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Column byTimothy Faley, Ph.D.

|sYour Business |dea Feasible?

In my last column, | focused on recognizing grggtatunities and shaping them into business
concepts that thrive. This month we'll look at gmalg thefeasibility of your proposed venture and
assessing its market potentaflnoft-neglectedpre-business planning step.

Making acritical evaluatiorof your business concept at an early stage wdlalou to discover,
address, and correct afatal flawsbefore investing time in preparing your busindss pAs you
work through this phase, Phase Il of business dpwa¢nt, you will identify factors that are
essential to your venture's success while compihegletailed, in-depth information you need to
write your business plan, thereby immensely shortethe next phase in the process.

Unlike Phase |, which emphasizgisergent thinkingPhase Il requiresonvergentfocused

thinking and analysis. This is the point where you wantaa slrilling down to specifics. Although
you are not yet ready to prepare a detaleerating planit is important to concentrate on the
details of your business proposal. After conductiegondary market reseayethich involves
assessing the literature and other publicly avhalaiformation, you will need to begprimary
market researchy talking directly tastakeholdersf all kinds -- from potential customers to future
team members -- about your business concept. Hesoaeertinentquestions you will want to
ask -- and answer:

« What does the industry where my firm will compede dustomers look like?

« If you are able to create value for your customeit,you be able to capture any of it?

« Who holds thevalue-capture powen the industry you are entering -- buyers, sugplor
others?

- How will your firm be differentiated and stay thaay?

« Are there few or mangrospectivecustomers for your product or service?

« How many units per customer can you expect to sell?

« What is youimmediately addressable marRet

«  Who will be your first customer?

«  How will you move from that first customer to thé"™. 100" and millionth?

- What is the cost of acquiring a new customer?

« What kind of skills will you want t@rocurefrom your team members to complement your
own?

«  When will you need to incorporate people with thek#s into your business?

Author John Mullin'dNew Business Road Test is a good reference to help you rigorously think
through the industry, market, and team needs far pasiness. However, three additional
interrelated topics are also important: doing eatfge financial analyses on your venture, defining
the development path necessary to transition froar gurrent business concept to the state of your



operating business, agadugingthe investor attractiveness of your enterprise.

Early-stage financial analyses can be frustrattrtgia point, because you must make many
assumptions. The question is: Which of those assanmgshould you validate with more detailed
investigation and which should you set aside ferttme being? There is not enough timgtosue
everything, so you need to focus on the most atitgsues. At this stage you are seekirgight,

not a single answer, from a financial analysisainbusiness. Using add-on software that provides
probabilisticcapability to your spreadsheet will allow you demtify variablesthat have a large
financial impact on your business. You then cam$ogour attention on those items, systematically
mitigating risksas you build your business.

Recognizing the tasks that must be performed israxdevelop your business to the point of
entertaining your first customer is important foiderstanding your total startup cash needs. lethes
tasks are not followed by substantial busingssde potentialthey can create fiscal burderhat

will drag down your venture's chances of finansiatcess. Many firms look promising@sgoing
concernsbut are unable to recover from the time and cofsgetting to that point. To complicate
matters, ventures often have multiple developmattigpthat must be navigated simultaneously.
Technology-based companies, for example, frequemtst follow three paths: technology, product,
and market.

Phase Il is the time to begin thinking about howasition your company for investors, whether
you hope to obtain yowstartup capitafrom Uncle Harry or venture capitalists. A bussésat
ultimately may be profitable on an annual basishadt little hope of recovering itgofront costs

does not look very attractive to investors. No stee likes their investments viewedsask costs
You need to ask yourself how your investors wilptcae their returns -- through interest payments,
dividends orescalating equity val®eEquity is worthless, if there is no way to cashtbrougha
liquidity eventof some kind. Were yomadvertentlyconsidering using the investors' returns as
growth capital for your business? You need to labthe investment from their perspective as well
as your own.

Once you have successfully completed Phase lleobtisiness-creation and development process,
you can be confident that your business concegilid. This certainly does not mean you are
guaranteed to have a successful business, hovi®eanise there are mangerational risks

involved.



