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THE PROJECT TEAM AND COKTRIBUTORS 

The ENTREPRENEUR'S tiANVBOOK was prepared and written by the University 
of the Philippines Institute for Small-Scale Industries (UP ISSI). 

The UP ISSI project team wa s composed of Seienidad F. Lavador, project 
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was provided by Angelina N. Eduardo and Evangeline H. Punzalan and 
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A panel of contributors, representing several TECHNONET ASIA Participating 
Organizations, met on December 8-13, 1980 at the UP ISSI to review the 
first draft of the manual. They were Sirajuddin Ahmad of the Bangladesh 
Small and Cottage Industries Corporation (BSCTC): Machdi Ichsani and 
J.M.P. Ohello of the Departemen Perindustrian CUP), Indonesia; A.M.A. 
Abeysinghe of the Industrial Development Board (IDE), Sri Lanka; Zahudi 
bi:, riaji .9bdul 24‘1 i: of the Majlis Amanah Ra'ayat (MARA), Malaysia; 
and Prani Obhasanond of the Department of Industrial Promotion (QIP), 
Thailand; Felipe ?apa, a Filipino entrepreneur, Paterno V. Viloi.ia, small 
enterprise development specialist, Zenaida C. Madroiio, UP ISSI’s 
management specialist, and Lucita Lazo of the University of the 
Philippines Department of Psychology sat in as resource persons. 

Earlier, in July 1979, representatives from these Participat<ng 
Organizations met at the same venue to formulate the design and 
determine the methodology and content of the manual. They were 
Sirajuddin Ahmad of BSCIC, Omar bin Haji Bahrul of MAKA, Vim Roonggrout 
and Prani Obhasanond of DIP, Hamsah Ynusir and Nadirsjah Ara of DP, 
A.M.A. Abeysinghe of IDB and senior staff of the UP ISSI. 



FOREWORD 

For quite some time, we have been bothered that the entrepreneurship 
development programs being introduced in developing countries have 
been mostly patterned sfter models applied in industrialized countries. 
For sure, we can learn much from the experiences and achievements of 
the more advanced ecoromie5. Whenever a+licable, they have been 
referred to and used. But the economic, social and cultural conditions 
are totally different that make adaptation much more difficult than 
"inventing" our own models. Hence, we undertook the HANDMAN Project 
- an Entrepreneur's Handbook and a Trainer's Manual on Entrepreneurship 
Development. 

This is followed up by an on-going research project on the "Validation 
of Selection Schemeland Achievement Motivation Training for Entrepre- 
neurial Development in Asia". The findings and conclusions of this 
research would eventually contribute "co a revised version of these 
publications. 

These publications are by no means complete. They have been designed 
so that organizations responsible for entrepreneurship development 
will be able to supplement the basic material provided with their own 
in-country "notes'. In some countries, it would be necessary to 
translate these publications in the local language. We hope we have 
completed a beginning which would be useful to existing and potential 
entrepreneurs and to those engaged in training them, In the end, it 
is the risk-taking entrepreneur who can make things happen in our 
efforts to industrialize. But with scarce resources, the entrepre- 
neurial risks must be minimized. 

We acknowledge with gratitude the generous support provided by the 
Canadian International Development Agency (CIDA) and the International 
Development Research Centre (IDRC) of Canada towards the accomplishment 
of this project. Their contribution would be of immense value to the 
Third World. 

LEON V CHICO 
Executive Director 
TECHNONET ASIA 
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NC one gets rich working for others. 

This truism has, of late, been strongly underscored in the current efforts for 
achieving economic growth, Hence, the developing societies' focus on the 
stimulation of the enterprising spirit, the attempts at nurturing a unique type 
of individual whoworksfor no one but himself, that special breed known as the 
entrepreneur. 

Drawn from academic sources as well as from experiences and practices of 
entrepreneurs who have successfully founded their own small enterprises, the 
materials provided in this handbook are aimed at providing the reader with 
insights, information and knowledgeability on the theories, general principies 
and practices required to initiate and operate a small enterprise successfully. 

The handbook consists of nine chapters encompassing the whole enterprise develop- 
ment cycle - from the project conceptualization to the growth stage of the firm. 

Chapter I focuses on the entrepreneurial personality. Since it is an accepted 
assumption that th,e key to business success is self-knowledge, this initial part 
deals with the assessment of one's entrepreneurial potentials. 

Chapter II outlines the approaches available to the entrepreneur to identify 
business opportunities and screen venture ideas. 

Having made a decision on what business he would venture into, the entrepreneur 
must then plan and organize his project with :are and deliberation. How he 
should plan and make decisions on the varied aspects of the business to 2nsure 
its successful implementation is discussed in Chapter III. 

After carefully identifyir,g, planning and organizing the resources of his project, 
the entrepreneur is ready to actualize his project idea. Chapter IV, therefore, 
discusses the various management skills required of the entrepreneur. 

From Chapter V through Chapter VII, the three functional areas of management 
- marketing, production and finance - are thoroughly covered and expounded on. 

To ensure that his business is constantly in good health, the entrepreneur must 
periodically analyze it. Four most commonly used methods of business analysis 
are presented in Chapter VIII. 

Because the small entrepreneur is basically a dynamic individual, he is 
concerned not only with mere survival of his business but also with its growth. 
Chapter IX thus deals on the matter of expanding and diversifying the small 
enterprise. 

In summary, the handbook can serve as a useful and relevant material for both 
existing and potential entrepreneurs, as well as orovide valuable information 
to researchers, development workers and policy makers involved in entrepre- 
neurship promotion. 
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CHAPTER I 

ENTREPRENEURlAL SELF-ASSESSMENT 

The hey to br!cce~n6 .&I bU;ILntih LJ knowing onen&(. 
&$or,e beginning a bwi.wm, Lt in encsem.%l .to ,$ind 
oti &OL.A~ L,( one indeed, ban .the ho-c&ed entrepreneurial 
spirit. How much ai .the pmonal chtiactv&tic~ 06 the 
~ucc~~b,-@.t etiepaenewr doen he. pan~e~s~? Uoe~ he hme .the 
right mofivtioti ,(oh going into bwinuncl? Have the eventi 
and ci!mma&meed 06 kin .&$e phepaned him w& doh Xhe 

erbtkephenetit hate? To amum theLse quemXond, tkin 
chqtm Led a%e would-be ev&..epheneuh on a candid 
adve&ti& in ht.&(-explotion. 

So you want to start a business! That is a good decision for certainly, business 
is a most rewarding career as well as a challenging and exciting adventure. 

But maybe you don't quite know where and how to start a business. This chapter 
is intenc..d to guide youon ajourney of self-exploration, so that you may get to 
know yourself better. Why? 

Let's face it. Want'ing and doing are two different things. Succeeding in what 
you're doing is even another. Surely you don't just want to start a business; 
you also want to succeed in it,don't you? Well, know youmeL first. It is your 
key to success in business. 
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In a very real sense, much of what will make for entrepreneurial success arises 
from a healthy feeling of self-worth, borne out of a realistic se!f-appraisal and 
an awareness of one's own strengths and weaknesses. Many ventures fail because 
the men behind the scenes neg!ected at first to make an accurate assessment of 
their capabilities to carry their visions through to the end. While taking pains 
to determine the economic feasibility of the enterprise, potential entrepreneurs 
often overlook the one important ingredient that spells the difference between 
starting and staying in business: -the entrteptrcnew .&PM. It was this 
spirit that impelled all those famous, enterprising men to greatness. Columbus 
was an entrepreneur in much the same way that Henry Ford was one. Both knew 
themselves well enough to recognize their potentials and limitations. And they 
worked hard to develop the former and overcome the latter. 

The entrepreneur who wants to start right. starts with himself. If he believes 
at the outset that success comes because of what one is and what he can be, then 
he would have started right. 

Are YGU an entrepreneur? How much of the entrepreneurial spirit do you have? 
This chapter will help you answer these questions. Initially, it leads you to 
assess how much of ,the personal characteristics of the would-be entrepreneur you 
have. Then it encourages you to judge your motives for setting up a business. 
Finally, you are guided to recall events and circumstances in your life to see 
whether you have been sufficiently exposed to the role you are 
fulfill as an entrepreneur. Thus, at the end of the chapter, 
answered the followinq questions: 

1. Are my characteristics (thoughts,actions and abilities) ii 
succeed as an entrepreneur? 

expected to 
you will have 

kely to help me 

2. Why do I want to start this business? Are my motives good enough? 

3. Is entrepreneurship the career for me? 
if I were an entrepreneur? 

Will I function best as a person 

YOlJR THOUGHTS, ACTIONS AND ABILITIE 

ARE YOU A RZSK TAKER? 
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Tiie entrepreneur likes to win, and to win the hard wa ?I _ T",?f gaapc ha n=ii.-.i* . ..- - -- ..A *IL IIC.Ll 
sets out on anything that is either too risky or too*easy. He likes chal- 
lenging ventures,, those that involve moderate chances for success or failure. 
He feels happier and more pleased with himself when he succeeds in a task where 
others fail or fear ta enter. Unlike the ordinary man, he does not shun risks 
but almost seeks them. He assesses the risk involved in terms of all his 
resources. He asks himself: "DO I have enough technical knowledge, management, 
expertise, money and personnel to carry out such a plan? Are my financial, 
technical, market, raw material and energy resources adequate? If not, what 
can I do to make up for the inadequacy? Is the missing element essential to 
make the business succeed or is it possible to go on without it? Based on 
his assessment of the situation, he decides whether the venture is worth taking 
or not. He favours a risk where there isabout 60% chance that he will win. 

COES YOUR EMOT70VAL 7NVOll'EMENT WZTH THE GOAL REFLECT HOPE UF SUCCESS At@ FEAR 
0F FAILURE? 

Once he has set his illind on a goal, the entrepreneur imagines how he ;dould feel 
if he should succeed or fail in attaining it. He expresses these desires to 
himself and to others around him. His emotional involvement with the goal is 
total. The goal means so much to him that he thinks about it mostly in r;erms of 
winning. He gets so pre-occupied with winning that he plans his strategies and 
tactics well in advance. Fearing failure, he identifies I;ossible obstacles and 
barriers to the gcal , and prepares himself to prevent or overcome them. However, 
he is optimistic despite the possibilities for failure. He is so hopeful and 
bent on succeeding that he sees the future as bright and promising, not dark and 
gloomy. 
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The entrep:-eneur pursues his goals to the best of his ability. He runs after 
it as if his yet-y existence depended on it, harnessing for it all his talents, 
skills, abilities and emotions, Hi.s involvement is total. He persists, 
perseveres and works so hard even in the face of much adversity. He cannot 
stand unfinished tasks. No stress is too great for him for he thrives under 
stress. 

ARE YOU ENERGETIC AND MOBILE? 



Entrep:-encurs make the worid go round. 
it is difficult to resist them. 

They are so full of vigour and vitality 
Their energy is catching. They work beyond 

eight hours daily, much more than the normal capacity of most people. They work 
and drive themselves so hard it's a wonder where they get trle surplus energy. 
They also tend to be mobile. Boring, routinary jobs don't attract them. 
Unpromising communities exasperate them. They therefore tend to move from one 
job to another, from one city to another. They are never content wl'th the 
mediocre or the ordinary. 

DO YOU WAN7- AN'D USE FEEDBACK? 

Entrepreneurs consistently want to kitow how well they are doing sc, ,that they are 
often called recognition-seekers. They are, in a sense, for they delight in 
knowing thst they have done a splendid job, However, they don't seek feedback 
just for the pleasure they feel in being praised, but rather to know more about 
how they perform. Whether positive or negative, the feedback is welcome input 
to help them produce better and accomplish more. They always view events as 
learning opportunities, the past as aids in decision-making. They look for 
nasty feedback, digest them and act on them so they cease to be pitfalis in the 
future. Because they are open to feedback they are flexible. They do not stick 
rigidly to plans when they have ceased to be workable. Even in planning the 
business they consult with others (experts, consultants, friends, relati-res) to 
gain feedback about goals. They are objective. 

00 you ENJOY TP.KTNG PERSONAL RESPONSZBlLTTY FOR ACTIONS AND ZXIXSTCNS? 

The entrepreneur badly wants to be the one i*esponsible for a job well done. 
He cannot sit in a team as a hardworking member while another gets all the 
glory that winning bri'ngs. He leads and makes things happen. while all the 
others either watch or follow or are unaware of what's going on. He originates 
ideas and action. He takes the initiative. While others go on dreaming of 
great things, he actively does his best to get things done. He believes he is 
personally responsible for the way his life turns out to be, Success to him is 
a product of personal effort, not luck or fate. 

ARE YOU SELF-CONFIDENT AND SELF-RELIANT? 

Entrepreneurs are men of guts and steel. They are strong; they are tough, They 
have faith in their ability to win and they show it.. They pursue life with 
infectious confidence. While the rest of the world regards the environment as 
formidable and overpowering, the entrepreneur views it as something that can be 
conquered and subjugated. He is willing to plunge into the unknown, Because of 
this, many people find entrepreneurs (especially those who are still starting 
and have not established their names to back them up) too risky to support. 
They seem to overestimate their capacities. 
sense, they are. 

Overconfident? In a very real 
It is no surprise to discover that a successfut entrepreneur 
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rat rurc3. ivlariy L III~5 uver’, iht?y hive cjverxs i imd ied ihemsei ves . 
-1..- But they did not y:ve up when they failed. They kept on going, not iosing heart. 

Perhaps because other people tend to view the entrepreneur as too risky for 
comfort, he is forced to pursue his activities alone. But with or without 
others, he can get things done because he is self-reliant and independent. He 
has learned that he is his own best asset. Money, fr;er&, contacts -- all of 
these merely augment and support what he himself has to offer: hardwork, 
ambition and competence. 

ARE YOU KNUWLEVGEA&LE: 

Although many successful entrepreneurs did not reach high school, much less 
college, all of them are knowledgeable; they are usually ex.perts in their trade 
or in the product that they produce. They learn about it well enough so that 
they don't wholly depend on"experts"to tell them what happens, how, where and 
when. They also recognize the value of current events: what's going on, where 
and why. This is why they get ahead, much earlier, than most people. They get 
informed. They usually read widely and educate themselves continuously about 
things and events. The kno:qlrdge they get from others makes them wiser. 

00 YUU HAVE PERSUASZVE ABZLZTZES? 

An entrepreneur can talk in a way that excites other people. He x,ight bd poor, 
with no land, no car, no big family name, no master's degree. But he dreams, 
and he talks of his dreams in a way that makes other people dream with him. 
Therefore, a relative lends him a land title, a friend lends him some money 
(enough for personal equity), another friend lends trim a car. He talks to a 
friend who agrees to drive him to a bank, he presents all his acquisitions to 
the bank manager and he walks away with a loan to start his business. He talks 
to competent skilled hands around the neighbourhood promises them a good future 
with him, and off they go to start a business on a small pay and a hjg shared 
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dream. All the people he gets in contact with do what they can do for him 
becz-rse they are willing to do it. 
oeople. 

In other words, he can 'influence and inspire 

DO YOU HAVE MANAGERTAL A73717TlES? 

The entrepreneur is a leader. He runs his people in a way that makes them 
willing and able to do things for him. While he definitely controls the 
business, he is able to delegate some functions to his men so that he has more 
time for creative activities such as finding ways to improve his product, 
looking for new markets and expanding his enterprise. He is rational rather 
than emotional about managing his business. 
his capacities, 

If his venture has grown beyond 
he is willing to take in more people to work with him if they 

can provide assistance (e.g. funds, expertise) in making his business grow even 
more. In the face of pressure (whether from people or from circumstances), he 
decides and acts on the basis of what will work best for the business. For 
instance, when hiring, he hires on the basis of expertise and resource potential 
for the business, rather than on the basis of friendship or relationship. 
Unless it will do the business much good, he is not ready to compromise 
standards and policies simply because he doesn't want to hurt subordinates, who- 
ever they are. He is decisive and firm, strict but fair, all to attain what he 
wants to get. 

ARE you %NATZVE~ 

Entrepreneurs believe that there are always new a nd 
They are creative. 

better ways of doing things. 
Oftentimes their ideas may be wild or fancy but this merely 

indicates their pre-occupation with the nc~ and the &~~~tive. They are ever 
discontented with present ways, no matter how comfortable they are. They think 
of increasing the comforts! They are imaginative about the products that they 
.-a..,, JCI I, They dare ts be different . .' 1r-i tne way they make an d sell -...*,-I...-.+- A,...^,.& p, "UUL Lzl . n I Ill"3 L 
always, they are worth the difference. 
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Entrepreneurs are interested not only in the end result (attainment of the goal) 
but in the process of attaining it as well. They are concerned with excellent 
performance, setting high standards for themselves. Once they have committed 
themselves to a goal, they pursue it with a flourish, so to speak. And they do 
it for the satisfaction that they get from doing an excellent job. Often, they 
have been described as working with excellence for excellence sake rather than 
for the rewards that attend excellent completion of a task. In business, 
therefore, they actually don't work for the profit (they use it as a feedback 
mechanism to tell them how well they are doing) but for the growth potential 
of the firm. 

The preceding discussion is by no means exhaustive in terms of describing 
effective entrepreneurial behaviour. So much has been said about the entrepre- 
neur, and everything indicates that successful entrepreneurs are indeed a 
people set apart, exhibiting exceptional patterns of behaviour. What is even 
more interesting is that this ezceptionaZity is not inborn, but largely learned 
or acquired. There are evidences to show that individuals can and do success- 
fully teach and train themselves in adulthood to think and act like accomplished 
entrepreneurs. We challenge you to do the same; Lise the insights you have 
obtained from this chapter to start you off on an inventory of your own strengths 
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and weaknesses. Pursue a program for developing and enhancing yourself on areas 
where you find yourself weak. 

The questions were, no doubt, too general for you to assess yourself objectively, 
You may want to know just how much of a risk-taker you are: high, medium or 
low? In that case, you will find the rating scale in Appendix 1 helpful. 
The scale consists of 96 items which represent the.12 characteristics of the 
entrepreneur as discussed in this section. 

YOUR MOTIVES 

Your reasons for wanting to put up a business are just as important as the type/ 
nature/form of that business. Here is a short checklist of reasons most people 
have for wanting to put up a business. 
include others which may not be listed. 

Check those which apply to you, and 

MUNUARY 

To earn a living 
To get rich 

- For additional income/profit 
For financial stability/security 

To gain prestige/status 
To be recognized and respected 
To be a model tc rural folks 
To meet many people 

SERVTCE 

To employ people 
To upgrade the comnunity 
To help the community's economy 

FAMTLIAL 

For son's/or family's future 
To win wife's/husband's loyalty 
To please father/mother 

SELF FULFILLMEh'T 

To be own boss/be independent 
To achieve/fulfill something through business 
To avoid employment 
To be productive; use personal abilities 
As challenge to own capabilities 



OTtfEQS 

Now, go back to the list and rank yourreasons according to AmpohAance. Record 
them here: 

:: 

:: 
5. 

(Most imoortant:) 

(Least imoortant:) 

Note what you have written as most important for wanting a business. This 
indicates your main motive for setting your business goal. Is it a good enough 
motive? 

On motives, psychologists tell us that those which relate to an individual's 
need for self-actualization exert the most influence on behaviour because 
actions motivated by these needs tend to persist in time; they are long-lasting. 
This follows because self-actualization is a life-long process. It is a need 
within a person to respect himself, to feel whole- fully human and dignified in 
every respect. This need is the last of all human needs that gets satisfied 
because it is not vital for survival. 

You have several other needs and wants that demand satisfaction and which under- 
lie your every behaviour. These needs differ in intensity in terms of their 
effects on behaviour. Once satisfied, a need ceases to motivate your actions 
and other pressing needs attract your attention. This goes on up a hierarchy of 
needs, depending on the satisfaction of those on lower levels. 
arranged them as follows: 

Maslow i/ has 

7 
- 10 - 

Safety Needs 

Physiological Needs 
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Examine your reasons for setting up a business. Are they anchored on your need 
for self-realization? Or on lower needs? Are your motives mainly security, 
social or physiological reasons? Js it mainly money and profit that you want? 
You will do well to cotint the cost in starting a business. Know that a business 
worth its salt usually doesn't pay back immediately but only after years of good, 
efficient hard work. Be cautioned. You must be prepared to lose during the 
first few months (or years) because you actually will have to give out more 
money and energy than you will initially receive in return. 

Can you see why your motive must be anchored on self-fulfillment? If it is not, 
you are most likely to get frustrated because of the length of time it takes for 
returns to come. Meanwhile, how will you and your family eat? Consider - it may 
be too great a risk for you. 

Actions motivated by the need for self-actualization tend to persist in time. 
Perseverance stems from the nature of the need. It takes a lifetime to satisfy 
and it is vital to one's self-respect. In business, persistence and perseverance 
can be a most valuable asset in meeting t?e inevitable: the various trials and 
hurdles that await you. Temptations to quit will be plenty and inviting. 
Learn from the great men of enterprise. They had the will to go on. They 
viewed their plans in terms of long-term goals so as not to lose perspective. 
Are you prepared to stick through your plans? Would you meet the~cha.&enge? 

YOUR READINESS FOR THE ENTREPRENEURIAL ROLE 

Past events, circumstances and situations in your life play an important part 
your character formation. For the most part, it has rnoulded you to become a 
with specific attributes to best fill a role in society. Depending upon how 
has moulded you, your past will determine your contentment and satisfaction i 

pb:son 
it 
n 

any occupation. It has equipped you with abilities, exposed you to circumstances 
that will enable you to function best as an individual. Your task is to find out 
if these preparations meet with no contradiction in the entrepreneurial role. 
You want to be sure you're on the right path and can go right ahead with confidence 
and full assurance. 

Take your personal history. Have your life circumstances favourably prepared you 
in terms of attitudes, traits and dispositions to enable you to meet the exacting 
demands of a business-career? For instance, 

- Were your parents more permissive than authoritarian? 

- Were you, as a child, trained to be self-reliant and independent? 

- Was your family economically (status) progressive? 

- Were your parents (relatives or close friends) in business? 

- Did you have to deal with some anxiety-laden or stressful situations 
as death, separation, poverty, rebellion against parents)? 

(such 

1 to 
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i 
- Have you tried to rise above an unpleasant life circumstance on your own? 

The essence in asking yourself questions like these is for you to take stock 
of your own experiences in independent, risk-taking, decision-making and goal 
setting. In other words, to honestly see for yourself just how entrepreneurial 
you have been in the past. In your aspirations to become a successful business- 
man, there will be times when you meet obstacles and frustrations. It may be 
easy to lose heart. One way to be prepared and not be disco)Jraged is to respect 
yourself from the very start. If you have had a very S-iab? 2, sheltered and 
comfortabie childhood, so much so that you had no adequate exposure to independent 
decision making, don't despair if you commit error in making decision at the start. 
Take the failure as a learning experience. Accept your weakness, and learn how 
to make it less of a problem. 

Further, try to explore the degree to which you have involved yourself with your 
business goal. HOW pre-occupied have you been with your plans? 

Think back as far as you can remember. When was the very first time you thought 
of owning a business? . How old were you then? 
Subtract this from your age now. Ponder upon the result. That's 
how long you have been involved with a career in business. 

Are there other goals in your life which pre-occupied you longer or just as long 
as your goal of becoming a businessman did? If there are, are 
they in conflict with your business goals? Did you answer yes? 
Then now is the time for you to resolve the conflict. 

Haw important is it for you to accomplish these other goals above the business? 
If they should come first, lay this handbook down and set it 

aside. You should not start the business with half of your heart somewhere else. 
No matter what it is, the business you are planning demands and deserves your 
whole attention, your whole devotion and total commitment. Less than these, you 
cannot expect success. Pursue something else. Business cannot be secondary, 
it must be your No. 1 concern. 

How involved have you really been with your dreams in establishing a business 
career? If you were struck with the idea in your youth, do you remember having 
toyed with it over and over again in the past up to the present? Over the years, 
have you come to place value and importance on this gcal so much that attaining 
it will mean to you a realization of your self or your personhood? 

We suggest that the longer and more strongly you are involved with your goal of 
becoming a businessman, the more persistent you will be in your pursuits to be 
one. Long-term involvement with a goal is highly associated with persistence in 
activities that lead to its attainment. And almost always, persistence makes for 
success in business! This is because persistence indicates the degree to which 
YOU have identified yourself with the goal. Are you inclined to attach your very 
existence upon the business? You may have to, in order to succeed. As Marquis 
de Vauvenarguesput it . . . 

"In order to carry out great enterprises, one must live as if one will never 
have to die." 
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CHAPTER II 

OPPORTUNITY IDENTIFICATION AND PROJECT SELECTION 

A businebb otigivu&ed @wm an idea. The pmspectcive 
evctrrepJWUM aA.rle&Mti kib poCi%cae, economic, bOti- 
clLetwLae and fechnalogicti envtionme~ in okdm to 
genem..te wotihtie venture idm, Thme ane a&o 
6owrced 06 in~orontion and an&stince in kin coutiy 
.to guide him ;ta pnoject oppo~ni.Ct~. fioweve~~, 
he. ham mohe ok lena idw&i&&d a pltojec;t idea, 

a&tti 
the 

euu%ep&enewr doecl no.t ,immetiti&y commit kin henoWrces 
and c.?.vwqy $0 an expennive phOje& 6caucbLUty htidy. 
Thme ahe Iwo pmlfAn&my apphoachu avaLLab.te Xo Xhe 
cL%thephcnu to ,&.&hen 6m-xn ventwre idean be4ok.e 
going into a phe-&ahib.L&i.ty mtudy and, ,$Ln&y, a 
pmjec-t @mibZ.Lty htudy. 

Business opportunities frequently originate from an idea. It is, therefore, 
important for a would be entrepreneur to keep a keen and open mind with which 
to generate and perceive business ideas and discriminate which ones are worth 
further study for their economic potentials. In the process, he would do well 
to remember Shakespeare's advice that a.&! z%aX gWm & noX gold or that of 
Henry L. Shih when he observed quite perceptively that &LU peop.& &ecogtize 
oppo&wuXy became it & o&x dingtied m hand wh.k. 

There is no surefire method of choosing the best type of business to go into. 
However, there are various guidelines that can assist the prospective or 
existing entrepreneur who is seriously on the lookout for business opportunities. 
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ASSESSMENT OF THE ENVIRONMENT 

The ability of an entrepreneur to perceive and identify business opportunities 
is proportionate to the degree to which he is aware of the economic, political, 
socio-cultural and technological developments in his environment. An assess- 
ment of the environment for what it has to offer in terms of opportunities and 
risks is the foundation of opportunity identification. Scanning the environment 
is then a mental exercise an entrepreneur has to perform which should be 
supplemented by some physical effort. 

POLITZCAL ENVTRONMENT 

The political climate is, in part, a measure of the over-all investment climate 
prevailing in a country or state. It is important for a prospective investor to 
consider the positive actions which the government has taken to encourage private 
investment. These measures include the promulgation of liberal or non-restrictive 
investment policy, existence of an investment promotion centre, creation of 
industrial estates and free trade zones and availability of low-cost loan capital 
to private investors. 

The government of Bangluduh, for instance, has published an Indu~titi lnvenkmeti 
SC&&.& indicating separate allocation for small and cottage industries and a 
G&de to Invatient in b.t@.ad~h to promote and attract industriai activities. 
Seeking to achieve a balanced development ofthecountry, the government allows some 
preferential facilities and tariff concessions to those industries located in the 
BSCIC (Bangladesh Small and Cottage Industries Corporation) industrial estates 
and outside selected developed industrial zones. Likewise, certain additional 
facilities like lower interest rates are provided for export-oriented industries. 
The governmen% sees to it that the facilities and concessions are provided to 
the developed and the relatively less developed or underdeveloped areas of the 
country on a differential basis. 

Among the government institutions aiding small entrepreneurs in Fiji are the 
industrial promotion division of the Ministry of Commerce and Industries which 
provides consultancy services and conducts training for new entrepreneurs; the 
Fiji Development Board for credit assistance; the business opportunities and 
managr?went advisory services of the Ministry of Fijians Affairs which guides the 
indigenous entrepreneurs who wish to start their own business; and the Fiji 
National Training Council which administers all training in Fiji, provides 
advisory services and conducts on-the-job and off-the-job training to all 
sectors of industry. 

The government does not bestow any special favours to small manufacturing 
enterprises in 14o~g Kong but guidance and direction necessary for the growth 
of manufacturing are rendered by a number of government departments and semi- 
official institutions. The government acts to help develop markets and guide 
entrepreneurs through import and export licensing exchange controls, preferential 
tariffs and the like. Overall, the business climate in Hong Kong may be briefly 
described as "laissez faire with direction." 

In Tndonebti, the issuance of Presidential Decree No. 14 has created a more 
favourable climate for small enterprises. The decree mobilizes various 
agencies of the government like financial institutions, trade agencies and 



regional governments to assist the sector. The establishment of trading houses 
and mini-industrial estates is also being planned. Production initiation 
centres will also be set up in certain regions with high potential in terms of 
raw materials and manpower utilization. The Guidance and Development Project 
for Small Industries (BIPIK) plays a pivotal role in developinq small enter- 
prises in the provinces. Likewise, the Development Centre of &all Industries 
(PPIK) functions as command posts in the regions. 

Industrial areas for small and medium industries have been established in Kohtoa. 
As of 1978, there were 11 industrial areas existing. The local industry 
promotion law has been promulgated to disperse industries, utilize idle manpower 
in small towns and achieve equitable income distribution. Likewise, the 
Industrial Placement Law of 1977 was enacted to promote rational distribution of 
industries and rational placement of factories. The latest incentive law 
established is the Small and Medium Industry Promotion Corporation. The Corpora- 
tion has drawn up plans for the development of industrial areas with provision 
for common facilities. 

Under the MuCaybtin New Economic Policy, small enterprise development has 
become more relevant and has been recognized as an important vehicle for 
achieving development objectives. 
small enterprises, 

Aware of the problems and potentials of 
the government established an advisory council for small 

enterprises and business in the early 1970's under the chairmanship of the 
special economic adviser to the Prime Minister. The Malaysian Industrial 
Development Authority (MIDA) provides services like feasibility study prepara- 
tion, conduct of industrial potential surveys and techno-economic studies. The 
Standards and Industrial Research Institute of Malaysia (SIRIM), on the other 
hand, provides technica? assistance required by small enterprises such as 
guidance on the choice of raw materials, industrial research and installation 
of machinery. The Majlis Amanah Rakyat (MARA) provides management consultancy, 
training, project identification and credit services. The Malaysian Industrial 
Development Finance Board, Industrial Consultants (MIDFIC) also carries out 
market surveys and prepares feasibility studies for new projects and advises 
entrepreneurs on product diversification and efficiency improvement for a fee. 
The National Productivity Centre (NPC) provides a wide range of consultancy 
services as well as training programs. 

In the PU!ipp&m the economic priority plans list down investment areas where 
government incentives are available to investors. These priority plans include, 
for 1980, the 13th investment priorities plan (IPP), the 6th public utilities 
plan (PUPP), the 11th export priorities plan (EPP), and the 3rd agricuitural 
investment priorities plan (AIPP). 

Batasang Pumbansa 44, otherwise known as an "Act to Promote Investments in Less 
Developed Areas," seeks to encourage the establishment of industries in less 
developed areas by granting added incentives on top of those given by the Board 
of Investment and financial advantages for locating in these preferred areas. 
For instance, registered enterprises under this law with total assets of less 
than P 1 million (Approximately US$ 13,200) are exempted from payment of filing, 
processing and other fees required by the Board of Investments and the Securities 
and Exchange Commission. 
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Through its Small Industries Finance Scheme, Singapow gives financial aid to 
small enterprises in the form of equity participation or as loans at rates lower 
than those offered to large ones. The National Productivity Board provides 
consultancy review and training programs to small enterprises. The Jurong Town 
Corporation has constructed more terrace factory buildings and workshops to 
match the growing demand for smaller factories. The project was undertaken in 
line with the government's policy for parallel development of small enterprises 
with big multinational companies. 

In X L&U, government agencies promoting and developing small enterprises 
include the Industrial Development Board (IDB), the Department of Textile 
Industries and the Department of Small Industries. The IDB is involved in the 
identification of feasible projects, provides consultancy services and marketing 
research assistance, and conducts seminars and workshops for small entrepreneurs. 

In Th.a&znd, the Small Industries Finance Office of the Department of Industrial 
Fromotion (DIP) makes low interest credit facilities available to small enter- 
prises. The Industrial Service Institute renders technical extension and advisory 
services, trains managers and skilled workers as well as develops prototypes of 
simple machinery and equipment. It also carries out market surveys and 
prepares feasibility studies for new projects,as well as conducts industrial 
potential surveys. 

In order to assist small enterprises in marketing their products,particularly 
handicrafts, the DIP established a handicraft retail centre in Bangkok called 
"Narayana Phand Handicraft Center". The Export Service Center of the Ministry 
of Commerce is actively involved in promoting export-oriented enterprises. 

It is also very helpful to study the implications of government projects in 

terms of potential business opportunities for manufacturing goods not previously 
marketable in the region. On the other hand, the growth of a priority industry 
almost always creates opportunities to establish others. The identification of 
these possibilities can be done by analyzing the backward and forward linkages 
of the industry. This relationship is illustrated in Exhibit. 1. 

Taking a concrete example, one of the Philippine Government's 11 major 
industrial projects is integrated pulp and paper. The possible backward 
linkages that this project creates include wood industries, sugar and fiber. 
On the other hand, forward linkages include printing and publishing, packaging 
bags and boxes and corrugated cartons. 

Analyzing the political environment is, therefore, a necessary tool in seeking 
answers to such questions as: What is the government's policy vis-a-vis small 
enterprises? Bow actively and sincerely is the government translating this 
Policy in terms of plans, programs and projects? What incentives does the 
government give to small entrepreneurs ? What are its priorities in terms of 
'types of enterprises and areas.of the country to be developed? 
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Exhibit 1 

THE AGRI-BUSINESS NETWORK 
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I 

Sinha, Aghibtiintid: A Ntiance LM Evehy Ahpeti, 21 
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ECONOMTC ENVIRONMENT 

A critical appraisal of the general state of the economy and its prospects 
provides meaningful information such as per capita income, current income, 
savings, credit availability and income distribution to potential investors. 
An expanding economy means a concommitant increase in the number and extent 
of industrial, commercial, agricultural and service facilities. An analysis 
of the economic environment is particularly helpful in investment decisions, 
market measurement and especially in forecasting to be able to recognize which 
type of growth pattern the economy is following. 

Soriano and Nehrt articulated this point in this manner: "Of particular 
importance, beyond the growth in GNP, is the population growth. This is 
usually underestimated, resulting in more consumption, less investment, 
slower growth, lower per capita income, a sharper, but broader-based pyramid 
of income distribution. All of these results are critical to the! demand for 
different types cf products and services and to many, many other aspects of 
the environment." L/ 

Government statistics on local production, imports and exports and consumption 
of commodities pro\:ide a clue to what may be in demand, in short supply, or in 
excess in one area. For instance, considered along with local production, 
imports indicate an existing market, thus suggesting new opportunities to 
satisfy a proven demand. This is particularly true when, due to higher handling 
and transport costs, many imported goods can be substituted by local products. 
Imports here do not only include products coming from other countries Lclt also 
include commodities flow within the country or even within a region, province 
or locality. In studying government statistics, it is possible to break down 
broad classifications in order to get more meaningful individual product data. 

--- 
/Soriano and Nehrt, Btiina~ YotQy in A&an Conle~A, p. 15. 
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Related to the use of government statistics is the identification of business 
opportunities through the use of industry lists, such as the ItiehnatiaMne 
SXu.ntid C&hi&-n (ISIC) Cade which provides a common classification of 
industrial activities and is widely used by almost all governments. The code 
is useful for suggesting ideas and making sure that no possibilities have been 
overlooked. Exhibit 2 illustrates this point. 

Just as a potential investor should study import statistics and its related 
activities so should he analyze export data and exporz developments. This is 
particularly relevant to developing countries because export promotion is a 
recent thrust of their governments. Export data reveal opportunities for 
upgrading the quality and nature of existing export products by some improve- 
ments or degree of processing. One should examine government publications as 
well as those of private industry associations on trade opportunities. 

It may also be helpful to investigate local materials and resources. The 
availability, quality and price of certain raw materials (minera1, forest, 
marine and agriculture) in the region or locality and other production 
elements (power, skills, climate, etc.) may suggest opportunities for 
productive activities. 
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Exhibit 2 

Example of the Uses of ISZC Code 
As a Checklist for Generating Venture Ideas 

Textile, wearing apparel and leather industries 

Manufacture of textiles 

Spinning, wearing and finishing textiles 

Wearing hemp textiles 

Hand weaving 

Cotton textile mills 

Manufacture of made-up textile goods except wearing apparel 

Manufacture of house furnishing 

Textile bags factory 

Canvas bags, and other canvas product factory 

Knitting mills 

Manufacture of carpets and rugs 

Cordage, rope and twine industries 

Manufacture of wearing apparel, except footwear 

Manufacture of leather and products of leather, leather substitutes, 
except footwear and wearing apparel 

Manufacture of footwear, except vulcanized or moulded rubber or 
plastic footwear. 
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By using a checklist on possible small-scale enterprises based on local raw 
materials, the following opportunities may be mentioned as examples of forest- 
based industries: 

- furniture - door and window frames 
- toys - wooden handles for tools 
- bamboo products - wooden crates and boxes 
- chopsticks 
- coat hangers 

- alphabet blocks 
- rattan products 

- toothpicks and popsicle - wooden electrical 
sticks accessories 

SOClO-CULTURAL ENVZRONMEM 

One way of identifying business opportunities is by analyzing population 
characteristics, buying habits of the different market segments and their 
cultural differences or similarities. These various ramifications are 
illustrated in Exhibit 3. 

TECffNULOG7CijL ENVZRUNMENT 

New developments in science and technology continually create new industrial 
opportunities. As Kotler aptly puts it "Every new technology may potentially 
spawn a major industry." Hence, one should continuously examine local raw 
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Exhibit 3 

Major Segmentation Variables and Their Typica 1 Breakdown?' 

Geoghupkic: 

Country 
Region 
Prcvince 
Town 

vemogftaphic: 

Sex 
Age 
Family size 
Family life cycle 

Income 
Occupation 

Education 

Religion 
Race 
Nationality 
Social Class 
Life-style 
Personality 
Benefits sought 
User status 
Usage rate 
Loyalty status 
Readiness stage 
Marke,ting-factor 
sensitivity 

ex. Philippines 
ex. Central Luzon 
ex. Bataan 
ex. Baliwag 

ex. 
ex. 
ex. 
ex. 

ex. 
ex. 

ex. 

ex. 
ex. 
ex. 
ex. 
ex. 
ex. 
ex. 
ex. 
ex. 
ex. 
ex. 

male, female 
under 6, 6-11; 12-17 
1-2; 3-4;. 5t 
young, single; young, married; 
no children 
under $5,000; $5,000-$7,999 
professional and technical 
clerical, sales 
grade school or less; 
college graduate 
Catholic, Buddhist, Muslim 
White, Oriental 
American, Chinese, Malaysian 
lower-lower; upper-lower 
swinger; status seeker 
compulsive; gregarious 
economy; convenience; prestige 
non-user; ex-user; regular user 
light user 
none; strong 
unaware; aware; informed 

ex. quality; price; service 

/Kotler, Marrkting Munagem~,146 
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materials and existing products for possible utilization and improvements. 
Osborn, for instance, came up with a list of questions to stimulate ideas for 
changing attributes of a certain product. (See Exhibit 4) 

Examples of technological advances include a mini-ice plant, seedless water- 
melon, higher-recovery rice milling machines, more durable farm implements 
and bio-gas utilization, among others. Many of these scientific advances 
may be particularly suited in developing countries. 

OBTAINING INFORMATION AND ASS I STANCE 

IUENTTFYTNG SOURCES OF TNFORMATZUN 

The problem of generating venture ideas can be minimized if the potential 
investor knows what information he needs and where to find it. Successful 
generation of ideas for new and improved products, according to the U.S. I;mali 
Business Administration, "requires a base of reliable information." More often 
than not, there is a wealth of information lying around; the problem is identi- 
fying who stores or possesses this information resource. 

In the Philippines, for instance, the UP Institute for Small-Scale Industries 
(UP ISSI), under a grant from TECHMONET ASIA published a Z%ectotry ~6 N&&,& 
Sowrced 86 ln&rma,zXon ton. S.m&-So&e h&ma. The book identifies and 
locates information centres for small enterprises and catalogues in a systematic 
manner the information resoulrces, facilities and materials available in each 
centre. 
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Exhibit 4 

Guide Questions to Generate 
Product Improvements/ 

Questions 

Put to other uses? 

Adapt? 

Modify? 

Magnify? 

Substitute? 

Minify? 

Reserve? 

Combine? 

/Osborn, App.&ea 'Imag.LvuSon, 286-87 

Examples 

Existing: industrial alcohol 
Potential: fuel alcohol 

Existing: denim pants 
Potential: denim bags 

Existing: coal 
Potential: coal briquettes 

Existing: cocktail hot dogs 
Potential: jumbo hot dogs 

Existing: tin can, bottles 
Potential: plastic containers, 

tetra pack 

Existing: ice plants 
Potential: portable mini ice 

plants 

Existing: tools for right-handed 
users 

Potential: tools for left handed 
users 

Existing: air conditioner, cooler 
Potential: air conditioner-cooler 
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Likewise, the National Science Development Board regularly publishes the results 
of its completed research and development projects. These cover a wide field 
ranging from agriculture and natural resources to industry and energy. 

Philippine magazines and newspapers, which provide information on business 
opportunities, new technologies and new products include The Bwine66 Day 
(with its regular features of new products/new processes, industry profiles, 
business and economic trends),The Expoti Weeh (with concentration on export 
trends and trade opportunities, the CSMZ (Council on Small and Medium 
Industries) Ne~~&!ette~ and the Smu.42 lndr.mky Jow~n& published by the UP ISSI. 
Ne&%ueeh, an international news magazine, also has a regular feature on new 
products and processes. 

Of course, the potential investors must no t forget the wealth of data available 
from the various publications and researches of government agencies such as 
economic planning bodies, statistics offices, government development banks, the 
central banks, the customs office, the investment promotion bodies and the 
various ministries. 
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Private associations and organizations also publish industry studies and business 
trends. In the Philippines, 

(PCCI), 
for instance, these include the Philippine Chamber of 

Commerce and Industry the Small Enterprise Research and Development 
Foundation of the Philippines (SEHDEF), Economic Develo ment Foundation (EDF), 
Private Development Corporation of the Philippines (PDCP ! 
Velayo, Inc. (SGV), among others. 

and Sycip Gorres & 

?DENTTFYING SOURCES e)F ASSTSTANCE 

TECHNONET ASIA participating countries are increasingly aware of the importance of 
small-scale enterprises to the economy, not merely for their sheer number but more 
importantly their potential contributions to the economy in terms of employment 
generation,income distribution and industry dispersal. Thus a host of government 
programs have been formulated and many governmental and semi-governmental agencies 
have been mobilized to assist and develop the small enterprise sector. It may be 
mentioned that many of these agencies are not exclusively engaged in aiding small 
enterprises but serves other industry sectors as well. 

Following are the main agencies rendering assistance which the entrepreneurs may 
approach: 

1. Bangladesh Small and Cottage Industries Corporation (BSCIC) - for credit 
assistance, technical assistance, marketing assistance, training, extension and 
technical information services. 

2. Department of Industries - for oolicv formulation, guidance on investment laws 
and opportunities, and registration'of the busines S 

3. Bangladesh Shilpa Bank - for credit facilities 

4. Nationalized Commercial Bank - for credit faci 1 

5. Bangladesh Krishi Bank - for credit facilities 

. 

ities. 

to agro-based industries. 

6. Investment Corporation of Bangladesh - for equity support. 

7. Bangladesh Management Development Centre - for management training. 

8. Bangladesh Industrial Technical Assistance Centre =- for technical assistance 
and technical training. 

9. Institute of Business Administration, Lhiiversity of Dacca - for management 
training. 

10. Technical and Vocational Training Institute - for technical and vocational 
training. 

11. Bangladesh Handloom Board - for assistance to handloom industries. 

12. Bangladesh Sericulture Board - for assistance to the silk industries. 

13. Bangladesh Handicrafts Marketing Corporation - for marketing assistance of 
handicrafts. 
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1. Industrial Promotion Division of the Ministry of Cotmnerce - for training and 
extension services. 

2. Fiji Development Bank - for credit facilities. 

3. Business Opportunities and Management Advisory Services of the Ministry of 
Fijian Affairs - for small industry promotion and advisory services. 

4. Fiji Institute of Technology - for technical training. 

5. Fiji National Training Council - for skills and management training and 
advisory services and research assistance. 

In Hong Kong 

1. Trade, Industry and Customs Department - f 
commercial relations, industrial development 

2. Hong Kong Productivity Centre - for consul 
dissemination and training on productivity. 

3. Hong Kong Export Credit Insurance Corporat 

4. Hong Kong Training Council - for training. 

or the conduct of overseas 
and investment promotion. 

tancy, researcn, information 

ion - for export credit guarantee. 

5. Hong Kong Polytechnic - for research and training in technology, science, 
arts and commerce. 

1. Directorate General of Srrfiil Industry of the Ministry of Industry - for 
technical, managerial and marketing assistance, management training and entrepre- 
neurship development. It has a special program called "BIPIK" (Guidance and 
Development of Small Industries) with branches in the regions and provinces such 
as the Development Centre of Small Industries (PPIK) and the Common Service 
Facilities (CSF). 

2. Directorate General oi Cooperative - for cooperative development. 

3. National Agency for Export Development - for export promotion and marketing. 

Tn Kohea 

1. Small and Medium Industry Bureau of the Ministry of Commerce and Industry - for 
policy formulation, promotion, research and management assistance. 

2. Korea Rural Industry Development Centre - for research, technical and 
management assistance. 

3. Korea Federation of Small Business - for guidance services to members. 

4. Medium Industry Bank - for credit, managerial and technical assistance. 

5. Citizens National Bank - for cred it fat ilitius. 
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6. Korean Credit Guarantee Fund - for credit guarantee and extension sertiices. 

7. Small and Medium Industry Promotion Corporation - for policy, formulation, 
coordination and promotion. 

1. Standards and Industrial Research Institute of Malaysia (SIRIM) - for 
industrial research, oroduct standardization, and technical information 
dissemination. 

2. Malaysia Industrial Development Authority - for entrepreneurial development 
and information dissemination. 

3. Majlis Amanah Rakyat (MARA) - for credit and advisory services to indigenous 
Malays. 

4. National Productivity Centre - for skills and management training and 
consultancy services. 

5. Malaysia Industrial Development Finance Board (MIDF) - for credit and equity 
provision and technical advice. 

6. Credit Guarantee Corporation - for credit guarantees. 

7. Bank Pembangunan Malaysia - for credit facilities to indigenous business 
communities, 

In the YUp~,&en 

1. Council on Small and Medium Industries - for policy formulation and program 
coordination. 

2. Agri-Business Development Centers of the Ministry of Agriculture - for agri- 
business enterprises promotion and technical assistance. 

3. Development Bank of the Philippines - for financial assistance. 

4. Industrial Guarantee and Loan Fund jointly implemented by the Central 
Bank and the National Economic and Development Authority - for financial 
assistance. 

5. Small Business Advisory Centers of the Ministry of Industry - for consultancy 
and technical advice. 

6. Bureau of Small and Medium Industries of the Ministry of Industry - for 
program formulation and technical and management assistance. 

1 - for technica 1 and manpower skills 

- for technical and scientific research 

7. National Manpower and Youth Counci 
training. 

8. National Science Development Board 
and extension service. 
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9. UP Institute for Small-Scale Industries - for entrepreneurship development, 
management training, economic and technological research and industrial inform- 
ation dfssemination. 

10. Board of Investments of the Ministry of Industry - for priority industries 
promotion. 

11. Development Academy of the Philippines - for productivity training and 
research> local study mission, industry promotion. 

12. Ministry of Natural Resources - for extension and guidance services. 

In wlgapohe 

1. The Small Industries Financing Scheme, jointly administered by the Economic 
Development Board, the Development Bank of Singapore and the Overseas Chinese 
Banking Corporation, for financial assistance. 

2. Economic Development Board - for extension service and manpower training. 

3. National Productivity Board - for consultancy service and training tit-1 
productivity. 

4. Jurong Town Corporation - for industrial land development. 

5. Singapore Institute of Standards and Industrial Research - for technical 
and consultancy services. 

1. Department of Small Industries of the Ministry of Rural Industi.ial Develop- 
ment - for training, consultancy and research assistance. 

2. Ceylon Institute of Scientific and Industrial Research - for scientific and 
industrial research. 

3. National Engineering Research and Development Centre - for scientific and 
technical research. 

4. Industrial Development Board - for consultancy and technical assistance. 

5. National Apprenticeship Board - for vocational training. 

6. Bank of Ceylon - for credit assistance and entrepreneurship development. 

7, National Institute of Management - for training and consultancy. 
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1. Small Industry Finance Office - for financial support. 

2. Department of Industrial Promotion through the Industrial Service Institute - 
for technical, management and training support, marketing assistance, entrepre- 
neurship development, research and information dissemination, credit assistance. 

3. Board of Investment - for pre-feasibility and industry studies and industrial 
promotion. 

4. Industrial Estate Authority of Thailand - for the planning and administration 
of industrial estates for industry dispersal. 

PROJECT SELECTION 

The guidelines discussed in the preceding section can help the would-be entre- 
preneur generate a wealth of opportunity ideas so that he maynotbeat a loss as 
to how to separate the chaff from the grain. In other words you should be able 
to distinguish between the worthless ideas and the ones that merit further study. 
It is a fact that many business failures would have been avoided if more project 
screening and evaluation were made prior to the venture decision. On the other 
hand, conducting a project study or even just a pre-feasibility study for each of 
the venture ideas is definitely out of the question. It is both extremely 
expensive and time-consuming. 

There are several simple steps that you can take to screen your venture ideas. 
But first, it would be helpful for you to understand the whole gamut of project 
development. Basically, it consists of the following stages: 

1. ldenti~ictian - which basically deals with venture iciea generation 
and opportunity identification. 

2. ?u!-beeeticn - which covers the steps to preliminary screen and evaluate 
the ideas generated in step 1 and includes the pre-feasibility analysis. 

3. FomuWXon - which consists of the formal project feasibility study to 
include market, technical and financial analysis. 

4. EvWon - which calls for a decision based on the output of step 3. This 
may be a go cr no-go decision or a decision to modify the study based on certain 
objectives, criteria or values set by the proponent. 

These four stages, with their finer breakdown, are presented in Exhibit 5. 



Exhibit 5 -' 
Project Development Flow Chart 

Identification Ideas for study 

1 

Informal screening 

I Is formal screening favourable? I 
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Is preliminary study necessary? 

Conduct pre-feasibility analysis 
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Conduct financial analysis 

Is financial analysis favourable? 
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I Terminate I 

Clifton and Fyffe, PlrojecA Fean.i.6.S.X~ kna&U..&, 3 
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How TO SCREEN YOUR BUSINESS IDEAS 

Clifton and Fyffet/suggests a two-phase process in screening venture 

CHECKLWT 

ideas. 

The first is a simple ya/no checklist against which you can change the viability 
of each of your ideas. A yen response should denote a no-go signal. 

1. Are there restrictions, monopolies, shortages, or other causes 
that make any factors of production unavailable at reasonable cost? 
(Examples are scarce skills, 
processes, and technology). 

energy, special materials or equipment, 

2. Are environmental effects contrary to government regulations or 
good public relations? (Examples are air, noise and water pollution). 

3. Are the capital requirements excessive? (If the project requires 
large amounts of unavailable capital, there is no point to further 
consideration.) 

4. Is the project inconsistent with national policies, goals and 
restrictions? (Examples are import restrictions, foreign exchange 
requirements, employment generation, industrialization plan). 

5. Are there factors that preclude effective marketing of the product 
!e.s., need for an extensive sales and distribution system which you 
cannot provide?) 

6. Will the project be labour-intensive? 

COMPARAT7VE RATZNG 

The second process is called the comparative rating of product ideas. Clifton 
and Fyffe came up with a scale where each factor can be preliminarily studied 
and rated from O-10. This rating scale is presented in Appendix 2. The authors 
explain that for any given product idea, a rating score for each of the major 
considerations is obtained by averaging the subfactor ratings. An over-all 
rating may be calculated as the sum of the average for each major area. It is 
suggested that if any majcr consideration has a very low value, the venture idea 
should be rejected. 
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TllE PRE-FEASIBILITY STUDY 

The product ideas that pass the above screening process can be subjected now to 
pre-feasibility studies. 
is to determine: 

The whole idea of conducting a pre-feasibility study 

1. Whether the project seems to justify detailed study. 

2. Whether the success requirements of the projects are present; e.g., raw 
materials availability in sufficient quantity, price, quality and the whole 
year round. 

3. An estimate of cost for the detailed study. 

The pre-feasibility study should be able to provide enough information to enable 
you to make a decision on possible alternatives you can take regarding the project, 
e.g., termination, acceptance or perhaps postponement of the conduct of the 
feasibility study until certain key environmental factors have changed or when 
uncertainties have significantly been reduced. 

The pre-feasibility study may include some or all of the following elements.l/ 

PtLodu& dem.ipazion. The product's characteristics should be briefly described, 
along with possible substitutes which exist in the market place. Also, allied 
products should be identified which can or should be manufactured with the product 
under study. 

DedtiptLon 06 mmket. The present and projected potential market and the 
competitive nature of the market should be delineated. 

- Where is the product now manufactured? 

- How many companies exist and how specialized are they? 

- What are the national production, imports and exports? 

- Are there government contracts or incentives? 

- Mhat is the estimated consumption? 

- What is the estimated product longevity or future consumption? 

- What is the price structure? 

OutLine 06 technological vti&. The techonology choices that exist for the 
manufacture of the product should be described briefly. Also the key plant 
location factors should be identified. 

L/ Ibid, 24-32 
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- Labour (quantity, special skills). 

- Proximity to markets and raw materials, 

- Transportation facilities and costs. 

- Water (quantity, quality, restriction). 

- Others (personal preference,competition, tax considerations, 
environmental controls, and so on). 

Avd.ubLUtq 06 main phoduc;tion 

waters power, fuel and manpower 

co&t ebtiatu. Estimates shoul 
costs of operation. 

bactoh4. Production factors such as raw materials, 
skills should be examined to ensure viability. 

d be made of the necessary investment costs and 

b-12 06 pho&t. The data gathered should include estimates of profits 
of firms manufacturing similar products or, if the preliminary data are extensive, 
an actual estimated profit for the project under study. 

Oxhen ti. In certain cases, the following factors may be the most important 
in the evaluation of the suitability of a proposed product, especially in the 
case of the establishment of a new firm. 

- Local attitudes toward industry. 

- Educational, recreational and civic data. 

If the result of the pre-feasibility study is favourable, a plan to conduct a 
detailed study should now be formulated. You may not have the time nor the 
expertise to prepare the study. There are consultants and industrial extension 
officers, both from the government or private consulting organizations, as well 
as private practitioners who can help you in project feasfbility preparation, 
especially for the purpose of seeking credit from financial institutions. 
Nevertheless, a thorough understanding of a project study will round off your 
business knowhow. The following chapter on Phnting and OKgatizing a k.&mln 
discusses the mechanics of project study preparation in depth. 

THEPROJECT STUDY 

Basically, the project study consists of determining the feasibility of the 

following aspects: 

Management dbpfx.tA - These include the type of organization, the number and 
qualifications of persons who will manage the business, as well as the deter- 
mination of organization structure, key positions and activities. 

MaJlkding ahpeti - These included&termination and quantification of past and 
future demand and supply, factors affecting demand and supply, nature and extent 
of competition, projected sales, appropriate pricing and the needed marketing 
program to enable the business to sell the desired volume of goods at a given 
price. 
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Techticae ahpectd 
location analysis, 

- These involve determination of manufacturing process 
raw materials availability and quality labour and skills 

requirement, production cost, waste disposal as well as utilities avai;lability. 

F&an* asped - These cover determination of project cost, cash requirements 
and profitability of project. 

The project study is almost always demanded by'a bank from a loan applicant 
for evaluation purposes. Thus, it is important that the study should be clearly 
stated, well-organized and comprehensive. While it is true that a project study 
is basically a projection, it must, however, be based on logical assumptions. 
Likewise, it should not mislead the users of the study - the entrepreneur himself, 
the bank evaluator or the suppliers. 

Even if bank requirement dispensesof the need to submit a project study (this is 
true in the case of the Industrial Guarantee and Loan Fund borrowers as well as 
loan applications with the Development Bank of the Philippines not exceeding 
P500,OOO or approximately US$ 65,000, or for that matter registration with the 
Board of Investment in the case of small industries in the Philippines) it is a 
good practice for an entrepreneur to have a blueprint of his envisioned project 
by means of a project study. 

While there are many formats of a project feasibility study, Appendix 3 
presents a format containing the conuncn components of a feasibility study 
for a manufacturing enterprise. 
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CHAPTER 111 

PLANNINGAND ORGANIZING A BUSINESS 

The en.&ep&eneu& mu& plan and okganize bib project uC.th u&nobt 
c.am and deUwu.Lion &I eu26wre i..& bucce.bb~uR knp,tknwiz. 
Manning and making deckIons on many v.L&l aspeti 04 .the bwinuna 
LA e.bbe~y the evukepneneuk’b tik and bhould no.t be de&ga.ted. 
Thid chap&~ @ovides b/road gtidet.Lneb to p/r0 jeot pi!anning. The 
majo& abpecf.4 06 a phoject p&w - Xhe rnadzet bakdy, the technkal 
buy and Xhe @uu~cial atidy - ahe dAubbed ti borne d&CL. At 
.the p.kwuIng phahe, a%e evttrtepnenewl mubat &a guahd agoinbt bo- 
cat&d pmjec-t “L%LWIA” ok condi-tionr, in athe envitonn~en..t tti may 
theaten the bucce.bb 06 fhe prroject. 

Once tie w0jec.t plan .42 compi!e.-ted, the e.n.-&ephenewr can proceed to 
onganize hi.45 ph.0 jeti. OkganizaCion includes Xhe choice od .&gal 
&vtm,, dec,&f.Lng bubinebb Location, hthing and ,OuulnLng peuonnel, 
deud&g tie @tan& package and oAhPn Legal anp~ti 06 bRanking 
a bu&Lne.bb. 

Planning and organizing is one of the first and mostcrucial decisions that the 
new entrepreneur makes in his young business career. You must plan and organize 
your enterprise with utmost care and deliberation. Why not! A new enterprise 
or new factory requires a huge capital outlay which will often take years and 
years to recover. The longer the recovery time, the greater will be the exposure 
to risks. Often, you will consider taking loans to finance your enterprise. 
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Your failure to plan and organize well 
personal and business assets which may 
institutions. On the other hand, a we1 
will help generate profitable returns 

Needless to say, yours is the creative 

may then mean possible loss of valuable 
be held as collaterals by financing 
l-prepared business plan and organization 
on your investments. 

task of translating a project idea into 
reality. In this, your job approximates that of an artist. But after 
crystallizing the vision, you must necessarily plan. This is a function that 
usually cannot be delegated without prejudice to successr'ul implementation of 
the project. It is you who have to make decisions on such aspects as machinery 
and equipment selection, product pricing and sources of financing. 

PROJECT PLANNING 

The size of investment required for a project determines to some extent the 
amount of time and effort needed to complete the project. A large investment 
calls for a detailed investigation of the project idea and, inversely, a small 
investment requires only a general consideration of the critical aspects of the 
proposal. 

Project planhing may be facilitated with the use of guidelines to project feasibi- 
lity study preparation. Remember though that these are rather broad guidelines 
and you therefore have to make vital judgments when structuring your own project 
study. Although it may look similar to a hundred others,yow project, all things 
considering, is actually unique in itself. 

A good study, which is formally known as the project feasibility study, requires: 

. gathering of all facts or opinions about the project. 

. objective scrutiny of these facts and opinions to remove bias. 

. orderly and consistent presentation of final output. 

Generally, the feasibility study deals on the following aspects: 

M&et. This refers to the determination of the type and quantity of product 
which the enterprise will manufacture and sell. 

Pmdutin. This aspect covers methods and means of production resulting in 
conclusions about the type and quantity of equipment, manpower, materials and 
supplies. 

Economic ahpeotd . This is basically an estimate of cost and profitability. 

THE PROJECT KTllERS 

Before you proceed to undertake a detailed project plan, you must consider that 
there are social, political, economic and other conditions that may threaten the 
successful implementation of the project. Being aware of these conditions 
at the planning phase will enable you to save precious time and effort which 
would have gone to waste had you rashly embarked on a detailed feasibility 
study on a project that would have failed anyway. 
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To illustrate this important point, the following cases in the Philippines 
are cited: 

Cube No. 1. An entrepreneur established a small sea side resort complex in an 
industrial site primarily to cater to domestic tourists. After about a year of 
profitable operations, a cement plant was established proximate to the seaside 
resort area. Cement dust polluted the area and the entrepreneur had no choice 
but to close down the business. 

Cube No. 2. An entrepreneur, after having been motivated to do business, 
invested all her savings, plus a substantial amount of borrowed money, in a 
garment shop in a small community. After several months of operation, she 
found out that her facilities could produce more than what the market could 
absorb. This situation led to the inability of the entrepreneur to pay her loan 
and to the subsequent foreclosure of the mortgaged property. 

Evidently, both cases point to some oversight in project planning. In the first 
case, the entrepreneur could have inquired from the local planning authorities 
regarding industrial resources of the location and could have been warned that it 
was potentially a cement quarrying area. In the second case, a more detailed 
market study and technical analysis could have averted the loss. 

Table 1 gives a more detailed illustration of these so-called project "killers." 

THE MWKET STUDY 

DATA GATHERZNG 

The entrepreneur in a developing country is usually dependent on secondary sources 
of information in answering the objectives of market analysis [published). In an 
existing firm, the problem is already partially solved since secondary or historical 
data may be found fr,?rn company's files which can be processed to suit the required 
information. For new ventures, secondary data may be obtained from the sources 
shown on Table 2. The entrepreneur should use the data with caution if published 
information is found inaccurate or incomplete. 

If information gathered from these sources are inadequate, the entrepreneur may 
supplement them with primary information through personal interview on an informal 
basis of those already in business, customers or consumers already using the 
product or services, and small business consultants. Here, general rather than 
specific questions are asked to get a feel of the market, specifically regarding 
market situation and competitive products. 
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Table 1 

Element 

1. Market 

Project 

2. Expertise 

3. Foreign currency 
restrictions 

4. Environmental 
(Infrastructure, - 
economic, social, 
institutional, 
industrial) 

"Killers" 

Conditions 

Regional/rural markettoo small to absorb 
the production of a single factory operating 
at a minimum plant size. 

Highly competitive market conditions with 
the entry of additional projects or difficulty 
to compete with existing enterprises enjoying 
entrenched market positions. 

Expensive technical expertise or absence 
of adequate local skills. 

Importation of materials, machines and even 
skilled labour regulated by the government 
due to the amount of foreign exchange 
involved. 

Uncertainties in currency control, customs 
regulations and practices particularly with 
regards to their effect on costs and timing 
of delivery. 

Infrastructure, bad roads, lack of 
communications and electricity, etc. 
prohibit the establishment of industries 
in certain areas. 

Inflation that affect prices and cost 
to the extent that reliable calculations 
cannot be made. 

A banking system that may not be open to 
financial needs of the industry. 

Burdensome tax regulations, trade practices 
which require that the distribution channels 
and trade customs should be known in advance 
in order to arrive at realistic cost estimate. 

High minimum wage in the region or ar 3, 
restrictive plans, actions or measure of 
locel or regional government. 
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Exhibit 1 

Steps in Preparing a Market Plan 

Answers to questions: 

Market area 
ppropriate selling price 

Efficient channels of distribution 
Immediate sales prospects 
Actual buyers 
Size, capacity, models, to be sold 

and how many? 

I 

Prepare marketing program (price, product, 
advertising and promotion, channels of 

f distribution) 

I Forecast market demand for at least 5 years. 

I Pricing (historical price, competitors prices, and price trends) 

Estimate your market share (consider quality, price, production 
cost, competitors and location) 

Estimate total market demand (relate productwith other economic 
indicators)Example, demand for shock absorbers dependent on 
car sales. 

QUESTIONS - The foundation of a marketing plan. 

Market area 
Appropriate selling price 
Efficient channels of distribution 
Immediate sales prospects 
Actual buyers 
Size, capacity, models to be sold and how many. 



- 41 - 

Table 2 

Sources and Types of Information 

Swrce of Information Type of Infomation Available 

1. 

2. 

3. 

4. 

5. 

Government publications like 
economic development plans, 
census on population and 
housing, etc. 

Registration data Exports and imports 

Buyer's guides/trade directories 

Publications of trade and Price and cost data, current market 
professional associations conditions, competition, warehousing. 

Research organizations Special market studies 

Periodicals Exports, imports, trade practices, etc. 

Economic data on population and 
employment, basic data on economic 
indicators. 

Identifying customers and competition, 
their mailing address, telephone 
numbers, offices, etc. 
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CLA!WFYlNG TiiE MARKET 

Before the market share is calculated, it is important that the market is defined 
since a product may serve only a portion of the whole market. The market is 
defined in terms of income levels, age and family size for canbumet~ goa& and 
by type of users, 
if you manufacture 

by industry type, size and allocation for &z&U goa&. Thus, 
outer garments, the market has to be defined in terms of age 

categories (infant, children, adult), income levels (lower, middle or upperj, etc. 

The total demand, therefore,refers to the defined market, identified by specific 
characteristics and including segment(s) for which the product is most appropriate. 
Hence, a product has to be defined and suited to its target market segments through 
its distinct feature, quality or style. (See Exhibit 2j 

ESTlMATZNG VEMANV 

An entrepreneur usually perceives a business opportunity when he sees a need for 
a certain product or service and he thinks that its target users have adequate 
purchasing power. Even if the demand -is currently met, the entrepreneur may 
foresee growth. Sooner or later, existing plant capacities may not be able to 
supply the growing demand; thus the entrepreneur decides to build a plant with 
theintention of capturing a portion of the unfilled demand. 

Available data trends in population growth, per capita income or per family 
income, income distribution and business activities are useful market indicators 
in determining demand for new products. 

MEASURTNG MARKET STZE 

The total market size represents the total market demand for a product or service. 
In order to determine the total market size, one has to know the: 

- Geographical area - Town, municipality, regional or national, export or 
domestic markets. 
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Durable 

Non-durable 

Exhibit 2 
Market Classification 

Individuals 

Organizations 

- 

Consumers 

Industrial 

Middlemen 

Government 
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- Identified target groups of consumers - Housewives, chemical industry, infants, 
etc. 

- Unit measurement and time period covered - Number of dozens, pounds, kilograms, 
per month, quarter or year. 

It would be easier to determine the total market if information on the past and 
future demand of the product is available from the trade associations or government 
bureaux. If information is absent, you can estimate the total market by 
establishing the relationship between the product under study and other items 
(variable) for which information is available. Thus, the demand for the following 
items can be derived from the indicators shown: 

Product Indicator of Demand 

Shock absorbers Car production/sales 

Garments 

Construction materials 

Population 

Volume of construct 
or infrastructure 

ion in hous 

ESTMATING THE MARKET SHARE 

ing 

In a competitive situation, a project will be able to capture only a portion of 
the total market demand. This is commonly known as the market share of the 
enterprise expressed as a percentage and in terms of monetary value. The market 
share can be quantified based largely on the analysis of available information. 
In determining your share of the market, consider product quality, pricing, 
strategy, production costs, competition, etc. Since this is sometimes difficult 
to determine, the entrepreneur, after a thorough assessment of his market potential 
may set his own sales target in terms of volume and amount for a certain period 
of time, considering technical as well as financial limitations. To strengthen 
his "feel" of market share, he can secure letters of intent to buy or endorsements 
of his product from reputable traders and consumers. 

Finally, as an alternative to determine the extent of market share and avoid 
unnecessary heavy investments, market tests may be conducted. This, however, 
must be well-planned, preferably with your small business adviser, to derive 
best results from instruments and as a sound basis for a decision to proceed 
with production. 

PRTCTNG 

Price is an important element in determining market demand and your firm's 
share of the market. Demand for consumer goods may be increased through price 
reductions, whereas a similar situation may not necessarily happen for industrial 
goods. It might be useful to determine the relationship between price and demand 
but the investment in time and money may not justify the effort. 
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For small and medium enterprises, it is necessary to determine current and 
historical prices of the product, competitors prices and price trends. From this 
information, a pricing scheme for the product(s) to be launched may be set which 
will be both competitive and profitable. 

SALES FURECASTT~G 

The @uL~? output of the market study is a sales forecast to include quantity and 
sales value for a given period of time. 

Two approaches are commonly used in making sales forecast. 

This technique is based on intuitive reasoning and subiective evaluation. The 
result arrived at in this type of forecast may not be accurate inasmuch as the 
entrepreneur may not possess sufficient experience with or knowledge of a product. 
However, this technique is used in combination with the other mathematical 
approaches. 

This technique is used only when historical (past) data for the product are 
available. Time series forecasting, one of the statistical methods, considers 
past and future demand of product as related to time rather than affected by price 
of the product and income changes of consumers. To illustrate this technique, a 
simple example is shown below: 

Demand for shock absorbers in 1976 10,000 units 

Demand for shock absorbers in 1980 18,000 units 

Average increase in five years 8,000 units 

Average annual increase 1,600 units 

The prcjected demand for the next three years &th the use of the above data 
as follows: 

1981 - 8,000 plus 1,600 or 9,600 units 

1982 - 9,600 plirs 1,600 or 11,200 units 

1983 - 11,200 plus 1,600 or 12,400 units 

is 
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TffE MARKETING PROGRAM 

The marketing plan must include the sales targets for a specified period of 
time as well as a commitment of resources for advertising and promotion and 
other selling costs to achieve the sales targets. To evaluate sales efforts, 
the sales plan should provide data on sales in terms of units, money values, 
by-product lines,geographical areas and quarterly targets. The budget for 
advertising and prom,,,,. ~+;wI which is necessary to support sales target provides 
for the costs of the media used. It will be useful to observe and study 
industry practices as far as the extent of expenditures on advertising and 
promotion in relation to sales is concerned. 

Other costs, such as sales commissions, distribution costs and packaging costs 
or costs that vary directly with the volume of sales, are calculated based on 
the target sales. Fixed expenses, such as salesmen's salaries, travelling and 
entertainment, are likewise budgeted. The sales plan which is the culmination 
of the market study is then used as the basis for the preparation of the 
manufacturing plan. 

From the Point of view of lenders, investors and other parties interested in 
Your Project, the marketing program can be strengthened with the information on 
possible marketing contracts with the government or identified sub-contractors 
in the industry, as well as written inquiries about your products or services 
from importers, traders and other large group of consumers. 

THE TECHNICAL STUDY 

PRODUCT DESCRTPTTON 

An entrepreneur should define product spec 

1. Type and quality of materials required 

2. Form and structure of its components 

ificat ions in terms of: 

3. Form and structure of the final product with 
indications of quality level 

4. Operations/processes required to manufacture the product. 

The entrepreneur, if nottechnically competent,needs a technical man who can 
perform the following casks: 

1. Choose appropriate raw materials 

2. Define the process and operations 

3. Select adequate equipment and machinery 

4. Specify the skills needed for production 



- 47 - 

To avoid the unnecessary costs of hiring consultants or permanent staff to carry 
out these functions during the planning stage, technical expertise may be sought' 
from the following sources: 

1. Existing manufacturers in the domestic market or from abroad 

2. Ratr material supplier 

3. Equipment manufacturer 

4. Industrial consultants 

5. Publications 

Assuming that the appropriate manufacturing process information is available, 
the next step is to specify and quantify the facilities required by drawing up 
a process flow chart indicating the individual operations to be performed with 
specifications as to: 

1. Type and capacity of machinery and equipment to be chosen 

2. Type and number of operators, and auxilliary personnel 

3. Type and quantity of raw materials, supplies and components to be 
used 

Along with process selection, the option of sub-contracting a part or process 
to other industries have to be investigated since this may be economically and 
technically viable. 
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It is also advisable to determine expected bottlenecks in operations as well 
as suggest measures to overcome them especially with regard to machinery which 
is costly or difficult to obtain, maintain or operate; special skills required, 
and essential supplies. 

Fina lly, the factory design can be determaon the bas 
requirements, type, size and preferred site of building. 

is of manufacturing 
Some considerations 

in the selection of factory site include the definite period the factory can be 
expected to work at normal level of output, possibility and requirement for . 
expansion and its flexibility with respect to manufacturing of other products. 

PROVUCTZUIV FACTORS 

Land and building are the pri 
A schematic layout or general 
requirement for land and buil 

mary fixed assets required in starting an enterprise. 
factory plan must be drawn up. The total area 

ding, costs of construction as well as the price of . . . * 
land must be assessed. In selecting the plant site, tnc entrepreneur must consider 
the accessibility of the area to transport facilities, availability of utilities 
and other public services as well as legal limitations (safety pollution, etc.). 

The complement of machinery and equipment on the other hand, is based on the 
process selected. Its choice, however, will depend on the availability, 
performance,rharacteristics and capacity, purchase price, operating requirements 
and costs, and after-sales service by supplier. 

Ancillary installations and services have to be specified such as installation 
of utilities, storage and transpor t 
fits (benches, racks, etc.). 

facilities, and other general factory out- 

It is advisable ,to consider the option to aquire these fixed assets through 
lease-purchase scheme. The major advantage of this alternative is it lessens 
the amount of financing required. Cost implications should be studied in what- 
ever alternative the acquisition of equipment is made. 
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Munpowm 

Total manpower complement comprises the management, supervisory staff, technical 
staff, and skilled and unskilled labour. The entrepreneur must determine whether 
the specified labour force is available and at what costs. The production 
process chosen determines the skilled and unskilled labour required as well as 
the supervisory positions in the factory area. For the other positions, in 
management, it is necessary to draw up an organization chart to indicate the key 
function to be filled in production, marketing, Jccou‘nting and finance and 
general services. 

There are two primary considerationsinplanning the labour complement: its avail- 
ability and the adaptability of the workers to the job assigned. Supply of 
industrial workers in a predominantly agricultural area is sometimes scarce 
and it may be necessary to "import" workers with desired skills from another 
region. Keeping them on the job is another issue. In both cases, it may be 
costly to secure the required skills and keep the right man in the factory. 

For some jobs of more specialized nature, a comprehensive program for develop- 
ment of skills is necessary. Training is a safe alternative to hasten the 
adaptation of recruited labour to the specified jobs. It may be useful at this 
stage for the entrepreneur to make an inventory of existing training institutions 
in the region where his employees can be trained. 

It is wise to provide for a budget for the recruitment and training of manpower. 

Raw mcz-bia& and auppfi~ 

These resources can be specified once the type and qudlity of the product to be 
produced have been determined. Some materials need detailed spec;fications as 
to quantity and costs in order to arrive at a reliable cost and profit calculation. 

Specifications of materials needed include quality and quantity required per 
period for each type, storability, transferability and seasonality of supply. 

If the raw materials and supplies are available, these should be available 
in the right quality and size, at an acceptable price, and in quantities and 
at intervals attuned to the need for continuity of supply. 

AS important as availability, the type of supplies of the rawmaterials and 
the suppliers must be known.' Prices and conditions of delivery as well as 
reputation of largeindustrial suppliers should be obtained, Other types of 
SUPplizrS have to be investigated .to find out if their facilities in terms 
Of knowhow, equipment and management are adequate. 

For small-scale ventures, suppliers usually are wholesalers, commission. 
agents, sales representatives and retailers. Regardless of the supply source, 
the aspect of service, delivery and payment conditions must be assessed. You 
have toconsider your purchasing policies inasmuch as this will have an effect 
on costs. Studv also availment of credit. discount and bulk ourchases. 
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If imported materials are required, you have to look into the existing import 
and currency restrictions of the country. Awareness of the factors that impede 
the regular flow of imported goods will be helpful. 

As a last consideration, you must take into account costs of transportation and 
keepinginventories. You have to transport materials, you must gather information 
on the means of transportation, its schedule and costs, as well as risks of 
damage and theft. Cost of keeping inventorie$ pertain to the cost of storage 
facilities, waste and deterioration, risk of damage, fire and theft, risk of 
price fluctuations, and cost of capital invested in stocks. Here, you must also 
define type of storage rooms and equipment. 

FINANCIAL STUDY 

The complexity of the financial study dependslargely on the size of the invest- 
ment involved. Before committing your resources and energy to a project, you 
undoubtedly,need to know whether proportionate financial returns are forth- 
coming. In other words, you must be satisfied that your project shows an 
acceptable level of commercial profitability. 

To illustrate clearly the process of preparing the financial feasibility study, 
let us look at the following example of a garment factory which we will call the 
"High Fashion Company" or HFC.* 

HFC manufactures ladies' blouses, men'sshorts and ladies'and men's pants. 

T/-/E SALES SWEQULE 

The sales plans of HFC as shown on the next page represents the output of market 
anal, ysis and is used as a basis in building up the financial information. Plans 
for succeeding years should also be estimated and presented on a similar basis: 

z/ All figures are in US $ 
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High Fashion Company 
Sales Plan 

terns I 

Ladies' blouses 

Quantity 

825 

Men's pants 825 

Ladies' pants 825 

Men's pants 

Total 

825 

3,300 

Price 
Dozen (US$) Sales (US$) 

36.16 29,832 

25.12 17,424 

22.94 18,926 

26.78 22,094 

$88,276 

The company has adopted a simple marketing strategy to generate the projected 
level of sales. Its produce will be marketed in an area with a total population 
of 500,000. The use of high speed sewing machines, highly trained labour force, 
and strict supervision will enable the company to sell quality garment at 
competitive price. The company shall undertake personal selling through 
presentation of samples to wholesalers in the area and participate in tr;lde 
exhibits and fairs as initial sales promotion activities. These promotional 
efforts are expected to cost 10% of total sales plus a Z-l/Z% commission to hired 
salespeople. A delivery vehicle shall be provided for. 

THE PR0DUCTTUN SCHEPULE 

The productionschedule can be devised tomeetthe sales plan with adequate 
information on the level offinished good. For HFC one month finished goods 
inventory is anticipated. 

High Fashion Company 
Production Schedule 

Year 1 

Item 

Ladies' blouses 

Men's shirts 

Ladies' pants 

Men's pants 

Total 

Dozen 

900 

900 

900 

900 .- 

3,600 
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PRCUUCT70N COSTS 

Direct materialsare costs or input which comprise the integral part of the 
finished product. Minor materials may be charged to supplies or indirect 
materials,rather than direct materials, because it is impractical to trace 
these items to a specific unit of product. In the case.of HFC, 
material costs are estimated as follows: 

the direct 

High Fashion Company 
Direct Materials 

Product 

Ladies' 
blouses 

Men's 
shirts 

Ladies' 
pants 

Men's 
pants 

Fabric 

Knitted fabric 
72" wide 

35% cotton 
65% polyester 
blend 

Light 
denim 

Light 
denim 

Year 1 

Cost/Yard 

2.05 

.59 

.69 

.69 

Use Yard 
Garment Required 

32" 9,600 

63" 18,900 

63" 18,900 

63" 18,900 

Total raw materials per year 

Raw material inventory fund (1 month) 

Total 
cost - 

$ 19,680 

11,151 

13,041 

13,041 

8 2iLs13 

$ 4,243 m---e 

From the direct materials used, raw material inventory requirement may now be 
determined. It is important t, n determine inventory .level since: (1) it is 
usually impossible to obtain delivery that exactly coincides with production 
needs; (2) savings can be obtained by purchasing economic lot quantities; 
and (3) it is sometimes desirable to hold stocks in anticipation of price 
increases. 
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All labour costs which are obviouslv related to and easily traceable to specific 
products such as labour of machine operators and assemblers, fall under this 
category. Other labour costs such as payroll for material handlers, janitors 
and plant security guard are considered as indirect labour because of the 
difficulty or impracticability of tracing such items to specific physic:' 
units. For HFC, we assume the following labour complement is necessary It 
25 working days per month: 

High Fashion Company 

Labour Cost Schedule 

1 Designer-pattern maker/cutter 

6 Straight-needle sewer 

2 Over lock stitch sewer 

1 Buttonholer and chainstock zeuer 

1 Presser and sacker 

1 Button sewer, inspector and trimmer 

Total 

Monthly Rate 

$ 100 

47.50 

47.50 

10 

60 

60 

Annual Cost 

$ 1,200 

3,420 

2,374 

7x! 

72 

7; 

$ 9AZi --we- 

Related fringe benefits costs like those for social security, vacation al sick 
leaves, and bonuses may be estimated as a percentage of the total direct abour 
costs, in this case about 20% or $1,975. 

Manu~actwuhg Expend eb 

To simplify cost classification, all other manufacturing costs that can neither 
be classified as direct materials nor direct labour may be included in the 
factory overhead. For HFC, the factory expenses may be classified as fol'i?ws: 
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Production supervisor 
$133/month x 12 months 

Stock-clerk/utilitymen 
$60 x 12 months 

= 9; 1,596 

= 720 

$ 2 316 =d,-= 

This item of cost consists of packaging materials, threads, zippers, etc., 
computed as follows: 

Polybag $ 345 
Boxes 576 
Thread 133 
Zipper 864 
Buttons 347 

Total $ _2,2_65 ----- 

Although some of these items may be classified as part of direct 
materials, in this illustration it is assumed as part of factory supplies. 

Based on the machinery and equipment used, depreciation cost may be computed on 
a straight-line basis. For HFC, the machinery and equipment with its corresponding 
costs are shown below: 

Quantity Item cost 

1 Electric cloth cutting machine 7" $ 1,120 

5 
Lockstitch single needle straight sewer $500 each 3,000 
Overlockstitch machine 1,573 

1 Button-holing machine 2,029 

: 
Feedoff arm machine-two needle double stitch 1,284 
A/B steam iron 288 

1: 
Electric ceiling fan 
Work basket 

: 
Cutting table 16" x 48" x 36" 
Bend - for storage of cutwork 

153 
Small table for bundling 
Working tables 600 
Electrical works 600 
Tools and spare parts 100 

Total $10,5_94 

Depreciation (annually for 10 years) $ 1,059 

Maintenance (assumed at 5% of total) 530 



From the information of 
complement and lighting 
as follows : 
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KWH consumption of the machinery and equipment 
requirements, the electrical costs can be computed 

Gemand charge (Initial charges based 
on total HP of machines 
used) 

11 machines (1.33 hp. each) 

Energy charge (Rate based on actual 
energy used) 

Per Month Per Annum 

$ 39.06 $ 469 

11 industrial machines 
(109.1 KWHlday) 

40W flourescent bulb 
?8 KWH/day or 2,847.5 KWH/Month 

Computation: 

1000 KWH each at .05 = 50 
1847.5 KWH each at .04 = 74 

Annual energy consumption costs 

124 1,488 

$1,_957 --we- 

There may be other costs aside from the ones previously mentioned and these costs 
should be included to avoid all understatement of costs. 

Other factory overhead costs for HFC are: 

Factory rental 

Factory insurance 

Monthly 

$ 53 

27 

Annual 

$ 636 

324 

$ 2@ 
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UNIT COST OF PRODUCT-TON 

From the financial information so far computed, the average unit cost of 
production can be computed as follows based on total production of 3,600 dozens: 

Direct material 
Direct labour 
Manufacturing overhead 

Indirect labour 
Factory supplies 
Depreciation 
Maintenance 
Utilities 
Rent 
Miscellaneous (10% of above) 

Sub-total 

Total production cost 

Average cost per dozen 

Annual Cost 

$ 56,193 
9,875 

Ave. Unit Cost 

$ 15.81 
2.74 

2,316 
2,265 
1,059 
530 

1,957 
636 
909 

$ 9,996 

$ ZSJS4 ------ 

2.78 

$ 21 33 --A-- ----m 

Inasmuch as the product cost consists of direct material, direct labour, and 
overhead, the cost of finished product can now be computed as follows: 

Cost of finished goods: 300 dozens @ $21.33 = $6 399 =1-z= 

GENERAL, SALES AND ADMINISTRATIVE COST 

To complete the cost structure in operating HFC, the cost related to administration 
and distribution are computed as follows: 
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Sczted Expense6 

Promotion - 1% of sales 
Commission - 2-l/2% of sales 

Salaries and wages 

General-mana er 
'$ 

$ZOO/month 
2 Secretary-. ookkeeper $lSO/month 

Travelling expenses 
Organization expenses 
Office rental 
Telephone and telegraph 
Gas and oil 

Social security and fringe benefits 
Taxes and license 
Depreciation - office equipment 

Total operating expenses 

$ 883 
1,103 

2,400 
1,900 

1,600 
1 ) coo 
480 
100 

1,600 

720 
1,000 
250 

TOTAL PRUJECT COST 

Finally,an estimate of the total project cost must be made. This is simply 
a statement that answers the question: "How much will it cost to start this 
business'? Watch out against either pitfall of understating or overestimating 
your project cost. If you understate your cost, you may later encounter 
difficulties in operating as planned. An overstatement, on the other hand, 
results in inefficient use of funds. 
consists of the following: 

The total project capital expenditure 
,$ixed a&e.&, wahk.&g capLW and ohgan&mXon 

Fixed a~&, or fixed investments, of the project is the cost of land and 
improvements, buildings and site facilities and machinery, equipment and 
furnitures required by the enterprise. Included here are start-up losses, 
material charges, equipment installation cost, and all expenses necessary to 
prepare the land as an industrial site. 

If certain equipment have to be imported, the amount of foreign exchange needed 
should be specified. 

Sometimes it is advisable from a financing point of view to rent rather than 
to buy, land and building. This is also true of machinery and equipment that 
may be obtained on a lease or lease-purchase arrangement. 
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Wo&tn.g capm requirements need to be studied carefully inasmuch as the lack 
of it is a common cause of business failure. Working capital requirements of 
a new enterprise include the following: 

1. Minimum cash balance for cash manufacturing, operating expenses 
and debt-service. 

2. Inventories - Raw materials, finished goods and work-in process.. 

3. Trade account receivable 

4. Pre-paid expenses 

For inventories, the level of working capital requirement will depend on turn- 
over rates, seasonal influences, delivery lead time, uncertainties in delivery, 
high processing and commercial stock requirements. 

The amount of account receivable will der:end on the amount and terms of credit 
extended to customers and company's collection policy. 

UhgavLization CO&~ are incurred in making preliminary investigations and 
organizing or forming the company. These include costs of preparing the 
project feasibility study, legal fees, expenses for obtaining financing, etc. 
Organization costs may be amortized over a five-year period. 

Going back to our example, the project costs are: 

Fixed abbet: 

Land (leased) 
Building (leased) 
Machinery, equipment and installation 

Tools and spare parts $ 10,594 
Office equipment 2,500 

Total fixed asset $ 13,094 

wohking capixd 

Account receivable (one month) 7,356 

Minimum cash balance (expenses for one month) 

Payroll $ 822 
Manufacturing expenses 745 
Operating expenses 1,007 2,574 

Raw materials inventory 4,743 

Finished goods inventory 6,399 

Total working capital 21,072 



OhganLza.-tion cob.32 

Total profit costs 
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SOURCES OF FINANCING 

Once the total project cost has been estimated, the next step is to determine 
your financing needs and to look for sources of financing. 

As a small entrepreneur, chances are you cannot provide all the funds that 
you need. You must then look to external sources - notably government 
financial institutions and commercial banks. In many developing countries, 
there are special credit schemes for small industries offering easier terms 
and conditions. 

In making an industrial loan, be sure to consider debt-equity requirements, 
interest and financing charges, mode of payment, collateral requirements and 
term of loan, before deciding to apply for credit financing. 

PRO-FORMA STATEMENTS 

From the information compiled so far for HFC, the pro-forma or projected 
statements can be constructed. There are three basic pro-forma statements, 
namely: 

Pho-coma phOt%t and Cobb batm%meti 

This forecast shows the profitability of the project at a certain volume of 
production. The net profit figure will interest both owners and creditors 
since any residual amount is distributed partly as dividends and partly for 
debt-service. 

Shown on the following page is the profit and loss statement of HFC for the 
first year of operation. 
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High Fashion Company 

Pro-forma Profit-Loss Statement 

Sales 

Less: Cost of goods sold 

Direct material useu 
Direct Vabour 
Factory overhead 

Total cost of goods manufactured 

Add: Finished goods, beginning inventory 

Less: Finished goods, ending inventory 

Gross income 

Less: Operating expenses 

$ 88,276 

$ 56,913 
9,875 
9.996 

76,784 

6,399 70,385 

$ 17,831 

12,336 

Net income before taxes and interest charges $ 5 555 -&z-z 

ho-&Mm& cabh @OW b&&men-t 

You will, of course, be interested in the cash generation capacity of the 
proposed venture. You will want to find out the amount of cash necessary 
to start the enterprise and how soon it can be recovered. On the other 
hdnd, creditors in general, will want to see the liquidity picture of the 
enterprise in the long run. 

Sources and uses of cash are the primary features of a cash flow statement, 
with the bottom line figure showing the cumulative cash balances. Shown 
in the succeeding page is the cash flow statement of HFC. Please take note 
that the list of cash inflow and outflow is by no means complete. 
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High Fashion Company 

Cash Flow Statement 

Pre-operating 
Period 

Estimated cash inflow 

Loan - long term 

Cash sales 

Equity contribution (assuming 20% of 
project cost) 

$ 28,133 

80,920 

7,033 

Collection of accounts receivable 
(1 month) 

Total estimated cash inflow 

Less: Estimated cash outflow 

Organization expense 

Fixed asset acquisition 

Purchases of raw materials 

Payroll 

Manufacturing expenses (net of depreclatisn) 

Operating expenses (net of deprec!ation 
and excluding organization expense) 

Total estimated ca-,h outflow 

Net cash flow 

Add: Cash balance beginning 

Cash Balance ending 

$ 35,166 8 80,920 

1,000 

13,094 

56,518 

9,875 

8,937 

11,086 

14,094 86,416 

21,072 

21,072 

$ &p~g $ x,m vL---- 
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Pm -@ma balance 4 beet 

The balance sheet contains the statement of resources of the proposed 
venture at a given period of time. Assets, liabilities and equities are 
detailed in this statement. HFC has the following pro-forma balance sheet for 
its first year of operation. 

High Fashion Company 
Balance Sheet 

ASSETS 

Current Assets 

Cash 
Accounts receivable 
Raw material inventory 
Finished goods inventory 

Total Current Assets 

Fixed assets 

$ 15,576 
7,356 
4,743 

+ 6,399 

$ 33,074 

13,094 

Less Depreciation 1,309 

Total Assets 

LIABILITIES 

Long term loan 
Accounts payable 
Capital 
Net income 

Total Liabilitks 

$ y;; 

7:033 
5,555 

12,588 

Total Liabilities and Capital 
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It is important to realize that in preparing financial statements, there are 
conditions which cannot be pre-determined with certainty. In constructing 
the pro-forma statements, you should always state your assumptions based on 
your experiences. 

Assumptions are statements about future business conditions that affect the 
outcome of financial operations. For HFC, the assumptions are as follows: 

1. Long-term loss represents 80% of the total project cost of 
$35,166, Equity represents20% of the total. 

2. Cash sales is assumed to be equivalent to 11 month sales. 
Accountsreceivable then represent about one month of the 
annual sales. 

3. Accountspayable 7s assumed to be at one month of raw material 
requirement or 30 days. 

4. All other expenses are to be paid for in cash. 

There are other future financial conditions which should be stated for the 
benefit of the third party (lender, venture capitalist , etc.) to enable him 
to understand the project plan. 

ESCALATZON RATES 

For our example, the HFC, we made financial pro,jections for only one year. 
Project plans require a period longer than one year at least, a period long 
enough to show full amortization of debt, if long-term obligation is 
contracted. In continuing the first year projection to the desired number of 
years9 some cost factors would rise in direct proportion to sales. We call 
these variable costs. Other costs,and these would remainstatic,are known as fixed 
costs. Regardless of the nature of costs, the inflation factor !:!,ould be 
considered in making the projection of future periods. The inflation factor 
may be used in the escalation rate in extending costs to future periods. 

FZNANCIAL EVALUATZ0N 

One of the criteria in judging the feasibility of a project is that the 
financial prospects and risks are acceptable to all those who will invest 
in the project. To determine that this criterion is attained, the results 
of the financial study must be analyzed in terms of liquidity, profitability 
and stability factors. 
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Financial ratios which show the relationship between various items or groups 
of items on the balance sheet and income statement will provide information 
regarding the competitiveness of the project with similar business establish- 
ments. Tests of liquidity, profitability and stability are derived from 
the pro-forma statements. 

On the other hand, it is also useful to determine the sensitivi,ty of the 
project's profit to changes in cost, production volume or price. The 
technique utilized in this case is break-even analysis. The minimum level 
of sales to keep the business going is determined through the use of this 
analysis. 

Chapter VIII on "How to Analyze your Small Enterprise" will provide you 
with the mechanics of these evaluation techniques. 
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ORGANIZING A BUSINESS 

So you have completed your project plans. As a result, you are convinced, 
more than ever, that you have a viable project that will not only satisfy 
your creative drive but will give you financial returns as well. Well, then, 
you are now ready to translate your plans into a "live': pulsating enterprise. 
In other words, you are about to organize your business. Organization involves 
choice of appropriate legal form of business, finding a suitable location, 
hiring and training of personnel, deciding the financial package and other 
legal aspects of starting the business. 

CHOOSING THE LEGAL FORM 

The governments of developinq countries provide several organizational 
the one that can 
however, to consult 
of 
lude tax imp lications, 
Shown below are the 

alternatives or legal forms. .From these, you may select 
best meet the needs of your business. It is advisable, 
a lawyer before embarking on a decision as to legal form 
organization. The major factors that are considered inc 
integrity of partners and extent of personal liability. 
three most common forms of business organizations.l/ 

SOLE PROPRlEJORWZP 

One person is sole owner. 
Unlimited personal liability for business debts. 
Termination upon death of owner. 
Relative freedom from government control. 
Generally, no income tax on business;only on owner. 

PARTNERSHP 

Two or more persons are owners. 
Partner'srights and duties defined by partnership agreement. 
At least one partner must have unlimited liability for debts of the firm.* 
Capacity of partner to bind others when acting within the scope of business. 
No income tax on partnership itself. 

* Under Philippine law. 

L/Ranada, UUVJ &I S&.4X an Entmptie. (UP-Z!%71 
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CURPURAJTON 

Stockholders are owners who are distinct and separate from the corporation. 
Continuity unaffected by debt or transfer of stock shares. 
Subjected to more government control than a sole proprietorship or partnership. 
Income tax on corporate profits and on dividends after they are paid to 
stockholders "21 . 

The choice of legal forms will depend mainly on your resources and 
experience as well as the size of investment. A single proprietorship is 
advisable if an entrepreneur has sufficent resources and technical expertise 
to run the business singlehandedly. Otherwise, a partnership or corporate 
form may be considered. 

CHOOSING THE LOCATION OF BUSINESS 

As you know by now, the technical plan identifies the plant site or business 
location. In deciding where to locate, consider factors that enhance the 
viability of the project such as proximity to market, materials availability, 
availability of transportation and power, etc. Before a final decision is 
made, however, you must take into account the legal aspects of acquiring the 
property. In some countries, the ownership and possession of land is highly 
regulated. Therefore, you will do well to study laws and regulations 
affecting the transfer and use of land. Pollution laws and regulations and 
zoning requirements in particular must be studied and complied with. 

of?GAN1z1NG M4Npowui 

Your project plan specifies the expertise needed in terms of administration, 
sales and production personnel. Based on these specifications, you need 
to develop a strategy for the recruitment of the staff. A small business 
usually makes use of referrals. In the case of an expansion project, 
referral from the present work force is advantageous and less costly to recruit. 
Friends and associates and even family members can suggest sources of manpower. 
A more formal recruitment procedure through placement or employment agencies may 
be a little bit more costly. Publication of manpower needs in tb.~ classified 
ads of widely-circulating newspapers is also an effective means .F' recruiting 
major personnel complement. 

Getting the most out of manpower resources requires careful attention to their 
needs. Every worker must be oriented to the responsibilities of the job. If 
he is involved in a highly technical job, he should undergo formal training. 
New personnel must be given time and opportunity to adjust to job routine. 
Just and fair dealing with the work force, will enable you to derive the 
utmost benefit from your manpower complement. 

* Under Philippine law. 

/ Ibid. 
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DETERMINING THE FINANCING PACKAGE 

A business plan is an important document to use in raising the required 
funds for the project. 
alternatives. 

At this ooint, you must have several financing 
It is necessary to evaluate these sources before a decision 

is made to obtain external funding. 

To ensure stability of business operation, a business must have adequate 
equity investment. Heavy reliance on borrowed capital, although advisable 
in projects with substantial cost requirement and highly profitable lines, 
may not be wise for a starting entrepreneur. Costly interest charges will 
exact pressure on the firm to operate at a high level of capacity which may 
not be possible for a starting business. 

In deciding the appropriate financing package, you will be guided by the 
following questions: 

1. What is the repayment period? Does it provide for a grace period on 
principal amortization or a longer period for the financing of capital 
requirements? 

2. What is the interest rate and financing charges? 

3. How is the #fund released? Does the bank require a corresponding 
equity inflow for every amount of loan released? 

5. How will you amortize the loan - monthly, quarterly, semi-annually 
or annually? 

6. What are the restrictions imposed by the financing institutions on the 
loan package ? Can you comply with these restrictions? 

REGISTERING THE BUSINESS 

In all countries, a business has to be registered with the local as well as the 
national government agencies. The number and nature of licenses fo ho secured 
and the costs involved have to be pre-determined to avoid legal problems 
arising out of non-compliance. For some industries, compliance with poliut'on 
protection regulations is a requirement for registration. Taxes to be paid 
and books of accounts required must be settled before starting a business. 

Be sure to maintain a complete file of the business documents which may be 
required by the government regulatory bodies. This will be useful when you 
apply for government incentives. It is advisable to engage the services of 
anaccountantand a lawyer on these aspects to avoid unnecessary delay and legal 
complications later. 
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CHAPTER IV 

MANAGING THE ENTERPRISE 

Mnagement invoh35 p.tanm , olrganiz.hg , coo/rdinat;ing and 
cobzt3.0~ ftuman and mat~hedouhceb -43 o&en20 achieve 
an .&i&died objective. 

Managing a ma& buineu hcYp.iked not on.iZy an wuh&and.ing 
04 managemevtt techniqueb, ad genehaeey prrac$i~ed, bti &a 
an ap)xU~on 06 size-h&&d dk&?IWEu in mavuqement 
phaticeb . Chdtiti~b inhmw.t in dma?Lnedb, no.tabLy 
tie ceMza;tien 06 au.thokLty on one man -- the etiephe- 
ne, giveb tie Ito ~pec.ia.t ptlob.te.mt in ama&? bubintibn 
management. The Ama. uuhepkeneuh can ovehcome ;thtie 
ptobikm by dew&ping and acquhhg management bfzLt& 
appt0phia.Q to a bmatt Qitm. 

Tkcb chap&~ ticudded thebe managemen Aki..&, tuuw.Ly: 
tienti~y~ oppoh.tuvLities , pkknvuhg , ohganizing , cow3toU.Lng 
and decihon-making . 

The maU e.n&epmneu~ mtit pa&LcuRatLey conctxn hi.m~eR,( 
with managing human hC5OuhCeb. Tti chap&x phovideb 
pe.actLcat tip on puuonnct kiting and beletion, dev~opment 
and motivat.ion. The er&eptlenem .A a&o urged .to develop 
human hcL.&donh /.techniques . 

After you have carefully identified, planned and organized your project, then 
you are ready to implement it. As you are both entrepreneur and p'jnager, you 
must be aware of the principles and practices that will help you (nage your 
small enterprise effectively. 

WHAT IS FlANAGING? 

The success of a business largely depends on its management. The goals of an 
enterprise can only be achieved if it has a capable and effective manager to 
lead it towards desired goals to attain. You, tot, can be a good manager and 
steer your business to success. Would you like to acquire, develop and enhance 
your management skills? Obviously, the first step would be to understand the 
concept of management. 

Essentially, management is a distinct process of planning, organizing, conducting 
and controlling resources- both human and material-to achieve an identified 
objective. 

The practice of management involves the use and development of specific skills, 
namely: 

1. Pihwing . The determination of a course of action to achieve the desired 
result. Planning is largely a mental activity; a process of thinking before 
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doing. Planning requires imagination, foresight and judgment and includes such 
activities as the identification and evaluation of business opportunities and 
hazards, determination of the course of action to be adopted to achieve maximum 
profit or effectiveness, the establishment of policies and continuous seeking of 
new and better ways of doing things. 

2. Uhganizing . As manager, you must develop an organization capable of 
accomplishing your objectives. "Organization' here refers to the structure 
which results from identifying and grouping work, defining and delegating 
responsibility and authority and establishing relationships. 

3. coohd-t37ahg. You must coordinate the activities of the enterprise by 
balancing, timing and integrating them with each other. Balancing means 
apportioning human and material resources such that each type of resources 
supports or counterbalance the others. Timing requires that different 
activities, proceeding under their own schedules, are paced in such a way that 
they advance while reinforcing one another. Integration involves establishing 
relationships among the diverse activities which must be brought together to 
accomplish work effectively. 

4. Mo;tivating. In motivating your workers to become increasingly productive, 
you must remember that people are special in every organization. Do not take 
your people for granted for they can make or unmake your organization. Dut- 
standing people can make even a poor organization operate successfully, while 
poorly-motivated people can impair the performance of the soundest organization. 

5. cotlakaag. In management, control means to guide something in the direction 
it is intended to go. Work must be carried out in terms of certain performance 
standards which, most commonly, are based on the objectives, policies, programs 
and procedures and budgets established initially to guide the work. 

The concept of enterprise management can be viewed in a nutshell from Exhibit 1. 
It shows the manager's functions, the resources for management and the publics 
towards which the manager has definite responsibilities. 



Exhibit 1 

Enterprise Management Process 

PUBLICS 

RESOURCES 

FUNCTIONS 

-J 

I Planning 

Organizing 
I 

Staffing 

Directing 

Controlling 

\ \ \ 

Setting 
Objectives 

Communication Communication 
/ 

Motivation Motivation 

/ 
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MANAGEMENT AND THE SMALL ENTERPRISE 

So you are now an employer. If you are an entrepreneur who has been used to 
working alone, you will find that hiring one or more employees will exact new 
demands on your capabilities. What usually follows is an "evolution" of nsw, 
more challenging entrepreneurial activities, like: 

leadc.&Cp. Undoubtedly, you have what is commonly known as initiative. 
Otherwise, you wouldn't have taken the steps that have led you to start your own 
small business. Today, with several employees under your responsibility simple 
initiative is not enough. Initiative will have to grow out to become leadership 
so that you can lead your people toward your desired goals. 

PubsontwL management. Training occurs when you find it necessary to transfer 
at least part of your knowledge to your employees. Soon, aside from the 
activities that require your personal attention, you will have to look after your 
personnel. These activities bring about a new entrepreneurial responsibility- 
personnel management. 

Itim& and cx.XtiVrae treeatio~n. Basic human relat 
possess in good measure, sooner or later must evolve to 
external (public) relations. 

ions, which you probab 
become internal and 

THE NATURE 0F A SMALL BUS'ZNESS 

How, then, should you as entrepreneur, run your business so that maximum 
effectiveness can be attained? 
small enterprise. 

To answer this question let us first define a 
It is important to realize that, because of its size and 

unique operating characteristics, a small firm requires a management system 
or approach which is different from that of a large enterprise. 

Any attempt, however, 
futile exercise. 

at a precise and exact answer to this question, would be a 
There is no standard definition that could possibly include 

the diversity and variety of small firms. 

The concept of small industry is variously understood in different countries 
depending on economic and social conditions prevailing in a particular country. 

Often, the definition is based on two criteria, namely: 

1. !&arxXtative, which includes size of company in terms of number of workers, 
consumption of energy, capitalization or value of sales. 

2. Qualitative, which refers to the organization and management of th? 
enterprise, methods of production'or influence on the market. 

In Bangladesh, the definition of small industries has undergone several changes 
for the past 20 years. While in the fifties the defini",' c of small industries 
was confined to investment of maximum TK. 2.50 lacs (US $16,500) in fixed assets, 
the ceiling was raised to TK. 5.00 lacs (US $33,000) in the early part of the 
sixties. Subsequently, the ceiling was raised again to TK. 10.00 lacs 
(US $ 66,000) excluding the value of land. Presently, small industries in 
Bangladesh have a total investment ceiling of TK. 25.00 lacs (US $165,000). 
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An Indonesian small firm is one with an investment of less than Rp 70 million 
(US $112,000) for machinery and equipment. 

Malaysia's small firms are characterised as those whose owner-managers make most 
of the management decision in the absence of specialists in their staff. Having 
fixed assets of M $300,000 (US $13,135) or less, a Malaysian small firm employs 
less than 24 workers. 

Similarly, in the Philippines, a small enterprise is one whose owner-manager is 
not actively engaged in production but performs the varied range of tasks involved 
in guidance and leadership without the help of specialized staff. Quantitatively, 
it employs IniS i-t tf;;; I2. I I . V* !311'1 . ___ w,,UII jpcc +han 7Wt ~.mv.l/aw.- hY.4 ,,“I lx,;, 3 and has assets tota: 1 ing not 
less than 8100,000 (approximately US $13,000) and not more than Bl million 
(us $130,000). 

In its early year's of industrialization, Singapore defined a small industry as a 
business venture which employed less than 50 workers with investment in machinery 
and equipment of less than S $250,000 (US $120,500). Today, under the government- 
sponsored small industries finance scheme, a small industry is defined as one 
having not more than S $2 million in fixed productive assets, i.e., fact0r.y 
buildings, machinery and equipment and loose tools for production. 

Industries with an investment on fixed assets (land, building, machinery and 
equipment) up to Rs. Z,OOO,OOO (US $110,000) in which investment on machinery and 
equipment does not exceed Rs. l,OOO,OOO (US $55,000) are treated as small and 
medium industries in Sri Lanka. 

In Thailand, an industrial enterprise is considered small if it uses mechanical 
or motive power, employs not more than 50 workers and has a capitalization of 
less than two million baht (US $99,500). 



As can be gathered, quantita~Live indicators seem to be the more variable or 
fiexible criteria in defining a small firm. Indeed, these indicators are only 
supplementary to the more stable qualitative characteristics that make a small 
firm and its problems significantly different from those of a large one. Hence, 
regardless of the varying definitions adopted by different countries, the 
following qualitative criteria appear to be common among small enterprises 
everywhere: 

The equity of small firms is generally owned by one or very few persons. They 
tend to be managed directly by their owner or owners. Small firm omer-managers 
have a high degree of independence in the sense that they have ultimate 
authority and control over the business. 

Small firms usually serve a local or regional market rather than a national or 
international market, They also tend to have a very limited share of a given 
market. 

Small firms are generally managed in a personalized fashion. Their managers tend 
to know all the employees personally. They participate in all aspects of 
managing the business and there is generally no sharing of the decision-making 
process. 

These attributes give rise to most of the problems and special needs that small 
firms have to cope with. They are also the factors which determine most of the 
management differences between small and large businesses. 

COMMON PROBLEMS OF THE ENTREPRENEUR AS MANAGER 

Many of the basic problems of organization, production, marketing, finance .and 
personnel relations are shared by managers in all countries. These problems, 
however, have always been misunderstood as resulting from lack of financing and 
not from the absence of appropriate management systems. A common misconception 
is that bigger companies succeed because funds are always available to spend for 
managerial know-how. This implies that the only difference between a large and 
a small firm is the financial situation and that management problems can be 
solved by the mere presence of money to operate the business. 

Is money, then, or the lack of it, the most serious problem of the small entre- 
preneur? Studies show otherwise. Researches on small enterprises reveal that 
inadequate management know-how, rather than too little funds, lie at the root 
of the small firm's difficulties. 

A survey-backed management briefing conducted by the American Management 
Association points out the need for proportionate ways of managing industries in 
accordance to size. It makes the following conclusions: 

1. Small businesses require for survival not only good understanding of 
management techniques as generally practised but also thorough knowledge of size- 
related differences in management practices. 
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2. Exploitation of size-related opportunities is as important to the small 
company as is the development of product advantages or operating efficiencies. 

Countless executives who have transferred from a small company to a large one 
have had to learn these lessons. 

The observations and studies made on small companies in countries like 
Indonesia, Malaysia, the Philippines and Thailand reveal the following 
conditions existing in the small firms which are invehs@ related to their 
success: 

1. Adequate records are absent. This leads to a situation where the entre- 
preneur-manager direly lacks the information required to make sound decisions 
and direct the company's future activities. Another consequence is that 
financial statements are usually worked out either for income tax purposes or 
for financing institutions in cases of loan applications. 

2. Although undercapitalization may be an apparent feature, the lack of 
financial management is usually the cause of shortage of funds. Money is 
commonly tied up in fixed assets, thus depriving the operations of liquid funds 
to use as working capital. 

3. Organizational set-ups are usually floating in the sense that responsibilities 
are given to people as needs come up, with control and administration centralized 
on the entrepreneur-manager. It follows also that the continuity of management 
is not provided for. Many entrepreneurs are concerned that no one could be 
entrusted with the responsibility of helping him manage the company, partly or 
wholly. Because management is centralized on one man, control and direction 
become limited to the extent that entrepreneur has the time and capability to 
cover the different functional areas of management. As a result, management is 
confined to dealing with day-to-day problems at the expense of planning and real 
control. 

4. Tied up with organizational deficiency is an inadequate system of internal 
administrati.on wheyin c!lch iyportant ..*.- L .,I iUiil .:** 2: t3a$, iis p?,-j:i~,~ L . _,. ‘inn crhcvi~~l inn inventory --.. WI”. “‘J, 
control, quality control, and cost control are overlooked in the management of 
the business. This production or operational ove;*sight may lead to dire 
consequences: a disproportionate amount of funds tied up in inventories-from 
raw materials to finished products; delivery schedules unmet; and accounts 
payable unpaid. Materials consumption and costing are estimated by guessing 
which may result to over-or undervaluing and in competitiveness problems. All 
these place a heavy burden on the financial position of the small enterprise. 

5. The undue centralization of administration responsibility also impairs 
efficiency of production operations. ldorkers are left to learn a job on their 
own either by observing old workers or through a haphazard training system 
assigned to a more experienced worker. The absence of a training program 
results in poor productivity. Production operations are not improved as time 
passes because work performance is hardly measured in terms of setstandards. 

6. Recruitment standards and procedures vary as job openings come up. The 
company then gets stuck very often with drifting jobless people or those 
recommended by relatives or friends who may not necessarily be qualified or 
trainable people. 
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7. Marketing activities are limited to a "copy-cat" system whereby an entre- 
preneur "waits and sees" what the competitor will do that he can simply 
imitate . There is practically no development and research; products are all 
too often copies of similar items seen elsewhere. Sales achievements are 
largely a "hit or miss" in the absence of systematic market analysis and 
forecasting. 

8. Decision making is very seldom made from an assessment of prevailing 
situations but is done more on "hunch" or "feel". 

9. Even if financial problems may be overcome through borrowings, the entre- 
preneur lacks managerial competence to use the money wisely for the attainment 
of company goals. And realizing his lack, -he is not inclined to avail of 
competent professional assistance mainly because he does not have confidence in 
the capability of an "outsider." Moreoveri he may not want to trust a 
"stranger" with his "business secrets." 

10. The business was started with the shortsighted view that the success of 
another can be repeated. That is, the entrepreneur was encouraged to enter a 
particular business simply because someone else before him did-and made it. 
Unfortunately, there is no assurance that he can score the same success unless 
he can combine the "right ingredients" as his predecessor apparently had. 

OVERCOMING MANAGEMENT PROBLEMS IN THE SMALL ENTERPRISE 

The foregoing conditions comprise the factors that generally contribute to the 
failure of a small firm. Hence, it is apparent that managerial competence 
plays a major role in the success of a small entrepreneur. It becomes 
imperative, therefore, for you to develop the skills which will enable you to 
cope with small business management problems and improve the effectiveness of 
your firm. However, before you can develop and acquire the management skills 
appropriate for small firms, it is important to recognize and accept the fact 
that muvzag.ing is different from apWng. As you think of all the business in 
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town-manutacturing, wholesaling, retailing and the various services-you will 
see that each one is different from the others. However, these differences are 
all in the area of operations, which include five activities: buying or making 
(if the business is in manufacturing), pricing, selling, paying and pleasing. 

All successful businesses practise the same management principles, don 't they? 
Where, then, is the distinction? First of ali, ap&ng is physical while 
tnamging is mental. And managing is for tomorrow while ap&ng is for today 
or yesterday. 

There are certain very important skills which you can use in managing your 
business successfully. They are ~cti~y-ing oppon;turzi/i;i~, pbnning, 
orrgatizing; me.ahting and improving and de&ion-making. 

IDENTZFYZNG UPPORTUN7fIES 

The entrepreneur does this by taking a few minutes each day to take a look ahead, 
asking himself these questions: 

1. How many people will live in this place five to ten years from now? 

2. What product or service could I provide? 

3. What will it be worth to them? 
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4. Can I make a profit selling it to them? 

The place is growing. You are in a growing business. If you look forward you 
see more uses, more users. The first thing you must develop is the ability to 
look forward. With the people getting better educated, they will want and can 
afford to buy more things. The trick is for you to look ahead and be first to 
offer the consumer goods he may want or wish. You must then be inclined to 
act on the new opportunities. When you look ahead, today's prices appear as 
bargains. Conversely, when you look back, today's prices seem high. Then you 
would wish for the good old days and do nothing. 

PLANNING 

When you look ahead and do nothing about it, you are merely dreaming. 
Managing is planning. You must set a goal and list down the steps to reach that 
goal on time. The man with the plan has more chance for success than another 
who does business on a day-to-day basis. 

In small firms, lack of effective planning and its negative consequences are a 
major problem area. To remedy this you must: 

1. Understand the specific causes for the limited planning generally found in 
small firms. 

2. Be convinced that formal planning is worthwhile and a basic pre-requisite 
for successful operations. 

3. Develop an awareness of planning methods that are suitable for small 
business situations. 

In developing a formal planning system in a small firm, the first step that 
must be taken is to analyze the forces that are of critical importance for 

achieving success. This would involve the following key processes& 

1. Resource analysis. It involves the evaluation of the firm's strengths and 
limitations in marketing, production, finance managemen.t and personnel 
facilities. 

2. Environmental analysis. This consists of the evaluation of external 
conditions and trends such as aggregate economic developments, technological 
changes, governmental regulations and social trends. 

3. Analysis of competition. This means the comparative analysis of a firm's 
strengths and weaknesses in relation to its major competitors. 

Having analyzed the significant factors, the entrepreneur should next specify 
Iiis organizational objectives, which may be in the form of sales volume, growth 
of earnings, return on investments, market share or new product development. 

L'Schollhammer and Kuriloff, En&cquvuuukip and SmaL%Z Btiinenh Matigenleti. 
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The analyses will likewise bring about an awareness of the firm's opportunities 
and risks. Ultimately, the above courses of action will help the small 
manager determine the appropriate strategies and tactics to use in order to 
achieve desired objectives economically. 

How $0 p&n 

Small entrepreneurs often make crisis on last-minute decisions. They are 
forced to do this because they are always pressed for time. You should there- 
fore, begin making plans- step-by-step and day-by-day schedules. Everything 
works more smoothly and more profitably if there are plans. 

In planning you have to: 

1. Establish your objectives or goals. 

2. Make the basic assumptions to be used in drawing up the plan. The 
assumptions to be made are in respect to the following: 

. Non-controllable conditions - What is expected to happen with regard to 
conditions which the firm cannot control such as population growth, future price 
levels and business cycles? 

. Semi-controllable conditions - What assumptions should be made concerning 
conditions which the firm cannot control but can influence their happening to 
a greater degree(such as the share of the target market, the company's pryce 
policy and employee efficiency and turnover)? 
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. Controllable conditions - What assumptions should be made regarding policy 
matters which management can decide largely for itself (such as, whether to 
expand into new markets, new product development, and selection of a new site 
for the firm's location)? 

3. Search for and examine alternative courses of action. 

4. Evaluate alternative courses of action. 

5. Select the best course of action and adopt plan. 

6. Proceed on the same basis to carry out the major overall plan. 

ORGANIZING 

This skills requires the entrepreneur to have the ability to "carry people with 
him to put the project over." 
know matrketd, 

There are several kinds of people: those who 
those who know money, 

and those who know m&w. 
those who know men, those who know m&o&, 

M's together. 
The head of any business must pull these five 

He assembles them, then unite them into a team, then lead them 
to win. 

It is generally accepted that to be effective the structure and internal 
functioning of an organization must be compatible with the demands of the 
organization's tasks, the technologies that are used, and the relevant conditions 
of the external environment. Practically every enterprise has its unique 
operating characteristics and environmental conditions. This may cast doubt on 
the validity of the universal principles of organization. Yet there is evidence 
that effective organizations show certain common features. The small business 
entrepreneur-manager should use these guidelines in organizing any endeavour. 

3. "Human" use of human beings 

A good organization integrates the requirements of the work with the desires and 
capabilities of its people. Recent literature on organization stresses two 
theories of organizational approach. One is the wuhb-cen&ed approach to 
organization design and which views the organization as structured around the 
tasks to be performed. The other defines a people-cen.txed set of values. 
It stresses the intrinsic needs of employees and the human relations aspects of 
management. An effective organization, however, results from a balanced 
approach that takes into account the requirements of work as well as the desires 
of employees for harmonious , satisfactory interpersonal relationships on the job. 

2. Appropriate departmentation 

This refers to the particular groupings of functi!lns or activities in the 
organization, showing their relationships and the people doing them. The 
groupings establish the logical arrangement of the functions and activities into 
levels in the organizational structure, thus facilitating the assignment of 
personnel according to their capabilities, skills and motivations. 
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3. Unity of command 

Each unit in the organization should have only one leader with corresponding 
authority and responsiblity to coordinate and control the activities of such 
unit as well as the workers there. A worker must have only one direct boss or 
supervisor to avoid confusion, irresponsibility and inefficiency due to 
conflicting orders. 

4. Balance of authority and responsibility 

Authority is the right to act or to direct the actions of others in order to 
achieve specific results. To effectively carry out assigned tasks, 
responsibility requires commensurate authority. An individual assigned to get 
others to do a job must have enough means to carry out the task. The imbalance 
of responsibility and authority results in chaos, buck-passing and other 
organizational conflicts that cause inefficiency. 

5. Proper degree of delegation 

There is an appropriate place in the organization for every task that must be 
performed. Management should not burden itself with tasks that can be performed 
effectively at a lower level in the organizational hierarchy. To obtain the 
greatest benefit from a sound organizational structure it is necessary to 
delegate tasks as far down in the organization as possible. As previously 
mentioned, small entrepreneurs are generally averse to delegating authority to 
their subordinates although they expect the latter to do all tasks assigned to. 
them that require authority. This is partly due to a misconception of what 
delegated authority means. For authority can never be delegated-it can only 
be sha/red. Delegating authority does not mean surrendering it. The entre- 
preneur-manager delegates just enough authority for the subordinate to carry 
out his given task. 

6. Proper span of control 

This refers to the number of subordinates directly accountable to and effectively 
managed by a manager or supervisor, Because there is a limitation to the human 
capacity for attending to and supervising different activities and workers, the 
number of subordinates over which an executive has direct responsibility should 
be just enough for him to carry out his tasks effectively. The larger the 
number reporting to an executive directly, the less attention he can give to 
each subordinate. 

Studies show that usually about four to eight workers are just enough for a 
supervisor to handle, although in actual practtce, the number is flexible 
depending upon the following factors: 

a. Ability and experience of the supervisor. 

b. Training and skill of the subordinate. 

C. Nature of the tasks, whether diversified, highly technical, complicated, 
routinary or repetitive. 



A supervisor can hand1 e many workers when: 

a. The job is simple. 
supervision. 

Jobs in the lower ranks of an organization require less 
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b. The workers are doing similar work. 

C. The work is repetitive in nature. 

d. The workers are located close together. 

Small companies tend to have a broader span of control than large companies 
primarily because small firms cannot afford the costs of additional organizational 
layers that go with reduced spans of control. A broad span of control combined 
with insufficient delegation creates a heavy work load for many small business 
managers, which in turn is the cause of ,poor decisions, lack of planning and 
weak control of subordinates which may reduce work efficiency. 

~esign.ing the organization ~7~~ctwLe 

Four basic forms may be used in designing an organization structure: a L&e 
-&th.uclthe, a fine and &tad6 4;tpuLcfwLe, or a @w.i%onaL bti&te. 

1. The L&e orrgatiza.t.Lon is the typical form for a small enterprise. It is a 
set-up in which each manager has clearly defined area of responsibility and is 
accountable to only one supervisor. Each individual is given complete charge 
of the work assigned to him, subject only to the authority of the superior to 
whom he reports. (See Exhibit 2). 

Small enterprises generally adopt the line type of organization structure 
because of its simplicity and efficiency. 

Decisions are quickly reached and it lends itself to a mlrimum of "buck 
passing". It also tends to develop versatile, well-rounded executives, since 
they are expected to be familiar with all the duties and functions of their 
particular organization, department or unit. It has its disadvantages, though. 
Although the vesting of final authority and responsibility in the hands of a 
single individual has real advantage especially if that person is highly 
capable, concentration of power tends to develop in the executive, the feeling 
of self-righteousness in all his decisions and makes him think he alone can do 
the job. Moreover, in the line form of organization authority is too highly 
centralized. Thus, nobody else can decide and act on problems if the chief 
executive is away. 

{ 

2. The line anti .&a~d olrganiztion has the features of the line type but allows 
the use of expertise of staff specialists. These specialists can assist the 

ing the number line managers'to perform their varied functions without increas 
of decision-making centres in the organization. 

Each person reports to only one supervisor, yet receives specia lizcd services 
and help from various experts. As adviser to line officials, a staff officer 
plans, advises , suggests and assists them, bul the execution is left to the line 



Exhibit 2 

Line Organization 

OWNER-MANAGER 

I >. -2 

TREASURER 

I_ : 

MARKETING MANAGER 
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BOOKKEEPER 5-- I 
COMMISSIONED 
SALESMEN 

I PRODUCTION MANAGER 

SUPERVISOR 

MANUAL WORKERS 



- 83 - 

officials themselves. One disadvantage in this type of organization is that 
oftentimes, staff specialists overstep the bounds of their authority and force 
their suggestions and services upon others. 

3. The @n&Lo& ohgatizalion emphasizes the functions or the kinds of activity 
in each unit. 

The worker reports to several supervisors, the number depending on the nature of 
his work or activity. Each supervisor to whom the worker reports is a specialist 
ina particularline orjob in which the worker may have a problem. However, 
although management is strengthened and operates efficiently because functi'ons 
are grouped according to their specialized nature , a problem that tends to arise 
in this type of organization is that the experts who seemingly have "equal" 
authority cannot work together smoothly. Furthermore, despite the apparent 
clarity on paper in the lines drawn from a particular subordinate to his several 
superiors, it is not always easy to determine which specialists to turn to when 
in need of guidance. 

CONTROLLZNG AND TMPROVTNG 

The controlling function of the manager involves the following activities: 

1. The tiZubk%hmeti 06 &andan& 06 accotibX.Lty. The manager sees to it 
that there are valid, understandable and acceptable gauges for measuring work 
as it is carried out. 
initiate the work. 

These standards are based on the plans established to 

2. Measwrement 06 wodz in pkogtess . Record of work must be kept as it 
progresses so that performance can be compared to the applicable yardstick. 
Measurement may be in terms of money spent, units expended, customers 
contacted, activities completed, etc. Accurate reporting to the work 
accomplished is also a requirement for effective measurement. 

3. App-lXcatian 06 convective rneuuhu. When deviations from objectives 
occur, it is necessary 'to bring the work back to the desired course. The 
manager himself must decide what is required to achieve the expected results. 
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Measuring here refers to the procedure used to assure that performance 
conforms to plan. One of your greatestfearsas entrepreneur or top man 
is that you may not be in control - that you do not know what is going 
on. Certainly, you must design a control system which will tell you 
whether company operations are on course, and. if not, what is being done 
about it. 

It is obvious that decentralization of decision-making is impossible without 
a system of controls. One of the major purposes of a good control system is 
to ensure that decision making can be delegated. This points to an important 
definition of what control is not.Control does not mean that the top man 
makes the decision himself; it means that decisions are made at the right 
level at the right time. A good system of control provides for a regular and 
continuing review of every function in the company, based on the following 
questions. 

1. Where is the company now? 

2. Where did management say it would be? 

3. What are the reasons for the difference? 

4. What does management intend to do about it? 

This brings us to another difficult task; to make changes, no matter how 
painful. The entrepreneur-manager should really look ahead, out and around. 
He should take time to analyze and find out how others do things better. 
Progress is certain if he is willing to improve. 

VEClSZ0N-MAKlNG BY 7'tfE ENTREPRENEUR-MANAGER 

Poor decisions are usually the result of poor information. Without accurate 
and timely information, guess work is done as a poor substitute to decision 
making. This is usually the case in small business management. In order to 
make sound decisions, therefore, you need adequate, accurate and valid 
information. 

Intelligent decis;r?-s can rarely be reached in a random, haphazard way. 
A competent manager can be distinguished by the way he approaches and 
solves his problems. He is logical and systematic. He has to be, since it 
is a major part of his job to solve problems, appraise policiesr and plan 
for the future. All these activities, which comprise small business manage- 
ment, require the making of sound decisions, 

The major task here is to make the decision-making faster, especially in 
the small firm. Here are some suggestions as to how the entrepreneur- 
manager can facilitate and improve decision-making. 
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1. Spot what is important. Perhaps the most important aspect of decision- 
making is the ability to distinguish between the significant and the trivial. 
To devote sufficient attention to problems that deserve it, you must conserve 
time, guard against becoming engulfed in a maze of details. The big task 
is to avoid letting minor problems take up so much of your time that you 
cannot give ample attention to more important things. 

2. Use the process of delegation. Remember that mental work can be 
delegated, as well as manual work. In fact, many organizations have been 
weakened by a too-strong leader - a dynamic, domineering personality who 
creates what has aptly been called a "one-man organization." Do not burden 
yourself by refusing to delegate any decision-making process; take every 
opportunity to give your subordinates a chance to develop executive ability. 

3. Use the exception principle. This will enable you to free yourself 
from routine and devote more time to important decisions. Under this 
principle, only exceptions to the general rules, routines, and standards 
are referred to you by your subordinates. 

In other words, frequently recurring matters are reduced to routine, and 
policies are set to govern them. These are then delegated to subordinates. 
The entrepreneur-manager acts on the exceptional matters only. 

4. Use consultative supervision 

Here is another way in which you can bring your subordinates into the 
decision-making process in a constructive way. Consultative supervision 
is the informal discussion with subordinates of questions in which they 
have an interest. 

In other words, you should consult your subordinates on matters that affect 
them. This achieves two things: 

a. It gives you the benefit of your subordinates' ideas and suggestions, 
which are worth having. 

b. It tends to strengthen group morale, since the feeling of solidarity 
and participation is increased. To put it in blunter terms: It boosts a 
man's ego to be asked for his advice and opinion by his boss. Besides, 
the boss may learn something in the process. 

THE HUMAN RESOURCES IN THE SMALL FIRM: HOW SHOULD THEY BE MANAGED 

The small ff;m is notoriously deficient in its practice of personnel management. 
Too often this aspect of small business management is haphazard and unsystematic. 
Entrepreneurs are usually so busy selling and getting their products out the 
door that they give little or no thought to the consequences of an unplanned 
approach to the procurement, utilization, maintenance and *development of 
individuals in the organization. This neglect on the part of the entrepreneur 
is the cause of the personnel problems encountered by small firms as enumerated 
earlier in this chapter. Many-a-small company misses the opportunity to increase 
its effectiveness by operating its personnel functions loosely and informally. 
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A SOUND PERSONNEL POLTCY 7s A MUST- 

With little background in management theory and practice, you may often 
operate by handling individual problems as they arise. You may see no 
connection between the decision you make in a particular instance and the 
establishment of a policy that will govern the outcome of similar situations 
in the future. Failure to formulate clearly-defined policies causes many 
problems for your small and growing business. This holds true in personnel 
management as well as in other areas. You must, therefore, appreciate the 
importance of establishing sound policies for carrying out the operative 
functions of procuring, developing, maintaining and utilizinglabour in your 
small enterprise. 

With the hiring of the first employee, you set standards that can help or hurt 
your future .efforts. Too often entrepreneurs believe that they cannot afford 
high-quality help. They hire the first person they can find regardless of 
background, education and potential for growth - usually relatives and next- 
of-kin. 

EMPLOYEE PROCUREMENT 

Personnel procurement refers to the function of hiring labour, to perform 
a specific task in the organization. It is a three-step process of: 

1. Identifying the position to be filled, its responsibilities and the 
skills and background required to meet them. 

2. Attracting those people who have the qualifications for the position. 

3. Hiring the most promising candidate. 

ReWg . The small company does not have the "come-ons" of high salary, 
attractive fringe benefits and other incentives of the large company. It 
must therefore, use every resource at its command in the search for qualified 
applicants for a position. 
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Among the possible sources of labour available to the small company are: 

1. Present employees 

2. Former employees 

3. Applicants who come unsolicited 

4. Trade and industrial associations 

5. Business friends and relations 

6. Suppliers and customers 

7. Newspaper advertisement 

8. Schools and teachers 

9. Employment agencies 

S&etin~ and. thing . The small business is at a disadvantage because it 
cannot offer qenerous frinqe benefits. It must therefore attract personnel 
through the advantages in smallness, like camaraderie, close-kni 
and opportunity for rapid personal growth as the company grows. 
learn about salary levels in your particular line of business. 
also be aware of the customary work hours in your area, working 
incentives and other fringe benefits that may be given by firms 
you compete. So armed, you are ready to fight the battle of se1 
right person for the position. 

t teamwork 
You must 
You should 
conditions, 
with which 
ecting the 

The tools used in selecting the right person for the job are the application 
form, interview and testing. 

1. The application form - This should not be complicated, but must be 
tailored to fit the needs of the organization. It should include such 
information as: 

a. Person's name, home address, telephone number and marital status. 

b. Age, date of birth and such physical characteristics as are pertinent 
in the business. 

c. Education and training (if they ara included in job specification). 

d. Previous work experience and such other information that may be 
necessary in making the selection. 

When completed, the application form provides in writing the facts regarding 
a prospective employee's background, both personal and business. From here, 
his qualifications can be analyzed and evaluated for the job that must be 
filled. 
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2. Interview - This is where the job and the applicant meet. The applicant 
finds out about the requirements of the job. On the other hand, you, as 
employer, learn about the prospective employee's qualifications for the job. 
It should be conducted in privacy and usually by appointment. Furthermore, 
the interview should be planned well utilizing the following procedures: 

a. Review the application, it is your guide. 

b. Put the man at ease with a few general remarks. 

C. Direct your questions to subjects not anwered in the applicati 

d. Let the applicant do the talking, the way he expresses himsel 
tell you a great deal. 

e. Close the interview by telling the applicant, "1'11 let you 
know by II . --------- 

f. Summarize your evaluation of the applicant. 

9. Arrange for additional interviews when necessary. 

h. Above all be diplomatic, for each applicant can be a potential 
customer. 

on. 

fw ill 

3. Testing - The entrepreneur should engage the services of an expert to 
advise him on the proper tests to be administered for specific jobs and their 
correct scoring and evaluation. 

EMPLOYEE DEL’ELOPMENT 

Is the development of employees necessary ? The development of the ability 
to carry on the work of the organization is too important to leave to chance. 
To depend on the employee's initiative alone to pick up the knowledge and 
skill he needs is generally inadequate and inefficient. 

Employee development usually comes in the form of training. You should, 
therefore,be knowledgeable in planning the training program for your 
employees. You 'should: 

1. Establish the training needs. 

2. Choose the most practical training methods. 

3. Decide who will handle the training program. 

4. Train the trainer. 

5. Evaluate the results. 

The most common methods of tra 
and specialized training. 

ining are: on-the-job training, group tra ining 
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MAINTAINTNG AND U7-117ZlNG EMPLOYL'ES 

In a small business, the personnel management functions of maintaining and 
utilizing employees are carried out through the practice of human relations. 
In fact, small business management is practically the art of human relations. 
The way you relate with the human forces in your organization is the 
deciding factor ever the productivity or unproductivity of your business. 

Human relations involve the promotion of motivation, job satisfaction a7d 
cooperation among the employees. Inmost developirg countries, personnel 
management in small industries is synonymous to human relat,ions. It is 
because the cultural values and indigenous personality traits of the 
individuals in the small enterprises - in these countries are dominant 
forces that ail'ect the management system. 

MoaXvatian ti the key 

Exacting the highest level of efficiency and productivity from the workers 
in the small firm means more than giving them the material compensations 
for their performance, although, of course, it is the essential factor. 
Harmonious interrelationships among all the individuals and all levels- in 
the firm go a long way towards motivating the workers towards productivity. 

To motivate effectively, you will do well to remember that individuals 
behave the way they do because of their own particular needs which might 
be physiological or psychological. It must be remembered that individuals 
are different from one another and they are a composite of several personality 
dimensions. Their physical, mental and emotional make-tip must be considered 
if the entrepreneur is to manage them effectively. They should be viewed as 
"triangles" not "squares". (See Exhibit 3) 

The following points will help you motivate your people to the highest 
performance you want them ^,a manifest: 

1. Select the people you want on your team and make sure that the people 
who join your organization are compatible with one another. 

2. To inspire your people to highest performance, provide for communication 
and participation. See to it that your people have an opportunity to be heard 
on matters affecting.them and that they participate in the preliminary 
discussions and analysis of decisions that directly involve them. 

3. Appraise, counsel and coach the subordinates who report directly to you. 

4. Learn to direct others without arousing resentment. The obedience of your 
subordinates pust be secured without dest,gying initiative and creativity. 
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Fvhihit J _I... . I 

We am tiang&en - not d~u.aJm ” 
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TECHNZQliES OF GOOD HUMAN RELATTON-S 

By developing and applying the fo'slowing human relations techniques, you 
. are assured of an efficient, high-producing and effective business 
organization: 

1. Let each worker know where he stands, periodically discuss evaluations. 

2. Give credit when credit is due. 

3. Inform workers in advance of changes; informed workers are more 
effective. 

4. Let workers participate in plans and decisions affecting them; 
participation encourages cooperation. 

5. Gain worker's confidence; earn loyalty and trust. 

6. Know all your workers personally; find out their interests, habits, 
and touchy points and capitalize on your knowledge of them. 

7. Listen to the ideas of your subordinates; they have good ideas too. 

8. If your workers's behaviour is unusual for him, find out why,there's 
always a reason for every behaviour. 

9. Try to make your wishes known by suggestions or requests whenever 
possible; people generally do not like to be pushed. 

10. Explain the why of things that are to be done; workers do a better 
job when they know why. 

11. When you make a mistake, admit it, and apologize. Others will resent 
your blaming someone else. 

12. Show workers the importance of every job; this satisfies the need for 
security. 

13. Criticize constructively. Give reason; for criticisms and ways to 
correct them. 

14. Precede criticisms with good points and show your workers that you are 
trying to help them. 

15. The supervisor sets the styles; do as you would have your workers do. 

16. Be consistent in ycur actions; let your workers know what is expected 
of them. 
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17. Shnw ccnfidpniy ?:r! your WOrkpyS. This w-;;; b:=irq G!jb i;;< &si; irr them. 

18. Set proger goals. Give workers goals they can work towards. 

19. If one person gripes, find out why; the gripes cf one may be the gripe 
of many. 

20. Settle all grievances, if possible; the unsettled grievances of one 
person affects everyone. 

21. Back up your workers; 2 cthority must accompany tesponsibility. 
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CHAPTtiR v 

MARKEPNG MAHAGEPlE~T 

----- 

the expoti mcL&t. 

Marketing in less developed countries is prescribed to a large extent by the 
very limited purchasing power of the average consumer. Competition grows as 
a bigger range of consumer products vie for the consumer's spending money. 
As a rule, the consumer sets priorities of expenditures and makes purchases 
from among d wide selection of goods, including appliance;, furniture, clothing, 
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sporting goods, luxury foods, etc. All of these products compete with one 
another for the meagre surplus income after the consumer has satisfied his 
has 1 c neeos. - 4L.z.. -2A..-A:,, ii; .iip&#! Ei LI,,b > 1 LUOLl"ll) y "oti sho.ti;d be ab;e to distinguish 

between essential and luxury goods, so that you may effectively promote and 
market your products. 

You are abare, of course, that among consuming publicsof most Asian countries, 
there is a deeply-rooted preference for foreign-made products. Faced with this 
disadvantage and drspite government import controls, you, being the local 
manufacturer, at once find yourself, in a manner of speaking, "on the defensive." 
You have to set out tn prove that the quality of your products is, at least, 
comparable with that of similar imported ones if not better. Likewise, you have 
to reckon with stiff competition from products m-de by larger, better kncwn 
enterprises. Obviously, then, you need to take every possible measure to make 
ycur products known and accepted. An aggressive marketing policy is, indeed, a 
must to the small producer. 

Moreover, the stage of economic development of most developing countries is 
characterized by dynamic changes and emerging social needs. And it is these 
changes and new needs that offer opportunities to a businessman who should 
be able to take advantage of rising income, income redistribution and 
increasing purchasing power ahd demand. 

so you must be dynamic. Remember that you cannot apply the same selling 
techniques that used to work say, ten years ago. What used to sell like hot- 
cakes then may accumulate dust in the store s;helves now. In other words, 
yesterday's h'nner may be today's loser. Therefore, you have to constantly 
update yourself with the latest marketing strategies if you want to keep 
scoring and stay a winner, 
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One of the latest marketing concepts maintainsthatpeopledo notbuy a product for 
;+Co:C. m-J+hp- ii..-.. i . . . . LL- : i&.-Z i , i ii-.*-i , L,.iisj s3.v iiiu expecj-at iijii ijf benefits. 

so good that they sell themselves. 
Very few products are 

Perhaps only one in a thousand. 

All these underscore the significance of the marketing function. In fact, it 
is practically the business itself. 

INTEGRATED MARKETING APPROACH IN SMALL BUSINESS 

Marketing assumes various meanings even among marketino people, depending on 
their area of marketing specialization. For instance I salesman views 
marketing as selling; a supermarket manager thinks f 
dising or retailing; a product or brand manager se 

t in terms of merchan- 
in reference to 

promotions; while an advertising executive's pers 
on advertising. In a sense, each of them is rig1 

de is naturally focused 

specializing in his particular sphere of concent 
or each is a professional 

these spheres make up the complex marketing func 
n in marketing. Together, 
. 

As a rule, however, because of the built-in limitations of a small business 
you cannot afford to hire the services of such specialists. You are, there: 
fore, compelled to carry out the multifarious marketing activities almost 
singlehandedly, in addition to integrating and coordinating them with the 
other aspects of your business. Remember that marketing serves as the 
culmination of your organized and integrated effort to achieve the overall 
objectives of your firm, 
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Survival in the busir;ess world means bei-\g able to attract snd hold on to 
customers by satisfying their needs better than your competitors do. To 
operate more competitively and successfully, therefore you must view the 
marketing function this way: 

1. Marketing is cti&rne/r-otient)ed. 
man in your organization. 

As owner-manager, you may be the top 
But in business everywhere the customer is king. 

Your success, therefore, as a small businessm3n depends largely on how well 
you satisfy your customer's needs. In effect, you are not only selling a 
product or service but, more importantly, satisfying a need. You must focus 
your attention on what your' customers need, not on what product you can make 
and sell. 
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2. Marketing is an &Xeg&a.&eci a&hL-tq. Marketing is not an isolated 
function. Any activity or decision is influenced by other factors within 
the enterprise and from its environment. 

For instance, a plan to develop other products greatly depends on the firm's 
financial resources. Or an objective to attain a greater sales volume has 
to be balanced with the concern .to reduce losses from bad debts. Exhibit 1 
gives a framework of the firm's adaptation to its environment. IJ 

I-/ Stanton, Fticrui& 04 Matrkting, 24-29. 
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Exhibit 1 

The External Environment of a Company's Marketing System 

The figure ahove illustrates that the environmental forces greatly affect the 
marketing decisions of a firm. Although consumer income is the critical 
market indicator, the general condition of the national economy such as 
inflationary indices, tax policies, legislative and regulatory measures, 
technological breakthroughs, social patterns, industry and competitors' 
practices still influence the demand situation of any product. All these 
forces may either reinforce or weaken your position in the market. And 
since you are often caught in the midstream in the process of environmental 
changes, you should be alert and always on the look-out for opportunities 
to expand or for clues to slow oown and consequently change strategies to 
avoid bankruptcy. 

If marketing is customer-oriented and conducted in an integrated manner, there 
is a better chance to attain the profit and growth objectives of the firm. 

Summing up, the integrated approach to marketing management derives from the 
philosophy of focusing all efforts on kfauX~qh.g and crtitimng customer 
needs and mkL-&~qing these needs with products and services. With this as 

foundation, you can proceed with the task of integrating and coordinating 
the following marketing activities: 



- 99 - 

‘) 1. Identify and measure customer needs for a specific product or 
service. 

2. Translate these perceived 

3. Develop and implement a p 

needs into product or service development 

lan to make the product or service availab 

. 

le. 

4. Inform prospective customers about the availability of the product 
or service. 

5. Stimulate demand for the product or service at a price that will yield 
a reasonable profit. 

UNDERSTANDING THE MARKET 

The first step in organizing and planning marketing activities is to know 
and understand the market. Market here refers to all persons or institutions 
who buy or may be induced to buy a product or service. The market may be 
broadly classified into the con6umti rnc&zti and the hbineu on -ivuWoti 
maaket. 

As a rule, in marketing, you must study the general features of the consumer 
market to understand your own targeted market. For instance, the Philippines 
had a population of 36.6 million in 1970 and a projected 48 million population 
in 1980. 
is 3.06%. 

The average annual population growth rate for the period 1970 to 1980 
With this information, statistics on the target market can then be 

obtained. The market is then broken down into specific groups as pertinent 
characteristics are identified. (See Exhibit 2). 

Exhibit 2 ' 
Sample of a Market Segmevt 
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The illustration shows that the target market gets narrower and more limited 
as the product or service becomes specialized, Thus the segment ofthe market 
targeted beha,ves in a particular manner - expressing, in the process, its needs 
and existing or potential desires, In the example in Exhibit 2, t!w ysung 
married career-woman of the upper midtile income bracket, who is the potential 

customer may be described as busy, therefore, time and efficiency-conscious 
and willing to pay a premium price to lead both domestic and professional lives 
harmoniously. If she does the kitchen chores herself, she would prefer easy- 
to-prepare meals for her family. Thus, this particular consumer is likely to 
consider buying instant food preparations to save on precious time and effort 
a ,he performs her role as working mother. 

At what price the product will sell, how it should look or be packaged, where 
to sell it, etc. are questions that can be answered only if and when the 
market is studied thoroughly. Understanding potential customers means knowing 
the answers to the following questions: 

. What does the market buy? 

. Why does it buy? 

. Who buys? 

. Hdw does it buy? 
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WHAT DOES THE MARKET BUY? 

Prodccts and services may be classified as: 

Dumb& ~~ooih : Tangible goods which are normally used many times (e.g., clothing, 
furniture) 

Non-cutabLe goods : Tangible goods which are normally consumed in one or few 
uses (e.g., food, drinks, office and factory supplies). 

SaviceJ : Activities, benefits or satisfactions which are oFf?red for sale 
k.sz, repairs, consultancy services). 

These classifications have implications for marketing. Products that are 
consumed fast and purchased frequently (non-durable and services) are likely to 
be made available in many locations, commana a i;mal'l margin and develop brand 
loyalty. 

WHY DOES THE 'SARKET BUY? 

To market effectively, you have to understand what buyers look for in buying 
products and services. The reason could be to satisfy varied needs for food, 
drink, sex, shelter, transportation and prestige in which case you should focus 
your promotion on how well your products and services can satisfy those needs. 
Other buyers may also want to get the most out of their money. This wGuld 
indicate at least two things: that customers buy more intelligently; and that 
the lower the price of a product, the higher its sales. 

If you are selling to a mother business firm or to an institution, the reasons 
for buying would be related to more profits, less costs, more productivity or 
more efficiency. 

WHO BUYS? 

A major marketing task is to identify who makes the decision in the purchase 
of the product. For some products and services, there is only one decisicn 
maker. For others, more than one person is involved in the buying decision. 
A person can play one or more of the following roles in the buying process: 

1. AS h@ke~cen, a person suggests that the purchase be made and 
influences the purchasing decision. 

2. AS decides, he ultimately determines whether to buy, what, where, when 
and how. 

3. As bugm, he makes the actual purchase. 

4. As tip!, he consumes or uses the product or service, 

5. AS tibohmen, he controls the flow of infos*rmation to the decision- 
making group. 
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parent, the decider; the older brother or sister, the purchaser; and the 
child, the user. Knowing the characteristics of these persons involved, 
you should direct your marketing efforts towards the decider and influencer. 
For business ai;d other institutions, the influencer cou!d be the purchasing 
committee; the decider, the manager; both the informer and the user, the 
requisitioning department; and the buyer, the purchasing agent. 

Ihe buying process may be simple (as in buying cigarettes) or complex (as in 
buying a house) but will usually Involve these major stages: 

1. Pmcemn 06 a neecf. The customer's need for a certain product or 
service (or the satisfaction the product or service gives) is aroused. 

Promotional efforts help arouse or intensify the customer's needs. Or the 
product may be pushed when the need for it is greatest, e.g., ice cream during 
summer, school supplies at school opening time, raincoats or umbrellas during 
the rainy season, etc. 

2. Pm-pamhahe ativtiy. The customer gathers more information before 
deciding to buy by asking friends, reading the papers, actually seeing and 
inspecting the product or comparing prices, 

The pre-purchase activity must suggest promotional efforts to dwell on the 
merits of the products, uniform and competitive pricing, more experienced sales- 
persons or the use of influential persons to encourage or endorse the purchase 
of the product. 

3. PUJLC~A~. dtiion. This is actually a set of decisions affecting brand, 
size,colour, quantity, place to buy, etc. 
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4. Use 06 athe ptroduct. Knowing who uses the product and how, when, where the 
product is used can have marketing implications. If, for instance, customers 
have difficulties in using a product, this may indicate a need for printed 
instructions to go with the product. Or a jar of food may be used later as a 
drinking glass , in which case the jar is designed as a drinking glass. 

5. A&S-U& l'e&Xng. After buying and using the product, the customer 
may, at one extreme, feel very satisfied or, at the other extreme, feel very 
disappointed. The reasons for these feelings, negative ones, in particular, 
should be looked into. If the product is spoiled or defective, there might 
be a problem in quality control procedures or in the handling and transport 
of the product. 

Any information on the market will definitely affect the major decisions of a 
firm in other areas of operation: production, finance and personnel. It is 
always preferable to quantify data. The critical quantifiable information 
includes size, share, sales, forecast and geographical distribution of the 
market. 

In other words, do some market research. You can begin to do this by talking 
to your own customers and suppliers. They can furnish you valuable information 
which you can interpret as leads or guidelines in mapping out your marketing 
plans. 

THE PRODUCT LIFE CYCLE 

A product's sales and profitability can be expected to change over in time. 
According to Kotlergi, all products go through four stages in their lives. 
Knowing the stages when the change will occur can help formulate better 
marketing plans. These stages are illustrated in Exhibit 3 and described 
below. 

1. Zticfuction is a period of slow growth as the product is introduced 
in the market. At this stage profit is minimal. 

2. GUN& is a period of rapid market acceptance and substantial profit 
improvement. Demand starts to accelerate as the size of the market rapidly 
expands during this "take off" stage. Competition will enter and the entre- 
preneur must start convincing the consumer to prefer kib brand to other brands. 

3. MuaWuXy is a period of slowdown in sales growth because the product has 
achieved acceptance by most of the potential buyers. Here, the originator of 
the product must accept the fact 'that the market has been saturated and must 
commence introducing finer differentiations in the product and customer services 
in addition to offering them the best price level. 

4. P&X.ne is the period when sales continue a strong downward drift and 
profits erode rapidly. 

/Kotler, Ma’dmXng Management, 231-244. 
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It should be noted that not all products follow exactly the pattern as illustrated 
in Exhibit 3. Many products fail or decline right after the introductory stage. 
The sales of some products may increase after the decline stage with more marketing 
efforts. Some products like basic commodities stay in the growth or maturity 
stage indefinitely. 

Exhibit 3 
Product Life Cycle 

PRICING THE PRODUCT 

The price of your product is one of your most important marketing decisions. 
Pricing is a major concern in any of the following situations: 

. When the price is set for the first time: when the firm introduces a 
new product, sells to new markets or regularly enters bids on contract jobs. 

. When circumstances indicate a price change: when there is doubt whether 
its price is right in relation to its demand or costs considering such factors 
as inflation a;id shortages. 

. When competition initiates a price change and the firm cannot decide 
whether to change its own price, and if so, by how much. 

When the firm produces or sells several products that have interrelated 
demand and/or costs. 

MARKETING OBJECTTVES ANV PRTCZNG 

Before setting the price, the firm should first determine which of the 
following objectives it will pursue in pushing a particular product: 

1. &z&X-pen-n objective. Some compan 
in order to stimulate the growth of the market 
of it. Any of several conditions might favour 

a. when the market appears to be highly price 

ies set a relatively low price 
and to capture a large share 
setting low price: 

-sensitive; 
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b. when the unit costs of production and distribution fall 
with cumulated output; or 

C. when a low price is intended to discourage actual and potential 
competition. 

2. Mu&et-&Gun&g objetive. Some firms want to take advantage cf -Ihe 
existence of buyers who are ready to pay a much higher price than others 
because the product has high present value to them. The objective of skimming 
pricing is to gain a premium price from these early buyers and which will be 
reduced gradually to draw in the more price-oriented, elastic segtnents of the 
market. It is a form of price discrimination over time rather than over space. 

3. Ea..dy-cash-ttecmmy objec$ive. 
lead to a rapid recovery of cash. 

Some firms seek to set a price that will 
They may either be hardpressed for funds or 

regard the future as too uncertain to justify patient market cultivation. 

4. Sa.td~ying objective. Some companies describe their pricing objective as 
the achievement of a satisfactory rate of return. The implication is that 
although alnother price might produce an even larger return over the long run, 
the firm is satisfied with a return that is conventional for a given level of 
investment and risk. 

5. Pmduct-Line p&omoWn 3 b jetive. Some firms seek to set a price that 
will enhance the sales of the entire line rather than yield a profit on the 
product by itself. An example is loss-leader pricing, in which a popular 
product is priced low to attract a large number of buyers who are expected 
to buy the other products of the vendor. 
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WAYS OF PRICTNG PR0'VUCT.S 

Broadly, there are three methods of pricing products: 

. Cost-oriented pricing 

. Demand-oriented pricing 

. Competition-oriented pricing 

1. cob-t-Oti&ed p&&g. Most firms set their prices is largely on the bas 
of their costs. -- AT1 costs are normally included with a usually arbitrary 
allocation of overhead expenses made on the basis of expected operating levels. 
Cost-oriented pricing is commonly used in retail trade (groceries, furniture, 
clothing) and in jobs or orders that are non-routine anddifficult to cost in 
advance such as construction work and special machinery. 

Some guidelines used in cost-oriented pricing are: 

Percentage of mark-ups should vary inversely with unit costs. This means 
that the lower the unit cost, the higher the percentage of mark-up; the higher 
the unit cost, the lower the mark-up rate, For example, a wooden ash tray 
costing $0.50 could be sold for $1.00 or a 100% mark-up; while a dining set 
costing $4,000 could be sold for $6,000 or a relatively lower mark-up rate of 
50%. 

b. Mark-up rates should vary inversely with turnover. This means that the 
more frequently a product is purchased, the lesser the mark-up; the less 
frequently it is bought, the higher the mark-up. For example, cigarettes and 
newspapers will have a lower mark-up than appliances like television sets and 
refrigerators. 
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2. Vemnuzd-otiented pnicivlg. Demand-oriented pricing is based primarily on the 
intensity of demand. A high price is charged when or where demand is strong, 
and a low price is charged when or where demand is weak even though unit costs 
may be the same in both cases. 

Prices may vary based on the customer. A higher price is charged to an igrorant 
buyer or a lower price is charged to a hesitant buyer. This practice can destroy 
customer qcodwi!l in the long run. 

Prices may also be based on place, e.g., seats in movfehouses and store spaces 
for rent. 

Prices may vary based on time, e.g., 
happy hour. 

seasonal products and drinks during 

Prices may be based on product versions. Sl?ghtly different versions of a 
not proportionately to their respective product are priced differently but 

marginal costs. 

For example, a box of choco 
sold for $20 while the same 
$1 may be sold for $15. 

lates w 
box of 

ith $2 worth of b;rapping materials may be 
chocolates wrapped in materials worth only 

3. Competition-otiented ptichg. A firm's pricing is competition-oriented 
when its prices are determined mainly by what other competitors are charging. 
The prices need not be the same. The fim may keep its prices higher or 
lower than the competitor's within a limited percentage. 

This type of pricing is usually adopted for competing products that can 
scarcely be distinguished from one another, like rice, cooking oil, flour, 
etc. In bidding for contracts, competition-oriented pricing is also appropriate. 

CHANNELS OF DISTRIBUTION 

Most businesses do not sell their goods directly to the final users. BetKeen 
them and the final users are various marketing intermediaries - the middlemen. 
iviiddiemen play a very important role in marketing especially in small industry 
because, with their resources, contacts and experience, they can distribute goods 
more efficiently and economically than if the producers were to distribute their 
own goods. 



- 108 - 

Typically, a firm starts as a local operation with a limited market. Since it 
has limited capital, it normally uses existing middlemen - a few wholesalers, 
retailers, trucking firms and warehouses. The best way to market is already set. 
The problem may be to convince one or a few of the available middlemen to handle 
the products. 

If the new firm succeeds, it may seek new markets. Again, the producer will tend 
to work through existing .middlemen. In the smaller markets, the firni may deal 
directly with retailers; in the larger markets, he may work through distributors. 

The choice of channels, among other factors, is influenced by the following 
characteristics: 

PR0VllCT CHARACTERZSTTCS 

1. Perishable products require more direct marketing to reduce spoilage. 

2. Bulky products, such as construction materials and furniture, usually require 
channels that minimize shipping distance and number of handlings. 

3. Unstandardized products like custom-built machinery and special business forms 
are usually sold directl;. by the company because of the difficulty of finding 
middlemen with the required technical knowledge. 

4. 
sold 

Products that require installation and/or maintenance services are usually 
and maintained directly by the firm or authorized dealers, 

CUST0MER CHARACTERZSTlCS 

1. When the number of customersis 
with many middlemen on each level. 
number oi customers is small, 

large, manufacturers tend to use long channels 
The opposite is likely to happen when the 

2. The high cost of serving small and frequent orders leads producers of such 
products as hardware and drug items to rely chiefly on wholesalers. 

3. Some customers may be more readily induced to buy products that are well- 
displayed as in trade ,fairs and supermarkets. 

Con't forget that the establishment of effective channels of distribution is an 
essential step towards creating a market. It requires you to actively seek 
out suitable retailers to sell your products. You may select and develop whole- 
sale facilities to provide the necessary services or use your own staff to 
influence and develop wholesale and retail outlets in the interest of your 
company and your products. 

L 
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PROMOTING TNE PRODUCT 

Aside from developing a good product, pricing it right and making it easily 
available to customers, you must also promote your product. Promotion is 
your firm's attempts to stimulate sales by directing persuasive communications 
to the buyers. You may promote your products through udventibemeti in printed 
materials, billboards, radio and television, pehao~.L d&L&g, free P&&LC~~~Y 
in the media and other business and social occasions and ~&es pnomafioM via 
discounts, give-aways, displays, and exhibitions. There is a greater need for 
promotional activities where: 

. Products are alike and manufacturers want to differentiate their products. 

. Buyer awareness of the product or its features is minimal. 

. Products are in the mature stage and there is a need to maintain market shares. 

. Products are sold on a self-service or mail-order basis. 

Pn fact, other forms of sales promotion have evolved in the past years as more 
and more Competing firms try to outwit one another- Aggressive enterprises 
have used lecture-demonstrations, fashion presentations, luncheon/dinner shows, 
television Specials, etc. as promotional strategies to stay ahead in the race. 

Pehgo& beee-ing has been proven to be the most effective means of promoting 
products because immediate feedback is obtained. However, it is also the most 
expensive. To favour personal selling against the other approaches depends very 
much on the nature of the product and the circumstances in which it is marketed. 
Personal selling is particularly suited to situations where: 

1. The market is concentrated as in capital goods. 

2. The product has a high unit value and needs to be demonstrated. 

3. The product has to be tailored to individual needs as in certain types of 
clothing and gadgets. 

4. The personality of the salesman contributes to building up a necessary 
atmosphere of trust. 

5. The firm cannot afford to advertise. 

6. Products are traded in and trade-in values have to be determined. 

Small Companies in developing countries find &&a PmrnoZLofi a suitable means af 
marketing their products because it is adaptable to limited local situations. 

If you want to expand sales in remote rural districts where literacy rate is 1 ow 

and media for advertising lacking, public demonstrations certainly serve as an 
effective strategy for creating a market. On the other hand, you may attack the 
prnbiPms Of pmmntinns ir! ~&an centres by providing pVM!ntiOnai SUpFfJrt ~CI 



retailers through improved display inside their outlet-shops. Where promoting 
a particular product requires specialized technical knowledge, you m:y teach your 
distributors the uses of the product. 

Sales promotion, therefore, consists of a variety of techniques which you can 
apply to directly stimulate the sales of your products. 

A reminder: 
much morel 

A good salesman will cost you a lot but a bad one will cost you 

To supplement promotional efforts,advertising is resorted to in order to increase 
sales to the general public. 

AdveM&.&g is the process of communicating with the public through the mass media. 
Acedia are the means of communication. Selection of the best media is a very 
important part of an advertising program. When faced with the problem of choosing 
medium or media, you have to consider (1) which media are available; (2) which 
media will reach the target market; and (3) whether the cost of the media justifies 
the expected revenue. 

In determining your advertising budget fix the optimum amount of money to be 
If you spend more than is necessary, you will lose money not just in terms of 

spent. 

wasted dollars 5ut also because you may have been just as well-off had there 
been no advertising at all. You must therefore take great care in considering 
the use of radio, newspapers, trade journals, direct mail (if you have an efficient 
postal system), handbills, or even attractive displays. The telephone is another 
potential selling tool. 

Advertising budget may be determined by allocating a certain percentage of sales, 
a fixed amount or simply what the business can afford. Unless you have sufficient 
background in advertising, don't attempt to do your advertising copies yourself. 
Consult or hire competent professionals or advertising agencies. 
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The traditional function of packaging is to protect goods while in stock or 
in transit. Nowadays, protection is mainly the ob.jective of packing while 
p&zag&g has lately taken on a more sophisticated role in addition to 
pnotec;tion and economy. The consumer is the primary consideration in terms 
of convetience. Products come out in various size options and packages that 
are easy to open, handle or carry. Another modern concept of packaging, 
especially of consumer goods, is the womo;tionc& &ntion. This entails 
several elements of the package design, namely: size, shape, materials, colour, 
text and brandmark. 

POST-SALES SERVICE 

Marketing does not end with the sale nor even after the delivery and payment 
of the goods have %aken place. Many businessmen succeed in their promotional 
strategy by emphasizing the quality of their products and assuring the 
consumer that the good(s) he purchased will remain functioning or serviceable 
in the case of durable goods. As regards perishable goods, you should 
guarantee the freshness or replacement ofthe product. In fact, you should keep 

the quality of tab of complaints to know exactly how you can'improve either 
your product or your marketing services as a whole. 

Post sales service becomes even more critical when: 

1. The unit price of the product is high. 

2. The product is purchased infrequently. 

3. The product is complex as seen by the consumer. 

4. The buyer does not have much knowledge of the product. 

5. The seller's share of the market is small or the product 
well known. 

is 

You should also take into account the specific laws and regu 
standards affecting particular products notably restrictions 
manufacture. 

lat 
on 

EXPORT WHETING 

not 

ions as well as 
food and drug 

Are you considering export marketing? If you are, you have to look first at 
the awesome competition from firms in highly industrialized as well as that 
from other developing countries, Marketing of high quality and low-priced 
goods are the prevailing advantages of seasoned exporters who most likely 
operate large marketing networks. 

A second consideration is the fact that tastes and needs differ from country 
to country and you may not be able to afford the costly introduction of 
variations into your goods. 

Thirdly, the question of promotional literature in the language or even languages 
of the countries is sraething to reckon with. 



The fourth factor in considering exporting is the existing and acceptable system 
of distribution. Unless your firm is producing some product which ,is very 
unusual and in great volume, it is usuaily preferable to export thrcugl: trading 
houses which are more knowledgeable in the import-export complexities. The 
effort in exporting directly may not be worth the returns and satisfaction of both 
parties. Export markets present their own special characteristics and problems, 
Remember that exporting presents very complex and intricate documentation procedures, 
and varied unforeseen extra expenses. 

Your operations in the foreign market largely depends on how well you can 
integrate with the local environment in terms of familiarity with the given 
market, the maturity of economic development in the foreign nation and the 
country's political stability. 

in general, an exporter follows seven (7) major phases in processing his 
papers from organizing for export to liquidation of undrawn pro?+eds. Although 
certain circulars. presidential decrees , reorganizations and other regulatory 
measures may be introduced or implemented in the course of time, the activities 
identified in the flow chart (Exhibit 4) stand as basic inputs in export 
documentation. 

CONCLUSION 

To recapitulate, let us go over the marketing mix package consisting of the 
interrelated activities that require coordinatinn and integration. Thnrn 
activities, categorized into controllables and uncontrollales, are pr&ited 
as marketing-relevant variables that affect the small entrepreneur's decisions. 

( See Table 1) 
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Exhibit 4 
Export Procedure Flow Chart 

Major Phases Specific Sub-Phases 

ORGANIZING 
FOR 

EXPORT 

4 Determination of export product .-Ii 

4 Choice of export market i 

iompliance with business registration 
requirements 

--/ Compliance with tax requirements I 

Choose method of conducting export transactions( 
i.e., directly or indirectly, thru broker or 
agent 

Registration with 601, if qualified as export 
producer, trader or service exporter 

Application with CB as export-oriented firm, 
if qualified 

1 %%T 1-6 

Sales/Purchase Offer 1 

Sales/Purchase Confirmation 

4 Filing of sales reports through AAB -I 

! Obtain Government Agency Commodity clearance, I 

if required 

Issuance of export license by AAB -1 

F=--l--; Obtain tax clearance -- '( 
Issuance of export entry by Bureau of Customs 1 

I 

4 Payment of wharfaqe fees and charqes J 

4 Other documentation (dependinq 01 product) 

4 Packinq 

-! + Booking for freight space 

SHIPMENT -( Bill of Lading - 1 
L A 

--/ Shipment (partial or final) 1 

-/-Filing of AAB report to Cd- 
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Exhibit 4 (can't) 
Export Procedure Flow Chart 

Major Phases 

NEGOTIATION 

COLL?%TION 

Specific Sub-Phases 

4 Presentation of shipping documents to AAB J 

AAB verifies if shipping documents are 
in order --I 

4 Filinq of AAB report to CB 

-f Prescribed currencies for payment 

4 Modes of payment J 

PAYMENT 
4 Payment period authorized 

-/ Export Tarirf I 
I I I 

Amortizations under export deduction scheme 
if previously allowed 

I 

4 Filing of ABB report to CB I 

Commodities subject to final liquidation for 
undrawn balance 

1 
' LIQUIDATIDN OF 

UNDRANN PROCEEDS - 
Period within which to liquidate undrawn 
balance I 

4 Submission of Liquidation Statement 

Filing of AAB report to CB 

LEGEND: 

BOI - Board of Investment 

CB - Central Bank 

AAB - Authorized Agent Banks (colnmercial 
banks are AAB of the Central Bank) 

SOURCE: Villafuerte, Luis R. 
Ptippinu J . 

Exputi RegKWond iCen.&&. Bank 06 tie 
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Table 1 

Marketing Decision Variables 

Controllables 

Target market segments on which the 
firm's effort is concentrated: 

. location or geographic area 

. target customer 

. timing 

Product(s) or service(s) offered: 

. type of product or service 

. range of products or services 

. design features 

. quality standards 

Price 

. price level 
l price variability (discounts) 
. price maintenance 

Advertising and Promotions 

. advertising level 

. advertising media 

. advertising image 

. sales promotions 

Distribution 

. distribution channels 

. types of distribution 

. number of sales outlets 

. warehousing facilities 

. inventory levels 

Servicing 

. extent of servicing 

. service facilities 

Packaging 

. utility function 

. marketing strategy 

Uncontrollables 

Resource availability 

. availability of required materials 

. cost and quality of required 
materials 

Competition 

. direct competition 
4 indirect competition 

Economic conditions 

. total market size 
0 economic trends 
. income situation 

Socio-cultural conditions 

. societal values affecting consumer 
behaviour 

. life style 

. fashion consciousness 

. consumer preferences 

Political and legal conditions 

* political risk situation 
. legal regulations 
. power of regulating agencies 

Technological situation 

. state of technology 

. rate of technology change 
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CHAPTER VI 

PRODUCTION AND OPERATIONS MANAGEMENT 

The p&cdution &.uic;iisn in a Am& manu~actuh-ing @un .is 
compated tui.th a lC.iaXte "b4!ack box" nquXng a Ae.-t 06 inputA 
and in tin y&&f.ing a beat 04 outputA. ‘Input.5 include Raiu 
mat-, ntackinet~yand equipment, manpowetL, mu%& and 
IL&%X&A, wh.L& outpti may be Ln the Qom 06 goodd a& 
AIVLV~C~ . 

IAXY:~ the ptoduc.tion A~A.&VI $0 use i.~ ctruW .to the 
~maUma~~.~~ac.t~&tx becauu he h.u aJ%niXed makg.tn dot 
a27la-tegic ehhoh . Depending on Xhe op~~.%&~naX /reytie- 
mutta 06 kis plant, he may employ intWen# oh 
contXnuou~ prraduction; olr job-oxden, maSA, oh phacxA~ 
pmducaXon. 

0the.t viaizl deciXoti that .the AmaLi! entheph.enewr maked 
a~ prroduction managti include the Ae&Gi.on 05 an 
appnophtate p.&n.t loc.aaXon and chooA.ing the plant LagouL 
He muAX &a be concUwzd tih A&&ing up phOdUtin Aub- 
AYA~RA, no;tabLy ma.tehicLes manageme& and .i.nvetiohy can&al, 
quaecity COVLI?LO~ and pnadutin p.tan&g and cov~-O~ol. 

To attcLin a high degxee 06 p~~oductivtiy, the eZ&ephen~ 
Ahautd Atike an optimum btice in the ue 06 h.12 heAouhcU. 

INTRODUCTION 

Production and operations management refers to those activities involving 
planning, organizing, directing, integrating, controlling and evaluating the 
entire process of "creating" goods and services at the "right" cost, time, 
quality and quantity. The production function is to the small enterprise as 
the engine is to-the automobile. Production keeps your firm in constant motion 
to attain your primary objective of delivering "convenience" to your customer 
through your products. As a function, production and operations management is 
integrated with the other functional areas of the small enterprise. The over- 
all relationships of production and operations management with the other 
functional areas of the firm is shown in Exhibit 1. 

Thus, it can be observed that the production function is ,closely integrated with 
all the other functional areas of the small enterprise and must never be treated 
as an independent system in itself. The organizational system continually 
attempts to "orchestrate" or integrate all the activities of the various functional 
a-sac I "k.4 ifi or&p to enclrrn the attainment nf tb f+~~‘c nr nntronmnalr’S nnalc ..e.Ao u ..“UI...I..~..~ s. “.-I 1 “I _..“I “w’ “..WW, J”..“’ 

J 



Leg 

Exhibit 1 

The Relationship of Productidn with the Other Areas of the Firm 

Delivery r- 

-. -/ m;ltari;llc 

I 

I 

costing function 
function of 
the enterprise 

I 

lend: 

-- 

n Segments or Areas of the Firm External factors lSequence 

Note: Feedbacks have been eliminated to simplify presentation. 



You are familiar with the time-honouredconflict between production and marketing 
people as to which of them dictates what the company produces or sells. This 
dilemma may or may not be present, depending on the stage of development of the 
small enterprise. It does not occur where both production and marketing functions 
are airectly assumed by the owner-manager. Subsequent growth and expansion, 
however, may result in the separation of these functions and the 
almost inevitable. The scheme shown in Exhibit 1 will be useful 
the production and marketing functions and resolving the dilemma 

Production and operations management may look deceptively simp'ie 
it is actually a critical area which you should manage properly. 

conflict becomes 
in delineating 
between them. 

at first but 

Poorly-managed production gives rise to a number of problems which may be broadly 
categorized as follows: 

1. Peanvzing-hued: This type of problem occurs when you fail to plan 
adequately for your production. Common symptoms of this problem include 
inability to deliver at the right time and quality; failure to meet customer 
specifications; lack of room for physical expansion in existing plant sites; 
and many others. 

2. GwI.W.~?-rr&..ted: Lax or inadequate control in production causes such 
problems as high rejection rates, low production, high raw material inventory 
or frequent stockouts, high cost of labour, considerable pilferages, spoilage 
of raw materials, etc. 

3. PhoductbLtq-he&ted: Small enterprises have inherent disadvantages in 
terms of limited, therefore uneconomic, scale of operations. This limitation 
leads to the problems of sub-optimal outputs and underutilized inputs. Product- 
ivity-related problems are indicated by the following symptoms: extreme 
dependence on fast-depleting indigenous raw materials; excessive labour costs; 
low output per worker compared to other firms of similar sizes in the industry; 
etc. 

4. Ohganizing , diheoting and in&?gemXng-he.k.Xed: This refers to those 
difficulties that compound the already-complicated role of the entrepreneur 
who is often not only general manager of the business but purchasing manager, 
overall supervisor, financial comptroller, marketing manager, and treasurer 
as well. The demands of the production and operations management functions on 
the entrepreneur's time can be reduced or expanded, de~~&+ng on !!ow well he 
handles these organization-related issues. Some of the more common complaints 
are: “I have to explain to all my workers how this could be done;" "My 
supervisors cannot concentrate on supervising because they, too, are our most 
efficient machinists;" too much chasing around the olant facilities; etc. 

5. Techno-Loqq dev&opmenX-he&u&d: To ensure the survival and maintain the 
viability of-the small enterprise, the entrepreneur 
with productivity-related issues but also constantly 
developments either in terms of software (management 
(machinery and equipment). 

must not only be concerned 
adapt to technological 
know how) or hardware 
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The following discussion will not urovide wonder drugs +n -I*~- -11 *L-- b" b"Ici a,, 
production-related problems. Rather, it will suggest guidelines inliFfi:r to 
avoid or minimize the ill-effects of these problems as well as to promote 
awareness of the options or solutions available to you as entrepreneur-manager. 

THE PRODUCTION F’UdCTIOt4 AS “BLACK BOX” 

The production function in a small manuFacturing firm may be viewed as a "black 
box", continually requiring a set of inputs and in turn yielding a set of outputs. 
(See Exhibit 2) 

The black box approach to the production system would simplify the description of 
the various processes or conversion schemes. 
a garment manufacturing enterprise, 

Thus, if you would like to consider 
it is possible to itemize the various required 

inputs, like textile materials, thread, sewers, electricity, etc., to generate the 
required outputs, i.e., children's wear, without initially going into the details 
of the various steps of converting the raw materials into finished products. 

Exhibit 2 

The Production System as a Black Box 

INPUTS -- 

. Money 

s Materials 

. Manpower 

. Machineries 

. Methods 

. Time 

. Information 

. Space (land/bldg.) 

. Utilities 

. . Scraps Knowledge ----- -- -.- - -. -1 1 I 

Production 
; ; 

System 
* (A Converter) 

1 I 

I ' 
m A I 

f 
I I 

I L,--,------ 
experience ' I 

--: I 

I L recycled materials I 
_---- -- -___ -w-----m-*- -w-w -l 

It can be observed from the above that you, as the small manufacturer, must 
continually provide the much-needed resource inputs to sustain continuous and 
profitable operations. 
or fixed (e.g., 

Some inputs of the firm may be considered as "one time" 
land, building, machinery and equipment) on which you usually 

make investment only once and often at the beginning of your manufacturing 
operation. Other input requirements, like raw materials, manpower, methods, 
time, utilities, information, etc. are continuing or recurring in nature and 
would therefore, demand more attention from you. You should also be concerned 
with the interactions of the various inputs with one another as they move in 
to the "conversion process.'I 



Essentially, a small enterprise yields two major outputs from the set of inputs: 
pltaclucf.~ and ~uw.&x.~. You will, nevertheless, be interested in two other out- 
puts, namely dchapd and knodkdge. Scraps because of the growing concern for 
waste utilization and anxiety over fast-depleting natural resources. And 
knowledge, because you need to deveiop technological capabilities among your 
worker:; to ensure long-term survival. Knowledge acquired in the process of 
creati-,y goods and services can be fed back into the production system in the 
form of collective experiences to support the technological build-up process. 

In orchestrating the basic inputs for the processes of "creating" goods and 
services you should bear in mind the principles earlier discussed in this hand- 
book, namely: 

1. P&W your fixed or "one time" inputs (i.e., land, building, machineries, etc.) 
properly. These inputs require rigorous and meticulous planning, since initial 
flows can be very expensive to correct in the long run. Likewise you must plan 
your recurrent inputs (i.e., manpower, materials, etc.), continually adjusting 
the firm's business goals and determining ways of attaining them. 

2. O~anize the manpower inputs. A simple and highly flexible organization set- 
up will help you achieve your company's goals and objectives. Similarly, you 
must organize other inputs like materials and utilities to conform with the 
methods of processing them. 

3. Ac~Xvate the plant organizational set-up, methods, procedures, etc., by 
continually motivating, communicating and integrating all the required inputs to 
produce the specified outputs most efficiently. 

4. GIhile in the process of organizing and activating, coulA;tLoe input resources to 
ensure their effective utilization. 

5. Finally, periodically eva&u&e the performance of all the resources and 
systems used not only in production, but generally, in attaining company 
objectives. In the process you can make adjustments as necessary in order to 
ensure the long term survival of the firm. 

Most of these principles will be discussed in some detail and in applied manner - 
that is, insofar as they relate to the production and operation function of the 
small enterprise. 

PRODUCTION ALTERNATIVES 

PRODUCTION SYSTEM 

Have you considered which type of production system to use in your manufacturing 
operation? Be sure you don't decide rashly. For you, who are a small manufacturer, 
this decision is crucial because you have very limited margin for strategic error. 

There are various option s open to you when you decide on the type of production 
system to use. Generally, these options can be classified into two broad categories: 
Wetonittevllt and CO~UULOUA. The intermittent production system is one that is 
simply responsive to specific orders or buyers while the continuous production 
system is one where the enterprise manufactures to stock (that is, even without 
a buyer at a given time). 
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The intermittent system may be further sub-divided into the jab-otrden type and 
&ad.&%ncLe n~64 pkoduotian while the continuous system may be broken down into 
the modtin m~dd ptoduclion and the plrocesd .@pe. 

Job-o&a OIL &~vLce type: This is commonly employed by service enterprises and 
highly "customized" factories or those firms that manufacture products based on 
the specialized requirements of a specific customer. Examples are custombuilt 
furniture making, tailoring shops, auto-repair shops, auto-spares reconditioning 
shops, appliances repair shops, etc. Schematically, a job order or service type of 
production system can be represented as shown in Exhibit 3. 

Exhibit 3 

Schematic diagram of a job order production system 

Product 

A, B, C, D, E, F, G, etc. 
produced to the specifications 
of a specific customer. 

This type of production system is characterized by small-sized volume per job order, 
the employment of highly-skilled and multiple-skilled workers and the extensive 
use of "general purpose" machineries and equipment. 
varying product designs, 

Because it deals with widely- 
the enterprise employing this type of.production system 

usually has low-productivity problems, is unable to attain specialization, and 
experiences considerable fluctuations in its manufacturing timetable. 

MLW pJtodutin type: This is emplayed by firms which produce uniform products in 
large quantities for specified markets. 
set-up. 

There are two versions 0.F the mass production 
One attempts to produce the few product lines in large volume. This is 

exemplified by the garment manufacturer who produces col'lars, cuffs, front parts, 
sleeves, etc.,separately in hundreds or so which are then assembled in the final 
stage. This' version of the mass production set-upcan be illustrated as shown below: 

Exhibit 4 

Schematic diagram of mass production system (Version A) 

I Mass production 
! 

INPUTS - 
system 

I 

j X, A and Y products only 
in very, very large volume. 

e 
I 

I 
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Firms employing this type of production system are characterized by large volume of 
production per product, high degree of specialization in labour force as well as in 
machineries/equipment emplcyed. 

The other version requires the production of intermediate outputs or parts which can 
be interchanged to produce various lines in large quantities. An example of this type 
is the furniture manufacturer who employs subcontractors to produce some parts of the 
products and combines these to form the final products. Another way of illustrating 
this is by citing the manufacturer who makes use of "completely-knocked-down" (CKD) 
furniture manufacturing process. 

This version of the mass production system can be represented by the diagram shown in 
Exhibit 4-a. 

Exhibit 4-a 

Schematic diagram of mass production system (Version B) 

Interchangeable parts 

INPUTSb, Mass production 
system 

Multiple products 
_j in fairly large 

quantities 

From other subcontractors 

Although this version of the mass production type has not gained enough popularity 
in the case of small and medium enterprises within the TECHNONET region, it can 
be observed that firms employing this system would have the advantage of catering to 
small-sized orders and large volume of production. 

Pmce6d -type: This is used by firms producing a specific prodilct with very little 
human interference in the process. 
dairy products processing; 

Examples include mining, processing, milk and 
food processing, food condiments processing, etc. 

It becomes apparent from the preceding discussions on production system that your 
choice will greatly depend upon the type, 
markets you serve, 

requirements and characteristics of the 
the type of products produced, the processes required and the 

potentials of your firm for market and production expansion. 
you should consider the degree 06 ~epe.tL.tivenu~ 

In making your decision, 
Fthe products required and the 

degrree oh human in@uence in the process to be us i (See Exhibit 5). From here, 
it should be reasonably easy to choose the approp rate system to use. 
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Exhibit 5 

Types of Production Systems, Their Degree of 

Repetitiveness and Human Influence on the Process 

? 9 
human I degree 1 
influence lof 
on process f repeti- 1 

0% 
, 

,tivenessI 
, 100% 1 
I I 
I I 
I 

r 
; 
I 

I I 
I 

I 
I 

I 

I I 

I I 

I I 

; 

I 

I 

I 

I 
I 

I 

I I 

I 

I 
I 

I 
I 

I 
I 
I 

100% 
Job order Mass pro- Mass pro- Process 

type duction II duction I type 

The selection of the type of production system to employ is a strategic decision. 
Needless to say, shifting from one system to another can be very expensive and time- 
consuming. A furniture manufacturer in Thailand, which started as a job-shop 
catering to specific and limited customers in the domestic market, will require a 
large infusion of capital, technological knowhow and a sizeable amount of "manage- 
ment'inputs to be able to export teak furniture to the European markets. 
situation, evidently, is critical. 

This 
Essentially, this will call for a "happy" 

compromise between the entrepreneur's short-term goals (limited market, fast invest- 
ment payback,gaining enough experience and knowhow, etc.) and his long-term goals 
(export market, quantity in volume and not in number of product lines, rationalization 
of production facilities, etc.). He should likewise deliberate on product or product 
lines to be manufactured, initial capitalization, 
istics and available technology. 

target markets and their character- 

PLANT LOCATZON 

Determining where a production system or a manufacturinq plant will be located is 
another strategic decision that entrepreneurs face period; C 
processes, markets and sources of mater 
is located in a once desirable area may 

ials are constantly 
suddenly find itse 1 

ally, since products, 
changing. A plant that 
f cramped for space or 
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forced to take on high costs of deliveries because the markets or the raw material 
suppliers hive moved. Since it is costly to move or relocate, site selection is a 
long-term commitment so much like the decision involving the choice of the type of 
production system. Indeed, no location can permanently guarantee success; but 
definitely, some locations inhibit success. Thus decisions on location should 
always seek to determine desirable and undesirable aspects of a location 
alternative. 

The major cri%eria for success is that the ideal location is "one where the unit 
coits of manufacturing and distribution are at the minimum and where prices and 
volume of sales will generate maximum profit." The various factors, tangible and 
intangible, quantifiable and unquantifiable, are itemized in a diagram to facilitate 
location decisions (See Exhibit 6). 

Exhibit 6 

The Plant Location and Decision Factors 

Industrial 
estates 

Community Q facilities 

vste disposal~y 
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Generally, these factors tend to affect the unit cost of manufacturing and 
distributing the output. )f the firm, as discussed below: 

1. PkaxhuXy to dowwed 06 kaw maC&c&. The acquisition of bulky raw material 
inputs can be very expensive if the plant is located very far from their source. 

2. P/roximity &I manheX. Similarly, the distribution costs of the finished 
products will be greatly affected by the plant's proximity to its most important 
market sites. 

3. Th.anhpa)ltatian dac.iXLties. The cost of transporting,as well as the avail- 
ability, reliability and frequencv of transport services in and out of the chosen 
site is an important considerati‘on. 

4. Labowr. Labour costs, which vary from place to place within the country,is 
certainly an essential factor. You must take into account training costs, 
recruitment costs (in the critical skills, most labourers would require 
advance payments), attitudes toward work, quality of workmanship and the like. 

5. Powetl, &ti and L&&X&U. Likewise, the cost of these usually vary within 
a country. In addition to cost, you should also be concerned with the reliability, 
quality and frequency of the available supply of power, fuel and other utilities. 

6. Waste dihpout. Although this factor may look deceptively insignificant, 
process types of production systems may incur considerable costs in disposing 
waste. 

7, Land and zon.i@aLLon m~tiemeti. The availability, cost and quality of 
land as plant site is a major concern in locating your production system. Here, 
you need to reckon with zonal requiretnents which have been newly introduced in 
most developing countries. Plants situated in a once "good" location may find 
itself in a residential zone after five years. Relocating in this case will be 
very expensive. 

8. Taxeb and pervnit6. The types and costs of the taxes, licences and permits to 
operate a small manufacturing concern vary from place to place. 

9. community L&e. The plant should be located within or very close to an 
appropriate siz5 of a community to minimize additional expenses of providing 
housing facilities for the workers, transportation services, etc. 

10. Csmmtiy daciettieb. The facilities available within a certain community 
must likewise be considered, including medical facilities (how far is the plant 
to the nearest first-aid clinic), recreation, religious (mosques, churches, etc.) 
and entertainment facilities. 

11. 7nduba &Llkhzb. 
to an industrial estate. 

As a rule, you should favour staying within or close 
The estate is composed of plots of land or constructed 

factories equipped with necessary services and utilities, where you can come in, 
hire your men, set up the machine and start commercial production. If you locate 
within an industrial estate area from the perspective of plant location, you will 
hasten the process of installing the plant and enjoy added benefits of "linking" 
with the other manufacturing plants in the area, 
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12. Ftiwre exprrtiian p-ean6. In deciding plant location, reserve a portion of 
the area for future expansion activities. 

13. commuvtcty !L?xaadeb. Here attitudes refer to the summation of the values, 
traditions, or pre-dispositions of a certain community with regard to business 
undertakings. Sometimes, community attitudes can be dysfunctional to the 
business: "We don't like to have a coffin manufacturing company here; it's 
just bad luck for the community." Or attitudes can be reinforcing: "Your 
project is precisely what-the community needs in order to profitably utilize what 
were once thought of as waste materials." 

When faced with a plant location decision s consider the following options: 

. Locate - - in a place already owned by the industrialists (footloose method). 

. Locate - - in an existing cramped location but expand vertically. 

. Locate - - in an entirely new space. 

A metalworking entrepreneur in Sri Lanka, for example, who specialized in duplicating 
and repairing auto spares, recalls that he located his firm in its present site 
because he thought owning ,the property would automatically lead to a cheaper cost of 
production. In 1978, however, the firm decided to shift to sheet-metal parts 
fabrication in spite of the distance of his existing location from the ports which 
is the landing site of sheetmetal materials. Although this was not much of a 
problem in the beginning, the increasing volume of production and the fast-i-ising 
cost of fuel prompted the company to look for another more appropriate site. 

An effective way of dealing with a plant location decision in small enterprises 
would be to use the checklist in Exhibit 7. This checklist will enable you to 
consider all the alternatives available using the factors to be considered in 
their totality. The factors have been subdivided into "quantifiable" (where 
numerical data could be found to substantiate the decision-making process) or 
"non-quantifiable" (where use of subjective approaches are needed to arrive at the 
decision). It should further be noted that sometimes just one criterion - and it 
could even be a minor one - could outweigh all the others in deciding about location, 
depending upon the nature of the enterprise'soperations and the value system as well 
as the viewpoint taken by the entrepreneur. 

PLANT LAYOUT 

I As soon as you have decided where to locate your production system your next 
important task would be to consider the physical a.rrangements of plant facilities. 
These include working space for operating equipment, production personnel, indirect 
workers and other support services, as well as space for materials movement and 
storage areas. This set of activities performed to attain the most efficient and 
economical physical arrangement of the plant is known as p.&u.rzX &you,t. Remember 
that a good plant layout: 

. Provides the most advantageous and economical work flow. 

. Reduces material movements to the minimum. 

. Spots and effectively utilizes all available spaces. 
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Exhibit 7 

Checklist for Plant Location Decision 

A. QUANTIFIABLE FACTORS 

1. Cost of raw materials acquisition 

2 (p 
er unit) 

. Cost of delivery of raw 
materials to 
. City A 
. City B 

City C 
3. Average labour costs 
4. Costs of permits, licences etc. 

per annum 
5. Handling costs: 

. Materials 
Finished products 

6. Land: 
. Costs (acquisition) 
. Rental 

7. 
Taxes, improvements 

utilities costs 
. Water 
. Electricity 

Others 
8. &hers 

Totals 
Per unit cost of production 

B. NON-QUANTIFIABLE FACTORS 

:: 
Community attitudes 
Industrial estates 

i: 
Community facilities 
Community size 

5. Potential as a growth center 

1 

RLTER 

2 

l-IVES 

3 
REMARKS 

Note: For non-quantifiable factors, the follcwing subjective criterion can be 
used to rate the desirability of a location: 

A - Excellent 
B 
C 

- Very satisfactory 
- Satisfactory 

ED 
- Fair 
- Poor 

F - Very poor 
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. Is flexible and provides room for adjustment. 

. Reduces delays and work stoppages. 

. Facilitates the maintenance and repair of machineries and equipment. 

m Improves control and supervision within the shop. 

. Maximizes the satisfaction and safety of the workers. 

A metalworking firm in Bangladesh, originally established to fabricate selected 
bicycle parts, later diversified into production of metal household parts like 
door hinges and window panes. In so diversifying, the entrepreneur forgot to 
adjust his physical fabrication facilities accordingly. It took two industrial 
eXtenSiOn officers to diagnose the root cause of his low productivity: very poor 

layout. 

There are basically two types of layout arrangements: the pfzoc~h and phodu& 
k?uyolLth. 

In layouting by process, all machines performing similar tasks or processes are 
grouped together in one area or department. An example of this type of layout- 
is the medium-sized machine shop, which lays out all the drilling machines in 
one areaand all the lathes in another. This type of layout is commonly employed 
by companies using the intermittent type of production and those producing a 
limited number of products. 

If a standard product is not produced in large quantities, layout by process is 
usually more desirable because of the flexibility it allows. Exhibit 8 illustrates 
a furniture manufacturing plant layout employing the process type. 

In an intermittent production activity, process layout offers a number of 
advantages when applied, including capital investment because of less duplication 
of machineries and equipment, maximum utilization of machineries and equipment; 
considerable flexibility in terms of tasksperformed;continuity in manufacturing 
activity even if one machine breaks down ; and generally lower production costs for 
small firms producing multiple products in relatively small volumes. 

On the other hand, this type of layout has the following draubacks: difficulties 
in scheduling, routing and controlling of the manufacture of products since almost 
limitless combinations of sequences can often be used in processing similar items; 
high materials handling costs; and problems related to coordination and control 
because of unlimited manufacturing variations. 
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Exhibit 8 

An Illustration of the Process Type Plant Layout 

Finishing/Varnishing 
section 

E 

Sandins section 

Finished product 
tnnhP.#,rn 

Plant office 

Assembly szctior, 

1 Stock preparation section 

I 

I 
I 

Lumberyard 

\ 

Legend: 

m posts 
- ----_-_ Imaginary 

dividitlg line 
Theoretical flow of materials 
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In product layout, the machinery and equipment are located according to the sequence 
of operations involved in manufacturing the product. Thus, if the sequence of 
operations in the manufacture of a steel box invofves: 

cu+%zg 

4 
bending 

then the machines are arranged in such a way that the cutting area is situated 
first, followed by the area where the bending and nibbling machines are installed, 
then by the pneumatic hand-drilling section and, finally, the assembly area. In 
other words, the operations involved in the fabrication of a product are first 
determined ,in the order in which they are performed. Machines and equipment 
needed to effect these operations are then laid out in accordance with this 
sequence. Therefore, in a product layout, different machines are grouped in an 
area to process only one product or a few very similar products. The product 
type of plant layout is very useful to the continuous type of production system. 
Exhibit 9 shows an example of the product type of layout of a small enterprise 
producing chalkboards, chalks and erasers. 

Exhibit 9 

An Illustrative Example of a Product Type of Layout 

r ------------------------ -I 
i Lumber Yard 

OFFICE & DISPLAY 
L 



1. Pnincifle ofj .to&zt in.tegWon 

The best factory layout is achieved when manpower, articles, machineries, processes, 
and other factors are so in+rrated that these diverse factors form a well-arranged 
and functional whole. 

2. Pticifle 06 bhotiebt 27uzvet titince 

l'he best layout is one which ensures the transport of art 
distance between one process and another. 

icles over the shortest 
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The product layout has the following advantages: makes automation and mechanization 
more feasible; allows application of labour specialization; routing the product is 1 
not a problem; labour and material flow can be easily controlled; less inspection is 
required per area because machines perform a distinct operation on the product; 
promotes better utilization of floor space; and causes less materials-handling 
problems. 

On the other hand, the product layout has the following disadvantages: relatively 
inflexible; economically feasible only in manufacturing a product in extremely 
large quantities; useful only for a given product where balancing sf production 
lines is possible; may be costly for products that are susceptible to changes in 
fad, technology and preferences because of the need to modify and replace special 
purpose equipment; higher capital investments due to machinery duplications and 
high cost of special purpose equipment. 

Another l'ariation of the product type of plant layout is the one which could be 
termed as the fixed position layout. This is a layout where the raw materials 
essentially do not move. They are placed in a "fixed position" and worked on by 
the workers. Examples of this include the lapidaries manufacturing in the 
Philippines, the traditional boatmaking process in Indonesia and the production of 
"outdoor statues". 

Whichever type of plant layout has been adopted, the following principles in plant 
layout may be used as effective guides to ensure that "every square centimetre 
generates profit." 

The best layout is one in which working areas are arranged in the same sequence 
as that followed in the shaping, processing and assembly of materials. 

4. Phci@e 06 -thee-cEmeMaiond dpace 

Maximum economy is secured when al'1 the available spaces are utilized effectively, 
not only horizontally but also vertically. 

5. Ptic-L@e 06 ha.hh da&ion and aa,(ctg 

The best layout is one which permits adjustment or rearrangement at the lowest 
cost and with the least inconvenience. 



- 132 - 

PRODUCTION SUB-SYSTEMS 

Besides being concerned with the major inputs to the production system, you should 
also set up sub-systems that will handle specific functions inside the "conversion 
process'. There are three major production sub-systems which are critical to small 
enterprises, namely: 

. Materials management and inventory control 

. Quality control 

. Production planning and control 

To be sure, there are other production sub-systems, which, however, are seldom 
encountered by small enterprises and shall, therefore, not be discussed in this 
Handbook. These include product design and planning, process control, plant 
maintenance, safety and accident prevention, energy conservation and pollution 
and waste management. 

MATERlALS MANAGEMENT AND TNVENTORY CONTROL 

This particular sub-system attempts to manage the "materials" inputs of the small 
enterprises. "Materials", in this case, include: raw materials, semi-finished 
goods, goods in process, scraps, wastes, finished products, supplies, indirect 
materials, tools,jigs, etc. But it is crucial in many small enterprises in 
developing countries, especially those that require high materials content in 
their products. The average small firm can attribute 40 to 60% of total production 
cost to materials. 

The concept of managing materials acquisition, utilization, and distribution is 
rather new to most small manufacturing plants. 

Materials management covers the other functional areas of production and operations 
management, notably: 

1. Production planning and scheduling 

2. Purchasing 

3. Materials handling 

4. Warehousing/storage 

5. Inventory control 

Materials management normally begins at the p&ocfutian y.Lunnitig stage of the 
firm where materials are generally specified in terms of quality, quantity, time 
needed, etc. Materials management will ensure that materials are available for 
processing at the time they are needed as specified in the production plan. 

P&~cu/temeti of the materials shouid allow for some "lead time" (which generally 
refers to the interval between the time the material is ordered and the time it 
is received) and is made through a production service function known as pu'zclztiing. 

As soon as the materials have been inspected and received in the firm's premises, 
the matehiaed hantig function of materials management takes over. This function 
sees to it that the required materials are transferred from one work station to 
another in the most expedient and effective way. 
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&~~ehous&g is the "space-providing" function of materials management. It provides 
space for incoming raw materials , in-process materials and finished goods. 

The inve&orry COK&.O~ function of materials management governs the amount of 
financial resources tied-up in raw materials in stock. Exhibit 10 shows the scope 
of materials management. 

Exhibit 10 

Scope of Materials Management 

PRODUCTION 
PLANNING AND 

1 

Specifies raw materials in terms of 

SCHEDULING 
- quality, quantity and time needed to 

meet customer requirements. 

PURCHASING 
Buys the raw materials needed by the 

- firm at the right cost and time and 
from the right suppliers. 

INVENTORY 
CONTROL 

MATERIALS 
HANDLING 

Handles/transfers,'ooves the materials 
within the firm's premises to attain 
efficiency and lower costs. 

- Providesspace for the raw materials 

Regulates the investment tied up 
in raw materials in stock 

As small manufacturer, you should give serious thoughts to the following questions: 

1. Where to buy the raw materials required. 

2. How much to buy at the most economical costs. 

3. When to buy the materials. 

TO deal with these questions, you shouid concentrate on the purchasing function. 
Generally, the objective of the purchasing function is as shown in Exhibit 11. 
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Exhibit 11 

Objectives of the Purchasing Function 

, 

The purchasing function attempts t0 produce the required raw materials at the 

/Quantity 

Quality 

Time 

Price 

\ 
'Source 

The purchasing system can be implemented in a close loop manner as shown in 
Exhibit 12. This involves the following phases: 

1. Requisition from using departments 

2. Selection of suppliers 

3. Issuance of orders 

4. Receipt of materials from suppliers 

5. Quality inspection of materials 

6. Checking of suppliers' invoices 

7. Issuing the materials to using departments 

The basic purchasing cycle can be implemented in a small manufacturing firm using 
the following forins: 

1. A user department within the firm will indicate its needs for materials 
and supplies on a heqLu%tbn &mn. 

2. If these materials are available in stock (i.e., materials regularly used 
in the plant), then a store requisition form is filled up. This is called 
h.tmk .tqtiUon @m. 

3. This directly goes to the stores department and requirements are supplied 
from there. 
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Exhibit 12 

Basic Purchasing Cycle 

Issuance to using department 

171 Ti ::g:yry IFI@ ~ 

Requisition from 
using department 

- when needed 
- quality soecs. 

orders 

Delay 

/ 1 

Suppliers' 
system 

4 

6 In cases where materials are to be directly ordered from suppliers, a 
purchase requisition form is filled up by the person representing the 
department needing the materials. This form contains data on: 

. materials name or code identification 

. amount needed 

. desired delivery date 

. technical specifications 

. other; 

. . 
s is usually called the non-atick mp.&&by~ @m. 
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5. For items that are repetitive in nature, and those for which purchases 
are made to replenish stocks,a a?r.ave.f%~g mquihtbn dofun may be used. 

The purchasing function must continually assure the procurement of raw materials 
from the right source. You can achieve this by considering the following factors 
when purchasing: 

1. Connnercial availabil i 

2. Quantity requirement 

ty of the material. 

over a certain period of -roduct ion time. 

3. Available financial resources of the firm. 

4. Available space (if the materials needed are bulky), 

5. Time factor in purchasing. 

6. Purpose of the purchase, i.e., one-type purchase or multiple-type purchase. 

As soon as the materials needed for production have been purchased, they are 
handled, transported and moved inside the plant in as "economical" a manner 
as possible. All these activities related to the movement of the materials 
inside the plant may betermed as m&x.&& hntig. The following principle& 
may serve as useful guides towards efficient, safe and economical handling of 
materials. 

1. Unnecessary handling requires money and does not increase the value of 
the product. 

2. Try to eliminate as much handling as possible. If it is required, try 
to use mechanical means instead of manpower whenever possible. 

3. A handling process should be adequately combined with the processes of 
work, inspection, storage and other handling processes that precede or follow 
it. 

4. In order to.minimize the cost required for handling, the ordinary working 
process should include as much hand tools and semi-automatic machineries as 
possible. 

5. All the handling systems should be integrated. 

6. As in the case of "production means" , an active effort should be made 
to update the facilities and means for materials handling whenever new 
equipment which promises higher efficiency is introduced to the market. 

The other aspect of purchasing and materials management is the control of the 
financial resources tied up in raw materials in stock. This is within the 
purview of inventory control. Essentially, inventot-14 control attempts to regulate 

L/Nagashima, 100 Management Ch.ahh, 182. 
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the investments in inventories at some economical point while assuring an optimum 
level of materials in stock for the effective implementation of the production plans. 

In small manufacturing firms, the term "inventories" normally refers to the 
following: 

1. Raul nlllxettiapd 
of the product. 

- These items need to be reprocessed in order to become "a part" 

2. Puhchaded pahtb - These items are procured to be a part of the product and 
do not need any form of reprocessing. 

3. op&?lcacng buppG?A - These items are indirectly used in the processing of the 
product and are not seen in the finished product. 

4. TOO& - These items are necessary to keep the machinery and equipment of the 
company in good operating conditions. 

5. O~&x eytipmeti and aupp.kXeb - 
administration effective. 

These items are used to keep the day-to-day 

6. Finidhed goods - These are the products that are ready to be sold and/or 
delivered to the customers. 

7. l%l.db in ptrOW.bb - These include fabricated parts and sub-assemblies. 

8. Ptickaging matUuIuI.5 - These items are used to protect finsihed products. 

To regulate the investments in the above inventories, the purchasing function should 
be guided by some form of inventory policy. Two of the more important questions 
inventory policy should attempt to answer are: "How much of material X to buy?" 
and "When do we make the first purchase, the next purchase and so on of material 
X?" 

Let us deal with the first question. 

In answering this question, it is helpful to analyze the various cost items, then the 
behaviour and degree by which you can control such costs (degree of controllability). 
Generally, the cost items involved in the purchasing transaction include the price 
of the material, procurement cost and the inventory carrying costs. The behaviour, 
degree of controllability, units of measure and examples are summarized in 
Exhibit 13. Furthermore, Exhibit 14 shows the aehaviour of the procurement and 
inventory carrying costs with respect to varying quantity levels. 

As shown in the exhibit, procurement costs per order tend to decrease as the volume 
of the materials per order decreases. The inventory carrying cost, on the other 
hand,tends to increase as the quantity of the materials purchased increases. If 
you add the inventory carrying costs and the procurement costs at varying quantity 
levels, a curve known as the total incremental purchase cost can be generated. This 
total cost excludes the price we pay for the raw materials and as can be observed. 
it is like a 'parabola' opening upwards. The lowest point in the total incremental 
cost curve indicates the economic ordering costs (E.O.C.) and the economic ordering 
quantity (E.o.Q.). 
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Exhibit 13 

Costs Involved in a Purchasing Transaction 

1. Price xternal to the 

- Preparation of 
purchase orders 

- Receiving the 
materials ordered 

- Updating the 

carrying costs 
- Taxes paid for the 

materials ordered 
- Interest expense 
- Obsolescense 

- Insurance 

- Depreciation 
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Finally, you may observe that, if you order less than the EOQ 
point, the total incremental costs are relatively high and while if you order 
more than the EOQ point, the costs likewise are high. This concept is valuable 
to the small entrepreneur for it provides a guide for determining economic levels of 
materials inventory. Moreover, the following facts can be discerned from the concept: 

1. Processing frequent orders cost money. 

2. Carrying excessive inventory is expensive 

3. Buying in large quantities enables the manufacturer to purchase raw materials 
at some quantity discounts. 

There are various ways of estimating the economic order quantities of the critical 
raw materials in your firm. Assistance could be obtained from the small industry 
extension agents, or from your accountant-bookkeeper. 

Exhibit 14 

The Procurement, Inventory Carrying and Total Incremental Purchase Costs 

E.O.C.* 

u Procurement costs 

E. 0. Q.** 

QUANTITY LEVELS 
"E.O.C. - Economic ordering costs 

**E.O.Q. - Economic ordering quantity 

Where: - Total incremental purchase costs is the sum of 
inventory carrying costs and procurement costs 
at various ordering quantities. 
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2. uinimum eevee 06 Allwaatohg - 
material or part enough 

This is the reserve stock level of a particular 
to maintain a safety stock. 

3. L&age 8.aZe - This is the average number of materials or parts consumed for a 
given period of time. For the purpose of establishing the reorder point, usage 
rate will be used to mean the rate of consumption of the minimum level of inventory. 

4. Pmcu.ement Lead time - This is time required in purchasing materials and 
parts from the signing of the requisition slip to delivery into the store room. 

Exhibit 15 

t 
The Relationship of the Four Factors of the Reorder Point 

UN!TS 

I 

Reorder 
point 

Order 
point 

Minimum 
inventor? 
level 

Maximum inventory level 

I Average --@ 
time to 

consume order 

Procurement lead time Period+ 

In practice, there are many variations to the economic order quantities and the 
reorder point concepts, such as: 

1. TWO-b.ih bybhm - The industrialist will procure enough quantities of a 
particular raw material and stock them in two-bin containers. When one of the 
bins have been emptied then it is time to reorder. How much will be bought 
and the appropriate volume of the bin may be based on experience in the trade 
or on some form of scientific estimate. 

2. vOd%VL-hhi.t b ybtU?I - This is another version of the two-bin system which uses the 
dollar value of the available raw materials as the indicator to purchase. 

3. Other variations include qu.untLty, L&uX,etc. 

The other aspect of materials management is mehoustig of the materials and of the 
finished products. The warehousing function,to be effective,must ensure continuous 
service to the other production sub-systems of the firm. Ar, in inventahy contW.t, 
the warehouse must contain only "enough" materials for future production use. 
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2UALTTY CONTROL 

Another very important area in production and operations management of small 
manufacturing enterprises-is quality control. There are many ways by which 
quality control has been viewed by the small entrepreneurs in Asia. This sub- 
system assures the conformance of the outputs of the production system with the 
needs of the target market. Likewise, the quality of the product of a firm 
tells much about the orientation, management and capability of the firm. 

In Japan, for example, quality control is the concern of everyone in the manufacturing 
firm, from top management to the lowliest labourers and from the marketing People to 
research and development personnel. 

In Singapore, institutions like the Singapore Institute of Standards and Industrial 
Research (SISIR),are viewed both as a "filter" and "facilitator" system for the 
country. "Filter", because they prevent the entrance of inferior quality products 
in the local market and "facilitator", because they attempt to continually 
upgrade the quality standards of products manufactured in the country for both 
domestic and export markets. 

Small and medium scale manufacturing industries in Hong Kong have started to 
install effective quality control systems with the assistance of the Hong Kong 
Productivity Centre (HKPC) and other private and public institutions. 

In countries like Bangladesh, the Philippines, Malaysia, Thailand, Indonesia and 
Sri Lanka, there are substantial initiatives to encourage small and medium industries 
to establish effective quality control programs. 

2&Y 

What's all these about quality? In the case of small and medium manufacturing 
plants, "quality" has been viewed in many ways. One way is from the point of 
view of the manufacturer: "I will produce whatever I think is best for my client." 
Still another viewpoint is that of the customers: "Manufacturers should produce 
this product this way, because welike it this way." 

There are substantial indications that "quality" must always be viewed from the 
customers' viewpoint since the definition of quality emanates from the customers 
which is then refined or reinterpreted by the manufacturers. Exhibit.16 shows a 
general pattern as to how "quality" definitions emerge. 

From the diagram in Exhibit 16, you will note that the definition of quality 
evolves around the physical properties of the products that conform or match 
with the requirements of the end-users or customers. This definition must, 
however, nevm be confused with "perfect products." 

In viewfng the quality of the product, the manufacturer should consider two major 
characteristics: vaniab&and CLttrLibtic. 

Va.Gzb&. chanactetrtititi refer to the physical characteristics which are directly 
measurable, i.e., length, width, acidity, thickness, elasticity, strength, etc. , 
while attrLibu& chanact~~%X~ refer to those which cannot be directly measured 
physically, i.e., beauty, smoothness, appeal, etc. 
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Exhibit 16 

How "Quality" Definitions Emerge 
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Still another perception of quality involves what is known as qua&Ay 06 de&n 
and yuaecty 06 con,$omance. Quality of design is concerned with the implications 
of deciding which design of the product maximizes the specific customers' 
satisfaction, while quality of conformance is a continuing process of measuring. 
testing and adjusting to ensure the maintenance of the level of quality 
stipulated in the'design stage. 

--- __ 
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Quality control means the identification and correction of various causes, 
defects and variations from the set standards or specifications of a product. 
The objective; of every quality control initiative must be both &emedide and 
pevtive. The remedial objective involves sorting out the defectives at the 
final stage of production so that only potentially acceptable "good" products 
will reach the end-users. The preventive aspect is concerned with determining 
at various points or stages of production the reason why defectives occur in 
order to keep them at a minimum at the final stage of production. 

One common way of ensuring quality control in small manufacturing plants is the 
conduct of various inspection processes. Inspection focuses on the application 
of tests and measuring devices to compare products and performance with specified 
standards. Inspection processes permit the sorting out of the "acceptables" from 
the "defectives". 

Small manufacturing companies in Southeast Asia use various approaches to quality 
control and quality inspection processes. Among these approaches are: 

1. The owner-managerisaskilled craftsman and he is his own "final inspector" 
or he may employ a supervisor with a long experience in a given trade who is 
considered the "final inspector". Whatever this ultimate inspector claims to be 
of good quality is accepted by the customers. 

2. Some "authoritarian" owner-managers (prevalent in small garment manufacturing 
companies in the Philippines) still charges fines from machine operators for the 
defectives generated. 

3. In more sophisticated medium-sized firms, publication of rate of defectives are 
made, tied up with some sort of an incentive package for the group of workers 
having zero or very minimal rate of defects within a defined production period. 

In order to ensure control of quality, the procedures outline in Exhibit 17 may 
be useful. 

The first step involves making decidiorti oil a%e. A&F&& to be adopted. This 
decision is the first important consideration in ascertaining themoneycontrol of 
quality in a small manufacturing plant. Between entrepreneurs and end-users, such 
standards may be set, with both sides concentrating on the "trade offs" involved 
in standaras setting. In other words, manufacturers and end-users compromise or 
meet midway. If the entrepreneurs will give in too much to the wishes of the 
end-users, the final product may turn out to be too expensive and take a longer 
time to produce. If on the other hand, the end-user will give in too much to the 
changes suggested by the entrep:*eneur, the product may turn out to be inappropriate 
to his needs. Even in metalworking industries where specifications are expected 
to be detailed and elaborate, technical drawings of required parts are seldom 
used in clarifying standards. This is true of-most metalworking firms in 
Bangladesh, the Philippine:;, Thailand and Sri Lanka. 
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Exhibit 17 

Procedures for Assuring Control of Quality in 
Small Manufacturing Plants 

Determine zone of acceptability or 

I 
L 

Determine the manufacturing 
-----mm 

I 
9 sequence of the product 

Ce+=l.l G.-h nn; L3CUUI rJ311 ,,,nts where rkarL-i nn r\c I b,IbbR ,tty “I 

materials,component parts and 
products are needed in the 
entire process 

I Develop checklists and identify 
I -em---- 
I + checking tools at every point in 
I the process whenever needed 

I i I I i 
I 4 . r 1 
I 
I k--y---- > 

Implement and correct 
whenever necessary 

I 1 J 

DetehmivLing Rhe Levd 06 acceptabiLL.ty err ;tohvumce is the second step. Here, the 
entrepreneur is concerned about the permissible variations in the basic criterion 
agreed upon in the first step. Again in tl,e metalworking industries, for example, 
this is expressed in terms of the basic criterion plus or minus an acceptable 
tolerance limit, i.e., length of part 30332 must be 2.0 mm f .004. It should be 
noted that the tolerance limits should be broad enough to accommodate "chance 
variations" or those variations caused by factors inherent in the production 
processes. 
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The next step is determining the manufacturing sequence. Actually, this procedure 
is also needed in the production planning phase where processes, machinerylequip- 
ment operations , operators, workers, etc. to be employed to produce the product 
are identified. 

From the manufacturing sequence, the entrepreneur may be able to identify,with the 
aid of the customer,those critical points where strict quality adherence should be 
maintained. These points will be considered as checkpoints wherein inspections 
will be made to ensure conformance with standards. 

The next step involves the listing of procedures which must be followed by the 
workers or inspectors in ascertaining conformance to the quality level established 
at the first step. Attention should be given to "hardware" (tools for inspection 
checks) and "software" (procedures for inspections). Typical hardwares employed 
in small and medium metalworking firms include footrules, calipers, micrometers, 
dial gauge, thickness gauge, snap gauge, "go/no-go" gauges, etc. 

Finally, inspection system must be activated. Here, the industrialist should ask 
questions like: "Who is responsible for ensuring the quality of raw materials used?" 
"Who is responsible for checking the first, second and third critical points in the 
process?" "Who will check the final products," etc. There are many ways by which 
inspection may be carried out normally: first product inspection, random samplingi 
inspection by batch and inspection of ail the products. 

Once these and similar questions have been answered satisfactorily, the system can 
be implemented, with proper corrections and adjustments where or when necessary. 

P&ocfution pa-(znting and con;DroQ 

One of the most important sub-systems of a production system of a small manufacturing 
enterprise is the production planning and control sub-system. As the information 
nerve center of the entire production, production planning and control assures that 
the flow of materials, money, machinery, men, time and information is regular, orderly 
and sequential and that it is provided at a rate which will permit the production 
system to meet delivery schedules. Essentially, production planning and control will 
have the elements shown in Exhibit 18. 

Generally, the planning function consists of the following tasks: 

1. Coordinating production department with other departments of the business. 

2. Determining what the department must produce based on market survey. 

3. Calculating the quantities involved based on sales forecasts. 

4. Scheduling the delivery of the product to the customers. 

5. Programming the time and quantity requirements for materials, parts, Tabour 
and facilities. 

6. Synchronizing the contribution of engineering, personnel, purchasing and 
administration to the total production activity. 
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Exhibit 18 

Essential Elements of a Production Planning and Contro 1 System 

Determining materials requirements,tools, 
manpower inputs,etc. 

- Selecting the most appropriate path of manufacturing 
sequences throughout the entire production system 

- Preparation of production orders and timetables 

- Authorizing operations,processes and making 
work assignments 

- Eliminating snags that develop during the entire 
production operation 

A simplified phodution plating scheme is presented in Exhibit 19. On the other 
hand,p&oduction cotioehas the following functions: 

1. Promotes effective shop operations due to control of all activities 
within the production department. 

2. Coordinates manufacturing activities in accordance with the production plans. 

3. Involves routing, loading or scheduling, instructions, and expediting or 
follow-up . 

The two aspects of p~odutian plunnAzg and pkodution con&okZ shall beexhaustively 
discussed separately later in this chapter. 

Actually, in most instances, gmadu&Lon pJIunn&g is not as systematic as shown in 
the simplified scheme in Exhibit 19. Among small enterprises, most of the 
planning activities are made and stored in the "head" of the entrepreneur. As a 
consequence, there is the dangerthattheentrepreneurmaychange hismindtoo frequently 
resulting in inordinate and uneconomical flexibility in planning. Moreover, an 
entrepreneur who has a lot of things in his mind is liable to forget some of his 
plans which he has only mentally recorded. 

A majority of the job-shop printing businesses in the Philippines h?s not made it a 
habit to schedule production activities because of the frequent "paki;'- 2/ job 
orders. This is an unprofessional scheduling practice wherein the customers' 

Z/May be understood here as a personal request by a customer to give prior'ty 
to );is order, regardles s of previous production schedules. 
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relationship with the printer is a more important consideratinn P 
profit, set-up costs3 available production times, etc. Although this' follows 1 
inherently Filipino values,J/ it is clear that the extension of this practice in 
managing production systems would resul" 

I 

activities. 
L in sub-optimal schedulinonf m;lnufnri 

1-. . ..-..-..,turing 

I 
It can be observed from Exhibit 19 that the production planning process commences 
with either a set of accumulated job orders (for intermittent type of manufacturing 
activities) or the existing 
capacity (actual and/or rated ! 

reduction capacity of the firm. The production 
can be a "filter" for jobs that the firm can 

accommodate on aone-shiftormultiple shift basis and/or those subcontracted to 
other shops. The jobs which are found acceptable in terms of the available capacity 
will be converted into production forecasts, which are normally expressed in 
quantities. 

Using a set of technical drawings, product specifications and/or a sample 
product as basis, the materials needed are listed and the total requirements 
estimated. The initial estimates of the raw materials (direct and indirect) 
should be adjusted to take into account factors like spoilage, wastage, 
economic order quantities, re-order points, scraps, existing materials 
inventory, etc. Process planning then succeeds the materials billing step. 
Here, the types of machinery needed for the manufacture of the product,as well 
as the estimated machine-hours required per process,need to be listed. Some 
form of "standards" usually based on similar or past jobs will serve as a 
basis fo estimating the total machine-hours required. This initial estimate 
of machine-hours may be adjusted later in consideration of such factors as 
potential machine breakdowns, repairs, irregularities in the power supply, 
availability of operators, etc. 

After process planning comes man-hour planning. The manhour planning 
process begins with the identification of all the areas of production where 
manpower inputs would be required. The man-hour estimates per process should 
be made using some rough forms of standards usually based on the estiynior'.s/ 
workers' experience levels, absenteeism, moodiness, tardiness, etc. 
outputs of the materials billing, process planning and man-hour planning 
procedures will serve as inputs to the master schedule board. The master 
schedule board will contain all the necessary information regarding the job 
orders on hand, job orders in process, jobs to be completed and so on. 

A generalized model of a production planning sheet for a job order and an 
example of a master schedule board are shown in Exhibit 20 and 21 respectively. 

I 
In filling up the item "process required 11 you must clearly state the entire 
sequence of manufacturing in practically all the details needed. This part 
of the plan will serve as the basis for the raw materials flow and requirements, 
the machine-hours needed and the man-hours to be allocated. 

I 

After considering capacity, availabi!ity and otiier adjustment factors, 
you may now start the scheduling processi The objective of scheduling in 

3/"Pakikisama" (comradeship) and "hiya" (sense of propriety), among others. 
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EXHIBIT 19 

A Sir IFIED PRODUCTION PLANNING SCHEME FOR A SMALL MANUFACTURING PLANT 

a---- - ---- 

For intermittent 1 
------e-w- ------ - - - --- 

manufacturing I I For continuous manufacturing 1 , 
I I I I I 

t 
Technical 
Drawing or 
Product Specs 

L 
\ 

, 
Materials 
Billings 

3 Master Schedule Board 
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Exhibit 20 

A Generalized Production Planning Sheet for a Small 
Manufacturing Firm 

Production Planning Sheet ---m--v-- --- 

Job Order No. Date Received: - 

Customer: Volume needed: 

Address: Date needed: 

Other Information: 
Contact: 

Product/service description: 

Summary: 

A piece of the product or service would require the following production inputs: 

a. Materials List 

b. Machine-hours 

C. Man-hours 

Prepared by: 

Quantity Required 

Verified by: 

Adjustments 

Checked by: 

Actions: 

Enclosures: 

Basis: / / Technical drawing / / Sample / / Verbal description 

// Product specifications 



Processes Required 
(a) 

Materials 
Per Unit 

b) 

Machine-Hours 
Estimates 

(4 

Man-Hours 
Estimates 

(d) 
Remarks 

(4 

Adjustments 

b. Machine-hours estimates: 

C. Man-hours estimates: .- 



Job Order I-- No. 
Date 

Received 

Exhibit 21 

A Generalized Production Plan for a Job-Order 
Manufacturing System 

Date 
of Quantity Materials 

Delivery Required Required 

- 

Volume 
Per 

Week 
-- 

birst 
Machine 
Loading 

Date 
Production 
to Date 
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manufacturing, whatever the scale or size, is to prepare, allocate and make 
available all the necessary physical inputs needed in the "creation" of goods and 
services* in order that: 

1. All job orders received are executed within the least possible time. 

2, Promised dates of deliveries are estimated based on information. 

3. A continuous supply of work is kept ahead of each of the processes to 
be performed. 

4. Plant supervision can be minimized. 

An example of a generalized production plan for a job order system is 
shown in Exhibit 21. 

Production plans must not be too rigid especially among plants employing the 
job order system so that necessary revisions may be made if any of the 
following occurs: 

1. Need to add a new product(or job order) to the existing one. 

2. Changes in the design of the product which may result from rationalization 
or standardization efforts, product adaptation, cost effectiveness schemes and 
productivity studies. 

3. Need to reduce production cost per unit through greater utilization of 
existing facilities. 

4. Obsolescense of processes , equipment and methods. 

5. Need to minimize labour and/or materials costs. 

6. Need to prevent increased investments in machineries/equipment. 

7. Need to enhance effective supervision and production control. 

The task of revising the production plans may be implemented in three ways, 
namely: 

1. Periodic adjustments for small manufacturinq olants that change products 
lly, monthly, and accept job orders at a fairly definable period, i.e., annua 

etc. 

2. Continuous adjustments t'or small manufacturing firms employ i 
systems with very short production cycles. 

ng job order 

3. Accidental adjustments upon discovery by production personnel 
of new methods or improved processes in the course of production. 

After production plans have been adequately prepared, the next major task 
would be to ensure that unnecessary and undesirable "surprises" or unexpected 
happenings are avoided while implementing the plan. This falls within the 
realm of pnodutin con-&ob. 



Basically, p/roducf;ian co&&involves the regulation, synchronization and 
coordination of all the manufacturing activities so that timetables can be 
met and plans carried out with optimum efficiency and economy. 
facturing companies, 

All manu- 

problems: 
big and small, ale beset by any or all of the following 

1. How to satisfy customers concerning delivery dates and quality requirement. 

7 L. How to reduce production cost to ultimately reduce the price of the product. 

3. How to maintain a minimum level of capital investment, 

4. How to smoothen the production cycle. 

These problems may seem insoluble since they appear to be inconsistent with 
one another. Salesmen and other marketing staff clamourfor quick deliveries; 
production personnel ask for more time; and finance people fight for the 
reduction of capital expenditures. Production control aims to sychronize all 
the activities concerned with production, in order to meet delivery dates and 
achieve the lowest cost and right quality with a minimum of capital in.vestment. 

As in any other form of managerial control, the basic elements of a control 
system must be present in production control. These are a subjeti 20 con.O~o~, 
a clew&g dohm, the p~oduc.tion pJ?aM, (standard) ptroduction wmimce hepobt6, 
pertiota hupon&ib& and UJWU to be. con&o&Led. Exhibit 22 shows the basic 
structure of a production control system. 

There are two basic production control systems: ohdeh COLOLO~ and &W cotio%. 
These two systems exist because there are generally two types of manufacturing 
processes : conUu~ow and .itiMlznt. However, it is difficult to strictly 
classify companies according to type of manufacturing process since some 
companies are using both order and flow control systems. 

The first thing to do to determine the type of production control is to 
investigate the characteristics of the manufacturing process. 

1. A manufacturing firm uses the intermittent manufacturing process: 

a. for multifarious variety of products per order. 

b. for small quantity units that are seldom reordered. 

C. if the company makes use of all-purpose machinery and equipment in the 
processing of its products. 

l-4 W. if t>,c $;a[lt is laid out on the has's of the production process. 

e. if the manufacture of products are based on past sales records. 

These cases call for the application of order control. 



Subject to Control 

Rate of Production 

Exhibit 22 

Basic Structure of a Production Control System 

uction To Date 

.- 

Depts. Production Target 

Mr. Sorisno 

Production to Date 

C 

Causes of the 
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2. A company uses the continuous manufacturing process: 

=a. for generally-standardized products produced on large-volume basis. 

b. if the plant is departmentalized by product. 

C. if special pl'rpose machines are economically used. 

d. when the company fills a long-term contract on the sale of its products. 

e. when production is for a stock of products. 

Here, flow control is applied. 

Relative to the production systems used, the job order or the service 
production system makes use of strictly inte*:qiittent manufacturing 
schemes. The mass production system is somewhere in the middle and may 
be classified as intermittent or continuous depending on the degree of 
application The process production system, on the other hand, makes use 
of the continuous manufacturing scheme. 

The intermittent manufacturing scheme is widely applied by small and 
medium-sized industrial plants. 

The control function cannot be complete without the monitoring function. 
Here, we are interested in the "deviations" of the actual production with 
the planned production runs. These deviations must not only be measured 
and identified; their causes should be pinned down as well. Exhibit 23 
shows some examples of production monitor charts which can be applied to 
small manufacturing plants. 

IMPROVING PRODUCTIVITY IN SMALL ENTERPRISES 

As illustrated earlier in this chapter, the production system is v 
an input-output device. In so doing. we can clearly see the relat 
the different production factors with phc~ductivtilj. 

iewed as 
iunsh ip of 

Producti, '1,~ is expressed in terms of the ratio of the output to the input. 
Assumin, lerefore, that sets of inputs and outputs could be quantified in 
terms of 1 unified unit, the productivity of a production system is estimated 
by using tiis relationship: 

Productivity = , 
E$F 

Evidently, the proc!uctivi?y of a certain set of inputs is the amount of goods 
or services (outputs) which are produced from them. 

The following are examples of inputs: 

1. Matehiaen - Stuffs that can be converted into products to be sold. 
They include chemicals, fuels for use in the process of manufacture and 
packaging materials. 



Exhibit.23 
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2. MRCkinclb - Plant equipment and tools necessary to carry out operations 
of manufacture and the handling and transport of materials; heating, 
and power plant; and office equipment and furniture. 

ventilating 

3. McwlpoLuetr - 
plan and control, 

Men and women to perform the manufacturing operations, to 

sell, etc. 
to do clerical work, to design and do research, to buy and 

The inputs of the production system are "real" things or services. When these 
are used up in the process of production, "real" costs are incurred. 
These costs may also be measured in monetary terms. Since higher productivity 

means more output from the same resources, 
net money return per unit of output. 

it also means lower costs and higher 

Asa small entrepreneur, you should always see to it that all your resources are 
used optimally to achieve the highest productivity. Your job is to balance the 
use of one resource against another and coordinate the efforts of everyone in 
the organization to achieve the best reszllts. 

The productivity-conscious manufacturer will do well to seek the assistance of 
industrial engineers and other work and methods study experts. 
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CHAPTER VI I 

FINANCIAL MANAGEMENT 

A basic undwtinding 06 &Lnanciae management concepti, 
applroacheb and too& Ls &npcrtin~Z to the AmaLt evLtnephenw 
wlw uuti to inclreabe kis ~JLO ,$L& and Xo ew,~~e Xhe long- 
tuzm ~~~vivat 06 h&s bunined4. 

The ba&c too& 06 &kanciae manugemwt .&&de co& 
accounting, bud ting and capa budgtig . AU thae 
Itoo& not only 2 eRp Xhe cn-&eprrenewL in axYai&ng ti 
p/raQXab&Xy go& bti a&o in@Tuence planning and 
decision making on wLtal ques~iovrd nuch a~ phoducaZ p&icing, 
acqu&Ltion 06 neuf ,(acX.Lties, and bu..Gnedcl div~i&Lca.Govr 
and expan?lion. 

The boundtin 06 good (inanciae management .ih adequa.te and 
ace&e @iinciae indohmcttion err hecohd.3. Good h02Ohdh 
keeping ti VGLL~Z ti the wccen~&& openation and management 
06 .the &em. 1-t a&o a.& in the de&ion making wocens and 
in .&come &xx hepoting. 

FLnaUy, the eM;theyJheMew ti cationed again& a Numberr. OX 
&Lnunciae management ~.JX@& commonly encotiehed among nmall 
w.t#Lpki4&5. 

A business can only survive if it generates enough profits. The small entrepre- 
neurs can only maintain or increase profit if he knows the elements that effect 
profitability, as well as the techniques to achieve acceptable returns on 
investments. 

To be sure, the presence of an adequate product demand and technical competence 
are essential pre-requisites to business success. However, as the enterprise 
grows it becomes increas.ingly important to take the area of finance seriously. 

Now, your business may seem to be making money. But take a closer look. What 
steps can be taken to control cost? to offset inflationary pressures? finally, 
to increase profits? Regardless of 'the condition of your business, chances are 
you can do better than how you are doing now. 

As small entrepreneur, you are probably also your own financial manager. As such, 
you have the responsibility to manage the resourcesor assets of your business to 
generate optimal returns. It is also your task to look for sources of financing, 
whenever necessary, at the most favourable terms. 

This chapter shall provide a basic unbarstanding of financial management concepts, 
approaches and tools to help the smal. entrepreneur to be a more effective 
financial manager and to enhance the profitability of his business. 
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MANAGEMENT OF ASSETS 

Assets, by definition, refer to the things of value owned by the business. This 
definition, therefore, excludes personal assets and worthless property. Assets 
are of two major types: fixed assets and working capital. 

Fixed ads&: include plant, equipment and other facilities used in business 
operations. Plant site, if not leased, is one of the major investments of a 
business. Land held for speculative purposes, however, is not a fixed asset. 

Plant or building is another fixed asset. It is also a major expenditure at 
the initial stage of the btijiness as well as when it decides to expand. Major 
improvements on existing builaing and premises are classified as part of fixed 
assets. 

Equipment ircludes machinery and other apparatus utilized in the production of 
goods and se;*rices. Examples are production equipment, transportation facilities, 
material handling devices and other support facilities. 

Wo&.ing ccip&~X is the "lifeblood" of the business enterprise. If this "flow of 
blood" is impaired, then the enterprise cannot keep going. In any business, in 
adequate and reasonable amount of working capital must be maintained at all 
times. 

A minimum cash balance has to be set aside for day-to-day cash operating and 
manufacturing expenses. Inventories, in terms of raw materials, finished goods 
and work-in-process, likewise, must be provided for. Investment in good 
accounts receivable also forms part of working capital level. The flow of 
working capital in a business enterprises is illustrated in Exhibit 1. 

Exhibit 3 

Working Capital Flou 

Raw materials Work-in process 

Collections 

Hccounts receivables Finished goods 



- 160 - 

Creditors or those who provide financing for the required resources or assets are 
interested in the liquidity position of the business. Liquidity is simply the 
ability of the business to pay its debt. On the other hand, you are not only 
concerned with the liquid resources of your business but will want to program 
your fixed asset acquisition and to see to it that these physical resources 3re 
put to good use. 

?he current assets of your enterprise are those classified as part of the working 
capital. They are current, in the sense that these are constantly in a state of 
change, i.e., they are converted from one state to another during the normal 
business operation. For example, cash is converted into raw materials and in 
turn into finished goods. The immediate liquidity, therefore, of an enterprise 
is measured in terms of the speed with which the working capital revolves. 
For example, problem trade accounts receivable will have immediate effect on the 
ability of the enterprise to pay its liabilities on the dates they are due. 
If we evaluate the working capital of an enterprise in terms of liquidity, 
cash will, of course, be the most liquid. This is followed by accounts 
receivable, temporary investment, inventories and other current assets. 

Fixed assets on the other hand, possess physical characteristics and therefore, 
havelong term value. 4s previously mentioned, plant and equipment are the main 
components of fixed assets. As such, their usefulness will extend over a long 
period of time. Considering the large investments in fixed assets, there is a 
need to maximize their use. Low productivity, therefore, would result in 
liquidity problems and ultimately in unprofitable operations. 

CASH MNAGEMENT 

This is the most basic of all the assets and as previously mentioned the most 
liquid of the working capital. Cash consists of cash on hand or in the bank. 
Inadequate cash results in the inability of the firm to pay its bills, salaries 
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and other financial obligations. The need for it may hit the business at any 
time even when the business is doing well. The increase in sales will require. 
a corresponding increase in cash for raw materials, salaries and other expenses. 
Other assets may be in good condition, but there is no substitute for cash. 
You cannot pay off your obligation with account receivable, inventory or with 
capital assets, can you? 

Cash management is essential to the successful operation of your business. The 
cash position at any given time is a significant index of your firm's ability 
to grow. In times of prosperity and expansion, there is a need, more than ever, 
to watch your cash carefully. Unfortunately, the average small entrepreneur 
tends to be complacent when things are doing well. A study of cash needs is 
likewise often neglected because entrepreneurs think it is difficult and costly. 

Other assets include organization or pre-operating expenses, which are incurred 
during the organization phase of the business, and long-term pre-payment or 
deposits, which are liquidated over a period of more than a year. 

Avoiding Pti,$&& in Cash Managemeti 

Small enterprises, because of inherent disadvantages in smallness, are liable to 
stumble into the many pitfalls in cash management. You should be aware of these 
common blunders so that you can stay clear from them. 

The pitfalls in cash management common to small enterprises include the fo 

1. Poor.internal control. It may cause cash losses. 

2. Lack of cash planning. If you fail to plan your cash requirements, you 
find yourself running short of money in the course of operations. 

may 

ing: 

3. Civersion of funds. It is unwise to use working capital funds for purchase 
of machinery and equipment. In short, use the money for the purpose for which it 
is intended. 

4. Poor collection of bills. First of all, an entrepreneur must make inquiries 
about the company it extends credit to. Otherwise what guarantee will he have 
that the bills will be paid on time? A regular follow up on collection of bills 
must be maintained and a time limit specified in which all bills must be paid. 

5. Lack of expense control. Expenses must be balanced to the level of production. 
This is done by preparing an expense budget. The entrepreneur will then know that 
he is spending the right amount on administration, selling and other overhead 
expenses. 

Sa~egimding cmh 

Once cash items have been classified accordingly, the entrepreneur has to keep 
close guard of his cash because it is the easiest form of wealth that can be 
stolen. Cash can either be: 

1. Stolen by employees or persons from outside the firm; or 

2. Misappropriated as an item accompanied by a manipulation of records or 
documents to cover up for the loss. 
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The following are some ways by which records may be mani 
theft: 

1. Deliberate commission of error in adding figures in 
cover cash shortages 

pulated to conceal the 

the books of account to 

2. Recording duplicate or False purchase expenses vouchers 

3. Entry of names of non-existent persons in the payroll (padding or overloading) 

4. Forging of documents 

5. Writing off assets to sales discounts 

6. Lapping, which means concealment of shortage by delaying the recording of 
cash receipts. 

7. Kiting - e.g., chequein one bank (A) is deposited in another bank (B) and the 
amount of the chequeis not shown a, c a deduction from the balance in bank (A) at 
the date of transfer. 

8. Keeping cash in the establishment 

ItimcLR contrt0.t in bmaU e.vLtwijJtieb 

Internal control is a system of checks adopted within a business to safeguard its 
assets, especially cash. This contrcl usually provides that the work of one 
person will be reviewed and examined by another. 

lhe application and adoption of the principle of internal control will vary from 
firm to firm dependin g on the size and facilities of the enterprise. It would 
range from the elaborate internal control system of a big industrial complex to 
the small internal control system of a five-man industry. 

The following are internal control applications of common use to small firms: 

1. Business and personal funds. Business and personal funds should be kept apart 
because business plans cannot be effectively organized if non-business activities 
are combined with them. It is difficult to prepare and file the required govern- 
ment reports, including income tax returns, 
are combined. 

if both business and personal funds 

2. Deposit of cash. Deposit cash collections in the bank intact on the day it 
is received. If customers send cheques by mail, someone other than the bookkeeper 
should be designated to open and inspect the incoming mail before it is 
distributed. Small entrepreneurs have found it practical to scan the mail and 
separate the envelopes containing cheques. 

Simple and effective control overcheques received by mail can be maintained if a 
list ofcheques received is kept and the total is compared to the amount recorded 
in the bank deposit slips for the day. Any difference calls for an investigation 
If it is not practical for the entrepreneur to do this, he should assign someone 
other than the cashier to list the cheques. 
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3. Imprest petty cash fund (contingency cash). Establish a separate petty cash 
fund sufficient to cover small expenses. It can, for instance, maintain a fund 
of $500.00. This fund can pay for postage, transportation expense, purchases of 
small supplies and similar items, eliminating the need to writecheques for very 
small purchases. The total of the money in this cash fund plus the receipts for 
expenditures should always equal the imprest amount, in this case $500.00. 

When the fund balance becomes low, list the expenses in detail and draw a cheque 
payable to the custodian of the fund for reimbursement. The reimbursement cheque 
should be charged to the appropriate expense accounts. All supporting documents 
should be marked "Paid." This will prevent subsequent reuse to obtain funds by 
deceit and misrepresentation. 

4. Reconciliation of bank accounts. A very simple but quite effective protection 
of cash is done through the reconciling of bank accounts by a qualified person 
other than the cashier. The owner, should review regularly bank reconciliations 
along with the bank statements. By so doing, he becomes familiar with the status 
of his funds. He is then assured that the reconciliation is carried out properly. 
(See Exhibit 2 for an illustration.) 

5. Disbursements. Signing ofcheques and bad debts must be approved by the owner- 
manager and not by the persons handling cash and posting records. Review of 
disbursement documents supplies a positive internal check which results from the 
owner's intimate knowledge of the business. 

Vouchers should be pre-numbered and records ofcheques issued should be maintained 
for reference and control purposes. 

The entrepreneur should review and approve bad debt write-offs. This will keep 
him informed of accounts charged off. This will also prevent an employee from 
pocketing a customer's payment and writing that account off as bad debt. 

6. Tax money as liabilities. To control funds collected from employees, 
customers, or others like contractors, the owner should see that all tax returns 
are filed and payment are made. Here is an example: 

One company failed to remit to the government tax collection agency the taxes 
withheld from employees. The company, of course, failed to treat this tax money 
as a liability. The availab-le cash was used in expanding the busines,s. 

The tax agency investigated and discovered that taxes withheld had not been 
remitted. The company was ordered to remit the whole amount. 

In the given example, the tax agency's order can possibly lead the company into 
bankruptcy especially if the amount involved is big. 

The important thing to remember is that the money deducted for withholding tax 
belongs to the government. The law requires that withholding taxes should be 
remitted to the government tax collection agency. This tax money must be 
remitted on time so as not to build up a backlog which may prove harmful not only 
to the cash situation but to the business in general. 

7. Annual audit. An annual audit helps prevent frauds. The fact that an audit 
is conducted each year may discourage trusted employees who may otherwise be 
tempted to embezzle funds from the business. 
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Exhibit 2 

Bank Reconciliation Statement 
Month of 

Balance shown per bank statement 

Add: Deposits ii1 transit: 

Date: 

Deduct: Outstanding cheques: 

Check No. 

Adjusted balance per bank statement 

Balance as shown per cheque book: 

Deduct: 

Bank service charge 
Others 

Adjusted cheque book balance 

xxx 
xxx 

xxx 
xxx 
xxx 

xxx 
xxx 

xxx 

xxx 

xxx 

XM --- 

xxx 

xxx 

&Gig 
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8. Bonding of employees. A fidelity bond is a type of insurance. It provides 
money which is paid back to the company for losses. To be assured a firm is 
properly and adequately covered, the coverage should be reviewed with the 
insurance agent. 

Cad budgeting ~Y&CVM 

Besides safeguarding cash, the other important feature of cash management is 
cash planning or cash budgeting. In simple terms, cash budgeting is the process 
of planning the receipts and disbursements of the firm to determine cash 
requirements and cash surpluses. It is probably the most important single tool 
for business control. A knowledge of present and future cash balances would put 
the entrepreneur in a better position to: 

. Take advantage of money-saving opportunities , such as discounts, economic 
order quantitites, and so on 

. Make the most efficient use of cash 

Finance his seasonal business needs 

Develop a sound borrowing program 

Develop a workable program of debt repayment 

. Provide funds for expansion 

. Plan for investing excess cash 

1. Estimating cash inflows 

In estimating cash inflows, the terms of the credit extended to customers is 
considered. If a two-month credit is given to customers the amount of credit 
sales in November of the preceeding year will be the cash collection in January. 
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Cash sales are also estimated based on historical data. An increase may be 
provided depending on the economic situation and the type of business. 
Additional investment from the owner and proceeds from loans may be included. 

2. Estimating cash outflows 

The following anticipated disbursements must be remembered in estimating cash 
oiitfj CvJS 1 

. cash purchases 

. credit purchase payments 

. salaries and wages 

. advances to employees 

. administrative selling and overhead expenses 

. prepayments, like rentals 

. loans and interests 

. taxes 

. other expenses 

3. Effect of depreciation and non-cash items on cash inflows 

Depreciation is a cost charged against fixed assets (e.g. building, machinery 
and equipment) that must be deducted from the revenue to arrive at correct income 
for the period or year. 

Charges to income for depreciation do not affect the total inflow of cash from 
operations. However, the allowance for depreciation expense as a deduction from 
income subject to tax have an important effect on the outflow of cash necessary 
to satisfy tax requirements. 

For example: 

Gross profit $20,000 

Less administrative and overhead expenses $10,000 
Depreciation 2,000 12,000 

Net profit subject to tax $ 8,000 

If depreciation was omitted, the net income subject to tax would be higher by 
$2,000 and accumulated earnings for succeeding years will be overstated. 

Apart from depreciation, there are two other non-cash items. These are dep.&W~~ 
and amctization. 

Depletion is that portion of the cost of assets like salt, gravel, oil, gas, 
minerals, etc. allocated to the unitsextracted therefrom. 
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Amortization is that portion of the intangible assets costs charged off for the 
period. Examples of intangible assets are patent, goodwill, copyright, trade 
mark and organizations costs. 

4. Preparing a cash budget 

fiCfer ,%rf;vvA'-- " 

of a cash budge;. 
Lf!C 'Ld>:: ;nt iows and outfiows, the next step is the preparation 
This is a plan which indicates the cash receipts expected to 

be rececved and the expenditures expected to be made in a given period. Using 
figures from the sales forecast and operating budget, a detailed month-by-month 
forecast of cashecpected to be collected and spent is prepared. Cash receipts 
and disbursements are forecast to determine future monthly excesses and shortages 
of cash and to foresee the likely timing and duration of peak cash requirements. 
A simple format of a cash budget for a small tr?nufacturing enterprise is shown 
in Exhibit 3. 

s. Daily cash report 

A daily summary of cash will provide information as to the current cash position. 
This summary should show balance at the beginning of the day and deposits, 
payments and balance at the end of the day. An example is shown in Exhibit 4. 

vmg tA!i&z cash LJloJLtagu 

If the cash budget shows certain shortages, it is time to get additional cash 
first, from internal sources and, if this is not sufficient, from additional 
sources like banks and other financial institutions. 
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Exhibit 3 

C?sh Budget 

For Three Months, Ending March 31, 19 

EXPECTED CASH RECEIPTS 

1. Cash sales 
2. Collections on accounts 

receivable 
3. Other income 
4. Total cash receipts 

EXPECTED CASH PAYMENTS 

5. Raw materials 
6. Payroll 
7. Other factory expenses 
8. Advertising 
9. Selling expense 
10. Administrative expenses 
11. New plant and equipment 
12. Other payments (taxes, 

repayment of loans, interest) 
13. Total cash payments 

14. EXPECTED CASH BALANCE 
beginning of month 

15. Cash increase or decrease 
(item 4 minus item 13) 

16. Expected cash balance at end of 
month (item 14 plus item 15) 

17. Desired working cash balance 
18. Short-term loans needed (item 17 

minus item 16 if item 17 is larger 
19. Cash available for short-term 

investments (item 16 minus 17 if 
item 16 is larger than item 17.) 

January 
Idget!Actual 

I 
i  

! 

I 

I 

I 

I 

I 

I 

I 

1 

I 

I 

I 

I 

I 

I 

I 

February 
Idget:Actual 

I 

March 
3udget;Actcal 

I 
I 

I 

I 
I 



Opening cash balance 

Plus: deposits 

Cash sales 
Accounts receivable 
Others 

xxx 
xxx 
xxx -- 

Total cash available 

Less: Disbursements 

Cash purchases 
Accounts payable 
Payroll 
Miscellaneous expenses 

xxx 
xxx 
xxx 
xxx 

Closfng cash balance 

xxx 

xxx 

xxx 

xxx 

xx4 
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Exhibit 4 

Daily Cash Report 

Date: 



Cash can be obtained internally by: 

1. Tightening trade relationships. You may not always think o 
trade relationships as source of cash. Yet, they can be. The 
poss 

f your various 
following are some 

a. Terms of trade. Customers may be persuadedto pay upon the delivery of 
merchandise. 

b . Collection schedules. Earlier payments may be arranged with your customers 
to augment the amount of ready cash. 

C. Payment methods. Progressive billing far completed portions of an order, 
may be another arrangement acceptable to customers. Under the latter arrangement, 
a customer, in effect, finances part of the firm's future production which is 
intended for him. 

2. Watching receivables. Tighten credit and collection policies in order to 
reduce the outstanding amount of receivables and increase cash inflows. 

3. Watching inventory. This can be done by; 

a. Reducing purchases of raw materials not immediately needed. 

b. Purchasing components., parts, snd even subcontracting services from other 
manufacturers. 

Deferring payments to suppliers until such time that payment for finished 
ioods are received. In this case, depletion of ready cash is avoided. Prompt 
payment discounts, of course, should not be overlooked. 

4. Watching work-in-process. The entrepreneur must carefully check work-in- 
process. Some of it can be brought to completion and sold ahead of schedule. 
If this speed-up is economical (if it does not mean a large outlay for overtime 
pay), he can quickly pump in ready cash into his business. 
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5. Watching backlog. Production can be increased significantly so that orders 
can be shipped faster than anticipated. 
forget to obtain new orders, too. 

However, the entrepreneur must not 

6. Watching the bank account. Scattered accounts in one bank may be consolidated 
in order to minimize service fees charged for below minimum accounts, or to 
reduce the idle minimum amounts (kept in the bank to avoid service charges), thus 
utilizing funds for operations or investments. 

On the other hand, sources of external financing include: 

1. Credit lines. One source of external financing is through credit lines. 
Credit lines have advantages: they may be obtained through good relationships 
with the bank; are flexible; and are relatively cheaper than other types of 
loan because the risk involved is low and it is always covered by collateral. 
Interest rates vary according to the terms and conditions set by the Central 
Bank of the country. 

The disadvantage of credit lines is that they are available to meet only short- 
term needs. 

2. Suppliers. The entrepreneur can make an arrangement with his suppliers who 
may allow him to stretch his payment schedule, so that h#? can always maintain 
a certain level of cash on hand. 

3. Letter of credit. Another source of cash is through letter of credit, which 
is an authorization by a bank to a seller to draw on it fur funds within a 
stated amount and time, in payment for specifiedgoodsto bc shipped to the buyer 
abroad or within the country. This authorization proceeds from an order of a 
correspondent bank abroad or in another part of the country in which the buyer 
has deposited or will deposit an equivalent amount in the local currency. When 
the goods have been delivered by the seller or exporter to the inland carrier 
(FOB) or to the port of exit (FAS) in accordance with the terms of the letter of 
credit, the documents evidencing the type and quantity of goods delivered are 
presented to the bank after which payment is made to the exporter/seller. (Refer 
to Exhibit 5 for the flow process of documents and remittance through letter of 
credit). 
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Exhibit 5 

Say, contract for export 1,000 jeans valued at $10,000 

1 I 

Exporter 
(supplier) 

Importer biki i,,;tl (buyer) 

Export Under Letter of Credit (L/C) 

\ \ \ ’ / 
I I/ 

7 
Ships to 
buyer 

-,Forwards L/C--..-- 

i ----- ---_-_ _____ 3 

Remits money 

DP : Delivery of documents to buyer against payment 

DA : Delivery of documents to buyer against acceptance - That is, 
undertaking to pay bill on due date. 
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4. Short and long-term loans from banks/financing institutions. Entrepreneurs 
canavailofloansand/or loan assistance from the various financial institutions 
in their respective countries. (See Appendix 3 ). 

MANAGEMENT CIF ACCC)WTS RECEZVABLE 

The level of accounts receivable is determined by two factors: the volume of 
credit sales and collections, and the average period between sales and 
collections. However, there are three major variables that have to be considered 
in credit and collection. 

By granting credit only to a few selected customers, the entrepreneur will avoid 
bad debt losses. On the other hand, the firm is liable to lose sales by so 
restricting credit and the profit foregone on lost sales could be more than the 
costs avoided. In determining the optimal credit standard it is necessary to 
equate the marginal costs of credit with the marginal profits on increased sales. 
Marginal costs here include bad debt losses, investigation and collection costs 
and higher cost of capital because money is tied up ,in receivables. 

Since credit cost and quality of credit are correlated, it is important to be 
able to judge the quality of an account. 
probability of default. 

Quality is defined in terms of 

credit worthiness: 
The following factors must be considered in evaluating 

1. 
This 

Character, refers to the probability that a customer will pay his obligations. 
is very important because every transaction implies a promise to pay. 

2. Capacity refers to the subjective judgment of the ability of the customer to 
pay his debts. This is measured by his past record, supplemented by physical 
observation of the customer's business operations. 
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3. Capital is measured by the general financial position of the firm as 
indicated, for instance, by a financial ratio analysis, with special emphasis on 
the tangible net worth of the enterprise. 

4. Collateral is represented by assets that a customer may pledge as security 
of the credit extended to him. 

5. Condition refers to the impact of general economic trends on the firm, or any 
new developments in certain areas of the economy. 

Based on the above factors, customers and/or potential customers may be ranked 
before a decision is made as to how much credit risk your firm should take. 

Tetonb 06 Cnc?dit 

The terms of credit should specify the period for which credit is extended and 
the discount, if any, given for early payments. For example if your company's 
credit terms are stated as "Z/l0 net 30," this means that a two percent discount 
from the stated price is granted if payment is made within ten days, and discount 
is not taken if paid within 30 days from the invoice date. 

Liberalizing the credit period stimulates sales, but there is a cost of tying up 
funds in receivables. The effect of giving cash discounts is to induce more 
customers to pay cash rather L::an ask for or avail of credit. 

Cofisfion pa&icy 

This refers to the procedures a firm follows to obtain payment of overdue accounts. 
For example, a letter may be sent out when the account is ten days past due; a 
more severe letter, followed by a telephone call, may be used if payment is not 
received within 30 days; and the account may be turned over to a collection agency 
after 90 days. 

The collection process can be expensive in terms of out-of-pocket expenses and lost 
goodwill. A balance needs to be struck, depending on the situation. 

Ag.ing 06 hmLiviZb~ed 

Another very important technique for keeping track of your receivables is the 
aging schedule. In the aging schedule, the accounts receivable are classified 
according to the date of sale and summarized as in the following example: 

Receivable outstanding Amount Percentage 

less than 30 days $22,610 70 

30 to 45 days 3,530 11 

45 to 60 days 3,5iO 11 

60 to 90 days 1,910 6 

over 90 days 620 2 

Total $32,130 100 
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TOOLS OF FINANCIAL MANAGEMENT 

Aside from understanding the concepts of efficient management of assets, you 
should be aware of the basic tools of financial management. These tools help 
you reach your profitability objectives as well as enable you to run your 
enterprise with some degree of professionalism. 

As a small entrepreneur, you are faced with the problem of how to cost your 
product for pricing. In most cases, costing is based on imprecise estimates. 
Furthermore, intuition, rather than facts and figures, dictate a decision to 
acquire fixed assets. Pre-occupation with day-to-day operation and business 
routine lead to a failure to plan. This may result in an inability to cope with 
changes in the business environment when adverse conditions happen. A misunder- 
standing of capital investment concepts may bring about over-expansion of under- 
utilized facilities. All these shortcomings which often cause business failure 
may be avoided with a thorough understanding of financial management tools: 
cost accounting, budgeting, budgetary control, and capital budgeting. 

COST ACCOUMlNG 

The term cost may be defined as the total valuation of all expenditures incurred 
in connection with a specific activity such as the manufacture of products and 
the provision of services. 

Essentially, cost accounting is concerned not with the overall results of the 
business but with the efficiency of the various sections of the business. 

The primary objectives of cost accounting are to determine product costs as an 
aid to pricing and to control the cost of business operations by associating 
costs with centres of responsibility, comparing actual with planned cost and 
taking corrective action. 

Product costs are determined by relating prices paid for materials, labour and 
overhead expenses to some unit of output or accomplishment. Product cost 
information influence pricing decisions. It also provides a basis for inventory 
needed to measure periodic business income. 

Controlling costs is a part of your responsibility of carrying on the functions of 
a business efficiently and economically. Knowing the cost of making a product, 
performing a manufacturing operation or carrying on some functions of a business 
is a starting point in control. By comparing detailed cost data with budgets, 
standards and other yardsticks, you find a basis for controlling costs and 
planning operations. 

The field of cost accounting is rather broad. This handbook will therefore discuss 
only those concepts and application most appropriate to small businesses. 

The cost of any product consists in genera 
direct labour; and manufacturing overhead. 
quantity and price. 

1 of three elements: direct materials; 
Each element has two aspects, namely 
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1. Direct materialscost is the cost of materials incorporated in the product and 
measurable as such. Certain minor materials, such as glue or nails, may be 
considered as either supplies or indirect materials, because of impracticability 
of assigning these items of specific units of product. Moreover, the cost per 
unit may be too insignificant to measure as direct materials cost and may then be 
classified under manufacturing overhead as indirect materials cost. 

2. Direct labour cost is the labour cost directly traceable to a specific 
product, like the salaries of machine operators and assemblers. Labour cost that. 
cannot be traced to the product is included as part of manufacturing overhead 
as indirect labour. Indirect labour includes storemen, foremen, transport 
drivers, office clerks,inspectors, managers and others. 

3. Manufacturing overhead cost. This refers to factory costs other than direct 
materials and direct labour. Included under manufacturing overhead are the cost 
of indirect materials, indirect labour, depreciation, repairs, maintenance, heat, 
light, etc. These costs are sometimes called costs of capacity, whereas direct 
materials and direct labour are often known as costs of products or prime costs. 
Conversion cost consists of direct labour and factory overhead. 

There are two major types of factory overhead: 

Variable factory overhead - 
Zepreciation, 

The main examples are supplies, power, and 
if the computation is based on units of production. 

b. Fixed factory overhead - Examples are rent, insurance, property taxes and 
most indirect labour. 

CO&t UCCOutivlg bqb.tPrnb 

A cost accounting system is a method of developing cost information within the 
framework of general ledger accounts. 
in manufacturing industries, 

Because cost accounting is highly developed 
we shall focus our attention on manufacturing costs. 

The following are types of cost systems: 

1. Job-order costing 

Under a job-order cost system, cost is associated with a job. The cost of raw 
materials, direct labour and factory overhead applicable to each job is compiled 
and divided by the number of finished units in the job to arrive at average unit 
cost. This method is used by companies whose products are readily identified by 
individual ur'ts or batches, each of which receives varying degrees of attention 
or skills. Sometimes selling and administrative overhead is charged to job costs, 
as a percentage of manufacturing cost, to compute total job cost. Industries which 
commonly use job order methods include construction, printing, aircraft, furniture 
and machinery. 

f'or job-order costing, the job itself is the focal point for cost identification. 
The costs are assigned to the jobs passing through the plant and recorded on 
forms called ia6 co& bhee,tb, as shown in Exhibits 6 and 6-a. From an accounting 
viewpoint, the job cost sheets represent individual pages in a subsidiary cost of 
ledger. 

Each job cost sheet is usually divided into three basic sections: materials, 
labour and overhead. These three cost elements are accounted for separately. 
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Exhibit 6 Exhibit 6 

Job Cost Sheet Job Cost Sheet 

t'or t'or Order no. Order no. -.- -.- --_-- --_-- 

Product Product Quantity 

Date wanted Date wanted Date started Date started Date completed Date completed 

Direct Materials Direct Materials 

Date Dept. Req'd Stores no. Quantity Cost per Total cost 
NO. unit 

Date Dept. Req'd Stores no. Quantity Cost per Total cost 
NO. unit 

Date' Date' 

Direct Labour Direct Labour 

Dept. Dept. Time card Time card Description Hrs. or Rate Description Hrs. or Rate Total cost Total cost 
no. PCS. 

Date Date Dept. Dept. 

Applied overhead Applied overhead 

Basis Basis Rate Rate Total cost Total cost 

Summary for Order no.- 

Direct Materials 
Direct Labour 
Applied overhead 

Total factory cost 
Factory cost per unit -- 
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Exhibit 6a 

Job Cost Sheet 

For Order no. 

Prcduct Quantity 

Date wanted Date started Date completed 

Direct Materials Direct Labour Applied overhead 

Date Req'd. No. Amount Date Time card Amount Basis Rate Amount 
no. 

Sumnary for order no, 

Direct materials 
Direct Labour -. 
Applied overhead 

Total factory cos 

Factory cost per 
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Weh&&~uLGaXons provide the basis for charging direct materials to a job 
(See Exhibit 7). In the materials section of the job cost sheet, space is 
provided for the description or types of materials used and quantities are given 
along with the costs. 

The basis for charging direct labour to a job are job time tickets or cards as 
illustrated in Exhibit 8. Usually each worker has one time card for each job. 
The rate and the total hours consumed by the workers are entered into the job 
cost sheet with the corresponding costs. 

Predetermined overhead rates, obtained from a forecast, are used to allocate the 
appropriate amount of factory overhead cost to the job. The factory overhead 
rate for a job can be determined by: 

a. Computing total overhead cost for the job 

b. Selecting a measure of activity 

C. Dividing the overhead cost by the measure of activity to compute the 
overhead rate. 

Activity for overhead rates may be measured by on1 r more of the following: 

a. Direct labour cost, or 

b. Direct labour hours, or 

C. Machine hours, or 

d. Prime cost. 

A section in the job cost sheet is usually provided in which a summary of costs 
is shown and the unit cost is determined. This section is completed as soon as 
the job is finished. 

The use of predetermined rate raises the question of what to do with the 
difference between the overhead applied to production and the overhead costs 
actually incurred. 

If the actual overhead allocated is less than estimated, there will be a balance 
of overhead not charged to jobs. This is known as undachovrged overhead and this 
may be carried as additional asset value in inventory, since it may tend to 
fluctuate from month to month. Conversely if the actual overhead exceeds 
estimate, there will be an ovehchLuL& overhead. 

Inevitably there will remain some difference between overhead incurred and 
applied at the end of the year. In reporting net income for the year on the 
basis of costs actually incurred, the final net difference (either over or 
undercharged) will be considered as an adjustment to cost of goods sold in the 
profit and loss statement. 
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Exhibit 7 

Materi'als Requisition 

Date 

For 
Department or operator 

Requisition no. 

Product order no. 

Requested by 

Stores Quantity Qty . Unit 
no. requested Description issued cost Total cost 

Received by: 

- 

Date: 



Exhibit 8 

Job Time Card 

Name Card no. 

Department Clock nc. 

Production Machine Time Time Total Wag& 
Date order no. no. started stonped hours rate Total cost 

No. of pieces finished: Approved by: 
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2. Process costing 

tinder a process cost system, the focal points in costing are th:! various 

departments or processes in the production cycle, The cost of raw materials, 

labour and manufacturing overhead applicable to each department or process for 
a given period of time is compiled. The average cost of running a unit of- 
product through each department is determined by dividing the total departmental 
cost b.y the number of units processed during the period. 

Process costing is used t?y companies, during continuous flow of similar products 
such as chemicals, oils, textiles, paints, paper mills, flour, canneries, rubber, 
steel, glass, food processing, mining and cement. 

The advantages of a process cost system are: 

a. Costs are computed per'odically, usually at the end of the month. 

b. Arerage costs are cl;lculated easily, provided the product is homogeneous. 

C. Less clerical work and expense are involved than in job costing. 

However, there are problems and disadvantages which includes: 

a. Where the process costs are historical costs, they are not determined until 
after the end of the cost period. 

b. Average costs are not always accurate because the units are not fully 
homogeneous. 

C. Where different products are manufactured, the pro-rating of joint costs is 
necessary and the computation is made more difficult. 

The main advantage system is that it compiles data in a 
manner that is most useful in the administration of certain kinds of business. 
However, it is an expensive systemto operate because it involves considerable 
detailed clerical work. It is important that job costing is only used in 
situations where it is necessary. 

3. Contract and batch costing 

In contract costing, labour, materials and other costs are direct contract costs. 
Overhead expenses are charged to contracts on an appropriate basis. 

The actual cost of the contract may be compared with the budgeted or estimated 
costs as a control on the: 

a. Profitability of the job 

b. Efficiency of operations 

C. Accuracy of the estimates 
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Usually, profits are ignored on contracts not yet completed. iiowever, it is 
advisable to credit part of the profit earned each year for contracts that will 
last for several years to avoid profit fiuctuation. 

On the other hand, batch costing is job costing for a group or batch of identical 
products. One example is costing for garments manufacturing. 

Ap@&Xia~s 

After discussing the concepts we shall now deal with applications. The following 
problems frequently encountered in manufacturing activities have been chosen to 
illustrate cost accounting applications. 

1. Initial costs 

The difference in units betbeen the normal level of activity and then actual level 
of production multiplied by the fixed overhead cost rate represents the amount of 
loss because of the condition previously discussed. 

Two distinct situations of initial idle capacity using 

a. Underutilization of plant capacity during the take-off period stage. 
Anticipated demand eventually will maximize available capacity. 

5. Idle capacity as a result of a decision to choose a higher plant capacity to 
anticipate expansion. The firm may decide to invest in plant capacities now than 
in the later years in anticipation of inflationary cost on capital investment and 
better products. 

Example: 

A plant has been built for a sales volume of 10,000 units. In the first year the 
demand is estimated to be 6,000; and in the second year, 7,000 units. On the 
third year the normal sales volume is reached. The normal fixed overhead costs 
with a volume of lO,OO@ units are $500,000. The variable cost per unit is $60. 
The plant has a life cf 20 years. 

The initial costs are computed as follows: 

Idle capacity cost first year 

(10,000 - 6,000) x 500,000 = S200 ooo 
10,000 , 

Idle capacity cost second year 

(10,000 - 7,000) x 500,110o = 
10,000 150,000 

TOTAL $350,000 



- 184 - 

Total units to be produced during the life of the plant are 300,000 units, the 
initialcost is $2.00 per unit; the total costs per unit are therefore estimated 
at- . 

Variable $60.00 

Fixed 50.00 

Initial 2.00 -- 

$112.00 

BUUGETTNG AhV BUDGETARY CGNTRQL 

An essential quality of the successful entrepreneur is foresight. You need to 
know about how the enterprise will fare in later years in monetary terms. 
A comprehensive budget expresses in a common monetary language the plan of 
future activity. It takes accounts of past performance and how resources can 
be used to achieve the desired objectives. I%, therefore, set targets or goals 
for the whole enterprise or its various different units. 

It is clear that budgeting is essential to a progressive and farsighted 
entrepreneur. The following key.elements should be considered in preparing 
operating budgets for a business enterprise: 

1. Sal es 

The key to overall business activity is the sales target. Given a sales target, 
you will be able to forecast the other figures in the operating budget by 
percentage analysis, or by responsible estimates. 

Income must always be assessed first simply because money cannot be spent unless 
there is income. Thus the forecast of sales is of paramount importance in 
preparing a company's budget. The market demand for the product has to be 
researched, examined and assessed. The market share which the firm has and aims 
to have must be established. The product has to satisfy the demand and must be 
continually developed to this end. Remember that customers demand the best 
quality at a price they are willing to pay. 

2. Product cost 

The product cost is the expense involved in making or buying a product, packing 
it and getting it ready to be sold. The estimate of the cost of manufacturing 
a product at the required number is a part of the operating budget. 

3. Selling expenses 

These include cost of advertising, promotion, salesmen"s salaries, sales offices, 
delivery to customers, after-sales service, etc. 
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4. Administrative expenses 

ThPCC -xpenc,c; ;n,,nl,,r. .-.\,..,....A.'& ,.-- cm.- -- ---z.-. -PC * ..Cd.. III”“I”C cnpell”lL”le IV1 lllcl1lclyl1ly, OTT 

and s,.ieral services. 
'ice personnei, accounting 

5. Interest and financing costs 

All businesses borrow money at one time or another and interest is always 
involved. These costs are kept separate. 

A simple operating budget 

Sales 

Cost of sales 

Gross profit 

Administrative & overhead 
expenses 

Net profit 

Assumptions: 

1. Year 0 

2. Year 1 

3. Year 2 

4. Year 3 

is shown in Exhibit 9. 

Exhibit 9 

Operating Statement Year 0 
and 

Operating 
Budget Years 1 - 3 

Year 0 

$1,000 ..oo 

600.00 -- 

$ 400.00 

300.00 

$ 100.00 

Year 0 

$5,000 

3,000 

$2,000 

1,500 

$ 500 

Year 1 

$10,000 

6,000 

$ 4,000 

3,000 

$ 1,000 

Year 2 

$20,000 

10,000~ 

$10,000 

4,000 

$ 6,000 

Year 3 

$40,000 

16,000 

$24,000 

10,000 

$14,000 

actual 

Sales $lG,OOO, percentages the same as year 0 

Sales $20,000, cost of sales $10,060, overhead expense 
20% sales 

Sales $40,000, gross profit 60X, overhead expense $10,000 
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Type.45 06 &ldgcts 

1. The first to be preparedisthe opeluding bucfgti, which sets outthe eslimates 
of income and expendituret. Uhile an operating statement shows sales, cost of 
.sales, overhead expenses and net profit for a past accounting period; an 
operating budget, on the other hand, is a forecast, plan and target of an 
operating statement for a future accounting period. 

An operating budget can never be "correct" since it is based on assumptions. 
The usefulness of the budget rests on the validity of its underlying assumptions. 
The two major stages in budgeting are p.&nning and opWoti. (See Exhibit 10). 

Exhibtt 10 

Sl'mpl7'fied Budget-ing Process 

Planning 
level 

. Opera: 
1, 
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Planning involves making a clear statement of the desired objectives and goals of 
the enterprise such as: 

a. Market share - What is the expected market share of the company? 

b. Sales volume - What is the sales target? 

c. Profitability - How many per cent is the expected profit that the 
enterprise can attain? 

d. Return on investment - How many pzr cent is the desired RDI? 

e. Rate of growth - What is the expected rate of growth in terms of total 
assets employed? 

The present operations are then reviewed to serve as guidelinesin preparing the 
budget estimates. 

In budgeting saies for instance, the following conditions must be considered: 

External conditions 

The general business conditions expected to prevail during the coming period 

Local business conditions expected to prevail 

The trend of poptilation in the trading area 

Probable changes in purchasing power 

Expected changes in the competitive market 

Fashion movements expected (for garments) 

Internal cnrlditicns 

Changes in promotional policies 

Changes in location and space 

Changes in personnel 

Changes in physical arrangement and merchandise layout 

Changes in price policy 

Changes in credit policy 

The second stage i 
enterprise. Here 

. Sales 

. Direct labour 

n budgeting is aptition6 or the actual activities of the 
the following budget estimates are made: 

and direct materials 
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. Manufacturing overhead 

2. While the operating budget provides an idea of the expected revenue and 
expenditure during a future period, the &nanciae budgeX reveals the amounts of 
cash flowing in and out of the enterprise during the budget period. I,t is 
important to plan your cash to finance immediate operations. 

A cash budgti translates budgeted sales, costs and expenses into a forecast of 
monthlyand weekly cash receipts and disbursements based upon assumptions as to 
credit terms. Thus a sale on January 20th at credit terms of 60 days from 
invoice date becomes a cash receipt in the month of March. 

Forecast cash receipts and disbursements to determine future monthly excesses and 
shortages of cash and to see in advance the likely timing and duration of peak 
cash requirements. 
avoid excessive 

Plan to make adequate cash available when required and to 
idle cash balances which do not earn profit. Failure to estimate 

fr:ture cash flow, and to control it continuously, can lead to serious consequences 
and, worse, the closure of the business. 

How then is a financial budget prepared? First, you need to know the probable 
financial situation at the beginning of the period through a balance sheet. This 
iS Oftef’i merely estimated since it is not advisable to wait until the final 
document is prepared because part of the year shall have gone by then. 

Second, examine the operating budget. It is not possible for example, to 
estimate the cash coming from customers if the sales have not been estimated. 

When we task of the budget process, we deal with the operations budget, the short- 
term cash budget and long-term funds budget. All these are brocght together into 
a budget of the over-all financial position which involves the preparation of a 
budgeted balance sheet. 

A balance sheet shows the assets of the business at a particular moment in time 
and how they are financed from debts and owner's equity. Here the balance sheet 
as at the beginning of the budget period is considered as the a&u.& balance 
sheet and the expectea balance sheet at the end of the period is known as the 
budgeted bal ante sheet. 

A budgeted balance shee t sets targets in terms of required assets for a given level 
of activity and shows how those assets are to be financed from the owner's capital 
and debts. 

From the sales target in the operating budget the networking capital (current 
assets less current liabilities) may roughly be forecasted in the budgeted balance 
sheet. The remaining figures of fixed assets, loans and owner's equity are 
estimated according to management policies. 

The usefulness of a balance sheet depends upon the walidity of its underlying 
assumptions. Broad assumptions justify broad figures but very detailed figures 
are normally not useful to the entrepreneur. Several budgeted balance sheets may 
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be made on different assumptions to show the sensitivity of the overall financial 
position of the company to the different assumptions. 

It is clear that budgetary control is a very valuable tool in management. It is 
better to start with one department and extend the procedure to other departments 
step by step so that in a few years a workable operating procedure embracing all 
the activities in the company can be evolved. Cost accounting is applicable only 
to industries, while budgetary control can be adopted for use in any type of 
organization. 

CAPITAL PX3GEJlN~ ANALYSTS 

Capital budgeting is planning expenditures whose returns come in beyond one year. 
It is that tool of financial management which deals with the acquisition of 
assets such as land, buildings, machinery and equipment. It involves taking 
today risk of substantial investment (high capital outlay) for benefits later. 

Capital budgeting analysis starts with certain givens or assumptions: L' 

e Size of the investment (how much to invest?) 

Horizon (how long will the project be working?) 

. Annual savings (bow much to save each year?) 

. Terminal value (what to get back by selling the assets at the end of the 
project?) 

. Tax and interest rates (what tax rates and interest rates are relevant?) 

Capital budgeting is also a managerial tool for making better decisions. The 
decision to buy or construct a fixed asset that will last for five years is an 
implicit five-year sales forecast. The economic life of an asset purchased 
represents an implicit forecast for the duration of the economic life of the 
asset. Hence, failure to make the forecast accurately will result in over- 
investment or tinderinvestment in fixed assets. Good capital budgeting is, 
therefore, a condition for viability; it will also improve the timing of asset 
acquisition and the quality of assets purchased. The following are some aspects 
of capital budgeting: 

izibme.nts 

Capital budgeting involve: essentially the gathering of information for decision 
making. There ought to be present three circumstances to make capital budgeting 
possible. It is necesrary to have: 

1. Data about future receipts and costs from a proposed investment. 

2. A criterion to select the proposed investment. 

3. Alternatives, mostl,y in the form of more investment proposals. 

L'Boland and Oxtoby. DCF do& Capiakt Znvatment An&+.&, 1. 
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A number of steps comprise a complete c3p 
which include procedural measures as well 

tal budgeting program. These steps, 
as analytical ones, are listed below: 

1. Prepare a list of investment proposal classified by category: 

Fi 
replacement, b. expansion, c. cost-saving or product improvement, and 
new products. The time horizon covered will include one-yea,-, three to five- 

year and long-term plans. 

2. Study and present probable savings or other justifications on the proposed 
outlay. 

3. Rank proposed projects using criteria which reflect interest factors. 

4. Develop a rule for applying a cut-off. 

5. Determine the total amount of funds required for accepted projects. 

6. Determine the amount of internal furids available Lind external funds required. 

7. Decide the total external funds that will be obtained. This may be less than 
the total under Item 6. Funds rationing will have to formulated. 

8. Decide on the manner the external funds will be raised. 

9. Determine the procedures for approval-of outlays requested. 

10. Determine procedures for monitoring uses of appropriAte funds. 

11. Evaluate results of expenditures on proposals, projects and new products. 

12. Take corrective actions to improve capital-expenditure policies and actions. 

. 
In many companies, there are more proposalsfor projects that the business is able 
or willing to finance. Some proposals are good; others are poor. Methods for 
distinguishing meritorious from unworthy proposals must be developed. Essentially, 
the end product is a ranking of the proposals as well as a delineation of the 
amount of funds for each of them. 

Some proposals are eliminated because they are mutually exclusive. An example of 
mutually-exclusive proposals are those for purchase of alternative pieces of 
equipment to do the same job. 
will not be required. 

If one equipment is chosen to do the job, the others 
Thus, if there is a need to improve the process control 

system in a chemical plant, the job may be done by additional instruments or by 
new types of equipment. In other words, the selection of one method to do the job 
makes it unnecessary to use the others. 

Independent items are pieces of capital equipment which are being considered for 
different kinds of projects that need to be accomplished. For example, in 
addition to the items cited above, the chemical firm may likewise need equipment 
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to package and to measure the end products. The work would cdl1 for a packaging 
machine. And the purchase of equipment for this purpose is independent of the 
purchase of the equipment for process control. 

A ranking procedure must be developed in order to allocate properly the company's 
crpital funds. The ranking procedure involves, first, the calculation of 
estimated savings from the use of equipment; and second, translation of the 
estimated savings into a measure of the advantage to be derived from the purchase 
of equipment. Thus anestimate of savings is required, and a conversion of the 
savings into a ranking measure must be developed. 

An indication of the nature of the task of calculating savings from a proposed 
investment is indicated by a brief consideration of the items that may affect 
savings. This include changes in the quality of the product, in the quality and 
quantity of direct labour, in the amount and cost or scrap and rework time, in 
maintenance expenses, safety, flexibility, etc. So many variables are involved 
that it is very difficult to generalize savings or advantages. Yet each capital 
equipment expenditure must be examined in detail for possible additional costs 
and savings. Therefore, although generalizations are not possible, the crucial 
importance of making savings analysis should not be overlooked. 

The quantitative approach to the selection of the measures of profitability of 
investments is used to estimate the effect of the alternatives on cash flows in 
relation to the required investments. The following are the most common techniques 
in arriving at the rate of return and selecting from various alternatives: 

1. Payback 

The payback method calculates the number of years required to recover the original 
investment by cash flows before depreciation but after taxes. It measures the 
time required for the sum of the annual net cash savings after taxes to equG1 the 
net cash investment required by the project. However, this method will be reliable 
only if the equipment to be compared are equal in amount and have the same life 
estimates with little of residual salvage values. 

For example, investment project "A" and "B" are proposed. Project "A" needs an 
initial investment of $1,000 and anticipates economic life of four years. 
Project "B" likewise needs an initial investment of $1,000 but projects an 
economic life of six years. During the lifetime of the two projects, it is 
expected that there‘will be sales income from the products by the investment minus 
cash expenses. This amount is called cash flow. The cash flows of the two 
projects are shown in Exhibit 11. 

The payback period is three years for Projects A 2nd four years for Project B. 
The shortest period i s to be chosen as preferable. 

Though the payback is simple and easy to calculate it can lead to wrong decisions. 
It ignores income beyond the payback period as shown in the cash flow. If the 
project is one which matures in later years, the use cf payback period can lead 
to the selection of less desirable investments. Investments with a longer payback 
period are those involved in long-range planning like developing a new product and 
a new market. All of these factors require initial investments which do not yield 
their highest return until a number of years later. 

-- 

I 



Year 

2 

3 

4 

5 

6 

Cash Flow of Projects "A" and "B" 

Project A 

$ 500 

40Q 

300 

100 

Project B 

$ 100 

200 

300 

400 

500 

600 
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Exhibit 11 

Another weakness of the payback method is that it fails to take into account the 
interest factor. This can be a very powerful factor at high rates of interest. 
For example, at a 30% interest rate, a dollar received five years later is worth 
only about 27 cents today. Thus the interest factor is too powerful to be safely 
ignored in making sound investment decisions. 



- 193 - 

2. Average Raie of Return 

The average rate of return is defined as the ratio of average annual net income 
after taxes over average investment. Average annual net income is the accounting 
income after depreciation and after taxes. 

In the above example, the average rate of return of Project "A" is 15 percent; 
for Project "B", 37 percent; these are computed and shown in Exhibit 12. 

The fundamental weakness of this method is that it disregards the time value of 
money. It fails to take into account the interest factor. Everybody knows that 
a dollar today is worth more than a dollar after five years. 

Exhibit 12 

Average Rate of Return of Projects "A" & "B" 

Project A 

(500 + 400 + 300 f 100) - (1,000) z 
(1,000 + 0) f 2 4 = 15 

Project B 

(100 - 200 - 300 - 400 - 500 - 600) - (1,000) (1,000 + 0) f 2 I . 6 = 37 

The average rate of return provides a better estimate of the rate of return over 
the payback method under the followirry circumstances: 

a. The annual net income after taxes is constant. 

b. The project has no significant salvage valLe. 

C. The life of the project is less than twice the payback period. 

RECORDKEEPING 

The foundation irf good financial nmnagement is good financial information. No 
amount of cash planning or budgeting or even aoplication of costing principles 
will be effective if accounting records are not in order. Historical records 
must be established as the basis of future business decisions. A simplified 
bookkeeping system will serve the purpose as long as there is a commitment of 
management to enforce and use the system. 
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Any business, large or small, should maintain an efficient record keeping system. 
All business transactions should be recorded in full and on paper. Many 
businesses fail because of inadequate record keeping. A business may have an 
excellent product, a high sales volume and a good profit margin but, without 
proper records, it may be operating blindly and its chance of success becomes 
limited. 

WHY KEEP RECORDS? 

A question often asked by a small business owner is: "Why do I have to keep 
records?" 

There are at least six reasons why record keeping is important in the small 
enterprise. 

1. The law requires that some forms of records be kept by all businesses. 

2. In times of keen competition, rising costs and increasing taxes, there can be 
no alternative to good record keeping. Every business must keep accurate and 
adequate records for successful operation. 

3. There must be complete accounting of all busir!ebs t;-ansactions for the modern 
small enterprise to efficiently handle purchases and sales, inventory cJntro1, 
credit and collection, depreciation, expense control, personnel and reports 
required by law and other aspects of business management. 

4. Adequate records can provide answersto the following questions: 

a. How much profit is the business earning? 

b. How much is the business worth? 

C. How much do credit customers owe the business? 

d. How much does the business owe its creditors? 

e. How much tax should the business pay? 

5. Good records aid income tax reporting through a number of ways. 

a. For determining income 

As an entrepreneur, you are required to keep permanent records, including 
inventories, to establish the amount of your gross income, expenses, deductions, 
credits, etc. As a taxpayer, you have to carry the burden of proof in order to 
justify your income tax return. 
well-kept records! 

And what better proof to show than substantial, 

b. For reducing tax liability and avoiding penalties 

Good records make possible reduced tax liability a perfectly viable goal if 
arrived at by legal menas. You can arrange your business affairs in such a way 
that your taxes are kept as low as possible. This is what is known as tix 
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avoidance. Lawyers cdn help you apply the provisions of the tax code in such a 
way as to reduce your tax liability.Butif he does not keep adequate records you 
may not be able to defend your income tax return successfully upon audit or 
reassessment. 

Since income tax is a major item a+ will probably involve thousands of dollars, 
here are some tips on how to save on taxes. 

. Record all kinds of business expenses incurred during the year. The accounting 
principle underlying this proposition is that the business unit should be 
treated as a separate entity from the entrepreneur. Therefore; it is 
permissible for you and any member of your family who devotes time in running 
the business to collect salaries as regular employees. The entrepreneur can 
also charge rent if the business is located at his residence. 

Be sure to keep a correct recording and costing of inventories. The inventory 
of merchandise at the end of the accounting period affects the net income 
subject to tax and an overstatement of inventories will overstate net income 
and vice-versa. Bad debts and depreciation are also deducted from gross 
income. 

C. For better management 

Items on the income tax returns, when written on a chart, can be a measure of 
determining yearly progress or decline. 

For small entrepreneurs, the usefulness of understanding records and documents 
cannot be overemphasized. Unfortunately, the average small businessman has a 
narrow and short-run view of his business. And this cockeyed perspective has kept 
him from trying to understand his financial records and documents, continuously 
alienating him from the real performance of his business. Fordexample, just to 
save on taxes, he will fully relegate the functions of preparing the financial 
statements to a part-time accountant. The accountant generates a statement which 
shows losses rather than gains (what really happened), thus saving the business 
some cash in the short run. When this same businessman will attempt to borrow 
long-term funds for expansion purposes, he may not be able to explain why he is 
consistently losing and how he manages to survive at the same time. Furthermore, 
if he is operating in a very competitiv e market, he may not be able to pull the 
right cost items down so as to maintain his profit margins. 

6. Proper use of good records helps the small entrepreneurs in the decision- 
making process. 

As earlier mentioned, financial statements reflect the overall performance of the 
firm during the previous years. It is these basic instruments which will permit 
the management-conscious small entrepreneurs to evaluate managerial effectiveness. 

Comparison of figures on net sales and expenses like advertising, travelling, bad 
debts, salaries and wages and rental for the last five years will indicate any 
particular cost which is out of line or which shows undue variations from year to 
war i .J --- 
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The role of the accountarhk is to provide and interpret financial information to 
you who is the entrepreneur and decision-maker. Thus, for example, in acquiring 
fixed assets, the accountant's report should qive a definite answer as to whether 
the proposed investment is viable or not. 

Reports should be user-oriented, that is, governed by the needs of the entrepreneur 
rather than those of the accountants. They should be clear, concise and relevant 
and should identify important problerr areas and highlight the more important 
information. 

WHAT RECORDS TO KEEP 

As previously mentioned, financial information is necessary to make a sound and 
effective decision. The required information must be available at the right time 
and produced at the least cost possible. A set of books of accounts are usually 
maintained where day to day financial transactions are entered. Financial reports 
are then based on these records. 

Before any attempt is made at designing a set of bookkeeping records, the entre- 
preneur must discuss the information needs with his bookkeeper or accountant. 
If the primary intentions are to measure profit or loss for the period and the 
valuation of assets, liabilities and ownership at the end of the period, the 
following sets of books may be necessary: 

1. Cash treceip& and tibumczmn& book - Day to day transactions involving 
cash outflow and inflow are recorded in this book. Important information 
furnished by this record include the balance of cash on hand and in bank, total 
collections on account sales or cash sales, amount of cash purchases, amount of 
daily expenses and other non-recurring cash outflow and inflows. 

2. S&eb trecotd - All transactions pertaining to sales whether in cash or 
account are contained in this record. A daily check on this record will inform 
the entrepreneur as to the amount of sales made, thus indicating the trend of 
overall business performance. 

3. Pw~chabe book - Payment and acquisition of raw materials are recorded in 
this book of account on a daily basis. 

4. Genetrae higu~ - This book is used by the bookkeeper to summarize the 
financial transactions entered in the preceding books of accounts. Financial 
statements (the profit and loss statement and the balance sheet) are derived 
from this record. Instead of going through the different books of accounts, 
the entrepreneur could look into this record for the balances of income, 
expenses, assets, liabilities and the ownership. 

5. Genwud joutmnu.t - In addition to the first three books of accounts, some 
bookkeepers maintain a general journal for transactions which are not encountered 
daily such as sale of assets, adjusting entries (to correct erroneous ones or to 
update accounts), closing entries (income and expenses are measured at the close 
of the fiscal or calendar year), and balance transfered to the capital account. 
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To support recorded transactions in these books9 the entrepreneur must also 
maintain a checking account or any kind of bank account to determine the deposits 
and withdrawals for the period, vouchers to support payment of goods or services, 
payrolls to support payment of labourand wages, cash receipts and provisional 
receipts to support collection on sales and other cash receipts, delivery and 
purchase orders. 

Finally, to set this recording system, the entrepreneur is advised to see an 
accountant or hire a bookkeeper. The rewards from having a good set of records 
will more than compensate for the investments made. 

FZNANCZAL STATEMENTS 

The financial statements are the means of conveying to you, your managers, if any, 
and interested outsiders a concise picture of the profitabiiity and financial 
condition of your business. Since these statements are, in a sense, the end 
product of the accounting process, the businessman must understand the content 
and meaning of financial statements in order to appreciate the purpose of the 
earlier steps in recording and classifying the business transactions. 

A b&cc 4hee.t and XXX componeti 

A balance sheet is a formal statement of financial position of the business that 
shows the assets, liabilities, and owner's equity in a classified manner and at a 
specific date. 

The balance sheet consists of two main sections, the "Assets" section and the 
"Liabilities and Owner's Equity" section which together represent the claims 
against the assets as shown in Exhibit 13. 

The balance sheet has the following components: 

1. Assets 

As you know, assets are things to value owned by the business and are normally 
classified as: current, fixed and other assets. 

CWUWX ad&et6 consist of cash and other assets that, in the normal course of 
operations, are expected to be converted into cash or consumed during the normal 
operating cycle of the business. The normal operating cycle is generally one 
year. Examples of current assets are cash, marketable securities, stocks of raw 
materials and prepaid expenses. 

F.&Ed a.~~2 are those acquired for long-term use and for physical use in the 
business. They appear in the balance sheet at cost minus depreciation. Fixed 
assets are treated as long-term costs, and the cost allocated by depreciation 
over the working life of the fixed assets. Land, building, plant, machinery, 
equipment, furniture and fixtures acquired for use are treated as fixed assets. 

Mh&Y iU4eX6 include patents, goodwiii, etc., which do not come within the above 
definitions. Goodwill is a hidden asset of the business because it represents the 
value and reputation that the business has gained through the years of its operation. 
Patents are legal rights to an invention. They are amortized over their working life. 
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Exhibit 13 

Balance Sheet 
As of December 31, 19 

ASSETS 

Current assets 
Cash 
Accounts receivable 
Inventory 
Prepaid expenses 

Fixed assets 
Machinery & equipment 

Other assets 
Goodwill 

LIABILITIES & OWNER'S EQiiITY 

Current liabilities 
Accounts payable 
Accrued liabilities 

Long term liabilities 
Mortgage bonds payable 

Owner's equity 
Capital 
Accumulated profits 
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2. Liabilities 

Liabilities are money owned for goods to suppliers, for expenses to creditors and 
for loans are called liabilities. In short, liabilities are claims by creditors 
against the assets of the business. They are classified into current and long- 
term. 

CLIIW.@ &ubWea are obligations which are reasonably expected to become due 
within the normal operating cycle of the business. Accounts payable and accrued 
liabilities are classified as current liabilities. 

Accounts payable is the total amount owed to trade creditors for merchandise, 
service or supplies. 

Accrued liability is a developing but not yet enforceable claim that is accumu- 
lating with the receipt of a service. It arises from the purchase of services 
which have been only partly performed at the time of accounting and hence are 
not yet billed or paid for. 

3. Owner's equity 

This refers to the interest of the entrepreneur in the assets of a business. 
The amount is changed every year as you put in additional investments, as you 
make withdrawals from the business, and by theadditionof the net profit for the 
year. 

The profit and ioss statement is a report that summarizes the revenue items, 
expense items and the difference between them, called net profit, for the 
accounting period. At the beginning and end of each accounting period, a balance 
sheet is normally prepared to show the financial picture of the business at each 
date. The changes in these two financial pictures are explained in the profit 
and loss statement. 

Unlike the balance sheet, no specific format is prescribed for a profit and loss 
statement. 

A condensed form however is illustrated in Exhibit 14. 

The following are the items in the profit and loss statement. 

1. Net sales 

The item "sales" include all sales of merchandise or services. Net sales is 
computed by subtracting sales discounts and salas returns and allowances from 
gross sales. 

2. Cost of sales 

The term "cost of sales" is the total price paid for the products sold during the 
accounting period plus in-transportation costs. Most small retail and wholesale 
businesses compute cost of goods sold (or cost of sales) by adding value of the 
goods purchased during the accounting period to the beginning inventory, and then 
subtracting the inventory on hand at the end of the accounting period. 
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Exhibit 14 

Profit and Loss Statement 
For the Year Ended December 31, 19 

Net sales 

Less cost of sales 

Gross profit 

Less operating expenses 

Dperating profit 

Less adn. & overhead expenses 

Net profit before tax 

,Less provision for income tax 

Net profit 

$ xxx 

xxx 

$ xxx 

xxx 

$ xxx 

xxx 

$ xxx 

xxx 

L xxx 
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3. Gross profit 

This refers to the difference between sales and cost of goods sold. Gross profit 
does not take into account the overhead expenses of the business. 

4. Selling expense 
I 

These are expenses incurred directly or indirectly in making sales. They include 
salaries of sales force, commissions, advertising expense and freight if goods are 
sold FOB-destination, etc. Shares of light, power , supplies and other expenses 
that contribute to the company's sales activities may also be charged to selling 
expense. In most small enterprises, 
charged to general expenses. 

however, such mixed expenses are usually 

5. General and administrative expenses 

Salaries of office personnel, supplies and other operating costs necessary to the 
overall administration of the business are included in this group of expenses. 

6. Net profit 

The net profit of the business is the final profit after matching and deducting 
all relevant costs and expenses for the accounting period. Net profit may be 
computed as follows: 

a. Gross profit less operating expenses (selling, administrative and general) 
equals the upWng ~a@ which is the profit from the normal business operations 
of the period. 

b. Operating profit less non-operating expenses such as interest, loss on sale 
of fixed assets, etc. equals pho&Lt bedohe aixxu. 

C. Profits before taxes, less provision for future income tax equals n&z pna#;t. 

As a small manufacturer who converts raw materials into finished goods, your 
method of accounting for cost of goods sold differs from that used by wholesalers 
and retailers. In manufacturing, raw materials inventories, goods in process 
inventories, direct labour and factory overhead, in addition to finished goods 
inventories are involved in the computation of the cost of goods sold. 

To avoid long and complicated profit and loss statements, it is suggested that 
yoo report the cost of goods manufactured separately. Exhibits 15 and 16 
illustrate a simplified Profit and Loss Statement and Statement of Cost of Goods 
Manufactured, respectively. 

The balance of accumulated profit earned but left in the business and not 
distributed to shareholders increases the owner's equity. Conversely, losses 
reduce the amount of accumulated profit. If losses and dividends exceed the 
profits, the balance of accumulated profit becomes a deficit which reduces 
owner's equity. 
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Exhibit 15 

Profit and Loss Statement 
For the Year Ended December 31, 19 

Sales 

Cost of goods solds 
Finished goods, beginning of year 
Add cost of goods manufactured 
Total cost of goods available for sale 
Less finished goods, end of year 

Gross profit from sales 

Selling and administrative expenses: 
Office supplies 
Salaries and wages 
Postage, telephone and telegraph 
Depreciation 
Rent 
Repairs and maintenance 
Light and water 
Social security 
Taxes and licences 
Provision for doubtful accounts 
Miscellaneous 

Net income from operations 

Other expenses 
Interest expense 

$ xxx 
xxx 
xxx 
xxx 

xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$ xxx 

xxx 

$ xxx 

xxx 

$ xxx 

xxx 

$ xxx Net income 
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Exhibit 16 

Statement of Cost of Goods Manufactured 
For the Year Ended December 31, I9 

Raw materials used 
Raw materials, beginning of year 
Add purchases 
Total available for use 
Less raw materials, end of year 

Raw materials used 

Direct labour 

Manufacturing overhead 
indirect materials 
Indirect labour 
Depreciation 
Rent 
Insurance 
*Repairs and maintenance 
Electricity, light and water 
Fdel and oil 
Social security 
Miscellaneous 

$ xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

Total manufacturing cost 

Work-in-process, beginning of year 

Goods-in-process, end of year 

Cost of goods manufactured 

$ xxx 
xxx 

B 
xxx 

.$ 

xxx 
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PITFALLS TO AVOID IN FINANCIAL MANAGEMENT 

As you have seen, financial management is a rather complex and crucial area in 
small enterprise management,involving as it does the understanding of various 
concepts, the use of diversetools and the maintenance of a number of records. 
As such, financial management has its pitfalls which you will want to watch-out 
against. 

Remember that you cannot absorb costly financial errors like large enterprises 
can. Therefore, you should know how to deal with the most common pitfalls. 

There are 14 financial pitfalls common to small companies,/ which have resulted 
in business failure:,. 

1. 1~~u&$&ient capa at: Rhe daiz& 06 .the bu&ned6. Initial capital, some 
which are needed for buying fixed assets and paying for supplies, salaries and 
merchandise, can be underestimated. In estimating capital needs, the following 
are often overlooked: 

a. Capital to cover the time between expenditure of money and collection of 
revenue. 

b. Money to cover the period for developing customers. 

C. Time to get the organization and its employees working. 

d. Time to implement ideas and produce quality products. 

e. Cash to buy supplies and equipment until credit is established. 

f. Fire, theft and other catastrophes that can affect the financia 
of the business. 

1 position 

In estimating your capital needs, (1) Base assumptions on facts, (2) Make room 
for miscalculations and unforeseen circumstances, and (3) Be conservative in 
estimating when and how much profit is expected. 

2. lnadequa.te cap.Ctat 40% g&o&h and expamion. Al 1 too often, a small 
enterprise fails because it expands too fast for its capital base. When the 
company contracts, it ends up in financial trouble. Growth in sales increases 
the need for financing. A manager who contemplates an expansion should first 
determine the amount needed and consider various alternatives. He may decide 
that it is better to grow at a slower pace by concentrating on major accounts 
and holding off expansion until enough funds are accumulated. 

3. Dependence on deb.t. A young lady once divulged a "most clever plan" for 
opening up her own shop by "borrowing money from the bank." Asked if she has 
savings to invest in the effort, she replied, “I don't want to risk my own 
money. I would rather use the bank's money." Although few small business 
owners are that naive, the anecdote underscore the misconceptions about debt. 

/Abdelsamad, et. al., 14 fAww.id P~@kQQ &ok Sm& khineRh . 
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There are two important things to remember about small industry financing. 
First, the high risk of failure makes lenders very careful about lending money 
to small enterprises. Second, interest on loans is determined by the risk 
involved. It is a fixed charge that must be paid on time and, when the 
principal comes due, arrangements have to be made for paying the debt without 
difficulty. 

4. Inadequate @nun& p1anniMg. Planning is crucial. But many small entre- 
preneurs do not attend to their financial future until a severe problem develops. 
Planning is important in deciding what the objectives are and how they can be 
achieved. A financial plan for raising the necessary funds should be developed 
in detail for one year and for another four years. 

5. inadequate c&i managemevzt. A key planning tool is the cash budget, which may 
be considered as a list of cash sources and disbursement items on a month-to-month 
basis. It estimates cash shortages or surpluses ahead, thus allowing the entre- 
preneur time to raise capital or find wa!s of investing excess funds. It is 
helpful in bank dealings, because it indicates the company's financial needs and 
ability to repay loans as they fall due. It also encourages "active budgeting" by 
providing a tool to determine any need to change th e timjng of cash receipts and 
disbursements. For example, a contemplated capital expenditure could be delayed 
until excess cash is available. 

6. Emphtiizing vo&me at the experzcle 06 ROZ. More volume does not automatically 
mean more profit. The name of the game is return on investment (ROI), which is 
margin times turnover. Margin is net profit per dollar of sales, and turnover 
is sales divided by assets. Sales at a price that does not cover all expenses 
and leave something for profit may be worse than less sales at adequate prices. 

7. Ove&ooking .the tik--&tin Anacieo{d. In any business, it is almostimpossible 
to avoid risk and get a high return at the same time. Usually, the more risk the 
more return you get and vice-versa. Good business practices improve the return 
your business earns at a given level of risk. 

8. Taking too much money ou;t aQ the btiine66. A small entrepreneur usually 
starts his venture with his own savings and those of his family and friends. 
The capital market is usually inaccessible to him. He has to sacrifice for a 
few years and take as little as possible out of his business if he wants to 
expand. Profit should be used as a cushion to improve his business or help 
survive a downturn in the economy. 

9. Con&sing ca,sh ukth nti income. "Where are all the profits we've made" 
and "tlow come we're short of cash?" are typical questions of small entrepreneurs. 
But profit seldom stays in cash form. Cash is used to buy inventory and to 
invest in fixed assets. Cash flow should be carefully watched to make sure funds 
are available to pay maturing debts and other obligations. 

10. lndequate bank htiOn4. Some small enterprises may not keep their bank 
informed of financial conditions and new developments. Bankers usually look 
favourably on entrepreneurs who inform them about the financial status of their 
firm. 

It pays to shop around for credit, too. While one banker may not grant a loan 
because of other opportunities, another may welcome the chance to develop a new 
customer. 
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Waiting till the last minute to ask for a loan extension may force a bank to 
grant it, but it also shows financial weakness as well as increases the risk of 
being turned down. 

11. MxmG2.j ti gflating ched.Lt. 
by selling to any customer. This is 

Some entrepreneurs believe profit can t;e made 

pays debts as they feel due. 
true only if the customer pays in cash or 

not pay their debts on time. 
But most people prefer to be on credit, and many do 

12. lnadqu.ate bLL&g &+0zm. Billings for services or products are usually 
slow in small enterprises. Often, the individual in charge of billing is also in 
charge of other activities. It is advisable to hire a part-time employee to work 
on the billings on a regular basis. 

i3. 1nadequa-k hating 06 puyabeeb. Regardless of size, every cash discount 
taken advantage of can amount to important savings. For example a 2% discount 
for payment within ten days, with full payment in 30 days, is in effect a 2% 
interest charge on using the money for an additional 20 days. This is effective 
interest rate of 36% per annum. Also, paying bills promptly indicates financial 
strength and improves the firm's credit rating. 

14. 1nadqua.Q accounting 6 y&m. An adequate accounting system is vital to any 
company, whatever its size. The system need not be complicated. It has only to 
provide a manager with enough information in order to know where he stands. 

The system should provide at least: 

a. A daily updated picture of the cash position. 

b. An accurate and up-to-date accounts receivable ledger. 

C. An up-to-date accounts payable ledger. 

-d. An adequate system of payables that identifies bills to be paid and 
assures payment on time and use of cash discounts. 

e. For manufacturers, an adequate system for getting cost data on units produced. 

f. Periodic accounting reports to show how the company has performed (about four 
times a year). 

You should be very careful in selecting an accounting firm. While a certi.fied 
public accountant can help in setting up a system, it is cheaper to hiro an 
accounting student or retired bookkeeper to do the records keeping on a part-time 
basis and let the accountant audit the books periodically and help with tax 
preparation. 

Indeed, good financial management enhances the chances for success in business. 
Some of the mistakes do not require complicated solutions, only some familiarity 
with bssic financial techniques. 
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CHAPTER VIII 

HOW TO ANALYZE YOUR SMALL ENTERPRISE 

The modm and &vt-aigtied bma,U! ent.tepxe!zewr pehiodicc&.ty 
ana.-tyze.t, ti bu&neu Ro eyL6wre that it LA in goud heaLth. 
Andy& -in euentid id She bwinons in to hwrvive and ghow. 
Thetre cVLe many methods 06 a&y&5. Tti chap$m d&cunati 
doti 06 ;thtie method..3, ~am&y: @tan&al! Wo ana.tyhi~; 
key-ptLab.&mb apptoack; b&e&--even anaLyh.xh; and qutitiontie 
guide. 

F.ifuwdd haLi analybih, which &udi~ Xhe &&anti 
bounclne*lb 06 the @tm, cvre 06 dowr ptintipat types : &~u.&L~Xy, 
&evehllge, a&ivay and pho#ZabiXSy htiOb. The key-phob&emh 
apptoach LA hued on majoh pho b&mb commotiy encountmed by 
AmaLt @a.m. Ewuk-even analybih LA tie&..& became Xhai poiti 
where pho&XabUy -- oh LohA -- beg& can in@uence the way 
The &Am .Ls managed. FhmU!y, the etiephenewr who WLVL.& to 
@obe into the con&ion 05 kin &&m, may amwen a atipXe 
quationnahe-guide which cove.~ the opWonal phanen 04 a 
nm& buclinun. 

In starting and managing your small enterprise, there will be a recurring need 
to analyze your firm: how it has performed, what problems beset it or are likely 
to beset it; and what to do about existing or anticipated problems and oppor- 
tunities. The mark of an effective entrepreneur is his ability to prevent a 
problem from turning into a crisis and to transform an opportunity into profits. 
And this ability is enhanced by periodically analyzing the performance and 
situation of the business. 

There are many methods of analyzing a business. This chapter will discuss four 
of the more common and simple methods of analyzing a business, namely: ~.inancid 
tratio analy.&&; key phob&mn approach; bheak-even anatyb.in; and quecltionna.i&e 
guide. 

FINANCIAL RATIO ANALYSIS 

As a small entrepreneur, you would want answers to the following questions: 

. Can the firm meet its current obligations? 

Is the firm heavily indebted? 

. Does it have too much investment on accounts receivable and/or inventory? 

. Does it earn a fair return on its investments? 

. How much is the worth of its assets? 
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The answers to these questions can be derived from an analysis of the financial 
statements of the firm. Remember that financial analysis has its advantages as 
well as limitations. One advantage of financial analysis is that it cari focus 
clearly on vital ratios as profits in terms of a percentage of sales or profits 
in terms of percentage of investment. Another advantage is that it is easy to 
apply. This assumes, of course, that relevant accounting data are available. 
A third advantage is that financial analysis provides information, like ratios 
measuring liquidity, profitability and solvency, in which a financing institu- 
tion is interested. 

Financial analysis, however, has three disadvantages. First, the feedback is 
slow. A firm's mistakes and problems can be detected by other means long 
before they are reflected in the financial statements. Second, financial ratios 
often reveal symptoms rather than causes. A difficult financial condition is 
often the result of management mistakes like misuse of funds or uncompetitive 
pricing. A third drawback is that financial analysis tends to focus on past 
events rather than on problems that lie ahead. Projections of financial trends 
can indicate future problems but the projections are based on past conditions 
which may radically change in the future. 

It is often helpful to relate financial data to each other in order to obtain 
ratios, which disclose more useful information that can be derived from the 
raw figures themselves. For example, to compare the amount of current assets 
on the balance sheet to the amount of current liabilities is more meaningful 
than simply to look at each amount without reference to the other. Current 
assets are frequently considered the major reservoir of funds for meeting 
current obligations. To illustrate, examples of financial data from a balance 
sheet ard an income statement are shown on Exhibits 1 and 2. 

MAJOR TYPES OF FTMNCIAL RATIOS 

There are four major types of financial ratios: .&qtidity, Levmage, activity 

and p&o,$XabUy ratios. 

L-Q.LLdity hacOd 

Liquidity ratios are those ratios which measure the firm's ability to meet its 
maturing short-term obligations. Generally, the first concern in financial 
analysis is liquidity. Although a full liquidity analysis requires the use of 
cash budgets, ratio and analysis provide a quick measure of liquidity by 
relating the amount of cash and other assets to the current liabilities. 

There are two commonly used liquidity ratios. 

1. Current ratio - The current ratio is computed by dividing current assets 
by current liabilities. Current assets include cash, marketable securities, 
accounts receivable and inventories; current liabilities consist of accounts 
Payable, short-term notes payable, accrued income taxes and other accrued 
expenses. The current ratio is one of the most commonly used indices of 
financial ctrength, since it indicates the extent to which the claims of short- 
term creditors are covered by assets that are expected to be converted into 
cash in a period corresponding to the maturity of the claims. 



ASSETS LIABILITIES AND EQUITY 

Current Assets: 

Cash 
Marketable securities 
Accounts receivables 
Inventories 

$ 40,000 
i20,OOO 
160,000 
240,000 

Total current assets $ 560,000 

Fixed Assets: 

Plant and Equipment $1,44O,OOO 
Less Depreciation 400,000 

Net Plant and Equipment 
1,040,000 

TOTAL ASSETS 

Exhibit 1 

ABC COMPANY 
Balance Sheet 

As of December 31, 1980 

Current Liabilities: 
Accounts payable 
Notes payable, 10% 
Accrued expenses 
Provisions for income tax 

Total current liabilities 

Long Term Liabilities: 

$ 48,000 
80,000 
8,000 

104,000 

$ 240,000 

First Mortgage, bonds, 8% $400,000 
Debentures, 106 160,000 

Total 560,000 

Equity: 

Common stock 
(48,000 shares) 

Accumulated profit 
$ 480,000 
32Q,COO 

Total equity 800,000 

Total Liabilities and Equity 



- 210 - 

Exhibit 2 

ABC COMPANY 
Profit and Loss Statement 

For the Year Ended December 31, 1980 

Net Sales 
Cost of goods sold 

Gross profit 

Less: operating expenses 
Selling 
General and Administrative 
Lease payment on office building 

Gross operating profit 
Depreciation 

Net operating profit 

Add: Other income 
Royalties 

Gross income before interest and tax 

Less: Other expenses 
Interest on notes payable 
Interest on first mortgage 
Interest on debentures 

Net profit before income tax 
Income tax * (at 40%) 

Net profit after income tax 

+: Assumption: Tax rate is 40% 

8 

$ 

17,600 
32,000 
22,400 

8,000 
32,000 
16,000 

$ 2,400,OOO 
2,044,ooo 

$ 356,000 

72,000 

284,000 
80,000 

204,000 

12,000 

216,000 

56,000 

160,000 
64,000 

rb g&mp 
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The calculation of the current ratio for ABC Company for the year ended 
shown below: 

1980 is 

Current Ratio = Current assets = $560,000 = 2.3 times 
Current liabilities 8240,OOO 

With a current ratio of 2.3, ABC Company could liquidate current assets at only 
43% of book value and still pay off current obligations in full. 

2. Quick ratio or acid test - This ratio is calculated by dividing current 
assets less inventories by current liabilities. Inventories are the least 
liquid of a firm's current assets and the assets on which losses are most 
likely to occur in the event of liquidation. It is a severe test of liquidity 
since it concentrates on strictly liquid assets. 

Quick ratio = Current Assets - Inventory = $320,000 = 1.3 times 
Current Liabilities pqmn 

Remember that if the marketable securities can be sold at par and the accounts 
receivables can be collected, the company can settle its obligations without 
selling inventory. 

Leuehag e Ratios 

Leverage ratios, which measure the extent to which the firm has been financed 
by debt is the second fundamental type of ratios. This ratio has a number of 
implications. First, creditors look at the equity to provide margin of safety. 
If owners have provided only a small proportion of the total financing, the 
risks of the enterprise are borne mainly by the creditors. Second, by raising 
funds through debt, owners gain the benefits of controlling the firm with a 
limited investment. Third, the firm may earn more on borrowed funds than it 
pays in interest. For example, if assets earn 14% and debt costs only 12%, 
there is a 2% differential accruing to the owner. In this case the leverage is 
favourable. However, if thereturnon assets goes down leverage is unfavourable 
because the cost of debt is more than what assets earn. 

Firms with low leverage ratios have less risk of loss when the economy is in a 
downturn and have lower expected returns when the economy booms. Conversely, 
firms with high leverage ratios may have high risk of losses and chance of 
earning big profits. Investors are reluctant to take risks even if the prospects 
high returns are desirable. Decisions about the use of leverage, then, must 
balance higher expected returns against increased risk. The three leverage 
ratios are presented below: 

1. Total debt to total assets - The ratio of total debt to total assets is 
called the de& &a, which measures the percentage of total funds provided by 
creditors. Debt includes current and long-term liabilities. Creditors prefer 
moderate debt ratios, since the lower the ratio, the greater the protection 
against creditors' losses in case of liquidation. In contrast, the owners may 
cho:jse high leverage either to magnify earnings or to maintain some degree of 
control of the firm. If the business venture is unsuccessful, only a moderate 
loss is incurred by the owners because their investment is small. 
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Debt ratio = total debt = B 800,000 = 50% 
total assets 1,600,OOO 

ABC Company's debt ratio is 50%; thi: neans that creditors have supplied half 
of the firm's total financing. The ( mpany may find it difficult to borrow 
additional funds without first raisir, its equity. Creditors would be 
reluctant to lend money to the firm. 

I 2. Times interest earned - This rati is determined by dividing earnings before 
interest and taxes by the interest ch -ges. The time in-interest-earned ratio 
measures the extent to which earnings zan fall without resulting in financial 
embarrassment tothe firm because of inability to pay annual interest costs. 
Failure to meet this obligation can lead to legal action by the creditors. 
Since income taxes are computed after interest expense is deducted, the ability 
to pay current interest is not affected by income taxes. 

Times interest earned = profit before taxes + interest charqes 
interest charges 

= $216,000 = 
56,000 

3.8 times 

ABC Company's interest charges consist of three payments totalling $56,000 
(See Exhibit 2). The firm's gross income is $216,000, so that the interest 
is covered 3.8 times. This ratio reinforces the conclusion based on the debt 
ratio that the company is likely to face some difficulties it if tries to 
borrow additional funds. 

3. Fixed charge coverage - This ratio is similar to the times-interest- 
earned ratio. But this should be preferred to the other when the company opts 
for a leasing scheme rather than an outri 
Fixed chahgen are interests plus annual 7 

ht purchase. 
ong-term lease obligations and the 

fixed charge coverage ratio is computed as follows: 

Fixed charge coverage = before profit taxes+ interest charges + 
lease obliqations * 

interest charges + lease obllgatlons 

= $160,000 + $56,000 + 22,400 
$ 56,000 f 22,400 

= $238,400 
g 

= 3.04 times 

-*Assuming that' lease obligations amounted to $22,403. 
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Again, the ratio of 3.04 indicates that the firm is weak and that the company is 
likely -to encounter some difficulties in borrowing additional funds. 

The ratios which measure how effectively the firm is using its resources are 
called activity -0~. These ratios compare the level of sales and the 
investmenT; in various asset accounts. There should be a p&apet~ balance 
between sales and the various asset accounts such as accounts receivable 
inventories, fixed assets and other assets. 

1. Inventory turnover- The inventory turnover is defined as sales divided 
by inventories. 

Inventory turnover = sales = $2,400,000 = 10 times 
inventory 240,000 

The turnover of 10 times indicates that the company does not hold excessive 
stocks on hand; these excess stocks are unproductive and represent an invest- 
ment with a zero return. The high inventory turnover also reinforces your 
faith as analyst in the current ratios. 

I 

In computing and analyzing the inventory turnover, two problems may arise. 
First, sales are valued at market prices while inventories are generally 
carried at cost. 
in place of sales 

It is, therefore, more appropriate to use cost of goods sold 
as the numerator of the formula. The second problem lies in 

the fact that sales occur over the entire year, whereas the inventory figure is 
accurate only at one point in time. In this case, it is better to use an average 
inventory which is computed by adding the beginning and ending inventories 
divided by 2. 

2. Average collection period. The average collection period, which is a 
measure of the accounts receivable turnover, is computed in two steps: 

a. Annual sales are divided by 360 to get the average daily sales; 
Receivables are divided by sales per day to get the average collection eriod. 
b. This is called the average collection period because it represents P he average 
length of time that the firm must wait after makinq a sale before it can collect I 
cash. 

Sales per day = $2,400,000 = $6,666 
360 

Average collection period =, receivables 
sales per day 

= $.160,000 
8 6,665 

= 24 days 



This ratio can be evaluated by comparing it with the terms on which the firm 
sells its goods. Assuming that ABC Company's sales terms is 20 days, the 24- 
day collection period indicate that customers, in general, don't pay their bills 
on time. 
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3. Fixed asset turnover - The ratio of sales to fixed assets measures the 
turnover of plant and equipment. 

Fixed asset turnover = sales 
net fixed assets 

= $2 400,000 
-f7mmmi 

= 2.3 times 

The ratio of 2.3 times indicates that the company is not using its fixed assets 
to its full capacity. 

4. Total assets turnover - This is the final activity ratio which measures 
the turnover of all the firm's assets. It calculated by dividing sales by total 
assets. 

Total assets turnover = sales 
total assets 

= $2,400,000 = 1.5 times 
$1,600,000 

The firm is not generating a sufficient volume of sales for the size of its asset 
investment. Sales should be increased, or utilized assets should be disposed of. 

Profitability is the net result of the company's objectives and policies. The 
profitability ratios measure the entrepreneur's overall effectiveness as shown 
by the returns generated on sales and investments. 

1. Profit margin on sales - This is determined by dividing net profit 
after taxes by sales. 

Profit margin = net profit after taxes 
sales 

= $ 96,000 = 4% 
$2,400,000 

The orofit margin indicates that the firm's sales prices are relat.ively low or 
that its costs are high or both. 



- 215 - 

2. Return on total assets - The ratio of net profit to total assets measures 
the returns on total investment in the firm, otherwise known as :he ROI. 

Return on total assets = net profit after taxes 
total assets 

= $ 96,000 = 6% 
91,600,OOO 

This low rate results from the low profit margin on sales and from the low 
turnover of total assets. 

3. Return on equity - The ratio of net profit after taxes to equity measures 
the rate of return on the owner's investment. 

Return on equity = net profit after taxes 
equity 

= $ 96,000 = 12% 
800,000 

Only half of ABC Company's assets is financed with equity, the other half is 
financed with debt. This means that the entire per cent return on assets goes 
to the common stockholders. 

USEFUL TZPS FOR FZNANCZAL ANALYSZS 

Finally, here are several pointers to keep in mind when making a financial 
analysis: 

1. Select data which are relevant to the analysis. The purpose of the 
evaluation gives clues to the nature of the ratios whicn will be helpful. 

2. Extend your analysis over several past periods, as well as the current period, 
to be able to observe any unusual trends. 

3. Concentrate on all variations from any applicable standard, such as industry 
data, especially if there is a consistent trend over a period of time, and try to 
analyze their causes by cross-checking with the ratios and raw data. 
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KEY PROBLEMS APPROACH 

The key-problems approach to analyzing your business is problem-oriented. Based 
on research studies and consultancy practice, the major problems commonly 
encountered by small firms will be described with suggestions on how to avoid 
or solve them. The problems will be classified according to the various 
functional areas of business management. 

MANAGEMENT ASPECTS 

la& 06 balanced managenide b/CL.& 

This is the principal reason and the root cause for most small business 
failures. This is not surprising because the small entrepreneur, who can 
ill-afford the services of specialists to assist him, assumes ali managerial 
functions which require a multiple of skills. The owner-manager, however, 
lacks the necessary skills to perform or supervise the tasks of marketing, 
production, accounting and personnel management. For example, a super salesman 
starting his own business may not have the ability to plan and coordinate 
production to meet commitments and customers' expectations. Or an accountant 
may not have the ability to understand his market or the personality to 
promote his products successfully. The lack of managerial skills may not be 
too much of a problem for the small firm with less than .five employees or for 
the self-employed person. But the problem becomes more acute as %he firm 
grows. 

The problem can be avoided or minimized in the following ways: 

1. You can postpone your decision to start your business until such time that 
you have acquired sufficient experience on the general management level and in 
the particular business you intend to enter. 

2. The skills that you lack can be provided by qualified employees, business 
partners or consultants. Everyone has his limitations and that includes you. 
But if YOU are smart, you can bring into your firm tile talents of many people. 
You need not fight the battle alone. 

3. You can acquire the necessary skills thru training offered by universities 
and other training institutions or thru on-the-job training in a small business. 

F-eta de&gate 

Many firms remain small because their growth is limited to what the owner can 
do himself. At the start,when the business is very small, it is appropriate 
that you take charge of all the operations. The need to deleqate occurs when 
the firm becomestoo large for one man to run but too small to afford a full team, 
of managers. The failure to delegate becomes apparent when you feel bogged 
down in details; when you start making costly mistakes you normally would not 
commit if you were not too busy. This inability to delegate is difficult to 
overcome because you naturally feel quite attached to your business. It is, 
so to speak, your'baby'and you may not like to share control over it with 
others. But if you want your business to survive, you simply must change 
your management style when the situation requires it. 
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Why should you delegate? Delegating multiplies your power -- you can do more 
things. It is a form of insurance -- business can run smoothly even when you 
have to be absent. Moreover, some employees become more motivated when they 
are given more responsibility. 

One way of avoiding this pitfall is to develop a strong second man, a top 
assistant. These guidelines can help you develop a good second man: 

1. Recruit one who has the qualifications and the potential to be your top 
assistant, You may need one who is strong where you are weak. Since hiring 
a too assistant is a key decision, consulting other people can help you make a 
good choice. 

2. Define clearly what your top assistant can do, share relevant information 
and skills, and get the other employees' cooperation. 

3. Give a trial period during which you delegate responsibility gradually 
and the top assistant can prove his ability to help you and the firm. 

4. Reward your top assistant adequately, perhaps, even to the extent of 
sharing the profits or the business with him. 

Taking too much out 06 the bw&um 

You are earning a living by managing your own business but resist the temptation 
to withdraw too much from the business for personal expenses. Exercise fiscal 
discipline especially in the first years and in difficult times. 

Few small firms can recover from a major setback. Your firm will have a better 
chance of weathering a crisis if you conserve your capital "for a rainy day." 
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Yes, too much success can create trouble for you. The sales of your products 
have exceeded your expectations and you decide to expand or diversify into other 
businesses. You later find out that you cannot duplicate your earlier successes. 
Before deciding whether or not to expand your business, first analyze the 
reasons why you were successful in the past. You may have succeeded because you 
or your men had the special knowledge or skills for your particular business. 
But you may not have the competence to expand into a new business or run a 
bigger-scale operation. Or you may have succeedednotbecauseofyourexpertise but 
simply because you were lucky , the timing was right or there was no competition. 
Simply stated, grow according to your ability, your resources and the external 
conditions affecting your firm. 

Too much success, instead of generating overconfidence,may encourage complacency. 
After years of struggle yfJUr business becomes established and you may tend to 
relax. You continue to depend on the same management skills, the same products 
and processes for future growth and profits. Before long you become uncompetitive 
and other firms encrcach on your market share. If you want to stay in business, 
you must realize that market conditions change very fast -- new firms are coming 
in and new products , materials, processes and machineries are being developed. 

From biology, we learn that the organism that can adjust to changes in its 
environment is the organism that will survive and grow. This also holds 
true for busirless organizations. 

L!ARKET ASPECTS 

Lack 06 cu4.i3m~-otien.Za2Xon 

Although you are managing your own business, you still have a boss, and that is 
your customer. Your success as a small enterprise manager depends greatly on 
how well you can satisfy ycur customer's needs. Focus your attention on what 
your customers need, not on what products or services you can make or provide. 

UnMegtied malrke;ting ac,tivLty 

Marketing, which was underscored earlier (see Chapter V), is not an isolated 
function. Any activity or decision regarding marketing is interrelated with 
other areas and functions within and outside the enterprise. 

Pependence on a 4.&g& rntik& 

Not a few projects have failed because of their excessive dependence un a single 
market. Some examples of these are companies who used to apply logging spare 
parts, or those who cater to the sugar industry. Still, we find companies which 
have folded up because their foreign buyers have suddenly rescinded their 
marketing agreemen%s , or have turned to other suppliers. 

It would be to your advantage to avoid "putting all your eggs in one basket". 
Rather, you should consider diversification and variety in your market. Flexibi- 
lity in business operations must also be a goal, if only to develop an c:bility 
to adjust to the ever-changing environment. Where an enterprise will have to be 
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promoted based on the demands of a single major industry, care must be exercised 
in assessing the prospects of such industry to be serviced, considering especially 
that your success will simply ride on the success of the industry being serviced. 
By the same token, a careful investigation of an ex&.&ve buyen is a must before 
an entrepreneur decides to commit his resources to a given undertaking. 

Competition 

A number of small firms have also failed because of the entry of competitors into 
a market which was initially considered "captive! It must be recognized that 
competition is encouraged inasmuch as it helps bring to the ultimate consumers 
better goods and services at more favourable terms/prices. Part of the viability 
of a business rests with its competitiveness and ability to sell its products in 
a competitive environment. 

Thus, in defining your product, it is important that you are able to pin down your 
competitive advantage and know how to capitalize and improve on it. Furthermore, 
a careful study of prospective competitors and how they will affect the business 
must be conducted, with the end in view to defining directions that the company 
must pursue to be competitive. 

Many enterprises that have ventured into new products have found themselves 
having to face the difficulties brought about by an unfamiliar market. 
Product quality requirements, trade practices and the changing demands of 
buyers are factors which have to be carefully studied before attempting to 
plunge into a new undertaking. Familiarity with the abaca market, for example, 
does not ensure familiarity with the rattan furniture market; neither does 
familiarity with the rattan furniture market ensure knowledge of the wooden 
furniture market. It is therefore important to look seriously into the various 
dimensions of the market (customer preferences, trade practices, sales terms, 
method of shipment, etc.) before any attempt to produce is made. 

TECHNICAL ASPECTS 

Pootr p.&mt location 

In a number of instances, plant location has played a critical role in the 
viability of new ventures. Locating too close to the labour or raw materials 
sources could sometimesmean moving too far from the market. And a business 
that relies too heavily on"walk-in'customers may soon find itself in an 
uncompetitive position. On the other hand, locating too close to the market 
may render raw materials too expensive due to freight expenses. You should 
therefore select your plant location carefully in relation to the critical 
inputs of your venture, such as labour, raw materials and power, as well as 
your market. Don't overlook transport facilities, where necessary. Consider 
zoning regulations, too, where such exist because the existence of such 
restrictions or laws could affect the smooth operations of your business. 
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Raw materials sho.tage refers not only to the total absence of raw materials, but 
alsotothe unavailability of raw materials in therightqualityand at sucheffective 
costs that would render the business viable. Considering that the entire pro- 
duction process takes off from the raw materials stage, you must carefully study 
the long-term availability of your raw materials requirements. In this age of 
constantly spiralling costs, it would be prudent to ensure that your company 
would have sufficient resources to allow for increases in raw materials costs. 
Corollarily, behaviour of materials prices could be analyzed to assess their 
long-term implications on the venture's viability. 

Problems labelled as"rad materials shortage'may be traced to the entrepreneur's 
lack of familiarity with procurement practices. This is especially evident in 
industries where quality materials are not so abundant that suppliers enjoy the 
advantage of being able to practically dictate the terms of the sale. Procure- 
ment of-good-quality rattan. poles, for example, often require that advance 

supplier. Without recognizing these 
appreciate the implications of such 
1 situation and the project's viabil 

payments-be made to-the middlemen or the 
realities, it would be very difficult to 
problems on the company's working capita 
and profitability as a whole. 

ity 

lnadequafe quality conho.t 

Quality control is one important aspect that is often overlooked in the 
production process. It must be noted that the competitive advantage of any 
product rests primarily on its quality, apart from other secondary factors 
such as price. This is even more significant for a company which caters to 
the discriminating export market. It should be noted that foreign buyers 
have a wide choice of supply sources and could therefore afford to be very 
selective, discriminating and quality-conscious. It would be best to be 
constantly aware of the preferences o? the buyer and be able to integrate 
them into the production process. 

FZNANC'IAL ANV ACCOUN-MNG ASPECTS 

Starting a business involves many risks and hardwork. It is not surprising then 
that an entrepreneur is often called an optimist. Optimists tend to under- 
estimate the time and money required to start a new business -- the time needed 
to develop a new product, organize the firm's resources and develop market 
acceptance. Schedulesslip, expenses exceed expectations and sales stagnate. The 
starting capital is depleted and operations slow down and perhaps grind to a halt. 

Prevention is better than cure and planning can avoid the problem of inadequate 
capital. Plan so that you can accurately estimate how much starting capital you 
need for land, buildings, machinery and equipment, materials and working capital, 
providing for safety margins to absorb cost overruns. It is advisable to have 
your plan checked or prepared by a knowledgeable person -- an accountant, a 
consultant or your banker, if you intend to borrow. 



Borrowing can sJlve your financing problems but it can also worsen your financial 
situation in some cases. For instance, if you are going to borrow at an effective 
interest rate of 18% a year and your net profit before interest is 15%, you may 
end up with a loss. If you are going to borrow a substantial amount, be reason- 
ably sure that your business will earn enough profits to cover interest charges 
and generate enough cash to meet amortization payments and sustain operations. 
A good project study will show if your plan to borrow is viabie. 

Paa& accouting ~eccmdh 

A UP ISSI study reveals that successful small business firms keep more complete 
accounting records than the unsuccessful small businesses. The connection between 
managing a successful business and keeping adequate accounting records seems 
obvious. A manager can seldom make sound decisions without adequate information. 
Without accounting records you cannot know what is your break-even selling price 
or sales volume, how much you should price your product, how much profit, if any, 
ycd are making, how safe is your cash position. Information may not always be 
complete but at ieast your decisions will not be based solely on plain guesswork 
and l~feel.1~ 
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You should hire a knowledgeable accountant on at least a part-time basis to set 
up a simple recording system to enable you to monitor sales, costs, gross margin, 
profit and loss, and cash situation. 

Too much capm -& 6ixed a~& 

One advantage of the small firm is its low overhead. But if youinvest too much 
of your capital on fixed assets -- land, building, machinery -- you are likely 
to lose this advantage. Moreover, the working capital available is lessened, 
impairing your flexibility to overcome a crisis or take advantage of an 
opportunity. 

You can avoid investing too much capital in fixed assets by: 

1. Leasing, instead of buying land, building, machinery and equipment 

2. Buying in installment 

3. Purchasing second-hand machinery and equipment if operations and the 
marketability of your product are not seriously affected 

4. Using labour instead of machinery for some operations 

5. Subcontracting part or all of the production requirements so that you will 
not need additional machinery and equipment 

6. Acquiring only fixed assets that are adequate to meet the requirements of the 
business. For instance, do not buy a 1,000 sq. m. lot if a 500 sq.m. lot will do; 
do not purchase machinery and equipment that can produce 10,000 units a year if 
your expected sales is only 5,000 units a year 

7. Making, instead of buying, equipment, furniture and fixtures. 

POOJL wted.4.t pmcR;iceA 

In your desire to generate more sales, you may tend to be too liberal in granting 
credit. In turn, some of your customers may take you for granted and delay pay- 
ment. You then find yourself having a hard time paying your own obligations to 
your employees , suppliers and creditors. The solution is proper credit control 
although this may be easier said than done. You should prefer cash-paying 
customers and be more selective in granting credit. Remember that business is 
business and you should collect even from friends and relatives. Monitor closely 
your customers whose accounts are due and promptly follow up these accounts 
especially the big ones. In granting credit, the rule of thumb is to have addi- 
tional capital equal to 45 days credit sales if you are giving customers 30 days 
to pay. 

Before granting credit, you must be able to answer these two questions positively: 
Do I have enough capital? Can I collect? 
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POOJL cash management 

Related ,to the last two problems is poor cash management. Any accountant will 
tell you that your business may show profit on paper but actually has little 
cash to sustain its operations. You may have attained your sales targets but if 
most of your sales are on credit, you dc not have additional capital and payments 
are delayed, then you have a cash crisis. 
cash to purchase additional inventory. 

Sales may be picking up but you lack 
You look for Fdditional credit but, as 

many businessmen have found out, no one is willing to lend you money when 
you desperately need P~Q~;+ b,\-UIL whereas credit was avaiiable when you didn't need it. 
The mark of a good manager is his ability to prevent a problem from becoming a 
crisis and this requires planning and foresight. The technique to use here is 
auh &&u ana.ty.td in which you project your cash flow for the coming months -- 
where the cash will come from, where the cash will be used, how much will be the 
cash balance and how much additional cash will be needed. 
need to conserve cash you may decide to keep 

If you anticipate a 
inventories to a minimum, seek 

suppliers who can provide credit, reduce credit sales, seek cash-paying customers, 
get purchase discount or limit investments in fixed assets. Your cash flow 
projections will become more accurate as you compare projected and actual cash 
flow and study the differences. A knowledgeable accountant can prepare a cash 
flow form suited to your needs. 

BREAK-EVEN ANALYSIS 

Break-even is that point where there is neither gain nor loss in your firm's 
operations; where total sales equals total costs. 
begins i-s vital. 

Where profitability (or loss) 
, it should have an important influence on the way in which you 

manage your enterprise. The planning you do and the decisions you make when 
the business is operating at a profit are likely to be different from those made 
when the business is in the red. If you can determine where you break 
even, you can get reasonably correct answers to such questions as: 

. If I change selling price, what happens to profits? 

. If I reduce costs or expenses, 

. At a given sales vo lume, what 

If I intend to earn 
to achieve my goal? 

a particu 1 

. What will happen to profit if 

-hire another employee? 
-use cheaper raw materials? 

how much more profit will I earn? 

will the profit be? 

ar amount of profit, how much should I sell 

I: 

-buy a more efficient machine? 
-discharge a key official? 
-grant a general wage increase? 
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COMPUTING FOR THE BREAK-EVEN 

To compute for break-even, one has to understand the behaviour of cost in 
relation to volume and time. 

Over a short period of time (one year or less) there are three types of costs 
in relation to volume: fixed cost, variable cost, and semi-variable cost. 

0.ha.t i.h ,$ixed COh$? 

Fixed costs are those costs that are incurred regardless of the volume. 

Examples of fixed costs are rent of the building, property insurance, 
depreciation (if based on straight-line method) and salary of management. 

Whether there is production or not you incur fixed costs. 

It must be noted that if the total fixed cost is divided by volume, the bigger 
the volume is, the smaller the unit cost becomes (see Exhibits 3 and 4). 

What ih vm&b& COhx? 

i on, Variable costs are these incurred in proportion to the volume. No product 
no cost. The more units produced, the more costs. 

The cost varies in relation to volume. 

It must be noted that if total variable cost is divided by the number of units, 
the unit variable cost remains the same (See Exhibit 5). Thus, if you know the 
unit variable cost and the volume, then you can get the total variable cost by 
multiplying the unit variable cost by the volume. 

Total VC = Unit VC x Volume (X) Equation 1 

Total VC = VC x X 

400 = 400 x 1 

Examples of variable costs include raw materials, fuel, depreciation, (based on 
operating hours) and compensation based on volume (e.g., piece or rate commission 
for salesman). 



Volume in No. 
of Units 

0 
1,000 
2,000 
3,000 
4,000 

- 
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Exhibit 3 

Total Fixed Cost 
( 500,000) 

500,000 
500,000 
500 ,000 
500,000 
500,000 

Unit Cost 

0 
500 
250 
167 
125 

Exhibit 4 

cost (000) 

1,000 _ 

750 - 

500 - Fixed Cost 

250 _ 

0 1,000 2,000 3,000 

Volume 



Volume in No. Total Variable Unit Variable 
of Units cost cost 

10: 
200 
300 
400 

Cost (8) 
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Exhibit 5 

0 
250 
500 
750 

1,000 

Exh it 6 

25: 
250 
250 
250 

Variable cost 

olume 
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What A hemi-vWb& COH? 

It is cost that changes with the change in volume but not in direct proportion 
(See Exhibits 7 and 8). 

Examples of semi-variable cost are certain supplies and transportation cos;. 

Exhibit 7 

Volume in No. Total Cost 
of Units Semi-Variable Cost 

: 
3 

200 200 
260 130 
280 70 

Exhibit 8 

Unit Cost 

Semi-variable cost 

FC 
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In order to facilitate the computation of the break-even point, however, 
costs are classified either as fixed or variable cost. 

By adding the total fixed cost and the total variable cost, you get the total cost. 

TC = TFC + TVC Equation 2 

Exhibit 9 

Total cost (TC) = 

Total variable cost (TVC) 

t 

Total fixed cost (TF~ 



Another aspect in computing for 

Total sales is obtained by mult 
price per unit. 

break-even is 

Total sales (TS) = 

TS = 

computing for 

iplying the volume (X) in un 

Selling price (P) x 
Volume (X) 

PXX 
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the total sales. 

its by the selling 

EquationT 

At break-even, total sales equals total cost. 

TS = TC Equation 4 

Therefore: at break-even: 

Selling price (P) x Volume (X) = Fixed cost (FC) t 
Variable cost (VC) 

PXX = TFC t TVC Equation 5 

PXX = TFC + (VC) (X) 

With the mathematical formula in Equation 5 you can compute for one unknown. 

Example 1. 

Suppose you would like to find out the Volume (X), at which the company breaks 
even, 

so: PXX = FC t vc 0) 

$500 x x = 500,000 t $250 (X) 

$500X - $250 X = 500,000 

$ 250 X = 500,000 

x = 500,000 

$250 

Break-even volume X = 2,000 units 
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To check: 

SPX x = FC + VC (X) 

$500 x 2,000 = 500,000 + 250 (2,000) 
1,000,000 = 500,000 t 500,000 
1,000,000 = ss===-i=== 1 000 000 

Break-even sales = 2,000 units x $500 (Selling price) = $~~Q_OO,OQO 

Exhibit 10 

j Sales 
cost 

(1000) 
1,250 

1,000 

750 

'500 

250 

0 

TC 

TVC 

TFC 

1,000 2,cIoo 3,000 
Volume 
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Suppose you do not know at what wee you should sell your product to break even: 

PXX = FC + VC (X) 

P x 2,000 (units) = 500,000 + $250 (2,000) 

SP 2,000 = 500,000 + 500,000 
2,000 SP = 1,000 ,GOO 

2,000 
P = $500 

To check: 500 x 2,000 = 500,000 2,000 + (250) 
1 ,ooo,ooo = 500,000 + 500,000 
1,000,000 x 1 ,ooo,ooo 

Examp& 3: 

Suppose you are able to treduce your ~$Lxed codt (FC) to $400,000 what till be 
the new break-even point? 

SP x x = FC + VC (x) 
500 x = 400,000 + 250 (X) 
500 x = 400,000 + 250X 

500 - 250 x 400,000 
250 X = 400,000 

X = 400,000 
250 

Break-even volume = 1,600 units 
BF units x (unit price) 

Break-even sales = 1,600 units x $500 = $800,000 



- 232 - 

Exhibit II 

cost 
(1000) 

1,000 

800 

600 
500 

400 

0 

1,000 2,000 3,000 4,000 

Volume 

Exampkk 4: 

Suppose you will be able to heduce utib& co& to $200, what will be the 
new break-even point? 

Selling price x volume = Fixed cost + Variable cost X Volume 

500 x x = 500,000 x 200x 
500x - 200x = 500,OGO 

300x = 500,000 
X = 5oo,ooc 

300 

Break-even volume X = 1,667 units 

Break-even sales = 1,667 x $500 = $833,500 



Sales 

cost ( 1000) 

833.3 

0 

Be 
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Exhibit 12 

1,667 
1,000 

Volume 

BE1 = Old Break-even 
BE2 = New Break-even 

/ 

TC 

, New TC 
/ 



Example 5 : 

Suppose you would 
new break-even vo 
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like to reduce the selling price to $400, what will be the 
llume? 

PXX = FC + VC (X) 
400 x x = 500,000 + 250 (Xl 

400x - 250 X = 500,000 
150 x = 500,000 

Break-even volume X = 3,333 in units 

Break-even sales = 3,333 x $400 = $1,333,200 

Exhibit 13 

Sales 
/ 

cost (1000) 

1000 2000 3000 4000 5000 

Volume 

sales 

BEI = Old Break-even 
BE2 = New Break-even 
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The exercise can be carried on, assuming various situations. 

From the examples given you can see that the profitability of the company 
is affected by changes in selling price, fixed cost, variable cost and the 
volume. 

The break-even analysis helps you see how these changes happen. 

THE CASH BREAK-El/EN POZNT 

A new way of using the break-even analysis is to look at the cab bmah-even 
p~h.t (CBEP). If all the transactiotis were on cash basis the profit break-even 
point and the cash break-even point would be the same. For most companies, 
however, this is not the case because not all transactions are on cash basis. 

Examples of non-cash transactions are depreciation, amortization of leasehold 
improvements and amortization of pre-operating expenses. 

The cash break-even point sales volume is used if cash flow is more critical 
than the profit picture. 

The firm must be able to determine the following items: 

1. unit canh variable cost (UCVC) 
2. totalcah variable cost (TCVC) 
3. sales volume (V) in units 
4. cash profit margin (CPM) 

unit selling price (P) 
2: total CCLE~~ fixed cost (TCFC) 

The formula for computing the cash break-even point is: 

ucvc = TCVC 
V 

CPM = P - UCVC 

Cash break-even point = TCFC 
CBEP (in units) CPM 

Example: 
Given: 4,000 units 

P = $500 
TCVC = $800,000 
TCFC = $400,000 
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Applying the formula: 

ucvc = $800,000 = $200 
4,000 

CPM = $500 - 200 = $300 

CBEP (in units) = 400,000 = 1,333 units 
300 

Thus, in order for the company to meet its cash needs, it must sell at least 
1,333 units. 

THE MULTZ-PRODUCT COMPANY 

A multi-product company can also use the break-even analysis. 

1. The first step is to identify the variable costs and fixed costs for 
each product. 

2. Then get a total of all the variable costs and the fixed cost. 

3. Get the total sales (actual or projected). 

4. The following is the formula to determine the break-even point sales 
volume (BEPsv): 

BEPSV = Total fixed cost 
Sales - Total variable cost ' Sales 

Exhibit 14 

Product Vzl 
b c d e f 

Units % 
(a x 4 (a'x f) 

h 

Selling Total % Variable Total Fixed 
price Sales cost vc cost 

A 4,000 
ii 

$loo 400,000 22 50 
B 3,000 

200,000 400,000 
250 750,000 41 100 

C 2,000 
300,000 400,000 

20 500 5 250 
D 

100,000 
1,000 

500,000 400,000 
10 600 600,000 32 300 - 300,000 400,000 

100,000 100 1,850,OOO 100 1,300,000 
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Based on the data in Exhibit 14, the break-even point would be: 

BEPSV = Total fixed cost 
Sales - Total variable cost ' Sales 

= 
$1 8508:::yooo - $1,300,000 

X $1,850,000 
I , 

= $1,344,950 

In order to get the break-even sales volume in dollars for each product, multiply 
the break-even point in sales volume with the percentage share of each product to 
total sales (See Exhibit 15). 

Exhibit 15 

Percentage Individual Individual 
Product Unit Share to break-even in break-even in 

SP total sales 

100% 1,344,95'3 

In order to get the break-even volume in unit for each product, divide the 
individual break-even in dollars by the unit selling price. 

As in the break-even analysis for a single product company, with the above 
formula, you can have different assumptions on the different variables and see 
the effect on the profitability of the company. 

In other words, with the above formula, you can see the effect on the profit- 
ability, if you change the selling price, fixed cost or variable cost. 



- 238 - 

LZMZTATZUNS 0F BREAK-EVEN ANALYSZS 

Although break-even analysis appears to be simple enough, it has some limitations, 
namely: 

1. Difficulty in classifying or identifying some costs as variable or fixed costs. 

2. Some costs do not move in a strai ht line as shown by the charts but more like 
a curve ( d ) or a stairway ( r+ I. 

3. In the break-even analysis, we change only one variable at a time (e.g.g price) 
and assume the other variables constant. In many cases, however, if we change one 
variable, like price, it might also affect the other variables, like volume, which 
in turn affect profitability. 

4. For a multi-product company, allocating cost common to all products may 
present a problem. 

5. The information input for break-even analysis are usually based on historical 
relationship. This relationship, however, may not be stable over time. 

6. Since the time horizon for break-even analysis is a short one, it is good only 
for short-time planning. 

Despite these limitations of break-even analysis, it can be a very useful tool 
for a manager, when properly used. 

QUESTIONNAIRE GUIDEL/ 

The guide is basically a series of questions encompassing the operational phases 
of a small business which Wiil enable you to analyze your business. The questions 
are broken down into the four functional areas of marketing, production, finance, 
and personnel organization. 

Accompanying each question are comments which do not supply definitive answers to 
the questions but provide a "reason why" for the questions and a direction for 
further study, when needed. 

The purpose of this guide is to highlight strengths and weaknesses in a firm's 
management policies and in their execution. It may be true that such strengths 
and weaknesses will show themselves eventually through a firm's financial 
statements. However, it is clearly useful to know them in advance. This self- 
analysis is designed to help you eliminate weaknesses and capitalize on the 
strengths. 

L/Adapted from Sm& BuAinebh Adm.&.&R;rra;tion, U.S.A. 
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This questionnaire is based on the following assumptions: 

1. There are broad, non-monetary principles of good management. 

2. When too many of these principles are not being followed, the financial 
picture of a firm is likely to suffer. 

3. It is possible to identify areas in a firm which are not well-managed and 
which, if unchanged, will impair the firm's financial structure. 

4. It is frequently possible to identify these problem areas sufficiently 
in advance. 

5. The present questionnaire can be used in indicating these areas. 

Answer the following questionnaire guide simply with a YU or a Na. 

PERSONNEL MANAGEMENT AND COMPANY ORGANTZATION 

1. . Do you find it hard to cope Yes No -- 
with key functional areas of 
management? 

. Does your company have a written 
organization chart? 

. Are all important activities 
adequately supervised? -- 

COMMENTS 

WLth the exception 06 $2zm~ with on@ ha&$-z-dozen oh no mployeen, we&L-managed 
cornpan& ua.aUy have dome ~OMII 06 ottganLza;tion cha%A. Wjthout ha.Zh&i bpeci&Lc 
Tim 06 &hohi;ty which cute de&&ted by buch a chcU, ovtipp.hg h~clpotuibi.kXy 
can ccue ine,(&ient LLcle 06 pehhonnel? oh othm h~oukm. ln adcktion, where 
no cti czad been made, .Lt may be did f;icuLt to pinpoint cuukin hebpon?sib.Ll!LGe. 
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Yes No - 
2. Do you encounter any of the following 
personnel problems? 

High turnover rate (number of 
personnel who left your firm 
in a given year) 

Absenteeism 

-- 

Relations between workers and 
management 

COMMENTS 

Good mana?emeti and good employee ne.laf(~ti go hand in hand. lrrayn Ro avoid thtie 
I2tobt5zm.s cnctude: a ciTea poL&y u.maLt~: in Wng, on absencefi; a good pay 
.incentivc ~clleme to encouhage good and dtinving employees to ntiy; and an 
cmpeoyee buggention ~q~.te.m -to ~;o!.Lcit vakk.able idead and ope~~aaXon.& navingcs, M 
we.U a~ .Lmpkove commutication channe.& i>etween management and lizbouh. 

3. Have you delegated as much authority 
and responsibility as possl"ble to key 
members of your staff? 

COMMENTS 

When you delegate authotity -to key membm 06 you/r Ha,(fi, you me &ee to do 
otheh impotiant 6uncLioti. The exa?nX to which you do ~5~2, oh come, depen& 
on the competence 06 yowr aupe~vi~o~. D&egaR;ion 05 atihotiy hehUt% a double 
p~LfLpocse: (a) ‘It taken you away (4om dtiai& and &YOWA you mohe time 6Oh 

ativ&en connected tith yowz company’6 management and ghowth; and !bl lf 
p4omo.W employee mode by giving gout subohdinaA# a chance to exehcibe .thcti 
LngenuiXy 504 Xheih own benedit and Xhat 06 Ahe company. 

4. Does each employe e clearly understanl his job? 

COMMENTS 

.- 

‘It in di66icuL.t to maintain e~6icienl CJ~XULAXOYLE, 4 each employee doti v?o;t know 
phetiely wha.t he and kin ,$&tow e.mpLoyecLs ahe csuppocled to do. Onty when the 
job& acre undenntood can a company maintain good employee h&&on. 
job p&even& wohk dupLiction. 

Knowing youh 

hhould be done. 
7-t phevetti employees @am neglecting wohk Thai 

lt ~3 h&p&l in phomo-t:‘ng ghowth in the job and in ditreting 
tie e66oti 06 dtinving emp,Coyea towcvzl-Y advancement &I YOWL organization. A.49 
Zhtie objetivu mean g&owXh in a well-rn, (zaged bLCne?sn. 

5. Does each individual in your company 
know who, if anyone, reports to him? 
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COMMENTS 

‘In genmde, it .LA dangehoud 6oh one individual to have mo4e Xhan t;ive 04 clix 

peop.Ce 4epoting ditrecX&j -to h&n. Once tkti numbeh ~2 exceeded, managing 
emp.l!oyeu may become Zoo uruuitidy, at Xhe expetie 06 max&um group e66iciency. 
When Lined 06 authoti.ty and 4enponkbtC-ty aRe tie&y known 20 a&? emp.toyee,s, 
each can do kin job mote e6,+ientty. ln w&-managed &timn, clatjeguti& agaiblnt 
m-te 06 human e6f;oti me jwt an LmpotinX a~ Aa6egua&& agaitit w-c&e 05 

matertiaen. 

6. Are you giving thought to the problem 
of what the organization of your company 
will be five years from now? 

Yes No - 

COMMENTS 

ln rnoclf phog&es&ve compatien, gtowth .i~ uppr~~oclt in the mindA of; the etieptre- 
neti. Gtowth impk?ie~ inJreacring need 6oh OhgfftiZtiOn. lack 06 thougti he.bfivC 

Xo .tti ptrobeem indicates Uhm a bad ~t,umption aboti yoti comqany’b &twre 
g&o&h 04 &ziluhe $0 coMnidm 15~2 6aCxOh. The ghotih-minded e&eplreneuh mubt 
&Lnk 06 fhe direction that h& company wiLf? atake. WLkY he expand kin phtieeM.t 
opehtionb 04 dive4bi{y? What Rype of; nu jobn wi&! he need a~ a MA&~ o 6 hip 
planned growth? The @wigtied ent4ep4eneuh mu.& a&,o couiden who .to de*xlop 
ah hia pocsaible 4~~~~404 UA -top man in the buninQcln. 

MARKETING 

1. Does your company systematically 
review present markets and investigate 
and develop new domestic and foreign 
markets? 

2. Does your company try to find out 
detailed market potentials for its 
products? 

3. Does your company continually appraise 
markets and customers to ascertain their 
relative profitability. 

4. Does your company know the degree of 
market coverage which it has attained for 
each product? 

5. Does your company periodically study 
and review the buying habits, preferences 
and needs of the various elements of its 
market? 



- 242 - 

COMMENTS 

To an incrrea&ng ex.tevr;t, we&?-managed @.m6 cute mating tiheh compkWe ask% 
6oaeuuti hevmal time-~ a yeah. 
management pkknvkng . 

The W~A ,jotrecaH ti the cohnehiltone 06 a&Z 
1-t ,~OUIA the bab.& 6oh phoduti.on pkZann.ing and con&ot, 

,504 dtienmining Xhe e&e& 06 h&-L&g and admitia%tive pkogm, and t;oh 
,$king the amount 06 aBLowab1e ovenhead. 

6. Are the following activities carried 
Yes No 

on as part of your company's marketing 
acti;ities? 

. Analyzing customer preferences? 

. Obtaining customer reactions to 
product specificat.ions and prices? 

Preparing and keeping accurate 
records of advertising budgets? 

. Testing the effectiveness of 
advertising? 

. Developing sales catalogs, display 
materials, printed matter, dealer 
support and other promotional aids? 

. Determining products to be sold? 

. Formulating selling plans? 

. Setting sales quotas? 

. Preparing price lists? 

. Setting performance standards? 

7. Are advertising and sales promotion materials 
and program closely coordinated with direct selling 
effort? 

8. Are continual comparisons made between your 
company's advertising and sales promotional programs 
and those of its competitors? 

COMMENTS 

Marrktig in&ud~ a&T the poLici~, ~&WA and op~~~LLoti which move phodu& oh 

MJLV~C~ to Xhe uM.ma.te wetr. The act&CtLen mentioned in ;thtie que~Lion~ tie 
Wed on by mo& well-managed companien - clome ~otvn&y; othm ~.VI~O~YMLUY. 
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PRODUCTTON Yes No - 

1. Do you regularly establish clear- 
cut output goals ana production schedules? 

2. Are regular and complete production 
reports made? 

COMMENTS 

wti0u.t tidy e~!n;tabtiking ou,tpu;t oab and ptodutin ~chedut~, Lt ~2 
imposbible .to keep cohfa ad Low M .t q migti okhenuLid e be. Mo6.t w&Qz-tu.n ii 
@m appem to rrecognize fkib bat-t and make p~ov.iXon &oh 4uch planning. 

3. Are specifications for your products 
worked out and agreed upon before you 
begin production? 

COMMENTS 

A poative. aznbweh to tti question .ind.ica.te~ a dwhabLe and neWAh~Y eddo& on 
youa pan/t to know wha.t cu&omettj wunt be&he h.?kki%g XCJ phoduce the pmdud. 
Such in,(otia.tiort in needed ato avoid deedyh, apoLkd wo& and gwm C&oma 
dihhcI.tiA &x&ion. Planned phoduct deve&opment &am the phodution h~:WI.dPo~ a 
a mean.5 06 a.hhting smooth Opehationb &I yOWL pkd. 

4. Does someone have the final responsi- 
bility for the quality of your products? 

COMMENTS 

A ftendewy 20 pass the buck and not to p&point hespon&Lb.U.iXy dot CUL&Z&I .I%.&+ 
on one Pmofl oh ghoup & a hign 04 weak management. TU phevent the O~V~OUA bad 
ebt$em ob Klidtipheai tL~ponhbi&ty, homeone shotid have tide hespovl6ibLf%y 
oven the Q-y 06 yowl p&oduti . 

5. Are delivery dates regularly met? 

COMMENTS 

Mews dtiveny daQ~ inaca,% among oatheh &i.ngh, the eageknebh 06 the OWVWL- 
mmgeh. ~3 hILtis&! kin Cf.a~omekh ah w&U a.b &A ability to do ho. 

5. Are your sales records regularly analyzed 
in order to obtain information which will help 
simplify production controls? 

COMMENTS 

Such an@&iA LA a he@e.ment which .LA ,jhequetiy dound in WC&Z-rrun ,j-itons, a&though 
a 6h mY be WAY huCWh&ik? ULithocLt cahn.ying on huch abtatyhti 60htdkZy. 
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7. Have break-even points been estimated 
for your company's operations? 

COMMENTS 

Sound p.tann&g LA p&cu.&&q imporrAant in well-managed cornpan&. To develop 
htz.atihtic, ~~ccescl&~L planning, you mwlt undatand ci5z.~~&y what in#?uence any 
,itwm-be oh declreabe in ceh;taivr openating da&o& -- vo&,me, heiY.ing pticti, 
vtioun opehating expeti~, and plant and equipment hacL&Gen - - W have on 
yo uh pho ,$&t . Some .4mpotLtarct eddeotn 06 th~ne hevehae ,$ac;toti can be demon&hated 
by ejtibtihing bkeak-even pain& (Oh vahy.ing h-if%U,%OM. lnchecLningkZy, we&T- 
managed hm& &GUM a&e making heL& e,jboh.& Xo abcw&ain aA .&a&t hough brzeah- 
even PO.&&. 

8. Is your cumpan 
something to educa e r 

continuously doing 
individual 

employees on how to reduce waste? 

COMMENTS 

Prratic&y a& manudactwing opetra;t;ioti have. hOtTIe ~a&&! in ma&X&, machine 
and men. 0pXLmu.m tie 06 aU Xhnee & fhe go& ofi a w&-managed pk?ati. Manu- 
~acUr,Lng COh$% can bc lowetred and pho&i.d can be inch&ah&d: (a) .i6 you know 
what mat-, machinti, and men ate bting wan&d; (b) ;A you ati cona%o& to 
heduce roan&; and (c) id you conduct Chaining phoghamh to &np.&?mev~X huch cotu?zol?~. 

FINANCE 

1. Do you experience decreasing gross 
profit margins? 

COMMENTS 

Ghobb pha&it A the hutio be,&ueen the co& oh phodution (rntieG.a& P&U &boa 
and ovenhead) to u-&. loweh ghohh phu@Z would h&!d?t .in tow,etr a&te.h-tax phoQi.X. 

Adequate ghohh ma&gin .x2 necenbcvry $0 cave,h 6ting and admi.ruAtiative expeti&% 
known a6 opmng pho&.t and @antiaL cha.hgu (intehent on bomowed rjundcll p.& 
a heahonablk a&x-&zx pho&i.X. De&tetiing ghoaa phoQL-t mahgi.n.h could be &aced 
to big h phiced a 6 inpti (matti& and labouh) , high pil,$e.mge 06 maXW, high 
tabout co&t due. to pOOh design and tow pticen due $0 compeLLtion. 

Mmgemeti clhoutd Look into putrchaning poL.Lcien, iMVeV&Vhy conixo~ and Luboua 
phoductiv~y and dind Xhe viab.tee me.ati to iYEhe.abe cjh0.M mahgim. 

2. Do you consider the return on your 
investment acceptable? 
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COMMENTS 

When you tie yoti own dundd in businebA opWoti, you expect hctu~ which 
AhoLLed not be lowa than what the banb would ,give you on tie d&pa&& oh 
other hhoti-iWm invedAmena2. 
to high co& a 6 botiowed bun&. 

tow mtwrti on YOWL inve&nent could be &aced 
76 th.i.6 *in -the ca6e, you hhouLd evaluate yowr 

howrcti 06 @ndh and heck cheupet dundb . High opUuz?Xng cob&, htz!&Xng and 
adm&i&&u&ive sxpenbeh M w&Y! ~16 phodution cod&s ahe immediate caubeb 06 Low 
hetwrnh . A detui-ted co&t an&yhA 06 opwLaLing a6 w&X a6 production cOhti could 
detwunke the uvrd&ytig catieb 06 demeaning pho&XabL4%y. 

3. Do you experience any of the following? Yes No 

. Ratio of cash plus accounts 
receivable is less than 1% 

. Growing accounts payable? 

. Inability to get supplier 

. Delayed payroll? 

. Growing accounts receivabl 

COMMENTS 

s credit 

e? 

A yes annwm Xo tnajotiy 06 thtie conditiovtd would i&-L&e pOOh k!-iquid..Lty. 
UndeQying caudeh 06 declining L.iqu&i.Sy may be pooh pho&XabLLL-ty, undue ov&h- 
btocluhg 06 inventotiti, 
by ownti avmpending 

unde,hcapLtaLized opehatior~ oh t.wvtmonab& uLi;thtiti 
on Qxed abhti and inadequate. crred.Lt and cok&tion policy, 

hUL&.iHg in high &ade account. 

A &ihhR &t&p to .!,okve pooh k?..iqtidLty ~2 to eva.&aie yoowt ched.iX and co.&!ection 
phocedwtti and impkmeti a mohe ~,j{ect.Lve dun& management to include the phe- 
WaXion 06 cab 610~ and capiakk? budgei. 

4. Do you experience difficulty in 
raising long-term capital? 

COMMENTS 

In addiLLon to you& ;rwn dun&. YOLJ ,t opmati wi,U keqtie bomawed dun& w.Lth 
Long-RUrm maXu&Lty to @.ance dixed ah&t acqu.SLion and a potion 06 wo&.in.g 
Captid he@hemeti. V.i~&&~Lty in ti&i.ng &ong-tenm capi&& could be ticed 
Xc youh inabLi%ty ;ta meti the co.lTa..tti hequinemnntn 06 .the bunk 01% yowt pooh 
tie&X naknding with Xhe bank. Youtr management capabi.&zXes may be ivz que&Lon 
whu. youh awn inv~&nent A Zoo Low compatred to the battltowd &u&s. In hptie 06 
you good cnedit atinding Oh hoLid cot.J!u.tti, you mighat be hcahed to de& with 
banb oh you may lack the nectinaany undehstinding 06 bomowing pticticen. 
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CHAPTER IX 

EXPANDING AND DIVERSIFYING THE ENTERPRISE 

The h& tmW~p)Lide hhadd be concaned no;t onLy wLth rntic 
huhviv~ bti a&o ti grrowth. To keep pace ulith .the 
dynamic economic env&~onmevLt and btiy compWve, the hm& 
manubactunw hhoued con&Ldeh oppotiniZies don .~pan&Lon, 
d.iveh&jicaCon on bo;th. Expanbion ivulica;ten an inu~wd e 0 6 
Zhe hame ptoduC;t fine, wkiee d..iv~i@a.Con imp.t%h mohe 
lthnn one phodutzt Line, mane Zhan one type 06 4fULViCeb 065ehed, 
tnohe Xhan one Xype 06 mankting channd oh va.&.Loud combinaf.Lonb 
04 ;thtide and oiheh a.Uertna;tiveb. 

ChOOhing b&een fiede Auo ghotih paktehti WAXY depend on the 
pUvCt%g covuLiXio~ in an evuk~pti e and 42th envtionmeti. 
The avaLtabd!Aty 06 h~owiced, manpowm, &&ancing and 
dac.i.kXeb may hmVe a6 an index in h&?Ci%vlg tie. highA 
apptloach. Tkib Lh tihm c&iCCae in a hm& @m ah Ahe 
e.n.&q&enu udua.Uy has a VWJLOW petLcepaXon 06 kin own 
buAine-hh p&he. IX Lb ,idd, thehe,johe, to heck the advice 
06 +tCnduhM- conhtiti &om the govehnment Oh 6hom a 
)Y~&~tie ghoup. 

Nothing is constant except change. This is a truism that is more pertinent 
today than ever before. To survive and grow in business, a small enterprise 
has to be flexible and adaptable to the constantly changing needs of its 
environment. The more dynamic the environment, the more difficult it is for an 
organization to identify and implement the changes it needs to keep pace with. 

Managing a growing enterprise requires a fine coordination of people and 
systems. Like an organism, it has to be nourished and cultivated so that it 
will survive and grow. Survival in the business world is a feat in itself. 
Growing, of course, takes even greater effort. 

This chapter is intended to provide the small entrepreneur with useful 
information which would serve as a guide in coping with the changes taking place 
in his environment. Specifically, this chapter will define growth as it relates 
to the small enterprise, identify the indicators of growth, describe the basic 
growth pattern and suggests possible approaches to business expansion and/or 
diversification. 
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WHAT IS GROWTH? 

Which entrepreneur does not dream of growing ? And you are not an exception. 
Your desire for growth is deeply rooted on your need to achieve and to compete 
with others as well as with yourself. In a sense, therefore, growth, is a 
measure of how much you want to achieve. In the process of growing, you will 
try to reap profits from and flow back into the business whatever you have 
accumulated. You will continuously try to capture a bigger share of the 
market. And when you see an opportunity to prove yourself in other product 
or service lines, then why shouldn't you take it? 

Growth may be defined simply as an act or process of growing. An enterprise 
is said to be growing when it adds or develops a new product or service to its 
existing line in order to penetrate previously untapped market or when it 
extends its present facilities and improve its production system to be able to 
produce more, eventuallv enlarqinq its market scope. The basic qrowth patterns 
are divmiX&$ion. exbawion- or both. This concept of growth will be'the 
basis of the succeeding'discussions. 

As a small entrepreneur, you will be concerned w 
to grow and how to go about it. The question of 
if you are aware of the various factors that ind 
of growth in a small enterprise are: 

1. When market share is maintained or increased 
marketing efforts. 

2. When seasonal fluctuation is not a factor of 

3. When there is an increase in net earnings. 

th two basic questions: When 
when to grow can be answered 
tate growth. Some manifestat 

without additional 

ions 

sales and production. 

4. When new product line is produced without necessarily increas 
manufacturing facilities. 

ing 

5. When there are positive results based on financial indicators 
fast turn-over, reduced debt/equity ratios, sales increase, less 
receivables, etc. 

, like 

6. When there is a continuing and growing interest among investors. 

The existence of some or all of these manifestations in your enterprise not only 
indicates sound performance but also signifies that it is time to grow. However9 
you should be cautioned that growth requires careful planning and deliberation. 

THE MECHANICS OF GROWING 

As mentioned earlier in this chapter, the two basic growth patterns are 
diversification and expansion. 
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Diversification is defined as a product - market oriented approach to growth. 
This means that an enterprise adds or develops a new product line to its 
existing products and penetrates previously untapped markets. 

Advantages/disadvantages 

Some of the advantages offered by diversification are: 

1. Diminishes the adverse effect of cyclical variation. 

2. Increases potential customers by adding a new line of product. 

3. Offsets the effects of seasonal variation. 

4. Stimulates business with small additional investment and overhead. 

Diversification provides a broader operating base from which to meet competition. 
It enables a small business to withstand the changing economic conditions in 
which it operates. 
a single line. 

And, it can help to avoid the risks of too much reliance on 

Ricemill Feedmill Piggery Slaughterhouse 

Although it offers many advantages, there are also certain disadvantages involved 
in the process of diversificaticn. These include: 

1. Dilutes of managerial ability. 

There is a tendency to lessen management efficiency because of too much pressure 
from the various product lines. Hiring of additional management personnel will 
diminish the danger but will reduce as well the proportion of profits. 

2. Creates new problems rather than solves existing ones 

This danger may be clearly described with the following example. 

Mr. Lim has been managing a small retail furniture store for the last five years. 
Recently he was alarmed to find out that his sales and profits were declining 
even as competing stores managed to stabilize, if not grow. As a solution, he 
added electrical appliances to his furniture line. At the start, total sales 
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and profits did increase. 
sales continued to diminish 

However, when the appliance sales stabilized, total 

furniture sales. 
primarily because of a continuing decline in 

As it turned out, the diversification move designed to offset 
an existing problem, actually aggravated the situation by creating new problems 
of its own. 

Generally, the desire to diversify is attributed to both externa 
factorswhichdirectly affect the operation of a company. 

1. External factors 

a. Intense competition 

Because of stiff competition, a company can no longer market 
product profitably and looks for a new one in order to stay in 

and internal 

its exist 
business 

ing 
. 

For example, a small shoe factory that specialized in hand-made shoes 
competing with a big-name shoe manufacturer can diversify into the production 
of belts and handbags. 

b. Technological breakthrough 

Technology is a very dynamic field. Because of constant changes, a need 
currently being served by a product is suddenly eliminated. For example, the 
production and sale of sliderules is phased out due to the introduction of 
electronic calculators. 

C. Spreading the risk over or tapping of opportunities offered by 
several industry sectors 

This may be summed up in the old saying: "Don't put all your eggs in one basket." 
For example, a trucking company catering to grains, bottling and shipping 
company can diversify into the towing requirement of the autsmobile industry. 

d. Government/legal restrictions and considerations 

When a government authority or instrumentality prohibits certain business 
practices in the wider interest of social welfare or economic development, 
a concerned enterprise can start looking for alternatives. The ban on the 
export of forest products to preserve natural resources, for instance, forces 
a tradingentrepreneur to go into the manufacture of these forest products. 
A concrete example is the manufacture of cane furniture. 

e. The need to be represented in growth markets and the growth sectors 

Favourable market demand for a certain product encourages producers to diversify. 
For example, a boom in the wooden toys export market induces an existing wood- 
working shop which is in the handicraft line to enter into and be represented in 
that growth market sector. 
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f. Change in trends and fashion 

These changes, predominant in the "fashion glamour" 
dealing in garments and accessories, also app 
furniture, etc. Example: The sudden disappearance 
the entry of the jeans. 

industries, such as those 
lies to cars, houses, 
of double-knit pants and- 

9. Lessening the effects of the business cycle 

The seasonality of demand for a certain product compels the entrepreneur to add 
others into the product line. Example: A garment firm producing sweaters may 
venture into sportswear to offset the highly seasonal sales of sweaters during 
cold months. 

2. Internal factors 

a. Original products losing out to substitute products 

In time, the substitute products may turn out to be more saleable than the 
original product. Paint manufacturers, for instance, observe a fast declining 
sales of indoor and outdoor paints due to the gaining acceptance of wall paper 
and natural look finish of out-door walls such as the sandblasting finish and 
the synthetic adobe finish. Consequently, paint manufacturers are forced to 
improve the quaiity of paints and to develop new markets. 

b. Reclining or utilizing by-products and waste materials 

In order to maximize production output,by-products and wastes produced in vast 
quantity are reprocessed or recycled. For example, rice mill with plenty of 
by-products in the form of rice hulls from its rice milling operations, can go 
into the production of hollow blocks utilizing rice hull as a raw material, or 
into the production of animal feeds utilizing rice bran, another by-product of 
rice-milling operation. 

Further example is a garment factory that decides to manufacture pot holders, 
doormats, and stuffed toys out of excess trimmings from the garment production. 

C. Gap in the product range 

A company realizes that a gap in its current product range exists and takes steps 
to fill it. For example, a firm engaged in the production of food condiments 
such as fish sauce, vinegar and soy sauce realizes it has to manufacture tomato 
or banana catsup. 

d. Complementary products 

A company sees an opportunity in the manufacture of products complementary to the 
one currently being produced, In the Philippines, for example, many metalworking 
shops tapped by car manufacturers under the progressive car manufacturing 
incentives program to produce spare parts of cars are already manu- 
facturing products complementary to those subcontracted to them. 
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e. Maximizing production capacity, production affinity, research and 
development strengths and marketing affinity 

A company makes up for its weaknesses and exploits its strengths by making full 
use of its production capacity, production affinity and marketing affinity or 
relationship. 

Production affinities include those production related strengths which the firm 
can exploit like: available technical/scientific expertise and skills, multi- 
purpose production facilities/machineries and equipment, strengths in research 
and development, materials which can be made into different products and 
reliability of raw material supplies. For instance, a company engaged in the 
fabrication of stainless kitchen equipment for the restaurant and hotel markets 
may diversify into the production of stainless kitchen equipment (portable) for 
the middle and high-income group household market. 

Marketing affinites on the other hand, refer to marketing mix strengths like 
well-dispersed channels of distribution, a popular brand image, unutilized 
sales force or marketing staff and strong and widely dispersed advertising and 
promotional programs. For example, a small-scale plastic games manufacturer, 
supported by an established distribution channel consisting of practically all 
bookstores throughout the country, diversifies into the production of paper 
clips, stationeries and stuffed toys. 

The above mentioned reasons for product diversification seldom occur singly. 
They are ir fact so closely interrelated that one factor may cause another. 
If the examples given seem simple and easy, do not be deceived. In reality, 
a decision to diversify is the result of a long and often tedious process. 

Techniqueb 06 divmi&.Lng 

Principal diversification techniques, mainly relate to: 

1. Product manufactured 

By offering new product lines to a previously unattended market is a diversifi- 
cation technique. For example, since snow tires havemade inroads on tire chains, 
the chain manufacturer turns to other types of chains. 

2. Service offered 

New services are added to original services offered to clients and customers. 
For instance, a boatyard provides repair and drydock equipment designed to 
attract more customers. 

3. Completing the product and/or service line 

New products or services are added to make a full-line available. Thus, a 
phonograph records manufacturer may not only make a complete line of supplies 
but may offer repair service on record players as well. 
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The paduct d.ivcst&i&&.ion pttocens 

The following steps do no 
f 
answer precisely your problem on how to diversify 

your product or products.--/ Rather, they provide guidelines which will help you 
make a decision and formulate a strategy relating to product diversification. 

1. Product idea generation 

Even at this stage, you are already faced with a new-product development 
problem. At the same time that you are aware of your reasons and motivations 
to diversify, you may have to deal with equally compelling negative 
considerations such as: 

a. To develop new products and diversify is quite expensive. 

b. Most product ideas that go into product development never reach the market. 

C. Many of the products that do reach the market are not successful. 

Do not let these negative factors dampen your enthusiasm prematurely. Keep them 
in mind, nevertheless,as you plan and deliberate on the diversification process. 

Among large and well-organized companies,product idea generation or gathering 
is handled by a group of product managers or product committee or some other 
"think tank." This group's principal function is to explore or generate new 
product concepts and ideas. As a small entrepreneur, however, you are your 
own principal "idea man." Of course, this usually limits the range and depth 
of ideas generated since your varied functions in managing the enterprise 
leave you little time for creative thinking. For this reason alone, it is not 
uncommon to see small and medium firms brashly imitating products of their 
competitors. 

It therefore, becomes necessary for you to organize the product idea generating 
process. Here are a few tips on how: 

a. Sources of new-product ideas 

Generally, new-product ideas come from such major sources as: customer/clients, 
competitors, company salesmen, and top management. But such other sources as 
the following have been found effective: 

. trade expositions, fairs and exhibits 

. scientific journals, magazines, brochures and other publications 

. foreign travels 

. trade associations/organizations 

L'Madroho, " How to diversify your products." 
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patent and copyright offices 

. distribution channels 

. ministries of ndustry/trade 

There are many other sources that can be cited, but it is useful to remember 
that ordinary people and commonplace 
imagination on a certain product. 

tilings you see everyday can spark your 

b. Idea-generating devices 

From among the sources mentioned, one can think of a variety of new-product 
ideas. The process of generating these new-product ideas require a combination 
of guts, inspiration, persoiration and method. Individuals have different 
methods of stimulating their own creativity and companies have developed their 
own. Here are a few tested ones./ 

. Organized group experiences are a very common method of acquiring ideas. 
Normally a brainstorming session is headed by a chairman who is chosen from 
among the group to allow an atmosphere ofcordialityand the least restraint. 
The objective here is to stimulate greater creativity and a free flow of ideas. 
Brainstorming can be structured or unstructured. 

. Forced relationships 

This technique depends primarily upon the listing of a lat of ideas and then 
considering each one in relation to every other one as a means of stimulating 
the idea-generation process. For example, a manufacturer of wooden furniture 
who is seeking new product ideas might list all separate items he manufactures 
like desks, chairs, tables and cabinets. Then he starts free-associating the 
relationship between a desk and a cabinet. This may lead him to visualize the 
possibility of designing bookshelves, room dividers and many other office and 
household furniture items. 

. Attribute listing 

This method involves the listing of attributes of a product and then modifying 
different attributes in the search for a new combination which will improve, if 
not totally redesign, the product. 

Chapter II, Exhibit 4 provides some useful guides in product-idea generation 
using the attribute listing device. 

Z'Kotler, Mmheting Manageme&, 202-205. 
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Structural analysis 

This method consists of selecting the most important asoects of a problem or 
need and then examining all the relationships among them. For example, the 
fuel crisis has indicated a need for a deLice that can be utilized by an ordinary 
housewife both for simple cooking and baking purposes, regardless of the type of 
fuel. One dimension of this problem is the Xqpe 06 cooking device to use. This 
suggests such possibilities as stove, range, oven, etc. The second dimension 
is the m&&m which lthe device& made 06. This suggests such possible materials 
as: stainless steel, aluminum, cast iron, enameled steel, clay, etc. The third 
dimension is the ,$.L~R heqtiemeti, suggesting such possible fuels as wood, 
electricity, charcoal, etc. These variables are then combined into a three- 
dimensional structure consisting of all listed attributes. The next step is to 
let the imagination flow on each cell or cube in the structure. Simply put, you 
are now ready to examine each interrelationship between and among these three 
dimensions. You will be surprised at the grea t variety of products that can 
be turned out from the structure. One such product is the multi-purpose cooker, 
now gaining in popularity among developing countries, which can be used for 
steaming, baking, fr,ying, etc. 

One will notice that in this idea-generating stage, the more product ideas that 
are brought about, the better. During this stage, quantity is the objective. 
Even the most unheard of or seemingly silly ideas are entertained. From here, 
these ideas are incubated or stored and later cut to pieces or screened. 

2. Screening 

The objectives of screening is to eliminate from further consideration those 
product ideas that are inconsistent with either company objectives or resources. 
The screening procedure varies from company to company depending on how 
sophisticated it is. Generally, larger firms have better and stricter screening 
procedures than smaller firms. Small entrepreneurs, on the other hand, tend to 
do the screening process right at the idea-generation stage. Another tendency 
among small firms is to use resource criteria as the predominant factor in their 
product diversification decisions. The screening process is also described in 
Chapter II. 

The above criteria, however, should not be applied rashly. You may not accept or 
reject a product idea without looking into its impact to the company as a whole. 
The need for an integrative means of evaluation and screening is, therefore, 
necessary. 

3. Business Analysis 

Business analysis occurs not only at this stage but throughout the whole develop- 
ment process as new information is accumulated about the prcduct or products and 
the market. 

The purpose of analysis is to make the necessary rough estimate or projection 
on the future sales, profits, and rate of return for the proposed new product. 

Various methods 'can be employed incarrying out the business analyses. Several 
analytical methods are described in some detail in Chapter VIII . 
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4. Product development 

A product idea that passes through the business analysis stage can now be 
turned over to the production department or the research and development unit. 
At this stage the idea is developed in "concrete" form. 

There are four steps involved in production development: engineering, consumer- 
preference testing, branding, and packaging. 

a. Engineering 

Engineering studies involve the design of the product and development of proto- 
types or models. The objective here is to come up with a prototype that would 
be trouble-free, economical to manufacture, and appealing to the customers. 
Among big firms, many versions and variations are tried before a satisfactory 
one is found. Smaller firms, however, lacking in research and development 
facilities, are often satisfied with one or two prototypes. You can avail of 
the services of appropriate research and development agencies of the government. 

Completed prototypes are subjected to rigid tests and trial runs before the 
products are introduced into the market. Product specifications are verified 
through appropriate government agencies like the food and drug regulating bodies, 
departments or bureaus of standards, etc. 

For your protection against prospective imitators, register your patents or 
copyright office,whichever is applicable. 

b. Consumer preference testing 

This test is normally carried out by manufacturers who are looking into the 
distribution of consumer preferences. There are different levels of a particular 
product attribute. Knowledge of this distribution becomes the basis for 
improving the prototype or for better product development. 

A manufacturer of candies for instance, may want to determine the best level of 
sweetness in an effort to improve his products. 

There are various methods of determining the distribution of consumer 
preferences. These include: oaired comparison, multiple choices and ranking 
procedures. Among smaii entrepreneurs, however, consumer preference is 
usually determined on the basis of experience, common knowledge and common 
sense. A small entrepreneur who desires to gain experience in more sophisti- 
cated testing techniques may seek the services of consultancy government 
malisting extension agencies or private consulting groups. 

C. Brand naming 

The objective of brand naming is to build a unique brand name that will be 
eventually identified with your product. 

Today, the small entrepreneur is increasingly convinced that use Jf brand name 
is vital in marketing his products. Supermarket shelves seldom, if ever, 
display oroducts without brands. There are, however, products that do not 
require brand names, like many intermediate products. 
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Some businessmen tend to name or brand their product after afavourite child or 
pet or his spouse. Others thoughtlessly pick out a brand name from "out of the 
blue." Still, others are more imaginative and take brand-naming quite seriously 
and devote much thought to it. 

Some marketing research firms have developed such elaborate name-research 
procedures as: 

Association sets What images come to mind? 

Learning tests How easily is the name pronounced? 

Memory tests How well is the name remembered? 

. Preference tests Which names are preferred? 

These tests are conducted to identify and isolate the desirable qualities, for 
a brand name. Commonly, a brand name should: 

Suggest benefits derived from the product. 

. Suggest product qualities. 

. Be easy to pronounce, recognize, and remember. Short names help. 

Should be distinctive. 

Again, to protect your interest as a manufacturer against possible imitations; 
brand names should be registered with the government body concerned. 

d. Packaging 

Developing the package for a new product is a joint concern of marketing and 
production collaborating with some technical specialists. In the Philippines 
for example the Design Center Philippines (DCP), extends free packaging design, 
services to small and medium industries. In Malaysia the government a cncy 
to approach is Standards and Industrial Research Institute of Malaysia 9 SIRIM). 

In developing the package, the following objectives and functions are taken 
into consideration: 

. Product protection and economy - A packaging design should be chosen that 
will protect the product during its shelf-life from the manufacturer to the 
distributor and end-user. It should be -of lowest possible cost without 
sacrificing other marketing objectives and considerations. 

Consumer convenience 
that are easy to open, 

- Always keep consumer comfort in mind. Packages 
handle, display, carry, etc., are often to be preferred. 

. Promotional value - The package should perform the following sales functions:' 
attract attention, describe the product's features, give the consumer confidence, 
and make a favourable over-all impression. It should support and reinforce the 
brand personality the company is trying to build. 
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5. Test-Marketing 

The most obvious reason why test marketing should be made is to determine the 
reaction of potential customers and distributors. The desirability and eventual 
sticcess of the product,as weii as of the marketing program,largely depend on test- 
marketing. 

The underlying benefits that can be derived from test-marketing are: 

Test marketing enhances your knowledge of potential production sales. it also 
enables you to pre-test or develop alternative marketing plans. The results of 
your test marketing may provide a basis for further product improvement as well 
as invaluable clues regarding distribution level problems. 

There are other strategic reasons for test-marketing, namely: 

a. To observe competitors' marketing behaviour/reaction in relation to the new 
product introduced; 

b. To determine strategic area (market segment) concentrations; and 

C. To gain richer understanding of product competitiveness and the proper 
marketing mix of your products. 

There are various questions that should be considered in test-marketing a 
product. These questions wil! help the businessman draw up his marketing test 
plan. 

a. How many test cities or localities should be used as test markets? Should 
test marketing be confined to nearby areas? Are these selected areas 
representative of the target market? Are the costsaffordable considering the 
company's financial resources? 

b. Have these specific cities/localities been identified by research 
organizations as ideal for market testing a particular product? 

C. Who are your respondents for the market testing? customers? distributors? 
Define each. 

d. How long should the test run last? How much should it cost? A test-run 
should be long enough to get the desired results and short enough to prevent 
competition from catching up. 

e. What data should be collected during the test? 

. Product-transport data: frequency of transport; shipping, hauling, etc.: 
volume of transport; changes in shipping schedules, 

. Store audit: repurchase period; frequency of purchase; sales performance; 
competitive product terms; 
comments. 

shelf life; observable buying habits; customers' 

. Buyer surveys: buyers' 
in usage, functions. etc. 

reaction/comments on quality, price, convenience 
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f. What actions should be taken after the test? 

Test results should be evaluated on the basis of the object ives and guide1 ines 
set by the management. In the eva 
economic environment from the time 
should be given due consideration. 
environment should be made to make 

uation process however, the changes on the 
of the launching to the time of evaluation, 
Also, a review on the general economic 

possible adjustments in the marketing plan. 

There are different methods of eva 
are many ways of screening product 

uating test marketing results just as there 
ideas. Whatever methods or techniques are 

employed, there are generally four possible actions after the tests to 
commercialize the product; to redesign or improve it; to improve the marketing 
mix; or to drop the product altogether. 

Rememberthat only a few groups of product require test marketing. These are 
mainly consumer products. Among small-scale enterprises, test marketing may be 
done but on a very limited scale because of the cost involved. In very small 
business operations, limited test marketing can be conducted among friends and 
relatives. However, the result may not be very accurate and reliable. 

6. Commercialization 

The product which passes through the test marketing criteria is ready to be 
commercialized. At this stage, all attributes of the product, including 
packaging, must be finalized. The marketing program should be finalized as 
well. 

The next step is to organize the necessary production requirements for 
commercial operations. Is there a need to purchase additional equipment, hire 
additionallabour, expand facilities? If so, should sub-contracting be 
resorted to? The easiest entry into commercialization is the consideration of 
a pre-need study on the production and marketing affinitiesof the company 
discussed earlier. 

From there, you can start the commercial manufacture of your product based on 
your sales forecast and corresponding schedules. 

Product entry strategy 

Depending upon the type of product and/or the feedback generated during the 
test marketing process, product entry to the market varies. 

Planned market entry involves a gradual entry of the product into the market. 
This often involves hitting first the primary market which might include the 
market nearest your production or business area. Then, the second and tertiary 
markets are penetrated. The expansion in the outlying areas is effected only 
after launching in the nearest and prime areas have been completed. This also 
involves the choice of utilizing first the wholesalers, before attempting to 
channel the product among retailers, who normally get their merchandise or 
products from wholesalers. 
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Still another approach under the planned market entry is the utilization of the 
direct selling approach. This can be accomplished by the use of salesmen or 
friends. The objective here is to introduce the product at a faster pace and 
to create a need frm arwrly -I--- the retailers and whoiesaiers to carry the product. 
This is a reverse method compared to the one discussed above. Instead of 
going to the wholesalers first, go to the users/customers directly. 

The "shot-gun" market entry involves a one-time national-scale market launching. 
This applies particularly to shorter life cycle of fad items. But this method 
involves a bigger investment and more manpower. This method involves the 
utilization of all possible channels at the same time as well as the use of 
salesmen. The objective here is to f?ood the market with the product to 
minifflize, if not prevent, competition. 

After the launching, there should be careful monitoring of the product's 
behaviour in terms of sales, profit contributions, and sales turn-over, over 
the product's life cycle. Then a thorough evaluation should be made for 
management to ..i~~termine if there is a need to up-date, modify, improve or other- 
wise innovate the product itself and/or the marketing strategy, 

Remember that this process repeats in cycle each time you add a new item into 
your product line. 

It is clear that diversifying is not easy. But if planned carefully- using the 
broad guidelines suggested above-diversification can be worth all the effort 
in terms of financial gains as well as the entrepreneurial satisfaction that 
your business is g&ow&zg. 

EXPANSZON 

While diversification is a profjuct-market oriented approach, expansion is a 
pattern of growth whereby an enterprise increases the production of its existing 
products or services in an effort to augment returns on a long term basis with 
the objective of strengthening both the external and competitive position and 
the internal efficiency of the business. 

AdvanLag e6 ltiadvantag~ h 

Primarily, the advantages of the expansion process lie on the relative 
simplicity of work to be donecomparedto diversification. Unlike diversifi- 
cation which requires a thorough revision of its present production set-up, in 
order to accommodate the new product, the range of a firm'sactivities is 
largely unchanged in expansion. This is because the firm will be producing 
the same products at a bigger scale. 

Another plus factor in expansion is that personnel will be involved in 
basically the same work with which they are already famitiar. This will, 
therefore, ensure a smooth flow of work in spite of additional workload. 

The main constraint in expansion is the lack of flexibility among workers. 
Because of too much concentration in a particular job, there is a tendency for 
these workers to be unmindful of other jobs as long as they perform well in 
their respective specialization. The main concern is that no worker is able 
to pitch in on another particular job in case a problem arises due to lack of 
knowledge. 
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However, this limiting factor can be prevented by training workers on the whole 
production process as well as informing them on their important role in the 
system. Training may be in the form of workshops or seminars. Proper 
motivation wiii encourage workers not oniy to excei in their assignments but to 
try other jobs as well,thereby enhancing the versatility of r worker . 

An entrepreneur's desire to expand his production output is influenced by 
several factors. These include: 

1. Greater market demand. An enlargement of the market calls for an expansion 
of production output. 

2. Unintentional development of other market segments. Sometimes a new market 
segment is created by accident. 

3. Enlargement of market. A favourable demand from previously untapped 
segments of the markc!t encourages increased production. 

4. MaxGmum use of reserve capacity. One way of maximizing an operation is 
by increasing its Produ~~:;;;~ titi:Put. 

An enlargement of the market calls for 
an expansion of production output 

The expansion process involves a careful analysis and evaluation of external 
and internal factors directly affecting a company's operations. The following 
procedural gufdelines will be useful to the expansion-oriented small entre- 
preneur: 
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1. Identify the need 

One way of determining the need to expand is through market research. A need 
may either be apparent or not. Market research at the customer level can often 
help you determine the performance of your product compared with those of 
competition. 

2. Analyze the need 

List down on paper the facts about the problem and write opposite each item a 
personal evaluation of its influence on the total situation. Do as much 
advance planning as you can so as to avoid having to make hasty decision under 
pressure. 

3. Determine and evaluate alternative solutions 

When you have determined and understood fully the problems involved, write down 
alternative solutions. Then choose one that can best help the situation. 
The "ideal" expansion pattern is one that considers the existing production 
technique, marketing channels and personnel and requires minimum financing. 
In practice, however, this ideal can seldom be reached. Hence, it is 
necessary in making a final decision to take into account a number of constraints, 
incl 

a. 

uding the following: 

Ability of management 

How capable are you as manager? What about your assistants and key personnel? 
Will you be able to handle efficiently the operation of your enterprise if it 
expands? These are just some of the basic questions to be answered of management 
when planning to expand. 

b. Resources at hand or obtainable in the enterprise 

Before selecting fern alternative solutions you should take a close second look 
at the available resources. In some cases, it pays to secure new resources and 
move into areas previously unexploited. 

C. Available financing 

HOW do you intend to finance the ex 
e 
ansion? 

from an outside source? If one of 
Can you obtain funds interna.lly or 

he proposed alternatives requires the 
availability of outside capital, then funding automatically becomes a limiting 
factor. Furthermore, if yours is a closely held business, you would be compelled 
to open it up to outsiders. Be sure that you are willing to do this. 

d. Marketing possibilities 

The marketing process may also impose limitations on the choice of alternative 
solutions; that is, a particular method of selling may be successful for a 
certain market. All production cannot be forced through a given trade channel 
merely because the manufacturer has already developed that channel. 
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e. Putting the decision into operation 

Onceyouhave decided on a course of action, the next step would be to plan to 
execute the selected alternative. The proper way of doing this is to put, 
the plan in writing showing in detail every aspect pertaining to the 
management, technical, marketing, and financial aspects of the plan. Describe 
in detail the resources and manpower and the proper "mix" of men and machines 
required to turn out and market the product. Because of the dynamic 
conditions prevailing in the business world, be prepared to revise the work 
plan from time to time. %--\ 

f. Follow-up and evaluation 

After the expansion has been undertaken, it is necessary to assess the results 
on a continuing basis. Carefully monitor the behaviour of the products in 
terms of sales/profit contributions and sales turn-over. Evaluation will help 
you determine if there is a need to up-date, modify, improve or otherwise 
innovate the product itself and/or the marketing strategy. In addition to this, 
you should be able to diagnose the effects or impact of the product to the 
industry in particular and to the economy as a whole. 
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APPENDIX1 

ENTREPRENEURIAL SELF ASSESStENT SCALE 

The following statements reflect some thoughts and actions of potential as well 
as existing entrepreneurs. As you 
do I feel and think this way?' 

read each one, ask yourself, "HOW strongly 

Rate yourself according to the following scale by writing the appropriate letter 
on the space provided before each statement: 

SA - Strongly Agree 

A - Agree 

? - Not Sure 

D - Disagree 

SD - Strongly Disagree 

Don't skip any number. ANSWER ALL ITEMS. 

1. When a special problem arises at the end of a hard day's work, I still 
find myself with reserve supply of energy. 

2. Mistakes and failures overwhelm me sq much I can't learn from them. 

3. I find it hard to beg,that is, to ask favours from other people. 

A . . I want to earn only as much as to attain a comfortable way of life. 

5. The knowledge, experience and training I have on my proposed business 
is inadequate. 

6. While my product/service may not entirel,ybe new, I am thinking of new 
and better ways to make it competitive. 

7. It is not neressary to be scievltific and rational about management as 
long as one has the luiee to do what he wants done. 

8. I don't find difficulty in convincing other people to trust my ability 
to succeed. 

9. I don't choose ta work with unlovable, unpopular people even if doing 
so is most useful for me to do achieve my goal. 

10. I need not waste time and money on "market research." If the product 
sells, I‘ll go on producing. 

11. I work just as hard as most people I know. 



14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. I wait for other people to originate ideas and action. 

27. I find nothing wrong in consulting expert advise regarding how I must 
manage my business. 

28. 

29. I consider a customer who complains against my product a bubblemouth 
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I don't see the importance of reading the newspaper everyday. 

I don't fear investing my money on a venture whose dividends I 
have calculated. 

I believe problems and barriers can be turned into opportunities 
that can be exploited. 

The health and vigour I display is stimulating to others. 

I can't be away too long from my business because no one else but I 
can manage its activities. 

I don't get upset when given negative feedback about the way I 
perform. 

I have weaknesses and fears that are far from being resolved. 

When I do something, I see to it that it doesn't only get done but 
done excellently besides. 

I accomplish most when I'm alone , under no direct supervision of 
anyone. 

I don't enjoy working in a team as a leader. I'd rather be a member. 

I doubt my ability to cope under new, untested conditions. 

It is I, not luck nor fate, which influence the outcome of events in 
my life. 

I hm frequently ill. 

I don't enjoy outcomes, no matter how favourable, if they don't stem 
from my own efforts. 

I will consider a risk worth taking if the probability for success is 
30-40%. 

negativist. 

30. I will consider a risk worth taking only 
success is 60-100%. 

if the probability for 

31. Stress and tension lessen my efficiency. 

32. I am unprepared for the outcome of my act :ions. 



__ -- - - -- 

33. 

34. 

35. 

36. 

37. 

38. I imagine how frustrated I would feel if my project should fail. 

39. I take pleasure in responding to challenges, so competition makes me 
work harder. 

40. 

41. 

42. 

43. 

44. 

45. 

46. 

47. 

45. 

Pg. 
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I can be directive as a leader but in a way that makes people willing 
to follow me. 

I don't allow failures to discourage me. 

I don't mind routine, unchallenging work if the pay is good. 

I am unwilling to work more than eight hours a day. 

I enjoy activities where I get information on how well or how bad 
I’m doing. 

I like change because I tend to be mobile and discontented. 

I will consider a risk worth taking if the probability for success 
is 40-60%. 

I am unwilling to change my mind,once it is made up, even in the 
face of new developments. 

I usually feel weak and faint after a day's work. 

I believe success is a product of luck and fate rather than personal 
effort. 

I believe that sole proprietorship is the best form of ownership for 
a business to succeed. 

I avoid changing the way things are done. 

My abilities are above average. 

If my business fails I won't take it as a personal failure. 

I can turn my dream into a common dream with other people by talking 
!I about it in a way that excites them to help me make t 

true. 
e dream come 

50. I find it difficult towin friends and influence peop 1 

51. While others see nothing unusual in the surroundings, 
perceive in it new opportunities for business. 

52. Considering my business competence, my plans would be 
attain. 

53. The business I’m thinking of is not really unusual. 

e. 

I am able to 

difficult to 
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54. I have difficulties in obtaining loans from people. 

55. I can't wait and watch things happen; I prefer to make things 
happen. 

56. I don't give up easily, even in the face of difficulties. 

57. I am willing to take substantial risks for substantial returns. 

58. I hire people on the basis of friendship and other relations 
(for their loyalty) rather than on the basis of competence. 

59. I am willing to accept both positive and negative consequences of 
my decisions and actions. 

60. The knowledge, experience and training I have on my proposed business 
is good enough. 

61. I don't think of negative consequences to acts and decisions that I 
make. 

62. I don't care if the profit is small so long as it is assured and 
constant. 

63. I lack vigour and vitality. 

64. I find no reason to consult other people about how to run my business 
better because I'm satisfied with the way I run it. 

65. My competence is better than that of the ordinary man in my 
community. 

66. I find difficulty in asserting m,yself against the opinion of 
majority. 

67. Even if I am capable, hardworking and ambiticus, if I don't have the 
money, I.can't start a business. 

68. I don't get discouraged by an initial "No" from a buyer because I am 
usually able to convince him inevitably to buy my product. 

69. I am able to beat around difficulties through strokes of ingenuity 
and resourcefulness. 

70. When I fail in a goal, I immediately turn my attention to another 
goal. 

71. I cannot see the future as bright and promising. 

72. I don't allow myself to think of the future as dim and gloomy. 

73. I tend to overestimate my capacitie s for succeeding in any venture. 
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74. As an entrepreneur, I need to practise basic managerial skills so 
that my business need not be a one-man show but a concerted effort 
of myself and those who work for me. 

75. The people around me now doubt my capacities to start and run a 
business successfully. 

76. Once I have started on a task, I usually carry it to its completion. 

77. I try to know more about the life stories of successful businessmen. 

78. I am willing to give up full control over my business in order to 
welcome new associates whose funds and expertise will be beneficial 
to the business. 

79. In business, I am more concerned with growth (being a success) 
rather than with profit. 

80. I find it difficult to come up with new, wild or even crazy ideas. 

81. I don't like a job for the good pay I get but for the satisfaction 
and sense of accomplishment I derive from it. 

82. I fear moving into a new undertaking I know nothing about. 

83. I am'unable to work consistently on a goal when I meet some 
obstacles. 

84. I find myself working harder under stress. 

85. I am able to stimulate and direct others. 

86. I believe there are always new and better ways of doing things. 

87. I prepare for troubles befcre they arise. 

88. I make use of records, books and reports when setting goals for the 
business. 

89. It is not so easy for me to get people to do what I want them to do. 

90. I want to have good knowledge of my market before I start my 
business. 

91. I have never tried introducing new products to the market and I 
don't think I want to try. 

92. I have confidence in my ability to achieve. 

93. I don't mind working under conditions of uncertainty as long as 
there is a reasonable nrohability of gains from it for me. 
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94. I see to it that I am an expert in the product I'm 
selling. 

95. I am healthy and fit for stressful work. 

96. I meet and solve problems as they arise. 

Your score on the 96 statements above are meant to indicate the level to 
which you exhibit or tend to exhibit twelve characteristics associated with 
successful entrepreneurship. The table on page 269 presents a 1 isting of these 
characteristics and provides some space for summarizing and scoring your 
answers to the statements. 

To use the table, first, record your answers (SA, A, ?, D, SD) on the line 
immediately below the item indicated. Note that the items are arranged in 
rows and in two columns. Each row represents a characteristic and the two 
columns represent the way of scoring your answer. Items in Column 1 are 
positively coded items, and those in Column 2 are negatively coded. 

Positively coded items (Column 1) are scored as follows: 

SA - 5 

A - 4 

? - 3 

D - 2 

SD - 1 

Reverse scoring for all negatively coded items (Column 2) as follows: 

SA - 1 

A - 2 

? - 3 

D - 4 

SD - 5 

Record your score on each item on the line below your answer. Example: 

Item 13 41 
Rating A 
Score 3 

Y 



- 269 - 
Appendix 1 
Cont'd. 

Your total score for each row indicates the level at which you exhibit or 
tend to exhibit the characteristics. Scores are classified as follows: 

High - 32 to 40 

Medium - 17 to 31 

Low - 3 to 16 

To give yourself a picture of your strong and weak points, plot your scores 
on the graph below by connecting the dots corresponding to your scores on each 
scale. 

Risk taking 

Hope of success and fear of failure 

Persistence and hard work 

Energy and mobility 

Use of feedback 

Personal responsibility 

Self-confidence and self-reliance 

Knowledgeability 

Persuasive ability 

Managerial ability 

Innovativeness 

Achievement-orientation 
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. 

. 

. 

. 

. 
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l 
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. 
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. 

Medium 

High 
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. 

l 

. 

. 

. 

. 

. 

. 

. 

High 

Scores plotted on the left hand side indicate your weaknesses, those on the 
right hand side, your strengths. Do you have more strengths than weaknesses? 

What does your picture look like? Are most of the scores located on the right 
side? Or are there several points on the left which tend to pull the points on 
the right? How do you feel about the picture? 

The essence of taking "tests" such as this is not to feel good or bad about your 
score. Remember that while you don't have to prove anything to anyone, you owe 
it to yourself to make use of the information. Refer to Chapter 1 on Entrepre- 
neurial Self-Assessment for discussions on entrepreneurial characteristics. 
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APPENDIX 2 

FORMAT FOR PROJECT FEASIBILITY STUDY 

I. SUMMARY QF THE PROJECT 

A. Name of the Firm 
B. Location: Head Office, Factory 
C. Brief Description of the Project 

1. History of Business 
2. Nature or Kind of Industry 
3. Type of Organization 
4. Organization Chart 
5. Officers of the Business and their Qualification 

II. ECONOMIC ASPECTS 

1. Market Description - A brief description of the market to include the 
following: 

a. Areas of Dispersion 
b. Methods of Transportation and Existing Rate of Transportation 

'C. Channels of Distribution and General Trade Practices 

2. Demand 

a. Consumption for Past Ten (10) Years 
b. Major Consumer of the Products 
C. Projected Consumption for the Next Five (5) Years 

3. Supply 

a. Supply for past ten (10) years, broken down as to source whether 
imported or locally produced. 

. For imports, specify form in which goods are imported, price 
and brand. 

. For locally produced goods, the companies producing them, their 
production capacities, brands and market shares shall be specified. 

b. Factors affecting trends in past and future supply. 

4. Competitive Position 

a. Selling prices - includes a price study indicating the past 
domestic and import prices, the high and low prices within the year 
and the effect of seasonally, if any. 

b. Competitiveness of the quality of the product. 
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C. Marketing program 

1. Description of present marketing practices of competitors. 

2. Proposed marketing program of the project describing 
the selling organization, the terms of sales, channels of 
distribution, location of sales outlets, transportation and 
warehousing arrangements and their corresponding costs. 

3. Promotions and advertising plans, including costs. 

4. Packaging 

d. Projected sales 

1. Expected annual volume of sales for the next five (5) years 
considering the demand, supply, competitive position and 
marketing program. 

2. Sales contracts, if any. 

e. Contributions to Philippine economy 

1. Net annual amount of dollars earned or saved, and basis used 

2. Labor employed 

3. Taxes paid 

III. TECHNOLOGICAL FEASIBILITY 

A. Project(s) 

1. Description of the product(s) including specifications relating to 
their physical, mechanical and chemical properties. 

2. Uses of the product(s). 

B. Manufactured Process 

1. Description of the process showing detailed flow charts indicating 
material and energy requirements of each step, and the normal 
duration of the process. 

2. Alternative processes considered and justification for adopting 
said process. 

3. Technological assistance used and contracts, if any. 
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C. Plant Size and Production Schedule 

1. Rated annual and daily capacity per shift, operating days per year, 
indicating factors used in determing capacity. 

2. Expected production volume for the next five (5) years considering 
start-up and technical factors. 

D. Machinery and Equipment 

1. Machinery and equipment layout, indicating floor plan. 

2. Specifications of the machinery and equipment required indicating 
rated capacity. 

3. List of machinery and equipment to be purchased and origin as to 
local or imported. 

4. Quotations from supplier, machinery guarantees, delivery dates, 
terms of payment and other arrangements. 

5. Comparative analysis of alternative machinery and equipment in 
terms of cost, reliability, performance and spare parts available. 

E. Plant Location 

1. Location map showing plant location 

2. Desirability of location in terms of distance from the source of 
raw materials and marks and other factors. Comparative study of 
different locations indicating advantage and disadvantage (if a 
new project). 

F. Plant Layout 

Description of plant layout, drawn to scale. 

G. Building and Facilities 

1. Types of building and costs of erection 

2. Floor area involved 

3. Land improvement such as roads, drainage, etc. and their respective 
costs 

H. Raw Materials 

1. Description and specifications relating to their physical, 
mechanical and chemical properties. 

2. Current and prospective costs for raw materials; terms of payment 
and long term contracts, if any. 
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3. Availability, continuity of supply and current and prospective 
sources. 

4. Materials balance or material process chart. 

I. Utilities 

Electricity, fuel, water, steam and supp 1, 
quantity required, balance and utilities , 
tentative sources and costs. 

ies indicating the uses, 
availability, sources and 

J. Waste Disposal 

1. Description and quantity of waste to be disposed of 

2. Description of the waste disposal method 

3. Methods used in other plants 

4. Costs of waste disposal 

5. Clearance from proper authorities or camp 
requirements. 

K. Production Costs 

liance with legal 

Detailed breakdown of production costs, indicating the elements of 
cost per unit output. 

L. Labor Requirements 

Detailed breakdown of the direct and indirect labor and supervision 
required for the manufacture of the product(s) indicating compensations 
including fringe benefits. 

IV. FINANCIAL FEASIBILITY 

A. For Existing Projects 

1. Audited financial statements (balance sheets, income statement;, 
cash flow) for past three (3) years to reflect the following: 

a. aging receivables 

b. schedule of fixed assets showing capitalized cost, estimated 
useful life. and depreciation method used. 

c <. schedule of liabilities, tax assessments and other pending 
claims or litigations against the applicant, if any. 

d. financial trends and ratio analysis 
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e, elements of production, selling, administrative and 
financial expenses. 

2. Financial projections for the next five (5) years (income 
statement, cash flow, balance sheets). 

3. Supporting schedules to the financial projections, stating 
assumptions used as to: 

a. collection period of sales 

b. inventory levels 

C. payment period of purchases and expenses 

d. elements of production cost, selling, administrative and 
financial expenses. 

4. Financial analysis to show the rate of return on investment, 
return on equity, break-even volume and price analysis. 

B. For New Projects 

1. Total project cost (fixed and working capital). 

2. Initial Cz$'l':,-'i ie<iji~'e~,~nts. 

3. Pre-operating cash flows relative to the project time table. 

4. Financial projections for the five (5) years of operations to 
include balance sheets, income statements, cash flows. 

5. Supporting the schedules to the financial projections to include: 

a. collection period of sales 

b. inventory levels 

C. payment period of purchases and expenses 

d. elements of production cost, selling, administrative and 
financial expenses. 

6. Financial analysis showing return on investment, return on 
equity, break-even volume and price analysis. 
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LIST OF FINANCIAL INSTITUTIONS 

1. ln Bang-ladebh 

0 Bangladesh Small and Cottage Industries Corporation (BSCIC) for 
investment promotion, project identification, feasibility studies and 
arranging small industry loans. 

. Bangladesh Shilpa Bank 

. SONALI Bank 

. RUPALI Bank 

. AGRANI Bank 

. JANATA Bank 

. UTTARA Bank 

. PUBALI Bank 

. Bangladesh Krishi Bank 

. Investment Corporation of Bangladesh 

. International agencies such as UNDP, ESCAP, WB-IFC, ADB, USAID, SIDA, 
DANIDA and IDRC provide funds to the government for lending to small 
industries. 

2. Tn Fiji 

. Fiji Development Bank 

. Fiji National Provident Fund 

. Fiji Devc'opment Company, a subsidiary of Commonwealth Development 
Corporation, insurance companies and commercial banks 

3. In Ko/reu 

. Medium and Small Industry Bank of Korea 

. Other commercial banks 
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5. 

6. 

7. 

- 277 - 
Appendix 3 
Cont'd. 

. Indonesian Bank (B.I.), government owned (Central Bank) 

. Commercial banks owned by the government (BRI, BNI, BAP 

. Indonesian Development Funds Cor,poration (UP?INDO) 

. Indonesian Credit Insurance Corporation (ASKRINDO) 

. Cooperative Credit Insurance Institute (LJKK) 

INDO, etc.) 

. National Entrepreneurship Development Corporation (P.T. BAHANA) 

ln Matayh.ia 

. Majlis Amanah Rakyat (MARA) 

. Credit Guarantee Corporation (CGC 

. Development Bank of Malaysia 

. Agricultural Bank of Malaysia 

. Malaysian lndustrial Development Finance (MIDF) 

. Other commercial banks 

In Nepal 

. Nepal Industrial Development Corporation 

. Agricultural Development Bank 

. Rastriya Banijya Bank 

1 Nepal Bank Limited 

In the Pkieippiner, 

. Development Bank of the Philippines (DBP) 

. Philippine Nationa? Bank (PNB) 

. Private Development Corporation of the Philippines (PDCP) 

. CB-Industrial Guarantee and Loan Fund (IGLF) 

. CB-Investor's Guarantee Fund (IGF) 



- 278 - Appendix 3 

. Ventures for Industries and Business Enterprises (VIBES) 

* Other commercial banks 

8. In !ZngapoW 

. Economic Development Board (EDB), Development Bank of Singapore (DBS) and 
the Overseas Chinese Banking Corporation (OCBC) created the Small 
Industries Finance Scheme (SIFS) provides working capital to existing 
viable projects. 

. Singapore Manufacturers Association (SMA) 

. Small Industries Development Programme 

. National Development Bank of Sri Lanka (NADB) - This newly created 
bank assists small entrepreneurs in obtaining finance through five (5) 
commercial banks, namely: Bank of Ceylon, People's Bank, Commercial 
Bank Ltd., Hatton National Bank, and the Development Finance 
Corporation (DFC) under Small and Medium Industry (SMI) Loan Scheme. 
Loans are provided at low interest and on easy terms and repayment 
period extends up to 13 years with a grace period of up to 2 years. 

. Central Bank of Cevlon - Loans aranted to the small and medium industries 
on under the SMI, sch<me are guaranteed by the Central Bank of Sri Lanka, 

behalf of the government. Under this guarantee cover, Central Bank 
guarantees up to 75% of the loans granted. 

ion . Sri Lanka Export Credit Insurance Corporation (SLECIC). This corporat 
was created'to help the exporters. 

10. In Thaikknd 

. Department of Industrial Promotion (DIP) provides credit facilities 
through the Small Industries Finance Office (SIFO). 

. Other commercial banks 
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