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Your guide
to starting
o business

Lots of new businesses open every day. If all those people can do it, why not
you? This guide will help you work through the process.

This guide is intended as general information only. Always check with a professional for advice.
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Putting small business ideas into action

How do you come up with a small business idea and how do you decide if it’s any good?

Can you do your own research? When will you need to get professionals involved?

Here’s how to put your business idea into action.

Where do good business ideas come from?
Not many businesses start with a eureka moment.
Some don’t even start with an idea at all. A hobbyist,
for example, might just fall into business by doing
what they love.

Most other businesses are built around very simple ideas.
It might be an old concept in a new location. Or an old
service delivered online. You don’t need to be touched by
genius to come up with something. You just need to be
able to spot an opportunity.

Brainstorming business ideas

It’s hard to sit down and think up a business idea through
sheer willpower. For most people, business ideas form
slowly, in an unplanned way. But that shouldn’t stop you
from brainstorming.

In fact, a brainstorming session now could help you have
a ‘spontaneous’ idea later. Many psychologists believe
that when you give your brain a job to do, it keeps working
on it even when you’ve stopped paying attention. This is
called the Zeigarnik effect and it may explain why ideas
often come to us when we’re out running, in the shower,
or lying in bed, rather than when we’re actively thinking
about problems.
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So even though a series of brainstorms might yield
nothing in the short term, they could still set your mind
on the path to a big idea.

What products to sell, or services to provide?
A lot of people try to come up with business ideas by
thinking about products or services first.

e What are people buying?
There are techniques (and apps) for estimating what’s
selling on Amazon, for example.

e Which products or services have the best margin?
It’s easy enough to compare retail prices to the costs
of delivering goods or services.

e What products or services would be costly to produce
and sell?
Common sense will tell you what products spoil, go out
of date, or are hard to ship. Likewise, you’ll have a
sense of what services might become dated or difficult
to deliver efficiently.










Putting small business ideas into action

Business viability checklist
To help you remove your own biases, work through this exercise.

1. Isyour product or service solving a real problem for users?

A. Yes, we've checked with the target market.

B. Ithink so, but haven’t done any research yet. O

C. Ithink so, but the research doesn’t support that yet.

2. Will your target market change their behaviour (and pay the required amount) to get your solution?

A. Yes, I've asked them.

B. I’'m not sure yet. O

C. It’s probably going to be a difficult decision for them.

3. Have you done any competitor research?

A. Yes, | know their strengths and weaknesses.

B. A bit, but I'm only getting started.

C. No, I'm not even sure who my competitors are.

O
4. Do you have access to money?
O

A. Yes, | think I can get what | need.

B. I'm figuring that out now.

C. ldon’t know what | need.

5. Do you have the time and resources to put into your business?

A. Yes, | have a plan to bring it to life.

B. Ithink so, but there’s just so much to do.

C. Idon’t know. | haven’t found time to think about that yet. O

6. Have you written a business plan?
O

A. Yes, and it’s been reviewed by an accountant.

B. I've started it, but it needs work.

C. No, I've just got a ton of notes. O
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How to write a business plan

Example of one-page business plan
You’ll be surprised what you can fit on a single page. Use bullets, be concise, and save the details for other documents.

The Usual Suspects Clothing Company [\f\

We create beautiful, ethical clothing at affordable prices, for essential wardrobe basics.

Value proposition

The market problem How we will solve it
It can be hard to buy basic cotton items The Usual Suspects Clothing Company will The market opportunity
like socks, t-shirts, and tops that are not be an online store where people can buy and vour solution
only ethically made, but great quality, well-made and beautiful clothing basics, y
and inexpensive. without the expensive price tag.
Target market Competitors How our product is better
57K potential customers Local bricks-and Our clothes are available online, and
) -mortar clothes deliver anywhere in the world. Often
: 500/" female, age 23-37 shops local stores have no real knowledge Target market and
* 50% male, aged 28-40 of where the clothes are made or in

what condition competition

Large online Lack of visibility over contractors in
retailers larger countries and lack of knowledge
about the working conditions

Fundin .
We’ll need 250K & Funding needed — and
This will be used to complete construction of our clothing factories in three core markets. how it will be used
Sales channels Marketing activities
We sell ethical clothing basics » Partner with Fairtrade organisations
through our website. » Advertise online where the target market is present .
* Launch of company via an event with special deals Sales and marketing

and incentives, plus educational media
» Document working conditions and create marketing
collateral that tells a story

Financial projections

! m i ﬁ Budget and sales goals

REVENUE EXPENSES PROFIT
Milestones Milestones
1. Validate target market. [Insert date due, budget and name of person] (include name, due
2. Create targeted loyalty program [Insert date due, budget and name of person] date, budget and
3. Hire four new employees [Insert date due, budget and name of person] person involved)

The team
Our team Potential partners Your team anc'i peOPle
you need to hire
L N ma R
Partner/s or potential
Founder Manager Designer Accountants Fabric merchant Blogger business partners
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How to write a business plan

Struggling to get started? Try a SWOT analysis
If you can’t get into a flow with your planning, try doing a
SWOT analysis. It’s a great way to organise your thoughts
and kickstart the planning process.

What is a SWOT analysis?

SWOT stands for strengths, weaknesses, opportunities
and threats. It’s a way of thinking about your business
from the inside out, and from the outside in.

e Strengths = things that are great about the idea

e Weaknesses = things about the idea that could
be better

e Opportunities = things about the environment or
market that will help the idea take off

e Threats = things about the environment or market that
will work against you

A SWOT analysis gives you talking points for
your business plan, and concrete action points for
getting launched.

How to do a SWOT analysis
To do a SWOT analysis, divide a page into quarters,
then list your strengths, weaknesses, opportunities
and threats in the four boxes.

SWOT template

Internal

factors Action > Capitalise on these
Answer these questions:

* What do you do well?

« What do you do better than others?

« What unique capabilities and resources

do you possess?

« What would others say your strengths are?

External

factors Action > Improve these

Answer these questions:
What are the business goals you are
working towards?

customers or clients?

to enhance your business?

provide?
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What else can you offer to your existing
What kind of technology could you use

What new target audiences might there be?
What other products or services could you

So you’ve done a SWOT analysis - now what?

Your SWOT analysis is likely to have uncovered some
new strategies, goals and things to work on. There’ll be
something to do in each quarter of your SWOT analysis.

1. Strengths
How will you build on your strengths? Is there more
you could do, such as other opportunities to go after?
How can your strengths help you deal with threats?

2. Weaknesses
Which weaknesses are the most glaring? Can they be
fixed? Will it take more money, more people, or more
knowledge to do that?

3. Opportunities
Set goals for each opportunity. Ensure that the goals
are specific, measurable, attainable, relevant and
have a timeline (also known as SMART goals).

4. Threats
Threats tend to attack your weaknesses first, so use
this as another opportunity to remedy your
weaknesses and reduce the risks.

These action points will be a great starting point for your
business plan and your marketing plan - both
documents tend to take shape together. Start with the
one-page version.

Action > Monitor these

Answer these questions:

» What don’t you do as well as you’d like?

« What does your competition do better
than you?

» What can you improve on?

» What do others say your weaknesses are?

Action > Eliminate these

Answer these questions:

What obstacles do you face?

What are the strengths of your biggest
competitors?

What are your competitors doing that
you're not?

What’s happening in the economy or
industry that might be a threat?
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Getting business finance

Starting a business can be expensive, but what if you don’t have the cash? What sorts
of business finance are available? And how do you get access to them?

Your business funding options

Not all businesses can get every type of finance. For
starters, you can’t sell shares in your business if you’re
a sole trader or a partnership. And you can’t issue share
documents unless you’re a corporation. The idea at the
core of your business will also affect your business
funding options. For example, traditional lenders like
banks don’t really go for outside-the-box ideas.

f

There are lots of business funding options, but they fall
into two broad categories:

e Debt (lending)
Where you borrow money and pay it back, generally

with interest. Equity financing pros

e Equity oo . )
) ) e You pay back nothing if the business fails.
Where you get cash by selling a part of your business to pay &
an investor. e You can access the investor’s networks.

Presales are a third way to raise funds. In that scenario, * Investors give strategic advice.

customers pay before you’ve created the products or e Investors are open to risky ideas.

services they’re buying. Debt and equity are far more

common, however. Businesses that have access to both Equity financing cons

tend to prefer debt. Investors get some control over your business and profits

have to be shared. As a startup, you’ll sell shares at their
cheapest. After a period of success, it may feel as though
you gave them away.

Common types of bank loans
m E Banks offer debt financing in two main ways:
e Term loans
Where you borrow a lump sum for an agreed amount
of time and make monthly repayments. The lender

works out the interest you owe every month and adds
it to your debt.

e Line of credit
You’re given a borrowing limit and only withdraw the

Debt financing pros money if and when you need it. You only pay interest
e |t’s easier to find. on what you use.
* You retain full control of the business. The amount of money you can get, and the interest rate,

e You keep profits to yourself. may depend on how you secure the loan.

e Interest is simple to budget for.

Debt financing cons

It’s hard to fund innovative business ideas through
debt financing. Banks prefer safe bets. If you have a
mind-blowing new idea, you’ll probably need to explore
equity financing, private loans, or presales.
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Budgeting and forecasting for small business
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Starting a business is a big financial decision. Before you get going, you’ll want to estimate

how much money it will chew through, and how much it will make. Welcome to the world

of budgeting and forecasting.

What is a business budget?

Budgets show how money will come and go from

your business over a period of time (usually a year).
That money might come in as loans or revenue from
sales. It will go out on things like stock, rent, advertising
and wages for you and your staff. Most budgets try to
keep spending down to less than what’s coming in, but
that might not be the case at first.

Components of a budget

Estimate sales numbers
X
The price you’ll charge

The purpose of budgeting
Budgets help you plan to make a profit. For example,
they’ll show:

e how much money you need to start the business
e how many sales you need to cover costs
e how much you can afford to reinvest in the business

e when you can afford to hire help

The main purpose of a budget is to help you see

where you’re making money, and where you’re spending
it. Once you know that, you can try to do more of the
making and less of the spending.

Property and tools
+

Cash

Profit & Loss (P&L) Balance sheet +

Projected revenue

o
Projected costs

The cost to set up your
business
+
Cost of delivering your
services or products
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Money owed to you
What you own
vs.

What you owe

What you owe

Loans (including hire
purchase)
+
Unpaid bills
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Four sales forecasting methods for new businesses

Forecasting sales can seem like guesswork. There are a lot of estimates, and those

estimates are often based on assumptions. But you can approach it scientifically.

Here’s how.

What is forecasting in business?

Forecasting goes hand-in-hand with budgeting to help
you predict the financial outlook of your business. You
start by estimating income (sales) and expenses over a
period of time, such as six months. That’s your starting
forecast and you use those numbers to draw up a budget.

As time goes by, you’ll see how the business is actually
doing and adjust your forecast to be more realistic.

If things are going well, your forecast will become more
optimistic. If things start slowing down, your forecasts
will become more conservative. Your first forecast is
probably going to be the hardest to do. While you can
get quotes to help estimate costs, predicting sales is
far trickier.

Sales forecasting methods and their flaws

The first thing you need to know about sales forecasts
is that they’re never going to be right - not 100%
anyway. The idea is to make the margin of error as small
as possible.

There are dozens of sales forecasting methods, but
most of them are built for existing businesses. They
require you to have information about past sales.
New businesses don’t have that luxury. That leaves
you with four options - and you should probably use
at least two of them.

1. The ballpark method

Start by identifying the total target market and work
your way backwards to see how many could become
customers. Do this exercise for your first three months,
your first six months, and your first year. Check your
assumptions with an industry insider or an accountant.

Categorise your most likely customers by age,
profession, location and so on. How many people fit
the description of your target market? Your marketing
will only reach some of that group. And you can only
expect to win a portion of those as customers. Whittle
the numbers down as realistically as you can.

Beautiful business
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Reachable

‘ Repeatable

How many of the target market can you connect with?
And what portion of them will switch to you?

2. The borrowed-homework method

No matter how wonderful or weird your business is,
someone’s doing something like it, somewhere.

Their business doesn’t have to be identical to yours,
just similar. Find those people and ask them how sales
have gone.

You don’t need to pry into their finances, or get
exact numbers. Start with broad questions about
their business. A lot of owners will open up and share
their story.

Don’t compare yourself to outliers. If another business
went viral for some reason, they’re not a good model
for your sales forecasts. Virality is not, unfortunately,
a strategy.

Was it slow at

the beginning?

When did sales pick up?

Do sales go up and down
with the seasons?

What’s the busiest
part of the week?

What cost caught you
most by surprise?

You can get a lot of useful information by asking simple,
unassuming questions.
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Pricing strategies and the cost of goods sold

Setting prices is one of the most important things you’ll do as a new business owner.

A lot of factors play into the value you put on your products or services. But none is

more important than covering your costs.

The first rule of price setting

Not every sale will make you money. Sometimes you’ll
sell stock at discount to get rid of it. Or you may have

to redo a job for an unhappy client. But as a general rule,
you need to get more money out of a sale than you put in
to it. To do that, you need to know the cost of the goods
sold (also known as cost of sales).

What is cost of goods sold (or services sold)?
Cost of goods sold, often abbreviated to COGS, tells
you what your business spends to deliver products or
services to customers. These direct costs are distinct
from general operational costs like rent or salaries.

A good way to figure out if something is a COGS is to ask:

e Does this expense occur only when a service or good
is sold?

e Does this expense go up and down as sales go up
and down?

If either of these answers is “yes”, then it’s probably

a COGS. There are many types of COGS and some are
hidden, or hard to estimate. When you think you’ve
counted them all, get an accountant or bookkeeper

to check your work. They’ll spot things you might have
overlooked. And a missed cost can be the difference
between profitability and failure.

Cost-of-goods-sold formula

These formulas give you a basic intro to calculating
cost of goods or services. Your business may not face
every type of cost identified. In that case, just put $0.

cost-of-goods sold

cost of wholesale supplies
+
transport to you
+

manufacture or production
+

storage
+

distribution to customer

Clothing retailer (bricks & mortar shop)

~cost of wholesale item $120 per unit

‘transport from wholesaler $2 per unit
“manufacture o $0 .
‘storage - $0 -
(distribution to customer ~ $0 B
COGS= $122

Your cost-of-goods-sold formula may get more complex
than this but use these simple categories to get started.

cost-of-services sold

cost of sales commissions
+
pay for temps and contractors
+
transportation and travel
+
equipment that is used when
a service is sold

IT consultancy project

~ sales commissions $0

~ developer - $7500 .

~ contract tech writer ~ $2000 .

~ travel (2 flights) $300 -

B equipment o $0 -
COSS= $9800

Remember you’re only trying to capture costs that
happen when you make a sale. That’s why normal
salaries and wages aren’t included.



Pricing strategies and the cost of goods sold

How to break down shared costs

Some of your costs are shared across jobs or products.
For example, you’ll probably have combined transport
costs for the products in your shop, one energy bill for
your entire workshop, or one piece of equipment that
is used on most of your projects. You can distribute a
shared cost in one of two ways. You can either:

e share it evenly across each product or project or
service you sell, or

e divide it in proportion with other inventory costs
(so more expensive products or services carry more
of the shared cost).

Working out your margin
Once you know your COGS, you can start thinking about
a sell price. The difference between your sales price and

COGS is your margin.

Some types of business, like supermarkets, can thrive

on a margin of just 5% because they make so many sales

Other businesses, such as restaurants, might need a
100% or 200% margin. Margin isn’t profit. You still have
to pay for overheads like energy bills and office supplies.
You can only bank what’s left after you’ve cleared up
those types of expenses.

Pricing factors to consider

Cost of goods sold tells you what your break-even
point would be. It’s a huge help to know that when
you’re starting a business. But there are many other
factors that will play a part in how you price your
products or services:

e Value versus cost
You’ve heard people say something is worth more than
the sum of its parts. A lot of products and services are
like that. If you transform a customer’s life or business,
then you have a licence to charge them more - even if it
didn’t cost you much to do it.

e Supply and demand
If no one else does what you do, and you have lots
of customers, you can get away with charging
more. Just be wary of pushing it too far. People don’t
like to be price gouged and competition will turn
up eventually.

e Price-taker versus price-maker
Customers have price expectations around certain
types of everyday products, and they won’t pay more.
If you’re selling an everyday product, you’ll probably
have to match the competition. But if your product or
service is unique, you can influence or set the price.

e Volume versus margin
If your business only makes five sales a week, you
want a handsome markup each time. If you make 5,000
sales in a day, you're probably happier to live with a
thin margin.

An introduction to pricing methods
There are dozens of pricing methods out there.
Many businesses use a mix of them.

Market-based pricing strategies

Find out what competitors charge for similar products
and services, then decide how you want to compare.
Even if you don’t use one of these as your primary
pricing strategy, your competitors’ activity will always

be important.

$$

Your pricing strategy will influence customer
expectations, so make sure you can deliver for them.

e Go high, with premium pricing
You can aim to be a brand of choice that customers
accept paying more for. You obviously need to sell
top-end products or services to be able to do this

e Match the market
By setting your prices at market level, you're less likely
to turn away price-sensitive shoppers. That becomes
more important when you’re selling functional everyday
goods or services.
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Types of business structure

When first thinking about how to start a business, not many people worry about structure.

But your business structure can affect how you're treated by the government and by the

law. Here are some of the ins and outs.

Business structures and their effects

The main types of business structure are sole trader,
partnership, and company. Your choice will affect your
admin burden, tax, legal status, and your ability to raise
money by selling shares. This table runs through some of
the main differences between a company, a partnership,
and a sole trader.
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Sole trader

Partnership

Company

e
e
®

e Yes

@ Not necessarily

,NO

If you don’t choose a business structure

If you don’t choose a structure when starting a business,
yoU’ll be assumed to be a sole trader. That’s how a lot
of people start out. However, it’s worth understanding
what it means to be a sole trader, and getting your head
around the other structures. Speak to a lawyer or
accountant before making any changes.

What is a sole trader?
A sole trader is a single-owner business. It doesn’t have
to be a single-worker business, so you can hire staff.

Advantages of a sole trader
It’'s easy to set up as a sole trader and tax is simple. You
just declare income on your personal tax return.
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Disadvantages of a sole trader

A sole trader doesn’t have any special legal status, which
means the owner is personally responsible for what the
business does. If the business gets into debt or legal
trouble, so does the owner. Your choice of insurance
becomes very important.

What is a partnership?

A partnership is owned by two or more people. There are
no rules about how it’s divided. One partner can own 99%
of the business.

Advantages of a partnership

It’s easy to set up as a partnership, though it’s
recommended you have an official letter that sets out the
agreement between partners. Tax is simple too. You just
declare your share of business income on your personal
tax return.

Disadvantages of a partnership

If the business gets into financial or legal strife, the
partners do too. You could also get into difficulty if one of
the other partners does something wrong.

What’s in a partnership agreement
A simple business partnership agreement should:

e state the legal name of the partnership and say what
you do

e name the owners and show how many shares each has
e appoint a primary business officer

e say when and how income is distributed among
the partners

e include a process for resolving disputes
e identify how bookkeeping and finances will be managed

e outline how the partnership can be wrapped up (and
how debts or profits would be distributed)

As you can imagine, even a simple business partnership
agreement can get big and complicated. Search the
internet for examples or, better still, ask an accountant or
lawyer to help.
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Types of business structure

What is a company?

A company is legally separate from its owner (or owners),
which means you're less exposed to legal or financial
issues. A company can be owned by one person or many.

Advantages of a company

You get some legal and financial protection if things go
wrong - your accountant or a lawyer can give you the
lowdown. Companies pay a lower tax rate, which can be
attractive - although you may be taxed again when you
distribute that income to owners, so speak to a tax
professional. You can also sell shares in your company to
raise money.

Disadvantages of a company

It will cost you more to operate as a company than as a
sole trader or partnership. There’s also more admin.
You’ll need to know how the company will operate before
you get started, and you’ll have to regularly submit
paperwork to the Companies Office.

Xero
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What about trusts?

While they’re not especially common, some types of
businesses set up as trusts. They’re more complex than
sole trader or partnership structures, but they may be
useful for estate planning. Trusts tend to be used by
businesses that own a lot of assets, such as farms. Speak
to an accountant to see if they’re for you.

You can change your business structure

You’re not locked into one structure forever. A lot of
businesses start out as sole traders or partnerships and
grow into companies. You might change your business
structure if you start getting bigger and doing more
complex projects which carry a greater financial or legal
risk for you.

Where do franchises fit?

If you buy into a franchise, you don’t automatically
become part of their business. You form your own
business and enter into a deal with the franchisor. You
may be able to choose your own business structure, or
the franchise agreement may require it to be set up in a
specific way, such as a company.
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Setting up an affordable business location

e Walk-past versus drive-up

It can be great when lots of people walk past your shop
every day, but not if you sell big TVs and they can’t park

near you. Do you want pedestrians, cars, couriers, or a
bit of everything? Choose a place that is practical and
accessible for your customers.

3. Set up a space for production or distribution
Manufacturing and logistics can be complex businesses.
Extra time spent in transit or unloading a truck can drive
your costs up a lot over a year.

e Make sure you’re legal
Not all areas allow all types of commercial activity.
There are a lot of rules about production and
manufacturing because they often create noise and
traffic. Check that your activity is allowed in the areas
you’re looking at. And make sure the space will comply
with health and safety requirements.

e Figure out the costs of getting things in and out
You need to get materials in and products out. Make
sure your site is close to important transport routes
and can accommodate the vehicles that are likely to
visit. Poor loading (or unloading) bays can slow you
down and create safety risks.

4. Set up an office

If you're starting a business in which people need to meet

and work together, then location could require a lot of
thought. It can be tricky to strike a balance between
convenience and budget.

Beautiful business
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e Do you need to be close to clients?
If you serve a specific industry and they’re all located in
a particular part of town, then it might make sense to
go there. However, face-to-face meetings are becoming
less common. Weigh up whether it’s good enough to be
accessible rather than nearby.

e |s your location attractive to staff?
You could get less applicants for vacancies if your office
is out of the way. You may also suffer more disruptions
from bad traffic, public transport breakdowns, or
difficult weather. That may not matter if you don’t have
a lot of staff, or you allow them the flexibility to work
from home occasionally.

You don’t have to commit to a long lease straight away.
You could start by renting an office in a co-working space.

Budgeting and business location

Location can affect both the cost of doing business and
the amount of revenue you earn. Do some budgeting
when you’re considering options.

e Real estate agents should be able to tell you the
average lease cost per square metre per month for a
given neighbourhood. Investigate a few areas to see
what’s affordable.

e Estimate how certain locations and spaces will affect
other costs. Will it cost more to get supplies there? Will
a certain building cost you more to heat in winter?

e Work out how location will affect your access to
customers. A cheaper location might end up costing
you more in lost income. People with experience in your
industry will have good advice to help you understand
the balance.

Do you have room for growth?

Most new businesses are on a tight budget, so it’s rare to
lease more space than you need at the time. But don’t
forget to factor in growth if that’s a goal. Look for places
that could take a few extra desks or more equipment.
Create some contingency plans. If business booms, where
will you base new staff or extra supplies? Although they
generally cost more, some landlords offer flexible leases
which you can break if you outgrow the building.
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How to find employees

Most small businesses start out with just one worker - the owner. But you may need extra
people right from the start. So where do you begin?

What kind of skills do you need? Nine ways to find employees

Employment needs can vary a lot. You may need: Not that long ago, businesses used to find employees

e a generalist, for help with a variety of tasks by putting a classified ad in the local paper. It’s not so
simple anymore. There are dozens of in-person and

e someone with certified skills, such as a plumber digital networks to use.

e someone with technical skills, such as a developer
Here are some ways to start your search:

e someone with soft skills, such as a sales rep

Every trade and profession has their own expectations
about work and pay. Other businesses in your industry
are going to be able to tell you a lot about how to find,
recruit, and keep the right people.

Advertise online Engage industry
& in shop window recruiters

Speak to tertiary

Talk to contacts

institutes

Use online

recruiter services
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