Notes to Video Supplements for Building a Dream – Sixth Edition

Stage 7 Conducting a Feasibility Study: Part 2 – Cost and Profitability Assessment

A Fetish for Fashion

Summary

Fetish wear – a passing phase or a here-to-stay trend? Wayne Bernet and Simon Macintosh were betting on the latter with their fetish leatherwear store, Leatherwerx. But they lacked a couple of key ingredients for launching a business; they were short of cash and had little background knowledge on how to run a business. After six months, sales were creeping in but expenses were mounting and the partners were spending far more then they were taking in on additional staff and new equipment. Eventually this caught up to them and they were forced to lay off staff until finally the bailiff seized the store and everything inside was sold to pay off their outstanding debts.

Questions for Discussion

1. As an entrepreneur, what is the danger of venturing into a business that is not mainstream, such as fetish wear?

2. Where can an entrepreneur go for information on how to run the financial aspects of their business?

3. Why is it so tempting for new entrepreneurs to want to expand their business quickly after generating some initial sales?

4. Why is communication so important in a partnership like Leatherwerx?

Responses to Questions for Discussion

1. There are a number of potential problems:

· Public reaction or publicity related to the business concept may not be positive

· Timing can be a problem and the market may not be ready for such a concept

· Reliable data for market research and other purposes may not be available so it can be difficult to determine the extent of the demand for the concept

2. Information and assistance can be obtained from:

· Government offices such as the local provincial Canada Business Services Centre, banks and other financial institutions

· Consulting programs provided by business schools at many universities

· Short courses and seminars conducted by provincial government agencies, school boards and community colleges

· Women's business centers and a variety of other agencies

3. Because they see the dollars being generated by these initial sales they tend to get caught up in the anticipation and excitement of their new business and want it to grow as rapidly as possible.

4. Good communication is at the heart of any successful business.  It is very difficult for much to get accomplished without it.  People go off in different directions without any clear focus and the real goals of the business often get lost. In addition, feelings tend to get hurt and interpersonal problems develop that can be fatal.

Litebook with Update

Summary

Larry Peterson of Medicine Hat Alberta suffers from Seasonal Affect Disorder (SAD) and requires ultraviolet light during short winter days.  Like a true entrepreneur he took his disorder and turned it into an opportunity.  He developed a light that people like, now he has to develop his market before he runs out of money.

Questions for Discussion

1. What types of expenses should Larry include in his start-up costs?  What were some of the unique measures Larry took to keep his costs low?  Were these planned?

2. What impact can international events have on a product as small as a Litebook?  Can you plan for these types of events?

3. What were the results of Larry’s feasibility study?

4. Where did Larry find financing?

Responses to Questions for Discussion

1. In his start-up costs Larry should include a salary for himself and his employees, costs of prototype development, manufacturing costs, profit, overhead, travel, promotional development, etc.  In order to keep his costs low, Larry harnessed the help of the community and paid them $2.00 per Litebook for assembly.  The initial demand wasn’t planned and he wasn’t ready to manufacture and ship the books so he had to switch to a contingency plan.

2. The cancellation of flights and the knock-out punch that was given to the airline and hotel industry by the events of September 11, 2001 had a detrimental effect on Litebook.  Most of the books being sold were of the “travel” variety that helped out with jet lag.  When travel slowed down, so did Larry’s sales.  While Larry couldn’t have predicted a major catastrophe he can plan for it by creating a careful plan and being very conservative in his estimates.  This would ensure that he has the financial stability to withstand an unplanned extended slow period.

3. Larry’s feasibility study consisted of determining his need, creating a solution and trying to build credibility for his product so that psychiatrists would recommend it to their patients.  His real target was the psychiatrists, airlines, and hotels and he needed to land a big contract with one of those target markets in order to make money.  By the end sales were picking up (in the update).  The show didn’t say if Larry did a feasibility study, but it is unlikely he did.  If he had he wouldn’t have been shocked by the $399USD price tag he had to sell as all of that would have come out in his comprehensive feasibility study.

4. Larry found financiers in his dentist, a local construction company owner, and others.  He had to continue looking for investors as his sales weren’t picking up as fast as he had hoped.  Investors can be found in many places, and Medicine Hat, having the most millionaires per capita in Canada is as good a place as any to find investors.
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