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Lesson 3:  Entrepreneurial Challenges and Opportunity Evaluation
INTRODUCTION
Lesson 3 introduces challenges and characteristics of the entrepreneur, the opportunity, and the resources needed.  The lesson is an overview of the economic cycle of opportunities, and covers principles for evaluating and selecting a technology opportunity for the business venture.

	Readings, Resources, and Assignments

	Required Textbook Readings
	Read the following:

· Online Lesson Material



	Multimedia Resources
	Review the following:
· Environmental Opportunities for Entrepreneurs (8:28)
· A Case Study on Evaluating a New Business Opportunity (7:41)
· Evaluating your Business Idea (2:52)

· Optional Video: From Lab to Market (1:21:06)


	Required Assignments
	Complete the following:

· Case Study Essay


CHECK PRIOR KNOWLEDGE

How much do you know already about the concepts you will cover in this lesson?  The following questions will focus your attention on the information in the lesson. Answering these questions will prepare you for the lesson instruction. You are strongly encouraged to complete this section, although you are not required to submit the responses to your instructor. 

· What are characteristics are important to entrepreneurial teams?
· What resources and capabilities are necessary for entrepreneurial ventures to exploit opportunities?
· What is the economic framework for dynamic capitalism?
· Describe principles used to evaluate an entrepreneurial venture.
FOCUSING YOUR LEARNING
Official Course Competencies

· Review and appraise the characteristics of the entrepreneur, opportunity, and needed resources.
· Interpret and apply the process of characterizing, evaluating, and selecting an opportunity.
	Lesson Objectives 

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

1. Evaluate the characteristics of entrepreneurial teams.

2. Review the characteristics of opportunity.

3. Describe the characteristics of capabilities and resources necessary for a venture opportunity.

4. Review elements of intellectual capital.

5. Interpret dynamic capitalism.

6. Review and apply principles of selection.

7. Predict and differentiate domains of opportunity attractiveness.

8. Explain and employ process and decision matrices.




INSTRUCTION 

Entrepreneurial Challenges

Characteristics of entrepreneurial teams
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Although one popular image of an entrepreneur is often the solitary loner in a lab or working at a computer in the middle of the night,  this is far from the truth.  While Steve Jobs is the recognized “face” and marketing mastermind of Apple, it was Steve Wozniak who completed the technical design work that created the first Apple computers. Wozniak is credited with developing the disk drive, graphical user interface (GUI), and practical mouse that helped differentiate Apple from its early competitors.  

To diversify and strengthen an organization, most entrepreneurs work within a team.  Teams build and extend an organization’s insight, skills, resources, and connections.  Characteristics of the best entrepreneurial teams include

· having positive attitudes towards independence, achievement-orientation, and innovation;
· accepting the risk and demanding work effort needed, especially for start-up ventures;
· having capabilities that match the needs of the venture;
· having the willingness to make the required commitment;
· having flexibility to adapt to rapid change and competitors;
· having the ability to attract, train, and retain talented people with necessary knowledge and experience; and 
· being passionate about the opportunity.
Most ventures strive to infuse the attitude and capability of entrepreneurship beyond the founding team to the entire organization.  

Members of a team will generally join an entrepreneurial venture if the positives outweigh the negatives.  Positives include independence, possible financial success, recognition, and a leadership role.  Negatives can be risking the loss of income and the work effort and stress of an entrepreneurial venture.  When the satisfaction of self-employment is perceived as better than employment in an existing company, people will more likely choose entrepreneurship.

Characteristics of the Opportunity 

As entrepreneurs evaluate ideas and concepts for selection, opportunities can be perceived as one of two varieties: push or pull.  In pull concepts, the size of an existing market need or demand opportunity attracts entrepreneurs who attempt to exploit the opportunity.  For example, a drug to mitigate the effect of Alzheimer’s or breast cancer would have a very large potential demand.  Many times an entrepreneur must develop new technology or discoveries to specifically fulfill the need or solve the problem.  

In a push concept, a new technology or capability causes a search for new applications or products.  A new invention will often be pushed through the research and development, and production and sales functions into the market without any substantial thought given to satisfying customer needs.  While this can be risky, the entrepreneurial venture creates success by seeking to solve the unknown or unarticulated needs of the customers. As Henry Ford noted, if he had asked consumers what they wanted in 1908, they would have said faster horses. As an example, carbon fiber structural material was originally invented with no specific application in mind. The low weight and high strength were first recognized as useful for aerospace and military products, and then expanded to sporting goods, such as bicycles and sailboats.

Characteristics of Capabilities and Resources Necessary for the Venture Opportunity

To be successful, entrepreneurial ventures must acquire and secure the resources, capabilities, and core competencies required to exploit the opportunity. Resources are financial, physical, human, and intellectual.  Capabilities are knowledge and skills.  Core competencies are the unique valuable abilities that enable the venture to implement its business model and deliver a valuable product to its customers.  Ideally, those unique abilities will be rare, and difficult to imitate or substitute.  

Resources are the necessary assets that the venture team must attract, which are consistent with the magnitude of the opportunity.  Financial resources are the funds, money, bonds, or securities that allow entrepreneurs to purchase what is needed to produce the product.  Physical resources are the ”stuff-to-make-the stuff”: land, buildings, equipment, and machinery for production.  Human resources are the people in the venture.  Intellectual resources, also called intellectual property, are valuable intangible property such as facts, ideas, truths, methods, and principal areas of expertise.  They are usually expressed in trade secrets, patents, trademarks, and copyrights. The secret formula for Coca-Cola or Kentucky Fried Chicken batter is an example of trade secrets.  
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Entrepreneurial ventures use resources to build capabilities. Resources may include knowledge, experience, and skills. Knowledge is the training, education, and learning of the human resources that is necessary to the venture.  Accounting firms will generally want to hire CPAs to handle complex taxes or audits. Experience is the accumulated proficiency and practice of the organization.  In hospitals, for instance, for many medical treatments (especially the highly technical ones), a direct correlation exists between physician experience (the number of procedures performed) and the outcome (whether the procedure worked). Skills would be things like ability to sell, time management, planning, active listening and communications, focus, and the ability to learn.  For more information on the skills of an entrepreneur, read “8 Skills Every Entrepreneur Should Have” and “7 Skills That Entrepreneurs Are Not Born With and Need to Learn.” 
As noted in “What Are Your Core Competencies?” core competencies are the unique capabilities of a venture to coordinate and integrate the skills of its people, proprietary knowledge, collective learning, and experience.  For example, the core competency of Honda Motor Company is the ability to design and build internal combustion engines of all sizes that can be sold in many different markets.  The core competency of Google is designing and operating massively scaled Web services.  Google has become the dominant online search engine and a leader in the Internet advertising industry

Elements of Intellectual Capital

Most technology ventures are based on knowledge and the deployment of intellectual capital. Knowledge is an asset that can become a potential source of wealth. Intellectual capital is the sum of the knowledge assets of the firm: human capital, organizational capital, and social capital.

Human capital is the skills, capabilities, and knowledge of the firm’s people. Organizational capital is the technologies, processes, databases, networks, and patents of the venture. Social capital is the quality of the venture’s relationships with customers, suppliers, and partners.  This intellectual capital is used by the venture to transform raw materials and other inputs into products and services for the markets.  Google succeeds based on the human capital of its staff and the organizational capital of its proprietary Web search algorithms.  A local coffee shop where the waiter recognizes you and knows your favorite drink is relying on social capital to succeed.  

Dynamic Capitalism

Dynamic capitalism is a process of wealth creation.  It is employed by all businesses, both technology and traditional, but tends to be more obvious and necessary in technology ventures. It is the process of new, creative ventures forming and growing while old, large firms may decline and fail.  New ventures create wealth by exploiting and commercializing new services or products, which create new market demand. See “Dynamic Capitalism” for additional information.
The recorded music industry is a good example of the life cycle of dynamic formation, growth, and decline of firms and technologies.  According to “About Vinyl Records,” vinyl records were the preferred format until about 1980 when cassette and 8-track tapes become popular.  In the late 1980s, compact discs (CDs) become popular, with better sound and instant access to individual tracks. CDs then peaked in the late 1990s, as the Internet gained momentum and spawned ventures using peer-to-peer file sharing services like Napster. In addition, the late 1990s saw MP3 players arise, and then in 2001, Apple introduced the iPod and iTunes store.  Apple eventually gained a substantial market share in the music distribution and sales business. 

 Economist Joseph Schumpter coined the term “creative destruction” used to identify new enterprises and technologies that brought change to the market due to competition with existing entities.  Consider the following examples: 

· Thomas Edison’s discovery of the electric light bulb . This discovery created many new industries, while destroying industries such as candle making, oil lamps, and whaling.  
· The personal computer eliminated the typewriter, while email is causing the post office to slowly decline.

Opportunity Evaluation 

Principles of selection 

For entrepreneurs, choosing the right opportunity is both an important and a difficult task.  Entrepreneurs look for the best chance of success to invest their time, effort, and money.  While research and analysis may indicate some chance of success, the entrepreneur must accept risk and live with critical uncertainties in starting up the venture.  Here are some guiding principles an entrepreneur may use for evaluating and selecting an opportunity.
· Only one or two good opportunities are needed in a lifetime.
· Initially invest less time, money, and effort than in the venture will be worth in one or two years. If the opportunity is not favorable, this allows an exit with minor losses.
· Do not count on a high-priced sale of the venture to the public or another company.  Be prepared to run the venture long-term.

· Carry out a solid analysis of the current and expected conditions of the industry in which the opportunity resides.
· Ensure the leadership team can execute the opportunity and be passionate about the venture.

· Clarify what resources are needed—financial, physical, and human—and how they can be obtained by the venture.
· Determine the product or service that creates significant value for the customers. A product or service  they will pay enough for  and will enable the firm to profit and generate sufficient return for the risk.
Evaluation of opportunities will involve opportunity cost.  Opportunity cost is the value of an alternative not selected so the entrepreneur can focus on the option that is picked.  Most entrepreneurs do not have the time or resources for a comprehensive analysis of all options or choices. Venture teams will quickly try to eliminate less favorable ventures to conserve resources and time for the most promising opportunities.

When Tom Stemberg founded Staples, he conceived of a supermarket-type store for office supplies. Watch the Tom Stemberg Profile to learn about why he knew his concept for a office supply store would be successful.   
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 For more information on Staples history, read “Staples, Inc. History.” 



Domains of Opportunity Attractiveness

The domains of attractive opportunities is a concept that was first pioneered by the author John Mullins. The Seven Domain Model is used to analyze a new venture and the likelihood that it will be successful. See Markets and Industries: What’s the Difference and Why Does it Matter?”for details about Mullins’ Seven Domains Model and to review what Mullin’s notes as three observations that entrepreneurs overlook regarding: markets, industries, and the individuals that comprise the entreprenuerial team
	Think About...
Take a moment to review the the Seven Domains of Attractive Opportunities Model presented in the article you just read and consider the three important features that can be used to best determine opportunities. How important is it for an enterprenur to determine the quality of an opportunity?



Exploring the Seven Domain Model and analyzing a potential venture can help the entrepreneurial team find major flaws that cannot be resolved, the opportunity's Achilles' heel.  Entrepreneurs must look at the downside for things that cannot be fixed just by reshaping the opportunity.  For example, in the dot-com boom and bust of the 1990s, many entrepreneurs and investors failed to distinguish between markets and industries on the Web. Investors sank millions of dollars into industries on the Web that were hard to differentiate and easy for competitors to duplicate. Despite piles of cash, most failed because they did not recognize the real opportunity in the markets.  Webvan, Pets.com, and eToys are three of the many dot-com failures.  For more information, read the “History of the Internet-the Dotcom Bubble.”  

A success story of domain opportunity attractiveness is Lite Beer from Miller brewing.  In the 1970s Miller recognized a macro-market trend that baby-boomer men, by far the largest consumers of beer, were becoming more health conscious. However, “diet” beers had been tried and failed. According to “Miller Lite – Branding Turns Lite into the First Successful Light Beer,”  Miller saw an opportunity to create a light beer and brand it as having the taste of beer but “less filling.”  It was an immediate success, and many other brewers also introduced light beers.  

Process and Decision Matrices

Ultimately, the entrepreneur must decide and act.  Competitive advantage does not come from reports and analysis, but from doing something that others cannot.  At best, an entrepreneur’s information is incomplete; the challenge is taking action with incomplete knowledge of an opportunity. Ambiguity is always present, and the entrepreneur may let fear of failure overwhelm all but the best opportunities.

Entrepreneurs can illustrate their options using a decision matrix:
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In the best case, the entrepreneur acts, and it is the right choice. Another possibility is acting on the perceived best choice but trying it out first on a smaller, less expensive scale.  The entrepreneur can get feedback and refine the opportunity as each iteration is more successful in meeting customer needs or refining a new technology.  This process can be described as an “act-learn-fix” cycle.  The entrepreneur takes a product prototype to market and gets feedback from the failure and success of the prototype.  This is applied to a revised prototype which is taken back to market for more learning.  Over several cycles, the entrepreneur has less fear of failure and can adjust the business venture as required. It has Windows operating software followed this pattern by improving their product based on customer feedback from earlier versions. See “A History of Windows: Highlights From the First 25 Years” for additional information.
SUMMARY
In this lesson you have covered the challenges and characteristics of entrepreneurial teams.  Characteristics of opportunity and of the capabilities and the resources necessary for the venture opportunity have been reviewed.  You have examined the elements of intellectual capital and the economic framework for dynamic capitalism.  Principles of selection for entrepreneurial opportunities have been reviewed, and the domains for opportunity attractiveness have been evaluated.  Finally, you have examined the process and a proposed matrix of deciding on an entrepreneurial opportunity.  
ASSIGNMENTS
Graded Assignments
The following is a required assignment for this lesson.
1.  Complete the Lesson 3 Case Study Essay worth 100 points.
�


� HYPERLINK "http://www.youtube.com/watch?v=i5B8hiK3Ua4" �http://www.youtube.com/watch?v=i5B8hiK3Ua4�





Embed video:


<iframe width="560" height="315" src="//www.youtube.com/embed/i5B8hiK3Ua4" frameborder="0" allowfullscreen></iframe>
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