit corporation is an organisation formed for the purpose of serving 
a purpose of public or mutual benefit other than the pursuit or accumulation 
of profits. 

• The person offering the franchise is the franchisor, while the individual who 
purchases it, is known as the franchisee. The concluding points are both the 
advantages and disadvantages of joining franchise business. 

 
 

Explain the advantages and disadvantages of joining franchise 
business? 

SELF-CHECK 5.6  
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Corporations  

Franchise 

Franchisee 

Franchisor 

Non-profit organisation 
 

Partnership  

Private limited  

Public limited  

Sole proprietorship 

 
 
 



 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

TTooppiicc    

66  
 Buying 

an Existing 
Business 

LEARNING OUTCOMES 
By the end of this topic, you should be able to: 

1. State the advantages and disadvantages of buying an existing 
business; 

2. Describe the process involved in purchasing an existing business; 

3. Identify the method of valuating a business; and 

4. Apply the techniques or  process to close business deals effectively. 
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 INTRODUCTION 

 
 

 
 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
Starting a business is not confined to the process of building the company from 
ground up. Purchasing an existing business is another option that can be 
explored by individuals who want to run their own business without enduring 
the trials and tribulations of starting a new business from scratch. The above 
article tells us how Pepsico (a giant soft drink industry in USA) which bought 
Pizza Hut in 1977. This has led to a very successful venture today  Pizza Hut: a 
pizza restaurant that not only serves pizza but also sells Pepsi drinks together 
with their food.  
 
This topic starts off with the discussion about the advantages and disadvantages 
of purchasing an existing business. Subsequently, readers are walked through the 
process of purchasing an existing business which includes identifying the right 
type of business, evaluating the business, and finally, closing the deal.  
 
 
 
 

Pepsico, based in Purchase, New York, entered the restaurant business in 1977 when it bought Pizza 
Hut, initiating a strategic plan to buy only segment leaders in the restaurant industry. The soft-drink-
and-snack-food producer and distributor bought Taco Bell in 1978 and KFC in 1986. 

"We're in contract negotiations, as is Pizza Hut," Peck said, "and I'm sure we'll talk about that some but 
it's really too early to say much about our agenda." 

"Although I don't know all the topics, I do know we'll be discussing common interests that can advance 
our businesses, and that could be a lot of things," he said. 

 

Source: Milwot, P. (1989). Franchisee leadership of Pepsico restaurants to meet for first time. NationÊs 
Restaurant News. Retrieved on July 29, 2008, from  http://findarticles.com/p /articles/mi_m3190/ 
is_n44_v23/ai_8107313 
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  BUYING AN EXISTING BUSINESS:           
THE RIGHT DECISION? 

There are ample of reasons for buying an existing business rather than starting a 
new business. Among the advantages that supports the decision to purchase 
existing businesses are illustrated by Figure 6.1 below. 
 

 
 

Figure 6.1:  Three main advantages when buying an existing business 
 
The explanation for Figure 6.1 are as follows: 
 
(a) Proven Track Record 

Existing businesses will have a proven track record. This facilitates the 
funding request as most financiers are willing to provide funding when a 
business has proven its potential.  

 
(b) Hit the Ground Running 

New start-ups need to endure the process of establishing their business  
sourcing for customers, setting up the business operations, build their 
networks with important contacts such as suppliers, hire employees, plan 
inventory and the list goes on. Entrepreneurs who purchase existing 
businesses will need to invest less time and effort in setting up the business. 
The existing business would already have established a market and 
customer for their product/service, built a reputation for their brand, 
developed a network with important stakeholders, trained their employees 
and have an operation system in place. 

   
(c) Reduced Risk 

Starting a new business always involves uncertainties. Only when the 
business is up and running can these risks be discovered and solved. 
Buying an existing business reduces entry level risks. The existing business 

6.1 
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would have identified and rectified these problems during its operational 
period. This substantially reduces the level of risk the purchaser will face. 
 

Although purchasing an existing business seems to be a convenient way of 
venturing into the business arena, the entrepreneur (purchaser) must 
acknowledge the disadvantages and limitation that comes in a package with the 
purchase deal. Among important issues that must be handled are summarised in 
Table 6.1 below. 
 

Table 6.1: Important Issues to Take Note When Purchasing an Existing Business 
 

Issues Explanation 
Handling Reason for 
Sale 

There may be various reasons for a business to be up for 
sale. Inadequate sales volume, intense competition, limited 
market size, internal conflict between management and 
employee, negative corporate image are some of the 
common reasons that drives the selling of any business. 
Therefore, entrepreneurs must be prepared to handle the 
problems or issues associated with the business purchased.  
 

Stepping into 
Previous OwnerÊs 
Shoes 

The entrepreneur (purchaser) will need to take over from 
where the owner left. He or she has to honour prior 
outstanding contracts left behind by the previous owner. 
Furthermore, as the new owner of the business, the 
entrepreneur will also need to take responsibility over 
unsolved business problems.  
 

Managing Change 
 

The entrepreneur needs to be prepared for resistance 
towards change when taking over the business. It may take 
some time before the existing employees and management 
team get used to the management style and strategic ideas 
of the new owner.  
 

Extra Investment 
 

Additional investment may be need to improve the 
performance of the business purchased. This is especially 
true if the business have been plagued with various 
problems as mentioned above. Therefore, the entrepreneur 
must be willing to fork out a bit more on top of the 
purchase price.   
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 FINDING THE RIGHT TYPE OF BUSINESS 

When an entrepreneur decides to go into business by purchasing an existing 
business, the next issue he or she needs to address is deciding on the right type of 
business to purchase. Factors that must be considered when determining the type 
of business is depicted in Figure 6.2.  

 

 
 

Figure 6.2: Factors to consider when deciding on the right type of business 
 

When there is a match between the type of business selected and these factors 
(entrepreneurÊs knowledge, skills, commitment level, passion, and motive), the 
next step is to find the suitable business to purchase. The entrepreneur can ask 
friends, associates, their attorney or even bankers if they know of any businesses 
for sale. Another option would be to visit the trade associations and the classified 
ads for clues. It is advisable to consider several options before selecting one 

6.2 

What are the advantages and disadvantages of purchasing an existing 
business?  

SELF-CHECK 6.1 
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business venture that fits your bill. The next section will address how to evaluate 
these options.  
 

 

  EVALUATING THE BUSINESS 

Owners of a business would usually set a price at which they are willing to sell 
their business. However, entrepreneurs interested in purchasing that business 
must ensure that the business is worth the price being charged.  
 
When evaluating a business to purchase, there are several things that must be 
given due consideration. Among important considerations include: 
 
(a) Reason for Sale 

Businesses that seem successful upfront may be plagued with problems 
such as legal suits, dwindling sales, increased competition and so on. Some 
owners may resort to hiding the reason for sale in their attempt to get rid of 
the problematic business in hand. Therefore, it is always important to 
scrutinise the reason why the owner is selling the business. One should be 
careful not to purchase a business with serious underlying problems that 
can be detrimental for the new owner.  

 
(b)  History of Business 

It is crucial to thoroughly review the history of the business before deciding 
to purchase it. Past events usually pave the path for the future. A business 
that has been doing well will usually continue to perform well. Similarly, 
businesses with a dark history may not hold much value as claimed by the 
owner. Some essential information needed to evaluate the business 
includes: 

(i) When was the business founded? 

(ii) How has it grown? 

(iii) What were the problems faced? 

(iv) How were these problems handled? 

(v) Has it been making profit? 

6.3 

Suggest ways to look for businesses to purchase. Where can we find 
such information?  

ACTIVITY 6.1 
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(vi) Has the profit been increasing over the years? 

(vii) Were the competitive strategies employed to get to this position 
ethical and so on.  

 
(c) Determine CompanyÊs Net Worth 

In determining the companyÊs net worth, the buyer needs to find the 
difference in the assets and liabilities of a company to arrive at its net 
worth. Lambing and Kuehl (2007) stated that assets can be valuated based 
on the book value (original cost of assets minus depreciation), replacement 
value (market price of asset if purchased), liquidation value (value if assets 
are sold), or appraised value (value determined by industry expert). It is 
important to also include the value of intangible assets such as goodwill. 
Usually, it is recommended that the purchaser buys only the assets and let 
the owner take care of the liabilities. Determining the values of the 
businessÊ assets and liabilities sets the ground for comparison with the price 
set by the owner.  

 
(d) Current Status of the Business 

Buyers should ensure that they are well informed about the current 
situation of the business. They should thoroughly investigate if the business 
is performing well financially, has met legal requirements (e.g. payment of 
income taxes, oblige contracts and agreements, comply with the 
Environment Protection Laws and OSHA guidelines), the business 
competitive situation, employee morale and other important factors.  

 
(e)  Future Earning Potential of the Business  

Although the current standing of the business seems great, it is advisable to 
always analyse the future potential of the business. Is there a market for the 
business in years to come? Is the market growing? Are the expected future 
earning worthwhile?  

 
One common method of evaluating expected future earnings is discounting 
future cash flow. This method calculates the present value of the future 
cash value by taking into consideration the time value of money.  

 
 
 
 
 
 
 

 
 

Simply put, the expected RM50,000 in the future, for example in 5 
years time is worth less than the same sum of money today. 
Therefore, although the business is expected to generate a certain 
amount of income over the years, when evaluating the business, the 
value is discounted to reflect the present value of the earnings.  
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Once these factors have been thoroughly scrutinised, the buyer can then 
determine the price of the business. There are various method of evaluation. A 
simple method to evaluate the business is depicted in Figure 6.3.  
 

 
 

Figure 6.3: Determining the value of the business 
 
With reference to Figure 6.3, there are four basic steps in estimating the market 
value of the business.  
 
(i) STEP 1:  Determining a companyÊs net worth 

The first step is to estimate the net worth of the business. Basically, this step 
deducts liabilities from tangible and intangible assets (e.g. goodwill).  

 
(ii) STEP 2:  CompanyÊs past earnings 

The next step is to determine the past earnings of the business. It is 
expected that if a business has been performing well, it will usually 
continue to perform accordingly. The business annual earning (past year) is 
multiplied by a rating of the business performance. Lambing and Kuehl 
(2007) outlined that the usual ratings range from 5 to 10. The ratings are 
estimated based on the company track record. If the business is doing well 
with established market, less intense competition, loyal customers, popular 
product and so forth, the ratings would be generally higher. 
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(iii) STEP 3:  CompanyÊs discounted future earnings 
The future earnings of the business is calculated using the discount factor. 
 

(iv) STEP 4:  Value of the business 
The value of the business is determined by summing up the above three 
values. Weights are estimated depending on the importance assigned on 
those values. For example, in an industry which undergoes dynamic 
changes, past earnings will be assigned smaller weightage as it may no 
longer be accurate in predicting the future.   

 

 

 CLOSING THE DEAL 

Once the business to be purchased has been identified and evaluated, the next 
step is to negotiate and close the deal. Figure 6.4 below provides an overview of 
this process. 
 

 
Figure 6.4: The process of closing the deal 

6.4 

SELF-CHECK 6.2 

1. When estimating the value of a business, what are the factors that 
must be given due consideration before making the decision to buy 
the business?  

2. What are the basic steps in evaluating a business? How do you 
think we can improve these steps to make better decision?  
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The negotiation process kicks off with preliminary discussions between the buyer 
and seller. It is advisable to seek the professional expertise of advocates and 
financial advisors when negotiating the deal. There is no rule of thumb to go by 
when negotiating for the price of the business. The buyer must have a fixed range 
of price that they are willing to pay to guide their negotiation process. This price 
is based on the value determined in the earlier stages. In all situations, they must 
take a firm stand and not to allow the seller to pressure them into purchasing the 
business. 
  
Once the preliminary sales price is agreed upon, the next step is to negotiate a 
letter of intent. The purpose of this letter is to ensure both parties are serious and 
committed to the preliminary deal. However, this letter of intent is usually non 
binding unless stated so.  
 
With the preliminary deal in place, the buyer would usually want to scrutinise 
the internal works of the business before finalising the deal. This process is 
known as the due diligence process. Before allowing access to such confidential 
information, a confidentiality agreement will have to been signed to prevent the 
buyer from divulging any information about the business to anyone other than 
their advisors.  
 
If the buyer is satisfied with the internal workings of the business, the formal 
agreement will be drafted with the expert guidance of advocates. A typical 
agreement should include essential information such as purchase price, date of 
settlement, complete record of all assets and liabilities to be bought, operating 
conditions of the equipments and machineries, the overall payment package 
inclusive of down payment amount and amount financed through debt, and 
conditions for final sale. The agreement should also be all-inclusive and should 
permit the buyer to withdraw from the deal in case they find at any time that the 
owner deliberately misrepresented any information regarding the business. In 
addition, a no compete clause should be included in the agreement to guarantee 
the seller will not open a competing business. When both parties are pleased with 
the agreement content, the contract is signed. Figure 6.4 summarises the process 
to close the deal.  
 

 
 

SELF-CHECK 6.3 

1. Discuss the process involved in closing a deal to purchase a 
business? 

2. In your opinion, what are the common mistakes buyers may 
make when negotiating the deal? 
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• Buying an existing business provides a fast entry into running a business. 

• Buying an existing business has advantages such as the business having a 
track record, the business is all set up and running, and the level of risk 
shouldered by the new owner is reduced. 

• The disadvantages of buying an existing business are: the new owner has to 
solve problems that led to the sale of the business, continue and take 
responsibility from where the previous owner left off, make additional 
investment to improve the business, and manage change. 

• Before buying any business, it is important for the entrepreneur to determine 
the right type of business to purchase. The business must match his/her 
skills, knowledge, motives, commitment level, and passion. 

1. Imran has asked you whether he should purchase the cyber 
cafe up for sale near his housing area. What would you advise 
him?  

2. Sakina is planning to buy over a book shop. The bookshop is 
located near two schools, one university and several private 
colleges. There is only one other bookshop located close to this 
shop. The business has accumulated assets worth RM150000. 
The bookshop is well known in the residential area where it is 
located and the owner estimated that the intangible value of 
goodwill is worth RM20,000. The liabilities of the business is set 
at RM50,000. Last year the business earned RM30000. Its 
current earnings level is at RM30,000 and it is assumed that the 
annual earnings will continue throughout. The current 
discount rate is at 15%. Calculate the value of this business.  

(Note: Justify the setting of the ratings for the business and the 
weights assigned) 

3. When negotiating and closing a business purchase deal, what 
are the issues that must be addressed by both parties to protect 
themselves?  

ACTIVITY 6.2 
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• When the entrepreneur knows what type of business to buy, the next step is 
to find the right business to purchase. 

• Entrepreneurs must evaluate several options and select the business that fits 
them. 

• Entrepreneurs interested in purchasing that business must ensure that the 
business is worth the price being charged. 

• The value of a business can be determined using different methods. A basic 
method includes four steps:  

− Determining the companyÊs net worth;  

− Calculating companyÊs past earnings;  

− Determining the companyÊs discounted future earnings; and  

− Assigning weights to these three values, multiply them with those 
weights and sum  them to obtain the market value.  

• Evaluating the companyÊs net worth requires the liabilities to be deducted 
from tangible and intangible assets (e.g. goodwill). 

• The companyÊs past earnings is obtained by multiplying the business annual 
earning (past year) by a rating of the business performance based on the 
overall business health. 

• The future earnings of the business is calculated by multiplying the current 
annual earning by the discount factor. 

• The negotiation process to close the deal involves preliminary negotiation, 
letter of intent, due diligence and finally, the signing of the formal contract.  

 

 

Asset valuation 

Business net worth 

Buying a business  

Discounted future earning 

Due diligence 

Evaluating a business  

Formal agreement 

Letter of intent  

Market value 

Past earnings 

Preliminary deal  
 

 



     

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

New ventures need financing. As new ventures are just starting off, they do not 
generate enough income to be able to pay for the up-front costs. Without 
sufficient funding, many brilliant ideas have met stumbling blocks and come to a 
sad end despite holding great potential. Therefore, this topic intends to shed 
some light on start-up costs, and alternative funding sources available to finance 
new start-ups. Finally, the topic closes with some guidelines on sourcing for 
funds. 

TTooppiicc    

77  
 Financing the 
New Venture 

LEARNING OUTCOMES 
By the end of this topic, you should be able to: 

1. Identify the nine common start-up costs that need to be considered 
when starting a new venture; 

2. Identify various sources of funding for business venture; and 

3. Apply the seven secrets of successful financing. 
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  START-UP COSTS 

 
 

Figure 7.1: Start-up costs 
 

Let us ponder Figure 7.1. Estimating your start-up costs will help you answer this 
question. Start-up costs are costs incurred in setting up a new venture. It may 
vary depending on the industry and the type of business, but listed below are 
common categories for most start-ups. Figure 7.2 illustrates the nine categories of 
start-up costs needed in new ventures. 
 

7.1 
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Figure 7.2:  Start-up costs categories 

 
These are just fundamental start-up costs that may need to be tailored to suit 
your business needs. Below are the details for Figure 7.2. 
 
(a) Security Deposits 

Lease deposits and utility deposits are common forms of security deposits. 
If you are renting a building for your new venture, you will be required to 
place a lease deposit with the landlord (usually amounting to two months 
rent). On the contrary, if you purchase the building instead, at least 10 
percent of its price is required as a down payment for the purchase. In 
addition, utility service providers (electricity, water, telephone and so forth) 
also require you to put up deposits before service is connected.  

 
(b) Machinery and Equipment 

Depending on the type of business, the list of equipment required may 
vary. Computers, cash registers, fax machines and manufacturing 
machineries are but some of the equipment a new company may need to 
invest in.  
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(c) Office Space 
Regardless of whether a property is leased or purchased, renovations may 
still be needed. You might need to build walls, add doors, build windows, 
add cubicles, do paint jobs and so forth. In addition, you need to furnish the 
office space with at least desks, chairs, cabinets, shelves and so on. 
Obviously, all these do not come free. Estimates for renovation, furnitureÊs 
and fixtures can be obtained from the respective contractors and retailers to 
help determine the associated costs.  

 
(d) Inventory 

Inventories can consist of raw materials required for production or finished 
products that you will buy and resell to customers. Having inventory in 
hand is needed to assist businesses to keep up with orders. Estimates of this 
cost can be obtained from the suppliers of these items.  

 
(e) Licenses, Fees and Permits 

Starting a new establishment involves name registration, applying for 
business licence, health permit and so forth. In Malaysia, new business 
registrations will cost RM30 if the owner uses his own name as per identity 
card or RM60 if the business uses a trade name. On the other hand, fees and 
permits varies according to the type of business. For instance, an 
application for MSC status will involve a processing fee of RM2,000.  

 
(f) Professional Fees 

When starting off a new business, most entrepreneurs would seek the 
services or advice of professionals. For example, legal help will be roped in 
for advice on legal aspects of setting up a business. Consultants are hired to 
facilitate the setting up of their business operations or to conduct market 
research to determine the viability of their business idea.  These expenses 
must also be taken into consideration. 

  
(g) Advertising Expenses 

People must be informed about a new start-up. This can be achieved 
through proper advertising programme. Realistic cost estimates must be 
made based on the advertising programme, the frequency, the screening 
timing, and the media used. 

  
(h) Working Capital 

It usually takes some time before a business venture can establish a 
reasonably good customer base. During this time, the income flow is not 
sufficient to cover the operational cost such as paying wages. Therefore, 
working capital is needed to serve as a cash reserve to pay for operational 
expenses until the income flow improves and is able to cover business 
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expenses. The working capital amount should be able to cover at least 3 to 6 
months of expenses.  

 
(i) Unanticipated Expenses 

It is not possible to predict the future accurately. Therefore, new start-ups 
need to have a cash reservoir for unanticipated expenses that may arise 
during business operations. Experts suggest that it would be good to have 
an allocation of approximately 10 to 30 percent of total cost for unplanned 
expenses.  

 

 
 

 SOURCES OF FUNDING 

Once you have estimated your expenses, the next step would be to determine 
how you are going to acquire funds for those expenses. There are many sources 
of funding available for entrepreneurial ventures. These alternatives can be 
generally grouped into two major sources of finance which are debt financing 
and equity financing. Figure 7.3 depicts a summary of these alternatives that can 
be used by entrepreneurs to finance their new ventures or even expansion of 
their existing venture(s). Each of these alternative sources will be discussed in 
detail in the subsequent sections. 

 
 
 

7.2 

ACTIVITY 7.1 

1. Using the common start-up costs categories discussed above as 
your guide, prepare a Start-up Costs Checklist for a new business 
venture you dream of setting up in the future. 

 
2. „Be your own boss.‰  Why do you think this keywords best 

describes people who ventures into entrepreneurship? What are 
the qualities an entrepreneuer should possess when dealing with 
funding at early start up of new ventures? Discuss this in the 
MyLMS forum. 
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Figure 7.3: Alternative sources of funding 

7.2.1 Debt Financing 

Debt financing is financing that must be paid back with interest. It is stated as a 
liability in a companyÊs balance sheet. Fundamentally, the basic characteristics of 
debt financing are presented in Figure 7.4. 
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Figure 7.4: Characteristics of debt financing 

 
There are numerous sources of debt financing as depicted by Figure 7.5. 
 

 

 
 

Figure 7.5: Sources of debt financing 
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Now, let us look at each of the sources in more detail. 
 
(a) Bank Loans 
 The commercial banking system is always relied upon as a source of credit 

for small businesses.  Short-term loan such as commercial loans and line of 
credit, and longer term loans such as instalment loans are but some of the 
products available for business funding. When giving out loans, banks tend 
to rely upon provisions for instance, whether there is a market for the 
business, the value of the collateral, the credit record of the applicant, the 
ability of the business to repay the loan, the knowledge and capability of 
the business owner or manager, and of course the macro factors such as the 
general economic situation of the country.  

 
 However, not all commercial banks welcome small and medium business 

entrepreneur as customers. The primary reason underlying the denial of 
assistance is the lack of collateral and pristine track record. Measures have 
been taken to develop banks specifically to nurture and support the Small 
and Medium Enterprises (SME) (Figure 7.6). The SME Bank or Bank 
Perusahaan Kecil dan Sederhana Malaysia Berhad (http://www.smebank. 
com.my/start-up.asp) is one such example. This bank is the effort of the 
Government of Malaysia to lend a helping hand for the SMEs in the 
country.  
 

 
Figure 7.6: SME Bank 

Source: http://www.niaganews.com/thumbnail.php 
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(b) Government Financing Programmes 
 The government has a variety of financing programmes for small 

businesses. The range of financial assistance rendered aims to help SMEs 
improve their workforce, develop products or technology, promote their 
product or services and restructure their debts. The financial assistance 
programs executed through various government bodies are summarised in 
Figure 7.7. For detailed information about the schemes and funds provided 
by these government agencies, visit SME info at  http://www. smeinfo 
.com.my/index.php?ch=2&pg=3&ac=62#fa. 

 

 
 

Figure 7.7: Financial Assistance provided by Malaysian Government Bodies 
Source: www.smeinfo.com.my 

 
(c) Finance Companies 
 Commercial finance companies are an alternative source of debt financing 

when loan applications of new ventures are rejected by commercial banks. 
Finance companies are primarily interested in financing high risk business 
ventures and tend to charge higher interest rates as compared to 
commercial banks.  
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(d) Other Sources of Debt Financing 
There are several other options for debt financing which are not very 
popular. However, they may also be considered in times of need. For 
example, there are asset based lenders who are willing to provide loans to 
entrepreneurs with a condition that idle assets such as inventory or 
accounts receivables to be pledged as collaterals. Trade credit is another 
option with which entrepreneurs can extend their credit in the form of 
delayed payment. Entrepreneurs can also turn to insurance companies, 
stock brokerage houses, or credit unions for loans.  

7.2.1 Equity Financing 

Equity financing is obtained through investment made by investors in exchange 
for ownership. Unlike debt financing, it does not have to be paid back with 
interest. Instead, investors receive dividends based on the companyÊs 
performance. Equity capital is also referred to as risk capital because the 
investors bear the risk of losing their investment if the business fails. Figure 7.8 
encapsulates the basic characteristics of equity financing.  

  

 
Figure 7.8: Characteristics of equity financing 
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Table 7.1 below discusses the numerous form of equity capital. 
 

Table 7.1: Numerous Forms of Equity Capital 
 

Forms Descriptions 

Personal Savings 
 

Personal savings is a common form of equity financing 
and is usually the first place entrepreneurs look for 
funding. In fact, most investors and lenders would expect 
to see entrepreneurs devote some of their own money to 
the business before investing theirs.  

Private Investors 
 

Friends and family members are often more than willing 
to come forward to provide financial assistance. 
However, it is important to take note that failed business 
ventures may strain these relationships. It is always better 
to settle the details up front, create a written contract, and 
prepare a payment schedule that should go well with 
both parties. Angels are another form of private 
investors. These wealthy individuals back up emerging 
entrepreneurial ventures with their own money and 
harbour hopes of earning high profits when the ventures 
become successful. The only challenge is finding them. 
Here, networks of resourceful contacts play an important 
role.  

Partners 
 

Forming partnerships allow accumulation of additional 
resources. Entrepreneurs who come together as partners 
will pledge to jointly contribute to their venture in terms 
of funding, knowledge or activities and share the risks 
and rewards of running a business.  
 
There are two types of partners  active partners and 
sleeping partners.  
 
(i) Active partners are dynamically involved in 

managing the business and have unlimited liability, 
meaning that their personal assets are subject to 
attachment and liquidation to pay for the business 
debts.  

(ii) Sleeping partners (also known as silent partners) 
contribute capital for a business but relinquish any 
management responsibility, and unlike active 
partners, sleeping partnersÊ shares of losses are 
limited to the amount of their invested capital.  
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Table 7.1 (Continued) 
 

Venture Capital Firms 
 

Venture capital firms are companies that invest money in 
small businesses operating in particular industries, in 
which they are familiar with and have high growth and 
profit potentials. Venture capital firms also look for 
business with competent management and competitive 
edge. In return, they expect a significant ownership 
interest in the business, which is typically 20 to 40 percent 
of a company. Since they risk a considerable amount of 
money, most business proposals are subjected to rigorous 
reviews and selection process. 

Public Stock Sales 
 

A company can also raise capital by selling shares of its 
stock to the public. Stock sales can be public (stocks sold 
to everyone through the stock market) or private (stocks 
sold to specific individuals). Going public paves the path 
for large amount of capital. However, the founder must 
be prepared to accept dilution of ownership and loss of 
control.   

7.2.2 Other Methods 

Below are the other sources of funding. 
 
(a) Factoring  

In most cases, a companyÊs cash is trapped in the form of accounts 
receivable  credit extended to customers for purchases made. These are 
assets as the money will be received in the future. However, in times of 
need, a company may require money immediately and cannot wait for the 
payment to be received on the due date, in the future. Cash crunch can be 
reduced by using factoring.  
 

 
 

This allows the entrepreneur to have access to cash quickly and allow the 
buyer to make a decent profit when the account is settled in the future.   

 
(b) Leasing  

Purchasing assets such as equipment or machinery are expensive and most 
new start-ups may not have the necessary funds to do so. Therefore, new 
start-ups can resort to leasing these assets at the initial stages to reduce the 

Factoring involves the selling of account receivables at a lower price 
than the face value of the account. 
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need for additional funding. In analogy, this is similar to finding a house to 
live in. If you cannot afford to purchase a house, you can rent one instead.  

 
(c)  Credit cards 

Small businesses also rely on credit cards to finance their business (Figure 
7.9). It is becoming a popular alternative as credit card companies are 
usually not concerned about how you spend your money, as long as the 
bills are settled. In fact, customers are given the option to extend their credit 
by paying a minimal amount from their monthly bills and the remaining 
amount will incur a certain percentage of interest charge. Although this 
option seems convenient, it is a risky way to finance a business and it must 
be used with caution. 

 

 
Figure 7.9: Credit card 

 
It is not possible to identify which financing option is better than the other. One 
must carefully consider several factors such as: 

(a) Costs of financing (interests, fees, dividends, and other possible charges) 

(b) Time period of financing  long term or short term? 

(c) Need for ownership control   are you willing to relinquish control? 
 

 

 
 
 

1. In what situations do you think debt financing would be preferred 
over equity financing? Discuss. 

2. What factors do you think would influence a lender or investor to 
finance a business venture? 

SELF-CHECK 7.1 
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 SECRETS OF SUCCESSFUL FINANCING 

Table 7.2 describes some guidelines an entrepreneur may follow in order to be 
successful in financing their new venture. 

 
Table 7.2:  Guidelines in Financing New Ventures 

 
Guideline Description 

Viable idea Ensure you have a viable business idea in hand. The 
business venture must hold great potential for high profit 
and growth. 

Creativity counts Be creative! Creative business ideas and methods of 
searching for funds could get you the right sources of 
capital.   

Be meticulous Be meticulous in your preparation before approaching 
lenders and investors. Being thoroughly prepared reflects 
how serious you are with your venture and highlights 
your planning and management skills. This will boost the 
confidence of lenders and investors to finance your 
business venture. 

The importance of 
networking 

Build your network and contacts with resourceful people. 
You would be surprised how these contacts could help 
match your needs with someone out there who is looking 
for an opportunity to invest.  

Maintaining good 
credit records 

Lenders and investors want to know they can trust you 
with their money. 

Provide explanation Always explain how much money you need and how you 
plan to spend the money. Investors and lenders want to 
know whether their money would be put to good use.  

Be confident Finally, be confident! If you are not confident with your 
own business idea, it would be difficult to convince others 
to believe in it and finance it.  

 
 
 

7.3 
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• Start-up costs estimates determine how much fund you need to source for.  

• Start-up costs include common categories such as inventory, machinery and 
equipment, office space, security deposits, licence, fees, permits, professional 
fees, advertising fees, working capital and unanticipated expenses.  

• Start-up costs vary according to the type of business and industry. Therefore, 
the start-up costs checklist needs to be tailored accordingly. 

• There are two major sources of financing  debt financing and equity 
financing. 

• Debt financing is financing that must be repaid with interest. It includes 
financing by commercial banks, government agencies, finance companies and 
other sources such as trade credit, stock brokerage, asset based lender and so 
forth. 

• Equity financing involves investment in exchange for ownership. Major 
sources of equity financing includes personal savings, private investors such 
as family, friends or affluent investors known as angels, partners, venture 
capital firms, and going public with stock sales. 

• Other internal methods of financing that helps urgent financing needs 
includes factoring, leasing, and credit cards.  

• When selecting the financing option, one must consider factors such as the 
cost of financing, time frame, and the desire for ownership control. 

• It is recommended that the entrepreneurs seeking financing from lender or 
investors be thoroughly prepared, provide a detailed report on how much 
fund is needed and how it would be spent, confident with their business idea, 

1. SMEs are always at a disadvantage when sourcing for funds. Do 
you agree? Why? 

2. Ahmad plans to start an electronic manufacturing facility. He 
intends to rely solely on his RM15,000 savings to fund the start-
up and fuel the growth of his firm. Is Ahmad being realistic? 
Justify your answer.  

3. What are the potential obstacles for an entrepreneur seeking 
financing? 

ACTIVITY 7.2 
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creative, maintain a clean credit record, and build networks with resourceful 
others. These are the success factors that influence successful financing.  

 

 

Bank loans  

Credit cards 

Debt financing  

Equity financing 

Factoring 

Finance companies 

Government financing 

Leasing  

Partners  

Personal savings 

Private investors 

Start-up costs  

Stock sales 

Venture capital firms 

 
 
 



   

   
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 

 
 
 

 INTRODUCTION 

Marketing has always been misinterpreted as merely advertising a product or 
service to potential consumers. There is actually more to marketing than just that.  
 
Marketing encompasses the planning and execution of a product/service 
positioning which includes pricing, promotion and distribution of the 
product/service to satisfy the needs and wants of customers.  
 
This topic intends to highlight the marketing plan and execution process briefly. 
Readers will then be exposed to how to present their strategy to both internal and 
external stakeholders.  
 

  
 

TTooppiicc  

88  
 The Marketing 
Plan

LEARNING OUTCOMES 

By the end of this topic, you should be able to:

1. Explain the marketing planning process; 

2. Write a detailed description of a companyÊs marketing plan and 
strategies; and 

3. Explain what are included in a marketing plan. 



118    TOPIC 8    THE MARKETING PLAN  
 

  MARKETING PLANNING PROCESS 

Before a firm can start developing a sound marketing strategy, it is important to 
determine who its customers are and how the firm can reach out to them. The 
underlying idea behind any marketing strategy is to cater to customersÊ needs 
and wants while seeking long-term profitability. In order to develop a viable 
marketing plan, companies need to plan by following the three-stage process 
(Figure 8.1): 
 

 
 

Figure 8.1: Marketing plan process 

8.1.1 Segmenting the Market 

Market is a set of people who have a need, purchasing power and the ability to 
splurge money on products, services and ideas.  
 

 
 
 
 
 
 
 
 
 
 

8.1 

Market segmentation involves identifying one or more comparatively 
homogeneous groups of potential consumers that has similar product 
needs and wants. 
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Effective segmentation involves: 
 
(a) Identifying segments that are clearly distinct from each other so that its 

members can be easily identified. Markets can be segmented based on 
several factors as described by Table 8.1. 

 
Table 8.1: Factors Affecting Market Segmentation 

 

Factors Description 

Geographic The location, size of the area, population density 
and typical weather zone of your customers. 

Demographics The age, gender, earnings, family composition and 
size, profession, and education level of your 
customers. 

Psychographics The common traits, behaviour, way of life, rate of 
use, recurrence of need, benefits sought after, and 
loyalty characteristics of your customers. 

Behaviours The needs they attempt to fulfil, the level of 
knowledge, information sources, mindset, use or 
reaction to a product of your customers.  

 
(b) Determining the sizes of these segments and estimate the earning potential 

of these segments. In order to earn profit and experience substantial 
growth, it is advisable to explore segments with greater earning potential. 

8.1.2 Selecting a Target Market 

In most cases, trying to satisfy the entire market may not be viable for new start-
up firms. Therefore, once a firm has segmented the market, the next step is to 
select a target market.  
 

 
 
 
 
 

A target market is a more definite group of customers on whose needs and 
wants the firm would focus its marketing efforts.  
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Identifying the target market allows firms to establish an intimate understanding 
of the consumers and make better decisions that can connect with them at a 
higher level. Fundamentally, this facilitates can influence them to purchase your 
product or service.  
 
Important points to bear in mind when selecting a market are: 

(a) Avoid rushing into a market without understanding the market and its 
consumers, thoroughly; 

(b) Choose a market that is in line with the knowledge and skills of the firm 
founder and employees; and 

(c) Select a market that is attractive and has great earning and growth 
potential. 

8.1.3 Planning a Positioning Strategy 

After selecting the target market, it is essential for the entrepreneurial firm to 
establish a unique positioning strategy that can differentiate it from the 
competitors.  
 

 
 

 
 
  
                         Figure 8.2:  Toyota VIOS 

 
 

Positioning here refers to how the firm wants to be perceived by the 
consumers and it is based on specific features or benefits of their 
products.  

For example, Toyota VIOS 
(Figure 8.2) is being 
positioned as a cost saving 
and ideal city car, whereas 
Volvo is positioned as a car 
that is safe and robust.  
Usually, a firm tends to use 
a tagline to reinforce the 
position it has established in 
the market. Toyota uses „an  
ideal city car‰ as its tagline 
in their marketing strategy. 
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 CONTENT OF A MARKETING PLAN 

In this sub-section, we will explore about what is included inside a marketing 
plan. The whole content is summarised in Figure 8.3. 
 

 
Figure 8.3: Content of a marketing plan 

8.2.1 Product and Service Description 

A detailed description about the product or service offering keeps the firm on 
track when planning for a marketing concept. In addition, readers of the 
marketing plan will have a better understanding of what the business is about. A 
product description should include features of the product such as the size, 
weight, performance specifications (e.g. speed), materials, and so forth. On the 
other hand, service description should focus on the service offerings, for 
example, whether there will be trial offers, personalised or custom orders, and 
the response time promised, and so on. These features are different and they are 
based on the type of product or service as they should be tailored accordingly.  
 
 
 

 Product and Service Description 
 Situation Analysis 
 Marketing Strategies 
 Targets Sets 
 Performance Analysis 

 

8.2 

1. Why do you think it is important for a firm to segment the 
market and select a target market carefully? 

2. Using Air Asia as an example, how do you think it has 
positioned itself in the airlines industry? Contrast its positioning 
strategy with those of other players in the airlines industry.  

ACTIVITY 8.1 
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8.2.2 Situation Analysis 

The situation analysis section should focus on three major areas as discussed 
below: 
 
(a) Market analysis 

It is important to understand the market in which the business is or will be 
operating in. This section should present information about the industry 
structure, market trends, market segments, market size and potential, and 
finally, the detailed description of the selected target market 
(demographics, and so on).  

 
(b) SWOT analysis (Strength, Weakness, Opportunity, Threat) 

SWOT analysis refers to an analysis of the internal and external business 
environment. The internal analysis focuses on the strengths and 
weaknesses of the entrepreneurial venture, whereas the external analysis 
analyses the opportunities and threats that may affect the ventureÊs 
performance. The results of a SWOT analysis will guide the entrepreneur in 
establishing a sustainable competitive advantage through their competitive 
strategy. See Figure 8.4 for an example of SWOT analysis. 

 

 
Figure 8.4: An example of a SWOT analysis 
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(c) Competitive Analysis 
It is necessary for businesses to know who their competitors are. 
Knowledge about the strengths and weaknesses of the competitors guides 
the development of the business competitive strategy.  

  
A competitive matrix is a common tool used in competitive analysis. This 
matrix looks into the key success factor in an industry, ranks these factors 
by assigning weight, and subsequently rating the competitors in the 
industry on each of these success factors. Weights are assigned to prioritise 
the success factors. Industry associations, industry publications, media, 
information from the financial community and their own marketing 
materials, and websites may be excellent resources to identify these success 
factors and rate the position of each competitor. An example of a 
competitive matrix is depicted in Table 8.2. Take note that the ratings for 
both competitors are similar, however, the use of weight highlighted that 
Competitor 2 has better competitive position.  

 
Table 8.2: An Example of a Competitive Matrix 

 

Ratings (R) Weighted ratings    (W 
x R) 

Success factors Weight (W) 

Comp. 1 Comp. 2 Comp. 1 Comp. 2 

Quality of service 0.5 5 3 2.5 1.5 

Capacity 0.3 4 2 1.2 0.6 

Customer focus 0.2 1 5 0.2 1.0 

TOTAL 1.0 10 10 2.9 3.1 

8.2.3 Marketing Strategies 

The primary focus on this section is the positioning strategy of the 
entrepreneurial venture. It usually kicks off with the mission statement and 
objectives of the marketing plan. This is followed by the detailed description of 
the market segments and target market. Finally, the marketing strategies that 
centres on the marketing mix or commonly referred to as the 4Ps (product, price, 
promotion, and place) will be presented. See Figure 8.5.  
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Figure 8.5: The 4PÊs in marketing 

 
The essential content of the marketing strategies are as discussed below: 
 
(a) Product 

In the earlier section about product or service description, the features of 
the product or service are discussed. In this section, entrepreneurs should 
highlight what they intend to sell with their product or service. In other 
words, what benefits can customers expect from their offering. Besides, the 
product identities such as branding, packaging and labelling practices also 
need to be included. 

 
(b) Price 

The pricing section should cover essential information related to the 
ventureÊs pricing objective, pricing method, and pricing strategy: 

 
(i) Pricing Objective 

Pricing objective can vary from the need to earn a certain percentage 
of profit, gain from increased in market share, or to achieve specific 
sales volume. The objective(s) should be clearly stated in a measurable 
form 

 
(ii) Pricing Method 

It is important to justify how the price for the product or service 
offering was determined. Entrepreneurs can choose from several 
methods such as the cost-based pricing, value-based pricing, or 
competitors price.  
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• Cost-based pricing: The price is determined by adding a mark-up 
percentage on the total cost involved in producing the product or 
offering the service 

• Value-based pricing: The price is set based on the product or 
serviceÊs competitive advantage (value), customersÊ perception of 
value, and their willingness to pay for the product or service. 

• Competitor based pricing: Price is set by comparing the product 
offering to that of competitors. If the product or service is at par 
with the value of competitorsÊ offerings, then similar price level 
needs to be charged. On the contrary, if the competitors have a 
better offering, a lower price has to be charged and vice versa. 
 

(iii) Pricing Strategy 
Entrepreneurs should also highlight if they intend to use any of the 
pricing strategies in their marketing plan. Among the common pricing 
strategies are: 

• Price skimming: This strategy charges high price for a new 
product during the introductory stage and eventually lowering it. 
The underlying objective of this strategy is to recover product 
development cost as quickly as possible.  

• Penetration pricing: Low prices are charged when introducing the 
new product in order to gain quick entry into the market.  

 
(c) Promotion 

This section should draw out the communication plan to promote the 
product or service in hand. Areas of concern that must be addressed are: 

(i) The promotional goals 
The promotional goals have a certain influence on the type of 
promotion that needs to be used. The goals include achieving a certain 
sales target, increase sales, to create awareness about the product 
among consumers, or even to differentiate the product from the 
competitors. Clear and measurable goals are needed to ensure 
effective achievement of the goals. 

(ii) The promotional budget 
Preparing a budget based on the goals set is a better approach to 
achieve the goals. Failure to do so may cause the ventures to resort to 
irregular promotional activities that may not be effective. 

(iii) The type of promotion that will be used 
There is a vast choice of methods available such as advertising, sales 
promotion, print media, broadcast media, outdoor advertising, trade 
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shows, direct mails and flyers, and the list goes on. Factors that need 
to be considered when deciding on an appropriate method include:  

 

 
 

(d) Place (distribution) 
Place refers to all activities that move a firmÊs product from production 
point to consumption point. This section in a marketing plan must address 
geographical coverage and physical distribution as well as logistics. These 
areas will be discussed below: 
 
(i) Distribution channel 

Distribution channel is the route the product takes from the point of 
origin to the end-user. Entrepreneurs have the option to sell directly 
or rely upon intermediaries to sell their product.  

 
Direct selling by the entrepreneur gives more control over their 
product distribution. However, they must be prepared to source for 
customers on their own. Dell is one example of a company that sells 
their computers directly to customers using their online ordering 
system.   
 
Use of intermediaries for product distribution is at the other end of 
the continuum in which the entrepreneur has lesser control but gets to 
leave the search for new sales outlet to the distributors. 

 
(ii) Geographical location 

Geographical location of the trading area is another issue that must be 
considered in the marketing plan. The selection of a strategic location 
is necessary for the business to operate effectively. This section 
requires the justification for the location selected based on factors such 
as population trends, labour productivity, wage rates, exchange rate, 
costs (e.g. transportation costs), proximity to the market, proximity to 
suppliers, proximity to source of raw materials, proximity to 
competitors and so on. However, one must exercise caution as these 
location selection criteria differ from the service and manufacturing 
business.  

 Cost of advertising? 
 Will potential customers have 

access to the media? 
 How many times will they be 

exposed to the promotion? 
 Will customers notice the 

promotion? 
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8.2.4 Targets Set 

Once a marketing action plan is in place, it is always good to set targets or 
standards that the business plans to achieve. This facilitates progress monitoring 
once the action plan is implemented. Continuous monitoring with 
predetermined targets is essential as it helps determine if the plan is on the right 
track or if it needs to be modified according to changes in the business 
environment. Fundamentally, effective target setting must be: 

• Quantifiable and measurable (e.g. achieve 20% of market share) 

• Stated within a specified time frame (e.g. in 2 years) 

• Linked to the marketing objective and strategies stipulated in the marketing 
plan 

8.2.5 Performance Analysis 

Periodically, marketing performance must be reviewed to determine if the 
business is performing well or if the targets set need to be adjusted. Marketing 
performance can be evaluated based on indirect and direct measures. Figure 8.6 
below summarises indirect and direct measures. 
 

 
 

Figure 8.6: Indirect and direct measures 
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Brief explanation for Figure 8.6 are as follows: 
 
(a) Indirect measures includes tracking of customer satisfaction and loyalty 

through measures such as number of customer complaints, number of 
return customers, number of lost sales, customer satisfaction level and so 
on. These measures provide a fair indication of the general health and 
future prospects of the business.  

 
(b) Direct measures consist of four major aspects: 

(i) Sales: Sales results need to be compared with sales forecast or target to 
identify any deviations and if any corrective action needs to be taken. 

(ii) Market share: Sales increase may be due to the increase in overall 
market size. Therefore, in order to measure a business performance in 
comparison to market leaders and competitors, it is necessary to 
measure the market share held by the business venture. 

(iii) Expense: In this section, marketing expenses (e.g. advertising 
spending, sales promotion expense, etc.) will be compared to income 
sales generated. The purpose of this analysis is to determine if the 
marketing expenses are worthwhile and generating income as 
intended. 

(iv) Financial analysis: If the marketing plan is working its magic, it 
should be making significant contributions to the financial strength of 
the firm. This section should highlight the financial contributions of 
marketing strategies such as gross profit, net income, return on 
investment (ROI) and so forth.  

 

 
 

1. State five factors that should be included inside marketing 
pelan. 

2. Explain the four major aspects with reference to direct 
measures for marketing performance evaluation. 

SELF-CHECK 8.1 
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 WHY PRODUCE A MARKETING PLAN? 

A marketing plan is a blueprint that provides a step-by-step guide on business 
marketing operations. It details out what the business is about, who are the 
customers, strategies to gain more customers (e.g. pricing strategies, marketing 
communication, etc.), and how and when will these strategies be used. This is 
especially useful when the business plans to introduce new product/service, 
venture into a new market, or even introduce a new strategy. Fundamentally, it 
functions as a map that sets the direction for the firm. 
 
A marketing plan is part of business plan that is presented to potential investors 
and creditors. The „how(s)‰ presented in the marketing plan is capable of 
making or breaking the deal. A well-planned marketing plan increases the 
confidence level of financiers with the business idea and will significantly 
influence their willingness to invest in the new business venture.  
 
Writing a marketing plan helps one organise the ideas and analyse the strength 
and pitfalls of those ideas.  
 
A marketing plan spans over a time period of one to two years. A well-written 
marketing plan will capture and store the idea and action plan. This prevents the 
loss of essential information over time or when a member of the marketing team 
leaves. It also helps one remember their priorities and not change the plan on 
impulse whenever there is a change in the business environment.  
 

8.3 

1. Company ABC is developing a marketing plan for their new 
product. They have asked you for some advice on what should 
they include in their marketing plan. Guide them.  

2. In your opinion, do you think any one section is more important 
than  other sections in a marketing plan? Justify your answer. 

3. Why do you think it is important to review the progress of the 
marketing strategy periodically? 

ACTIVITY 8.2 
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SELF-CHECK 8.2 

1. What other potential benefits of a marketing plan can you think of? 

2. „Preparing a marketing plan prevents flexibity in modifying the 
strategy to suit changes in the business environment.‰ Do you 
agree? Why or why not? 

 

1. Work in group, conduct a brainstorming session and select 
one viable entrepreneurial business venture. Conduct a 
Situation Analysis by applying the SWOT analysis technique 
discussed in subtopic 8.2.2. 

2. Browse the internet and identify any creative and innovative 
marketing and promotions plans available in the WWW. 
Justify why you think that the plans are creatives and 
innovatives. 

3. Discuss this in myLMS forum. 

4. Using an existing business of your choice as an example, 
analyse how the business might have segmented the market, 
select their target market and position themselves relative to 
their competitors accordingly. 

5. „In preparing a marketing plan, it is important for the 
entrepreneur to explain how the marketing strategy will be 
executed and not just report what are the strategies that will 
be pursued.‰ Do you agree? Why or why not? 

6. To test your understanding about the essential contents of a 
marketing plan, access and review a sample marketing plan 
from http://www.bplans.com/sp/marketingplans.cfm. Has 
the marketing plan fulfilled the requirements for a 
comprehensive marketing plan? Discuss.  

ACTIVITY 8.3 
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• Before writing a detailed marketing plan, it is important to segmentise the 

market, select a target market and determine the firmÊs positioning strategy. 

• A market can be segmented based on various factors such as geographic, 
demographic, psychographic and behaviour. 

• Selecting a target market to serve, allows the firm to become an expert in the 
market and be able to provide better service. 

• It is important for a firm not to rush into a market without thoroughly 
understanding the market and its consumers. 

• Target market selection requires the firm to choose a market that is not only 
attractive and has great earning and growth potential, but also in line with 
knowledge and skills of the founder and employees.  

• Positioning creates a unique image for the firm and it helps to differentiate 
itself from the competitors.  

• A marketing plan should at least include an in-depth description about the 
product and service offering, situation analysis, marketing strategies to be 
used, the marketing targets set, and finally a performance analysis.  

• A product/service description should include features of the 
product/service. 

• A situation analysis should provide an overview of the market in which the 
business intends to operate in, the analysis of the internal and external 
business environment, and also a review of the competitors in the market.  

• Marketing strategies set usually centres around the 4Ps of marketing mix 
product, price, promotion and place.  

• It is good for the marketing plan to indicate the timeline for certain target to 
be achieved and conduct a performance analysis periodically to compare the 
actual results to the target. This helps determine if the strategies are working 
well, or if corrective actions need to be taken. 
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Competitive analysis 

Competitor-based pricing 

Cost based pricing 

Market analysis 

Market segmentation 

Marketing 

Marketing mix (4Ps) 

Marketing strategies 

Penetration pricing 

Performance analysis 

Place (distribution) 

Price skimming  

Pricing methods 

Pricing strategies  

Product  

Promotion  

SWOT analysis  

Target market  

Value-based pricing 
 

 

 

 



     

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 
 

 
Figure 9.1: Finanacial management 

 
Let us ponder on Figure 9.1. Besides funding for money (as discussed in Topic 7), 
successful financial management also involves managing and tracking the 
financial progress of a business venture.  
 

TTooppiicc  
99  

 Preparing a 
Successful 
Financial Plan 

LEARNING OUTCOMES 

By the end of this topic, you should be able to: 

1. Describe the overview of accounting methods; 

2. Prepare the three major financial statements  balance sheet, income 
statement and cash flow statement; and 

3. Identify the four key financial ratios to evaluate a companyÊs 
financial position. 
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This topic starts off with an overview of the common accounting methods that 
are used in preparing financial statements. Next, students will be exposed to how 
different financial statements are used to track the financial health and vitality of 
the firm. Finally, the topic ends with a discussion on the key financial ratios that 
are commonly used to evaluate a companyÊs financial position. 

  OVERVIEW OF ACCOUNTING METHODS 

Accounting methods determine how a firmÊs transactions are recorded into the 
firmÊs financial records. The choice of accounting method influences the total 
income the firm reports as well as the expenses that it subtracts from the income 
to get the bottom line. Fundamentally, there are two primary accounting 
methods  cash basis accounting and accrual basis accounting.  

9.1.1 Cash Basis Accounting 

Cash basis accounting is the simplest method to employ.  
 

 
 
Future cash outflows or inflows such as account receivables, prepaid expenses or 
account payables are not recognised in this method. Firms that do not extend 
credit finds this method especially useful. 
 
However, the major weakness of this accounting method is that it does not reflect 
the actual financial situation of the firm. For example, it may not be appropriate 
to determine the exact sales volume if it is based solely on cash received from 
customers. Customers who lag in payment are also part of the sales, and ignoring 
this value would underestimate the sales volume.  

9.1.2 Accrual Basis Accounting 

Accrual basis accounting on the other hand records income or expenses when the 
actual transaction is completed.  
 

 

9.1 

This method records expenses when bills are paid, and records revenues 
when cash is received literally.  

In other words, income is recorded even when cash is not received in 
hand and expenses are recorded when they are incurred even when cash 
is not paid out. 
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This method is suitable for companies that provides or rely on credit extensions 
as it provides an accurate picture of the financial standing of the firm. 
 

 

  PREPARATION OF FINANCIAL 
STATEMENTS 

Financial statements organise and report the firmÊs financial transactions. These 
statements not only indicate the financial health of the firm but also help the firm 
to distinguish its position against the competitors and the industry. There are three 
primary financial statements which will be discussed in the subsequent sections: 

• Balance sheet; 

• Income statement; and  

• Cash flow statement. 

9.2.1 Balance Sheet 

Balance sheet reports the firmÊs assets (what it owns) and liabilities (what it 
owes) at a specific point of time. A balance sheet has three main parts - assets, 
liabilities, and shareholdersÊ or ownersÊ equity.  

 
(a)  Assets 
 Can be categorised as current assets and non-current assets. Current assets 

are assets that can be readily converted to cash within one year. Accounts 
receivables and inventories are some of the examples of current assets. On 
the other hand, non-current assets are assets that cannot be converted into 
cash in less than one year. Fixed assets such as machinery, office furniture 
and so forth that are used to operate a business are considered non-current 
assets (Figure 9.2).  

 

9.2 

Compare and contrast cash basis accounting and accrual basis 
accounting. Write your answer in the table provided below: 
 

Cash Basis Accounting Accrual Basis Accounting 
  
  

 
 

SELF-CHECK 9.1 
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 Generally, in a balance sheet, assets are listed according to their liquidity 
(how fast it will take to convert them to cash). Therefore, current assets are 
listed before non-current assets.  

 
 

 
 

Figure 9.2: Office furniture are examples of fixed assets 
 

Assets are recorded at their cost they were acquired at rather than the 
market value. For example, even though a building which was purchased 
few years ago at RM150,000 is worth RM500,000 today, it would be 
recorded at purchase price rather than the current market value of 
RM500,000. 
 
Intangible assets such as training of staff are not recognised in the balance 
sheet.  

 
(b)  Liabilities 
 Are categorised as current and long-term liabilities. Current liabilities are 

obligations such as accounts payable that is payable within a year. On the 
contrary, long-term liabilities are loans and obligations that require more 
than a year to settle.  

 
 In a balance sheet, liabilities are listed in accordance to their due dates. 

Table 9.1 summarises the difference characteristics of assets and liabilities. 
 

Table 9.1: Assets versus Liabilities  
 

Characteristics Assets Liabilities 
Sub-category • Current Assets. 

• Non-current assets. 
• Current liabilities. 
• Long term liabilities. 

How it is recorded 
in balance sheet? 

• According to their 
liquidity (how fast it will 
take to convert them to 
cash). 

• Listed in accordance to 
their due dates. 
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(c)  OwnersÊ Equity 
Amount owners invested in the firmÊs stocks plus the accumulated earnings 
retained by the business after paying the dividends.  
 
The formula ASSETS = LIABILITIES + EQUITY encapsulates what a 
balance sheet shows. This equation guides the preparation of a balance 
sheet. The left portion (or top) of the balance sheet shows the firmÊs assets, 
whereas the right portion (or bottom) depicts the firmÊs liabilities and 
ownersÊ equity. Take note that with reference to the equation ASSETS = 
LIABILITIES + EQUITY, the firmÊs assets must equal its liabilities and 
equity. General content of a balance sheet is depicted in Table  9.2 below. 

 
Table 9.2: Contents of a Balance Sheet 

 
Balance Sheet of ABC, Sdn Bhd as of 31 December 2006 

LIABILITIES   
 
Current liabilities 
   Accounts payable 
   Accrued expenses 
   Current portion of bank loans payable 
   Notes payable 
   Other current liabilities 
 
 
Long-term  Liabilities  
   Bank loans 
   Issued debt securities 
   Deferred tax liability 
   Provisions 
   Minority interest 

ASSETS 
 
Current Assets 
   Cash and cash equivalents 
   Accounts receivable 
   Inventories 
   Prepaid Expenses 
   Investments held for trading 
   Other current assets 
 
Non-current Assets (Fixed Assets) 
   Property, plant and equipment  
   Less: Accumulated depreciation 
   Goodwill  
   Other intangible fixed assets 
   Investments in associates 
   Deferred tax assets 

EQUITY 
 
Common stock 
Retained earnings 
 

TOTAL ASSETS TOTAL LIABILITIES AND EQUITY 
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9.2.2 Income Statement 

An income statement is also known as profit and loss statement. This financial 
statement records the firmÊs income and expenses for a given period of time to 
determine whether the firm is making a profit or running at a loss. It can be 
prepared monthly, quarterly or annually. Most firms prepare an income 
statement using a multi-year format in which the income statements for several 
years are consolidated. This facilitates the trend analysis.  
 
The important items that are recorded in an income statement are listed in Figure 9.2 
 

 
 

Figure 9.3: Composition of an income statement 
 

Below are the details of each items in Figure 9.3. 

(a) Sales: This item may also be referred to as income or revenue.  

(b) Cost of goods sold: Cost directly associated with producing the product or 
service. For example, raw material and labour.  

(c) Gross margin: Amount equivalent to the difference between total sales and 
cost of goods sold. 

(d) Operating expenses: All other expenses that are not directly related to the 
production of the product or service but are ongoing expenses incurred in 
managing the selling process and firm administration. Operating expense 
include general and administrative expenses (e.g. officer salaries, legal and 
professional fees, utilities, insurance, depreciation of office building and 
equipment, stationery, supplies), selling expenses (e.g. sales salaries and 
commissions, advertising, freight, shipping, depreciation of sales 
equipment), research and development expenses, and depreciation costs. 
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(e) Non-operating income and expense: This section records all income and 
expenses not related to the primary business operations. Interest income, 
interest expense, and proceeds from sales of fixed assets are some examples 
of items that are reported in this section. 

 
(f) Net profit (loss): Amount equivalent to the difference between gross margin 

and expenses (operating expenses and non-operating expenses).  
 
The basic structure of an income statement is depicted in Figure 9.4. 
 

 
 

Figure 9.4: Basic structure of an income statement 
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9.2.3 Cash Flow Statement 

Cash management is important. There are many instances in which businesses 
that show profit in their income statement are forced to close down because they 
do not have cash in hand to pay bills. Therefore, a cash flow statement functions 
as a tool to indicate the firmÊs cash position. It shows a firm's inflow and outflow 
of cash during a time period. The statement reviews cash flow from three main 
activities, and it is segregated into three main parts  operating activities, 
investing activities and financing activities. 
 
The section on operating activities refers to reconciliation of net income 
(calculated in the income statement) with actual cash inflow or outflow.  
 

 
 
Basically, this section involves adding in non-cash expenses and adjusting the 
inflow/outflow of cash in assets and liabilities. 
 
The next section reports cash flow arising from investing activities such as the 
purchase, investment, or sales of property, buildings, machinery, land, 
equipment, securities and so on.  
 

 
 
Finally, the last section in a cash flow statement reports cash flow from financing 
activities. Cash inflow occurs when a firm borrows from banks (or any other 
financier as discussed in Topic 7), and sell their stocks/bonds. On the contrary, 
cash outflow is noted when the firm buys back outstanding stocks or bonds, pays 
dividends and repays the bank loans. 
 
 
 
 
 
 

For example, depreciation was subtracted in the income statement 
to obtain the net income. However, in reality, there was no outflow 
of cash literally. Therefore, the depreciation amount will be added 
into the net income value accordingly.  

For example, when a firm sells its building, there would be an 
inflow of cash. On the other hand, if the firm purchases new 
equipment or securities, this would be reported as the outflow of 
cash.  
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A summary that outlines how cash flow from these three main activities will be 
recorded in a cash flow statement is provided in Figure 9.5.  

 

 
Figure 9.5: Guide to reporting cash flow in cash flow statement 

 

 
 

SELF-CHECK 9.2 

1. Identify the purpose of the following by writing your answers in 
the space provided: 

(i) Balance sheet: ________________________________ 

(ii) Income statement: _____________________________ 

(iii) Cash flow statement: ___________________________ 

2. Contrast the cash flow statement with the income statement.   

_____________________________________________________
_________________________________________________ 

3. Briefly explain the major categories of assets and liabilities on a 
balance sheet.  

4. Discuss how the cash flow from the three categories of activites 
(operating, investing, and financing activities) would be reflected 
in a cash flow statement.  
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 KEY FINANCIAL RATIOS 

In this section, we will look at four key financial ratios needed in a business 
venture. Figure 9.6 listed the five key financial ratios: 
 

KEY FINANCIAL
 RATIOS 

Liquidity Ratios 

Leverage Ratios 

Operating Ratios 

Profitability Ratios 

 
Figure 9.6: Key financial ratios 

9.3.1 Liquidity Ratios 

Liquidity ratios are utilised to determine whether a firm is capable of paying its 
day-to-day operating expenses and short term obligations when they are due. 
There are several types of liquidity ratios as summarised in Table 9.3. 

 
 
 
 
 
 
 
 
 
 
 
 

9.3 
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Table 9.3: Liquidity Ratios 
 

Liquidity Ratios Purpose Rule of Thumb 

Current Ratio =  Current Assets      
              Current Liabilities      

Indicates firmÊs 
ability to use 
current assets to 
pay current 
liabilities. 
 

• Greater than 2.0.   
• Greater than the 

industry 
median. 

Quick Ratio = Quick Assets (Acid test ratio)
                Current Liabilities      

Indicates the extent 
a firmÊs quick 
assets (current 
assets excluding 
inventory) can 
cover its current 
liabilities. 

• Greater than 1.0.   
• Greater than the 

industry 
median. 

9.3.2 Leverage Ratios 

The leverage ratio compares the financing provided by the firm owner to 
borrowed funds. Generally, this ratio is meant to estimate the depth of the firmÊs 
debt. Higher values indicate high dependence on debt. This is not a good sign 
because it shows that the firm may not be able to continue servicing the debt 
when the business is not doing very well. Common leverage ratios are 
encapsulated in Table 9.4 below.  

Table 9.4: Debt Ratios 

Leverage Ratios Purpose Rule of Thumb 

Debt  Ratio  
=    Total Debt       
     Total Assets      

Gauges the percentage 
of assets financed using 
borrowed funds 
 

• The lower the 
better. 

  Lesser than the 
industry median. 

Debt-to-equity ratio  
=    Total Debt       
     Total Equity 
      

Measures the extent the 
business is financed  by 
debt compared to 
owners invested 
capital. 

• The lower the 
better. 

• Lesser than the 
industry median. 

Times Interest Earned  
=   Earning before interest and tax 
           Total Interest Expense 

Measures the firmÊs 
capability to pay the 
interest on its debt 
using its earnings. 

Higher value shows 
ability of earnings to 
cover interest 
payment. 
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9.3.3 Operating Ratios  

Operating ratios (also known as activity ratios) assess a firmÊs general 
performance and show how well a firm is putting its resources to work.  
 

 
 
These ratios are summarised in Table 9.5. 

 
Table 9.5: Operating Ratios 

 

Operating ratios Purpose Rule of thumb 

Inventory Turnover Ratio 
=   Cost of Goods Sold    
      Average Inventory         

Gauges the average 
number of times the 
firm's inventory turned 
into sales during the 
accounting period.  
 

• The faster the better. 
• Close or greater than 

the industry median. 
 

Average Collection Period Ratio       
 =   Days in Accounting Period        
      Receivables Turnover Ratio         

Measures the average 
number of days required 
to collect accounts 
receivable. 
 

• The faster the better. 
• Close or lesser than the 

industry median. 
 

Average Payable Period Ratio        
=   Days in Accounting Period           
     Payables Turnover Ratio           

Measures the average 
number of days required 
to pay accounts payable. 
Advisable not to stretch 
payables too long as it 
can damage credit 
reputation. 
 

• The faster the better. 
• Close or lesser than the 

industry median. 
 

Net Sales to Total Assets       
=     Net Sales       
     Total Assets    

Measures the firmÊs 
capability to generate 
sales given its asset base 
 

• Close or greater than 
the industry median. 

 

Net Sales to Working Capital      
=     Net Sales       
     Working Capital     

Indicates how many 
dollars in sales the 
company makes for every 
dollar of working capital. 

• Close or greater than 
the industry median. 

 

Common operating ratios include inventory turnover rate, 
accounts receivable turnover ratio, average collection period 
ratio, average payable period ratio, net sales to total assets ratio, 
and net sales to working capital ratios. 
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9.3.4 Profitability Ratios  

Profitability ratios measure the financial performance of a firm. It basically 
indicates how well a firm is making profit.  
 
Common profitability ratios are presented in Table 9.5 below. 

 
Table 9.6: Profitability Ratios 

 
Profitability Ratios Purpose Rule of Thumb 

Return on Sales 
=   Net Income    
     Net Sales        

Measures the firmÊs 
profit per RM of sales 
revenue. 

• Close or greater than 
the industry median. 

 
Return on Investment (ROI)        
 =   Net Income        
      Owner Equity                

Measures the owner's 
rate of return on the 
investment in the 
business. 

• Close or greater than 
the industry median. 

 

Earnings per share 
=                    Net Income___         _      
   Average Number of Common Stock    

Measures the firmÊs 
profitability for each 
outstanding stock. 
 

• Close or greater than 
the industry median. 

 

9.3.5 Interpreting Ratios: Points to Bear in Mind 

It is good to compare ratio values with the industry median or competitors to 
determine the firmÊs competitive position. When comparing to the industry or 
competitors, it is encouraged that firms select other firms that are of similar size 
or have similar characteristics (e.g. form of ownership) for better interpretation. 
 
A thorough investigation is needed to identify the hidden reasons (which may be 
the real reason) behind the ratio value. Do not take the easy way out. Even 
though the values for the financial ratios obtained seem to be very encouraging, 
it is always good to investigate the underlying reasons for the value.  
 

 

SELF-CHECK 9.3 

1. Discuss the purpose of each of the key financial ratios mentioned 
above. 

2. „When the firmÊs financial ratios are greater than the industry 
median, it shows that the firm is doing well.‰ Do you agree with 
this statement? Why?  

Self-Check 8.2 
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• There are two common accounting methods  the cash basis accounting and 
accrual basis accounting. 

• Cash basis accounting records expenses when bills are paid, and records 
revenues when cash is received. Future cash outflows or inflow payables are 
not taken into consideration. 

• Accrual basis accounting records incomes although cash is not received in 
hand, and expenses as they are incurred even when cash is not paid out. 

• There are three primary financial statements  balance sheet, income 
statement and cash flow statement. 

• Balance sheet reports the firmÊs assets (what it owns) and liabilities (what it 
owes) at a specific point of time. 

• The formula ASSETS = LIABILITIES + EQUITY sums up what a balance 
sheet shows. 

• An income statement (profit and loss statement) records the firmÊs income 
and expenses for a given period to determine whether the firm is making 
profit or experiencing loss. 

• The important values that are analysed in an income statement are sales, cost 
of goods sold, gross margin, operating expenses, non-operating income and 
expense and net profit (loss).  

• A cash flow statement function is to show firmÊs cash position during a 
specific time period. The statement is separated into three main parts that 
review cash flow from three main activities  operating activities, investing 
activities and financing activities. 

1. Obtain the financial statements for a company of your choice. 
Analyse these financial statements and draw a conclusion whether 
the company is performing well financially. 

2. Using the same financial statements used in Question 1, calculate 
all possible financial ratios. What do these ratios tell you about the 
companyÊs financial health.  

  

ACTIVITY 9.1 
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• There are four common categories of financial ratios  liquidity ratios, 
leverage ratios, operating ratios and profitability ratios.  

• Liquidity ratios determine whether a firm is capable of paying pay its day-to-
day operating expenses and short term obligations when they are due. 
Current ratio and quick ratio are the common liquidity ratios. 

• The leverage ratio estimates the firmÊs dependence on debt by comparing the 
financing provided by the firmÊs owner with the borrowed funds. Debt ratio, 
debt-to-equity ratio and time interest earned are some of the frequently used 
leverage ratios. 

• Operating ratios (activity ratios) review a firmÊs performance and show how 
its resources are put to work. Common operating ratios include inventory 
turnover rate, accounts receivable turnover ratio, average collection period 
ratio, average payable period ratio, net sales to total assets ratio, and net sales 
to working capital ratios. 

• Profitability ratios measure how well a firm is making profit. Return on sales, 
return on investment and earnings per share are the general profitability 
ratios used by most firms.  

• When interpreting the financial ratios, it is good to compare the ratio values 
with the industry median or competitor firms with similar characteristics to 
determine the firmÊs competitive position. 

• An in-depth investigation is needed to investigate the underlying reasons for 
the ratio value.  

 
 

 

Accrual basis accounting   

Balance sheet  

Cash basis accounting 

Cash flow statement 

Cost of goods sold 

Gross margin operating expenses  

Income statement 

Leverage ratios 

Liquidity ratios 

Net profit (loss) 

Non-operating income expense      

Operating ratios 

Profitability ratios 

Sales 

 
 



     

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

A successful business venture starts with the development of a great business 
idea and the setting-up of a new venture to put the idea into action. In order to 
ensure long-term competitive advantage, firm must continuously service current 
customers, nurture new ones, developing new products/service and achieve 
profit. Handling critical issues such as managing risks and uncertainties, 
protecting the business idea (products/services), embracing e-commerce and 
finally, corporate social responsibility can help entrepreneurs to achieve 
competitive advantage. 
 
As a future entrepreneur, how would you minimise risk in starting up your new 
business venture? Of course this is a very subjective question that is not easy to 
answer.  This topic is written specifically to help you answer the question 
mention earlier.. In this topic, we will look at five common risks that new 
business ventures are most probably exposed to. Then, we will glance through 
the guidelines to minimise risks as suggested by the experts in the field. In 
subtopic 10.2, you will look at Malaysia Intellectual Property protection that may 

TTooppiicc  

1100  

 Entrepreneurship: 
Building a 
Competitive Edge 

LEARNING OUTCOMES 
By the end of t his topic, you should be able to: 

1. Describe the need to manage risks and uncertainty in order to 
establish competitive advantage; 

2. Explain the mechanisms on how to protect your products and 
services; 

3. Discuss the impact of e-commerce in improving competitive 
advantage; and 

4. Comprehend the importance of corporate social responsibility . 
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help protecting your businessesÊ product and services. The topic will then 
present you with types of businesses in e-commerce, followed by corporate social 
responsibility, both to be covered in subtopics 10.3 and 10.4 respectively.   

  MANAGING RISK AND UNCERTAINTY  

Risks and uncertainties are part and parcel of running a business. Entrepreneurs 
should be able to identify the risks involved in running a business and execute 
the action plans accordingly.  

10.1.1 Five Common Risks 

Fundamentally, most entrepreneurial ventures are exposed to several common 
risks as illustrated in Figure 10.1. 
 

 
Figure 10.1: Five types of risks that new businesses are exposed to 

 
Let us now look at the detailed explanation of each of the risks mentioned earlier 
in Table 10.1. 

10.1 
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Table 10.1: Types of Risk Faced by New Businesses 

Type of Risk Description 

Financial Risk 

 

• Financial risk is symbolically represented  by 
toss of dices. 

• This form of risk looks at whether the firm will 
obtain sufficient funding for its early stages 
start-up and for future needs to support the 
growth of the firm. 

 

Economic Risk 

 

• This risk is related to the external business 
environment.  

• Interest rates, government regulations and 
economic stability are some examples of 
economic risks that a business venture needs to 
be prepared for.  

• The economic condition dictates the future of 
the business venture. 

 
Technical Risk 

 

• The technological evolution poses as a risk for 
businesses as well.  

• New technology development may cause the 
product, service or even the business process of 
the firm to become obsolete, if the firm fails to 
keep up with the changes in technology. 

Market Risk 

 

• This form of risk looks at the potential of the 
market in which the firm is operating. 
Basically, entrepreneurs should look at 
whether the market is sustainable with 
potential for future growth and the intensity of 
the competition in the market. 

Strategic Risk 

 

• This risk covers the potential of the business 
venture to execute their strategies, successfully.  

• It looks at whether the venture has the human 
capital necessary to carry out the strategy, 
whether the strategy incorporates appropriate 
operations approach, and finally, whether the 
strategy is in line with the strategy of their 
alliances. 
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Mere understanding of the risks and the uncertainties affecting a business 
venture is not enough. An entrepreneur must seek to reduce or manage these 
risks well in order to protect their business establishment and ensure their 
survival. An entrepreneur should attempt to maximise areas where they have 
some controls over the results and minimise areas where they lack control.  
 

 

10.1.2 Fundamental guidelines on managing risks 
and uncertainty 

In the previous section, we have looked at five common types of business risks. 
We might ask ourselves, how do we manage risks and uncertainity? Let us now 
discuss the fundamental guidelines on how to manage the risks and 
uncertainties. 

 
(a) Guideline 1: Plan Before You Act 

To begin with, entrepreneurs should have built their own information base. 
Having the necessary and accurate information in hand help the 
entrepreneurs plan well. Planning would help reduce the uncertainties and 
weigh the risks involved. These allow the entrepreneurs to take calculated 
risks and avoid taking unnecessary actions.  

 
(b) Guideline 2: Constantly Seek Information 

Continuous search for new information and updating current information 
base, help entrepreneurs to confirm if their business strategies are on track 
or if changes are needed to handle the new risks identified. Avoid making 
decisions based solely on sheer optimism. 

 
(c) Guideline 3: Control the Degree of Investment 

One worry that plagues most entrepreneurs is whether they would have 
sufficient funding. Controlling the extent of investment in assets with low 
salvage value is one way of managing this risk. The entrepreneur could 
lease these assets rather that purchasing them. Additionally, it would be 
good if the entrepreneur could ensure there is sufficient demand for their 
product/service before making huge investments.  

 
 

List and describe the five common risks associated with 
entrepreneurial ventures. What are other risks you can think of? 

 

SELF-CHECK 10.1 
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(d) Guideline 4: Share Risk with Others 
Handling risk all by themselves would be a great burden for entrepreneurs. 
It is advisable to seek out investors who are willing to absorb that risk who 
in response, would expect a greater portion of return. Investors such as 
venture capitalist often diversify their investment portfolio. Thus, their risk 
is spread out to unrelated projects and they are better able to protect 
themselves from burning their fingers.  

 
(e) Guideline 5: Be Flexible 

Being rigid with the adopted strategy is definitely a risky step to take. An 
entrepreneur should be flexible enough to change strategies when the 
situation requires it. Not only it does it minimise the risk of loss, but it also 
allows the firm to grab new opportunities that arise.  

 

 

 
 PROTECTING YOUR PRODUCT/SERVICE 

Entrepreneurs experience success with the introduction of innovative products 
and services. If these novel products or services are not protected against 
imitation, the entrepreneur will lose their share of profits to their competitors.  
Keeping imitators at bay is a crucial task for any entrepreneur in order to 
establish their competitive advantage. It is important for entrepreneurs to equip 
themselves with knowledge regarding intellectual property protection namely, 
patents, trademarks, copyrights and trade secrets. In Malaysia, intellectual 
property protection encompasses seven elements as presented in Table 10.2. 
 

 

 

 

 

 

 

 

 

10.2 

How can an entrepreneur manage risks and uncertainties? Why is it 
important to do so? 

SELF-CHECK 10.2 
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Table 10.2: Intellectual Property Protection 

Item Descriptions 

Patent • An exclusive right given to the inventor of a new 
product, process, business method or machines to 
prevent imitation of inventions. 

• Patent Protection is governed by the Patent Act 1983 
and the Patent Regulations 1986. 

Trademark • Handed out to facilitate the distinction between one 
company and its competitor. 

• Helps customers clearly identify the product producer 
or service provider. 

• Name, logo and visual attributes are part of a businessÊ 
trademark. 

• Trade Marks Act 1976 (Act 175) and Trade Marks Act 
(Regulation 1997) governs trademark protection in 
Malaysia. 

Copyright • Shields the tangible expression of ideas such as 
protecting the contents of written materials (books, 
motion picture plots, sound recordings and works of 
art). 

• Governed by Copyright Act of 1987. 

Trade secrets • Seek to provide protection for information used in 
trade that provide a commercial benefit and are not 
known to the general public. 

• KFCÊs secret recipe is an example of a trade secret.  

Industrial design 
protection 

• Provides the rights of registered industrial designs as 
that of a personal property, only assignable through 
the operation of the law. 

• Industrial Designs Act 1996 and Industrial Designs 
Regulations 1999 governs the industrial design 
protection in Malaysia. 

The protection of ICT 
layout design 

• Governed by the Layout Design of Integrated Circuit 
Act 2000 is provided for designs of integrated circuits 
based on uniqueness, inventor's own development and 
the fact that the design is freely created. 

Geographical 
indications 

• Governed by the Geographical Indications Act 2000 
and are granted for products that originate from a 
specific location where a certain quality, reputation or 
other feature of the products is basically attributable to 
their geographical source. 
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 E-COMMERCE AND ENTREPRENEURSHIP 

The digital era has altered value propositions and business models. As the 
market is expanding, the competition is intensifying too. There are new channels 
for businesses and the balance of power is shifting to consumers. Relationship 
with suppliers and other stakeholders are being altered. Firms are practising 
disintermediation. All these changes are taking place at an accelerated rate and 
failure to adopt and adapt to these changes will cause entrepreneurial ventures to 
crash.  
 
Before taking a plunge into the digital world and embracing e-commerce, it is 
essential for entrepreneurs to develop sound understanding about e-commerce 
and the underlying issues. Therefore, this section will try to answer several 
common questions entrepreneurs might ask regarding e-commerce. Let us look 
at them one by one. 
 
(a) What are the types of Internet business model categories? 

There are three major types of electronic commerce, as shown in Table 10.3. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

10.3 

Browse the Intellectual Property Protection website at 
http://www.myipo.gov.my/index.php?option=com_content&task=vie
w&id=41&Itemid=43. Prepare a summary of the registration process 
involved when applying for different types of intellectual property 
protection.  

ACTIVITY 10.1 
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Table 10.3: Business Model Categories and Descriptions 
 

Internet 
business 
model 

Descriptions Example 

Business-
to-
consumer 
(B2C)  
 

Involves retailing 
products and services to 

individual shoppers. 
 

Blooming.com.my (online florist). 

 
 
 

Business-
to-business 
(B2B)  
 

Involves the sale of goods 
and services among 

businesses. 
 

Dagangnet.com 
(http://edim1.donline.net.my/). 
 

 
 

Consumer-
to-
consumer 
(C2C)  
 

Involves consumers 
selling directly to 

consumers. 
 

Lelong.com.my (an online auction 
business). 

 
 
(b) What are the common Internet business models for electronic commerce? 

Common Internet business models includes virtual storefront, information 
broker, transaction broker, online marketplace, content provider, online 
service provider, virtual community and portal.  Table 10.4 shows the 
details of common Internet business model. 
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Table 10.4: Common Internet Business Model 
 

Common Internet 
Business Model Descriptions Example 

Visual Storefronts Sells physical products directly 
to customers. 

Amazon.com 

Online Marketplace Offers a digital marketplace 
where purchasers and sellers 
get together, hunt for and 
exhibit their goods, and 
determine prices for those 
goods. 

Ebay.com 

Online Service Provider Offers online services for 
individuals and businesses and 
generates income by charging 
subscription or transaction fees 
and from advertising.   

• Online magazines. 

• Online journals. 

• Online tutoring. 

Information Brokers • Offers information related to 
product, pricing and 
availability to individuals 
and businesses.  

• Usually, revenue is 
generated through 
advertising or from fees 
charged for directing 
information seeker to 
information provider.   

Market researcher. 

Content Provider Generates income by supplying 
digital content over the Web. 

Web of science. 

Transaction Broker Provides costs and time savings 
for users by processing online 
sale transactions and charging a 
fee each transaction.   

e-payment gateway. 

Virtual Community Facilitates communication and 
information exchange between 
individuals with similar 
interest through the set up of an 
online meeting place. 

• Facebook 

• Flixster 
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Table 10.4 (Continued) 
 

Portal • Provides an initial point of 
entry to the Web along with 
specialised content and 
other services.  

• Yahoo.com is an example of 
a portal that provides entry 
points to other contents such 
as horoscope, business 
directory, news and so forth. 

Google.com 

Virtual Storefronts • Give you the opportunity to 
preview exhibitorsÊ products 
and check out company 
information such as address, 
company contact and lines 
carried. 

Americasmart.com 

 
(c) What electronic payment systems can I use for my online business?  

Digital credit card payment, digital wallet, accumulated balance payment, 
stored value payment systems, digital cash, peer-to-peer payment systems, 
digital checking, and electronic billing presentment and payment are the 
major electronic payment systems.   
 
(i) Digital credit card 
 

 
  
 
 
 
 
 
 

 

Digital credit card payment 
systems allow secure payment 
using credit card on the Internet 
and ensures security of 
information transmitted online 
among users, trade sites, and 
processing financial institutions.   
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(ii) Digital wallets  
 

 

(iii)  Accumulated balance payment systems gather micro payment 
purchases as a debit balance that needs to be paid from time to time 
on credit card or telephone bills statements.   

(iv)  Stored value payment systems store value payment systems stores 
value or points in a digital account. Customers can make instant 
online payments from a value stored in the account.   

(v) Digital cash is a form of electronic currency that is used for online 
purchases.   

(vi) A peer-to-peer payment system is an electronic payment system for 
individuals who want to send money to merchants who are not set up 
to accept credit card payments.   

(vii) A digital check is an electronic check with a secure digital signature.   

(viii) Electronic billing presentment and payment system allow users to 
view their bills electronically and pay them through electronic funds 
transfers.  

(d) Why should I adopt e-commerce?  
E-commerce can enhance a firmÊs competitive advantage. Among the 
benefits one can expect from e-commerce are: 

(i) Increased global presence: Internet creates a world without 
boundaries and allows businesses to expand their market to any part 
of the world without the need to set up their physical premises there. 
Basically, customers from any part of the world can access the firmÊs 
e-commerce website and make their purchases. 

(ii) Convenience to customers: Customers will be able to shop at their 
convenience, especially since the website would be operational 24 
hours a day.  

Digital wallets store credit card 
and owner identification 
information and provide these 
data automatically during 
electronic commerce purchase 
transactions. 
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(iii) Alternative mode of advertisement: Providing information on the 
website also functions as an advertisement for the business. 

(iv) Disintermediation: Doing business over the e-commerce website 
allows the firm to reach out to customers directly without depending 
on intermediary steps. This not only helps cut cost but also help the 
firm better understand its customers. 

(v) Reduced transaction cost: The accessibility of Internet has helped 
reducing the costs of searching for buyers, distributors, or suppliers 
significantly. 

(vi) Coordination between strategic partners: e-commerce supports 
effective coordination among strategic partners. For example, the use 
of supply chain management coordinates supply flows between the 
firm and suppliers in an efficient and timely manner by integrating 
procurement, production and logistics processes to supply goods and 
services from their sources through to delivery to the customer.  

(vii) Customer personalisation: Internet technology used in e-commerce to 
offer web personalisation provides similar benefits as using 
salespeople.  

 
(e) I feel e-commerce is too good to be true? Are there any challenges that I 

need to be concerned about? 
Yes, some management challenges that must be considered are: 

(i) Inadequate security: There is a possibility that sensitive and private 
information may be exposed to security risk over the Internet. 

(ii) Achieving coordination: e-commerce requires careful orchestration of 
the firmÊs departments, production sites and sales offices, as well as 
closer relationships with strategic partners (e.g. customers, suppliers, 
and other business partners) in its network of value creation.  

(iii) Technology problems: Technical problems such as the lack of 
standards, the growing need of bandwidth, inadequate 
telecommunications facilities in many less developed countries, and 
the abundance of data without the technical ability yet to search for 
and locate it quickly and easily may hamper e-commerce efforts 

(iv) Legal problem: Local and international regulations need to be 
considered for the transmission of data. 
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(f) What should I do when I decide to start and operate an e-commerce 
business? 

 Figure 10.2 shows the steps that should be taken to operate an e-commerce 
website 

 

 
Figure 10.2:  Steps taken to operate an e-commerce website 

  
The explanation for Figure 10.2 are as follows: 

(i) Create a website 
The first step in creating web presence is through the website. The 
website should be designed professionally, constantly updated with 
relevant information and simple yet attractive.  

(ii) Register the domain name 
Ensure the domain name selected for the e-commerce business web 
site is unique and not registered to any other business. Once the 
domain name has been selected, ensure it is secured and registered 
accordingly. 

 (iii) Ensure web presence 
Having a website alone is not sufficient as the business must find 
ways to improve its placements on major search engines. 

 (iv) Communicate with your customers 
An e-commerce website must provide avenues for customers to 
provide feedbacks or enquire about the products/services offering.  
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(v) Keep track of your competitors 
Never assume that by having a website, it will overcome competition 
on its own. The firm needs to keep track on competitorsÊ ranking and 
constantly upgrade its website to match or better still exceed the 
competitorsÊ sites performance. 

 (vii) Maintain and upgrade system 
An e-commerce system requires constant maintenance to ensure 
smooth performance. As new technology upgrades are available, the 
sites must be upgraded accordingly.  

 
(g) What type of business is suitable to go online? 

Most types of businesses can be taken online. It all zooms down to how 
creatively the entrepreneur incorporates the Internet and e-commerce into 
their business model.  
 

 
 

 CORPORATE SOCIAL RESPONSIBILITY 

At present, entrepreneurial firms are expected to include social and 
environmental considerations into their business operations. This trend is 
referred to as corporate social responsibility. Entrepreneurs are expected to not 
only satisfy the needs and wants of their customers, but also to meet the 
expectations of other stakeholders such as their employees, suppliers and society 
in general. Social responsibility may most likely rest on one or more of these 
expectations  need to protect the environment, hiring practices, provision of safe 
work environment, health concerns and so forth.  
 
Although firms are not required to legally observe these expectations, using them 
to guide corporate behaviour can bring about substantial benefits  primarily to 
an improved reputation. Potential employees and current employees will have a 
positive perception towards firms with a comprehensive corporate social 
responsibility policy. Ethical values portrayed through the corporate social 

10.4 

1. Discuss how an entrepreneurial venture can use e-commerce to 
enhance  its competitive advantage. 

2. Identify examples of online businesses that have been successful. 
Using these examples, determine the critical success factors for 
any e-commerce venture. 

SELF-CHECK 10.3 
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responsibility policy will also help establish the firmÊs unique selling proposition 
and build customer loyalty.  
 
Kramer and Kania (2006) have outlined four points to consider when designing a 
corporate social responsibility programme that can establish competitive 
advantage. The guide includes: 

(a) Identify an issue that is crucial, current and strongly influences the firmÊs 
core competencies. Such issue will get the firm to be noticed and eventually 
boost the firmÊs reputation. 

(b) Mere identification of a social issue to address is not sufficient. The firm 
must set quantifiable goals and constantly monitor progress of its effort. 
Subsequently, progress report must be made known to all stakeholders.  

(c) The firm must position its key resources to facilitate and support the social 
responsibility programme designed. 

(d) The firm is also encouraged to establish cross sector partnership with other 
organisations that can support and contribute based on their expertise.  

 

 
 

1. Discuss how a corporate social responsibility program should be 
developed in order to build competitive advantage. 

2. Discuss five benefit(s) of observing corporate social 
responsibility in any entrepreneurial ventures. 

3. When building competitive advantage, what are the issues that 
must be given due consideration by entrepreneurs? What other 
issues or measures to establish competitive advantage do you 
think may be important? 

4. Corporate social responsibility requires the firm to include the 
concern for society welfare and environment into its business 
operations. At present, what are the important issues that you 
believe needs to be incorporated into any firms corporate social 
responsibility policy? 

5. En. Jamal owns a batik print shop. He was wondering if he could 
adopt e-commerce for his business. What do you think? Can e-
commerce be used for a traditional handicraft business? In what 
ways can he utilise the e-commerce technology?  

ACTIVITY 10.2 
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• Firm must continuously service current customers, nurture new ones, 
develop new products/services, and achieve profit in their pursuit to ensure 
long term competitive advantage. 

• There are four major issues that need to be considered by entrepreneurs 
when building their competitive advantage:  

− Managing risks and uncertainties; 

− Protecting the business idea (product/service);  

− Embracing e-commerce; and  

− Corporate social responsibility. 

• Entrepreneurs are exposed to five common risks which are financial risk, 
economic risk, technical risk, market risk and strategic risk.  

• In order to manage risks and uncertainties, entrepreneurs are advised to: 

− Plan before acting;  

− Constantly seek information; 

− Control the degree of investment;  

− Share risks with others; and  

− Be flexible. 

• Entrepreneurs need to protect their source of competitive advantage 
(products and services) from imitation using suitable intellectual capital 
protection measures outlined in the Malaysian Intellectual Protection 
legislation which includes patent, trademark, copyright, trade secrets, 
industrial design protection, protection of ICT layout design and 
geographical indications. 

• There are three common types of Internet business model categories:  

− Business to business (B2B);  

− Business to consumers (B2C); and  

− Consumer to consumer (C2C). 

• Common Internet Business Models includes virtual storefront, information 
broker, transaction broker, online marketplace, content provider, online 
service provider, virtual community and portal.   
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• Digital credit card payment, digital wallet, accumulated balance payment, 
stored value payment systems, digital cash, peer-to-peer payment systems, 
digital checking, and electronic billing presentment and payment are the 
major electronic payment systems.    

• Benefits one can expect from e-commerce are increased global presence, 
convenience to customers, alternative mode of advertisement, 
disintermediation, reduced transaction cost, coordination between strategic 
partners and customer personalization. 

• Management challenges associated with e-commerce that must be given due 
consideration are inadequate security, achieving coordination, technology 
problems, and legal problem. 

• Steps to follow through when starting and operating an e-commerce business 
includes: creating a website, registering the domain name, ensuring web 
presence, communicating with customers, keeping track of your competitors 
and system maintenance and upgrading. 

• Corporate social responsibility refers to the concern for and inclusion of 
social and environmental consideration into business operations. 

• Firms are not required to legally observe these expectations but encouraged 
to use them to guide corporate behaviour as it can boost firm reputation and 
build competitive advantage. 

• Kramer and Kania (2006) outlined four points to consider when designing a 
corporate social responsibility programme that can establish competitive 
advantage: (1) Identify an issue that is crucial and current, (2) set measurable 
goals and report progress, (3) facilitate and support the social responsibility 
programme designed with key resources, (4) establish cross sector 
partnerships.  

 

 

Accumulated balance payment  

Competitive advantage 

Corporate social responsibility 

Digital cash 

Digital checking 

Digital wallet 

E-commerce 

Intellectual property 

Managing risk and uncertainty 
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