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Foreword
This study circle material: Generate a Business Idea, Start and Improve Your Business is compiled
by We Effect to help people to get into or to improve their on and off farm enterprises or businesses.
The study circle material addresses all aspects of enterprise idea generation, starting the business and
its proper management. The material has been developed to enable men and women living in poverty 
to improve their living conditions, defend their rights and contribute to a just society under the 
Equality  First Programme – Civil Society Programme for Sustainable Development  (CSPSD) funded 
by Sida. This study circle material is primarily aimed at developing and improving entrepreneurs’ 
capacity in running thriving and viable enterprises in a participatory manner. Entrepreneurs can use 
the material as part of the study circle methodology where small groups of 7-16 adults or youths meet 
regularly and carry out planned studies under the leadership of an own accepted leader. The material is 
built around the participants’ search for knowledge according to their own needs and interests where 
they want to learn about a topic to help them make decisions, solve problems and gain new ideas to 
improve their enterprise performance.

Special thanks go to Sida who funded the development and printing of this study circle material. This 
study material has been improved from earlier versions and if you have any suggestions to improve it 
please contact the undersigned.

Special thanks also go to ILO who allowed We Effect to adapt the books: Generate a Business Idea, Start your
Business; and Improve your Business into study circle material and to partner members whose images and
photos were used in the book.

 

Göran Forsen
Zimbabwe Country Representative 
Regional Office for Southern Africa



How to use this guide

This guide is divided into 15 sessions. Each session begins with the learning objectives. There is an intro-
duction, and content topics. At the end of each session there is a summary of the main topics covered 
in the session.

Instructions are given in orange. Discussions are for the whole group to answer questions, lead by the 
study circle leader. Self-reflection is for individual group members to think about questions. There are 
also exercises when the whole group has to do an activity together. At the end of some of the sessions 
suggestions for homework are given.

Technical terms used in the book are well defined in the appropriate sections.

The inter linkage of the SIYB Training Package 

Generate Your 
Business Idea (GYBI)

Start Your Business 
(SYB)

Improve Your 
Business (IYB)

 
  Potential Entrepreneurs                      Existing Entrepreneurs

The Start and Improve Your Business Program (SIYB) is an entrepreneurship and management 
training program target for potential start-ups and existing small businesses.

The GYBI, SYB and IYB are training packages that are inter-linked.

Generate Your Business Idea Training Programme (GBYI) - Part I

This program is designed for anyone who wants to start a viable business.

The training enables the trainees to take informed choices on an enterprise to start based on feasible 
business opportunities.

The training package assists potential entrepreneurs answer the following questions:

►	 Do I have enough qualities of an entrepreneur?

►	 What is the best business idea for me?

►	 Do I want to start this type of business?

Start Your Business Training Programme (SYB) - Part II

SYB is for potential entrepreneurs who want to develop a business plan for their feasible business 
idea. The training helps the potential entrepreneur to address the following questions:

►	 Can my idea work? How best do I plan my marketing, Production, finances and staff of my 
business?



►	 Is my business plan bankable and can I defend my plan?

►	 Can I overcome all start up hurdles?

►	 When will I be ready for my first day of business operations and my first sales? 

Improve Your Business Training Programme (IYB) - Part III

The IYB training programme is for existing entrepreneurs running small enterprises who want to 
develop business systems to increase sales and reduce costs

IYB answers the following questions:

►	 How to develop basic business systems?

►	 How to improve business performance?

►	 What are the priorities for improving my sales and for reducing my costs?

►	 What is my action plan for doing so?

►	 What results will I get and by when?

►	 How can I achieve this in collaboration with my employees?

This book is suitable for individual or a group entrepreneurs who share the same vision and mission 
of  ‘growing big someday’ and where possible same line of business  as it has been noted over the 
years that  every entrepreneur in any type of business encounters almost similar issues that deal with 
management and organisation for example sales and marketing. 

Being a successful entreprenuer is an outcome of hard work, inspiration and dedication as well as 
running a business in professional and structured manner.
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SESSION 1: Introduction to study circles

1.1  Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By the end of this session, you will be able to explain:
	 •				what	a	study	circle	is;
	 •				why	and	how	adults	learn;
	 •				the	use	of	study	circles;
	 •				the	need	for	a	study	circle	leader;	and
	 •				the	role	of	your	study	circle	leader	and	your	role	as	participants.

1.2  What is a study circle? 

Discuss

Talk	about	what	a	study	circle	is.	Then	read	the	following:

A	study	circle	is	a	group	of	7-16	people	who	meet	regularly	to	learn	about	a	topic	together.	During	the						
meetings	group	members	share	ideas	and	learn	new	things	to	improve	their	skills	and	knowledge.	
At	the	meetings,	everyone	in	the	group	is	encouraged	to	participate	as	an	equal.	The	group	meets	
once					 	or	twice	per	week	for	8-16	weeks	to	study	a	selected	topic	for	about	two	hours.	

1.2.1  Study circle guidelines 

 •   	All	group	members	(participants)	wish	to	learn	more	about	a	subject	to	improve	their		
	 						daily	lives.
	 •				All	participants	are	equal	and	have	respect	for	one	another.

	 •				Participants	sit	in	a	circle,	facing	each	other	to	promote	effective	communication.

	 •				Discussions	are	encouraged,	to	share	and	analyse	individual	experiences.

	 •				Study	materials	are	used	to	provide	information	that	is	relevant	to	the	participants.

	 •				Participants	are	involved	in	planning	and	implementation	of	their	work.

	 •				A	study	plan	is	developed	to	guide	the	participant	to	achieve	their	study	objectives.
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Discuss

Answer	the	following	questions:	

	 •				Why	did	you	join	this	study	circle?
	 •				How	do	you,	as	an	adult,	want	to	learn?	
	 •				Talk	about	how	adult	learning	is	different	from	the	way	children	learn.	
	Then	read	the	following:

1.3  How do adults learn? 

Unlike	children,	adults	learn	because	they	want	to	and	their	learning	has	a	purpose.	For	instance,	
they	might	want	to	find	out	how	to	improve	their	livestock	production	to	get	more	milk	or	they	may	
want	to	find	out	how	to	attract	more	customers	to	their	shops.	
Adults	learn	best	when:	

 •				the	content	is	useful	and	relevant	to	their	lives.
	 •				they	are	respected	and	appreciated	for	what	they	already	know	and	not	proved		 	
	 						wrong	in	front	of	others.
	 •				they	can	choose	what	to	learn	at	their	own	pace	and	at	a	convenient	time	and	place.
	 •				they	are	given	an	opportunity	to	share	their	knowledge	and	experiences.
	 •				topics	are	practical	and	they	can	practise	what	they	learn.
	 •				they	learn	from	their	peers	through	exchange	visits.

Self 
reflection

Think	about	what	advice	have	you	recently	sought	from	a	neighbour	that	proved	to	be	very	useful.	
Share	your	thoughts	with	the	group.

1.4  Choosing a study circle leader

To	start	a	study	circle,	the	participants	need	to	elect	a	leader.	The	leader	should	be	reliable	and	
must	have	leadership	qualities.	The	study	circle	leader	should	be	trained	in	how	to	facilitate	a	
study	circle	session.	The	leader	requires	continuous	support	during	study	circle	work.	He	or	she	
must	be	able	to:
	 •				bring	people	together	and	motivate	them	to	learn;
	 •				help	set	goals	for	each	session;	and
	 •				help	other	participants	achieve	their	learning	goals.

Discuss

What	are	the	important	qualities	for	a	study	circle	leader?	You	can	include	the	following:
	A	good	study	circle	leader	can:
	 •				encourage	the	inclusion	of	members	from	different	backgrounds;
	 •				be	honest	and	open;  
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	 •				be	equal	(not	superior)	to	other	participants;
	 •				control	their	temper	and	be	tolerant;
	 •				remain	friendly	and	defuse	disagreements	within	the	group;
	 •				encourage	all	participants	and	stimulate	discussions;
	 •				encourage	participants	to	share	their	ideas;
	 •				listen	to	others	(ask	questions	and	avoid	lecturing	others);
	 •				prepare,	study	ahead	and	be	familiar	with	the	study	material;
	 •				summarise	discussions	or	key	lessons;	and
	 •				be	approachable	and	be	interested	in	other	group	members.

 

Discuss

Talk	about	the	roles	and	responsibilities	of	a	study	circle	leader.	You	can	include	the	following:
A	study	circle	leader	should	be	able	to:

	 •	 motivate	and	encourage	the	participants	to	look	actively	for	knowledge;

	 •	 	work	in	cooperation	with	the	other	participants;

	 •	 put	the	participants’	own	development	in	focus	and	ask	stimulating	questions;	

	 •	 develop	dialogue	between	the	participants	and	encourage	them	to	ask	questions	and	 
	 come	up	with	solutions;

	 •	 develop	team	spirit	so	that	the	participants	feel	secure;	

	 •	 strengthen	the	participants’	self-confidence;

	 •	 enable	participants	to	arrive	at	common	decisions	and	apply	what	they	have	learnt	in	 
	 everyday	situations;

	 •	 make	different	options	clear	and	act	as	a	guide;

	 •	 encourage	cooperation	among	the	participants	and	discourage	competition;

	 •	 be	a	resource	person	in	organising	the	studies	but	not	an	expert	in	the	subject;	and

	 •	 guide	members	in	discussing	the	questions	and	ensure	that	answers	are	put	down.

Exercise

Now	elect	your	study	circle	leader.

1.5  Role of participants

The	study	circle	participants	also	have	roles	and	responsibilities.

Discuss

Talk	about	the	roles	of	the	participants	in	the	study	circle.	Then	read	the	following:
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Study	circle	participants	help	each	other	to	search	for	knowledge	and	cooperate	in	solving	prob-
lems.	All	participants	must	use	their	knowledge	and	experience	to	benefit	others	in	the	group.	
Once	a	participant	has	put	forward	an	idea,	it	becomes	a	group	idea.	This	improves	group	knowl-
edge	and	allows	each	member	to	contribute.	All	study	circle	participants	should	encourage	cooper-
ation	and	discourage	competition.	The	participants	should	share	the	responsibility	for	the	success	
or	failure	of	the	study	circle.
Work	in	a	study	circle	is	made	up	of:
	 •				The	study	material
	 •				The	skill	of	the	study	circle	leader
	 •				Knowledge	and	experiences	of	the	members

1.6  Making the study learning plan

The	next	step	in	setting	up	your	study	circle	is	to	develop	a	study	circle	plan.

Discuss

Discuss and agree on the following:

	 •				What	topic	shall	we	study?
	 •				Where	shall	we	meet?
	 •				How	often	and	for	how	long	shall	we	meet?
	 •				What	day	and	time?
 •				Responsibilities	–	who	will	do	what	in	our	group?
	 •				Who	can	provide	extra	guidance	if	we	get	stuck	and	for	which	topics	or	session	will	we	 
	 						need	an	external	resource	person?
	 •				Assessment	–	how	shall	we	test	our	understanding	and	whether	we	have	met	our	study	 
	 						objectives?
	 •				Where	can	we	find	more	information	on	our	study	topic?

1.6.1  What is a study plan?

The	success	of	the	study	circle	will	depend	on	good	planning	and	preparation	to	achieve	goals	in	
an	effective	manner.	A	study	plan	is	the	way	learning	sessions	will	be	run	and	how	the	group	will	
work	together.	A	study	plan	includes:
	 •				Objectives	of	the	study	circle
	 •				Dividing	the	topic	into	suitable	steps
	 •				Providing	information	on	the	issues	under	study
	 •				Providing	advice	to	the	group	on	making	its	learning	sessions	effective
	 •				Setting	the	time	frame:	during	the	planning	session	the	group	should	agree	on	the	how		
	 						much	time	will	be	spent	on	a	topic	

1.6.2  Study circle plan for Generate a business idea, Start and Improve your business

For	the	topic,	Generate	a	business	idea,	Start	and	Improve	your	business,	the	initial	study	circle	
activities	can	include:
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	 •				Sharing	experiences	on	how	to	start	a	viable	business
	 •				Familiarising	study	circle	participants	with	the	study	material
	 •				Comparing	content	of	the	study	material	with	the	study	circle	group	members’		 	
	 						expectations
	 •				Ensuring	the	study	plan	meets	the	wishes	and	needs	of	the	participants

A	study	can	be	a	session-by-session	outline	on	the	issues	you	intend	to	study	during	the	study	cir-
cle.	An	example:	

Session	1:		Introduction	to	study	circles
Session	2:	Entrepreneurship
Session	3:	Generate	your	business	idea
Session	4:	Business	plan	development
Session	5:	.............................	

1.6.3  What can you expect to learn?

The	Generate	a	business	idea,	Start	and	Improve	Your	Business	Program	(SIYB)	is	an	entrepreneurship	
and	management	training	program	to	assist	potential	start-ups	and	existing	small	businesses.	The	
sessions	will	equip	entrepreneurs	and	individuals	with	sound	knowledge	and	information	on	how	to	
run	a	businesses	successfully	and	how	to	improve	their	business	enterprises	for	profit	maximisation.

Summary

•	 A	study	circle	is	a	group	of	7-16	people	who	meet	regularly	to	learn	about	a	topic.
•	 Adults	learn	differently	from	children	and	their	learning	has	a	purpose.
•	 A	study	circle	needs	a	reliable	leader	with	strong	leadership	qualities.
•	 The	study	circle	participants	help	each	other	to	search	for	knowledge	and	cooperate	in	

solving	problems.
•	 A	study	circle	needs	a	study	plan	for	each	topic	studied.
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PART I: GENERATE YOUR  
   BUSINESS IDEA
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SESSION 2: Entrepreneurship

2.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 define	an	entrepreneur;	
•	 know	the	relevance	of	entrepreneurs;
•	 identify	key	characteristics	of	an	entrepreneur;	and
•	 become	a	successful	entrepreneur.

2.2 Entrepreneurship 

Is	a	process	involving	recognizing	opportunities	in	the	environment,	mobilizing	resources	to	take	
advantage	of	such	opportunities	in	order	to	provide	improved	goods	and	services	for	consumers	and	
making	a	profit	as	a	reward	for	risks	taken.

2.3 What is an enterprise/business? 

An	activity	operated	for	the	purpose	of	generating	a	profit	by	providing	a	service	or	product.	

If	 you	 choose	 a	 business	 based	 on	 your	 work	 experience,	 personal	 experience	 technical	 skills,	
knowledge	of	business	practices,	talent,	interests	hobbies,	social	ties	and	family	background,	etc.,	
there	is	a	greater	chance	that	you	will	succeed.	

2.4 Entrepreneur 

An	 individual/	 business	 owner	 who	 takes	 initiative	 to	 utilise	 resources	 (land,	 labour,	 capital)	 in	
innovative	ways	and	is	willing	to	bear	the	risk	and/or	uncertainty	to	make	a	profit.

	 Being	an	entrepreneur	also	means	 taking	on	a	 lot	of	 responsibilities	and	 facing	a	 lot	of	
challenges.

The	success	of	your	business	or	enterprise	will	depend	on:

	 Your	entrepreneurial	abilities	(personal,	characteristics,	situation	and	skills)	and	

	 Your	commitment	to	the	environment	and	

	 Your	commitment	to	community.	

      Do you have what it takes to be an entrepreneur?

•	 Favourable	 business	 environment,	 in	 combination	with	 certain	 personal	 characteristics	
and	skills	are	necessary	elements	for	your	development	as	a	successful	entrepreneur.

•	 You	will	also	need	specific	knowledge	and	experience	in	the	field	to	be	ultimately	successful	
in	the	business	you	choose.

As	an	entrepreneur	it	is	critical	that	you	assess	your	entrepreneurial	abilities.	
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Discuss

The	activity	below	(Individual	exercise)	will	help	you	find	out	if	you	have	the	abilities	to	successfully	
run	your	business.		Make	an	assessment	of	yourself	and	decide	on	the	areas	that	need	improvement	
or	growth	that	are	critical	for	your	business	success.

Be honest to yourself

Think	about	each	of	 the	 following	factors	below	and	decide	 if	each	of	 these	 factors	 is	an	area	of	
strength	or	an	area	in	which	you	need	to	improve,	you	can	add	more	factors:

Personal characteristics and your situation Areas of 
strength

Areas that need 
improvement

Commitment

Commitment	means	that	you	are	willing	to	put	your	business	
before	 almost	 everything	 else.	Do	 you	want	 to	 be	 in	 business	
for	a	long	time?	Can	you	spend	most	of	your	time	and	efforts	on	
your	business.

Motivation

Your	business	is	more	likely	to	succeed	if	you	are	very	motivated	
to	try	your	business	idea,	create	wealth	and	make	your	money	
work	for	you.	Do	you	know	clearly	why	you	want	to	have	your	
own	business?

Taking risks

There	is	no	absolutely	safe	business	idea.	You	always	run	the	risk	
of	failure.	Are	you	prepared	to	take	risks?	Are	you	willing	to	risk	
your	money	to	invest	in	your	business?

Making decisions

The	 business	 is	 yours	 which	 means	 that	 you	 have	 to	 make	
decisions	that	may	lead	to	either	success	or	failure.	 Important	
decisions	 cannot	 be	postponed	or	 passed	 on	 to	 someone	 else.	
Can	you	make	big	or	small	decisions	by	yourself ?

Ability to handle stress

Entrepreneurs	can	have	a	lot	of	stress	which	may	be	the	result	
of	 either	 difficult	 decisions	 that	 must	 be	made,	 dealing	 with	
customers	 in	 the	 business	 or	 working	 long	 hours.	 Are	 you	
excited	 about	 your	 business	 prospects?	Do	 you	 derive	 a	 great	
deal	of	enjoyment	from	your	work?

Problem solving

Running	your	own	business	requires	that	you	are	able	to	solve	
problems.	 Do	 you	 have	 the	 ability	 to	 solve	 the	 root	 cause	 of	
problems	in	constructive	ways?
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Goal orientation

One	 feature	 that	 differentiates	 an	 entrepreneur	 from	 an	
employee	 is	 the	 ability	 to	 develop	 and	 achieve	 goals.	 As	 an	
entrepreneur	have	a	vision	of	where	your	business	is	headed	and	
to	see	the	bigger	picture,	do	not	only	focus	on	what	is	happening	
now.	Have	you	got	a	vision	and	set	a	goal	for	your	business?

Social support

It	 is	 important	 to	have	adequate	 support	 from	 family,	 friends	
and	 other	 business	 people	 as	 you	 run	 your	 business.	 Do	 you	
have	 family,	 friends,	 other	 business	 people,	 a	 social	 network	
of	people	and	organizations	that	will	support	the	realization	of	
your	dream?

Financial situation

Access	to	financial	resources	to	start	or	improve	your	business	
is	 important.	 Have	 you	 set	money	 aside	 to	 get	 your	 business	
started;	are	you	in	a	savings	group?	If	you	need	additional	funds,	
do	you	have	family	or	friends	who	might	be	willing	and	able	to	
lend	you	money;	do	you	have	 savings	or	 credit	history	with	a	
Financial	 institution?	Do	you	know	financial	 institutions	 	 that	
can	lend	to	such	a	business?

Pro-activeness 

Being	 forward-looking,	 having	 the	 foresight	 to	 seize	
opportunities,	avoid	threats	and	manage	risks	in	anticipation	of	
the	future	of	the	business.

Innovativeness

A	 willingness	 to	 introduce/	 originate	 new	 ideas,	 processes	
through	 experimentation	 and	 creative	 processes	 aimed	 at	
developing	new	products	and	services	as	well	as	new	processes.

Skills

Technical skills

Technical	 skills	 are	 the	 practical	 abilities	 you	 need	 for	 your	
business	 to	 result	 in	 good	 quality	 products	 or	 services.	 For	
example,	 if	 you	want	 to	 start	 a	 cell	 phone	 service	 and	 repair	
shop,	you	need	to	know	how	to	repair	cell	phones.	Do	you	have	
technical	skills	that	are	necessary	for	your	business?

Business management skills

Business	management	skills	are	the	abilities	you	need	to	run	your	
business	efficiently.	Do	you	have	skills	in	marketing,	budgeting,	
buying,	costing,	record	keeping,	people	motivation,	etc.?

Knowledge of your line of business

The	more	knowledge	you	have	for	your	line	of	business,	the	more	
you	 will	 avoid	making	 costly	mistakes.	 Do	 you	 have	 detailed	
knowledge	of	your	business?
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Negotiation skills

Negotiation	skill	is	the	ability	to	communicate	with	others	and	
coming	 to	 an	 agreement.	 When	 you	 negotiate,	 you	 not	 only	
think	about	what	is	in	your	favour,	but	also	in	the	other	person’s	
favour	Can	you	get	what	you	want	from	a	negotiation	in	a	way	
that	both	parties	can	benefit?

Environmental and community concerns

Your business and the environment

As	an	entrepreneur,	you	need	to	know	the	environmental	issues	
affecting	your	line	of	business.	Do	you	know	how	to	sustain	the	
natural	capital	or	resources	on	which	your	business	depends?

Commitment to your community

Your	business	needs	to	be	community	friendly,	as	an	entrepreneur	
you	are	an	important	member	of	the	community	and	you	need	
to	have	a	commitment	to	the	advancement	of	the	community	as	
a	whole.	Do	you	have	a	good	relationship	with	the	community?

Count	the	number	of	areas	of	strength	and	the	number	of	areas	
that	need	improvement	and	put	total

2.5 Planning for areas that need improvement

Look	at	your	assessment	above	and	decide	on	the	areas	that	need	improvement	or	growth	that	are	
critical	for	your	business	success.	

Discuss

1.	 What	factors	do	you	consider	in	assessing	whether	or	not	you	are	ready	to	run	a	business?

2.	 Which	factors	above	do	you	need	to	improve	to		run	a	successful	business?	

3.	 Prepare	an	action	plan	on	how	you	will	improve	those	areas:

ACTION PLAN

Critical areas needing improvement and growth What will I do to strengthen them?

My	personal	characteristics	and	situation
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Skills

Environment	concerns

Community	concerns

Discuss

Read	the	following	short	story:	

Maria	has	grown	up	in	a	farmer’s	family.	Her	parents	grow	seasonal	vegetables	to	sell	to	the	local	
retailers.	Maria	has	graduated	from	the	Agricultural	College.	She	knows	various	planting	techniques	
and	is	enthusiastic	about	promoting	the	planting,	sales	and	consumption	of	organic	foods	in	her	
community.

Maria	decides	to	grow	organic	vegetables	on	her	parents’	farm	and	to	sell	the	products	through	their	
retail	network.

Is	the	business	suitable	for	Maria	or	not?	Why	do	you	say	so?

2.6 Which field of business is suitable for you? 

A	 field	 of	 business	 refers	 to	 an	 industrial	 category,	 such	 as	 farming,	 fishing,	 food	 processing,	
garments,	 construction,	 furniture,	 beauty	 salon,	 stationery,	 etc.	 Your	 talent,	 family	 background,	
personal	experience,	hobbies	or	interests	often	inspire	you	to	develop	a	certain	field	of	business.	

Your	decision	to	pursue	a	particular	field	of	business	should	also	match	your	knowledge,	skills	and	
situation.

2.7 Types of business 

A	type	of	business	identifies	how	you	take	part	in	the	business	field	that	you	choose.	Your	personal	
characteristics	and	your	available	networks	often	guide	you	into	a	suitable	type	of	business.

There	are	four	main	types	of	business	in	the	different	fields	of	business.
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2.7.1 Manufacturing/Production

Manufacturers	are	businesses	that	use	raw	materials,	such	as	leather,	waste	material,	wood,	cloth	or	
metal	and	make	new	or	different	products	out	of	those	materials.	Some	examples	of	manufacturing/	
production	 businesses	 are	 broiler	 producers,	 grain	 farmer,	 horticulture	 producer,	 shoemakers,	
dressmakers,	furniture	makers,	paper	producers	and	farm	equipment	manufacturers.	See	Figure	2.1.

Figure 2.1: Examples of manufacturing business

2.7.2 Service provision

Service	providers	are	people	whose	businesses	sell	a	particular	skill	or	intangible	attributes,	such	as	
barber,	transportation,	hairdressing,	banking,	deliveries,	construction,	repairs,	cleaning,	painting,	
tailoring,	etc.		Figure	2.2	shows	an	example	of	a	service	provision	business.

Figure 2.2: Hairdressing

2.7.3 Wholesaling

Wholesalers	are	businesses	that	buy	large	quantities	of	certain	goods	from	manufacturers	and	resell	
those	goods	to	retail	outlets	in	smaller	quantities,	who	then	resell	them	to	individual	consumers.	
If	 you	 are	 familiar	with	 companies	 that	make	 and	 sell	 their	 goods	 in	 bulk	 and	 you	 are	 good	 at	
establishing	relationships	with	retailers,	you	may	want	to	be	a	wholesaler	(Figure	2.3).	
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Figure 2.3: Wholesaling

2.7.4 Retailing

Retailers	 purchase	 ready-made	 goods	 from	wholesalers	 or	 suppliers	 for	 resale	 at	 a	 profit.	 Some	
examples	of	retail	businesses	are	grocery	stores,	appliance	stores,	clothing	stores,	stationery	shops,	
computer	and	mobile	phone	shops,	etc.	(Figure	2.4).

Figure 2.4: Retail shop
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2.8 Identify your business field and type

The	following	assessment	helps	you	to	identify	the	field	and	type	of	business	that	you	should	choose	
for.	Be	honest	in	your	assessment.

Assessment Possible business fields

My	 interests	 –	 I	 enjoy	doing	 the	 following	 (include	your	
hobbies):

My	 experience	 –	 I	 have	 worked	 in	 or	 have	 educational	
experience	 in	 the	 following	field(s)	of	business	 (list	 jobs,	
training	and	other	sources	of	work	experience):

My	business	network	–	I	know	the	following	people,	friends	
and	relatives	who	are	in	business	and	who	could	provide	
information,	advice	or	assistance	(state	their	position):

My	preference	is	to:

Work	with	a	lot	of	people/work	on	my	own;

Be	active	and	work	outdoors/work	at	the	desk	all	day;

Do	 physical	 work/work	 in	 a	 job	 that	 allows	 me	 to	 be	
creative/do	work	that	requires	logical	thinking;	and

Focus	on	technical	details/talk	to	and	care	for	people.

Discuss

Which	type	of	business	are	you	in	now?	Identify	your	business	field	and	type.

2.8.1 How to strengthen your entrepreneurial abilities and skills in your business  
 field?

There	are	many	ways	to	improve	your	entrepreneurial	abilities.	You	can:	

•	 Learn	from	people	who	run	their	own	business,	especially	those	in	your	chosen	business	
field	and	type.

•	 Attend	training	courses.

•	 Find	work	as	an	assistant	or	apprentice	in	a	successful	business	in	the	field	and	type	that	
you	are	interested	in.

•	 Read	articles	about	businesses	 in	your	field	and	 type	 in	newspapers	and	 trade	 journals,	
either	on	the	internet	or	at	libraries	to	help	you	think	about	the	problems	these	businesses	
are	facing	and	their	proposed	solutions.

•	 Join	a	small	business	association	in	your	area	and	participate	in	forums.

•	 Set	aside	 small	 amounts	of	money	on	a	daily	or	weekly	basis	 to	help	finance	your	new	
business.
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•	 Develop	the	skills	and	attitudes	described	below	by	applying	them	in	your	daily	activities:

	 –	 Increase	your	motivation	and	commitment	by	making	a	plan	for	your	future.

	 –	 When	things	go	wrong,	analyse	what	happened	and	improve	your	ability	to	learn	from	 
	 mistakes.

	 –	 Accept	the	problems,	assess	the	solutions	and	take	risks.

Discuss

You	should	be	aware	of	the	areas	that	need	improvement	and	develop	a	plan	of	action	to	deal	with	
these	before	they	negatively	affect	your	business.

Complete	the	Action	Plan	below	to	help	you	assess	how	you	intend	to	 improve	your	knowledge,	
skills	and	business	situation.

 

Action plan

Areas	that	need	improvement	 What	will	I	do	to	improve	it? By	when?

Summary

•	 An	individual/	business	owner				who	takes	initiative	to	utilize	resources	(Land,	Labour,	
capital)	in	innovative	ways	and	is	willing	to	bear	the	risk	and/or	uncertainty	to	make	a	
profit.

•	 Find	out	if	you	have	the	abilities	to	successfully	run	your	business.		Make	an	assessment	
of	yourself	and	decide	on	the	areas	that	need	improvement	or	growth	that	are	critical	for	
your	business	success.

•	 If	you	choose	a	business	based	on	your	work	experience,	personal	experience	technical	
skills,	knowledge	of	business	practices,	talent,	interests	hobbies,	social	ties	and	family	
background,	etc.,	there	is	a	greater	chance	that	you	will	succeed

•	 There	are	many	ways	to	improve	your	entrepreneurial	abilities.	You	can:	
	 –	 learn	 from	people	who	 run	 their	 own	business,	 especially	 those	 in	 your	 chosen	 

	 business	field	and	type;
	 –	 join	a	study	circle	in	your	field	of	business;	
	 –	 attend	training	courses;	
	 –	 find	work	as	an	assistant	or	apprentice	in	a	successful	business	in	the	field	and	 

	 type	that	you	are	interested	in;
	 –	 read	 articles	 about	 businesses	 in	 your	 field	 and	 type	 in	 newspapers	 and	 trade	 

	 journals,	either	on	the	internet	or	at	libraries	to	help	you	think	about	the	problems	 
	 these	businesses	are	facing	and	their	proposed	solutions;	and

	 –	 join	a	business	association	in	your	area	and	participate	in	forums.
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SESSION 3: Generate your business idea

3.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 identify	potential	sources	of	business	ideas	and	create	an	idea	list;
•	 clearly	explain	any	business	idea	that	comes	to	your	mind;	and
•	 shortlist	and	then	select	the	best	idea	to	pursue	in	order	to	start	your	own	business.

3.2 Business idea

A	business	idea	is	a	short	and	precise	description	of	the	basic	operation	of	an	intended	business.

Starting	or	improving	a	business	is	not	an	easy	job	if	you	do	not	plan	and	work	hard.	

A	good	business	idea	is	important	for	the	success	of	any	business	venture.

Before	you	venture	into	business,	you	need	to	have	a	clear	idea	of	the	sort	of	business	you	want	to	
run.

Your business idea will tell you:

•	 Which	need	your	business	fulfil	for	the	customers	and	what	kind	of	customers	will	you	
attract?

•	 What good	or	service	will	your	business	sell?

•	 Who	will	your	business	sell	to?

•	 How is	your	business	going	to	sell	its	goods	or	services?

•	 How much will	your	business	depend	upon	and	impact	the	environment?

A	good	business	idea	will	be	compatible	with	the	sustainable	use	of	natural	resources	and	will	respect	
the	social	and	natural	environment	on	which	it	depends.

3.2.1 Which need will your business fulfil to the customers?

Your	business	idea	should	always	have	customers	and	their	needs	in	mind.	You	should	answer	the	following	
questions	to	check	if	the	market	needs	your	product:	

•	 Is	there	a	need	for	your	product?

•	 Who	needs	the	product?

•	 Why	do	they	need	your	product	not	another?
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3.2.2 What Goods/Services will you sell?

Depending	on	your	skills	and	the	needs	of	the	customers,	you	should	decide	which	goods	or	services	
your	business	will	sell.	The	goods	or	services	should	be	what	people	are	willing	to	pay	for	and	at	a	
price	that	will	allow	you	to	make	a	profit.

•	 A	good	is	an	item	that	people	pay	for	and	use.	It	may	be	something	you	make	yourself	or	it	may	
be	something	you	buy	to	resell.	Tools,	baked	goods,	clothes	and	retail	items	are	all	products.

•	 A	service	is	something	you	do	for	people	that	they	then	pay	you	for.	Services	are	intangible.	For	
example,	banking	services,	teaching,	spraying	crops,	hairdressing;	building,	tailoring,	babysitting,	
repairing	items,	welding	etc.	

3.2.3 Who will your business sell to?

•	 Any	business	cannot	succeed	without	customers.	Therefore,	it	is	essential	that	you	know	
who	your	customers	will	be.	

•	 There	must	be	enough	people	who	are	able	and	willing	to	pay	for	your	goods	and	services	
or	the	business	will	not	survive.

•	 Will	you	sell	to	a	specific	type	of	customer	or	to	everyone	in	an	area?

3.2.4 How is your business going to sell its goods or services?

If	 you	plan	 to	 open	 a	 shop,	 you	know	how	 you	will	 sell	 your	 product.	Manufacturers	 or	 service	
operators	can	sell	their	products	in	many	different	ways.	A	manufacturer	for	example,	can	sell	either	
directly	to	customers,	to	retailers	or	to	wholesalers.

3.2.5 How much will your business depend on and impact the environment?

Your	business	can	only	be	sustainable	in	the	long	run	if	it	works	in	harmony	with	the	social	and	
natural	environment.	

Exercise

Answer	the	following	questions	to	check	how	much	your	business	depends	on	the	environment.

•	 How	much	does	your	business	depend	on	the	environment?	

•	 Does	it	rely	on	the	weather,	soil	or	other	natural	resources?	

•	 Does	it	need	any	specific	type	of	labour	from	the	local	community?

•	 	Does	it	need	the	local	community	to	support	it?	

•	 What	should	you	do	to	make	sure	that	your	business	nurtures	the	natural	environment	
and	helps	the	local	community?	

•	 Will	your	business	nurture	the	natural	environment	or	will	it	have	a	detrimental	impact?	

•	 How	would	you	minimize	or	reverse	any	negative	effect	that	your	business	might	have	on	
the	environment?
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Discuss

1.	 How	do	you	plan	to	sell	your	products?

2.	 Why	do	you	want	to	sell	that	way?

3.	 	In	which	areas	does	your	business	depend	on	the	environment?

4.	 Does	your	business	need	specific	type	of	labour	from	the	community?

5.	 What	should	you	do	to	reduce	or	minimise	negative	effect	of	your		
	 	 business	on	the	environment?

3.3 How to identify your own list of business  
 ideas/Sources of business ideas

When	you	scan	your	market,	see	if	you	can	find	some	business	ideas	for	yourself.

Every	business	idea	should	be	based	on	knowledge	of	the	market	and	its	needs.	

What is a market? 

The	market	refers	to	people	who	might	want	to	buy	a	good	or	service;	i.e.	the	customers.

•	 The	market	differs	from	place	to	place,	depending	on	who	lives	in	the	area,	how	they	live	
and	for	what	goods	or	services	they	spend	their	money.	

•	 When	you	understood	the	market	in	your	area,	you	might	recognize	many	business	ideas	
that	you	may	have	previously	ignored.

•	 When	generating	business	ideas,	it	is	best	to	try	to	keep	your	mind	open	to	everything.	

•	 Your	first	goal	is	to	think	of	as	many	ideas	as	possible	and	make	a	list	of	all	the	possible	
business	opportunities	so	that	you	have	more	choices!	

•	 You	then	can	scan	the	list	and	pin	down	the	idea(s)	that	sound	most	feasible	to	you	and	that	
you	think	will	be	most	profitable.

Figure 3.1: An agricultural market place



19

Below,	we	will	examine	a	few	different	approaches	to	generating	business	ideas.	The	information	
gained	from	one	approach	may	supplement	another	and	help	you	to	clearly	describe	your	business	
ideas.	

3.3.1 Learn from successful business owners

You	can	learn	a	lot	from	people	in	your	area	who	have	already	gone	through	the	process	of	establishing	
a	business.	You	should	try	to	get	the	following	information	from	them:

•	 What	kind	of	idea	did	these	businesses	start	with?

•	 Where	did	the	ideas	come	from?

•	 How	did	they	develop	their	ideas	into	successful	businesses?

•	 How	does	the	business	profit	and	fit	into	the	local	environment?

•	 Where	did	they	get	the	money	to	start	their	business?

3.3.2 Draw from experience

•	 What	has	your	experience	been	as	a	customer	in	the	market	place?

•	 Have	you	ever	searched	all	day	for	some	items	that	you	could	not	find	in	any	store	in	your	
area?	Think	about	the	goods	and	services	you	have	wanted	at	different	times	and	that	you	
have	had	difficulty	finding.

•	 Ask	your	family	and	friends	about	the	things	they	would	like	to	find	that	are	not	locally	
available.	Expand	your	social	knowledge	by	talking	to	people	from	different	age	groups,	
social	 classes,	 etc.	 You	 can	 also	 visit	 community	 groups,	 colleges,	 etc.	 for	 a	 greater	
understanding	of	the	market.

3.3.3 Survey your local business area

•	 Find	out	what	 type	of	businesses	 are	 already	operating	 in	 your	 area	 and	 see	 if	 you	 can	
identify	 any	 gaps	 in	 the	market	 focusing	 on	 the	 preferred	 business	 fields	 and	 business	
types.

3.3.4 Scan your environment

It	may	be	useful	to	think	about	business	ideas	by	considering	all	the	resources	and	institutions	in	
your	area.	For	example:

•	 Natural	resources

•	 Characteristics	and	skills	of	people	in	the	local	community

•	 Import	substitution

•	 Waste	products

3.3.5 Natural resources in your area

Think	of	what	is	abundantly	available	in	your	area	that	could	be	made	into	useful	products	without	
harming	 the	 environment.	 Natural	 resources	 include	materials	 from	 soil,	 land,	 forest,	 mineral,	
water,	etc.

Perhaps	there	is	good	clay	soil	in	the	area	that	can	be	used	for	making	bricks	(Figure	3.2).	It	may	be	
used	for	other	business	ventures	such	as	making	plates,	cups	or	tiles.	There	is	abundant	fruit	that	
can	be	used	for	making	juice	etc.



20

Think	about	a	way	to	use	this	resource	that	would	enable	you	to	continue	working	with	it	for	many	
years.	In	other	words,	make	sure	that	your	business	idea	will	not	exhaust	the	natural	resource	that	
would	be	the	foundation	of	your	business.

Figure 3.2: Use of soil as a natural resource in making bricks

3.3.6 Characteristics and skills of people in the local community

Consider	whether	the	people	in	your	area	have	some	special	characteristics	or	skills	that	could	be	
useful	for	a	business:

•	 Are	there	people	in	your	community	who	are	good	artisans,	tailors	or	carpenters	or	who	
have	specific	skills	creating	items	unique	to	your	area?

•	 Are	there	recent	graduates	looking	for	jobs	who	you	could	employ?

•	 Are	there	caregivers,	nurses	or	people	who	could	offer	services	to	children,	the	elderly	or	
the	sick?

•	 Is	your	community	digitally	connected?

•	 Is	the	infrastructure	in	your	community	well	developed?

3.3.7 Waste products

Business	opportunities	can	also	be	generated	by	using	materials	that	have	been	previously	used	by	
both	homeowners	and	businesses.	Usually	there	is	something	that	can	be	reused	in	things	that	we	
throw	away.	Recycling	may	be	done	with	waste	products	that	come	from	agricultural	processing,	
household	garbage,	used	machinery	and	appliances	or	industrial	waste.	People	throw	out	food	that	
could	be	used	to	make	compost	or	animal	feed.	They	also	throw	away	paper,	glass	and	aluminium	
that	can	be	recycled.

Think	about	the	possible	use	of	waste	materials	for	the	production	of	other	useful	and	marketable	
items.	E.g.	an	entrepreneur	can	buy	used	plastic	bottles	as	raw	material	and	they	pay	collectors	for	
supply	of	the	plastic	bottles.
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Man-made	waste	has	a	detrimental	effect	on	the	environment.	In	most	cases,	companies	are	keen	
to	work	with	entrepreneurs	who	can	turn	their	waste	products	into	valuable	and	marketable	items.

Many	industries	dispose	of	useful	materials.	A	clothing	company	might	throw	away	small	pieces	of	
cloth	that	could	be	used	to	make	something	else.	Plastics	factories	usually	have	materials	left	over	
that	might	be	useful	for	insulation,	stuffing	for	pillows	or	a	new	kind	of	fuel.	

Cotton	processing	companies	 like	Cottco	and	Cargill	produce	cotton	plenty	of	cotton	waste.	This	
waste	can	be	gathered	and	used	by	farmers	in	oyster	mushroom	production	(Figure	3.3).

Figure 3.3: Cultivation of oyster mushroom from cotton waste

3.3.8 Import substitution

Some	imported	goods	have	high	import	duties,	making	them	very	expensive.	You	can	explore	the	
possibility	of	operating	a	business	that	can	easily	make	the	imported	goods	locally.

Discuss

1.	 Share	things	that	can	be	made	from	what	others	thought	was	garbage/waste.

2.	 Is	there	a	possibility	that	you	could	recycle	something	that	is	found	in	abundance	in	your	
neighbourhood?

3.	 Can	you	think	of	anything	that	is	imported	that	might	be	made/produced	locally?

3.3.9 Publications

Publications	from	the	internet	and	other	printed	material	may	help	you	find	ideas.	There	are	many	
sites	on	the	internet	that	you	can	visit	to	find	out	about	business	ideas	as	well	as	franchise	businesses	
for	sale.	There	are	also	web-based	businesses	that	you	can	search	from	home	if	you	have	internet	
connection.	Newspapers	are	a	great	source	of	ideas.	They	often	describe	types	of	businesses	that	you	
could	start	or	products	that	you	could	provide	in	your	area.	The	classified	advertisements	may	give	
you	ideas,	as	well	as	articles	about	business	trends	in	other	places.
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3.3.10  Agriculture shows, Trade fairs, Business expos and Exhibitions

Organizations	hold	 trade	 fairs	 for	different	goods	or	services.	Attending	 these	 fairs	may	give	you	
exposure	 to	 a	number	of	new	business	 ideas	 that	 you	had	not	previously	 considered.	Be	 sure	 to	
attend	any	trade	fair	for	fields	of	business	in	which	you	may	be	interested.

Figure 3.4: An Agricultural show

Discuss

1. Which	fairs,	shows	or	exhibitions	can	expose	you	to	new	business	ideas	in	your	area?

3.3.11  Brainstorming

Brainstorming	means	opening	up	your	mind	and	thinking	about	many	different	ideas.	

How does one brainstorm?

You	start	with	a	word	or	a	topic	and	then	write	down	everything	that	comes	to	mind	relating	to	
that	subject.	You	continue	writing	for	as	long	as	possible,	putting	down	things	that	you	think	of,	
even	if	they	seem	irrelevant	or	odd.	Good	ideas	can	come	from	concepts	that	initially	seem	strange.	
Brainstorming	works	best	in	a	group.	

For	business	idea	generation,	get	your	family	or	friends	together	and	ask	them	to	help	by	writing	
down	ideas	they	have	when	they	hear	the	word	or	subject	matter.	
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Discuss

Case study

Chipo	 asked	her	 sister	 and	 two	 friends	 to	 brainstorm	with	her	 to	find	 a	 business	 idea.	 She	has	
worked	as	a	cook	in	a	restaurant	for	a	long	time	so	they	started	with	the	word	“food”.	At	first	the	
ideas	for	businesses	related	to	food	came	slowly.	But	soon	they	had	many	possibilities	(growing	crops	
for	food,	cooking	for	pre-	schools,	selling	food,	restaurant	and	etc.).

Do	some	brainstorming	yourself:

1.	 Start	with	a	word	related	to	a	type	and	field	of	business	in	which	you	are	interested	or	that	
you	know	about	and	write	down	all	the	ideas	that	pop	into	your	mind.	Continue	until	you	
cannot	think	of	anything	else.

2.	 Now	go	back	and	check	the	words	you	have	written.	Do	the	words	give	you	 ideas	 for	a	
business	that	you	can	imagine	starting?

Even	if	you	cannot	find	any	ideas	you	like,	the	exercise	is	useful	for	helping	you	to	open	your	mind	
to	a	new	way	of	thinking.	

Try	another	word	based	on	your:

•	 Skills

•	 Past	work	experience

•	 Academic	background	or	interests	and	write	down	all	the	products	related	to	that	word	on	
a	new	piece	of	paper.

The	more	often	you	brainstorm	the	better	you	will	get	at	coming	up	with	feasible	business	ideas.

Structured brainstorming

Structured	 brainstorming	 is	 when	 you	 think	 of	 the	 different	 processes	 that	 are	 involved	 in	 the	
operation	of	a	particular	business	and	the	goods/services	that	can	be	offered	with	respect	to	those	
processes.	This	is	different	from	thinking	about	random	items	related	to	a	particular	business	field	
and	type.	Try	to	think	of	all	the	businesses	that	are	related	to	different	aspects	of	a	product:

•	 Those	involved	in	production

•	 Those	involved	in	the	selling	process

•	 Those	involved	in	recycling	or	re-using	materials

•	 Those	indirectly	related	(spin-offs)

•	 Those	involved	in	servicing.
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Production

Servicing

Selling	process

Spin-offs

Recycling

T-shirts

Figure 3.5

Discuss

List	down	the	idea(s)	that	sound	most	feasible	to	you	and	that	you	think	will	be	most	profitable.	You	
can	list	at	least	5	ideas.	Use	the	table	below	for	analysis	of	each	idea:

Idea Criteria discription

Idea 1 Which need	 will	 your	 business	 fulfil	 for	 the	
customers	 and	 what	 kind	 of	 customers	 will	 you	
attract?

What good	or	service	will	your	business	sell?

Who will	your	business	sell	to?

How is	 your	 business	 going	 to	 sell	 its	 goods	 or	
services?

How much will	 your	 business	 depend	 upon	 and	
impact	the	environment?
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3.4 The best business ideas for you

From	the	list	of	selected	ideas	there	is	need	for	screening	the	best	and	viable	idea.

From	your	list	of	ideas	select	the	best	ideas	that	you	will	consider.	The	questions	below	will	help	you	
to	continue	to	get	more	information	and	come	up	with	at	least	with	the	three	best	ideas:

3.4.1 Which?

•	 Which	unfulfilled	need	do	you	want	to	satisfy	for	your	customers?

•	 Which	needs	do	your	goods	or	services	satisfy	for	the	customers?

3.4.2 What?

•	 What	goods	or	services	do	your	customers	want?

•	 What	quality	of	products	do	your	customers	want?

•	 What	information	do	you	have	about	the	goods	or	services	for	this	business?

•	 What	are	the	positive	or	negative	impacts	your	business	will	have	on	your	community	and	
the	natural	environment?

3.4.3 Who?

•	 Who	will	be	your	customers	for	this	particular	business?	Will	there	be	enough	of	them	to	
make	your	business	profitable?

•	 Who	are	your	competitors	and	what	are	their	strengths	and	weaknesses?

3.4.4 How?

•	 How	will	you	be	able	to	supply	the	quality	of	goods	and	services	that	your	customers	want?

•	 How	much	do	you	know	about	the	quality	of	goods	and	services	that	your	customers	want?

•	 How	 does	 running	 this	 sort	 of	 business	 suit	 your	 personal	 characteristics,	 skills	 and	
situation?

•	 How	do	you	know	that	there	is	a	need	for	this	business	in	your	area?

•	 How	do	you	think	you	will	feel	about	running	this	business	in	ten	years?

Other important questions to consider

•	 Where	can	you	get	advice	and	information	about	this	business?

•	 Will	this	be	the	only	business	of	this	type	in	your	area?

•	 If	 there	are	other	similar	businesses,	how	will	you	be	able	to	successfully	compete	with	
them?

•	 What	is	your	competitive	advantage?	(For	example,	would	you	be	providing	more	efficient	
goods	and	services	that	would	eventually	replace	those	that	exist	at	the	moment?)	
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•	 Would	your	business	eventually	 show	higher	growth	rates	 than	existing	businesses	as	a	
result	of	the	advantages?

•	 Why	do	you	think	this	business	will	be	viable?

•	 Does	this	business	need	equipment,	premises	or	qualified	staff?	Do	you	think	you	will	be	
able	to	get	the	finances	to	provide	these	things?

•	 Where	will	you	get	the	resources	to	start	this	business?

•	 Could	your	business	model	save	money	by	reducing,	re-using	or	recycling?

To	answer	these	questions	objectively,	you	should	get	more	information	by	doing	a	market	research.

3.4.5 Market research

By	talking	to	possible	future	customers	or	suppliers	and	to	members	of	the	business	community,	
you	can	gather	useful	information	about	the	factors	that	would	affect	your	business	idea.	You	could	
just	have	informal	discussions	and	make	observations	or	you	could	arrange	more	formal	visits	and	
interviews.	The	visits	will	take	time	and	effort,	but	by	doing	field	research,	you	would	already	be	
starting	to	act	like	a	successful	businessperson.	The	contacts	you	make	during	these	visits	would	also	
be	useful	when	you	start	your	business.

Conducting interviews

Collecting	information	for	your	business	gives	you	an	opportunity	to	promote	your	business	idea	
and	to	present	yourself	as	a	potential	entrepreneur.	Describe	your	idea	positively	and	explain	why	
you	think	it	will	be	something	customers	want.	Talk	about	how	your	idea	will	contribute	positively	
to	the	development	of	your	community.	Ask	open-ended	questions	using	the	“who”,	“what”,	“why”,	
“where”,	 “when”,	 “how”	 methodology	 of	 getting	 more	 information.	 Let	 the	 conversation	 flow	
naturally.

Who to talk to?

There	are	four	important	groups	that	you	should	talk	to:

•	 Potential	 customers:	 Their	 views	are	 essential	 to	 your	understanding	of	whether	or	not	
your	proposed	product	is	important	to	them	and	if	you	need	to	modify	your	idea	to	meet	
their	needs.

•	 Competitors,	 suppliers	 and	entities	with	financial	 resources:	Their	 views	will	 reveal	 the	
challenges	 of	 competition	 that	 you	 would	 face,	 as	 well	 as	 other	 issues	 related	 to	 your	
potential	business.	

•	 Financial	institutions:	Find	out	the	lending	requirements	to	determine	whether	borrowing	
for	a	new	business	is	possible.

•	 	Key	informants	and	opinion	leaders:	These	are	people	who	would	know	a	lot	about	the	
type	and	field	of	business	you	want	to	go	into	and/or	a	lot	about	your	potential	customers.	
Their	views	would	give	you	a	lot	to	think	about	and	could	also	give	you	a	better	insight	into	
the	feasibility	of	your	business	idea.

For	each	business	idea,	plan	how	to	get	more	information	through	market	research	by	completing	
the	following	form:
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Business idea:

What do I need to find out?

Who	will	I	talk	to What	questions	to	ask

After	you	have	acquired	more	information	for	each	business	idea,	you	will	notice	several	reasons	
why	some	ideas	are	stronger	than	the	others.	

•	 For	example,	an	idea	may	be	received	well	by	potential	customers	and	may	have	very	little	
competition	in	the	marketplace,	but	may	need	a	huge	initial	capital	investment.	

•	 On	the	other	hand,	there	might	be	a	business	idea	that	is	popular	with	potential	customers,	
but	that	has	some	competition	and	needs	less	initial	investment.	Therefore,	the	second	idea	
might	be	more	feasible	if	you	do	not	have	access	to	a	large	amount	of	money.	

•	 Make	note	of	the	three	ideas	that	meet	all	the	criteria	and	would	offer	the	best	potential.	
Once	you	have	reduced	your	list	of	business	ideas	to	the	three	that	are	most	suitable,	the	
next	step	is	to	use	a	SWOT	analysis	tool	to	select	the	best	idea	out	of	the	three.

3.5 SWOT Analysis

SWOT	analysis	is	a	method	people	often	use	to	decide	the	most	suitable	business	idea.	It	helps	you	
to	focus	on	the	possible	problem	areas	and	the	potential	advantages	of	each	idea.

S	–	Strength

W –	Weakness

O	–	Opportunities’

T –	Threats

3.5.1 Inside the business

To	analyse	the	strengths	and	weaknesses	of	your	business	idea,	evaluate	what	will	the	business	be	
good	at	and	what	the	potential	drawbacks	or	problems	might	be.

Strengths:	are	the	specific	positive	aspects	which	will	give	your	proposed	business	an	advantage	over	
similar	business	ventures	and	the	competitors.	It	could	be	that	you	propose	to	sell	a	better	quality	
product	or	that	you	have	a	location	which	is	more	accessible	to	your	customers.	There	will	always	
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be	demand	for	new	products	that	offer	new	ways	of	solving	old	problems	or	are	more	efficient	than	
other	products.	Could	 your	good	or	 service	benefit	 from	having	a	 Fair	Trade	or	Organic	Product	
certificate?	Customers	are	inclined	to	pay	higher	prices	for	Fair	Trade	or	Organic	Products.

Weaknesses:		are	the	things	that	your	business	will	not	do	as	well	as	other	businesses.	Perhaps	your	
costs	will	be	higher	because	your	business	is	located	a	long	way	from	the	source	of	supplies	needed	
for	production	and	you	will	have	to	pay	more	for	transport	or	perhaps	you	are	unable	to	meet	the	
quality	standards	of	the	competition.

3.5.2   Outside the business

To	analyse	the	opportunities	and	threats	of	your	proposed	business,	look	at	the	external	environment.	
What	aspects	of	the	environment	will	benefit	the	business	and	what	aspects	will	negatively	affect	
the	business?

Opportunities:	are	on-going	potential	developments	that	will	be	good	for	your	business.	It	could	be	
that	the	demand	for	the	product	you	are	proposing	will	increase	because	of	an	influx	of	tourists.	It	
could	also	be	that	new	regulations	enacted	by	the	government	for	the	promotion	of	green	jobs	and	
social	enterprises	will	result	in	a	higher	demand	for	the	type	of	products	that	you	will	provide.

Threats:		are	events	that	may	negatively	affect	your	business.	For	example,	the	business	idea	could	
be	so	simple	that	other	people	may	start	similar	businesses	in	your	area	and	reduce	your	share	of	
the	market.	There	could	also	be	proposed	legislation	affecting	the	operation	of	your	business,	such	
as	restrictions	on	the	import	of	certain	products.	

Once	you	have	identified	your	SWOT,	try	matching	your	Strengths	and	Opportunities	to	determine	
whether	or	not	they	will	give	your	business	an	advantage.	For	example,	if	people	are	looking	for	a	
service	that	matches	your	proposed	product	(Opportunities)	and	you	are	very	service	oriented	and	
care	about	details	(Strengths),	you	may	be	creating	a	big	advantage	for	your	proposed	business.	You	
may	also	match	your	Weaknesses	and	Threats	to	determine	if	you	can	improve	your	weak	points	to	
cope	with	the	threats.	On	the	other	hand,	if	weaknesses	and	threats	present	a	major	obstacle	to	the	
potential	for	profit,	you	may	consider	deleting	that	business	idea.

Discuss

Below	is	the	process	to	do	a	SWOT	analysis	for	each	of	the	three	business	ideas	you	have	selected:

Think	carefully	about	 the	strengths	and	weaknesses	within	the	business.	These	may	be	personal	
characteristics,	 financial	 issues,	 marketing	 issues,	 the	 location	 of	 the	 business	 or	 the	 cost	 of	
promoting	and	selling	your	product.	Write	all	of	them	down.

Think	of	the	external	environment	for	this	business.	What	are	the	opportunities	and	threats	in	your	
business	 environment?	The	 “key	 informants”	 you	 spoke	 to	during	 your	field	 research	may	have	
pointed	these	out	to	you.	Write	them	down.

Ask	yourself:

Can	I	combine	my	strengths	with	the	opportunities	to	create	a	big	advantage?

What	disadvantages	are	created	by	the	weaknesses	and	the	threats?	Can	I	overcome	them?	How?

Then	write	down	the	advantages	and	disadvantages,	as	well	as	how	you	intend	to	overcome	them.
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SWOT Analysis

Business idea:__________________________________

Strengths Weaknesses

Opportunities Threats

What	advantages	are	created	by	the	strengths	and	opportunities?

What	are	the	disadvantages	created	by	the	weaknesses	and	threats?

When	you	have	completed	the	three	SWOT	analyses	for	the	three	business	ideas,	compare	them	and	
select	the	business	which	has	more	advantages	and	less	disadvantages	and	/or	is	easier	to	overcome	
the	disadvantages.
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3.6 Your own business idea

Exercise

Complete	a	summary	of	your	business	idea	in	the	box	below:

My	business	idea	is_______________________________________________________

Type	of	business:																								Production/manufacturing	 																		Service	

	 	 	 	 Retailing	 	 	 	 					Wholesaling

Field	of	business:	………………………………………………………………………………………..

My	goods	or	services	will	be:

…………………………………………………………………………………………………………….

My	customers	will	be:

…………………………………………………………………………………………………………….

…………………………………………………………………………………………………………….

The	needs	of	the	customers	that	will	be	satisfied	are:	……………………………………………...

…………………………………………………………………………………………………………….

I	have	chosen	this	business	idea	because	(advantages	and	disadvantages):	………………………

…………………………………………………………………………………………………………….

…………………………………………………………………………………………………….............

What	should	I	learn	further	to	prepare	for	the	business?

…………………………………………………………………………………………………………….

…………………………………………………………………………………………………………….
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Summary

•	 A	business	idea	is	a	short	and	precise	description	of	the	basic	operation	of	an	intended	
business.	

•	 The	right	business	begins	with	a	good	description	of	your	business	idea.
•	 Your	business	idea	should	always	have	customers	and	their	needs	in	mind.
•	 Your	business	idea	will	respond	to	the	following	questions:
	 –	 Which	need	will	your	business	fulfil	for	the	customers	and	what	kind	of	customers	 

	 will	you	attract?
	 –	 What	good	or	service	will	your	business	sell?
	 –	 Who	will	your	business	sell	to?
	 –	 How	is	your	business	going	to	sell	its	goods	or	services?
	 –	 How	much	will	your	business	depend	upon	and	impact	the	environment?	A	good	 

	 business	idea	will	be	compatible	with	the	sustainable	use	of	natural	resources	and	 
	 will	respect	the	social	and	natural	environment	on	which	it	depends.

•	 Sources	 of	 business	 ideas	 include	 other	 successful	 business	 people;	 experiences	 as	 a	
customer;	natural	resources	in	your	area,	waste	products;	import	substitution.

•	 Do	a	SWOT	analysis	for	each	of	best	three	business	ideas	and	identify	the	advantages	
created	by	strengths	and	opportunities	and	disadvantages	created	by	weaknesses	and	
threats	for	each	of	your	business	ideas.

•	 After	the	SWOT	analysis	compare	the	ideas	and	select	the	business	idea	which	has	more	
advantages	and	less	advantages	and	is	easier	to	overcome	the	disadvantages.	
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PART II: START YOUR  
      BUSINESS
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SESSION 4: Business plan development

4.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 describe	the	content	of	a	business	plan	
•	 consolidate	own	business	idea
•	 translate	business	idea	into	a	completed	business	plan
•	 	assess	the	readiness	for	starting/improving	a	business	using	own	business	plan

4.2  What is a business plan? 

The	description	of	the	future	direction	of	the	business	where	you	put	your	ideas	and	information	
together.

4.2.1  Why is a business plan important?

It	helps	you	to:

a)	 Decide	if	you	should	start/improve	your	business	or	not.	Therefore,	you	need	to	make	sure	
that	you	make	the	right	decision.

b)	 	know	the	direction	of	the	business	as	it	acts	as	a	road	map	for	every	business

c)	 Organize	your	 ideas	so	that	you	will	see	how	to	start	and	run	your	business	 in	the	best	
possible	way.

d)	 Answer	most	 questions	 asked	by	 interested	 stakeholders	 such	 as	 investors	 or	 a	 lending	
institution,	such	as	a	bank	or	a	microfinance.

The	accompanying	template	contains	the	outline	of	 the	Business	Plan	that	you	will	complete	 for	
your	business	idea	that	you	developed	in	part	I.	

4.2.2  Where to find information for your Business Plan

You	may	find	information	for	your	Business	Plan	from	the	following	sources:

	 Business development service providers	that	offer	different	services,	such	as	management	
training,	 access	 to	 market	 information,	 access	 to	 financial	 information	 and	 technical	
training.	These	could	be	government	departments,	consultants,	specialist	projects	or	other	
non-governmental	organizations.
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	 Industry specific associations	that	offer	information	on	legislation,	taxes,	standards	and	
other	industry	specific	developments	that	might	have	an	effect	on	your	new	business.

	 Accountants, lawyers and business consultants	 can	 assist	 with	 some	 parts	 of	 your	
Business	Plan.

	 Financial institutions	 such	as	banks;	cooperative	societies	or	microfinance	institutions	
sometimes	give	assistance	to	entrepreneurs	who	apply	for	a	loan.

	 International organizations	with	special	projects	designed	to	assist	entrepreneurs	could	
help	you	access	information.

	 Relevant government departments	 where	 you	 can	 find	 addresses	 of	 organizations	
handling	 things	 like	 business	 registration,	 taxes	 and	 financial	 requirements	 for	 small	
businesses.

	 On the internet,	you	can	find	most	of	the	information	that	you	will	need	to	complete	your	
plan.

4.2.3  Content of the business plan

Below	is	a	summary	of	the	business	plan	content:

Main parts of the 
business plan 

Purposes

Executive Summary The	executive	summary	is	an	outline	of	your	business	idea.	You	have	to	
first	complete	all	the	other	parts	of	the	plan	before	doing	the	executive	
summary.	It	must	be	clear	and	organized	as	it	is	the	first	impression	one	
gets	of	your	business	idea.

The Business Idea All	 business	 plans	 are	 based	 on	 an	 idea.	 Information discussed in 
Business idea generation helps	you	to	think	about	the	concept	of	your	
business	idea	so	that	you	can	put	your	idea	in	writing	at	the	beginning	
of	your	Business	Plan.

The Marketing Plan Marketing	is	everything	you	do	to	find	customers	and	satisfy	their	needs	
while	making	profit.	Topic on financial planning helps you to think 
about	and	create	your	Marketing	Plan.

Staff You	need	to	think	about	staffing	your	business.	People and Productivity 
topic helps	you	to	think	about	all	the	jobs	that	need	to	be	accomplished	
in	your	business	and	to	decide	who	will	do	them.

Legal Responsibilities 
and Insurance

This	 part	 explains	 the	 different	 types	 of	 businesses	 and	 helps	 you	 to	
decide	which	type	suits	you	best.	Explain	the	legal	requirements	of	your	
business	and	shows	you	how	insurance	can	provide	a	form	of	financial	
security	against	risks.
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Greening Your

Business

Different	 businesses	 depend	 upon	 and	 use	 natural	 resources	 in	 their	
production	processes	in	different	ways.	

This	part	help	your	business	have	a	positive	impact	on	the	environment	
and	be	more	profitable.

Costing To	 be	 able	 to	 set	 your	 prices	 and	make	 a	financial	 plan,	 you	need	 to	
calculate	the	cost	of	your	products.	Using information from Costing 
Topic.

Financial Planning All	businesses	need	to	plan	for	the	future.	This	part	helps	you	plan	how	
to	make	a	profit	and	how	to	handle	the	cash	flow	for	your	business.

Required Start-up

Capital

To	 start	 or	 improve	 your	 business,	 you	 need	 money	 for	 equipment,	
materials,	rent,	wages,	etc.	 this	part helps	you	to	calculate	how	much	
capital	you	need	for	your	business.

Sources of Start-up When	you	know	how	much	start-up	capital	you	need,	you	have	to	figure	
out	 how	 to	 source	 that	 amount.	 This	 part	 explains	 how	 you	 can	 get	
capital	from	both	the	owner’s	equity	and	loans.

Below	you	will	develop	each	component	of	 the	business	plan	which	you	will	 then	write	 in	your	
business	plan	template:

4.3 Your business idea

When	you	identify	a	business	opportunity,	you	need	to	develop	your	thoughts	into	a	business	idea.	

A	business	idea	is	a	short	and	precise	description	of	the	basic	operation	of	the	business.		Business	
idea	generation	was	done	in	PART	I	and	the	information	you	developed	in	part	one	will	assist	you	in	
completing	this	part	of	the	business	plan.	Your	business	idea	will	tell	you:	

1.	 What	 good	 or	 service	will	 your	 business	 sell?	 Your	 business	 idea	 should	 be	 based	 on	 a	
particular	skill	that	you	have,	this	could	be	you	have	experience	with	or	have	been	trained	
in	a	specific	line	of	business.

2.	 Who	are	you	going	 to	 sell	 to?	Will	 you	only	 to	 sell	 to	a	 specific	 type	of	 customer	or	 to	
everyone	in	an	area?	It	is	important	to	be	clear	about	who	you	intend	to	sell	to.

3.	 How	is	your	business	going	to	sell	its	goods	or	services?	You	can	sell	in	many	different	ways.	
A	manufacturer	can,	for	example,	sell	either	directly	to	customers	or	to	retailers.

4.	 Which	need	will	your	business	fulfil?	Your	business	idea	should	always	have	the	customer	
and	the	customer’s	needs	in	mind.	It	is	important	to	find	out	what	customers	want	when	
you	work	out	your	business	idea.

5.	 What	 impact	will	 your	business	have	on	 the	 community	 and	 the	natural	 environment?	
Your	 attitude	 and	 people’s	 view	 on	 your	 business	 will	 determine	 your	 success.	 If	 you	
exploit	 labour	 and	 damage	 the	 natural	 environment	 (waste	 generation,	 water	 wastage,	
deforestation)	people	might	avoid	your	business.
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Below	is	an	example	of	a	business	idea	for	Mary:

Business idea

Name of Business:	 INSPIRATION

The business will produce the following products:	Recycled	cloth	bags	and	other	packaging	
materials.

The customers will be: 

	 Retail	 shops	 that	 stock	 packaging	 materials,	 small	 businesses,	 vendors,	 farmers	 for	
storing	vegetables	 in	freezers,	plus	 individual	consumers	who	use	bags	for	shopping,	
packaging,	laundry,	storing	green	waste	in	the	garden,	etc.

The business will sell the bags as follows: 

	 Bags	will	be	delivered	to	bulk	buyers	and	individuals	can	purchase	them	from	the	shop.

The business will satisfy the following needs of the customers:

	 Enable	easy	access	 to	packaging	materials	of	different	sizes	 to	meet	 the	needs	of	 the	
different	business	and	individual	consumers.

	 Provide	cost-effective	carriage	and	storage	of	goods.

What is the positive or negative impact your business will have on your community and 
the natural environment?

	 Provide	reusable	environmentally-friendly	bags.

Exercise

Think	through	your	own	business	idea	and	write	it	down	in	section	1:	“Business	idea”	in	the	Business	
template.	The	business	idea	will	guide	you	as	you	write	the	rest	of	the	Business	Plan.

4.4 The marketing plan

Marketing	is	an	important	part	of	starting	and	running	a	business.	It	helps	you	to	sell	your	goods	or	
services	in	the	right	way	and	to	the	right	people.

4.4.1 Market research

To	do	effective	marketing	there	is	need	for	market	research.	Do	market	research	for	your	own	proposed	
business	by	collecting	information	about	your	goods	or	services,	customers	and	competitors.

The	five	columns	in	the	following	Market	Research	form	will	guide	you.
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Column 1: Think	about	and	list	each	good	or	service	you	will	sell.

Column 2:	Think	about	the	customers	who	want	that	good	or	service	and	are	willing	to	pay	for	it.	
Write	all	the	types	of	customers.

Column 3:	Think	about	and	list	the	needs	of	the	customer	segments	that	the	good	or	service	may	
satisfy.	Also,	list	particular	preferences	that	different	customers	may	have	about	the	good	or	service,	
where	those	customers	may	wish	to	buy	it,	how	the	customers	want	to	buy	it	and	what	the	customers	
are	willing	to	pay.

Column 4:	 Describe	 the	 important	 information	 that	 you	 have	 learned	 about	 your	 competitors,	
especially	their	competitive	advantages.

Column 5:	identify	and	write	down	the	unfulfilled	needs	of	customers	that	competitors	have	not	
fulfilled.	This	information	is	important	for	you	to	decide	what	you	would	do	differently	to	meet	the	
unfulfilled	needs	and	how	you	would	do	it.

Market research form

Market research

Products

(1)

Customers

(2)

Needs and 
preferences of 
customers (3)

Competitors

(4)

Gaps (that 
competitors have 
not fulfilled) (5)

When	you	have	finished	 the	market	 research	 for	your	proposed	business,	write	your	findings	 in	
section	2.1:“Market	research”	in	the	Business	Plan	booklet.

With	the	market	research	done,	the	entrepreneur	has	to	find	ways	that	will	make	the	product	to	
meet	the	needs	that	were	not	met	by	the	competitors.	This	will	make	the	business	different	and	
stand	out	from	the	competitors.	The	following	factors	will	need	to	be	looked	into:	

•	 Product

•	 Price

•	 Place

•	 Promotion

•	 People

•	 Processes

•	 Physical	Evidence
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All of the “seven Ps”	 are	equally	 important.	They	should	work	 together	and	not	contradict	each	
other	to	produce	a	product	or	service	that	effectively	meets	the	needs	of	the	customers.

Figure 4.1: 7 Ps of marketing

4.4.2 Product

Product	can	mean	more	than	a	single	good	or	service	or	a	range	of	goods	or	services	you	offer.

You	will	attract	more	customers	if	your	product	is	certified	by	reputable	organizations,	as	you	are	
making	them	aware	that	your	products	are	guaranteed	to	meet	the	high	standards	that	have	been	
set.	You	should	not	only	describe	your	goods	or	services	in	general	terms,	but	the	more	detailed	the	
description	of	your	goods	or	services	 (i.e.	their	quality,	colour,	size,	packaging	etc.),	 the	more	the	
customers	will	understand	how	you	will	satisfy	their	needs.

Good, service or range of products

Product	1 Product	2 Product	3 Product	4

Quality

Type

Size

Packaging

Certification
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Discuss

1.	 Which	goods,	services	or	range	of	products	do	you	sell?

2.	 Which	customer	needs	are	met	by	your	good,	range	of	products	or	service?

When	you	have	thought	about	and	decided	what	goods	or	services	you	will	sell,	complete	“Product”	
section	2.2	in	your	Marketing	Plan	in	the	Business	Plan	template.

4.4.3 Price

Price	is	the	amount	you	will	charge	your	customers	for	your	goods	or	services.	

Price	can	include	any	discount	you	will	give	and	if	you	are	going	to	offer	credit.	There	are	many	
factors	that	you	must	consider	before	setting	your	price.

Exercise

To	set	price	for	your	product	or	service	you	have	to:

•	 Be	aware	of	how	much	customers	pay	for	a	similar	product	and	then	decide	how	much	
extra	they	would	pay	for	fulfilling	any	specific	unmet	need	supplied	by	your	product.

•	 Know	the	highest	and	lowest	prices	charged	by	the	competitors,	so	you	will	have	a	better	
idea	of	the	prices	you	can	charge	for	your	product.

•	 Know	the	cost	of	your	products	so	you	can	set	a	price	that	is	above	your	cost.

You	 should	 know	 your	 costs	 before	 you	 can	 set	 your	 price,	 the	 price	 will	 be	 determined	 after	
calculation	of	costs	in	topic:	Costing	your	goods	and	services.	At	this	stage,	gather	all	the	information	
you	can	and	decide	on	a	probable	price,	which	you	can	come	back	and	change	later.

An	example	for	manufacturers	and	service	operators:

Product 1 Product 2

Cost	Price $0.76	per	kg

The	price	that	customers	are	willing	to	pay $1.2	per	kg

Competitor’s	price $1.1	 per	 kg	 (offered	 by	
other	factories)

Price $0.9	per	kg

Reasons	for	setting	this	price To	 be	 lower	 than	
competitor’s	price	and	
still	 maintain	 a	 19%	
profit	margin

Discount	 of	 10%	 to	
hardware	shops
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Discounts	will	be	given	to	the	following	
customers

Nurseries,	free	delivery	
to	all	other	customers

Reason	for	giving	discounts Motivate	 retailers	 to	
stock	 and	 sell	 our	
products	to	end	users

Reason	for	giving	credit No	credit	will	be	given

Credit	will	be	given	to	the	following	customers

 

The	final	price	for	your	good	or	service	should	be	set	using	all	of	the	following:

•	 The	total	cost	of	your	good	or	service:	If	your	total	cost	exceeds	the	price	customers	would	
be	willing	to	pay,	your	good	or	service	is	not	likely	to	be	profitable.

•	 The	price	customers	are	willing	to	pay	for	it:	The	amount	customers	are	willing	to	pay	for	
your	goods	or	services	also	depends	on	how	you	market	them.

•	 The	price	charged	by	your	competitors:	It	will	be	difficult	for	you	to	charge	higher	prices	
than	your	competitors	for	identical	products,	even	if	customers	would	be	able	to	pay	more.

Refer	to:

Fill	your	decision	in	section	2.3:	“Price”	in	your	Marketing	Plan	in	the	Business	Plan.

Discuss

List	all	the	factors	that	may	influence	the	price	of	your	goods	or	services.

4.4.4   Place

Place	is	a	location	of	your	business.	

If	your	business	is	not	located	where	your	customers	are,	you	need	to	find	ways	to	get	your	products	
to	the	customers.	This	is	called	distribution.	

One	can	choose	from	the	following:

1.	 Direct distribution	-	means	selling	your	products	directly	to	consumers.	Direct	distribution	
is	 the	 most	 useful	 form	 of	 distribution	 for	 businesses	 that	 produce	 fairly	 expensive,	
specialized	products	and	have	few	customers

2.	 Retail distribution -	 selling	 your	 products	 to	 shops	 and	 stores	 who	 then	 sell	 to	 the	
consumers.

3.	 Wholesale distribution -	selling	your	products	in	very	large	quantities	to	wholesalers	who	
then	sell	them	in	smaller	quantities	to	retailers	to	sell	to	consumers.

Retail	distribution	and	wholesale	distribution	are	the	most	useful	forms	of	distribution	for	businesses	
that	usually	produce	large	quantities	of	goods,	sell	goods	at	low	prices	and	have	many	customers	
spread	over	a	large	area.
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An	example	of	a	place	for	a	business	is	shown	in	the	following	box:

Place

Location:

I	will	rent	a	shop	at	the	growth	point.

This	location	is	chosen	for	the	following	reasons:

•	 all	the	potential	customers	have	easy	access	to	this	location

•	 complex	is	located	in	a	wealthy	neighbourhood

Method of distribution:

							 		Direct																								Retail																						Wholesale																									Others	

•	 This	form	of	distribution	has	been	chosen	for	the	following	reason:

		 The	target	customers	will	be	approached	directly	and	get	educated	about	environmental	
issues	as	well	as	the	solution	of	buying	and	using	cloth	bags.

Discuss

1.	 Where	is	your	business	located?	Why	did	you	choose	that	location?

2.	 What	are	the	disadvantages	of	the	location?

When	you	have	decided	where	you	should	locate	your	business,	write	down	the	location	that	you	
have	chosen	in	section	2.4:	“Place”	in	your	Marketing	Plan	in	the	Business	Plan.

4.4.5  Promotion

Promotion	means	 informing	 and	 attracting	 customers	 to	 buy	 your	 goods	 or	 services.	 There	 are	
different	ways	to	inform	and	attract	customers:

	 Direct marketing	means	communicating	directly	to	the	customers.	Direct	marketing	may	
take	many	different	forms,	such	as	farm	gate,	door	to	door	direct	email,	telephone	sales,	
text	messages	via	cell	phones,	emails,	interactive	websites,	forums,	WhatsApp,	face	book.

	 Advertising	 is	 giving	 information	 to	 potential	 customers	 to	 make	 them	 interested	 in	
buying	your	goods	or	services.	Advertisements	on	newspapers,	magazines,	television,	radio	
and	outdoor	billboards	can	reach	a	large	number	of	potential	customers	but	are	often	quite	
expensive.	New	 types	 of	media,	 such	 as	 blogs,	websites,	 and	 social	media	 are	 relatively	
cheap	but	still	reach	wide	audience.

	 Publicity	 is	 gaining	 visibility	 with	 the	 public	 through	 sponsorship	 of	 some	 charity	 or	
organizing	a	debate	about	environmental	issues	or	an	awards	ceremony.	In	comparison	to	
advertising,	publicity	is	inexpensive	and	more	credible.	However,	it	is	difficult	to	control	
what	the	public	says	about	you.	You	should	protect	your	business	from	bad	publicity	by	
maintaining	a	good	reputation	with	your	customers.
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Promotion
Means Details Cost

Advertising

Brochures Details	about	the	company	and	
the	product

1,000	brochures	@	$40

Publicity/Direct	marketing

Display Display at agricultural 
exposition/show

$ 40

Sales Promotion
Discount Buy one product and get a 

discount voucher of 5% on the 
next purchase (applicable for 
only the opening week)

$10

Discuss

1.	 How	do	you	inform	your	customers	about	your	product,	goods	or	service?

2.	 Which	other	method	can	you	use	to	promote	your	goods,	products	or	services?

Think	about	the	different	methods	you	can	use	to	promote	your	business.	When	you	have	decided	
what	methods	 you	will	 use,	 fill	 in	 section	 2.5:	 “Promotion”	 of	 your	 own	Marketing	 Plan	 in	 the	
Business	Plan.

4.4.6   People

The	 term	 “People”	 refers	 to	 the	 question:	 “Who	 will	 develop	 the	 unique	 characteristic	 that	
differentiates	your	product,	goods	or	service?”	For	example,	if	you	decide	to	provide	better	customer	
service	than	the	competitors,	you	will	need	staff	who	are	customer-oriented.	It	means	they	should	be	
responsible,	patient,	flexible,	and	sympathetic	and	enjoy	working	with	different	people.

You	will	need	to:

•	 Identify	the	key	positions	that	could	make	a	difference	in	your	business

•	 Decide	the	criteria	for	recruiting	people	to	fill	those	key	positions

•	 Plan	relevant	training	and	coaching	for	people	in	the	key	positions

Exercise

Fill	in	the	following	table	for	the	key	staff	you	will	need	for	a	successful	business.	See	example	given:
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Position Recruiting criteria Training plan

General	hand Someone	who	is	hard	working	
and	has	farming	background

Train	 the	 staff	 on	 good	
agricultural	practices	related	to	
growing	sugar	beans

Discuss

1.	 Which	key	positions	do	you	need	for	your	business?

Think	about	the	key	positions	you	need	for	your	business	and	decide	on	the	key	positions	then	fill	in	
section	2.6:	“People”	in	your	own	Marketing	Plan	in	the	Business	Plan.

4.4.7 Process

Process	includes	the	various	mechanisms	and	procedures	that	you	use	to	get	the	product	to	your	
customers.

For	example,	if	a	customer	goes	to	a	pizza	restaurant,	he	or	she	not	only	consumes	a	pizza,	but	also	
enjoys	going	through	the	entire	process.	This	includes	easily	finding	convenient	parking,	enjoying	
the	ambiance	of	the	restaurant,	reading	an	attractive	menu,	getting	information	on	the	menu	items	
from	staff	and	listening	to	good	music	while	waiting	for	the	pizza.	Therefore,	you	should	make	sure	
that	each	step	of	the	process	is	a	pleasant	experience	for	your	customers.

Below	is	an	example	of	a	process	for	a	supplier	of	indigenous	chickens:

Customers	
come	to	the	farm

Allowed	 to	 select	
chickens	they	want

Buy	indigenous	
chickens

Get	advise	if	
there	is	need

Discuss

1. Describe	the	process	that	you	use	to	get	the	product	to	your	customers.	

Think	about	a	process	that	would	please	your	customers	and	make	them	decide	to	buy	your	product.	
When	you	have	decided	on	a	process,	fill	in	section	2.7.	:	“Process”	in	your	own	Marketing	Plan	in	the	
Business	Plan	template.
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4.4.8  Physical evidence

Physical	Evidence	is	the	overall	appearance	of	your	product	or	company.	You	should	consider	what	
your	customers	should	see	and	feel	whenever	they	interact	with	your	business	or	product.	Below	are	
some	of	the	many	points	of	interaction	between	your	business	and	the	public:

•	 Business	premises	and	interior	decoration

•	 Internet	presence	and	website

•	 Free	Wi-Fi

•	 Packaging

•	 Parking	space

•	 Business	cards

Discuss

What	do	you	want	your	customers	to	see	and	feel	when	they	interact	with	your	business	or	products?

When	you	have	decided	on	the	appearance	you	want	to	give	to	customers,	fill	in	section	2.8	“Physical	
Evidence”	in	your	own	Marketing	Plan	in	the	Business	Plan.

4.5 Sales estimation

				•	 For	businesses	 that	use	direct	distribution,	 sales	 start	 low	and	pick	up	continuously	over	 
	 time.	

				•	 For	businesses	that	use	wholesale	or	retail	distribution	methods,	sales	may	be	quite	good	for	 
	 the	first	couple	of	months	because	you	are	sending	a	supply	of	your	product	to	wholesale	 
	 warehouses	 and	 stores,	 where	 it	 is	 initially	 stockpiled	 or	 put	 on	 display	 before	 being	 
	 distributed	or	purchased	by	consumers.	Sales	may	drop	for	a	few	months	until	the	wholesalers	 
	 or	retailers	sell	the	product	and	place	additional	orders.	Then	sales	will	become	more	stable	 
	 and	reflect	the	actual	amount	of	purchases	by	the	consumers/end	user.

				•	 Market	research	will	help	you	to	get	the	total	amount	of	sales	in	the	market	for	a	specific	 
	 period.

An	example	of	sales	estimation	for	a	farmer	is	illustrated	below:

Product January February March April May June Total

Maize 1000 0 2000 2000 4000 0 9000

Sugar	beans 1000 1000 0 0 1000 1000 4000

Groundnuts 0 1000 1000 1000 0 0 3000

Total 2000 2000 3000 3000 5000 1000 16000

Total	sales	volume 16000

Total	sales	in	the	market	for	6	months 240000

Market	share:	16000/240000 6%
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Discuss

What	can	you	do	to	increase	your	current	sales?

Think	about	the	sales	volume	that	you	could	achieve	and	the	market	share	that	you	could	capture	in	
a	year.	When	you	have	come	up	with	a	figure,	fill	in	section	3	“	Sales	estimation”	in	your	Marketing	
Plan	in	the	Business	Plan.

4.6 Staff

4.6.1 Staff requirements and costs

When	starting	or	improving	your	business,	you	may	need	to	hire	employees.	If	you	employ	staff	you	
will	need	skills	to	manage	them	to	perform	and	make	profit	for	the	business.	You	will	need	to	adhere	
to	the	laws	and	regulations	which	apply	to	the	labour	market.

Which staff do you need?

Your	business	idea	will	help	you	to	decide	what	skills	your	staff	need.

Follow	these	steps	to	determine	which	staff	you	will	need	in	your	business:

1.	 List	the	tasks	that	will	have	to	be	performed

2.	 	group	similar	tasks	together

3.	 Decide	which	tasks	you	will	not	have	the	time	or	the	skill	to	perform	yourself

4.	 Determine	what	skills,	experience	and	other	requirements	you	need	in	the	staff	you	hire	to	
do these tasks

5.	 Decide	how	many	employees	are	needed	to	perform	each	task	-	this	will	largely	depend	on	
the	volume	of	business	you	anticipate	and	the	time	required	for	performing	each	task

6.	 Prepare	 job	 specifications	 for	 each	 position,	 where	 you	 describe	 the	 job	 title,	 tasks,	
responsibilities

7.	 Qualifications	and	skills	needed	to	perform	the	tasks

8.	 Develop	staff	policies,	such	as	working	hours,	holidays,	annual	and	sick	leaves,	etc.

When	you	are	ready	to	start	or	improve	your	business,	you	will	need	to	select	the	right	people	by	
identifying	possible	candidates	or	by	advertising	the	opening.	In	your	selection	consider	other	soft	
skills,	such	as	attitude	and	commitment.	Interview	qualified	applicants	and	choose	the	best	person.

•	 All	employees	need	to	have	a	written	contract	that	complies	with	the	labour	law	and	with	
government	regulations.	In	addition,	your	employees	will	need	an	induction	programme	
that	makes	them	feel	comfortable	in	their	new	working	environment	and	describes	how	
they	are	to	perform	their	jobs.

•	 Consider	the	costs	associated	with	the	staff	that	you	have	decided	to	hire.
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•	 Your	staff	costs	will	include	their	monthly	salaries,	payments	for	statutory	contributions	
and	other	benefits	you	can	offer.

•	 As	the	owner	of	the	business,	you	should	also	determine	the	salary	and	other	benefits	that	
you	will	receive.	This	amount	should	not	be	too	low	so	that	the	capital	of	the	business	is	
not	eroded	by	personal	or	household	needs	of	the	owner.	It	should	also	not	be	very	high	
because	more	profit	will	be	consumed	by	the	owner,	thus	the	growth	of	the	business	will	
be	small.

•	 You	may	consider	employing	temporary	staff	to	meet	unexpected	work	demands.	You	pay	
temporary	staff	an	hourly	wage,	but	they	may	receive	no	other	benefits	and	you	must	know	
in	advance	when	you	need	them	and	for	how	many	hours.

	

Below	is	an	example	of	staff	costs:

Job title Required skills and 
experience

Performed by 
(Name)

Monthly pay Contributions 
to pension 

funds

Manager Attempted	O	Level	 Agnes	(Owner) 150 0

General	
hand

Attempted	O’	Level

Has	worked	minimum	
3	years	on	a	farm

James

Mary

$80

$80

0

Temporary	
workers

Experience	in	
agriculture

5 $2	per	day	for	30	
days

Total number of permanent staff 3 $310 0

Total staff cost per month (Monthly pay + contributions) $310

Turn	to	section	4:	“Organizational	structure”	and	section	4.1:	“Staff	requirements	and		section	4.2	
staff	requirements	and	costs”	in	the	Business	Plan	template.	Fill	in	the	form	describing	the	tasks	for	
which	you	need	to	hire	staff,	the	qualifications	required	of	each	employee,	how	many	employees	you	
need	to	hire	and	how	much	you	will	pay	each	employee	per	month

4.7  Organisation and management

Before	you	start	or	decide	to	improve	your	business,	select	the	type	of	business	structure	that	is	best	
for	your	business.	The	choice	of	the	form	of	business	is	important	and	can	make	a	difference	with	
regards	to	the:

•	 Cost	of	a	start-up	and	the	amount	of	legal	fees	for	registering	the	business

•	 Simplicity	or	complexity	of	starting	and	administering	the	business

•	 Financial	risks	for	the	owner	of	the	business

•	 Possibility	of	having	business	partners

•	 Way	decisions	are	made	in	the	business

•	 Taxation	of	business	profits
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4.7.1  Different Forms of business

a) Sole proprietorship

It	 is	 a	business	 form	owned	by	 the	business	person	alone	and	has	 the	authority	 to	make	all	 the	
business	decisions.

Advantages

•	 A	sole	proprietorship	is	an	easy	and	cheap	form	of	business	to	start.

•	 Decision	making	is	done	easily	and	fast.

Disadvantages

•	 But	it	 is	also	the	riskiest,	because	you	are	personally	responsible	for	all	the	debts	of	the	
business.	If	the	business	fails	to	pay	its	debts,	the	creditors	can	legally	force	you	to	pay	or	
they	can	put	liens	on	any	property	you	may	own	until	the	debts	are	paid.

b)  Partnership

This	is	a	business	owned	by	two	or	more	people.

The	partners	enter	into	a	partnership	agreement.	The	partnership	agreement	should	be	in	writing	to	
avoid	misunderstandings.	The	partnership	agreement	should	cover:

•	 A	description	of	your	line	of	business

•	 How	the	profit	or	loss	is	going	to	be	divided	by	the	partners

•	 Duties	of	each	partner.

•	 The	 partners	 jointly	 make	 all	 decisions	 about	 the	 business,	 unless	 their	 partnership	
agreement	gives	 the	authority	 to	one	person	 to	make	decisions.	 It	 is	 important	 to	note	
that	if	one	partner	makes	an	agreement	on	behalf	of	the	other	partners,	the	agreement	is	
binding	for	all	partners.

Advantages

•	 The	procedures	for	starting	a	partnership	are	quite	simple	and	the	cost	is	relatively	low.	

•	 The	business	benefits	from	the	business	skills	of	the	owners

•	 There	is	experience	of	more	than	one	person.

•	 The	amount	of	capital	needed	to	start/improve	the	business	is	a	shared	responsibility.

Disadvantages

•	 Decision	making	may	be	delayed

•	 Poor	selection	of	partner	may	result	in	loss	of	resources

•	 Disagreements	may	result	in	closure	of	business

c) Cooperative

•	 It	is	registered	under	Cooperatives	Act	Chapter	24:05

•	 A	cooperative	 is	 formed	by	a	minimum	of	10	people	who	decide	 to	work	together	 for	a	
common	purpose.	In	business	the	cooperative	is	for	economic	gain	or	to	provide	certain	
services	for	the	members	of	the	cooperative.	
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•	 All	the	members	of	the	cooperative	have	one	vote	each	when	making	decisions.

•	 	They	appoint	a	management	committee	to	handle	the	daily	operation	of	the	cooperative.

•	 Each	member	of	the	cooperative	buys	shares	and	pays	for	membership.	Profits	are	shared	
according	to	the	number	of	shares	that	each	member	holds.	

Advantages

•	 The	financial	risks	are	normally	not	very	high,	group	membership	acts	as	security.

d)  Limited Company

•	 It	is	registered	under	Companies	Act	Chapter	24:03

•	 A	limited	company	is	owned	by	one	or	more	owners	called	shareholders.	

•	 All	 the	owners	may	or	may	not	work	 in	 the	business	or	 some	owners	may	actively	 run	
the	business,	while	others	are	merely	investors.	You	should	always	seek	assistance	from	a	
lawyer	or	legal	expert	to	help	you	decide	if	a	limited	company	is	the	right	form	for	your	
business.

•	 For	decision-making	processes,	the	shareholders	will	appoint	a	board	of	directors	that	is	
responsible	for	the	management	of	the	business.	

•	 The	board	of	directors	can,	in	turn,	appoint	one	or	more	managers	to	run	the	business.	The	
shareholders,	board	of	directors	and	managers	can	be	the	same	people.

To	start	a	limited	company,	you	should	follow	these	steps:

Step 1:	 The	name	 you	have	 chosen	 for	 your	 business	must	 be	 approved	by	 the	Registrar	 of	
Companies.

Step 2:	 After	 approval	 of	 the	 name,	 the	Memorandum	 and	 Articles	 of	 Association	 for	 your	
proposed	company	must	be	drawn.

Step 3: The	Memorandum	and	Articles	of	Association	are	filed	with	the	Registrar	of	Companies	
or	a	similar	authority.

Step 4:	The	Registrar	of	Companies	issues	a	Certificate	of	Incorporation,	which	means	that	your	
limited	company	is	now	formed.

Advantages of a limited company

•	 There	is	less	risk	for	each	shareholder.	

•	 The	shareholders	are	not	personally	responsible	for	the	debts	that	the	business	might	incur.

•	 Limited	 company	 is	 often	 considered	 to	 be	more	 stable	 and	 reliable,	 which	 can	 be	 an	
advantage	when	dealing	with	creditors,	suppliers	and	customers.

Disadvantages

•	 A	limited	company	is	quite	complicated	and	expensive	to	form.	

Selection of the right form of business

In	the	table	below	you	can	see	the	main	differences	between	the	four	legal	forms	of	business.	Use	it	
to	assess	which	factors	are	important	for	you:	
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Sole 
proprietorship

Partnership Cooperative Limited 
Company

Registration Must	 obtain	 a	
business	licence

Must	 obtain	 a	
business	 licence	
and	 register	 a	
partnership	deed

Must	 obtain	 a	
business	 licence	
and	 register	 as	 a	
cooperative

Must	 obtain	 a	
business	 licence	
and	 register	 as	 a	
limited	company

Legal cost 
of starting a 
business

The	 cost	 of	 the	
business	licence

The	cost	of	
the business 
licence	and	the	
registration	fee	
for	a	partnership	
deed

Legal	fees	to	write	
the	 Articles	 of	
Incorporation,	the	
cost	of	buying	the	
shares	and	annual	
membership	 fees	
plus	 licence	 and	
registration	fees

Legal	fees	to	write	
the	 Articles	 of	
Incorporat ion ,	
the	cost	of	various	
forms,	 stamp	
duty,	 plus	 licence	
and	 registration	
fees

Level of legal 
difficulty 

Simple Simple Complicated,	
requiring	advice/
legal	counsel

C om p l i c a t e d ,	
requiring	 legal	
counsel

Number of 
owners

One Two	or	more Many One	or	more

Financial 
responsibility

of the owner 
for the

business debts

Complete	personal	
responsibility	for	
all debts

Complete	
responsibility	by	
the	owners	for	all	
debt

No	personal	
liability by the 
members	for	the	
debts

No	personal	
liability by the 
shareholders	for	
the debts

Decision-
making in the

business

All	 the	 decisions	
made	by	the

owner

All	decisions	are	
made	jointly	by	
all	the	owners	
unless	other	
arrangements	
are	written	into	
the	partnership	
agreement

Every	member	
has	one	vote.	A	
management	
committee	is	
appointed	to	run	
the	business.

The	shareholders	
appoint	the	board	
of	directors	who	
can	appoint	
managers	to	run	
the business

Taxation The	owner	is	taxed	
for	business

profits

The	 owners	 are	
taxed	individually	
for	 their	 share	
of the business 
profits

The	cooperative	
pays tax on 
business	profits

The	company	pays	
tax on business 
profits

Discuss

•	 Which	business	form	is	suitable	for	your	enterprise?	

•	 What	are	the	advantages	of	the	form	of	business	to	you?

•	 What	are	the	disadvantages	of	the	form	of	business	you	are	in?
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Think	about	the	advantages	and	disadvantages	of	each	form	of	business.	When	you	have	made	your	
decision,	fill	in	section	5.1:	“Legal	form	of	business”	in	the	Business	Plan.

4.7.2  Legal responsibilities and insurance

a) Taxes

•	 Your	 business	 will	 collect	 some	 taxes	 from	 your	 customers	 and	 forward	 those	 to	 the	
Zimbabwe	Revenue	Authority	(ZIMRA),	for	example,	value	added	tax	(VAT).	

•	 The	business	is	also	responsible	for	deducting	and	forwarding	to	the	tax	authority	Pay	as	
You	Earn	(PAYE)	or	income	taxes	from	employee	salaries.

•	 If	the	business	is	profitable,	the	Zimbabwe	Revenue	Authority	will	tax	a	percentage	of	the	
profit-	income	tax.

•	 When	 your	 business	 buys	 goods	 or	 services	 from	other	 businesses,	 it	 is	 responsible	 for	
paying	value	added	tax	to	those	businesses,	which	will	then	forward	that	amount	to	ZIMRA.

b) Employees

•	 Find	out	what	labour	laws	and	regulations	apply	to	your	line	of	business	to	find	out	if	you	
have	to	the	pension	fund	and	to	the	health	insurance.

c) Licences and permits

•	 Find	out	if	you	need	a	licence	for	your	business	and	any	special	permits	to	operate	or	carry	
out	certain	activities-	Trade	licence,	council	licence,	etc.

d) Insurance

•	 If	you	insure	your	business,	you	will	have	some	financial	security	against	losses	that	are	
caused	by	accidents,	disasters	or	other	types	of	incidents.

•	 Risks	such	as	a	drop	in	the	demand	for	your	good	or	service	are	part	of	running	a	business,	

•	 Other	types	of	risks	can	be	offset	through	insurance,	for	instance:

•	 Property,	machines,	stock	and	vehicles	can	all	be	insured	against	theft.

•	 Crops,	livestock	Property	can	be	insured	against	damage	caused	by	natural	disasters.

•	 Your	 family	 and	 employees	 you	 can	 all	 be	 insured	 against	 accidents	 and	 for	 medical	
expenses.



51

Legal responsibility Applies to you (tick) Where to find more information?

Taxes

Tax	on	business	profit

Employees

Minimum	wage

Employee’s	income	tax

Occupational	safety	and	health

Allowable	number	of	hours	an	
employee	can	work	per	day

Holidays

Sick	leave

Licences	and	Permits

Trade	Licence

Council	licence

Insurance

Health

Property

Vehicle

Health

Crops

Environmental	assessments

Review	all	of	these	legal	responsibilities	and	insurance,	fill	in	section	5.2:	“Legal	responsibilities	and	
insurance”	in	the	Business	Plan	booklet.

Discuss

•	 Which	insurance	service	providers	offer	insurance	to	your	business	form?

•	 Which	types	of	insurance	would	you	need	for	your	business?

4.8  Buying for your Business

If	your	business	is	manufacturer,	producer	or	service	provider,	you	need	to	buy	equipment	and	raw	
materials	to	make	goods	or	services.

If	your	business	is	retailer	or	wholesaler,	you	need	to	buy	finished	goods	to	resell.
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4.8.1 Equipment 

Equipment	is	all	the	machines,	tools,	workshop	fittings,	vehicles	etc.	that	your	business	needs	to	
make	goods	or	supply	your	services.	

To	buy	goods,	equipment,	you	should	consider:

•	 Does	the	equipment	work	well?	How	often	does	it	break	down?

•	 Is	there	another	new	kind	of	equipment	that	would	be	better?

•	 Which	equipment	is	the	cheapest	to	run	and	easiest	to	operate?

•	 Do	I	need	special	training	to	use	the	equipment?	Can	I	get	it?	Is	it	free?

•	 How	long	will	the	equipment	last?

•	 Does	the	supplier	give	a	written	guarantee?

•	 Will	the	supplier	install	the	equipment	and	service	it?

•	 Are	spare	parts	available	locally?	How	quickly	can	I	get	them?	How	much	do	they	cost?

•	 You	may	get	advice	from	suppliers	on	the	equipment,	but	also	talk	to	your	family	members,	
business	 friends	 and	people	who	use	 the	 same	or	 similar	 equipment.	You	 can	also	find	
information	on	equipment	specification,	reliability	and	limitations	on	the	internet.

As	an	entrepreneur	you	should	decide	the	best	use	of	your	business	money.	Whether	to:	

•	 Buy	new	equipment?

•	 Buy	second-hand	equipment?

•	 Borrow,	rent	or	lease	equipment?

•	 Pay	another	business	that	has	the	equipment	to	do	the	work	for	you?

4.8.2 Investment in renewable energy

As	a	business,	there	are	key	reasons	why	you	might	want	to	invest	in	renewable	energy	(such	as	solar	
power,	wind,	energy,	bio-gas,	etc.)	equipment:

•	 Your	planned	business	is	in	a	place	where	there	is	no	electricity	or

•	 	The	national	grid	is	very	unreliable	and	power	outages	will	disturb	your	production	and	
business.

•	 It	is	cheaper	to	produce	energy	using	renewable	forms.	You	will	save	on	energy	costs	in	the	
long	run	even	if	the	equipment	is	more	expensive.

•	 The	Government	incentivises	the	investment	in	renewable	energy.	Subsidies	may	be	paid	
in	 the	 form	of	 feed-in	 tariffs,	 either	 for	 the	 electricity	 generating	 equipment	or	 for	 the	
investment.

•	 If	you	are	considering	buying	renewable	energy	equipment,	find	out	what	equipment	 is	
needed,	the	capacity	of	the	available	equipment,	the	amount	of	electricity	you	will	need	
and	the	investment	costs.

4.8.3 Raw materials

•	 Raw	materials	are	all	the	materials	and	parts	that	go	into	the	products	you	make.	
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•	 Planning	the	raw	material	your	business	needs	 is	 important	to	ensure	that	the	business	
has	 sufficient	 raw	materials	 for	production	 so	 that	products	 are	delivered	 timely	 to	 the	
customers.

•	 You	may	need	to	stock	raw	materials	to	ensure	they	are	available	when	you	need	them.	
But	overstocking	will	waste	your	money	so	you	should	keep	the	stock	of	raw	materials	as	
minimum	as	possible.	

•	 Based	on	the	sales	estimation,	you	can	estimate	the	right	amount	of	raw	materials	that	your	
business	needs.

•	 You	should	buy	the	materials	from	reliable	suppliers	and	make	sure	the	quality	is	good,	
which	will	increase	the	acceptance	of	your	products	in	the	market	place.

4.8.4 Finished goods

When	you	buy	finished	goods,	you	should	consider:

•	 Which	types	of	goods	your	customers	want?

•	 	Do	your	customers	want	quality	assured	goods?

•	 What	are	your	customers’	environmental	concerns?	Any	health	concerns?

•	 What	prices	are	your	customers	willing	to	pay?

•	 How	many	of	each	type	of	good	can	you	expect	to	sell	per	week	or	per	month?

•	 Can	you	buy	the	goods	directly	from	the	manufacturer	or	should	you	buy	from	a	wholesaler?

•	 You	can	estimate	the	amount	of	finished	goods	needed	based	on	the	sales	estimation	so	that	
you	can	keep	stock	of	finished	goods	as	minimum	as	possible.

•	 Some	suppliers	are	willing	to	provide	goods	on	credit	to	increase	sales.	

•	 Buying	on	credit	is	often	expensive,	as	you	might	be	required	to	pay	interest	in	addition	to	
the	purchase	price.	However,	it	could	help	you	if	you	do	not	have	sufficient	capital/working	
capital.

Think	about	your	business	and	list	down	all	things	that	you	need	to	buy	to	start	or	improve	your	
business	in	table	below	and	fill	in	section	6	of	the	business	plan.

Things you may need 
to buy 

Requirements Suppliers Costs

Equipment

Raw	materials

Finished	goods
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4.9  Greening your business

4.9.1  Your business and natural resources

Businesses	depend	upon	natural	 resources	and	use	 them	in	 their	production	process	 in	different	
ways	including:

•	 Farming enterprises use land for farming. There	is	need	for	use	of	agricultural	practices	and	
techniques	that	sustain	the	land	such	as	contouring.

•	 Most businesses need materials in their production. These	can	be	renewable	ones	such	as	
wood,	recycled	ones	such	as	from	plastic	waste	or	non-renewable	ones	such	as	cement,	non-
recycled	iron	and	wood	from	deforestation	activities.

•	 Most businesses need electricity or heat energy in their business.	 Energy	 can	 come	 from	
renewable	 sources	 such	 as	 from	wind,	 sun,	water	 flow,	 sustainable	wood	 or	 from	non-
renewable	sources	such	as	diesel	and	fuel.

•	 Most businesses need water. Water	 can	 come	 from	 sustainable	 sources	 such	 as	 from	
rainwater	harvesting	or	unsustainable	 sources	 such	 as	 excessive	 groundwater	pumping.	
Most	businesses	also	produce	solid	and	water	waste	which	the	natural	environment	needs	
to	absorb.

All	businesses	are	located	in	and	surrounded	by	natural	environment.	This	natural	environment	can	
be	clean	and	healthy	or	very	polluted	and	dirty.	A	healthy	natural	environment	is	an	advantage	to	
your	business.

Notably	when	you	work	in	tourism	the	beauty	of	the	place	will	attract	tourists	and	make	them	stay	
longer.

Overuse	of	natural	resources	and	excessive	pollution	leads	to	natural	resource	depletion	and	affects	
the	viability	of	businesses	depending	on	them.	

For	instance,	businesses	that	deforest	and	overuse	wood	from	non-regenerating	forests	will	cause	
soil	erosion,	lack	of	wood	for	future	needs,	deterioration	of	natural	water	purification	and	climate	
change.	This,	in	return,	will	affect	the	business	itself,	as	it	depends	on	wood,	clean	water	or	fertile	
soil.	

Businesses	also	rely	on	the	health	of	their	workers	and	owners	which	is	threatened	by	the	degradation	
and	pollution	of	the	environment.

There	are	a	number	of	strategies	that	businesses	are	employing	in	the	management	of	the	natural	
resources,	which	you	should	consider	for	your	business.	

4.9.2  Strategies to use to increase efficiency of a business

The	following	is	a	strategy	that	has	a	positive	impact	on	the	environment,	as	well	as	improving	the	
profitability	of	businesses.

a) Increase efficiency and profits: reduce, reuse, recycle

A	common	strategy	for	increasing	efficiency	and	hence	profits	is	the	three	“Rs”	approach:	Reduce,	
Reuse	and	Recycle	(Figure	4.2).
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Figure 4.2: The 3 Rs approach

•	 Reducing	unnecessary	consumption	and	therefore,	waste	 is	 the	most	 important	step.	 It	
can	be	done	if	we	change	our	consumption	behaviour	by	buying	more	durable	products,	
keeping	them	longer	and	not	turning	them	in	for	each	new	“innovative”	product	in	the	
marketplace.

•	 Reusing	things	is	another	way	to	diminish	the	amount	of	waste	we	produce.	Old	objects	
can	be	used	in	new	ways.	Using	old	objects	to	create	new	objects	is	a	reuse.

•	 Recycling	 is	the	third	priority	in	the	three	“Rs”	efficiency	strategy.	It	can	be	done	when	
reduction	and	reuse	are	not	possible.	Recycling	can	provide	new	raw	materials	from	waste	
materials.	Therefore,	recycling	prevents	waste	disposal	and	the	need	to	extract	more	raw	
materials	 from	 the	 natural	 environment	 to	 create	more	 new	 products.	 It	 establishes	 a	
cyclical	production	process.

•	 Disposal	is	the	last	resort.	It	is	chosen	after	all	the	other	waste	management	options	have	
been	exhausted.	Disposal	involves	the	dumping	and	incineration	of	waste.	Therefore,	the	
waste	should	undergo	pre-treatment	before	being	ultimately	disposed	in	order	to	decrease	
the	quantity	of	waste	or	its	toxins.

Discuss

Which	techniques	and	practices	will	you	use	to	have	a	positive	impact	on	the	environment?

  

When	you	have	identified	the	techniques	you	will	use	to	green	your	business,	fill	in	section	7.1	in	
your	business	plan	template.
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4.9.4  Classifying waste

When	we	produce	waste,	most	people	do	not	separate	organic waste	from	inorganic waste, but 
dispose	all	the	waste	together.	To	categorize	and	then	sort	the	waste	is	essential.

Organic	waste	is	biological.	Some	examples	are	rotting	plant	life,	food	and	animal	waste.	Due	to	its	
characteristics,	this	waste	is	also	called	“wet	waste”.	It	is	biodegradable	and	can	be	processed	into	
organic	fertilizer.

Inorganic	 waste	 is	 that	 which	 does	 not	 come	 from	 nature,	 but	 is	 produced	 by	mankind.	 Some	
examples	of	typical	inorganic	waste	are	metals,	glass	and	plastic.	This	waste	contains	many	materials	
that	can	be	recycled.

Due	to	its	characteristics,	inorganic	waste	is	also	called	“dry	waste”.	Recycling	dry	waste	is	a	sensible	
way	to	expand	your	business	opportunities.

Discuss

Think	about	your	business	and	the	waste	that	 is	created.	What	can	be	reduced	and	what	can	be	
reused,	recycled	or	sold	as	a	raw	material?	For	what	purpose	can	items	be	reused	or	recycled?	List	
the	waste,	estimate	the	quantity	and	suggest	a	strategy	to	Reduce,	Reuse	and	Recycle	(The	three	“Rs”	
strategy):

Fill	in	the	table	below	for	waste	management	and	fill	in	section	7.2	under	waste	management.

Type of waste Quantity Reduce, reuse, recycle

4.10  Costing your goods and services

In	Part	II,	Start	your	business	under	section	4.4	“Marketing	Plan”	under	4.4.3	you	have	learned	how	
to	determine	the	prices	for	your	goods	or	services.	Another	factor	that	you	should	consider	is	the	cost	
of	making	and	selling	your	goods	or	services.	This	will	help	determine	whether	the	prices	you	have	
set	will	make	your	business	profitable.
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4.10.1  What are costs?

Costs	are	all	the	money	your	business	spends	to	make	and	sell	your	goods,	products	or	services.	Costs	
for	businesses	can	be	broadly	classified	into	two	categories:	Fixed	Costs	and	Variable	Costs.

Fixed Costs

•	 Fixed	Costs	remain	constant	even	when	production	volume	changes,	sales	volume	changes	
or	the	amount	of	services	being	provided	changes.	Rent,	 loan	payments	and	salaries	 for	
administrative	workers	are	examples	of	fixed	costs

•	 Fixed	Costs	can	change	sometimes.	For	example	your	rent	may	increase.	But	reasons	for	the	
change	are	not	related	to	the	production	or	sales	volume.

Variable costs

•	 Variable	Costs	are	those	that	fluctuate	with	production	volume,	sales	volume	or	the	amount	
of	services	you	provide.	For	example,	raw	materials,	packaging	and	wages	of	production	
workers	are	all	Variable	Costs.

Costing	is	the	way	you	calculate	the	total	costs	of	making	or	selling	a	good	or	providing	a	service.

								Variable	Costs	+	Fixed	Costs	=	Total	Costs

	Costing	helps	your	business	to:

•	 Set	prices

•	 Reduce	and	control	costs

•	 Make	better	decisions	about	business

•	 Plan	for	the	future

4.10.2  Costing for a manufacturer or service operator  

Manufacturers	and	service	providers	follow	the	three	steps	below	to	calculate	the	total	cost	of	each	
product:

Variable cost per 
item

Fixed cost per  
item

Total cost per  
item

Step 2

Estimate

Step 3

Add up

Step 1

Estimate

+ =

The	following	is	the	product	costing	form	for	Manufacturers	and	service	operators.
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PRODUCT COSTING FORM

(for manufacturers and service operators)

1. VARIABLE COST PER ITEM

1 2 3 4

Input Cost of purchase Estimated quantity 
per item

Estimated cost per 
item

Estimated	Variable	Cost	per	item	(1)

2. FIXED COST PER ITEM

Estimated	total	Fixed	Cost	per	month	(2)	

Estimated	total	Variable	Cost	of	the	business	per	month	(3)

Fixed	Cost	per	Variable	Cost	(4)	=	(2)/(3)

Estimated	Fixed	Cost	per	item	(5)	=	(4)	×	(1)

3. TOTAL COST PER ITEM (6) = (1) + (5)

Step 1:  Estimate variable cost per item

To	estimate	the	Variable	Cost	for	each	of	your	goods	or	services,	follow	these	five	steps:

1.	 List	all	your	inputs	that	have	costs	which	fluctuate	with	production	volume	or	the	amount	
of	services	provided	in	part	1	of	the	Product	Costing	Form,	column	1.

2.	 Get	the	cost	of	purchase	for	each	unit	of	input	and	write	that	cost	in	column	2.

3.	 Estimate	the	quantity	of	input	needed	to	make	one	good	or	service	and	write	that	amount	
in	column	3.
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4.	 Calculate	the	cost	of	each	input	needed	to	make	one	good	or	service	by	multiplying	the	unit	
cost	of	each	input	(column	2)	and	the	quantity	of	input	you	need	to	make	one	item	(column	
3);	write	that	amount	in	column	4.

5.	 Calculate	the	Variable	Cost	per	item	by	adding	up	all	amounts	in	column	4.	Write	the	result	
in	the	space	for	item	(1).

Below	is	an	example	of	variable	costing:

PRODUCT COSTING FORM

(for manufacturers and service operators)

1. VARIABLE COST PER ITEM

Waste	vegetables $0.05/kg 20.0	kg $1.00

Chicken	manure $1.00/kg 3.0	kg $3.00

Second	hand	bags $0.25/bag 1	bag $0.25

Labour $3.00/hour 0.6	hours $1.80

Estimated Variable Cost per item (1) $6.05

Step 2. Estimate fixed cost per item

Estimated	total	Fixed	Cost	per	month	(2)	

Estimated	total	Variable	Cost	of	the	business	per	month	(3)

Fixed	Cost	per	Variable	Cost	(4)	=	(2)/(3)

Estimated	Fixed	Cost	per	item	(5)	=	(4)	×	(1)

To	estimate	the	Fixed	Cost	per	 item	for	each	of	your	goods	or	services,	use	part	2	of	the	Product	
Costing	Form	and	follow	these	four	steps:

1.	 Estimate	the	total	Fixed	Cost	per	month;	write	the	amount	in	the	space	for	item	(2)	on	the	
Product	Costing	Form.

2.	 Estimate	the	total	Variable	Cost	per	month	for	your	business;	write	the	amount	in	the	space	
for	item	(3)	on	the	Product	Costing	Form.
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3.	 Calculate	the	ratio	between	the	total	Fixed	Cost	per	month	and	the	total	Variable	Cost	per	
month,	then	write	the	result	in	the	space	for	item	(4)	on	the	Product	Costing	Form.

4.	 Calculate	the	Fixed	Cost	per	item	and	then	write	the	result	in	the	space	for	item	(5)	on	the	
Product	Costing	Form.

Remember:

•	 Fixed	Costs	remain	constant	even	when	production	volume	changes,	sales	volume	changes	
or	the	amount	of	services	being	provided	changes.	Rent,	 loan	payments	and	salaries	 for	
administrative	workers	are	examples	of	Fixed	Costs.

•	 Fixed	Costs	can	change	sometimes.	For	example	your	rent	may	increase.	But	reasons	for	the	
change	are	not	related	to	the	production	or	sales	volume.

Work	out	how	much	money	your	business	is	likely	to	spend	for	each	item	of	Fixed	Cost	every	month.	
Remember	that	you	might	be	able	to	add	Fixed	Costs	for	items	that	you	reuse	and	recycle,	if	you	are	
able	to	do	this	to	make	your	business	more	efficient.

Fixed	costs	include:

•	 Small	Variable	Costs	which	are	considered	Fixed	Costs

•	 Wages	that	do	not	vary	with	production	volume	

•	 Costs	that	you	do	not	pay	every	month

•	 Depreciation	of	which	is	the	loss	in	value	of	your	business	equipment,	which	is	a	cost	to	
your	business.

An	example	for	fixed	costs	for	the	month	for	a	recycling	company:

FIXED COST FORM

1 2

Details Cost per month ($)

Rent 2000

Electricity	and	water,	including	waste	water 600

National	Environmental	Management	Assessment	fee 50

Trade	and	City	Council	licences 50

Labour 3850

Consumables	including	recycling	and	disposal 1000

Depreciation 500

Transport 450

Maintenance	and	repairs 200

Herbs 150

Marketing	expenses 114

Total Fixed Cost per month 8964
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To	calculate	total	variable	cost	for	the	month:

Product Quantity produced 
per month

Variable Cost per 
item

Total Variable Cost 
per month

Super	organic	compost 2000 	$6.05 $12 100

Organic	compost 2400 $10 $24 000

Total $36	100

While	the	Variable	Cost	per	month	in	your	business	will	vary	with	production	volume	or	the	amount	
of	service	being	provided,	the	Variable	Cost	per	item	will	not	change	unless	the	market	price	of	the	
raw	materials	you	use	changes.

Fixed cost per item can be calculated as follows:

Calculate		the	ratio	of	monthly	fixed	costs	to	the	total	variable	costs	for	business

Using	figures	in	above

Ratio	of	fixed	costs		=			 								Total	fixed	cost	per	month

	 	 	 	Total	variable	costs	for	the	business
=		8	964	÷	36	100		=		25%

The	fixed	cost	per	item	using	the	examples	above	will	be	6.05	×	25%	=	$1.51

The	cost	per	item	will	be	variable	cost	per	item	+	fixed	cost	per	item.

$1.51

Estimated	total	Fixed	Cost	per	month	(2)	 8964

Estimated	total	Variable	Cost	of	the	business	per	month	(3) 36100

Fixed	Cost	per	Variable	Cost	(4)	=	(2)/(3) 8964/36100

Estimated	Fixed	Cost	per	item	(5)	=	(4)	×	(1) 0.25	×	6.05

Step 3. Add up to get the total cost per item

Upon	completing	steps	1	and	2,	you	are	ready	to	work	out	the	estimated	total	cost	per	item.

Variable cost per 
item

Fixed cost per  
item

Total cost per  
item

Step 2

Estimate

Step 3

Add up

Step 1

Estimate

+ =

1. Total cost per item (6) = (1) + (5) 6.05 + 1.51 $7.56

Estimate	variable	cost	per	item	+Estimated	fixed	cost	per	item	 =	Total	cost	per	item						

										6.05	+	1.51		=	$7.56
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The	final	price	for	your	good	or	service	should	be	set	using	all	of	the	following:

•	 The	total	cost	of	your	good	or	service:	If	the	total	cost	exceeds	the	price	customers	would	be	
willing	to	pay,	for	your	good	or	service	is	not	likely	to	be	profitable.

•	 The	price	customers	are	willing	to	pay	for	it:	The	amount	customers	are	willing	to	pay	for	
your	goods	or	services	also	depends	on	how	you	market	them.

•	 The	price	charged	by	your	competitors:	It	will	be	difficult	for	you	to	charge	higher	prices	
than	your	competitors	for	identical	products,	even	if	customers	would	be	able	to	pay	more.

4.10.3  Costing for retailers or wholesalers

Variable	Costs	for	retailers	are	the	costs	of	buying	goods	to	resell.	Therefore,	to	calculate

the	Variable	Cost	in	step	1,	you	only	need	to	get	information	on	product	prices	from	the	suppliers.	
They	follow	these	three	steps	to	calculate	the	total	cost	of	each	product.

Variable cost per 
item

Fixed cost per  
item

Total cost per  
item

Step 2

Estimate

Step 3

Add up

Step 1

Get information

+ =

Below	is	the	costing	form	for	retailers	and	wholesalers:

PRODUCT COSTING FORM

(for retailers and wholesalers)

Fixed	Cost	CHARGE	(%)

 Total	fixed	costs	per	month	(2)

Total	variable	costs	per	month	(3)
	×	100%		=		

Fixed	charge	(4)                                                                                                      

1 2 3

Product Variable Cost 
per item (1)

Fixed Cost per item 
(5) = (1) × (4)

Total cost per item 
(6) = (1) + (5)
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Below	is	an	example	of	costing	for	retailers:

Step 1: GET INFORMATION ON the Variable Cost PER ITEM

For	a	retailer	or	wholesaler,	Variable	Costs	are	the	costs	of	buying	goods	to	resell.	Although	transport	
is	also	a	Variable	Cost,	it	is	a	very	small	cost	for	each	item	of	goods	sold,	so	it	is	difficult	to	calculate	
and	therefore,	considered	a	Fixed	Cost.	

Product costing form

(for retailers and wholesalers)

Fixed	Cost	CHARGE	(%)

 Total	fixed	costs	per	month	(2)

Total	variable	costs	per	month	(3)
	×	100%		=		

Fixed	charge	(4)                                                                                                          

1 2 3

Product Variable Cost 
per item (1)

Fixed Cost per item 
(5) = (1) × (4)

Total cost per item 
(6) = (1) + (5)

Shipping	bags $5.00

Laundry	bags $7.00

Green	waste	garden	bags $7.00

Vegetable	storage	bags $1.20

Step 2: ESTIMATE the Fixed Cost PER ITEM

For	retailers	and	wholesalers,	Fixed	Costs	are	normally	all	the	other	costs	you	will	have	for	running	
your	business,	except	the	cost	of	buying	goods	to	resell.	To	estimate	the	Fixed	Cost	per	item	for	each	
of	your	products,	follow	these	four	steps:

1.	Calculate	the	total	Fixed	Cost	per	month.	Write	the	result	of	your	calculation	in	the	space	for	
item	(2)	on	the	Product	Costing	Form.

2.	Calculate	the	total	Variable	Cost	per	month	of	your	business.	Write	down	the	amount	in	the	
space	for	item	(3)	on	the	Product	Costing	Form.

3.	Calculate	the	ratio	between	your	total	Fixed	Cost	and	the	total	Variable	Cost	per	month.	Write	
the	amount	in	the	space	for	item	(4)	on	the	Product	Costing	Form.

4.	Calculate	 the	 Fixed	Cost	 per	 item	and	write	 the	 amount	 in	 the	 space	 for	 item	 (5)	 on	 the	
Product	Costing	Form.

1. Estimate the total Fixed Cost per month

The	following	notes	may	help	you	to	fill	out	the	Fixed	Cost	Form	for	your	business.

•	 Labour costs:	 All	 salaries,	 wages	 and	 benefits	 for	 employees	 and	 owners	 of	 retail	 and	
wholesale	businesses	are	Fixed	Costs.

•	 Costs that you do not pay every month:	Your	business	may	have	some	costs	that	you	do	
not	pay	every	month,	for	example	insurance,	licences,	tools	and	stationery.	For	these	costs,	
divide	the	cost	by	the	number	of	months	the	item	is	used.

•	 Depreciation: The	following	is	an	example:	
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1 2

Details Costs per month ($)

Rent 2000

Electricity	and	water,	including	waste	water   100

Insurance	at	$600	per	year     50

Transport   100

Labour   990

Depreciation   142

Miscellaneous,     20

Marketing	expenses	at	$600	per	year     50

Total Fixed Cost per month 3452

2. Calculate the total variable cost per month

Below	is	an	example:	

MONTHLY PURCHASE FORM

Product Estimated number of 
items sold per month

Variable Cost-
per item

Total Variable Cost 
per month

Shopping	bags   333 $5 $1	665

Laundry	bags 		667 $7 $4	669

Green	waste	garden	bags 1000 $7 $7	000

Vegetable	storage	bags 1667 $1,20 $2 000

Total Variable Cost per 
month

$15 334

3. Calculate the ratio between total Fixed Cost and total Variable Cost

Total	fixed	costs	per	month	

Total	variable	costs	per	month	

3452

15 334
	×	100%		=		 	×	100%		=		22.5%Fixed	cost	charge		=	

                       

It	means	that	the	entrepreneur	must	add	22.5%	to	the	Variable	Cost	of	each	product	to	find	the	total	
cost.

PRODUCT COSTING FORM

(for retailers and wholesalers)

Fixed	Cost	CHARGE	(%)

3452

15 334
	×	100%		=		Fixed	cost	charge%		=	 22.5% 

Fixed	charge	(4)
                                                                                 

1 2 3

Product Variable Cost 
per item (1)

Fixed Cost per item 
(5) = (1) × (4)

Total cost per item 
(6) = (1) + (5)

Shipping	bags $5.00 $5	×	22.5%	=	1.13 $6.13

Laundry	bags $7.00

Green	waste	garden	bags $7.00

Vegetable	storage	bags $1.20
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When	you	have	done	costing	for	your	goods	or	service,	return	to	the	Marketing	Plan	and	finalize	the	
“Price”	section	2.3.

Summary

•	 Costs	are	the	money	your	business	spends	to	make	and	sell	your	goods	or	services.
•	 Costing	is	the	way	you	calculate	the	total	cost	of	making	or	selling	a	product	or	providing	

a	service.
•	 Costing	helps	your	business	to:
	 –	 set	prices
	 –	 reduce	and	control	costs
	 –	 make	better	decisions	about	the	direction	of	the	business
	 –	 plan	for	the	future.
•	 The	cost	of	doing	business	can	be	categorized	as	follows:
	 –	 Fixed	Costs	are	those	that	will	remain	constant	even	when	production	volume,	sales	 

	 volume	or	the	amount	of	services	provided	changes.
	 –	 Variable	Costs	are	those	that	fluctuate	with	production	volume,	sales	volume	or	the	 

	 amount	of	services	provided.
•	 For	manufacturers	and	service	providers,	costing	a	good	or	service	follows	three	steps:	

 

Variable cost per 
item

Fixed cost per  
item

Total cost per  
item

Step 2

Estimate

Step 3

Add up

Step 1

Estimate

+ =

•	 For	 wholesalers	 or	 retailers,	 Variable	 Costs	 are	 the	 costs	 of	 buying	 goods	 to	 resell.	
Therefore,	to	calculate	the	Variable	Cost	in	step	1,	you	only	need	to	get	information	on	
product	prices	from	the	suppliers:

Variable cost per 
item

Fixed cost per  
item

Total cost per  
item

Step 2

Estimate

Step 3

Add up

Step 1

Get information

+ =
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SESSION 5:  Financial planning

5.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 plan	the	future	of	their	business	using	financial	plan;	and
•	 state	the	importance	of	financial	planning.

Normally	during	the	first	few	months	after	a	business	begins	operating,	it	is	difficult	to	recover	costs	
or	to	make	a	profit.	It	takes	some	time	before	money	from	sales	starts	to	come	in.	During	this	time	
your	business	is	very	vulnerable	and	you	must	keep	a	careful	eye	on	the	financial	situation.	When	
you	start/	improve	your	business	your	business,	these	two	things	are	very	important:

•	 Do	not	allow	the	business	to	run	out	of	cash

•	 Make	sure	that	the	business	you	have	created	will	eventually	become	profitable

5.2  Definition of terms

5.2.1  Planning

Planning	means	thinking	about	and	organizing	the	activities	required	to	achieve	a	desired	goal.

5.2.2  What is financial planning?

It	is	planning,	organizing,	analysing	and	monitoring	all	aspects	of	personal	finance	to	achieve	your	
financial	goals.

5.2.3  Forecast

Is	a	prediction	of	the	future	of	the	business	usually	with	the	use	financial	plans	which	are	prepared	
using	previous	records	or	experience.

When	you	know	what	is	likely	to	happen	you	can	plan	ahead.	For	example,	a	weather	forecast	on	the	
radio	or	television	tells	you	what	the	weather	is	likely	to	be	on	the	next	day	and	you	can	get	ready	
for	it.

5.2.4  Financial forecast

Is	working	out	what	you	think	your	sales,	costs,	profit	and	cash	flow	are	likely	to	be	in	the	future.

You	also	need	to	forecast	changes	in	the	external	environment	that	may	impact	your	business	and	
identify	risks	to	which	your	business	is	exposed.
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Follow	these	four	steps	to	plan	and	monitor	the	financial	situation	of	your	business:

1.	Make	a	Profit	Plan

2.	Make	a	Cash	Flow	Plan

3.	Compare	the	financial	records	of	both	plans	every	month

4.	Take	action	if	anything	is	not	going	according	to	plan

5.3 Profit planning

Profit	is	the	amount	of	money	left	after	you	have	subtracted	all	the	costs	of	your	business	from	the	
total	sales.	

Before	making	a	Profit	Plan,	you	must	make	both	a	Sales	Plan	and	a	Cost	Plan	for	your	business.

5.3.1 Sales plan

A	Sales	Plan	shows	the	sales	your	business	is	likely	to	have	each	month.	

When	you	were	planning	your	marketing	you	estimated	the	price	you	will	charge	for	your	good	or	
service	and	the	sale	volumes	of	your	good	or	service	per	month.	Now	you	should	use	that	information	
to	make	a	Sales	Plan.	Make	your	sales	plan	and	fill	in	Sales	Plan	in	7.1	of	the	business	plan	template.

Sales plan

Detail July Aug Sep Oct Nov Dec Total

To
m

at
o

es

Sales	price	
($)

9 9 9 9 9 9

Sales	 
volume

1000 1200 1500 1500 1400 1600 8200

Sales	value	
($)	(1)

9000 10800 13500 13500 12600 14400 73800

5.3.2   Cost plan

A	Cost	Plan	shows	the	costs	your	business	is	likely	to	have	each	month.	To	make	such	a	plan	you	need	
the	Variable	Cost	per	item	and	the	total	Fixed	Cost	per	month	of	your	business	which	you	will	obyain	
when	you	do	costing	for	a	good	or	service.	In	addition,	you	also	need	to	know	the	quantity	of	good	or	
service	your	business	will	produce	or	provide	per	month.	This	can	be	obtained	from	the	Sales	Plan. 
Make	you	Cost	Plan	and	fill	in	the	Cost	Plan	in	7.2	of	the	Business	planning	template.

Cost plan

Detail July Aug Sep Oct Nov Dec Total

To
m

at
o

es

Production	volume	
(1)

1000 1200 1500 1500 1400 1600 8200

Variable	Cost	per	
item	($)	(2)

6 6 6 6 6 6

Total	Variable	Cost	
($)	(3)	=	(1)	×	(2)

6000 7200 9000 9000 8400 9600 49200

Total fixed cost 2000 2000 2000 2000 2000 2000 12000

Total Total cost 8000 9200 11000 11000 10400 11600 61200
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5.3.3   Profit plan

What is a profit plan?

A	Profit	Plan	shows	the	profit	your	business	is	likely	to	have	each	month.

Follow	these	steps	in	preparing	your	profit	plan:

1.	Get	the	information	from	your	Sales	Plan	and	Cost	Plan

2.	Put	the	information	in	the	Profit	Plan	form

3.	Do	the	calculations	on	the	Profit	Plan	form	to	find	the	likely	gross	and	net	profit	for	your	
business 

The	plan	must	show	that	your	business	will	expect	 to	make	enough	profit	 to	meet	any	financial	
needs.	For	example:

•	 Your	sales	might	be	lower	than	you	expect

•	 A	machine	might	break	down

The	information	in	the	sales	plan	and	cost	plan	is	used	in	making	the	profit	plan.

The	Profit	Plan	will	assist	in	estimating	the	likely	gross	and	net	profit	for	your	business.

Details July Aug Sept Oct Nov Dec Total

Total	Sales	(1) 9000 10800 13500 13500 12600 14400 73800

Total	Variable	Cost	(2) 6000 7200 9000 9000 8400 9600 49200

Gross	Profit	(3)	=	(1)	–	(2) 3000 3600 4500 4500 4200 4800 24600

Total	Fixed	Cost	(4) 2000 2000 2000 2000 2000 2000 12000

Net	Profit	(5)	=	(3)	–	(4) 1000 1600 2500 2500 2200 2800 12600

Follow	the	same	steps	to	make	your	own	Profit	Plan	for	the	first		year	and	fill	in	7.3	in	the	Business	
Plan	template.

5.4  Cash flow plan

A	Cash	Flow	Plan	is	a	forecast	of	how	much	cash	you	expect	to	come	into	and	go	out	of	your	business	
each	month.	The	Cash	Flow	Plan	helps	you	to	make	sure	that	your	business	does	not	run	out	of	cash	
at	any	time.

There	are	many	reasons	that	your	business	may	run	out	of	cash.	For	example:

•	 Buy	equipment	and	raw	materials	before	you	sell	anything.	This	means	that	cash	goes	out	
before	cash	comes	in.

•	 If	you	give	credit	to	your	customers,	you	do	not	get	paid	immediately.

To	make	your	Cash	Flow	Plan,	follow	the	12	steps.	Steps	2-5	are	for	Cash	In.	Steps	6-11	are	for	Cash	
Out.		Look	at	each	step	for	January	in	Jane’s	cash	flow	below:

Step 1 - Cash at the beginning of the month:	This	is	the	amount	of	cash	that	Jane	has,	plus	the	
amount	of	money	she	expects	to	have	in	her	bank	account	when	she	starts.

Step 2 - Cash from cash sales: This	is	cash	Jane	will	receive	from	her	customers	for	sales	during	the	
month	of	January.	
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Step 3 - Cash from credit sales: This	is	the	amount	of	cash	the	business	can	expect	to	get	from	their	
credit	customers	during	the	month.	Jane	leaves	the	section	blank	because	she	will	not	sell	on	credit.

Step 4 - Other cash in: This	is	the	amount	of	cash	that	Jane	forecasts	she	will	get	from	other	sources,	
such	as	a	loan.

Step 5 - Total cash in: Jane	adds	up	all	the	amounts	from	steps	two	to	four.

Step 6 - Purchase of goods: Jane	pays	her	supplier	on	the	first	day	of	the	following	month,	so	she	
will	pay	for	the	goods	purchased	in	January	in	February.	She	will	write	the	amount	for	January	in	the	
February	row.

Step 7 - Payment of wages: Jane	takes	this	amount	from	her	Staff	Requirements	and	Costs	Plan.

Step 8 - Purchase of equipment: Furniture	and	other	fittings	need	to	be	purchased	during	January.	
Jane	writes	the	amount	she	will	pay	here.	She	finds	the	amount	in	her	Fixed	Costs	Form.

Step 9 - Loan repayment:	Jane	takes	soft	loans	from	her	friends	and	she	plans	to	repay	the	loans	
from	July.

Step 10 - Other payment:	In	January,	besides	her	monthly	payment	of	$2,220	(for	rent,	electricity	
and	water,	transport,	miscellaneous),	Jane	will	need	to	make	a	deposit	for	two	months	of	rent	to	Real	
Estate	company	totalling	$4,000.	She	also	records	her	other	expenses	of	$2,000	for	shop	decoration,	
$600	for	insurance	and	$400	for	marketing	expenses	here.	The	calculation	is:	$9,220	=	$2,220	+	$4,000	
+	$2,000	+	$600	+	$400.

Step 11 - Total cash out: Add	up	all	the	Cash	Out	amounts	from	steps	six	to	ten.	This	is	the	total	cash	
amount	that	is	paid	out	by	Jane	during	January.

                                             Details Jan Feb Mar Apr May June

C
as

h
 i

n

1.	Cash	at	the	beginning	of	month	(1)	 15,000 2,990 8,180 15,270 24,260 35,150

2.	Cash	from	cash	sales 6,500	 13,000 19,500 26,000 32,500 32,500

3.	Cash	from	credit	sales

4.	Other	cash	in

5. Total cash in (2) 6,500  13,000 9,500 26,000 32,500 32,500

C
as

h
 o

u
t

6.	Purchase	of	goods 4,600		 9,200 13,800 18,400 23,000

7.	Payment	of	wages 990 990 990 990 990 990

8.	Purchase	of	equipment 8330

9.	Loan	repayment

10.	Other	payments 9220 2220 2220 2220 2220 2220

11. Total cash out (3) 18,510 7,810 12,410 17,010 21,610 26,210

12.	Cash	at	month	end	(4)	=		(1)+(2)	-	(3)	 2,990 8,180 15,270 24,260 35,150 41,440

Now	follow	the	same	steps	to	fill	in	section	7.4:	‘Cash	Flow	Plan’	in	your	Business	Plan	booklet.
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Summary

•	 When	you	decide	to	start/	improve	your	business,	you	should	make	sure	that	you	have	
enough	money	so	that	you	do	not	run	out	of	cash	before	your	business	begins	to	generate	
income.	This	is	the	reason	that	you	have	to	plan	ahead	so	that	your	business	not	only	
makes	a	profit,	but	has	sufficient	cash	to	operate.

•	 During	first	 few	months,	your	new	business	 is	very	vulnerable,	so	you	must	properly	
prepare	your	financing.	To	plan	and	monitor	the	financial	situation	of	your	business,	you	
should:

	 –	 make	a	profit	plan
	 –	 make	a	cash	flow	plan
	 –	 compare	the	actual	business	with	both	plans	every	month	after	the	operation	has	 

	 begun
	 –	 take	action	if	anything	is	not	going	according	to	plan
•	 Profit	is	the	amount	of	money	left	after	you	have	subtracted	all	the	costs	of	your	business	

from	its	total	sales.	So,	before	making	a	Profit	Plan,	you	must	make	both	a	Sales	Plan	and	
a	Cost	Plan	for	your	business.

•	 A	Cash	Flow	Plan	is	a	forecast	which	shows	you	how	much	cash	you	expect	to	come	into	
your	business	and	how	much	cash	you	expect	to	go	out	of	your	business	each	month.	
The	Cash	Flow	Plan	helps	you	to	make	sure	that	your	business	does	not	run	out	of	cash	
at	any	time.	 	
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SESSION 6:  Required start-up capital

6.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 know	the	amount	of	capital	needed	for	your	business;	and
•	 know	the	sources	of	your	start-up	capital.

You	should	know	how	much	start-up	capital	you	need	and	where	you	will	get	it	before	you	start/
improve	your	business.	You	will	need	start-up	capital	for:

•	 Capital	investments

•	 Working	capital

6.2  What capital investments do you need?

A	capital	investment	is	the	purchase	of	an	asset	for	the	business	that	is	expensive	and	lasts	for	a	long	
time.

The	capital	investment	needed	can	be	divided	into	the	following	two	categories:

•	 Business	premises

•	 Equipment

6.2.1  Business premises

The	size	and	location	of	business	premises	depends	on	the	type	of	business.

When	you	know	what	sort	of	premises	you	require,	you	need	to	decide	if	you	should:

•	 Build	the	premises

•	 Buy	the	premises

•	 Rent	the	premises

•	 Run	the	business	from	your	home

Building or buying your	 own	 property	 can	 be	 the	 best	 option	 if	 your	 business	 has	 special	
requirements	for	building	or	the	location	of	the	building.	However,	this	option	will	require	a	lot	of	
capital	and	it	often	takes	a	long	time.

Renting	the	business	premises	needs	less	capital	than	building	or	buying.	It	is	also	more	flexible	
because	it	is	easier	to	change	the	location	of	your	business	if	you	are	renting.	But	it	is	not	as	secure	
as	owning	your	own	property.



72

Running your business from home	is	obviously	the	cheapest	option.	It	can	be	a	good	way	to	start	
until	 your	 business	 is	 successful.	However,	 separating	 business	 issues	 from	 family	 issues	 can	 be	
difficult	if	you	are	working	from	home.

6.2.2  Buying Equipment

Buying	equipment	may	require	a	large	capital	investment	when	you	start	or	improve	your	business.

A capital investment is	an	asset	that	you	have	purchased	for	the	business	that	is	expensive	and	will	
be	used	by	the	business	for	a	long	period	of	time.	The	purchase	or	rental/lease	of	both	the	business	
premises	and	the	equipment	are	necessary	investments	for	most	businesses.

Instead	of	buying	equipment,	you	can	sometimes	lease	it	for	a	specific	time	period.	You	would	make	
monthly	payments	for	the	duration	of	the	lease.

You	should	compare	the	cost	and	benefits	of	asset	loans	that	may	be	needed	to	buy	the	leases.	If	you	
decide	to	lease	equipment,	you	will	not	have	to	add	the	cost	of	new	equipment	onto	the	amount	of	
initial	capital	required,	but	you	must	add	the	lease	payments	to	your	calculations	for	working	capital.

6.3  Working capital

6.3.1  What is working capital? 

Working	capital	is	the	money	you	need	to	pay	for	the	expenses	generated	when	your	business	starts	
production.

You	must	estimate	how	long	it	will	take	before	your	business	will	receive	sufficient	revenues	to	cover	
your	on-going	expenses.	

Some	businesses	will	need	enough	working	capital	to	cover	all	costs	for	a	few	months	or	even	a	year	
or	more.	Plan	to	keep	a	bit	more	working	capital	than	you	think	you	need.

You	will	need	working	capital	to	cover:

•	 Stocks	of	raw	materials	and	finished	products

•	 Promotional	activities

•	 Salaries

•	 Rent

•	 Insurance

•	 Loan	or	lease	payments

•	 Other	costs

Discuss

Below	is	an	estimate	of	start-up	capital	for	Rudo	and	David	who	plan	to	start	their	business	in

April	and	that	it	will	take	two	months	before	sales	fully	cover	their	monthly	expenses.	

This	is	their	estimation:
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REQUIRED START- UP CAPITAL

For	a	period:	Two	months	(April	and	May)

INVESTMENTS Amount ($)

Business	premises 0

Construction	or	purchase	of	a	building 0

Renovation	of	business	premises 100

Equipment 300

Machinery	and	Tools 		70

Furniture 0

WORKING CAPITAL

Stock	of	raw	materials	or	finished	goods 120

Licenses	and	fees 0

Marketing	expenses 0

Salaries 100

Rent 0

Electricity	and	water 0

Contingency	for	emergency   50

TOTAL START-UP CAPITAL 740

Discuss

1. List	the	capital	investment	and	working	capital	needs	for	your	business.

2. How	much	start-up	capital	do	you	need	for	capital	investment	and	working	capital?

Turn	to	Section	8:	“Required	start-up	capital”	 in	your	own	Business	Plan	booklet	 to	calculate	 the	
amount	of	capital	you	will	need	for	the	initial	investment	and	for	working	capital.

6.4  Types and sources of start-up capital

After	calculating	how	much	start-up	capital	you	need	for	your	business,	 there	 is	need	to	 identify	
where	to	get	that	capital?

The	most	important	types	of	start-up	capital	are:

•	 Owner’s	equity

•	 Loans

6.4.1  Owner’s equity

The	equity	or	the	contribution	from	owners	to	start	the	business	is	the	private	money	that	is	put	
into	the	business.	

•	 An	entrepreneur’s	savings	is	a	possible	source	of	owner’s	equity.	
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•	 Entrepreneurs	can	use	targeted	savings	accounts	to	accumulate	some	or	all	of	the	funds	
they	will	need	to	start	their	business.	Savings	that	an	entrepreneur	does	not	want	to	invest	
in	the	business	could	serve	as	cash	collateral	for	a	loan.

•	 The	owner’s	equity	is	called	risk	capital,	because	the	owners	are	risking	their	own	money	
by	investing	in	the	business.

•	 Whatever	form	of	business	you	start	or	improve,	you	will	have	to	invest	some	of	your	own	
money.

•	 If	you	do	not	have	enough	money	yourself,	you	can	consider	finding	a	partner	or	partners	
who	are	interested	in	investing	in	the	business.	You	should	not	allow	the	partner	to	own	
more	than	half	of	the	business.

6.4.2  Loans

You	may	get	a	loan	for	the	start-up	capital	and	you	would	have	to	pay	interest	and/or	on	the	loan	in	
addition	to	the	principal.	You	can	pay	the	loan	back	either	in	instalments	or	all	at	once,	depending	
on	the	agreement	with	the	lender.

If	you	borrow	money	from	a	lending	institution,	you	have	to	comply	with	two	major	requirements:

1. The	institution	will	want	to	see	a	viable	and	clear	Business	Plan	with	a	business	idea	that	is	
believable	and	feasible.	An	unclear	Business	Plan	will	leave	a	bad	impression	and	make	it	
difficult	for	the	lending	officer	to	grant	loan.

2. The	 lending	 institution	 will	 also	 need	 some	 kind	 of	 collateral	 to	 make	 sure	 that	 you	
repay	 your	 loan.	 If	 you	 cannot	 repay	 the	 loan,	 the	 lending	 institution	 has	 the	 right	 to	
take	possession	of	the	security/collateral	instead.	Machines	and	other	equipment	in	your	
business	can	sometimes	be	used	as	collateral.

If	you	do	not	own	any	of	these,	you	may	also	use	your	home	or	the	home	of	a	family	member	as	
collateral.	This	is	a	big	risk,	which	must	be	thought	through	very	carefully	and	must	be	avoided.

The	following	are	different	sources	that	you	can	access	when	you	are	applying	for	a	loan	to	start	your	
business:

•	 Banks:	Several	banks	have	specialized	departments	for	giving	loans	to	small	businesses.	To	
obtain	loans	from	banks	you	need	a	viable	business	idea	presented	in	a	well	thought	out	
Business	Plan	and	some	kind	of	collateral.

•	 Government credit schemes:	 Many	 governments	 have	 lending	 programmes	 to	 help	
entrepreneurs	who	want	to	start	small	businesses.	You	may	not	need	collateral	for	these	
government	loans,	but	the	requirements	for	your	Business	Plan	are	just	as	strict	as	with	the	
banks.
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•	 Microfinance institutions:	 These	 financial	 service	 providers	 focus	 on	 the	 low-income	
market	and	exist	in	many	legal	forms-	sometimes	as	banks,	sometimes	as	regulated	non-
bank	financial	institutions	and	sometimes	as	unregulated	non-profit	organizations.	They	
have	more	flexible	 collateral	and	documentation	 requirements	 than	mainstream	banks,	
but	loan	amounts	are	relatively	small,	especially	for	first-time	borrowers.	They	rarely	offer	
start-up	business	loans,	but	may	make	capital	available	to	an	entrepreneur	through	other	
loan	products	based	on	the	entrepreneur’s	household	cash	flow.

•	 Savings and Credit Cooperatives (SACCOs):	To	be	able	 to	borrow	from	these	SACCOs,	
you	will	need	to	be	a	member	and	to	buy	shares.	You	will	also	be	required	to	have	money	
deposited	in	an	association	savings	account.

•	 Internal saving and lending groups: A	Group	of	self-selected	members	who	do	saving	
and	lending	in	a	group	

•	 Other sources:	You	might	be	able	to	get	a	loan	from	your	family	or	friends.	But	remember	
that	if	your	business	fails	and	you	have	difficulty	in	paying	back	loans,	then	relationships	
can	suffer.	You	can	also	take	loans	from	private	moneylenders.	But	these	loans	usually	have	
extremely	high	interest	rates.	Below	is	an	example	of	completed	sources	of	capital	table.

SOURCES OF START-UP CAPITAL

 Amount

Required start-up capital 1740

Sources of start-up capital

Owner’s	equity 1500

Other	sources   240

Total (must	be	the	same	amount	as	the	required	start-up	capital) 1740

Collateral (if	applying	for	a	loan)

When	you	have	identified	the	sources	of	start-up	capital,	fill	in	section	10:	“Sources	of	start-up	capital”	
in	the	Business	Plan	template.

Discuss

1. How	much	loan	do	you	need	to	improve	your	business?

2. Which	resources	do	you	own	that	are	acceptable	as	collateral	by	financial	institutions?
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Summary

•	 Start-up capital	is	the	money	you	need	to	start	your	business.	You	will	need	capital	for:
	 –	 Capital	investment
	 –	 Working	capital
•	 A	 capital investment is	 an	 asset	 that	 you	 have	 purchased	 for	 the	 business	 that	 is	

expensive	and	will	be	used	by	the	business	for	a	long	period	of	time.	The	purchase	or	
rental/lease	of	both	the	business	premises	and	the	equipment	are	necessary	investments	
for	most	businesses.

•	 Depending	on	your	requirements	and	your	available	start-up	capital,	you	can	decide	to	
build,	buy	or	rent	the	premises	or	you	might	be	able	to	operate	the	business	from	your	
home.

•	 Working	capital	is	the	money	you	need	to	pay	for	the	expenses	generated	when	your	
business	starts	production.	You	normally	operate	your	business	 for	some	time	before	
sufficient	money	comes	in	from	sales	to	cover	your	expenses.	When	your	business	starts,	
you	need	money	to	buy	materials,	to	pay	salaries,	for	rent	and	electricity	etc.		Working 
capital	is	the	money	you	need	to	pay	for	these	expenses.

•	 You	will	need	working	capital	to	cover:
	 –	 Stock	of	raw	materials	and	finished	products
	 –	 Promotion
	 –	 Salaries
	 –	 Rent
	 –	 Insurance
	 –	 Loan	or	lease	payments
	 –	 Other	costs
•	 You	must	calculate	how	much	working	capital	you	need	and	the	more	working	capital	

you	have	the	better.	The	amount	depends	on	how	long	it	will	take	before	money	starts	
coming	in	from	sales	and	how	much	stock	you	need.
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PART III: IMPROVE YOUR  
      BUSINESS
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SESSION 7:  Marketing

7.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 explain	what	marketing	is;
•	 discuss	the	importance	of	marketing	to	an	enterprise;	and
•	 discuss	and	explain	the	marketing	mix	elements.

Every	household	that	produces	more	than	just	food	for	its	own	consumption	will	have	to	become	
involved	in	buying	and	selling.	It	means	their	surplus	produce	will	have	to	be	sold.	All	activities	that	
have	to	do	with	selling	products	are	part	of	marketing.

Having	 realised	 that	 every	 household	 is	 involved	 in	 some	 sort	 of	marketing,	 therefore	 everyone	
becomes	a	marketer.		We	all	make	some	effort	of	one	form	or	the	other	to	be	what	we	are;	we	are	
aware	of	the	environment	that	we	live	in	(including	feedback	from	others).	An	understanding	of	the	
culture	we	live	in	as	well	as	the	likes	and	dislikes	of	our	associates	determines	our	acceptance	by	
colleagues.

7.2  What is marketing?

–			Marketing	is	process	of	finding	customers	and	keeping	them.	

–				Marketing	is	to identify customers’ needs and to satisfy them better than your competitors in  
    order to make a profit.	It	is	about	all	the	activities	that	an	entrepreneur	does	to	find	out:

•	 who	the	customers	are.

•	 what	the	customers	need.

•	 what	to	produce	or	what	service	to	offer.	Products/services	are	similar,	they	only	attract	the	
purchaser	if	they	satisfy	the	requirement	of	the	purchaser.

•	 producing	or	offering	a	product/service	that	customers	want.

•	 adding	value	to	your	products	by	processing,	sorting	and	packaging.

•	 who	to	sell	product	or	service	-	a	good	marketer	should	clearly	define	his/her	target	market.

•	 what	price	to	sell	product	or	service	-	price	should	be	competitive	and	give	value	for	money.

•	 what	is	the	best	place	to	sell	the	product	or	service?	Make	the	product	easily	accessible	to	
targeted	customer.

•	 how	to	get	the	product/	service	to	the	customer.

•	 how	 to	 make	 customers	 know	 about	 the	 product	 -	 use	 the	 most	 effective	 way	 of	
communicating	your	products/services	to	encourage	uptake	of	the	product/service.

•	 how	to	satisfy	the	customers	-	an	understanding	of	the	needs	and	expectations	of	customers	
is	the	basis	for	developing	good	relations	with	customers.

 •	 who are you competing with.
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•	 are there other producers or service providers you can collaborate with to maximise profit - 
this can be done through collective buying, mass marketing or joining associations so as to buy 
in bulk and enjoy economies of scale.

All these activities are done at a profit for the entrepreneur.

7.2.1  Why is knowledge about marketing important?

Marketing	helps	you	make	better	decisions	on:

•	 what	to	produce.

•	 when	to	produce.

•	 where	to	sell.

•	 what	price	to	charge	in	order	to	generate	profit.

Entrepreneurs	should	have	the	marketing	mind	for	them	to	make	a	profit	from	the	enterprises.	They	
should	be	able	to	identify	and	anticipate	(sometimes	creating	needs	and	wants	of	their	customers	in	
order	to	maximise	profit).	

For	 example	 when	 Econet	 wireless	 introduced	 EcoSure	 and	 EcoCash	 service	 to	 farmers.	 Econet	
identified	farmers’	need	for	mobile	money	and	aimed	at	meeting	their	need	thereby	maximising	
its	profits.	A	marketer	can	be	able	 to	define	the	market	and	map	out	 its	marketing	efforts	 to	 its	
customers	using	a	marketing	plan.

7.3  Marketing mix elements

Marketing	mix	elements	is	a	“basket”	of	marketing	variables	that	an	entrepreneur	can	use	in	order	
to	achieve	the	desired	marketing	or	business	strategy.	The	variables	are	interrelated	and	you	have	
to	ensure	that	each	P	is	addressed	to	meet	the	needs	of	your	market.	These	are	commonly	known	as	
“the 7 Ps of Marketing”:	Product;	Price;	Place;	Promotion;	Physical	evidence;	Process;	and	People.

Figure 7.1: The 7 Ps of marketing
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7.3.1  Product

The entrepreneur and the product

•	 Find	out	what	the	customers	want.

•	 Always	listen	to	what	the	customers	want	or	do	not	want.

•	 Improve	product/	service	according	to	customers’	needs.

•	 What	product	is	going	to	be	marketed?

•	 Do	more	market	research/	analysis	continuously.

•	 Look	out	for	new	ideas	to	market	your	product.

Post harvesting management of products which can be (crops or livestock) to maximise profit

•	 Post-Harvest	Management	(PHM)	-	is	the	maintenance	of	the	quality	of	products	from	time	
of	harvest	until	time	of	consumption	for	crops.	

•	 Whether	it	is	an	on	or	off	farm	business	it	is	important	to	avoid	losses	which	can	happen	
before	goods	are	sold.	

•	 If	post-	harvest	losses	are	not	managed	the	business	can	lose	a	lot	of	money.	

•	 Value	 addition-	 	 processes	 that	 increase	 the	 value	 of	 primary	 agricultural	 commodities	
should	be	used	to	reduce	post-harvest	losses.

Discuss

1.	How	can	you	make	sure	as	an	entrepreneur	you	provide	quality	products	to	the	market?

2.	What	are	the	post	harvesting	losses	related	to	your	produce?

3.	How	can	the	post-harvest	losses	be	minimised?

4.	Are	there	opportunities	for	value	addition	that	you	can	go	into	to	avoid	losses?

The	following	are	examples	of	post-harvest	processes	for	crops:

Good harvesting practices

•	 Handle	produce	carefully	to	maintain	harvest	quality

•	 Harvest	fully	matured

•	 Sort	produce	

•	 Place	in	proper	containers

Grading and packaging

•	 Grading	is	for	uniformity.	This	includes:	cleaning	and	sorting	by	weight	quantity	and	size

•	 Packaging	depends	on		the	nature	of	produce,	market	requirements	and	transport.	There	is	
use	of	label	and	logo.

Points to remember before harvesting to minimise losses

1. Harvest	produce	at	maturity	when	it	is	ready	for	harvesting	not	earlier	or	later.

2. Use	the	proper	harvesting	method-pulling,	twisting,	bending,	digging.
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3. Place	in	proper	storage.

4. Follow	sanitation/	hygiene	procedures.

5. Avoid	unsuitable	produce	e.g.	rotten	produce.

6. Eliminate	diseased	produce.

7. Grade	produce.

8. Give	time	to	check	on	bruised	produce.

7.3.2  Price

Prices	should	be	competitive	and	give	value	to	the	customers.

An	entrepreneur’s	income	depends	on	the	quantity	of	products	he	or	she	offers	for	sale	and	also	on	
the	prices	he	or	she	sells	the	products.	

How do you price a product or service?

•	 Know	the	costs	you	incurred	to	produce	the	product.

•	 Refer	to	costs	and	costs	management	session.	The	entrepreneur	should	know	when	loss,	no	
profit	and	profit	have	been	made.	

•	 A	Loss	is	likely	to	be	experienced	when	cost	price	higher	is	higher	than	selling	price.

•	 No	profit	is	achieved	when	selling	price	equal	to	cost	price.

•	 Profit	is	achieved	when	selling	price	higher	than	cost	price.

•	 The	set	price	for	the	product	or	service	should	be	low	enough	to	attract	customers	and	high	
enough	to	give	your	enterprise	a	profit.	

Pricing strategies

In	order	to	maximise	profits	of	their	produce,	entrepreneurs	can	use	skimming pricing strategy 
(charging	high	prices	initially).

Scenarios	below	are	applicable	for	using	skimming	pricing.

•	 To	 store	your	product	 for	 later	use	 can	be	a	good	method	 to	get	higher	prices	 for	 your	
product	when	it	is	in	less	supply.	Think	of	the	difference	of	price	of	maize	at	harvest	time	
and	the	time	when	there	is	not	much	maize	on	the	market.	At	harvest,	there	is	too	much	
maize	on	the	market.	This	normally	means	the	price	is	low.	The	price	is	higher	when	there	
is	less	supply.	However	many	producers	decide	to	sell	at	harvest	time	rather	than	storing	
the	product.

Farmers	can	use	Penetration Pricing (charging	low	prices	initially)	so	as	to	speed	up	their	sales	and	
this	can	be	applicable	to	scenarios	highlighted	below.

•	 Risk	of	storage:	the	quality	of	perishables	declines	if	they	are	not	stored	properly.	Moulds,	
pests,	water	and	heat	can	damage	a	stored	product	so	much	that	it	can	no	longer	be	sold.	
Before	a	product	can	be	sold,	it	often	has	to	be	stored.	A	producer	who	is	planning	to	sell	
perishable	products	at	the	marketplace,	on	a	weekly	basis,	for	example,	will	have	to	find	
a	good	way	to	store	them.	A	farmer	may	then	decide	to	use	penetration	pricing	to	avoid	
losses.

•	 Cost	of	storage:		the	cost	of	storage	must	also	be	considered.	To	store	a	product,	the	producer	
has	to	buy	or	rent	a	storage	facility	and	make	sure	that	the	product	keeps	its	quality.	This	
includes	buying	treatments	for	keeping	pests	away.
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•	 Storage	also	involves	costs	of	handling,	cleaning,	checking	storage	facilities,	quality	loss,	
and	weight	loss.	These	extra	costs	have	to	be	recovered.	Therefore	before	making	decision	
to	store	a	product,	you	have	to	fully	understand	what	are	the	chances	are	that	the	price	of	
the	product	will	increase.

•	 Process	before	storing:	one	way	to	reduce	risks	of	storage	is	to	process	products	so	that	they		
can	be	sold	at	a	later	date.	For	example	tomatoes,	that	have	low	storage	capacities,	can	be	
processed	into	tomato	paste	or	juice.	To	find	out	if	this	sort	of	processing	is	appropriate,	you	
should	check	the	selling	price	of	the	fresh	produce	at	the	time	of	processing	and	compare	
this	price	to	the	price	of	processed	product.	Do	not	forget	to	subtract	the	cost	involved	in	
processing	and	storage	of	the	processed	product.

7.3.3  Place

A	good	marketer	should	make	the	product	or	service	easily	accessible.	The	following	factors	should	
be	addressed	in	order	to	secure	a	strategic	and	convenient	place	for	an	enterprise’s	products	and	
services.

Identification of where to sell products

1. Where	is	the	product	going	to	be	marketed?

2. How	do	you	get	the	product	to	the	market	or	customers?	(Type	of	transportation,	cost	of	
transportation)	or	what	channel	of	distribution	will	be	used	until	the	produce	reaches	the	
customer.

3. Who	should	sell	your	product?	(self,	retailer	or	middlemen)

4. Where	will	you	sell	the	product?	(own	shop,	house	to	house,	markets,	shops)

5. Costs	&	advantages	of	different	distribution	channels.

Type of distribution used depends on:

•	 Quality	of	the	product-Do	you	make	standard	products?

•	 Price	of	the	product	-High	priced	or	low	priced	products?

•	 Target	market-Do	you	have	many	or	few	customers?

•	 Place	of	distribution-Where	are	your	customers?

•	 Demand	of	the	product-How	much	do	they	usually	buy?

There	are	a	number	of	distribution	channels	that	your	business	can	use:

•	 Direct distribution

	 Is	most	useful	for	your	business	if	you	make	fairly	expensive,	specialized	products	and	have	
only	a	few	customers	who	may	want	those	products.

•	 Retail distribution and wholesale distribution 

	 The	two	types	of	distribution	are	most	useful	if	you	make	a	large	quantity	of	standardized,	
low	priced	goods	or	you	have	many	customers	spread	over	a	large	geographic	area.

•	 Online distribution 

	 The	 development	 of	 technology	 has	 opened	 up	 more	 distribution	 options.	 Online	
distribution	is	most	useful	 if	your	target	customers	have	access	to	the	internet.	You	can	
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display	your	product	online	and	offer	delivery	service.	There	are	several	online	distribution	
options.	 Online	 distribution	 is	 often	 cheaper	 and	more	 flexible	 than	 other	 distribution	
methods.	

	 With	online	distribution	you	will	be	selling	your	product	via	the	internet.	Customers	go	
online	and	search	for	the	goods	or	services	they	need.	They	then	pay	online	and	have	the	
product	delivered	to	any	place	in	the	world	that	they	choose.

	 If	most	of	your	customers	have	access	to	the	internet,	you	may	consider	this	option.	There	
are	several	online	distribution	options	for	you	to	consider:

 –	 Selling	through	your	own	website:	Create	a	website,	display	your	product	and	offer	 
	 delivery	to	any	place	that	the	customer	chooses.	When	customers	buy	a	product	from	 
	 your	website,	you	can	arrange	payment	by	credit	card,	bank	transfer	or	cash	on	delivery.

	 –	 Selling	 through	a	 social	network	by	posting	your	product	and	contact	 information.	 
	 Any	customer	who	wants	to	buy	a	product	can	contact	you	and	then	agree	on	delivery	 
	 and	payment	terms.

Ideally,	you	should	choose	the	right	location	for	your	business	from	the	beginning,	as	any	change	of	
location	will	be	costly	and	time	consuming.

If	your	current	location	is	not	good	for	the	business,	you	might	consider	the	following	solutions:

•	 Change	your	target	customers:	Research	the	area	to	find	out	what	type	of	people	live,	work	
or	frequent	your	location	and	offer	a	product	that	meets	the	needs	of	those	customers.

•	 Improve	your	product:	Make	it	either	unique	or	less	expensive	than	the	product	offered	by	
competitors	in	the	area,	so	that	customers	prefer	doing	business	with	you.

•	 Improve	your	communication:	 If	you	communicate	 the	unique	benefits	of	your	product	
properly,	 customers	will	 not	 only	 come	 from	 the	nearby	 community,	 but	 also	 from	 far	
away.

•	 Change	 your	method	 of	 distribution.	 For	 example,	 instead	 of	 waiting	 for	 customers	 to	
come	to	your	location,	you	might	consider	taking	orders	by	phone	or	over	the	internet	and	
delivering	directly	to	the	customers	at	their	homes	or	businesses.

7.3.4  Promotion

A	good	entrepreneur	uses	the	most	effective	way	of	communicating	his/her	offer.	Promotion	entails	
informing	and	attracting	the	customers	to	buy	your	products	or	services

As	an	entrepreneur	you	do	not	wait	for	customers	to	come	but	you	can	do	the	following:

Who do you inform about your product?

Before	doing	a	promotion,	you	should	answer	these	two	questions:

•	 Who	would	you	like	to	attract	to	buy	your	product?

•	 What	is	it	about	your	product	that	you	would	like	to	tell	them?

If	you	do	not	have	clear	answers	to	these	questions,	your	promotional	efforts	may	not	result	in	more	
profit	for	the	business.

You	should	send	a	clear	message	to	your	customers	and	you	can	provide	other	important	information,	
such	as:

•	 What	product(s)	you	sell
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•	 What	price	and	terms	you	apply

•	 Where	customers	can	buy	your	product

•	 When	your	business	is	open

Ways of doing promotion

Do	promotions,	sell	more	of	your	product	and	increase	your	profit	by:

1. Advertising

2. Doing	sales	promotions

3. Getting	publicity

4. Doing	digital	marketing

a) Advertising	 is	giving	information	to	your	customers	that	makes	them	more	interested	in	
buying	your	goods	or	services.	

•	 These	are	the	basic	tools	that	most	businesses	use	to	advertise	their	products.

 – Boards,	 posters,	 brochures,	 leaflets	 and	 hand-outs	 all	 tell	 customers	 about	 special	 
	 offers,	discounts,	news.

 – A	price	list	tells	people	about	all	the	products	you	sell	and	how	much	they	cost.

 – Photo	albums	are	used	to	show	customers	products	that	you	can	make	but	that	you	do	 
	 not	have	in	stock.

 – Business	cards	tell	people	about	your	business	-	its	name,	location	and	the	products	 
	 you	sell.	

	 In	order	to	leave	a	good	impression	on	customers,	you	must	make	sure	that	your	promotion	
materials	 are	 neat	 and	 that	 the	 information	 is	 clear.	 When	 customers	 see	 something	
repeatedly,	there	is	a	greater	chance	that	they	will	remember	it.

•	 Mass	advertising	tools	

	 There	 are	many	ways	 to	 do	mass	 advertising	 that	 everyone	 sees	 every	 day,	 such	 as	 TV	
commercials,	 radio	advertisements,	print	advertisements	 in	newspapers	and	magazines,	
outdoor	billboards,	etc.	Most	of	them	are	quite	expensive	but	they	reach	a	large	number	of	
people.

b)  Sales promotions

	 This	form	of	promotion	is	mostly	used	by	retailers	and	is	aimed	at	getting	customers	to	buy	
more	when	they	have	come	into	retail	outlet	by:

	 •	 Having	good	displays

	 •	 Letting	customers	try	new	products

	 •	 Doing	lucky	draws

	 •	 Giving	demonstrations

	 •	 Grouping	products	that	go	together

	 •	 Giving	sample	kits
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c) Publicity

		 This	is	free	promotion.	For	example,	a	good	story	about	your	business	in	a	newspaper	or	on	
the	radio	gives	you	good	publicity.	Participate	at	exhibitions/field	days.

	 When	exhibiting	at	a	show	you	should	answer	the	following	questions:

	 •	 What	should	be	exhibited?	

	 •	 Why	should	that	be	exhibited?

	 •	 	Who	should	see	the	products?

d) Digital marketing 

	 This	 form	 of	 promotion	 refers	 to	 the	 use	 of	 the	 internet	 to	 communicate	 to	 potential	
customers	about	your	business.	If	many	of	your	customers	have	access	to	the	internet,	this	
is	a	powerful,	low	cost	way	of	promoting	your	product.	

	 •	 Website:	By	creating	your	own	website,	you	can	provide	a	 lot	of	 information	about	 
	 your	 business.	However,	 you	need	 to	 also	 draw	 attention	 to	 your	website	 by	 doing	 
	 online	advertising	and	email	marketing.

 •	 Social	media	allows	you	interact	with	your	target	customers	on	virtual	communities	 
	 and	networks.	Good	and	bad	news	about	your	business	can	spread	very	 fast	 in	 this	 
	 channel.

Figure 7.2: Different promotion tools

Discuss

1. Are	you	clear	who	your	target	customers	are	and	what	message	you	should	send	to	them?

2. 	Which	promotion	tools	can	you	use?
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Soft Ps of marketing

Physical	 evidence,	 People	 and	 Process	 are	 referred	 to	 as	 the	 soft	 Ps	 of	marketing	mix	 elements	
because	they	usually	apply	to	an	enterprise	which	offers	services.	These	soft	Ps	are	not	only	confined	
to	service	offering	enterprises	but	also	to	business	entities	that	offer	tangible	products.

7.3.5  Physical evidence

It	entails	the	service	and	appearance	of	your	business	accompanied	by	the	product	itself.	These	may	
include	the	experience	of	your	customer	with	your	products	or	service	or	physical	appearance	of	
your	offer.	Physical	evidence	can	range	from	buildings,	uniforms	and	the	service	provider	himself.	
As	a	producer	ensure	that	the	product	or	service	image	truly	portrays	the	quality	of	service	to	be	
delivered.

How to create your physical evidence?

If	 you	have	 a	 clear	 Position	 of	 your	 product/	 service	 to	 customers,	 you	will	 know	what	 physical	
evidence	to	create	for	your	customers.

There	are	many	opportunities	to	create	the	physical	evidence	that	you	want	to	communicate:

•	 Through	the	appearance	of	your	business,	shops,	offices,	etc.

•	 Through	the	appearance	of	your	staff	uniforms	or	dress	codes

•	 Through	your	product	packaging

•	 Through	your	website

•	 On	documents,	such	as	letters,	contracts,	leaflets,	business	cards,	signs,	etc.

•	 On	gifts	or	promotional	items

•	 On	your	delivery	vehicles

•	 With	any	of	your	events,	trade	show	booths,	etc.

Discuss

1. What	are	the	physical	interfaces	between	your	business	and	your	customers?

2. What	physical	evidence	can	you	provide	to	create	a	good	image	of	your	business?

7.3.6   Process

All	the	activities	and	procedures	taken	to	deliver	the	product	to	the	final	user	are	part	of	the	process.	
To	retain	more	customers,	the	process	of	service	delivery	should	be	as	short	as	possible.	The	strategies	
that	entrepreneurs	can	use	to	retain	more	customers	include:

•	 Entertainment	–	place	television,	magazines,	water	or	refreshments	in	waiting	rooms.

•	 Attitude	–	be	receptive	and	nice	always.	Inform	clients	of	what	will	be	going	on	at	any	given	
time.
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•	 Competence	 –	 employ	 workforce	 who	 has	 knowledge	 in	 area	 of	 operation	 or	 type	 of	
business.

Why is the process of purchasing or using goods or services important?

You	may	have	put	a	lot	of	effort	into	getting	the	customers	to	your	business	and	you	have	friendly	
staff	welcoming	them,	but	you	may	still	have	a	problem	of	customers	using	your	product	once	and	
never	come	back	due	to	customers	not	enjoying	the	process	of	purchasing	and/or	using	your	goods.	

You	should	take	a	look	at	your	process	and	see	how	to	improve	it	to	better	satisfy	your	customers.	

How to improve your process to serve the customer better

By	looking	at	your	delivery	process	from	the	viewpoint	of	your	customers,	you	can	better	understand	
the	 customers’	 experience	with	your	business	and	 identify	 the	 things	 that	 you	need	 to	 improve.	
There	are	a	few	ways	to	make	changes:

•	 Shorten	or	extend	your	process	depending	on	what	gives	customers	a	good	experience.

•	 Change	the	sequence	of	steps.

•	 Improve	the	service	in	each	step.

These	changes	not	only	satisfy	customers	better	but	can	also	lower	your	cost	and	differentiate	your	
business	from	competition.

Discuss

1.  Can	you	share	a	process	of	purchase	of	a	service	or	goods	where	you	received	an	excellent	service?

2.  Describe	your	own	process	from	your	customers’	point	of	view	and	see	how	you	can	improve	it.

7.3.7  People

People	are	the	key	resource	in	any	organisation.	If	they	fail	to	treat	customers	and	do	not	prioritise	
the	needs	of	customers,	the	organisation’s	survival	is	likely	to	be	affected	adversely.	People	offering	
services	should	always	be:

•	 Polite,	kind	

•	 Motivated

•	 Continuously	do	refresher	trainings	so	as	to	keep	up	with	trend	in	market	environment

•	 Have	the	competency	for	the	field	of	operation.

How important are people in marketing?

In	many	cases,	competitors	can	quickly	copy	your	products,	your	price	list,	your	distribution	channels	
and	even	your	promotional	activities.	But	when	it	comes	to	people,	it	is	not	that	easy	to	copy.	People	
are	very	important	in	marketing	because	they	often	make	a	difference	that	your	competitors	can	
hardly	copy.
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How to identify the key people that make your business different?

In	each	business	there	are	some	key	people	who	make	your	business	outstanding	and	better	than	
competitors.	You	should	be	able	to	 identify	the	key	personnel	 in	your	business	and	their	specific	
duties.	When	looking	for	people	to	work	in	your	business	look	for	people	with	the	following:

•	 People	with	special	technical	skills	that	differentiate	your	product	from	others.

•	 People	with	good	customer	service	skills.	Even	if	the	good/item	that	you	provide	is	average	
but	your	service	is	excellent,	customers	often	want	to	come	back.

•	 People	with	good	consultative	selling	skills.	In	other	words,	they	are	able	to	understand	and	
be	sensitive	to	their	customers’	needs	and	they	know	how	to	properly	introduce	a	product	
that	is	appropriate	for	those	customers.	

If	you	do	not	have	the	key	people	who	make	your	business	better	than	competitors	you	can	improve	
by	doing	the	following:

•	 Recruit	new	staff	who	meet	the	requirements	for	the	business.

•	 Hire	part-time	experts	to	do	certain	jobs,	especially	in	cases	where	the	required	skill	is	rare	
and	hiring

•	 Train	your	current	staff	to	be	sensitive	to	customers	and	their	needs.

•	 Continuously	do	refresher	trainings	so	as	to	keep	up	with	trend	in	market	environment.

How to be a successful salesperson

If	you	cannot	market	your	products	then	there	is	no	business.	To	improve	your	skills	as	a	salesperson	
you need to:     •							Know	your	customers	and	understand	their	needs

	 	 	 •	 Know	how	to	treat	your	customers

	 	 	 •	 Know	your	products	and	how	to	sell	them

7.4  The difference between selling and marketing

Selling	entails	that	consumers	and	business	enterprises	if	left	alone	will	ordinarily	not	buy	enough	
of	 an	 organisations’	 products.	 Therefore	 an	 organisation	 undertakes	 an	 aggressive	 selling	 and	
promotional	effort.		By	adopting	selling	concept	the	entrepreneur	assumes	that	consumers	typically	
show	buying	resistance	and	must	be	persuaded	into	buying.

Marketing			entails	that	instead	of	a	product	centred			“make	and	sell”			approach	used	in	selling,	
marketing	is	customer	centred.	It	assumes	a	sense	of	responding	to	customer	needs	approach.

So who are you a seller or a marketer? Use the points below to decide your answer.

Mind of a seller Mind of a marketer

Let	us	produce	cabbages Let	us	find	out	what	vegetables	people	need/want

Let	us	grow	5	hectare	of	cabbages	so	that	we	
can	sell	many	cabbages

Let	us	find	out	how	many	cabbages	a	family	needs	
per	month	so	that	we	know	how	many	cabbages	
to	grow

We	will	charge	$2	per	cabbage Let	us	find	out	how	much	people	are	prepared	to	
pay	per	head

Now	let	us	go	out	and	sell	the	cabbages Let	us	produce	what	we	can	sell	at	a	profit	 
Let	us	find	out	where	to	sell 
Now	let	us	go	out	there	and	sell
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Discuss

1. Do	you	know	any	business	that	is	special	because	of	its	people?	Share	the	story.

2. In	your	business,	who	are	the	important	people	that	make	a	difference?

7.5  Market Research 

It	is	collecting	and	analysing	information	related	to	the	market	on	the	customers	and	the	competition	
with	the	purpose	of	improving	the	business	performance.

It	is	about	finding	out	which	need	has	been	fulfilled	by	products	similar	to	yours	and	which	has	not;	
and	also	how	well	or	how	poorly	the	competition	has	been	taking	care	of	the	customers.	It	helps	
learn	more	about	your	potential	customers	and	competitors.

The	market	research	should	focus	on	the	following	aspects:

a) The customers:

•	 To	which	different	kinds	of	customers	am	I	trying	to	sell?

•	 What	are	the	different	kinds	of	customers	who	will	buy	my	product?

•	 What	product	do	they	want?	Why	do	they	want	it?

•	 What	price	are	they	willing	to	pay?

•	 Where	are	the	customers	and	where	do	they	usually	purchase	products	from?	When	do	
they	buy	them?

•	 How	often	do	they	buy	my	type	of	product	and	in	what	quantity?

•	 Are	they	satisfied	with	the	product	they	are	currently	buying	and	are	they	happy	about	the	
manner	in	which	they	are	treated	when	they	make	the	purchases?

•	 Are	they	looking	for	any	specific	function	or	additional	service?

b) Competitors

•	 Who	are	the	competitors	that	are	selling	a	product	similar	to	mine?	How	good	are	they?

•	 How	do	customers	perceive	the	products	of	my	competitors?

•	 How	is	their	product	delivered	to	the	customers?

•	 How	do	they	inform	customers	about	their	businesses	and	attract	them	to	make	a	purchase?

•	 What	makes	one	competitor	stand	out	from	the	others?

7.5.1   How do you get the information?

Market	research	can	be	done	by	you,	a	market	research	firm,	your	friends	and	your	employees.	

You	can	find	out	more	about	your	customers	and	competitors	by:

•	 Observing	the	customers	when	they	are	buying	or	using	a	product.	

•	 Listening	 to	what	 customers	 say	 about	 your	 business	 and	 your	 competitors.	 Join	 some	
online	forums	or	online	social	communities	to	read	reviews	of	your	business	and	product	
by	customers.
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•	 Talk	 to	 customers	 as	 often	 as	 possible	 about	 your	 product	 and	 ask	 your	 friends	 to	 get	
customer	feedback	when	they	meet	your	customers	socially.

•	 Study	your	competitors’	business.	You	can	also	buy	their	goods	or	use	their	services	and	
study	their	functions.

•	 Ask	suppliers,	other	businesses	and	business	friends	about	the	competitors.	

•	 Check	your	order	books,	your	sales	records	and	your	stock	records	to	learn	which	type	of	
product	you	provide	that	sell	well.

•	 Go online	and	check	the	websites	that	post	reviews	of	businesses	in	your	market	area.

•	 Read	newspapers,	catalogues,	trade	journals	and	magazines	to	get	information	and	ideas	
about	various	products	in	the	marketplace.

Use	the	table	below	to	compile	the	information	about	your	customers	and	competitors:

Our  
product

Our  
customers

When and How 
often do  

customers buy 
our product?

Our price Comments 
from customers 
describing what 
they like and do 
not like about 
my business

Facts about 
competition

7.6  Market segmentation

As	an	entrepreneur	you	need	to	choose	the	type	of	customers	that	you	completely	satisfy	and	sell	the	
product	that	differentiates	your	business	from	the	competition.	This	group	of	customers	is	called	the	
target customers or	the	target market.

There	are	three	steps	that	you	need	to	take	in	order	to	define	your	target	customers.

7.6.1  Market segmentation 

In	this	step	you	divide	the	market	into	groups	of	customers	that	have	shared	values.	One	simple	way	
to	segment	your	market	is	to	answer	three	questions:

•	 Who	are	they?

•	 What	benefits	are	they	looking	for?

•	 How	do	they	buy	or	use	the	product?

7.6.2  Identify a segment with unmet needs: 

•	 In	 this	 step	you	should	explore	whether	each	segment	has	any	unmet	need	and	choose	
those	whose	needs	you	think	your	product	can	meet?	Ideally,	other	suppliers	should	not	be	
able	to	meet	their	needs	as	well	as	you.
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7.6.3  Check whether the segment can produce enough customers for your business to  
 make a profit:

•	 In	 addition	 to	 assessing	whether	 the	 amount	 of	 potential	 customers	 in	 the	 segment	 is	
sufficient,	you	should	also	predict	whether	the	number	of	customers	will	increase	in	the	
future.

•	 When	you	have	created	a	Position	for	your	product.	Check	whether	it	matches	the	three	
criteria	of	a	good	Position:

	 	 Respond	to	a	need	that	customers	highly	value

	 	 Differentiate	your	product	from	your	competitors

	 	 Make	sure	that	you	can	deliver	what	you	promise

Discuss

1.	 Who	are	your	customers?

2.	 Are	you	able	to	meet	the	needs	of	all	your	customers?

3.	 How	do	you	get	feedback	from	your	customers?

7.7  Positioning your product or service

Positioning	refers	to	the	image	you	would	like	the	customers	to	have	about	your	product.

A	good	Position	should	give	customers	a	strong	reason	to	buy	your	product.	Therefore,	it	should:

•	 Respond	to	a	need	that	customers	value	highly

•	 Differentiate	your	product	from	your	competitors

•	 Make	sure	that	you	can	deliver	what	you	promise

You	should	follow	three	steps	to	position	your	product:

1. Learn	about	both	your	potential	customers	and	the	competition

2. Segment	the	market	and	select	your	target	customers

3. Identify	the	Position	of	your	good	or	service

7.8  Market information

Entrepreneurs	 need	 to	 have	 market	 information	 timely	 to	 avoid	 losses	 due	 to	 poor	 access	 to	
information.	Examples	of	market	information	are	prices	of	inputs,	prices	of	commodities,	weather	
patterns,	and	loan	facilities	available.	If	information	is	not	sought	on	time	then	the	business	can	lose	
money	due	to	not	having	the	relevant	information.
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Discuss

1.	 What	is	market	information?

2. Discuss	which	information	you	would	like	to	have	about	the	market.	

3. Suggest	sources	of	information.

4. Do	you	trust	the	sources	in	bringing	you	right	information?

								Fill	your	responses	in	the	table	below:

Type of market  
information you 

need

Given by who (ourselves,	
traders,	consumer’s	customers,	

extension	staff,	media,	 
commodity	associations,	 

processors…..)

Trustworthiness

Do	you	trust	the	source?

7.8.1  Sources of market information that can be available to entrepreneurs

1. Media	(Radio,	Newspapers,	Smart	phones,	Farmers	magazines)

2. Extension	staff

3. Processors

4. Product	organisations	(commodity	associations,	farmer	groups	etc.)

5. Consumers

6. Competition

7. Middlemen

8.	 Internet
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Summary

•	 Marketing	is	to	identify	customers’	needs	and	to	satisfy	them	better	than	your	competitors	
in	order	to	make	a	profit.

•	 The	ultimate	purpose	of	marketing	is	to	create	customer	loyalty.
•	 Positioning	is	the	image	that	you	would	like	the	customers	to	have	about	your	product.
•	 The	Marketing	Mix	that	includes	the	seven	“P”s	will	help	you	respond	to	the	needs	of	

your	customers	in	a	way	that	will	set	your	business	apart	from	the	others:
	 –	 Product	refers	to	the	item(s)	or	service(s)	that	you	offer	your	customers.	This	is	the	 

	 core	element	of	fulfilling	their	needs.
	 –	 Price	is	the	process	of	setting	the	price	for	your	product	that	allows	a	profit,	yet	is	 

	 affordable	enough	that	your	customers	are	willing	to	pay	the	amount.
	 –	 Promotion	means	informing	customers	about	your	product	and	attracting	them	to	 

	 buy	it.
	 –	 Place	denotes	how	the	good	or	service	will	get	to	the	customers.
	 –	 People	are	the	key	staff	you	recruit	and	train	to	make	your	business	different	and	 

	 stand	out	from	the	competition.
	 –	 Process	is	the	way	the	work	is	organized	so	that	you	are	able	to	offer	your	product	 

	 to	 customers.	 Clear	 and	 well	 organized	 processes	 ensure	 that	 your	 goods	 and	 
	 services	 meet	 certain	 quality	 standards	 and	 are	 conveniently	 delivered	 to	 the	 
	 customers.

	 –	 Physical evidence	defines	the	perception	of	your	business	in	the	minds	of	customers	 
	 by	 providing	 as	many	 tangibles	 in	 interactions	 with	 them	 as	 possible.	 E.g.	 well	 
	 packaged	product,	comfortable	seats	whist	waiting	for	service.
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SESSION 8:  Buying

8.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 identify the items that their business need to purchase;
•	 design a process to make sure that they are buying well;	and
•	 know documents used in the process of buying for effective record keeping.

8.2  What is buying?

Payment	for	raw	materials,	equipment	and	goods,	for	use	by	the	enterprise	for	making	products	and	
provision	of	goods	and	services.	

If	your	business	is	manufacturer,	producer	or	service	provider,	you	need	to	buy	equipment	and	raw	
materials	to	make	goods	or	services.

If	your	business	is	retailer	or	wholesaler,	you	need	to	buy	finished	goods	to	resell.

8.3  Factors to be considered when deciding where to buy

•	 Quality

•	 Price

•	 Guarantees/warrantees

•	 After	sale	services	and	discounts.

8.4  What does a business buy?

	How	well	you	sell	depends	on	how	well	you	buy.		A	good	business	person	will	buy	items	that	give	your	
business	the	best	profit.	With	the	change	and	rise	in	globalization	there	has	been	a	rise	to	new	ways	
of	buying	using	the	internet	to	manage	the	buying	process	of	identifying	and	evaluating	suppliers.
What	you	buy	for	your	business	has	huge	impact	on	what	the	business	sells	to	its	customers.	

The	following	items	are	what	businesses	need	to	buy.	

1. Equipment

2. Raw	materials

3. Finished	goods

4. Services	and	Outsourced	items



95

8.4.1  Equipment 

Equipment	is	all	the	machinery,	tools,	ploughs,	drip	irrigation	kits,	workshop	fittings,	office	furniture,	
etc.,	that	your	business	needs	to	make	goods	or	to	provide	services.	Buying	equipment,	especially	
expensive	machinery,	is	a	serious	matter,	as	it	impacts	your	profitability.	

Decisions	to	buy	equipment	should	be	based	on:

•	 Durability	of	the	equipment-Think	of	the	future.	

•	 Knowledge	of	the	technical	aspects	of	the	equipment.	Get	advice	from	suppliers,	friends,	
business	friends	or	others	using	same	equipment.

•	 Accessibility	and	availability	of	spare	parts.	Find	out	about	spares	and	repairs.

•	 Maintenance	and	running	costs.	Usage	of	equipment	should	yield	revenue	that	would	cover	
all	expenses.

•	 Cost	 analysis-	 costs	 involved	 in	 buying	 the	 new	 equipment	 should	 be	 cheaper	 and	 the	
following	considerations	should	be	taken	into	account	to	see	if	it	is	necessary	to:

	 	 Buy	new	equipment.

	 	 Buy	second	hand	equipment.

	 	 Use	old	equipment	and	borrow/	rent	when	there	is	need.

	 	 Pay	another	business	to	provide	the	service	to	you.

	 	 Consider	 green	 technology	 when	 buying	 equipment.	 Green	 technology	 is	 more	 
	 environmentally	friendly	and	it	saves	energy.	You	may	need	to	initially	 invest	more	 
	 to	purchase	environmentally	friendly	equipment,	but	since	this	equipment	costs	less	 
	 to	operate,	the	energy	savings	can	more	than	make	up	for	this	additional	cost	over	 
	 time.

You	can	also	ask	yourself	the	following	questions	when	making	a	decision	to	buy	equipment:

•	 What	kind	of	machine	do	I	need?

•	 How	big	must	the	machine	be	to	do	the	work	I	expect?

•	 How	much	will	the	machine	cost?

•	 Can	my	business	afford	to	buy	the	machine?

•	 Can	I	buy	the	machine	second-hand?

•	 Will	my	profit	increase	sufficiently	to	pay	for	the	cost	of	the	machine?

•	 Does	the	equipment	work	well?	How	often	does	it	break	down?

•	 Is	there	a	newer	type	of	equipment	that	would	be	better?

•	 Which	equipment	is	the	cheapest	to	run	and	easiest	to	operate?

•	 Do	I	need	special	training	to	use	the	equipment?	Can	I	get	it?	Is	it	free?

•	 How	long	will	the	equipment	last?

•	 Does	the	supplier	give	a	written	guarantee?

•	 Will	the	supplier	install	the	equipment	and	service	it?

•	 Can	I	have	it	serviced	locally?
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As	an	entrepreneur	you	should	decide	the	best	use	of	your	business	money.	Whether	to:	

•	 Buy	new	equipment?

•	 Buy	second-hand	equipment?

•	 Borrow,	rent	or	lease	equipment?

•	 Pay	another	business	that	has	the	equipment	to	do	the	work	for	you?

8.4.2  Investment in renewable energy

As	a	business,	there	are	key	reasons	why	you	might	want	to	invest	in	renewable	energy	(such	as	solar	
power,	wind,	energy,	bio-gas,	etc.)	equipment:

•	 Your	planned	business	is	in	a	place	where	there	is	no	electricity	or	the	national	grid	is	very	
unreliable	and	power	outages	will	disturb	your	production	and	business.

•	 It	is	cheaper	to	produce	energy	using	renewable	forms.	You	will	save	on	energy	costs	in	the	
long	run	even	if	the	equipment	is	more	expensive.

•	 The	Government	incentivizes	the	investment	in	renewable	energy.	Subsidies	may	be	paid	
in	 the	 form	of	 feed-in	 tariffs,	 either	 for	 the	 electricity	 generating	 equipment	or	 for	 the	
investment.

•	 If	you	are	considering	buying	renewable	energy	equipment,	find	out	what	equipment	 is	
needed,	the	capacity	of	the	available	equipment,	the	amount	of	electricity	you	will	need	
and	the	investment	costs.

The	responses	to	the	questions	can	be	answered	by	suppliers,	business	associates	and	people	who	use	
the	same	or	similar	equipment.

Find	information	about	equipment	specifications,	reliability	and	limitations	on	the	internet	and	also	
check	the	compatibility	of	your	machine	with	the	other	equipment	you	have.

8.4.3  Buying raw materials

Raw	materials	are	all	the	materials	you	need	to	make	the	product.	

Examples	of	 raw	materials	 are	 stock	 feeds,	 agro	chemicals.	 	Try	 to	use	materials	 that	are	always	
available	when	you	need	them.

Before	buying,	do	the	following:

•	 Note	down	all	the		different	materials	you	need.

•	 Find	out	the		quality	your	customer	want.

•	 Do		estimations	of	the	right	amount	of	raw	materials	that	your	business	needs	guarantees	
that	the	business	is	not	undersupplied	and	ensures	that	you	are	able	to	deliver	products	on	
time.

•	 Find	reliable	suppliers	and	make	sure	quality	is	good.

•	 Manufacturing	activities	need	to	be	well	planned	and	delivery	timelines	established	so	that	
your	purchase	of	raw	materials	is	timely	and	accurate.

•	 Try	to	use	raw	materials	that	are	easily	available	from	reliable	suppliers	and	are	of	good	
quality.	
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•	 Using	quality	assured	raw	materials	increases	the	value	of	your	products	and	the	likelihood	
that	they	are	perceived	as	reliable.

8.4.4  Buying finished goods

Wholesalers	and	retailers	buy	and	sell	finished	goods	made	by	manufacturers.	When	buying	finished	
goods,	market	research	is	critical.

Consider	the	following	questions	before	you	buy	finished	goods:

•	 What	types	of	goods	do	customers	want?

•	 What	quality	and	sizes?

•	 What	prices	are	customers	willing	to	pay?

•	 How	much	do	I	expect	to	sell	in	a	week,	month?

•	 Can	I	buy	the	goods	directly	from	the	manufacturer	or	must	I	buy	from	a	wholesaler	or	
retailer?

8.4.5  Buying services and outsourcing 

Services	are	intangible	products	of	an	enterprise	examples	are,	security	services,	insurance,	banking	
and	veterinary	services.	

Your	business	will	require	services	from	other	businesses,	such	as	security	services,	transport	services,	
equipment	servicing	and	maintenance.	

In	many	cases	purchasing	services	from	skilled	and	reputable	service	providers	is	less	expensive	than	
doing	it	yourself.

You	may	 also	 consider	 outsourcing	 some	 production	work	 in	 case	 your	 people	 do	 not	 have	 the	
necessary	skills.	For	example,	a	tailor	can	outsource	embroidery	services	to	women	in	the	village	
who	can	do	the	work	at	home.	

Outsourcing	helps	you	to	save	production	costs,	plus	it	creates	good	relationships	with	local	people	
and	generates	more	employment.

When	purchasing	services	decisions	should	be	based	on:	

•	 Reputation	of	service	provider	to	provide	good	service.

•	 Background	check	of	service	provider.	Ask	people	who	have	contracted	their	services	in	the	
past	to	find	out	if	they	are	reliable.

•	 Skills	of	the	service	provider.	Find	out	if	the	potential	subcontractors	have	the	skills	and	
experience	needed	for	the	jobs	you	want	them	to	do.	

•	 Experience	of	the	service	provider.	What	experience	the	service	provider	has	in	the	area	of	
interest.	

Discuss

1.	 What	are	the	common	mistakes	that	entrepreneurs	make	when	buying	for	the	business?
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8.5  Successful Buying

Successful	buying	has	the	following	characteristics:

•	 Right quality -	what	the	customers	want,	what	your	business	needs.

•	 Right quantity -	not	too	much	or	too	little.

•	 At the right price -	price	you	can	afford	and	price	customers	are	willing	to	pay	at	a	profit.

•	 At the right time -	not	too	early	or	too	late.

8.6  Steps to follow when buying

There	are	8	recommended	steps	to	follow	when	an	enterprise	decides	to	buy	goods,	services,	raw	
materials	or	services.

8.6.1  Find out what your business needs

A	good	business	person	finds	out	the	needs	of	his/her	customers	and	creates	a	personal	relationship	
with	them	so	as	to	know	exactly	what	they	want.	Make	sure	you	know	your	customers.	This	will	help	
you	as	a	buyer	to	make	better	decisions	on:

•	 What	materials,	equipment	you	need	to	make	goods	to	sell?

•	 What	finished	goods	you	need?

•	 What	quantities	you	need?

•	 What	price	you	are	prepared	to	pay?

•	 When	you	need	the	goods	and	services?

8.6.2  Get information about different suppliers

This	can	be	done	through:	

•	 asking		friends,	or	business		associates.

•	 contacting	organisations	that	support	businesses.

•	 visit	exhibitions,	shows,	trade	fairs.

•	 looking	in	newspapers,	social	media,	and	internet	and	trade	journals.

•	 advertise	in	newspapers,	social	networks	or	websites.

8.6.3  Conduct background checks on suppliers

							The	reputation	and	reliability	of	the	supplier	is	important.	For	example:

•	 Does	the	supplier	usually	deliver	on	time?

•	 Does	the	supplier	accept	returned	goods	or	materials?

•	 How	responsible	is	the	supplier	for	the	quality	of	goods	or	materials?

8.6.4  Contact suppliers for quotations:

Before	contacting	the	supplier,	you	may	want	to	talk	to	people	from	similar	businesses	in	the	area	
that	need	the	same	goods	or	materials,	and	then	form	a	consortium	or	association	to	purchase	the	
goods	in	bulk.	In	your	communities,	buying	club	or	business	associations	order	goods	and	materials	
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from	suppliers	in	bulk	to	save	on	costs.	Check	to	see	if	your	community	has	such	a	club	or	association.	
From	the	supplier	find	out	about:

•	 Goods	on	offer

•	 Prices,	discounts	and	terms	of	payment

•	 Credit	availability	

•	 Terms	of	delivery

•	 Quality	assurance

•	 Suppliers’	reputation	and	skills

•	 Validity	of	quotation

•	 Get	a	written	quotation either a letter or email	for	comparison	and	in	case	of	disagreements

8.6.5  Negotiate terms and choose the best supplier for your business

Negotiation	is	an	important	skill	in	any	business.	One	of	the	goals	of	buying	well	is	to	acquire	goods	at	
the	best	price,	while	ensuring	that	the	business	requirements	for	delivery	time,	warranties,	payment	
terms	and	quality	are	met.	When	you	negotiate,	you	should	include	the	possibility	of	returning	any	
unsold	items	within	a	specific	timeframe	if	your	business	involves	perishable	goods.

•	 The	cheapest	supplier	or	most	expensive	supplier	is	not	always	the	best.

•	 Decide	what	is	important	to	your	business	from	each	supplier.

•	 You	can	negotiate	with	suppliers	and	then	select	best	supplier.

•	 You	should	negotiate	on	the	basis	of	what	is	important	for	your	business.

8.6.6  Sign the contract and make the order

A	contract	is	an	agreement	between	parties,	whether	in	writing	or	verbal,	to	take	part	in	or	not	to	
participate	in	certain	activities.

A	typical	contract	includes:

•	 The	goods	being	provided

•	 The	timetable	for	delivery

•	 The	responsibilities	of	both	the	supplier	and	the	customer

•	 Provisions	for	legal	and	regulatory	compliance

•	 Payment	terms

•	 How	disputes	will	be	resolved

•	 Confidentiality	and	non-disclosure	provisions

•	 Termination	conditions

When	buying	services	or	outsourcing,	you	cannot	see	or	touch	the	product	at	the	time	you	make	the	
contract	so	you	may	receive	the	delivery	of	items	or	services	that	you	did	not	expect.	Therefore	you	
need	to	draw	up	a	Service Level Agreement	(SLA)	between	your	business	and	your	supplier.	SLAs	
are	agreements	or	contracts	with	suppliers	that	define	the	service	they	must	provide	and	the	level	of	
service	to	be	delivered.	An	SLA	should	also	describe	responsibilities	and	priorities.
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Making an order

An	order	is	placed	with	the	supplier	who	would	have	been	considered	finally.		Orders	can	be	placed	
through,	telephone,	email	or	physical	visit.	A	written	order	helps	you	to	remember	what	you	ordered	
and	is	proof	that	you	made	the	order.	The	order	should	reflect	the	information	on	the	quotation	and	
on	the	contract.

8.6.7  Receive and check goods immediately on delivery note/invoice against the order

If	the	supplier	delivers	the	goods	or	materials,	the	supplier	usually	sends	a	delivery note with the 
goods	or	materials.	The	delivery	note	lists	details	of	the	goods.	The	supplier	wants	you	to	sign	the	
delivery	note	as	proof	that	you	have	received	the	goods.	Some	suppliers	do	not	give	you	a	delivery	
note.	They	give	you	an	invoice.	An	invoice	lists	details	of	what	you	have	bought	and	gives	you	the	
terms	of	payment.	Upon	collection	of	goods,	it	is	wise	to	check	the	type	and	quantity	on	the	delivery	
note	against	the	invoice.

8.6.8  Check the Invoice and make payment 

The	supplier	can	send	an	invoice:

•	 Before	they	send	you	the	goods:	This	means	you	need	to	pay	before	delivery	is	made.

•	 At	the	same	time	that	you	receive	the	goods:	This	means	that	the	invoice	will	say	“cash” 
or “COD”, which	means	Cash On Delivery.	This	means	that	you	have	to	pay	immediately	
upon	receipt	of	the	goods.

•	 After	you	get	the	goods:	This	means	you	have	established	credit and	do	not	have	to	pay	
in	advance	or	upon	receipt	of	the	goods.	The	invoice	will	designate	a	specific	time	period	
before	the	payment	is	due.

An	invoice	shows	items	purchased,	quantities	and	price	and	how	much	you	should	pay,	terms	of	
payment,	delivery	terms.	Read	and	understand	your	invoice.

•	 Options	for	payment	may	include	use	of	cash,	electronic	transfer,	mobile	services,	debit	or	
credit	cards	and	use	of	cheque	books.

•	 Electronic	transfer	of	funds	is	usually	the	preferred	method	and	often	the	safest	method	of	
payment,	as	it	does	not	involve	handling	the	physical	cash.

•	 After	payment	get	a	receipt	for	documentation.

Business documents that are used in the buying process are listed below:

Steps in the buying process  Business  
document

Step	1.	Find out what your business needs

Step	2.	Get information about different suppliers

Step	3. Conduct background checks on suppliers

Step	4. Contact suppliers and check on Letter	of	enquiry

Step	5. Negotiate terms and choose the best supplier for your business Quotation

Step	6. Sign the contract and make the order Order	note

Step	7. Receive and check goods immediately on delivery note/invoice 
against the order

Delivery	note

Step	8: Check the Invoice and make payment Invoice	and	receipt
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Discuss

1. What	do	you	buy	for	your	business?	List	the	items	that	you	buy.

2. The	following	items	are	what	businesses	need	to	buy.	

	 •	 Equipment

	 •	 Raw	materials

	 •	 Finished	goods

	 •	 Services	and	Outsourced	items

						a)	What	critical	decisions	do	you	have	to	make	when	buying	each	and			every	item	above?

						b)	The	things	that	you	buy	fall	in	which	of	these	categories?

3. How	do	you	negotiate	with	suppliers	to	get	better	prices,	delivery	and	payment	terms?

8.7  Managing relationships with your suppliers

For	 smooth	 functioning	 of	 business	 operations,	 you	 should	manage	 relationships	with	 suppliers	
effectively	for	timely	supply	of	purchases.

8.7.1  How many suppliers

Do	not	depend	on	only	one	supplier.	It	is	very	risky	for	your	business.	Have	more	than	one	supplier	
so	that	you	can	always	get	what	you	need.	But	do	not	have	too	many	suppliers	and	do	not	change	
suppliers	too	often.

Having	few	suppliers	can	mean	that:

•	 Less	time	is	spent	comparing	prices.

•	 It	may	be	easier	to	negotiate	discounts	and	credit.

•	 You	build	a	relationship	with	your	suppliers	that	enables	priority	orders	to	be	executed.

•	 There	is	less	variation	in	the	quality	of	goods	and	services	supplied.

•	 Ordering,	inventory	management	and	accounting	procedures	will	be	simpler.

•	 They	may	help	you	when	there	are	shortages	or	you	need	an	urgent	delivery.

•	 If	you	have	a	few	suppliers,	you	will	normally	get	the	best	service	from	them	by	making	
regular	purchases	and	paying	on	time.	

Having	many	suppliers	can	offer:

•	 Insurance	against	problems	which	may	arise	with	a	single	supplier.

•	 Competitive	pricing.

8.7.2  How relationships with suppliers impact your business?

Good	relationships	with	suppliers	will	bring	many	benefits	to	your	business:

•	 Suppliers	might	give	you	a	better	payment	plan.	
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•	 You	can	pay	after	you	have	sold	the	goods.

•	 Suppliers	might	give	you	an	extra	commission	percentage	or	quantity	discount.

•	 Suppliers	may	introduce	new	goods	and	services	to	you	before	offering	them	to	others.

•	 Suppliers	can	respond	as	quickly	as	possible	to	your	needs.

To	create	a	good	relationship	with	suppliers,	you	should:

•	 Make	sure	you	always	pay	on	time.

•	 Update	suppliers	regularly	with	the	status	of	your	business	or	sales	volume	so	they	can	be	
ready	when	you	need	more	supplies.

•	 Communicate	with	them	verbally	by	telephone	or	in	person	if	you	have	the	time.

•	 Avoid	rush	orders	whenever	possible	as	they	can	cause	significant	stress	and	put	a	strain	on	
the	relationship	with	your	suppliers.

8.7.3  Maintain and update your supplier records

•	 For	each	supplier,	you	should	maintain	a	record	of	delivery	of	goods	or	services.

•	 Based	on	the	records,	you	can	evaluate	the	performance	of	the	suppliers.	

•	 Give	suppliers	feedback	about	their	performance	and	suggest	improvements.	Below	is	some	
of	the	information	you	should	record	about	suppliers:

 – Delivery	time

 – Quantity	of	delivered	goods

 – Quality	of	delivered	goods

 – Changes	in	prices

 – Changes	in	payment	terms

 – Response	to	urgent	orders

 – Remarks	on	the	supply	service

8.7.4  Review your suppliers’ performance

Bad	performance	by	your	suppliers	can	create	a	negative	impact	on	your	business:

•	 If	goods	and	services	from	suppliers	are	not	delivered	on	time	it	results	in	your	goods	or	
services	not	being	delivered	to	your	customers	on	time.

•	 Suppliers	who	change	contract	terms	without	prior	notice	on	minimum	orders,	delivery	
time,	payment,	etc.	make	it	difficult	for	your	business	to	operate	properly.

•	 Suppliers	who	deliver	goods	or	services	that	are	less	than	the	quantity	or	lower	than	the	
quality	required	cause	your	business	to	provide	insufficient	or	low	quality	goods	or	services	
to	your	customers.

It	is	a	good	idea	to	review	your	suppliers’	performance	at	regular	intervals,	such	as	every	month,	
quarter	or	yearly,	depending	upon	the	frequency	of	your	orders.	Reviewing	suppliers’	performance	
will	help	you	to	evaluate	which	suppliers	are	reliable	and	which	are	not.
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The Suppliers’ Records are helpful for evaluating suppliers’ performance, as follows:

•	 How	many	times	goods	were	delivered	late?	On	average	how	long	was	the	delay?

•	 How	many	times	insufficient	goods	were	delivered?	What	was	the	deficient	amount?

•	 What	was	the	difference	in	the	actual	quality	of	the	goods	as	compared	to	the	quality	of	the	
goods	that	were	contracted	and	ordered?	How	many	damaged	goods	were	delivered?

•	 How	often	were	the	prices	of	goods	changed?	What	was	the	percentage	of	the	change?

•	 How	often	were	payment	terms	changed?	Were	the	changes	of	payment	terms	inconvenient?

•	 For	each	type	of	good	or	service	you	buy,	there	might	be	one	or	two	criteria	that	are	the	
most	important.

•	 For	example,	if	you	need	your	suppliers	to	deliver	raw	materials	at	a	consistent	quality,	the	
most	important	criterion	is	“quality”.

After	reviewing	the	performance	of	your	suppliers,	rate	them.	For	example,	a	score	of	one	on	the	
following	evaluation	form	is	very	bad	and	a	score	of	five	is	very	good.	After	rating	them,	you	can	
decide	whether	or	not	you	want	to	continue	buying	from	them.	

Below	is	a	Supplier	Performance	evaluation	that	you	can	use:

Performance criteria Supplier 1 Supplier 2 Supplier 3 Supplier 4

Timely	delivery

Sufficient	quantity

Quick	response	to	urgent	orders

Consistent	quality

Convenient	payment	methods

Friendly	and	helpful	delivery	staff

Rating

8.7.5 Handling disputes

To	prevent	disputes	with	suppliers,	you	should:

•	 Have	a	written	purchasing	contract	or	agreement	with	suppliers	that	is	detailed	and	clearly	
defines	the	terms.

•	 Clearly	state	the	obligations	of	the	suppliers	and	the	consequences	for	a	violation	of	any	of	
the	terms	in	the	contract.

•	 Accurately	 record	 the	 time,	quantity	 and	quality	of	 goods	and	 services	delivered	by	 the	
suppliers.

To	handle	disputes	with	suppliers	you	should:

•	 Give	a	notice	to	suppliers	right	away	if	there	is	any	problem	relating	to	goods,	delivery	and	
payment.

•	 Collect	evidence	on	the	problem.	It	would	be	better	if	the	evidence	is	visual	or	recorded.

•	 State	very	clearly	which	term	in	the	contract	is	violated	by	the	supplier.

•	 State	your	solution	to	the	problem.

•	 Be	open	to	suggestions,	but	do	not	change	your	position	when	discussing	the	solution	with	
the	supplier.
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•	 Get	written	agreements	from	suppliers.

•	 Seek	help	from	a	third	party	or	a	legal	consultant	if	you	and	the	supplier	cannot	reach	an	
agreement.

8.7.6. Termination of contracts with suppliers

When	you	review	the	suppliers’	performance,	if	you	find	out	that	some	of	them	failed	to	provide	the	
services	or	goods	that	you	require,	you	may	need	to	terminate	the	contracts	with	them	and	search	
for	better	suppliers.	Before	you	terminate	the	contract	check	on	the	following:

•	 You	 should	 check	 the	 contract	 to	make	 sure	 that	 you	 do	not	 have	 to	 pay	 penalties	 for	
terminating	early.	

•	 Check	to	make	sure	that	termination	of	the	contract	won’t	disrupt	your	business.

•	 If	possible,	find	and	negotiate	with	new	suppliers	before	terminating	the	contracts	with	the	
existing	suppliers.

•	 When	you	inform	the	supplier	of	the	termination,	you	need	to	explain	why	you	are	ending	
the	contract.	They	may	be	able	to	offer	you	a	better	deal	to	improve	the	relationship.

Summary

•	 You	need	to	buy	before	you	make	or	sell	your	goods	or	services.	How	well	you	sell	depends	
on	how	well	you	buy.

•	 Buying	equipment	is	a	serious	matter.	Before	you	decide	to	buy	equipment,	get	advice	
from	suppliers,	your	employees,	friends	in	the	business	and	people	who	use	the	same	or	
similar	equipment.

•	 Find	out	about	repairs	and	spare	parts	before	you	buy	equipment.	Make	sure	you	buy	the	
right	parts.	The	cheapest	parts	may	not	be	the	correct	parts.

•	 Raw	materials	are	all	the	materials	and	parts	that	go	into	the	products	you	make.	Buy	
your	raw	materials	from	reliable	suppliers	and	make	sure	the	quality	is	good.

•	 Wholesalers	and	retailers	buy	and	sell	finished	goods	made	by	manufacturers.	Do	market	
research	and	think	carefully	before	you	buy	finished	goods.

•	 Before	you	select	service	providers	or	people	to	do	your	outsourcing,	check	their	skills	
and	experience	in	the	specific	area	of	interest.

•	 Buy	the	right	quality,	the	right	quantity,	at	the	right	price	and	at	the	right	time.
•	 There	are	certain	steps	to	follow	when	you	buy	goods,	raw	materials,	equipment	or	other	

things	your	business	needs.
•	 Do	not	depend	on	only	one	supplier,	have	more	than	one	supplier	so	that	you	can	always	

get	what	you	need.
•	 Always	have	a	good	relationship	with	your	suppliers	as	 it	may	bring	benefits	 to	your	

business.
•	 It	is	a	good	idea	to	review	your	suppliers’	performance	at	regular	intervals,	this	will	help	

you	to	evaluate	whether	or	not	your	suppliers	are	reliable	and	effective.
•	 Handle	disputes	well	with	your	suppliers.
•	 Based	on	the	evaluation,	you	can	decide	to	continue	or	to	terminate	contracts	with	the	

suppliers.
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SESSION 9:  Stock management

9.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 verify	whether	or	not	stock	control	is	important	to	their	business;
•	 Create	Stock	Cards	to	record	the	stock	coming	in	and	going	out	of	their	business;
•	 Do	stock	taking	to	regularly	check	the	level	of	inventory;	and
•	 properly	manage	the	performance	of	their	suppliers.

9.2  Definition of terms

9.2.1  Stock 

Refers	to	all	 the	goods	your	business	has	for	sale,	 the	raw	materials	or	spare	parts	your	business	
keeps	and	uses	to	make	goods	or	provide	services.	

9.2.2  Stock management 

It	refers	to	how	the	business	maintains,	control	and	use	its	stock.

9.2.3  Stock taking

It	is	a	way	of	physically	counting	and	recording	all	stock	in	your	enterprise.

9.2.4  Stock taking list 

It	is	a	record	which	shows	the	actual	stock	present	in	the	business.

9.2.5 Stock card 

It	is	used	to	record	the	stock	of	the	business	when	it	comes	in	the	business.

9.2.6  Stock recording

It	involves	writing	down	all	the	stock	that	goes	out	and	comes	in	a	business.

Different	types	of	businesses	have	different	types	of	stock.	On	and	off	farm	businesses	keep	different	
types	of	stock.	Examples	of	stocks	for	different	types	of	businesses	are	shown	in	the	following	table.

Type of business Stock which it might buy or maintain

Agro	dealer	 fertilizers,	agrochemicals,	day	old	chicks,	stock	
feeds

Hair	dresser Combs,	hair	relaxers,	hair	dye,	braids

Mobile	phone	shop Chargers,	ear	phones,	cellphones
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9.3  Stock control

Stock	control	includes	organizing	the	way	you:

•	 Receive	stock.	Check	Delivery	note/invoice	with	actual	goods.

•	 Record	stock	going	in	and	out	of	your	business.

•	 Store	your	stock.	Keeping		the	right	quantities		of	stock	safely.

•	 Organize	stock	for	easy	access	and	counting.

Do	stock	taking,	check	and	count	your	stock	often	to	make	sure	that	it	is	in	good	condition	and	that	
no	stock	is	missing.

Reorder	your	stock	in	right	quantities	at	the	right	time.

9.3.1  Benefits of Stock Control to an entrepreneur

Good	stock	control	helps	the	entrepreneur	to:

•	 Keep	the	right	goods	and	materials

•	 Keep	right	amount	of	stock

•	 Keep	stock	in	good	condition

•	 Find	out	if	you	are	losing	stock

•	 Reorder	stock	in	good	time

Good	stock	control	requires	that	you	keep	your	records	correct	and	up	to	date.	A	record	which	is	not	
up	to	date	gives	you	incorrect	information	and	you	may	make	wrong	decisions	based	on	the	wrong	
information.

9.3.2  Sources of Information for stock control

•	 Invoices	and	receipts	should	be	kept	for	record	keeping.	Suppliers’	invoices	or	receipts	tell	
you	how	much	stock	came	in.

•	 Daily	Cash	Sales	Record	and	a	Customers’	Accounts	Record	show	how	much	stock	went	out	
of	the	business.

•	 Stock	 cards,	 reflect	 the	 information	 from	 the	 Daily	 Cash	 Sales	 Record	 as	 well	 as	 the	
Customers’	Accounts	Record.	One	card	is	used	for	each	product.

Below	are	templates	of	stock	records:

a)  Daily cash sales record

                                                               DAILY CASH SALES RECORD

Date:	14	June	2018																																																														

Daily cash sales record Quantity sold Unit price Amount

Groundnuts 3	buckets $30 $90

Broilers 50 $6 $300

Total $390
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b)  Customer’s account record

                                                               CUSTOMER’S ACCOUNT RECORD

Name	of	customer:			Kuziwa	Zitsanza 
Mobile:		0772	406	439 
Credit	limit:		$50																																																														

Date Details Quantity Credit 
sales

Amount 
paid

Balance Signature

14/06/2018 Groundnuts 1	bucket $30 $30

17/06/2018 Broilers $6 $6

Total $36 $36

c)  Stock card

                                                               STOCK CARD

Product:		Groundnuts 
Cost	per	item:		$10 
Selling	price:		$30	per	bucket																																																																

Date Details In Out Balance

Groundnuts Sold 80	buckets 4 $76

Broilers Sold 76 6 $70

Total Sold 70 10 $60

d)  Stock taking list

STOCK TAKING LIST

Date:	30	June	2018

Details Quantity Comments

Stock	taking Stock	card Difference

Groundnuts 60 60

9.4  Stock taking

Stock	taking	is	a	system	of	physically	counting	and	examining	the	stock	and	then	comparing	the	list	
with	the	Stock	Card.

Stock	taking	gives	you	a	lot	of	useful	information.	When	you	count,	you	find	out:

•	 If	any	stock	is	damaged	or	in	bad	condition.

•	 When	to	reorder,	which	goods	sell	quickly	or	slowly.

•	 Stock	taking	helps	you	to	find	out	if	stock	is	missing.
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9.4.1  Steps for stock taking

1 Make	sure	your	stock	is	well	arranged	and	easy	to	see	and	count.

2 Prepare	your	Stock	Taking	List.	You	can	use	an	exercise	book.

3 Count	the	stock	and	write	down	the	quantities	on	the	Stock	Taking	List.

4 Transfer	 the	 information	 from	 your	 Stock	 Cards	 to	 your	 Stock	 Taking	 List. 
Stock	 Cards	 should	 be	 up	 to	 date	 before	 you	 copy	 the	 quantities	 onto	 your	 Stock	 
Taking	List.

5 Compare	 your	 Stock	 Card	 with	 the	 Stock	 Taking	 List. 
Stock	taking	helps	you	to	find	out	if	there	is	missing	stock.	But	the	Stock	Taking	List	
does	not	explain	why	the	real	quantity	is	higher	or	lower	than	the	balance	on	your	
Stock	Card.	You	must	find	out	the	reasons	yourself.

6 •	 Correct	the	quantities	on	your	Stock	Cards.

•	 When	 the	Stock	Taking	List	 shows	a	 smaller	quantity	 than	 the	Stock	Card,	
write	the	difference	as	stock	out	on	the	Stock	Card.

•	 When	the	Stock	Taking	List	shows	a	larger	quantity	than	the	Stock	Card,	write	
the	difference	as	stock	in	on	the	Stock	Card.

9.4.2  How often should you do stock taking?

How	often	your	business	should	do	stock	taking	depends	on	for	example:	

•	 Whether	you	keep	Stock	Cards	or	not?

•	 What	quantities	of	stock	you	keep?

•	 How	many	different	goods	or	materials	you	keep	and	how	much	they	cost?

•	 How	quickly	you	sell	or	use	your	stock?

•	 How	good	is	your	security?

It	is	a	good	idea	to	count	your	stock	on	a	regularly	e.g.	monthly,	quarterly	or	annually,	but	you	can	
also	do	stock	taking:

•	 When	you	notice	that	something	is	wrong.

•	 When	no	one	expects	it,	especially	if	you	suspect	that	stock	is	being	stolen.

9.4.3  When should you do stock taking?

Decide	which	 day	 and	 time	 is	 best	 for	 your	 business	 to	 do	 stock	 taking.	 It	 is	 not	 good	 for	 your	
business	to	close	for	stock	taking	as	you	will	not	be	selling	or	producing	during	that	time.	It	is	better	
to	do	stock	taking	after	your	business	closes	for	the	day	or	other	suitable	time	or	day	which	does	not	
affect	business	operations.

 Discuss

1. List	all	stock	that	you	have	at	the	moment	do	you	keep	for	your	business?
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2. Describe	briefly	how	you	maintain	your	stock	or	record	the	type	of	stock	you	keep	for	you	
on	and	off	farm	businesses.

3. Prepare	stock	cards	for	your	business.

4. Do	you	do	stock	taking	in	your	business?	 If	you	do,	how	often	do	you	count	the	stock?	
When	do	you	do	the	stock	taking?

5. Read	the	story	below	and	answer	the	questions:

Doing stock taking-exercise

Mr	Chimuti	has	been	away	for	the	last	six	months	and	he	suspects	that	there	might	be	
stocks	stolen	while	he	was	away.		He	is	a	farmer	who	is	into	retailing	of	farm	agro	chem-
icals	and	poultry	feeds.	Can	you	assist	Mr	Chimuti	in	doing	stock	taking	for	his	business	
using	stock	taking	list	and	stock	card?	

When	Mr	Chimuti	counted	the	bags	of	fertilizers,	he	found	out	they	were	10.	After	record-
ing	on	the	stock	taking	list	Mr	Chimuti	requested	one	of	his	supervisors	to	give	him	the	
stock	card.	17bags	were	recorded	on	the	stock	card.

Questions

1.		How	many	bags	were	missing?	

2.		Can	you	find	out	possible	reasons	for	this	shortage?

Summary

•	 Stock	is	made	up	of	all	the	goods	your	business	has	for	sale	or	all	the	raw	materials	or	
parts	your	business	keeps	and	uses	to	make	goods	or	to	provide	services.

•	 Stock control	means	organizing	the	way	you	record,	store,	arrange,	check	and	reorder	
your	stock.

•	 Stock records	are	useful	because	they	tell	you	what,	how	much	and	when	the	goods	or	
materials	were	sold	or	used	as	well	as	how	much	of	the	goods	or	materials	you	have	in	
stock.

•	 When	you	make	your	own	stock	records,	you	can	use	Stock	Cards,	a	hard	cover	book,	an	
exercise	book,	a	file	with	loose	pages,	a	computerized	stock	control	system	or	anything	
else	that	suits	the	purpose.

•	 Make	sure	your	stock	records	are	correct	and	kept	up-to-date.	Stock	records	that	are	not	
current	give	you	incorrect	information	and	may	cause	you	to	make	wrong	purchasing	
decisions.

•	 Stock taking	is	a	system	of	physically	counting	and	writing	down	all	the	stock	in	your	
business	on	a	list.

•	 Follow	the	correct	steps	when	doing	stock	taking.
•	 Think	of	your	own	business	and	decide	how	often	you	should	do	stock	taking;	and	what	

day	and	time	you	should	do	stock	taking.
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SESSION 10:  Record keeping

10.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 explain	the	benefits	of	record	keeping;
•	 determine	which	records	are	important	and	should	be	kept;
•	 keep	your	business	records;	and
•	 use	these	records	to	improve	your	business.

Accurate	record	keeping	is	essential	to	the	success	of	a	business	as	every	transaction	is	important	
and	has	financial	effects.

10.2  Definition of terms

10.2.1 Records

Records	can	be	described	as	documented	events	or	transactions	of	a	business.

10.2.2 Record keeping

Record	keeping	means	writing	down	how	much	a	business	 receives	and	how	much	 it	 	 	pays	out	
through	 transactions.	 Record	 keeping	 can	 also	 be	 defined	 as	 a	 process	 of	 writing	 down	 all	 the	
information	that	is	important	to	your	business,	such	as:

•	 How	much	money	does	your	business	receive?

•	 How	much	money	does	your	business	pay	out?

•	 How	much	has	been	sold	on	credit?

•	 How	much	does	your	business	owe	others?

•	 The	value	of	equipment	that	your	business	buys

•	 The	money	you	invest	in	your	business

•	 Agreements	between	your	business	and	its	suppliers	or	customers

10.3  Why should entrepreneurs keep records?

•	 Help	to	plan	for	the	future

•	 To	know	what	is	going	on	in	the	business

•	 For	accountability,	no	one	can	 remember	all	details	hence	a	 record	must	be	kept	of	 all	
transactions
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•	 To	know	the	financial	status	of	the	business.

•	 To	know	the	money	coming	in	and	going	out	of	the	business.

•	 To	know	if	we	are	making	profit	or	loss.

•	 To	know	costs	of	running	the	enterprise	–	making	it	easy	to	control	costs	and	use	of	cash.

•	 Keeping	records	show	other	stakeholders	how	your	business	is	doing	for	example	ZIMRA	
and	farmers	Associations,	Banks,	donors	and	suppliers.

•	 Maintaining	proper	records	gives	a	farmer	an	attitude	of	financial	discipline.

•	 Proper	and	sound	decisions	are	made	as	a	track	of	events	will	be	in	place.

10.4  Reasons that could make farmers not to keep Records:

•	 Limited	skills	in	maintaining	proper	records.

•	 Limited	awareness	on	the	value	of	records.

•	 Limited	time	to	sit	and	write	records	due	to	enterprise	demands.

10.5  Which records should a farmer keep?

	Below	are	some	examples	of	the	basic	types	of	records	that	are	kept	at	most	businesses:

•	 Cash transactions: This	is	a	record	of	the	money	that	your	business	receives	and	disburses	
every	day	and	the	total	amount	of	money	in	your	cash	box.

•	 Details of debtors:	This	record	shows	how	much	your	customers	owe	you.

•	 Sales:	This	is	a	record	of	daily,	monthly	and	yearly	sales.

•	 Costs:	This	record	shows	how	much	money	is	spent	and	where	your	business	spends	the	
money.	It	is	useful	for	calculating	the	cost	of	your	goods	or	services.

•	 Bank transactions:	This	records	the	amount	that	is	deposited	and	withdrawn	each	day	and	
the	total	in	your	business	bank	account	at	any	given	time.

•	 Assets: This	record	is	important	for	managing	your	business	assets	and	liabilities.	It	records	
the	value	of	your	assets	and	how	long	each	asset	has	been	used.	

•	 Liabilities: The	record	shows	the	amount	your	business	owes	to	other	people	or	businesses.	
This	is	also	called	debt.

•	 Salary:	This	record	is	important	for	managing	labour	costs.	It	is	a	monthly	record	of	how	
much	you	pay	staff.

•	  Inventory:	This	record	shows	you	the	value	of	the	stock	in	your	business.	If	your	business	
stores	substantial	amounts	of	raw	materials	for	production,	or	finished	goods	for	sale,	you	
should	keep	this	record.

•	 Tax:	Businesses	are	subjected	to	different	types	of	taxes,	such	as	value	added	tax,	corporate	
income	 tax,	 payroll	 tax,	 capital	 gains	 tax,	 etc.	 This	 is	 a	 record	 of	 all	 the	 taxes	 that	 the	
business	is	required	to	pay.

•	 Agreements with customers or suppliers:	All	agreements	with	customers	or	suppliers	
should	be	 in	writing,	preferably	 in	 the	 form	of	 a	 contract.	 This	 record	 is	 important	 for	
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managing	relationships	with	different	organizations	and	individuals	that	provide	services	
or	goods.	It	is	a	written	record	of	all	agreements,	including	pricing,	delivery	and	payment	
terms.

10.6  Record books which are essential to a farmer 

10.6.1  The Basic Record Book 

The	Basic	Record	Book	is	a	tool	that	supports	your	record	keeping.	It	is	used	to	record	all	the	money	
that	came	into	the	business	and	all	the	money	that	went	out	of	the	business.

This	book	can	help	small	businesses	keep	records	of	cash	transactions,	bank	transactions,	sales,	costs	
and	Value	Added	Tax	(VAT).

Fill	in	your	Basic	Record	Book	at	the	end	of	each	day.	

In	order	to	effectively	use	the	record	book:

•	 You	need	proof	 of	 every	 transaction,	 even	 for	 small	 disbursements	 such	 as	purchase	 of	
airtime.	Some	examples	of	written	proof	are:	Copies	of	receipts	you	give	to	customers	who	
buy	your	goods	or	services;	Receipts	or	invoices	you	receive	when	you	buy	goods	or	raw	
materials,	or	pay	rent	and	electricity.

How to fill the basic Record book

Fill	your	Basic	Record	Book	by	using	all	the	vouchers	from	that	day.	In	your	Basic	Record	Book,	write	
down: 

•	 All	the	money	that	came	into	your	business	that	day	and	where	it	came	from	(mostly	from	
sales).	Get	the	amounts	and	details	from:

	 	 Your	Daily	Cash	Sales	Record

	 	 The	copies	of	the	receipts	you	have	written	for	customers

•	 All	 the	money	 that	went	 out	 of	 your	 business	 that	 day	 and	what	 it	was	 used	 for.	 Your	
vouchers	can	be:

	 	 Receipts	for	Material	Costs

	 	 Payslips	for	employees

	 	 Receipts	for	Overhead	Expenses

•	 All	the	money	that	came	into	or	went	out	of	your	business’	bank	account.	Get	the	amounts	
and	details	from:

	 	 Bank	statements

	 	 Bank	vouchers
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Fill	in	the	columns	of	the	Basic	Record	Book	from	left	to	right	with	information	from	the	voucher	
you	have	collected	above.

1. “Date” column:	Write	the	date	of	the	transaction.

2. “Details” column:	 Describe	 the	 transaction,	 for	 example,	 “payment	 of	 rent	 for	 your	
premises”.

3. “Voucher No.” column: The	voucher	number	is	the	number	you	give	each	written	proof	of	
transaction.	Write	the	number	of	each	transaction	in	this	column.

4. “Cash” column: Make	a	note	of	all	the	cash	that	came	in	or	went	out	in	each	transaction.	
At	any	given	time,	the	balance	column	shows	the	amount	of	cash	you	should	have	in	hand.

5. “Bank” column: In	this	column,	make	a	notation	of	all	deposits	made	or	money	withdrawn	
from	 your	 bank	 account.	 At	 any	 given	 time,	 the	 balance	 column	 shows	 the	 amount	 of	
money	you	have	in	your	account.	As	a	entrepreneur	you	should	have	a	bank	account	for	
credit	history	and	developing	relationships	for	the	future.

6. “Sales” column: Record	all	your	sales	in	this	column.

7. “Material Costs” column: If	you	are	a	manufacturer	or	service	operator,	keep	a	record	of	
all	the	money	your	business	spends	on	parts	or	raw	materials	in	this	column.	If	you	are	a	
retailer	or	wholesaler,	use	this	column	to	make	a	note	of	all	the	goods	you	buy	for	resale.

8. “Labour Costs” column: If	you	are	a	manufacturer	or	a	service	operator,	use	this	column	
to	record	all	the	wages	your	business	pays	for	the	people	who	make	your	goods	or	provide	
your	services.	Retailers	or	wholesalers	do	not	need	this	column.

9. “Overhead Expenses” column: Write	down	any	 cost	 that	has	not	 been	 covered	 in	 the	
previous	 columns,	 including	 the	 wages	 of	 those	 who	 are	 not	 involved	 in	 production.	
Retailers	and	wholesalers	record	all	salaries	and	wages	in	this	column.

10. “VAT” column: If	you	are	a	Value	Added	Tax	(VAT)	registered	business,	you	are	required	to	
collect	VAT	on	your	sales.	Your	sales	records	must	show	the	amount	of	VAT	charged	for	each	
sale.	Use	the	“VAT	out”	column	to	record	any	VAT	that	you	receive	from	a	customer	and	the	
“VAT	in”	column	to	write	the	amount	of	VAT	you	pay	when	you	purchase	raw	materials	or	
pay	for	services.	The	“VAT	balance”	column	then	shows	you	the	amount	of	VAT	you	need	
to	pay	the	government.	A	negative	amount	(shown	by	writing	the	figures	within	brackets)	
means	your	business	owes	the	government.	A	positive	amount	means	the	government	owes	
your	business.

11. You only need to use these columns if your business is a VAT registered enterprise. 
Remember	to	exclude	the	VAT	amount	from	your	sales	and	costs. 

On	the	next	page	is	an	example	of	a	basic	record	book:

	

	 c
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10.6.2  Asset Register

If	your	business	has	valuable	machines,	equipment	or	furniture	which	are	used	for	a	long	time,	you	
need	to	keep	an	Asset	Register.	Asset	Registers	are	used	to	record	all	changes	in	the	value	of	your	
business	assets,	from	the	date	of	purchase	until	they	are	no	longer	useful	or	they	need	to	be	replaced.	

An	Asset	Register	will	show	you:

•	 The	amount	your	business	has	to	pay	for	its	assets	every	month

•	 The	remaining	value	of	your	business	assets

•	 How	old	is	an	asset	and	what	is	its	likely	current	condition?

•	 When	does	an	asset	need	to	be	replaced?

ASSET REGISTER

Date:

Name 
of asset

Serial 
number

Year 
bought

Cost of 
purchase 

($)

Years to 
be used

Depreci-
ation per 

year

Accumulat-
ed deprecia-

tion

Remain-
ing value

Total

Enter	the	depreciation	amount	under	Overhead	Expenses	either	annually	or	monthly.

10.6.3  Salary register

The	salary	register	is	used	to	record	payments	your	business	made	to	employees.

SALARY REGISTER

Month:

Name Wages Social Health 
Insurance

Total

Production labour

Direct labour costs

Total	direct	labour	costs

Indirect labour costs

Total	indirect	labour	costs

Non production labour

Total	non-production	labour	cost

NB:	The	above	records	can	be	kept	using	the	paper	based	method	or	the	computer	based	method.
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Discuss

1. Which	records	are	important	for	your	business?				

2. Which	records	do	you	keep	now?

3. Prepare	a	record	book	for	sales	for	your	business?

10. 7  How to keep your records?

10.7.1  Paper based method

•	 This	 refers	 to	 the	use	of	paper	books	 to	keep	business	records.	You	can	use	ready-made	
record	book		or	any	other	suitable	book	that	allows	you	to	draw	the	same	columns.

•	 The	paper	based	method	works	well	if	your	business	is	small	and	simple	and	requires	just	
a	few	record	books.

•	 Proper	filing	of	these	paper	books	is	important.	It	can	be	in	properly	labelled	files	or	cabinets	
(Figure	10.1).

Figure 10.1: Paper based method
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10.7.2 Computer method

•	 If	your	business	is	large	and	requires	using	several	record	books,	a	computer	can	simplify	
and	improve	your	record	keeping.	The	advantages	of	this	method	are:

	 –	 It	is	easy	to	correct	an	inaccurate	entry.

	 –	 You	can	quickly	find	recorded	information	when	needed.

	 –	 All	calculations	are	made	automatically.

•	 You	can	use	excel	worksheets	for	keeping	records.	By	using	excel	worksheets,	you	are	able	to	
fill	in	the	record	books	the	same	way	you	do	with	a	paper	book,	except	that	all	calculations	
are	easier.

•	 You	may	also	use	accounting	software.	There	are	many	simple	and	inexpensive	accounting	
software	programs	that	are	suitable	for	both	large	and	small	businesses.	

•	 Make	sure	that	you	back	up	all	the	information	you	have	on	your	computer	by	copying	the	
information	onto	a	memory	card	or	a	removable	disk,	or	printing	copies	of	vital	information	
regularly.	These	copies	must	be	stored	safely	in	case	your	system	malfunctions.

Figure 10.2: Computer based method
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Summary

•	 Record	keeping	provides	you	with	 information	about	your	business.	Depending	on	
the	demands	of	your	business,	you	may	want	to	keep	more	than	just	the	basic	records.	
Below	are	the	basic	records	that	most	businesses	keep:

	 –	 Cash	transactions
	 –	 Details	of	debtors
	 –	 Sales
	 –	 Costs
	 Some	additional	records	that	small	business	owners	may	wish	to	keep	are:
	 –	 Bank	transactions
	 –	 Assets
	 –	 Salaries
	 –	 Loans
	 –	 Inventory
	 –	 Tax	payables
	 –	 Agreements	with	customers	or	suppliers
•	 The	Basic	Record	Book	is	a	tool	that	supports	your	record	keeping.	The	Basic	Record	

Book	 is	where	 you	write	 down	all	 the	money	 that	 came	 into	 the	business	 and	 all	
the	money	that	went	out	of	the	business.	In	addition	to	the	Basic	Record	Book,	the	
following	record	books	may	be	useful	for	larger	or	more	complex	businesses:

	 –	 Asset	Register
	 –	 Salary	Register
	 –	 Inventory	Record
	 –	 Detailed	Cost	Record
	 –	 Loan	Record
	 –	 Creditors’	Record
	 –	 Tax	Payable	Record
•	 The	above	records	can	be	kept	using	the	paper	based	method	or	the	computer	based	

method.
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SESSION 11:  Costing

11.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 list the costs for their businesses;
•	 describe	the	concepts	of	cost	and	costing;		
•	 identify	the	different	types	of	costs	for	running	a	business;
•	 use	 the	 information	 from	 your	 business	 record	 books	 to	 calculate	 the	 cost	 of	 your	

goods	or	services;
•	 use	the	Product	Costing	Form	to	calculate	the	cost	of	a	good	or	service;	and
•	 make	decisions	for	their	business	using	the	principles	of	Costing.

11.2  Know your costs: Definition of terms

11.2.1 Costing

Costing	is	the	way	you	calculate	the	total	costs	of	making	or	selling	a	good	or	providing	a	service.

11.2.2  Costs

Costs	are	all	the	money	your	business	spends	to	make	and	sell	your	goods,	products	or	services.	

Discuss

1.	 List	the	costs	in	your	business.

11.3  Type of costs

Costs	of	a	business	can	be	broadly	classified	into	two	categories	based	on	their	sources:	

1.	 Production	costs	and

2.	 Non-production	costs	of	the	costs	to	make	a	good	or	provide	a	service.	
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11.3.1  Production costs/Direct costs: 

All	the	costs	that	are	related	to	the	production	of	goods	or	the	provision	of	services.	These	costs	often	
fluctuate	with	production	volume,	sales	volume	or	service	provision.	

Examples	of	production	costs	are	raw	materials,	packaging	and	workers’	wages. 

Production	costs/	direct	can	be	divided	into	two	main	different	types	

a)	 Direct material costs:	all	the	money	that	business	spends	on	the	parts	and	materials	that	
become	part	of	or	are	directly	related	to	the	products	or	services	made	or	sold.

	 To	be	counted	as	direct	materials	costs

	 (i)	 the	amount	of	material	should	be	easy	to	calculate	and

	 (ii)	 the	costs	of	the	material	must	be	big	enough	to	add	a	considerable	amount	to	the	total	 
	 direct	material	costs.

b)	 Direct labour costs: all	the	money	that	business	spends	on	wages,	salaries,	and	benefits	for	
the	employees	or	owners	who	work	in	the	production	of	products	or	services.	

	 If	 the	business	does	not	make	products	or	provide	 services,	 the	business	does	not	have	
direct	labour	costs.

	 To	be	counted	as	direct	labour	costs

	 (i)	 the	time	spend	on	making	the	product	must	be	easy	to	calculate,	and

	 (ii)	 the	costs	of	the	direct	labour	must	be	big	enough	to	add	a	considerable	amount	of	the	 
	 total	direct	labour	costs

Discuss

1.	 What	material	costs	do	you	have	in	your	business?

2.	 What	labour	costs	does	your	business	have?

11.3.2  Non-production costs/Indirect costs/overheads

All	the	other	costs	for	running	the	business.	These	costs	do	not	fluctuate	in	direct	proportion	to	the	
number	of	products	being	produced	or

sold	and	tend	to	remain	constant	over	a	given	period	of	time	These	costs	are	generally	called	Overhead	
Expenses	example	rent,	electricity,	transport,	licences,	repairs	and	maintenance.

The	costs	are	normally	not	directly	related	to	one	particular	product	or	service	but	instead	they	are	
costs	for	the	whole	business.	

Examples of indirect costs

	 (i)	 Costs	for	buildings	and	equipment.

	 (ii)	 Rent,	electricity	and	water,	maintenance,	repairs,	service	and	insurance.

	 (iii)	 Costs	of	transport	for	buying	materials	or	goods,	visiting	suppliers	or	customers,	and	 
	 for	delivering	goods	to	customers.

	 (iv)	 Costs	for	wages	of	employees	or	owners	who	do	not	work	directly	in	the	production	of	 
	 goods	or	services	for	example	sales	staff,	messengers,	cleaners,	and	security	guards.
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	 (v)	 Equipment	loses	value	every	year	and	is	a	cost	to	the	business,	so	this	is	an	Overhead	 
	 Expense.	 The	 loss	 in	 value	 of	 equipment	 is	 called	 depreciation.	 Depreciation	 is	 
	 calculated	by	dividing	the	total	purchase	price	by	the	number	of	years	(or	months)	you	 
	 expect	to	use	it.

+ + =Material costs Labour costs Overhead costs Total cost

If	 you	 are	 a	 retailer	 or	wholesaler,	 all	 your	 costs,	 except	 the	 costs	 of	 buying	 goods	 to	 resell,	 are	
Overhead	Expenses.

Discuss

1. What	Overhead	Expenses	do	you	have	in	your	business?

2. Which	equipment	do	you	have	at	your	business?	Do	you	calculate	the	depreciation	for	that	
equipment?

11.4  Importance of costing

Costing	helps	your	business	to:

•	 Set prices

	 When	you	know	all	of	your	costs,	you	can	set	the	appropriate	price	for	your	good	or	service	
to	make	your	business	profitable.

•	 Reduce and control costs

	 Knowing	all	your	costs	helps	you	to	find	ways	to	make	your	business	more	cost-efficient.

•	 Make better decisions about business

			 When	you	know	the	 total	 cost	of	each	 type	of	good	or	 service,	you	can	make	 informed	
decisions	about	which	goods	or	services	to	produce	or	promote	so	that	your	business	makes	
more	profit.

•	 Plan for the future

	 Costing	helps	you	to	make	plans	for	the	direction	of	your	future	business.

11.5  Costing for a multiple product producer

To	calculate	how	much	each	of	its	goods	costs	to	produce,	the	business	owners	have	to	find	the	total	
cost	for	each	type	of	good.	

Multiple	product	producers	or	 service	operators	have	 to	divide	 their	Production	Costs	 into	 three	
groups:	

•	 Direct	material	costs

•	 Direct	labour	costs	

•	 Indirect	manufacturing	expenses
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•	 Overhead	expenses

Multiple	product	manufacturers	or	services	operators,	have	four	different	types	of	costs	that	make	
up	the	total	cost	of	a	product	or	service.

Direct 
Material 

Costs

Direct 
Labour  
Costs

Indirect 
Manufacturing 

costs

Overhead 
Expenses

Total 
Costs+ + + =

11.5.1  Direct material costs

These	 are	 all	 the	material	 costs	 that	 are:	 Easy	 to	 trace	 to	 a	 particular	 good	 or	 service	 and	 are	 a	
substantial	enough	cost	that	adds	a	considerable	amount	to	the	total	cost.	For	a	tailor,	the	cost	of	
fabric	and	buttons	is	a	Direct	Material	Cost.

11.5.2  Direct labour costs 

These	are	all	the	labour	costs	that	are:	easy	to	trace	to	a	particular	good	or	service	and	are	a	substantial	
enough	cost	that	adds	a	considerable	amount	to	the	total	cost.	 In	a	clothing	factory,	 Jane’s	 job	is	
sewing	dust	coats.	Her	wage	is	a	direct	labour	cost.

11.5.3  Indirect manufacturing expense 

It	is	the	amount	of	money	a	business	spends	on	the	materials	or	labour	related	to	the	production	of	
goods	or	services,	but	that	cannot	be	considered	as	direct	labour	cost	or	direct	material	cost.		Indirect	
manufacturing	expenses	include	all	production	costs	which	are	either	difficult	to	trace	to	a	particular	
product	or	insubstantial.	For	example	for	a	tailor,	Thread	is	considered	an	indirect	manufacturing	
expense	because	it	is	difficult	to	calculate	the	amount	of	thread	used	for	a	particular	product	and	the	
cost	of	thread	is	minimal.	

11.5.4  Overhead expenses

These	costs	are	not	incurred	by	the	production	process,	costs	that	a	business	has	to	pay	even	if	it	
stops	production	for	a	month.	For	example	transportation,	stationery,	electricity,	water,	telephone,	
postage,	equipment,	interest	on	loans,	other	financial	fees	and	the	salaries	of	people	who	are	not	
involved	in	production.

A Product Costing Form	is	used	to	calculate	the	cost	to	produce	each	of	their	products.	The	Product	
Costing	Form	follows	the	five	calculation	steps:

Calculate

Direct	
material	cost	
per	item

Calculate

Direct	
labour	cost	
per	item

Calculate

Indirect	
manufacturing	
expense	per	

item

Calculate

Overhead	
expense	per	

item

Calculate

Total	cost

Step 1 Step 2 Step 3 Step 4 Step 5

•	 A	separate	Product	Costing	Form	is	used	for	costing	each	type	of	good	or	service.
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•	 The	calculation	of	the	total	cost	of	a	good	or	a	service	is	the	first	thing	you	need	to	do	before	
deciding	what	price	to	charge	your	customers.		

Below	is	the	product	costing	form	and	a	worked	example	of	product	costing	for	a	multiple	product	
manufacturer	or	service	operator:

PRODUCT COSTING FORM

(for multiple product manufacturers and service operators)

  Product 1  

  1.  Direct material cost per item

Total	Direct	Material	Cost	per	month	(1) $3 040

Number	of	items	produced	per	month	(2) 100

Direct	Material	Cost	per	item	(3)	=	(1)/(2) $30.40

  2.  Direct labour cost per item

$4.80

Total	Direct	Labour	Cost	per	month	(4) $480

Direct	Labour	Cost	per	item	(5)	=	(4)/(2)

  3.  Indirect manufacturing expense per item

Total	Indirect	Manufacturing	Expense	per	month	(6) $815

Total	direct	cost	of	the	entire	business	per	month	(7) $5	720

Indirect	Manufacturing	Expense	per	direct	cost	(8)	=	(6)/(7) 0.142

Total	direct	cost	per	item	(9)	=	(3)	+	(5) $35.20

Indirect	Manufacturing	Expense	per	item	(10)	=	(8)	×	(9) $5.00

  4.  Overhead expense per item

$6.02

Monthly	Overhead	Expense	(11) $977

Overhead	Expense	per	direct	cost	(12)	=	(11)/(7) 0.171

Overhead	Expense	per	item	(13)	=	(12)	×	(9)

  

  5.  Total cost per item (14)	 		 =		 (13)	+	(10)	+	(5)	+	(3)			 	 							
$46.22
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PRODUCT COSTING FORM

(for multiple product manufacturers and service operators)

  Product 1  

		1.		Direct	material	cost	per	item

Total	Direct	Material	Cost	per	month	(1)

Number	of	items	produced	per	month	(2)

Direct	Material	Cost	per	item	(3)	=	(1)/(2)

  2.  Direct labour cost per item

Total	Direct	Labour	Cost	per	month	(4)

Direct	Labour	Cost	per	item	(5)	=	(4)/(2)

  3.  Indirect manufacturing expense per item

Total	Indirect	Manufacturing	Expense	per	month	(6)

Total	direct	cost	of	the	entire	business	per	month	(7)

Indirect	Manufacturing	Expense	per	direct	cost	(8)	=	(6)/(7)

Total	direct	cost	per	item	(9)	=	(3)	+	(5)

Indirect	Manufacturing	Expense	per	item	(10)	=	(8)	×	(9)

  4.  Overhead expense per item

Monthly	Overhead	Expense	(11)

Overhead	Expense	per	direct	cost	(12)	=	(11)/(7)

Overhead	Expense	per	item	(13)	=	(12)	×	(9)

  

  5.  Total cost per item (14)		 	 =		 (13)	+	(10)	+	(5)	+	(3)			 	 							

11.6  Costing for a single product producer
The	entrepreneur	will	be	producing	one	product.	For	example	making	chairs.	To	calculate	the	cost	of	
making	one	chair,	the	business	owners	have	to	find	the	total	cost	for	each	type	of	good.	
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Business	owner	divides	Production	Costs	into	three	groups:	

•	 Direct	material	costs	

•	 Direct	labour	costs

•	 Overhead	expenses

All	the	costs	that	go	into	making	the	single	product/	good	include:

Direct Material 
Costs

Direct Labour  
Costs

Overhead 
Expenses

Total 
Costs++ =

A Product Costing Form	is	used	to	calculate	the	cost	to	produce	each	of	their	products.	The	Product	
Costing	Form	follows	the	five	calculation	steps:

Calculate

The	number	of	
items	produced	

per	month

Calculate

The TOTAL 
COST	per	item

Calculate

The	total	cost	
per	month

Step 1 Step 2 Step 3

     Step 1: Calculate the total cost per month

•	 Get	the	total	monthly	Material	Cost	from	your	Basic	Record	Book

•	 Get	the	total	monthly	Labour	Cost	from	your	Basic	Record	Book

•	 Get	the	total	monthly	Overhead	Expense	from	your	Basic	Record	Book

•	 Write	the	figures	on	the	Product	Costing	Form,	items	(1),	(2),	(3)

•		 Add	up	all	the	items	(1),	(2)	and	(3)	and	write	the	calculation	result	on	the	Product	Costing	
Form,	item	(4)

Step 2: Calculate the number of items produced per month

•		 Get	the	information	from	your	Basic	Record	Book	and	Stock	Cards	to	calculate	the	number			
of	items	your	business	produced	per	month

•		 Write	the	figure	on	the	Product	Costing	Form,	item	(5)

Step 3: Calculate the total cost per item

•	Divide	the	total	cost	per	month	by	the	number	of	items	produced	per	month

•	Write	the	calculation	result	on	the	Product	Costing	Form,	item	(6)
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An	example	of	product	costing	form	for	single	product	producer	is	worked	out	below:

PRODUCT COSTING FORM

(for single product manufacturers and service operators)

  Product 1  

  1.  Total cost per month

Total	Direct	material	cost	per	month	(1) $958

Total	labour	cost	per	month	(2) $1 900

Total	overhead	expense	per	month	(3) $1 420

Total	cost	per	month	(4)	=	(1)	+	(2)	+	(3) $4	278

  2.  Number of items produced per month

Number	of	items	produced	per	month	(5)                              $120

  3.  Total cost per item (6)  	=				 (4)	/	(5)	 	 		 	 							
$35.65

PRODUCT COSTING FORM

(for single product manufacturers and service operators)

  Product 1  

  1.  Total cost per month

Total	Direct	material	cost	per	month	(1)

Total	labour	cost	per	month	(2)

Total	overhead	expense	per	month	(3)

Total	cost	per	item	(4)	=	(1)	+	(2)	+	(3)

  2.  Number of items produced per month

Number	of	items	produced	per	month	(5)

  3.  Total cost per item (6)  	=				 (4)	/	(5)	 	 		 	 							

The	total	cost	of	a	good	or			service	is	not	the	price	you	charge	your	customers.	The	total	cost	is	only	
a	starting	point	to	decide	what	price	to	charge.
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Discuss

Use	the	product	costing	form	above	to	calculate	the	cost	per	item	for	one	of	your	products.

 1.	 What	are	the	direct	material	cost	for	your	business?

	 2.	 What	are	the	direct	labour	costs	for	your	business?

	 3.	 What	are	the	overhead	costs	for	your	business?

	 4.	 Calculate	cost	per	item	produced.

11.7  Costing for a retail business

•	 Retailers	and	wholesalers	have	the	same	types	of	costs	and	can	normally	do	their	costing	
the	same	way.

•	 Retailers	and	wholesalers	need	to	calculate	Material	Cost	and	Overhead	Expense.	Retailers	
do	not	make	goods	but	they	need	goods	to	sell.

•	 The	cost	of	buying	goods	to	resell	is	a	Material Cost	for	retailers	and	wholesalers.

•	 They	buy	and	 sell	 goods	made	by	other	businesses,	 so	 they	do	not	have	any	employees	
making	goods.	

•	 For	a	retailer	or	wholesaler,	all	wages	and	salaries	they	pay	to	their	employees	are	Overhead 
Expenses.

•	 They	also	have	other	Overhead	Expenses,	such	as	rent	and	electricity.

•	 For	a	retailer	or	a	wholesaler,	all	costs	are	either	Material Costs or Overhead Expenses.

Material Costs
Overhead 
Expenses

Total 
Costs+ =

Calculate

Overhead	
Expense	per	

item

Calculate

TOTAL	COST

Calculate

Material	Cost	
per	item

Step 1 Step 2 Step 3

The	total	cost	of	the	goods	is	the	amount	you	use	to	decide	what	price	to	charge	your	customers.	To	
make	a	profit,	your	price	must	be	higher	than	the	total	cost	of	the	good.

Use	the	following	costing	form	to	cost	your	product:
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11.7.1  Step 1: Calculate material cost per item

Material	Costs	for	a	retailer	or	wholesaler	are	the	costs	of	buying	goods	to	resell,	e.g.	the	retailer			
200g	sugar	beans	for	$3,00	that	will	be	the	material	cost.

11.7.2  Step 2: Calculate overhead expense per item

•	 Calculate	the	total	Material	Cost	per	month:	Add	up	the	total	Material	Cost	of	all	the	goods	
your	business	buys	 to	resell	each	month.	Write	 the	monthly	Material	Cost	at	 the	 top	of	
the	Product	Costing	Form	in	the	space	provided	see	form	below.	e.g.	total	material	cost	is	 
$8	000.

•	 Calculate	the	total	Overhead	Expense	per	month:	For	retailers	or	wholesalers,	Overhead	
Expenses	are	all	 the	costs	of	running	the	business	that	are	not	Material	Costs,	expenses	
that	are	not	part	of	the	actual	cost	of	the	goods	that	are	being	purchased	to	resell	including	
rent,	transport,	electricity,	wages	and	benefits	for	employees.	For	example	total	overhead	
expense	per	month	is	$2	000.	

•	 	Get	the	information	on	all	costs	from	your	Basic	Record	Book,	except	the	Material	Costs.	
Remember	to	include	depreciation.	Write	the	monthly	Overhead	Expense	at	the	top	of	the	
Product	Costing	Form	in	the	space	provided.

•	 Calculate	 the	Overhead	Charge	 (percent):	Do	your	 calculations	on	your	Product	Costing	
Form.

•	 Calculate	the	Overhead	Expense	per	item:	Multiply	the	Material	Cost	per	item	(column	1)	by	
the	Overhead	Charge.

11.7.3  Step 3:  Add up all costs to get the total cost

Below	is	an	example	of	a	worked	example	of	a	product	costing	form	below:

PRODUCT COSTING FORM

(for retailers and wholesalers)

Monthly	overhead	expenses	(2)	

Monthly	material	cost	(1)	

2000

8000
	×	100		=		 	×	100		=			 25%	Overhead	charge	%		=	

Overhed	charge	(3)                                                                                  

1 2 3

Product Material cost 
per item 

Overhead expense 
per item (column	1	×	
overhead	charge)

Total cost per item

Sugar	beans $3.00 $3.00	×	25%	=	75c $3.75

Magarine $2.50 $2.50	×	25%	=	63c $3.13
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PRODUCT COSTING FORM

(for retailers and wholesalers)

Monthly	overhead	expenses	(2)	

Monthly	material	cost	(1)	
	×	100		=		 	×	100		=									___%	Overhead	charge	%		=	

Overhed	charge	(3)                                                                                  

1 2 3

Product Material cost 
per item 

Overhead expense 
per item (colum	1	×	
overhead	charge)

Total cost per item

Sugar	beans

Magarine

11.8  Action planning for costing improvement

As	an	entrepreneur	it	is	important	for	you	to	plan	on	improving	your	costing	to	ensure	you	run	a	
profitable	business.	The	following	questions	will	help	you	to	improve	costing	for	your	business:	In	
your	plan,	write	down:

1.		 What	problems	does	your	business	have	in	terms	of	costing?

2.		 How	will	you	solve	each	problem?

3.		 Who	will	solve	each	problem	(you	or	someone	else)?

4.		 When	do	you	plan	to	solve	each	problem?

Write	down	your	Action	Plan	using	the	format	below.	Remember	these	suggestions:

•	 Make	a	plan	for	a	three	or	six	month	period.

•	 Be	realistic.	Only	write	down	what	you	think	is	possible	to	do.

•	 Try	to	solve	the	most	urgent	problem	first.

•	 Keep	this	manual	at	your	business	so	that	you	and	others	in	your	business	can	use	it	when	
you	need	it.

•	 Check	regularly	to	make	sure	that	you	are	following	your	Action	Plan.	It	is	a	good	idea	to	
check	every	week.

•	 Consider	putting	your	Action	Plan	on	the	wall	so	it	is	easy	to	see	and	check.

WHAT is	the	problem? HOW do	you	solve	the	
problem?

WHO will	solve	the	
problem?

WHEN will	the	prob-
lem	be	solved?
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Summary

•	 Every	business	has	costs.	The	costs	are	all	the	money	your	business	spends	to	make	
and	sell	your	goods	or	services.	

•	 Costing	is	the	way	you	calculate	those	costs	and	it	is	essential	for	every	business.
•	 Costs	of	a	business	can	be	broadly	classified	into	two	categories	based	on	their	sources:
	 –	 Production	Costs:	All	the	costs	that	are	related	to	the	production	of	goods	or	the	 

	 provision	of	services.
	 –	 Non-Production	Costs:	All	the	other	costs	for	running	the	business.	These	costs	 

	 are	generally	called	Overhead	Expenses.
•	 Production	Costs	can	be	further	divided	into	two	groups:
	 –	 Material	Costs:	The	money	your	business	spends	on	parts	and	materials	that	are	 

	 related	to	the	production	of	your	goods	or	provision	of	your	services.
	 –	 Labour	Costs:	The	amount	your	business	spends	on	wages,	salaries	and	benefits	 

	 for	the	employees	and	owners	who	are	working	in	the	production	of	your	goods	 
	 or	the	provision	of	your	services.

•	 You	must	understand	the	different	types	of	costs	to	be	able	to	calculate	the	total	cost	
of	any	good	or	service	your	business	makes	or	sells:

	 Material	Costs	+	Labour	Costs	+	Overhead	expenses	=	TOTAL	COST
•	 Costing	helps	your	business	to:
	 –	 Set	your	prices
	 –	 Reduce	and	control	your	costs
	 –	 Make	better	decisions	about	your	business
	 –	 Plan	for	the	future
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SESSION 12:  Planning for your business

12.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 Explain the benefits of business planning;
•	 Describe	the	steps	of	making	business	plans;
•	 Develop	plans	for	your	business;
•	 Use	the	plans	to	improve	your	business;	and
•	 Plan	the	future	of	their	business	using	financial	plans.

Normally	during	the	first	few	months	after	a	business	begins	operating,	it	is	difficult	to	recover	costs	
or	to	make	a	profit.	It	takes	some	time	before	money	from	sales	starts	to	come	in.	During	this	time	
your	business	is	very	vulnerable	and	you	must	keep	a	careful	eye	on	the	financial	situation.

When	you	start/	improve	your	business	your	business,	these	two	things	are	very	important:

•	 Do	not	allow	the	business	to	run	out	of	cash.

•	 Make	sure	that	the	business	you	have	created	will	eventually	become	profitable.

12.2  Definition of terms

12.2.1  Planning

Planning	means	thinking	about	and	organizing	the	activities	required	to	achieve	a	desired	goal.

12.2.2  Financial planning

It	is	planning,	organizing,	analysing	and	monitoring	all	aspects	of	personal	finance	to	achieve	your	
financial	goals.

12.2.3  Forecast

It	is	a	prediction	of	the	future	of	the	business	usually	with	the	use	financial	plans	which	are	prepared	
using	previous	records	or	experience.

When	you	know	what	is	likely	to	happen	you	can	plan	ahead.	For	example,	a	weather	forecast	on	the	
radio	or	television	tells	you	what	the	weather	is	likely	to	be	on	the	next	day	and	you	can	get	ready	
for	it.

12.2.4  Financial forecast

It	is	working	out	what	you	think	your	sales,	costs,	profit	and	cash	flow	are	likely	to	be	in	the	future.	
You	also	need	to	forecast	changes	in	the	external	environment	that	may	impact	your	business	and	
identify	risks	to	which	your	business	is	exposed.
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12.3  Importance of planning

•	 Plans	provide	your	business	with	quality	information	that	helps	you	to	make	good	business	
decisions	and	to	monitor	the	performance	of	the	business.

•	 If	your	business	is	performing	well,	planning	can	help	you	to	do	even	better	in	the	future.

•	 If	your	business	is	not	performing	well	and	has	some	problems,	planning	can	help	you	to	
solve	problems.

•	 Planning	can	help	you	to	predict	problems	before	they	arise,	so	that	you	can	act	to	prevent	
them.

12.3.1  Why is it important to make business plan?

•	 A	plan	shows	you	if	your	business	can	expect	to	make	a	profit	in	the	future.

•	 A	plan	shows	you	which	part	of	your	business	you	can	improve.

•	 A	plan	shows	others	how	well	your	business	can	expect	to	do	in	the	future.

•	 A	proper	plan	shows	you	how	much	money	will	come	into	and	go	out	of	your	business.

12.3.2  How can planning improve your business?

•	 Plans	provide	your	business	with	quality	information	that	helps	you	to	make	good	business	
decisions.	

•	 Plans	help	to	monitor	the	performance	of	the	business.	

•	 If	your	business	is	performing	well,	planning	can	help	you	to	do	even	better	in	the	future.	
If	your	business	is	not	performing	well	and	has	some	problems,	planning	can	help	you	to	
solve	problems.	

•	 Planning	can	help	you	to	predict	problems	before	they	arise,	so	that	you	can	act	to	prevent	
them.

•	 A	plan	shows	you	if	your	business	can	expect	to	make	a	profit	in	the	future.

•	 A	plan	shows	you	which	part	of	your	business	you	can	improve.

•	 A	plan	shows	you	how	well	your	business	can	expect	to	do	in	the	future.

•	 A	proper	plan	shows	you	how	much	money	will	come	into	and	go	out	of	your	business.

For	plans	to	be	effective:

•	 Make	your	plans	as	simple	as	possible	so	that	they	are	easy	to	understand	and	use.

•	 Choose	the	most	suitable	period	for	your	plans.	You	can	make	your	plans	for	three	months,	
one	year,	five	years	or	for	whatever	period	is	best	for	your	business.

•	 Divide	your	plans	into	months.	Except	for	the	Loan	Access	Plan,	the	plans	should	be	divided	
into	months	so	that	you	can	compare	your	records	with	your	plans	each	month.	Then	you	
can	see	if	your	business	is	proceeding	according	to	your	plan.

•	 Make	your	plans	before	you	need	to	use	them.	Do	not	wait	until	one	plan	is	finished	before	
you	begin	preparing	the	next	plan.

•	 Make	inquiries	and	use	the	information	gathered	to	make	your	plans,	 if	you	guess	your	
plan	will	not	be	realistic.	For	example,	when	you	forecast	the	cost	of	materials	or	goods,	ask	
your	supplier	about	prices.
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•	 Keep	 your	 plans	 updated,	 things	 may	 change	 that	 could	make	 your	 plans	 invalid.	 For	
example,	 costs	 of	 raw	materials	may	 increase,	while	 customers’	 demand	may	 decrease,	
affecting	your	sales,	costs	and	profit	plans.

•	 Review	your	plans	regularly	and	update	them	when	there	is	a	change	that	affects	them.

Discuss

1.	 What	is	your	business?	

2.	 What	are	the	problems	that	your	business	is	currently	experiencing?

3.	 How	could	proper	planning	help	to	solve	the	problems	at	your	business?

12.4  Useful plans for business

12.4.1  Sales and marketing plan

•	 Sales	and	marketing	are	closely	related.	

•	 Your	marketing	activities	definitely	influence	the	sales	of	your	business.	

•	 In	a	Sales	and	Marketing	Plan	you	make	a	forecast	of	activities	your	business	will	do	next	
year	with	its	seven	“P”s:	Product,	Price,	Place,	Promotion,	People,	Process,	Physical	Evidence.

•	 You	also	make	a	forecast	of	the	amount	of	sales	you	expect	to	have	for	each	month	of	the	
following	year.	This	plan	helps	your	business	to	meet	customers’	needs	by	providing	the	
right	goods	or	services	at	a	price	that	customers	will	pay.

12.4.2  Production and cost plan

•	 A	major	part	of	most	business	 costs	are	 incurred	 in	 the	production	process.	How	many	
items	your	business	will	produce	and	what	raw	materials	your	business	will	use	both	affect	
your	costs.	Therefore,	the	Production	Plan	and	Cost	Plan	are	often	combined.	

•	 In	a	Production	and	Cost	Plan,	you	propose	improvements	in	production	and	forecast	your	
costs	for	each	month	of	the	following	year.	

•	 This	plan	helps	your	business	to	work	out	cost	effective	ways	of	making	goods	or	providing	
services.

12.4.3  Profit plan

•	 In	a	Profit	Plan,	you	make	a	forecast	of	your	Gross	and	Net	Profits	for	each	month	of	the	
following	year.	

•	 This	helps	you	plan	how	your	business	will	make	a	profit.	Information	from	the	sales	and	
costs	plan	is	used	in	coming	up	with	the	profit	plan.

12.4.4  Cash flow plan

•	 The	Cash	Flow	Plan	is	a	forecast	of	how	much	cash	you	expect	to	come	into	your	business	
and	how	much	cash	you	expect	to	go	out	of	your	business	each	month.	
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•	 The	plan	helps	you	to	make	sure	your	business	does	not	run	out	of	cash	at	any	given	time.

12.4.5  Loan Access plan

•	 In	a	Loan	Access	Plan,	you	make	a	forecast	of	how	much	your	business	may	need	to	borrow,	
when	it	is	needed	and	who	you	can	approach	for	the	loan.	This	plan	enables	your	business	
to	access	good	sources	of	funding.

12.5  Business Analysis/Financial analysis

Before	you	can	make	plans	for	your	business,	you	must	know	how	your	business	did	in	the	past.	You	
do	this	by	using	your	business	records.	This	is	called	a	Business Analysis.

Discuss

Read	the	statements	below	and	answer	the	questions:

a)	 My	video	shop	did	not	make	a	profit	last	year.	My	costs	were	too	high!	My	rental	costs	are	
very	high	in	this	shopping	complex.

b)	 Bank	Manager:	Sorry	Michelle,	to	give	your	business	a	loan,	the	bank	must	know	what	you	
expect	your	sales,	costs,	profit	and	cash	flow	to	be	next	year.

c)	 Juma:		there	is	no	plastic	to	make	the	poles	that	the	customer	ordered.

d)	 I	bought	a	new	laptop	last	week.	It	was	expensive.	So,	now	there	is	not	enough	cash	to	buy	
raw	materials.

1. What	went	wrong	in	the	businesses	of	the	Entrepreneurs?

2. How	could	planning	have	helped	the	Entrepreneurs?

Your	Basic	Record	Book	is	the	most	important	source	of	records	for	analysing	your	business.	

There	are	three	important	analyses:

1. Sales	and	Marketing	analysis

2. Production	and	Cost	analysis

3. Profit	analysis

To	analyse	your	business	you	should	follow	these	steps:

Compare 
current and 
past records

Plan for 
improvements

Get past data 
records
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a)  Get past records

Get	information	about	all	your	business	costs	each	month	this	year	and	last	year	from	your	Basic	
Record	Book.	Comparing	if	they	have	been	an	increase	or	decrease.

b)  Compare current and previous records

find	reasons	for	changes

c)  Plan for improvement

Plan	ways	to	improve	either	your	sales,	costs	so	as	to	maximise	on	profits	

Make	an	analysis	of	your	SALES, COSTS then PROFIT	using	the	above	steps	in	all	circumstances.

12.5.1  Sales and Marketing analysis

a)  Get past records

Use	your	Basic	Record	Book	to	find	out	how	much	sales	your	business	made	each	month	last	year	
and	each	month	this	year.	

For	example:	An	analysis	of	sales	for	chickens		

Sales for chickens 2016 2017

November 		7	000 7	000

December 10 000 9 000

Total 17	000 16	000

b)  Compare your records

Compare	your	monthly	and	yearly	 sales	 to	find	out	 if	 there	 is	a	 change.	Are	your	 sales	 rising	or	
falling?

c)  Find reasons for changes

It	is	important	to	understand	the	reasons	for	changes.

Some	changes	are	more	difficult	to	understand.	You	may	need	to	think	carefully	about	your	marketing	
activities	this	year.	Remember	the	seven	“P”s	of	marketing:	Product,	Price,	Place,	Promotion,	People,	
Process	and	Physical	Evidence.

Look	at	each	‘P’	one	by	one	and	try	to	think	of	reasons	why	sales	may	be	falling	or	increasing.
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Seven “P”s Possible reasons for changes

Product •	 Did	we	sell	the	goods	or	services	our	customers	wanted?

•	 Which	products	sold	well?	Why?

•	 Which	products	did	not	sell?	Why?

Price •	 How	were	our	prices	this	year	compared	to	last	year?

•	 Were	our	customers	willing	to	pay	the	prices	we	set?

Place •	 Is	my	business	in	a	good	place?

•	 Did	we	sell	our	goods	or	services	directly	to	our	customers?

•	 Did	we	sell	to	retailers	or	wholesalers?	Did	this	increase	our	sales?

Promotion •	 How	did	we	promote	our	goods	or	services	this	year?

•	 Did	we	use	advertising	and	sales	promotion?

•	 Did	we	get	any	publicity?

•	 Did	I	improve	my	skills	as	a	salesperson?

•	 Which	type	of	promotion	produced	the	highest	sales	and	best	profit	for	
my	business?

People •	 Are	my	employees	adequately	trained	and	motivated?

•	 Did	I	deploy	my	employees	in	the	best	way?

•	 Are	my	employees	adequately	remunerated?

•	 Did	we	have	enough	sales	staff?

Physical	 
evidence

•	 Does	our	good	or	service	have	good	appeal?

•	 Are	our	services	or	goods	giving	our	customers	the	best	possible	expe-
rience?

•	 Are	our	offices/distribution	points	appealing	and	clean?

•	 What	other	visual	elements	do	we	need?

Process •	 Is	it	easy	for	our	customers	to	access	our	goods	and	services?

•	 Are	our	processes	efficient	and	timely?

Discuss

1.	 Are	sales	in	your	business	rising	or	falling?	Why?
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12.5.2  Production and cost analysis

If	you	are	a	multiple	products	manufacturer	or	service	operator,	you	need	to	get	data	about	the	costs	
for	each	product	from	your	business	records.	Business	have	direct	and	indirect	costs.	Use	the	above	
steps	to	analyse	your	costs.

a)  Compare records

Compare	your	figures	to	find	out	if	there	is	a	change	of	costs,	production	quantity	or	product	quality.

Costs Year  2017 Year 2016 Total for 
2017

Total for 
last year 

2016

November December December

Material	
costs

4	800 5 400 4	640 48	615 33	698

Labour	
costs

  900   900 850 10	800 10 200

Overhead	
expenses

2 150 2170 2 410 25 440 17	560

Total 7 850 8 470 7 900 84 855 61 458

Year 2017 Year 2016 Total for 
2017

Total for 
last year 
2016

November December December

Production	
quantity

300 360 400 3 240 2 900

b)  Find reasons for changes

An	increase	in	the	total	cost	is	not	necessarily	bad	and	a	reduction	in	total	costs	might	not	always	be	
good.	You	must	analyse	each	type	of	cost	as	well	as	the	whole	production	process	and	find	out	why	
the	cost	was	higher	or	lower.	Similarly,	a	reduction	in	monthly	production	quantity	is	not	necessarily	
a	production	problem.	You	must	examine	the	situation	carefully	to	find	the	root	cause.

Possible	questions	to	ask	yourself	to	find	the	reasons:

•	 How	much	did	my	business	produce?

•	 Is	the	production	capacity	of	my	business	appropriate?

•	 Did	I	make	good	use	of	all	the	space?

•	 Did	I	waste	or	save	material?

•	 Did	material	prices	increase	or	decrease?	

•	 Were	my	employees	fully	occupied?

•	 Was	my	production	process	effective?

•	 Were	my	employees	adequately	skilled	and	motivated?



138

c)  Analyse your production and costs

A	change	in	your	costs	can	be	an	important	indicator	of	the	efficiency	of	your	production	or	service	
provision.	Analyse	your	costs	by	comparing	monthly	and	yearly	costs	to	see	if	they	were	lower	or	
higher.	

The	following	questions	can	help	you	analyse	changes	in	costs:

Type of cost Questions 

Direct material costs

Did	l	buy	from	the	cheapest	supplier?

Did	l	use	the	cheapest	materials	possible	but	maintaining	qual-
ity	needed	to	my	customers?

Did	l	benefit	from	discounts

Direct labour costs

How	can	l	improve	productivity	of	my	employees?

Were	they	fully	occupied?

Are	my	employees	adequately	skilled	and	motivated?

Indirect costs

Were	there	ways	to	reduce	costs?

Did	l	make	use	of	all	the	space	l	rented	last	year?

Can	l	improve	the	ways	I	use	space?

Did	l	need	all	the	e	employees	l	had	who	were	not	in	produc-
tion?

How	can	l	make	them	more	productive?

    
Discuss

1. Are	costs	in	your	business	rising	or	falling?	Which	costs	are	rising	or	falling?	Why?

12.5.3  Profit analysis

Your	business	needs	to	cover	its	costs	and	make	a	profit	for	it	to	survive	and	grow.	

•	 Your	Gross Profit is	the	amount	of	money	left	after	you	have	subtracted	your	Material	and	
Labour	Costs	from	the	money	received	from	sales.	

•	 The Net Profit	is	the	amount	of	money	left	after	you	have	subtracted	Overhead	Expenses	
from	the	Gross	Profit.	

The	Net	Profit	shows	you	the	total	result	of	your	business.	It	tells	you	how	well	or	how	badly	your	
business	is	performing.

Analyse	your	profit	by	using	the	same	steps	you	used	for	analysing	sales	and	costs.
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           a)  Get past records

Get	the	profit	data	of	recent	years	from	your	business’	Profit	and	Loss	Statements.	Use	the	information	
from	your	Basic	Record	Book	to	make	Profit	and	Loss	Statements.

Profit and loss statements

2017 2016 2015

Sales 80	950 66	815 57	500

Material	costs 48	615 33	698 29	168

Labour	costs 10	800 10 200 		9	720

Gross	profit 21 535 22	917 18	612

Overhead	
costs

25 440 17	560 16	520

Net profit (3 905)    5 357 2 092
     

b)  Compare records

•	 Compare	your	Gross	Profit	to	examine	the	effectiveness	of	your	production	process.	Your	
Gross	Profit	can	be	very	low	even	if	your	sales	are	high	because	of	your	high	Material	and	
Labour	Costs.	

•	 Compare	your	Net	Profit	to	find	out	if	the	Net	Profit	is	higher	or	lower	than	before.	You	may	
have	a	very	high	Gross	Profit,	but	if	your	Overhead	Expenses	are	also	high,	you	can	end	up	
with	a	very	low	Net	Profit	or	even	a	loss!

•	 Negative	Net	Profit	which	is	in	(brackets)	means	that	the	Gross	Profit	is	not	enough	to	cover	
Overhead	Expenses.

c)  Find reasons

Discuss

1.	 In	the	profit	and	loss	statements	above,	why	is	the	Gross	Profit	for	2017	lower	than	that	of	
last	year	when	the	sales	for	2017	year	were	much	higher	than	for	2016?

2.	 What	advice	can	you	give	to	improve	the	entrepreneur?

12.6  Forecasting

Once	you	have	done	your	Business	Analysis	you	need	to	forecast	changes	in	the	external	environment	
and	develop	plans	for	the	following	period.

12.6.1  What is forecasting?

You	may	want	to	estimate	how	the	changes	in	the	external	environment	will	impact	your	marketing,	
sales,	production	process,	costs,	profit	and	cash	flow	in	the	future.	You	may	even	want	to	reassess	
your	business’	strengths	and	weaknesses	and	identify	new	opportunities	and	threats.
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12.6.2  Forecasting changes in the external environment

Your	business	operates	in	a	market.	Therefore,	to	ensure	that	your	business	improvement	plans	are	
realistic,	you	must	understand	external	factors	as	well.	For	entrepreneurs,	it	is	important	to	know	
not	 only	what	happened	but	 also	what	 is	 likely	 to	happen	 in	 the	market.	 It	means	 you	need	 to	
forecast	changes	in	the	external	environment	that	may	affect	your	business.

12.6.3  Changes that may impact your sales and marketing

Possible	changes	in	the	external	environment	that	may	affect	the	sales	and	marketing	of	a	business	
are:

•	 Customers: Changes	in	demand	of	customers.	The	behaviour	of	the	consumers	will	definitely	
have	 an	 impact	 on	 the	 number	 of	 products	 a	 business	 can	 sell.	 Changes	 in	 customers’	
demand	require	appropriate	marketing	responses,	such	as	improving	or	renewing	current	
products,	changing	distribution	channels,	etc.

•	 Competitors:	If	there	is	more	competition,	a	business	may	have	to	reduce	the	price	of	its	
products	or	run	more	promotions.

•	 Alternative products:	If	there	is	a	new	alternative	product	in	the	market,	customers	will	
have	more	options	and	it	is	possible	that	a	business	that	sells	only	the	old	product	will	lose	
a	certain	number	of	customers.

•	 Economy: When	the	economy	is	expanding,	customers	are	willing	to	spend	more	money;	
and	when	the	economy	is	not	performing	well,	customers	will	spend	less.

•	 Regulations and policies: New	regulations	and	policies	 that	 impact	customers’	buying	
behaviours,	such	as	 import	taxes	or	value	added	taxes	will	 increase	the	cost,	which	will	
then	affect	the	demand	for	that	good	or	service.

To	be	able	to	forecast	the	above	changes,	constantly	ask	yourself	these	questions:

•	 Are	there	other	businesses	starting	to	compete	with	my	business?

•	 Are	competitors	introducing	products	that	are	superior	to	ours?

•	 Are	there	any	changes	in	customers’	demand	or	consuming	behaviours?

•	 Are	 there	 any	 new	 regulations,	 policies	 or	 changes	 in	 the	 economy	 that	 can	 affect	my	
business?

Discuss

1. What	changes	 in	 the	external	environment	may	affect	 the	 sales	and	marketing	of	your	
businesses?

2. Have	you	foreseen	any	changes	in	the	external	environment	that	may	affect	the	sales	and	
marketing	of	your	business	next	year?	What	are	they?

12.6.4  Changes that may impact your production and costs

Below	are	possible	changes	in	the	external	environment	that	can	affect	the	production	and	costs	
of	your	business	that	you	need	to	consider:
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•	 Supply of raw materials: If	something	such	as	bad	weather	leads	to	a	shortage	of	the	raw	
material	a	business	uses,	it	will	possibly	lead	to	an	interruption	in	the	production	of	the	
product	and	the	price	of	that	material	will	increase.

•	 New technologies:	Things	such	as	new	materials,	advanced	production	processes	and	new	
waste	management	methods	often	help	businesses	reduce	the	costs	of	production,	improve	
productivity	and	increase	product	quality.

•	 Skills supply issues for product ranges: If	workers	with	the	skills	needed	for	a	business	
become	scarce,	the	business	may	find	it	difficult	to	recruit	enough	people	and	may	have	to	
pay	more	to	get	the	people	who	have	the	proper	skills.

•	 Economy: Inflation,	fluctuation	 in	exchange	 rates	or	 an	economic	 crisis	will	 impact	 all	
business	costs.

•	 Regulations and policies: New	government	policies,	 such	as	environmental	protection	
laws,	waste	management	requirements	or	regulations	concerning	employee	benefits	and	
insurance	may	affect	the	production	and	operation	of	businesses	and	increase	costs.

To	be	able	to	forecast	the	above	changes,	constantly	ask	yourself	these	questions:

•	 Are	there	any	better	ways	to	produce	my	goods	or	services?

•	 Is	there	a	possibility	that	materials	I	use	will	be	in	short	supply?

•	 Are	there	any	cheaper	materials	that	meet	my	business	requirements?

•	 Is	 there	 a	 significant	 fluctuation	 in	Material	 Costs?	 How	 does	 the	 change	 relate	 to	 our	
overall	costs?

Discuss

1. What	changes	 in	 the	external	environment	may	affect	 the	 sales	and	marketing	of	your	
businesses?

2. Have	you	foreseen	any	changes	in	the	external	environment	that	may	affect	the	sales	and	
marketing	of	your	business	next	year?	What	are	they?

12.7  Making the plans

When	you	understand	your	business	and	the	market	in	which	it	is	operating,	you	are	ready	to	plan	
for	the	following	year.

12.7.1  Set business objectives

The	first	thing	you	must	do	when	making	plans	is	to	determine	the	objectives	that	your	business	
wants	to	achieve.	Your	business	objectives	should	be	financial	as	well	as	non-financial.

Different	businesses	have	different	objectives.	The	following	are	examples	of	objectives:

You	may	want	to:	

•	 increase	your	sales,	

•	 reduce	your	costs,	

•	 increase	profits,	
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•	 penetrate	a	new	market,	

•	 grow	a	new	crop	a	new	product,	

•	 Reduce	air	pollution,	etc.

The	objectives	you	make	should	be	based	on	your	business	capacity	and	the	market	conditions.	

12.7.2  Incorporate risk management strategies in planning

All	plans	of	a	business	should	have	built	in	Risk	Management	strategies.		You	should	incorporate	risk	
management	strategies	into	each	of	your	plans.

12.7.3  Make a sales and marketing plan

A Sales and Marketing Plan	describes	the	marketing	activities	and	projects	the	amount	of	sales	
your	business	is	likely	to	have	next	year.

•	 The	plan	helps	your	business	to	achieve	its	objectives,	allocate	its	resources	in	the	best	way	
and	meet	customers’	demand.	

•	 The	Sales	and	Marketing	Plan	 is	 the	most	 important	plan	 for	your	business.	All	of	your	
other	plans	will	be	made	based	on	your	Sales	and	Marketing	Plan.

Steps in making a sales and marketing plan

Step 1. Plan for next year

In	 this	 step,	 you	need	 to	make	decisions	about	what	your	business	will	do	 to	 improve	 sales	and	
marketing.	Remember	to	base	your	decisions	on	your	understanding	of	your	business	and	the	market.

Step 2: Make a forecast for next year

Make	a	sales	forecast	for	your	business	next	year	by	filling	in	the	table	below.	If	you	are	a	multiple	
product	manufacturer	or	service	operator,	you	will	need	to	make	a	sales	forecast	for	each	of	your	
goods	or	services.

If	you	need	more	space	to	accommodate	more	products	that	your	business	produces,	you	can	use	
the	table	below	as	a	template	and	make	your	forecast	of	sales	on	a	separate	sheet	of	paper	and	add	
as	many	lines	as	you	need.

FORECAST OF SALES

P
ro

d
u

ct
 1

Details Jan Feb Mar Apr May June July Aug Sept Oct Nov Dec Total

Sale	
quantity

Sale	
price	($)

Sales

P
ro

d
u

ct
 2

Sale	
quantity

Sale	
price	($)

Sales
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How to use the sales forecast

To	use	your	Sales	and	Marketing	Plan	effectively,	you	will	need	to	review	and	revise	it	frequently.	At	
the	end	of	each	month,	compare	your	actual	sales	with	the	amounts	you	forecast	in	your	plan,	by:

•	 Analysing	 for	 example	 lower	 sales	 volumes,	 flat	 markets,	 underperforming	 products,	
ineffective	marketing	activities,	etc.

•	 Considering	the	reasons	for	a	particularly	high	sales	volume.	E.g.	was	your	forecast	too	low?

•	 Analysing	these	variations	will	help	you	to	set	future	plans	more	accurately	and	will	also	
allow	you	to	make	timely	adjustments	where	needed.

12.7.4  Make a production and cost plan

A Production and Cost Plan	shows	proposed	improvements	for	your	production	and	the	costs	your	
business	is	likely	to	have	each	month	next	year.	It	shows	you	how	many	products	can	be	made	and	
at	what	cost.

How to make a Production and Cost Plan

To	make	a	Production	and	Cost	Plan,	use	the	same	two	steps	that	you	followed	when	making	your	
Sales	and	Marketing	Plan.

Step 1: Make the plan for next year

In	this	step,	you	will	decide	what	to	do	to	improve	your	production	and	operation	process	in	order	to	
achieve	your	business	objectives.	Your	decisions	on	your	understanding	of	the	business,	the	market	
and	your	Risk	Management	strategies.

Step 2: Make the forecast for next year

To	complete	your	Production	and	Cost	Plan,	you	need	to	make:

1. A	forecast	of	the	production	quantity

2. A	forecast	of	Overhead	Expenses

3. A	forecast	of	Material	Costs

4. A	forecast	of	Labour	Costs

1.  Forecast production quantity

For	service	operators	and	manufacturers	who	always	produce	just	enough	for	sales	and	do	not	keep	
a	stock	of	finished	goods,	the	forecast	of	the	production	quantity	is	the	same	number	as	that	of	the	
sales	projection.

FORECAST OF PRODUCTION QUANTITY

Jan Feb Mar Apr May June July Aug Sept Oct Nov Dec Total

P
ro

d
u

ct
 

1
P

ro
d

u
ct

 
2
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2.  Forecast of Overhead Expenses

Businesses	have	many	different	kinds	of	Overhead	Expenses	which	include	the	following:

Rent;	 non-production	 labour;	 transport;	 stationery;	 electricity	 and	 water;	 licences;	 insurance;		
maintenance	of	equipment;	depreciation;	advertising	and	promotion.

Discuss

Make	a	list	of	the	different	kinds	of	Overhead	Expenses	you	have	in	your	business.	For	your	Cost	
Forecast,	make a forecast for each different Overhead Expense.	Make	sure	that	you	include	all	
the	Overhead	Expenses	of	your	business.	Some	Overhead	Expenses,	such	as	licence	fees,	will	not	
be	paid	each	month.	You	often	pay	for	your	business	licence	once	a	year.	Therefore,	remember	to	
allocate	these	costs	to	each	month	in	order	to	accurately	estimate	the	business	costs	and	profit	for	
each	month.

FORECAST OF OVERHEAD EXPENSES

Details Jan Feb Mar Apr May June July Aug Sept Oct Nov Dec Total

Details

Rent

Electricity

Water

Maintenance	
of	equipment

Total

3.  Forecast of Material Costs

As	 an	 entrepreneur	 you	 should	 forecast	 the	 Material	 Cost	 for	 every	 product	 you	make	 in	 your	
business.

Use	your	records	to	get	the	amount	your	business	spent	on	materials.

Forecast of 
the quantity of 
each product 

produced each 
month 

Forecast 
of the total 

material cost 
per product per 

month 

Forecast of the 
material cost 

per item
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FORECAST OF THE TOTAL MATERIAL COST
P

ro
d

u
ct

 1
Details Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec Total

Production	
quantity

Matarial	
cost	per	
item	($)

Material	
cost	(1)

P
ro

d
u

ct
 2

Production	
quantity

Matarial	
cost	per	
item	($)

Material	
cost	(2)

Total 
Material 
Cost ($) (3) 
= (1) + (2)

4.  Forecast labour costs

•	 If	 you	 are	 a	 manufacturer	 or	 a	 service	 provider,	 Labour	 Costs	 are	 all	 the	 money	 your	
business	 spends	 on	 wages,	 salaries	 and	 benefits	 for	 the	 employees	 or	 owners	 who	 are	
directly	involved	in	the	production	or	provision	of	your	goods	or	services.	

•	 If	you	are	a	retailer	or	wholesaler,	you	do	not	record	Labour	Costs	because	you	record	your	
wages	and	salaries	as	an	Overhead	Expense.

Discuss

Estimate	your	labour	costs.

FORECAST OF THE TOTAL LABOUR COST

Details Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total

Total	labour	
costs	($)
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5.  Forecast of all costs

FORECAST OF COST

Details Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total

Material	costs

Total	labour	
cost	($)

Overhead	
expenses

Discuss

1.	 Compile	all	your	costs	in	the	template	for	all	costs	above.

2. What	will	you	do	to	improve	the	production	and	lower	the	cost	of	your	business	next	year?

How to use the cost forecast

•	 Your	costs	represent	the	outflow	of	cash	from	your	business.	

•	 If	your	costs	are	too	high,	your	business	will	lose	money.	

•	 Your	cost	forecast	is	a	vital	tool	to	ensure	that	you	are	in	control	of	your	expenditures.	

•	 At the end of each month, compare the amount in your Cost Forecast with your 
actual expenditures. 

•	 Use	your	Cost	Forecast	to	check	whether	or	not	your	business	has	too	many	expenditures:

•	 Look	at	how	your	Overhead	Expenses	and	Labour	Costs	differed	from	your	plan.

•	 Check	to	see	if	Material	Cost	was	the	same	as	in	your	plan.	Normally	this	cost	fluctuates	
according	to	your	production	volume.

•	 Analyse	any	reason	for	changes	in	the	relationship	between	Material	Costs	and	production.

•	 If	there	is	a	change	in	that	relationship,	take	correct	action	to	bring	your	costs	back	in	line.

12.7.5  Make a profit plan

Use	your	 forecast	of	 sales	and	costs	 to	 calculate	 the	Gross	Profit	and	Net	Profit	 forecast	 for	your	
business	next	year.

PROFIT PLAN

Details Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total

Sales

Material	costs

Total	labour	
cost($)

Gross profit

Overhead	
expenses

Net profit
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When	you	have	done	your	forecast	of	Net	Profit	or	loss,	you	have	completed	your	Profit	Plan	for	next	
year.	The	plan	must	show	that	your	business	can	expect	to	make	a	profit.	The	forecasted	profit	must	
be	high	enough	to	allow	for	unpredictable	internal	or	external	problems	or	accidents.	For	example:

•	 Your	sales	might	be	lower	than	you	expect.

•	 A	machine	might	break	down.

•	 You	might	run	out	of	materials.

•	 You	might	have	a	fire	or	natural	disaster.

•	 Your	business	must	have	enough	money	to	cope	with	problems	that	might	arise.

Use	your	Profit	Plan	to	check	if	your	monthly	profit	is	in	accordance	with	your	forecast,	or	if	it	is	
lower	than	the	profit	you	forecast.	Once	you	have	compared	your	actual	monthly	or	quarterly	profit	
with	the	forecasted	amount,	try	to	find	out	why	there	are	any	differences.

12.7.6  Make a cash flow plan

A	Cash	Flow	Plan	is	a	forecast	of	how	much	cash	you	expect	to	come	into	your	business	and	how	
much	cash	you	expect	to	go	out	of	your	business	each	month.

A	Cash	Flow	Plan	helps	you	to	make	sure	that	your	business	does	not	run	out	of	cash	at	any	time.

How to make a cash flow plan?

To	make	a	Cash	Flow	Plan,	you	forecast:

•	 How	much	cash	will	come	into	your	business	each	month?

•	 How	much	cash	will	go	out	of	your	business	each	month?

•	 To	be	able	to	make	these	forecasts,	you	need	to	review	your	Sales	and	Marketing	Plan	and	
Production	and	Cost.	

•	 Plan	to	see	how	they	will	affect	the	cash	that	will	come	in	or	go	out	of	your	business.

You	should	forecast	your	cash	flow	for	a	quarter,	six	months	or	a	year,	depending	upon	how	quickly	
things	change	in	your	type	of	business.

Discuss

1. Prepare	a	cash	flow	plan	for	your	business	use	the	template	below.

2. What	do	you	need	to	do	to	make	sure	that	the	business	has	cash	all	the	time?
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                                             Details Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
C

as
h

 i
n

1.	 Cash	 at	 the	 start	 of	 
				the	month	(1)	

2.	 Cash	 in	 from	 cash	 
     sales

3.	 Cash	 from	 credit	 
      sales

4.	Any	other	cash	in

5. Total cash in (2)

C
as

h
 o

u
t

6.	Cash	out	for	material	 
				costs

7.	 Cash	 out	 for	 labour	 
				costs

8.	 Cash	 out	 for	 over 
						head	Expenses

9.	Cash	out	for	planned	 
				investment	in												 
				equipment

10.	Any	other	cash	out

11. Total cash out (3)

12.	Cash	at	month	 
					end	(4)	=		(1)+(2)	-	(3)	

Use your Cash Flow Plan to improve your business

Use	your	Cash	Flow	Plan	to	make	sure	that	your	business	has	enough	cash	all	the	time.	If	your	Cash	
Flow	Plan	shows	that	your	business	is	likely	to	run	out	of	cash	during	one	month,	ask	yourself	these	
questions	and	think	about	them:

•	 Can	you	increase	cash	in	from	sales	during	that	month	and	reduce	credit	sales?	

•	 If	you	sell	on	credit,	do	your	credit	customers	pay	on	time?	Can	you	give	less	credit	or	give	
credit	for	a	shorter	period?	Do	you	have	to	give	credit	at	all?

•	 Can	you	reduce	your	Material	Costs	for	the	month	by	reducing	your	level	of	production?

•	 If	you	buy	on	credit,	can	your	supplier	give	you	more	time	to	pay?

•	 Can	you	postpone	the	payment	of	any	of	your	expenses,	for	example	the	payment	of	water	
or	electricity	bills	or	the	payment	of	your	own	salary?

•	 Can	the	bank	extend	your	loan	period	or	reduce	the	amount	you	have	to	pay	each	month?
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•	 Is	it	necessary	to	buy	the	new	equipment	immediately?	Can	you	buy	equipment	on	credit	
or	get	a	loan?

How often should you make a Cash Flow Plan?

•	 You	can	make	your	Cash	Flow	Plan	for	three	months	or	for	a	longer	or	shorter	period	if	it	
suits	your	business.

•	 Make	a	new	Cash	Flow	Plan	before	the	old	one	runs	out.	Then	your	business	can	always	see	
how	much	cash	is	likely	to	come	in	and	go	out	and	you	can	make	decisions	about	spending	
or	reducing	the	outflow.

12.7.7  Make a loan access plan

Is a loan necessary for business?

•	 If	your	Cash	Flow	Plan	shows	that	your	business	will	run	out	of	cash	and	you	think	that	you	
will	not	be	able	to	postpone	or	reduce	any	expenditure,	you	will	need	to	consider	getting	a	
loan.

•	 Your	Cash	Flow	Plan	will	help	you	determine	how	much	money	your	business	will	need,	
why	the	money	is	needed	and	when	it	can	be	paid	back.

1.  Choosing a Financial Institution

The	different	financial	institutions	provide	loans	but	attach	various	conditions	to	the	loans,	such	as:

•	 When	the	amount	should	be	paid

•	 Interest	you	should	pay	on	the	loan

•	 The	type	of	security	or	collateral	needed

•	 Penalties	for	failure	to	repay	the	loan

Choose	a	financial	institution	that	offers	conditions	that	your	business	is	able	to	fulfil.	Also	consider	
the	amount	of	interest	your	business	will	pay.

2.  Calculating Interest on your loan

•	 Financial	institutions	use	different	methods	of	calculating	the	interest	rate.	They	use	a	flat	
rate	method	and	a	reducing	balance	method.	

•	 Your	business	pays	less	interest	on	a	reduced	balance	method	of	interest	calculation.	Make	
sure	you	borrow	at	the	lowest	interest	possible.	

•	 Find	out	what	method	your	financing	institution	is	using.

3.  Preparing to qualify for the loan

•	 To	qualify	for	a	loan	from	a	financial	institution,	you	have	to	first	show	the	loan	officers	
that	your	current	business	is	performing	well.	You	can	do	this	by	showing	them	the	records	
of	your	previous	sales,	costs	and	profits.

•	 You	have	to	show	the	loan	officers	the	purpose	of	the	loan.

•	 Your	 plans	 for	 the	 following	 year	 should	make	 it	 clear	why	 your	 business	will	 need	 to	
borrow	the	money.

•	 The	Financial	institution	will	want	to	see	how	the	business	will	be	able	to	make	enough	
profit	to	pay	back	the	loan.	Your	plans	will	provide	them	with	that	information	as	well.
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•	 Some	financial	 institutions	may	 require	 collateral	 in	 addition	 to	 seeing	 your	 plans	 and	
records.	

•	 Collateral	is	the	asset	or	item	that	acts	as	a	guarantee	to	the	lenders	that	they	will	be	able	
to	recover	the	amount	they	are	loaning	to	you.	

•	 If	you	are	unable	or	unwilling	to	repay	the	amount	of	the	loan,	the	financial	institution	will	
sell	the	asset	to	recover	the	loan	amount	and	interest.	

•	 The	financial	 institution	will	 require	 that	 the	value	of	 the	collateral	 is	greater	 than	 the	
amount	you	owe.

4.  Planning for loan management

•	 It	is	important	to	repay	your	loan	when	instalments	are	due.	

•	 Late	payments	will	hurt	your	business’s	credit	rating,	which	may	make	it	difficult	to	borrow	
in	the	future.	

•	 Default	on	the	repayment	would	result	in	additional	costs	for	the	default	and	a	bad	credit	
rating.	

•	 The	company	assets	which	are	used	for	collateral	could	also	be	sold.	This	could	seriously	
disrupt	the	business	and	may	even	cause	it	to	fail.

•	 The	cash	to	make	the	monthly	loan	payments	should	be	generated	from	the	business	itself.	

•	 If	repayment	of	the	loan	would	be	sought	from	another	source,	the	business	gets	deeper	in	
debt.

•	 To	ensure	that	your	business	can	repay	the	loan	when	instalments	are	due,	remember	to	
include	the	instalment	amount	in	your	Cash	Flow	Plan,	under	“any	other	cash	out”.	

•	 The	timely	loan	repayment	is	possible	if	you	plan

•	 Before	you	request	a	loan,	it	is	important	to	determine	whether	your	business	will	generate	
enough	Gross	Profit	to	make	the	monthly	payments.	Repayment	of	the	loan	is	a	priority.

Discuss

1. Do	you	need	a	loan	for	improving	your	business?	

2. How	much	loan	do	you	need?

3. How	do	you	know	the	amount	of	loan	you	need?
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12.8  Risk Management

12.8.1  Risk 

It	is	the	possibility	of	your	business	suffering	a	loss	due	to	unexpected	events.	Following	are	some	
examples	of	unexpected	incidents	that	affected	the	businesses:

•	 I	was	injured	in	a	traffic	accident	and	have	been	in	the	hospital	for	weeks.	My	business	is	in	
chaos	because	my	assistant	can	do	nothing	without	me.

•	 The	 fire	 last	 month	 ruined	 my	 workshop	 and	 all	 the	 equipment.	 My	 business	 will	 be	
interrupted	for	three	months,	at	least.

•	 Government	 has	 allowed	 import	 of	 cheap	 tomatoes	 from	 our	 neighbouring	 country.	
Retailers	are	cancelling	orders.	This	crop	is	likely	to	go	to	waste!!

•	 Climate	change	has	resulted	in	drought;	our	crop	of	maize	will	be	destroyed

•	 Flooding	has	blocked	supplies	for	our	retail	shops.	The	shop	will	be	empty	by	tomorrow,	
unless	the	rivers	subside	and	we	can	cross	the	bridge.

Risk	can	arise	from	within the business or from the external environment.	

•	 Risks	 that	 arise	 from	within	 the	 business	 are	 called internal risks.	 Some	 examples	 of	
internal	risks	are	property	damage,	fraud,	accidents	and	employee	turnover.	

•	 Risks	that	arise	from	the	external	environment	are	called	external risks.	Some	examples	of	
external	risks	are	supply	shortages,	exchange	rate	fluctuation,	bad	debts,	new	regulations	
and	natural	disasters.

12.8.2  Risk management

Risk	Management	is	the	process	of	identifying	risks	to	which	your	business	is	exposed	and	developing	
strategies	for	reducing	the	impact	of	the	risk	on	your	business.	

Risk	Management	safeguards	should	be	a	strategic	driver	of	the	business	and	be	embedded	in	the	
overall	day-to-day	management.	

The	objective	of	Risk	Management	is	not	to	prevent	or	prohibit	risk	taking	happening.	

Risk	management	 is	 done	 to	 ensure	 that	 risks	 are	 taken	with	 a	 complete	 knowledge	 and	 clear	
understanding	of	the	effects	so	that	appropriate	responses	can	be	made.

Managing risk

Every	business	operates	under	a	lot	of	uncertainties.	When	you	understand	your	business	and	the	
external	environment	within	which	it	operates,	you	are	better	equipped	to	identify	uncertainties.

Uncertainties	may	occur	in	the	overall	business	operation	processes,	from	input	supplies,	to	processing	
and	marketing.	Therefore,	owners	of	businesses	should	be	aware	of	the	possible	uncertainties	and	be	
prepared	to	manage	them	before	making	specific	plans	for	the	future.
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Stages in the risk management process

 

  Identify the risks to 
which your business 
is exposed now and 

in the future

Develop strategies 
for responding to 

the risk

Assessing the 
possibility of the 

risk occuring

Likelihood: Will	this	risk	
occur?	Will	it	occur	often?

Impact: If	the	risk	occurs	
what	is	the	likely	impact?

Prioritising the 

risk

Internal risks - within the organisation

To	identify	internal	risks,	refer	to	your	Business	Analysis.	The	areas	in	which	your	business	is	not	
doing	well	may	carry	an	element	of	risk.	For	example,	your	business	is	possibly	at	risk	of	losing	its	
reputation	if	you	are	unable	to	control	the	quality	of	the	raw	materials	used	in	production.

External risks - outside the organisation

To	 identify	 external	 risks,	 refer	 to	 your	 forecast	 of	 changes	 in	 the	 external	 environment.	 Think	
carefully	 about	 possible	 threats	 that	 are	 caused	 by	 external	 changes	 and	 the	 possibility	 of	 your	
business	suffering	loss	due	to	those	threats.

Some	risks	are	common	to	many	businesses.	So,	you	can	also	look	at	other	businesses	of	the	same	
type	 and	 size	 and	 learn	 from	 their	 experiences	 identifying	 common	 risks.	Here	 are	 some	of	 the	
questions	you	may	ask	yourself	when	managing	risk:

•	 What	is	critical	for	the	survival	of	my	business?

•	 How	much	is	my	business	relying	on	others	to	produce	goods	or	provide	services?

•	 Is	my	business	depending	too	much	on	a	particular	customer?

•	 Are	the	internal	processes	of	my	business	adequate?

•	 Did	any	customer	or	supplier	default	on	payments?

12.8.3  Risk management strategies

Decide	what	to	do	with	each	risk	facing	your	business.	There	are	four	common	ways	to	respond	to	
risk.
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1.  Accepting the risk

You	may	decide	that	certain	risks	are	inevitable	e.g.	the	risk	that	certain	products	are	not	popular	
with	your	customers	is	part	of	doing	business.	However,	in	order	to	minimize	such	risks,	you	could	do	
market	research	so	that	you	have	a	better	understanding	of	your	customers’	needs	and	preferences.	
Credit	risk	is	often	the	cost	of	doing	business.	But	giving	credit	may	be	important	for	your	business	
in	order	to	increase	sales.

2.  Transferring the risk

Your	business	can	take	out	 insurance	against	certain	risks	 to	reduce	the	 impact	on	the	business.	
Insurance	premiums	can	cover	 risks	 such	as	fire,	 theft	and	crop	 failure.	When	a	 loss	occurs,	 the	
insurance	company	compensates	your	business.

3.  Reducing the likelihood or impact of the risk

Your	business	can	come	up	with	ways	to	reduce	the	likelihood	of	the	risk	occurring	or	the	damage	
that	is	caused	by	a	risk	event.	For	example,	you	can	control	credit	risk	through	careful	record	keeping	
and	monitoring.	You	might	set	aside	some	funds	in	a	savings	account	so	that	you	have	resources	
available	to	react	to	an	unexpected	event	as	soon	as	it	occurs.	Contingency	planning	is	important	for	
natural	disaster	risks.	Your	business	needs	to	plan	how	it	will	handle	natural	disaster	related	risks	to	
which	your	business	is	exposed.

4.  Avoid the risk

	Your	business	has	to	avoid	risks	that	have	a	significant	impact	and	a	high	probability.	For	example,	
you	should	not	give	credit	to	customers	you	do	not	yet	know	or	those	who	have	a	bad	credit	history.	
This	can	protect	you	from	the	cost	of	default,	as	well	as	the	costs	associated	with	trying	to	recover	a	
late	payment.

Discuss

1.		 List	the	risks	to	which	your	business	is	exposed	now	and	in	the	future.

2.	 Which	risks	should	your	business	prioritize?

3.	 How	will	your	business	deal	with	those	prioritized	risks?

Use	the	template	to	analyse	your	risks:

Risk Likelihood Frequency Impact Priority Actions
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Summary

•	 Planning	means	thinking	about	and	organizing	the	activities	required	to	achieve	a	
desired	goal.	

•	 Business	planning	means	thinking	about	and	working	out	what	to	do	in	the	future	to	
improve	your	business.

•	 Before	you	start	preparing	plans	for	your	business,	you	need	to	know	how	well	your	
business	has	performed	previously.	This	is	called	a	Business Analysis.	

•	 To	analyse	your	business	you	should	follow	these	steps:	get	past	data;	compare	current	
and	past	records;	and	plan	for	improvements.

•	 A	forecast	tells	you	what	is	likely	to	happen	in	the	future.
•	 Changes	in	the	external	environment	do	impact	your	business.
•	 Risk	is	the	possibility	of	your	business	suffering	loss	due	to	unexpected	events.
•	 It	 is	 important	 to	be	aware	of	 and	plan	 for	 the	possible	occurrence	of	 events	 that	

would	have	a	negative	impact	on	your	business.
•	 Risk	Management	is	the	process	of	identifying	risks	to	which	your	business	is	exposed	

and	developing	strategies	for	reducing	the	effects	of	the	risk	to	your	business.
•	 There	are	four	stages	in	the	Risk	Management	process:	identifying	risks,	assessing	the	

risks,	prioritizing	the	risks	and	responding	to	the	risks.
•	 There	are	four	common	ways	to	respond	to	risk:	accept,	transfer,	reduce	and	avoid.
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SESSION 13:  People and productivity

13.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 set	up	a	defined	organisational	structure;
•	 select	the	right	people	for	your	business;
•	 link	people	and	productivity;
•	 identify	the	key	productivity	indicators	of	their	business	and	the	factors	that	influence	

them;
•	 build	a	safe	and	healthy	workplace;	and
•	 maintain	good	external	relations	in	order	to	support	your	business.

13.2  Setting up an organisational structure

An	organisational	structure	is	designed	to	facilitate	organisation	of	work	and	maximum	contribution	
of	people	in	an	organisation.

It	involves	arrangement	of	people	and	jobs	so	that	the	organisation	can	perform	its	work	and	meet	
its	goals.

13.3  How can a farmer organise his/her organisational structure?

In	setting	up	an	organisational	structures	the	following	factors	should	be	taken	into	account:

•	 The	structure	must	be	simple,	flexible,	and	avoid	bureaucratic.	

•	 The	involvement	and	participation	of	employees.

•	 Good	communication	of	the	structure	to	all	employees.

•	 Continuous	review	of	the	structure	to	take	into	account	changes	in	the	business	environment.

Homework

Develop	your	own	organisational	structure	for	the	people	employed	in	your	business.

13.3.1  Recruiting productive people

Your	business	success	depends	on	you	and	on	the	people	working	with	you.	All	the	people	working	
in	your	business	 contribute	 to	 the	productivity	of	 your	business.	Recruitment-means	 identifying,	
locating	and	attracting	prospective	employees	to	work	in	your	business.

In	order	to	recruit	the	right	staff,	an	organisation	should	have	a	clear	recruitment	policy	based	on	
the	business	needs	and	the	achievement	of	its	objectives.	When	recruiting,	you	have	to:
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Determine the work to be done

•	 List	the	kind	of	work	to	be	done	and	the	skills	and	attitudes	needed.

•	 Estimate	the	amount	of	work	involved.

•	 Determine	who	should	do	to	the	work.

Write job descriptions to specify who is to do what 

•	 Job	description	acts	as	work	program	for	staff.

•	 The	following	headings	will	serve	most	purposes:

 Job title:	 clear	 indication	 of	 the	 functional	 area	 and	 level	 of	 position,	 e.g.	 Marketing	
Manager.

 Reports to: the	job	holder’s	immediate	boss	or	supervisor.

 Supervises the following:  who	reports	to	the	jobholder.

 Main objectives of the position:	a	summary	of	the	job;	its	link	to	other	jobs	and	its	overall	
contribution	to	business.			

 Principal responsibilities and main task:	 a	 description	 of	 the	 job	major	 duties	 and	
responsibilities	in	order	of	importance	and	expected	standards.

 Job requirements:	 the	 required	 skills,	 experience,	 education	 training	 and	 other	
qualifications.

Select the right workers

•	 Attract	suitable	applicants,	and	interview	and	select	the	right	candidate.

Induction

•	 Help	new	workers	settle	in	and	understand	your	business.

Make a contract

•	 Depending	on	 your	business	needs	 and	 tasks	 to	be	performed,	 you	must	decide	on	 the	
contracts	to	offer	to	new	employees.	Will	they	be

	 –	permanent	staff?

	 –	casual/part-time	staff?

	 –	contract	staff	or	sub	–	contracted	(outsourcing)?

13.4  Linking people and productivity

13.4.1  What is productivity?

Productivity	is	the	effective	use	of	innovation	and	resources	to	increase	the	value	added	content	of	
goods	and	services.

To	improve	productivity,	the	owner	of	a	business	can	do	two	things:

1.		 Increase	the	output	without	changing	the	input	(making	and	selling	more).

2.		 Decrease	the	input	without	changing	the	output	(reducing	the	costs	of	the	resources	used	
in	the	business).
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The	following	is	an	illustration	of			ways	to	measure	productivity:

1. Employee	productivity	=	Sales/salaries	or	wages

2. Overall	productivity	=	Sales/input	costs

    
  Input

		People

  Land

		Buildings

		Materials

		Enenrgy

    
Output

		Goods	and	services	

sold	to	customers

•	 The	productivity	of	your	business,	therefore,	indicates	the	degree	to	which	your	resources	
(input)	are	put	to	good	use.	

•	 By	 increasing	your	productivity,	 you	 improve	your	business	performance	and	 therefore,	
increase	your	profits.

13.4.2  Productivity indicators

For	 an	 entrepreneur	 to	 know	 if	 implementing	 the	 productivity	 improvements	 would	 actually	
improve	the	business,	there	is	need	to	have	productivity	indicators	to	measure	the	improvements	in	
productivity.

A	productivity	indicator	should	relate	to	the	business	output	or	input.	The	following	is	an	example	
of	General	Dealer	and	the	possible	productivity	indicators.

•	 To	be	increased	or	improved:

	 -The	value	of	the	monthly	sales

	 -The	number	of	goods	sold	per	customer

	 -The	number	of	new	customers

•	 To	be	decreased	or	checked:

	 -The	cost	of	the	supplies

	 -The	percentage	of	spoilage

	 -The	number	of	staff	absences

	 -Shoplifting	and	theft

Examples of productivity indicators:

•	 The	number	of	garments	a	worker	produces	for	each	hour	that	he	or	she	receives	a	salary

•	 The	weekly	sales	per	square	metre	of	shop	space.

•	 The	number	of	chair	legs	a	machine	can	turn	in	a	day	if	working	non-stop	(the	number	
produced	will	depend	on	the	machine	as	well	as	on	the	machine	operator).

•	 The	number	of	shirts	an	employee	can	sew	per	hour	during	his	or	her	eight	hour	shift.
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•	 The	total	cost	of	the	salaries	paid	in	relation	to	the	total	sales	of	the	business.

If	 your	 business	 team	 is	 inefficient,	 your	 business	 will	 suffer.	 If	 they	 do	 their	 work	 well,	 your	
productivity	will	increase	and	your	business	will	do	well.

13.4.3  People and competitiveness

To	sell	more	goods	or	services,	your	business	must	be	more	competitive	than	your	competitors	in	
the	market.

There	are	many	factors	contributing	to	competiveness	of	a	business,	such	as:

•	 location,

•	 equipment,	

•	 materials,	

•	 distribution,	etc.

The	people	working	in	your	business	are	the	decisive	factor	in	creating	a	long-term	competitive	edge	
for	your	business.	This	 is	because	your	competitors	 can	replicate	 the	other	 factors.	 For	example,	
the	good	location	of	your	business	will	no	longer	be	a	competitive	advantage	if	a	competitor	finds	a	
location	better	than	yours.

13.4.4  Ways of Improving Productivity

Productivity	can	be	improved	by	making	and	selling	more	(increasing	the	output)	and/	or	by	reducing	
the	cost	of	the	resources	used	in	the	business	(decreasing	the	input).

You	should	think	of	ways	to	reduce	input	and	increase	output	without	negative	consequences.

The	following	processes	need	to	be	considered:

Identify the factors that influence productivity

Productivity	factors	are	issues	that	positively	or	negatively	affect:

•	 The	input	 (People,	Land,	Buildings,	Materials,	Energy,	wages,	electricity,	etc.)	required	to	
produce	a	certain	amount	of	output	(the	quantity	of	goods	or	services	produced	and	sold).

•	 The	volume	of	output	(the	quantity	of	goods	that	need	to	be	produced	and	sold	at	certain	
prices	in	order	to	achieve	specific	sales	targets).

Productivity	factors	may	be	divided	into	internal	and	external:

•	 Internal productivity factors are	 issues	 that	can	be	 influenced	by	 the	business	owner.	
These	may	include	issues	to	do	with	the	goods,	product	quality,	price,	equipment,	material,	
energy	use,	skill	and	motivation	of	workers,	storage,	the	organization,	etc.

•	 External productivity factors	are	issues	that	are	outside	the	control	of	the	business.	They	
include	access	to	infrastructure,	the	weather,	the	market	situation,	taxation,	etc.	Nothing	
can	 be	 done	 about	 these	 factors	 as	 long	 as	 the	 business	 keeps	 operating	 in	 its	 present	
setting.	If	they	have	a	serious	negative	effect,	the	business	owner	may	consider	relocating	
or	changing	the	business.

Sit	down	with	your	business	team	to	find	out	the	barriers	to	improving	productivity	and	what	you	
can	do	to	improve	the	productivity	of	your	business.

Use	the	following	template	to	plan	for	your	business	improvements:	
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Problem How to improve? Productivity indicator

13.4.5  Monitoring productivity

Continuous	 monitoring	 of	 productivity	 indicators	 will	 facilitate	 the	 constant	 measurement	 of	
improvement.	New	and	different	indicators	may	be	introduced	from	time	to	time	for	other	aspects	
of	the	business.

Discuss

1. Which	 are	 the	 most	 important	 productivity	 factors	 in	 your	 business?	 What	 are	 the	
constraints	to	your	productivity?

2. What	do	you	need	to	be	increased	or	improved	for	improved	productivity	for	your	business?

3. What	do	you	need	reduced	or	checked	for	reducing	costs	for	the	business?	

4. Make	a	plan	for	productivity	improvement	for	your	business?

13.4.6  How to motivate staff for improved productivity

Employees	should	be	should	also	be	motivated	to	work.	This	will	encourage	staff	productivity.	There	
are	many	ways	to	motivate	people.	There	is	negative	motivation;	such	as	the	fear	of	losing	a	job	or	
risking	criticism	from	the	boss.	

There	 is	 also	 positive	 motivation;	 such	 as	 praise,	 financial	 incentives,	 additional	 training	 and	
professional	 development.	 Positive	 motivation	 is	 more	 effective	 in	 improving	 performance	 and	
increasing	productivity.

The	following	factors	can	be	used	to	motivate	employees	for	improved	productivity:

•	 Wages and financial incentives should be regular, fair		and	sufficient	for	meeting	the	
needs	of	the	employees	and	their	families.

•	 Job security.	If	an	employee	is	sure	of	continuous	employment	productivity	will	increase

•	 Workplace safety will motivate employees.

•	 Training and development.	 In	small	businesses,	employees	learn	from	experienced	co-
workers	or	supervisors	while	they	are	on	the	job.	Therefore,	most	of	the	training	will	be	
done	on	the	job	and	by	coaching.	

•	 Coaching	 will	 provide	 workers	 with	 the	 skills	 they	 need	 to	 perform	 their	 jobs	 better.		
Normally	the	business	owner	acts	as	a	coach,	but	you	can	also	assign	workers	who	have	
experience	and	skills	to	coach	new	workers. To	provide	an	effective	coaching	session,	you	
should:

 – Identify	the	new	skills	that	the	workers	need	by	comparing	their	current	performance	 
	 with	the	requirements	of	the	job.

 – Involve	the	workers	in	the	planning	of	the	coaching	sessions	to	help	you	decide	what	 
	 skills	they	need	to	be	taught	and	when	and	where	the	sessions	will	take	place.
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 – Explain	very	clearly	what	skills	are	needed	and	what	you	expect	to	achieve.

 – Demonstrate	the	skills	so	that	the	workers	can	observe	them.

 – Make	it	a	requirement	for	the	workers	to	practice	the	new	skills.

 – Observe	 their	performance	and	give	 them	 feedback	 so	 that	 they	 can	 improve	 their	 
	 skills.

•	 Employee development. The	top	step	on	the	motivational	ladder	concerns	the	need	for	
people	to	develop	themselves,	to	improve	their	abilities,	to	learn	new	skills	and	to	grow	in	
their	jobs.	If	the	need	is	met,	your	workers	will	be	happier	and	more	motivated	to	contribute	
to	making	your	business	more	productive.

•	 Team work.

•	 Provide feedback to employees.

13.4.7  Workplace and productivity

•	 A safe and efficient workplace results in happier workers	who	do	better	work,	and	have	
higher	productivity.

•	 A safe work environment helps to prevent accidents	 that	 stop	 performance	 and	
negatively	affect	worker	motivation.	It	minimizes	the	causes	of	accidents,	unsafe	physical	
conditions	and	bad	work	practices.

•	 To reduce the likelihood of accidents and illnesses	in	your	business,	follow	the	following	
steps:

 – Step	1:	Plan	to	prevent	accidents	and	illnesses	at	the	workplace

 – Step	2:	Carry	out	regular	safety	inspections

 – Step	3:	Correct	problems	immediately

 – Step	4:	Have	a	plan	of	action	for	treating	accidents	or	illnesses

Discuss

1. What	are	the	ways	in	which	you	can	keep	your	staff	motivated?

2. What	 do	 you	 need	 to	 improve	 your	 business	 location	 for	 health	 and	 safety	 of	 your	
employees?

13.4.8  Business relations and productivity

•	 The	relation	between	people	and	productivity	goes	beyond	those	people	who	are	working	
directly	for	you.	

•	 It	relates	to	all	the	people	who	are	in	contact	with	your	business.	

•	 Good	external	relations	and	a	good	reputation	can	help	a	business	attract	more	customers,	
more	investors,	good	suppliers,	good	employees	and	will	result	in	higher	profits.

•	 Good	relationships	with	key	individuals	and	institutions	in	the	community	also	promote	
the	development	of	your	business.
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The	following	groups	of	people	are	very	important	to	your	productivity.	The	groups	will	be	discussed	
and	identify	why	they	are	important:

1.	 Customers

2.	 Suppliers

3.	 Your	family

4.	 Your	neighbours	and	the	community

5.	 Competitors

6.	 Government	agencies,	business	associations,	training	institutions,	trade	unions,	financial	
institutions.

1.  Customers

•	 Customers	are	essential	to	any	business.	Without	customers	there	will	be	no	revenue	and	
the	business	will	fail.

•	 Customers	will	most	 probably	 come	 from	 the	 same	 community	 as	 your	workers.	 Their	
family	and	friends	may	even	be	customers.

•	 Therefore,	it	is	helpful	if	your	workers	also	witness	that	the	business	has	a	good	relationship	
with	its	customers.

Discuss

1. How	can	you	improve	relations	with	your	local	customers?

The	advice	and	information	about	customers	below	will	be	useful	for	your	business:

•	 Satisfied	customers	usually	return	to	do	business	with	the	company	or	store	again	and	are	
likely	to	recommend	the	business	to	their	family	and	friends.

•	 Dissatisfied	customers	tell	their	family	and	friends	about	their	bad	experience	and	advise	
them	not	to	patronize	the	business.

•	 It	takes	more	effort	to	find	a	new	customer	than	it	takes	to	keep	an	existing	one.

•	 Losing	a	customer	is	not	just	losing	the	value	of	an	individual	sale.	It	is	a	permanent	loss	
which	may	include	the	loss	of	other	potential	customers.

•	 Some	unhappy	customers	will	complain,	but	others	will	not.	When	a	customer	complains,	
he	or	she	is	giving	the	business	a	chance	to	make	things	right.

•	 When	a	customer’s	complaint	is	dealt	with	correctly	and	the	customer	is	satisfied	with	the	
response,	that	customer	will	usually	return	to	do	business	with	the	business	again.

2.  Relations with suppliers

Establishing	and	keeping	good	relations	with	your	suppliers	means	that	you	will	receive	good	quality	
supplies	and	on	time,	have	a	higher	productivity	and	earn	more	profit.

Important	information	and	advice	about	suppliers:

•	 Like	 any	business,	 the	 suppliers	want	 to	 keep	 good	 customers.	 They	 seek	 to	 do	 this	 by	
providing	good	service	and	quality	goods.
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•	 Suppliers	are	a	good	source	of	information	about	business	trends.	They	know	about	new	
products,	possible	material	shortages	and	price	rises.

•	 Equipment	 suppliers	 can	 help	 with	 good	 after-sales	 service	 and	 offer	 good	 advice	 and	
regular	supplies	of	spare	parts.

•	 Maintain	good	relations	with	suppliers	by	placing	your	order	early	and	most	importantly,	
by	paying	on	time.

•	 Keep	checking	to	make	sure	that	your	suppliers	are	offering	the	best	value	for	your	money.	
Providing	feedback	on	their	products	may	result	in	better	quality	products	being	provided,	
better	prices	for	the	products	and	better	conditions	being	offered.

Discuss

1. How	good	are	your	relations	with	your	neighbours?	How	can	you	improve	the	relations?

3.  Family

Your	 family	 is	 an	 important	 business	 relation	 and	 the	 following	 points	 about	 family	 should	 be	
considered:

•	 Members	of	your	family	may	provide	you	with	the	capital	needed	to	start	or	expand	your	
business,	or	guarantee	bank	loans	for	the	needed	capital.

•	 Some	of	your	family	members	may	work	for	you	and	others	may	be	your	customers.

•	 Family	members	may	help	you	to	contact	important	customers	and	suppliers.

•	 Your	family	is	important	in	providing	the	moral	support	needed	to	start	and	improve	your	
business.

To	benefit	from	your	family	relations,	you	should	remember	this	advice:

•	 Tell	your	family	members	that	you	want	your	business	to	be	self-sustainable	and	that	you	
do	not	want	to	rely	on	family	support	forever.

•	 Make	sure	that	your	family	understands	that	the	business	is	yours	and	that,	although	their	
advice	is	important,	their	influence	on	business	decisions	is	limited.

•	 Separate	the	money	that	belongs	to	the	business	from	your	own	money	and	that	of	your	
family.

•	 If	you	employ	family	members,	treat	and	pay	them	the	same	as	any	other	member	of	your	
staff.

If	you	maintain	good,	constructive	relations	with	your	family,	you	can	be	assured	that	they	will	be	
good	ambassadors	for	your	business.	This	will	help	you	to	achieve	improved	productivity	and	higher	
profits.

4.  Your neighbours and your community

Your	business	operates	within	your	community.	The	following	is	important	information	and	advice	
about	community	relations:

•	 People	 living	 in	 your	 community	 may	 be	 customers	 and	 may	 either	 recommend	 your	
business	or	discourage	their	friends	from	supporting	your	business.
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•	 People	will	form	a	negative	opinion	of	your	business	if	it	is	damaging	the	environment.

•	 Providing	good	jobs	increases	the	income	for	the	people	in	your	community.	This	leads	to	
greater	purchasing	power,	more	customers	and	satisfied	employees.

      Discuss

1. How	good	are	your	relations	with	your	neighbours?	How	can	you	improve	the	relations?

5.  Competitors

Often	your	competitors	live	in	the	same	community	with	you.	This	is	a	good	reason	for	keeping	good	
relations	with	them.	In	addition,	consider	this:

•	 Your	competitors	also	want	their	businesses	to	succeed.	You	can	learn	a	lot	from	them	by	
analysing	how	they	operate.

•	 Businesses	of	the	same	type	are	often	located	on	the	same	street,	which	helps	customers	
easily	find	what	they	need,	brings	them	to	your	street	and	encourages	competition	as	well	
as	cooperation	between	the	businesses.

•	 Competitors	may	find	that	the	only	way	to	fill	a	large	order	is	to	work	with	other	similar	
businesses.

•	 Competitors	may	get	a	quantity	discount	by	joining	together	to	place	a	large	order.	In	other	
words:	Cooperate	in	order	to	compete	in	the	overall	marketplace.

•	 Competitors	may	agree	to	change	their	stock	range,	so	as	to	serve	slightly	different	needs	
or	markets.	This	would	be	advantageous	to	both	businesses.

6.  Other support institutions

A	business	owner	must	be	aware	of	the	conditions	of	trade	union	agreements	and	must	conform	to	
the	laws	of	the	country	in	which	the	business	is	operating.	There	are	several	laws	and	standards	that	
may	affect	your	business:

•	 Laws	that	don’t	allow	child	labour

•	 Laws	regarding	safety	and	health	arrangements	in	the	workplace

•	 Laws	dealing	with	employment,	discrimination	and	working	conditions

•	 Laws	to	protect	the	environment,	including	laws	regarding	the	proper	handling	of	hazardous	
products

•	 Laws	about	paying	taxes	and	purchasing	licences

•	 Laws	regarding	competition

•	 Sector	specific	standards	that	directly	concern	your	business

    Good relations should be maintained with the following institutions:

•	 Good	relations	should	therefore	be	maintained	with	government	agencies

•	 There	are	different	types	of	business	associations:	The	owner	of	a	business	may	find	that	
it	 is	advantageous	to	be	a	member	of	one	or	more	business	associations.	Through	these	
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associations,	you	will	be	able	to	voice	your	concerns	and	possibly	to	influence	government	
policy	decisions.

•	 Business	associations	provide	convenient	linkages	with	banks	or	other	financial	institutions	
and	government	programmes	that	provide	funds	to	small	and	medium	enterprises.

•	 Financial	Institutions	will	be	a	source	of	financial	products	and	as	a	customer	you	should	
pay	back	loans	as	per	contract.	Open	an	account	and	maintain	it	to	show	sustainability	of	
income.	This	will	provide	credit	history	for	you	and	you	can	access	services	you	need.

Discuss

1. How	are	your	supplier	relations?	Do	you	get	the	best	deals	possible?	Can	they	be	improved	
by	developing	better	relations?

2. Which	institutions	affect	your	business?	How	can	you	improve	relationships	with	other	
support	institutions	to	access	their	services?

     

Summary

•	 No	business	can	succeed	without	people	who	are	motivated	about	 their	 job	 in	 the	
business.

•	 Productivity	 is	 a	measure	 of	 the	 degree	 to	which	 your	 resources,	 including	 your	
human	resources,	are	put	to	good	use.

•	 The	 success	 of	 your	 business	 and	 the	 amount	 of	 profit	 it	 makes	 depends	 on	 the	
productivity of your workers.

•	 Child labour	deprives	children	of	their	childhood,	their	potential	and	their	dignity.
•	 Staff productivity	is	higher	if	people	are	motivated	by	having	their	needs	fulfilled.
•	 Pay decent salaries/wages which	satisfy	the	basic	needs	of	your	workers,	ensuring	

that	these	payments	are	in	line	with	national	legislation
•	 Encourage	teamwork	and	give	your	workers	the	opportunity	to	be	part	of	the	team	

that	makes	up	your	business.
•	 A safe work environment helps to prevent accidents.
•	 Conflict	may	 occur	when	 people	work	 together.	When	 conflict	 occurs,	 people	 are	

uncomfortable,	time	is	wasted	and	productivity	is	diminished.	Therefore	managing	
conflict	will	improve	morale	and	productivity	at	the	workplace.

•	 Without	customers	there	will	be	no	revenue.	Good	relations	with	customers	are	of	the	
utmost	importance.

•	 It	 pays	 to	keep	good	 relations	with	competitors	 in	 your	 community.	 You	need	 to	
cooperate	 in	 order	 to	 compete	 in	 the	 marketplace.	 There	 are	 several	 things	 that	
similar	businesses	can	do	together	that	can	benefit	of	all	of	them.
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SESSION 14:  Commodity associations

14.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 understand	the	rationale	behind	commodity	association;
•	 explain	composition	of	commodity	association;
•	 understand	membership	criteria;
•	 outline	the	advantages	and	disadvantages	of	commodity	association;
•	 know	ways	of	formalising		commodity	associations;
•	 to	know	 the	barriers	 to	micro	and	 small	 to	medium	entrepreneurs	participation	 in	

markets;	and
•	 to	understand	the	dynamics	of		agricultural	value	chain.

14.2  What is a Producer Group/Commodity Group?

It	is	a	specialized	organization	dedicated	to	promoting	the	knowledge	and	interests	of	a particular	
producer	community	for	example			indigenous	chicken	producers,	pig	producers,	goat	producers	and	
many	others.

14.3  Barriers/Challenges faced by small scale farmers in participating  
in formal market

•	 Highly	limited	and	competitive	markets.

•	 Limited	 to	 local	 	 and	 informal	 markets	 controlled	 by	 entrepreneurs	 called	 brokers	 or	
intermediaries.

•	 Poor	quality	products.

•	 Weak	infrastructure.

•	 Limited	market	information	(markets	and	prices	information	only	available	to	brokers).

•	 Limited	business	services	such	as	finance,	appropriate	technology	and	capacity	to	run	the	
enterprise.

•	 Limited	 bargaining	 power	 for	 their	 produce	 as	 they	 cannot	meet	 demand	 	 and	 quality	
standards	thus	they	end	up	with	a	dictated	price.

•	 They	sell	individually.
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14.4  The Rationale behind forming Commodity Associations

•	 Commodity	associations	are	formed	as	a	desire	to	improve	market	access,	reduce	transaction	
costs,	or	to	obtain	external	finance.	

•	 Commodity	associations	play	an	important	role	in	promoting	the	particular	interests	of	their	
members	and	may	conduct	a	broad	range	of	other	activities,	such	as	product	promotion,	
quality	 development,	 training,	 and	 Information	 provision.	 Members	 of	 a	 commodity	
association	can	enjoy	the	following	benefits:

	 •	 High	bargaining	power	in	sale	of		their	products.	

	 •	 Small	businesses	face	formalised,	and		consolidated	value	chain	players	and	therefore	 
	 they	need	to	be	formalised	in	associations	for	credibility.

	 •	 Bulk	buying	of	inputs	and	reduction	in	costs	by	purchasing	collectively.

	 •	 Collective	marketing	of	produce	through	a	common	market.

	 •	 Accessing	production,	harvesting	or	marketing	information.

	 •	 Commodity	Associations	acts	as	entrance	point		into	formal	markets.

	 •	 Increased	access	to	value	chain	financing.

	 •	 It	helps	members	to	access	critical	business	development	services.

	 •	 Commodity	groups	members	have	the	ability	to	influence	price	of	their	produce.

It	can	play	the	role	of	mediator	and	judge	when	buyer	and	seller	within	an	industry	do	not	agree	on	
the	definition	of	the	product	they	are	transact.

14.5  Composition of a commodity group

•	 The	groups	is	made	up	of	voluntary	individuals dealing	with	same	commodity	and	have	a	
common	goal.

•	 The	association	is	treated	as		a	legal	entity.

•	 Their	goal	is	to	act	for	the	common	interest	of	all	their	different	members.

•	 It	is	therefore	very	important	that	decisions	taken	within	the	association	are	as	unanimous	
as	possible	to	promote	linkages	between	producers	and	other	sectors	such	as	processors,	
exporters,	traders	and	transporters.

14.6  Producer/commodity group composition

Commodity	associations	can	have	many	members	however	for	easy	management	clusters	of	members	
linked	to	the	main	commodity	association	can	be	formed	in	the	area	and	these	will	have:

•	 15-30	voluntary	members	for	easy	management	and	monitoring.

•	 Members	live	close	to	each	other	for	easy	provision	of	trainings,	management	of	businesses	
and	marketing	services(	harvesting,	grading,	collection	and	other	administrative	procedures.

•	 Savings	mobilization	should	be	done	by	associations		for:	

	 •	 building	cohesion	among	members,	

	 •	 building	capital	base,	
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	 •	 collateral	for	accessing	loans	from	other	value	chain	players,	

	 •	 on	lending	to	members	to	support	production,	

	 •	 leverage	to	external	borrowing.

14.7  Criteria for selection of  commodity group members

The	following	is	some	of	the	key	criteria	for	commodity	association	membership:

•	 Zimbabwean	citizen	(ID)

•	 Both	women	and	men	eligible	in	own	right

•	 Should	be	the	one	of	the	decision	makers	of	the	farm

•	 Numbers	of		hectares	cultivated	or	livestock	kept

•	 Willing	to	pay	registration	fees	to	join

•	 Willing	 to	 participate	 in	 meetings	 and	 technical	 trainings,	 business	 related	 activities	
organized

•	 Agrees	to	abide	by	the	constitution	of	the	group

•	 Located	within	a	specified	agricultural	producing	area

•	 Producing	the	specified	commodity

•	 Willingness	to	sign	a	contractual	agreement	and	to	deliver	produce	to	identified	buyers

•	 Members	are	within	close	proximity	for	group	activities	

•	 Be	willing	to	abide	by	all	program	and	group	rules	and	regulations

Discuss

Activity: Role play

Farmers must act a market scenario where one goat buyer if faced with so many   unconsolidated suppliers 
of goats who want to sell the goats to the buyer. The role players must be able to show how the price is deter-
mined in an unconsolidated market. The whole group should discuss other challenges for competing for the 
same market

14.8  Advantages of commodity groups

•	 Members	speak	with	one	voice.

•	 Improved	relations	among	farmers.

•	 Sharing	information	for	the	benefit	of	farmers.

•	 Strengthen	 and	 grow	 sustainable	 business,	 food	 security,	 increase	 incomes	 and	 job	
opportunities.

•	 Improved	quality	of	life.

•	 Improved	access	to	inputs	and	reduce	costs	through	bulk	purchasing.



168

•	 Enhanced	produce	quality	and	marketability	through	common	production	standards	and	
market	driven	product	specifications.

•	 Improved	access	to	finance.

•	 Increased	efficiency	by	sharing	production	skills	and	resources.

•	 Targeted	market	information.

•	 Improved	marketing	of	produce.

•	 Bulk	purchasing.

•	 Collective	marketing.

•	 Platform	for	meetings	and	trainings.

14.9  Disadvantages of commodity groups

•	 Decision	making	is	slow	as	every	member	has	to	agree	on	it.

•	 Dilution	of	profits	may	demotivate	members.

•	 Marketing	boards	may	monopolise	the	local	farmers.

14.10  How to mobilise for commodity groups

•	 Obtain	and	study	the	respective	producer	concentration	within	the	ward.

•	 Demarcate	into	catchment	zones	based	on	the	concentration	of	the	identified	produce.

•	 Hectares/	number	of	livestock.

•	 Accessibility	to	area-	ease	of	transport,	mode	of	transport,	communication.

•	 Are	there	other	producer	associations	already	functional	 in	the	area?	ZFU,	Cooperatives,	
other	organisations.

14.10.1  Outreach and sensitization meetings for entrepreneurs to join the commodity  
    groups

1.	 Organise	a	public	meeting	or	farmers’	meeting:	

	 	 with	help	of	extension	in	the	area.

	 	 local	structures.

	 	 have	an	appropriate	meeting	venue,	time	and	date.

2.	 The	public	meeting	can	be	followed	up	with	one	on	one	meetings	with	those	who	do	not	
register	on	the	first	public	meeting.

14.10.2  Activities after the public meeting

1.	 Call	first	meeting	of	the	initial	members	to	start	planning.

2.	 Formulation	of	Association	constitution	to	guide	operations.

3.	 Election	of	group	leadership.

4.	 Collection	of	baseline	 information	per	member	 (name	of	 farmer,	marital	status,	 level	of	
education,	 location,	group	name,	hectares/number	of	animals,	previous	experience	with	
commodity	technical	skills	received,	challenges	(see	attached	baseline	data	sheet).
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5.	 Group	records	 that	 should	be	kept	by	 the	association	 include-	minute	book,	attendance	
register,	treasurer’s	ledger	(crop	deliveries	and	collections,	registration	fees,	fines,	payments	
for	produce	sold,	savings	loans	and	etc).

6.	 Group	registration	if	preferred	should	be	done.

7.	 Group	should	open	a	bank	account	for	convenient	linkages	with	other	value	chain	players.	

14.10.3  Growth of commodity groups

Depending	on	concentration	and	growth	the	commodity	groups	can	grow	into:

1.	 Ward	association

2.	 Area	association

3.	 District	Association

4.	 Provincial	association

5.	 National	Associations

NB.	It	is	important	that	the	local	commodity	groups	be	linked	to	district,	provincial	and	national	
structures	for	accessing	information	and	participating	in	lobbying	related	to	the	commodity.

Discuss

1.	 In	your	ward	which	commodities	have	potential	for	formation	of	a	producer/commodity	
group?

14.10.4  Formalization of commodity groups

The	decision	concerning	the	most	suitable	legal	form	of	organization	for	your	producers’	association	
is	very	important.	The	credibility	of	the	form	of	registration	should	be	prioritized	for	members	to	
benefit.		The	commodity	group/association	can	be	registered	as:

1.	 Cooperative	by	the	Registrar	of	Cooperatives

2.	 Cooperative	Company	through	the	Registrar	of	companies

3.	 By	affiliating	to	an	existing	apex	association

Small	groups	of	 farmers	 form	their	association	and	apply	 to	affiliate	 to	well	established	 industry	
association,		a	certificate	of	affiliation	is	issued.

Discuss

1.	 Identify	 APEX	 associations,	 Councils	 and	 Unions	 which	 small	 scale	 farmers	 producer	
groups	can	affiliate	to.

2.	 Discuss	the		benefits	and	costs	associated	with	affiliating	to	a	district	Commodity	Association.

3.		 What	are	the	benefits	of	formalizing	an	Association?
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14.11  The enterprise and its environment

The	 diagram	 below	 illustrates	 the	 value chain of any organisation.	 Entrepreneurs	working	 in	
associations	should	understand	the	business	environment	in	which	they	will	be	conducting	their	
business	and	identify	a	profitable	stage	for	their	association.	This	will	help	them	to	identify	themselves	
as Producer Associations, Processors or Sellers of end product.

14.11.1  Value system

Value	refers	to	what	something	is	worth.

Value – adding 
(transformation 

process) 

OutputsInputs

Summary

•	 A	producer/commodity	group	is	a	specialized	organization	dedicated	to	promoting	the	
knowledge	and	interests	of	a	particular	producer	community	for	example			indigenous	
chicken	producers,	pig	producers,	goat	producers	and	many	others.

•	 The	group	 is	made	up	of	 voluntary	 individuals	dealing	with	 same	commodity	 and	
have	a	common	goal

•	 The	group	can	have	15-30	members	who	live	close	to	each	other
•	 Commodity	associations	play	an	important	role	in	promoting	the	particular	interests	

of	their	members	and	may	conduct	a	broad	range	of	other	activities,	such	as	product	
promotion,	quality	development,	training,	and	Information	provision.

•	 There	are	many	benefits	of	commodity	groups	to	the	members.
•	 Depending	 on	 the	 geographical	 spread	 of	 the	 commodity,	 Commodity	 groups	 can	

grow	ward,	area	or	district	associations.
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SESSION 15:  Contract farming

15.1 Introduction

Greet each other and review the learning objectives for this session.

Learning objectives

By	the	end	of	sessions	participants	should	be	able	to:
•	 define	what	a	contract	is;
•	 explain	different	types	of	contracts	that	they	can	enter	into	as	farmers;
•	 know	contents	of	a	valid	contract;	and
•	 explain	the	advantages	and	disadvantages	of	contracts.

15.2  Definition of terms:

15.2.1  Contract

A	pre-arranged	agreement	between	the	buyer	and	seller	for	business	transaction	with	established	
conditions	and	terms.

The	agreement	between	the	buyer	and	seller	can	be	anything	from	formal,	written	to	purely	verbal	
promise.	For	example	handshake	deal	or	signature	on	the	back	of	an	envelope	can	validate	a	contract.

15.2.2  Contract negotiation 

It	is	the	interactive	process	whereby	parties	together	create	and	explore	alternatives	in	their	common	
quest	 to	 reach	 a	 value-enhancing	 agreement	 that	 is	mutually	 acceptable	 and	 honoured	 by	 both	
parties,	despite	widely	differing	initial	positions.

15.3  Types of contracts

15.3.1  Written contracts

A	written	and	binding	document	is	written	down	by	both	parties	and	usually	bound	by	signatures	
of	both	parties.

This	type	of	contract	provides	proof	of	what	was	agreed	between	the	buyer	and	seller.

15.3.2  Verbal contracts

Verbal	 contract	 can	 be	 supported	 by	 a	 handshake,	 email	 quotes	 with	 relevant	 details,	 list	 of	
specifications	and	materials.	This	 type	of	contract	 is	not	advisable	unless	both	parties	know	that	
they	will	be	no			disputes	in	the	future.
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15.3.3  Standard form contracts

This	is	a	pre-prepared	contract	where	most	of	the	terms	and	conditions	are	set	in	advance	and	little	
or	no	negotiation	between	the	buyer	and	seller	occurs.	Often	these	are	printed	with	only	a	few	blank	
spaces	for	filling	in	the	personal	details	such	as	names,	dates	and	signatures.

When	entering	such	contracts	-read	every	word	before	you	sign	and	cross	out	any	blank	spaces.	It	is	
also	wise	that	a	farmer	will	keep	a	copy.

15.3.4  Periodic contracts 

These	types	of	contracts	are	usually	issued	by	some	independent	contractors.	The	contract	sets	out	
the	terms	for	a	business	relationship	where	a	contractor	is	engaged	to	perform	work	from	time	to	
time.	If	this	type	of	contract	is	used	by	farmers	there	might	be	agreements	or	periodic	contracts	from	
harvesting,	linkages	to	markets	or	any	other	seasonal	duties	that	the	farmer	might	require.

15.4  Selling under Contract/Contract farming conditions

Under	contract	 farming,	a	producer	grows	a	 crop	 fully	or	partially	financed	by	buyer.	The	buyer	
promises	to	purchase	a	certain	quantity	from	the	producer.	The	prices	are	negotiated	in	advance	
between	the	producer	and	the	buyer.	Agreement	on	the	quantity	and	prices	are	recorded	on	paper	
in	a	contract.

15.4.1  Roles of a Farmer and Contractor in Contract Farming

Contract arrangements

Farmer Contractor

•	 Grows	crop/produces	for	example	goats/
sugar	beans/sesame/groundnuts	etc.

•	 Must	 sell	 the	produce/	part	of	 the	pro-
duce	to	the	contractor	exclusively.

•	 Signs	a	contract.

•	 Can	 supplies	 inputs	 to	 grow	 the	 crop/	
produce	animal.

•	 Can	provide	extension	services.

•	 Buys	 the	 crop/product	 at	 the	 agreed	
price.

•	 Signs	a	contract.

15.4.2  Essential of a contract

For	a	contract	to	be	considered	as	viable	following	issues	should	be	taken	into	consideration	by	both	
parties:

•	 The	buyer	and	seller	should	understand	what	the	contract	requires	before	signing	

•	 All	parties	should	have	the	capacity	to	the	fulfil	contract.

15.4.3  What should be included in the contract? 

The	following	are	minimum	requirements	of	a	contract	and	it	is	advisable	for	the	farmers	and	the	
contractor	to	include	all	relevant	information	for	an	effective	contract:

•	 Contract	duration

•	 Quality	standards

•	 Target	production
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•	 Inputs	to	be	provided	and	repayment	method

•	 Agreed	methods	of	production	to	be	followed	

•	 Product	delivery	arrangements	including	transportation

•	 Pricing	arrangements

•	 Payment	procedures

•	 Agreed	price	per	kg	 

•	 Grading	system

•	 What	happens	when	unforeseen	risks	happen?

The	buyer	and	seller	can	fail	to	fulfil	the	contract	as	shown	below:

Seller (farmer) Buyer (contractor)

•	 Side-selling	produce	to	other	markets.

•	 Input	 diversion	 where	 farmers	 use	 in-
puts	 for	a	non-contract	 crop	or	 sell	 in-
puts.

•	 Not	following	the	required		practices.

•	 Failure	to	repay	the	loan	for	inputs.

•	 Late	collection	of	product.

•	 Not	buying	all	of	the	volume	agreed	to	
in	the	contract.

•	 Late	delivery	of	inputs.

•	 Late	payment	to	farmers.

•	 Unjustified	discounts	for	quality.

15.4.4  Advantages and disadvantages of contract farming

Advantages Disadvantages

•	 Ready	reliable	market.

•	 Sales	and	price	security.	

•	 Provision	of	inputs	on	credit.

•	 Provision	of	extension	services.

•	 Access	to	market	information.

•	 Access	to	improved	technology.

•	 Guaranteed	minimum	prices	and	price	
stability.

•	 Increased	income	for	entrepreneurs.

•	 Reduces	risk	of	losses	to	entrepreneurs.

•	 You	cannot	sell	to	anyone	else.	

•	 Failure	to	supply	products.

•	 Farming	decisions	shift	from	the	farmer	
to	the	buyer.

•	 Farmers	 that	 do	 not	 understand	 the	
contract	 may	 earn	 less	 income	 than	 
expected.	

•	 Indebtedness	if	the	crop	is	not	success-
ful,	or	if	the	farmer	uses	the	inputs	on	
other	crops.

•	 There	is	dependency	on	the	buyer.

•	 The	producer	can	be	stuck	in	a	contract	
and	may	not	benefit	from	market	price	
increases	due	to	contract.

•	 Potential	 payment	 problems	when	 the	
buyer	does	not	pay	on	time.	
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15.4.5  Points to note under contract farming

•	 The	producer	loses	independence	in	contract	farming.	

•	 Always	read	the	contract	carefully	so	that	both	the	producer	and	buyer	clearly	understand	
what	it	entails.

•	 The	contract	should	be	clearly	stated	what	happens	if	harvest	or	production		process	fails

•	 Use	resources	from	buyer	wisely	as	these	have	to	be	paid	back.

•	 Payment	arrangements	have	to	be	agreed	to	avoid	problems	later.

Summary

•	 A	contract	 is	a	pre-arranged	agreement	between	the	buyer	and	seller	 for	business	
transaction	with	established	conditions	and	terms.

•	 Contract	should	be	done	in	writing	for	proof	of	agreement
•	 In	 contract	 farming,	 the	 buyer	 promises	 to	 purchase	 a	 certain	 quantity	 from	 the	

producer.	
•	 The	prices	are	negotiated	in	advance	between	the	producer	and	the	buyer.	
•	 Agreement	on	the	quantity	and	prices	are	recorded	in	a	contract.
•	 The	buyer	and	seller	should	understand	what	the	contract	requires	before	signing	
•	 All	parties	should	have	the	capacity	to	the	fulfil	contract.
•	 There	are	minimum	requirements	of	an	effective	contract,	however	it	is	advisable	for	

the	 farmers	and	 the	contractor	 to	 include	all	 relevant	 information	 for	an	effective	
contract.

•	 Both	the	contractor	and	farmers	should	meet	their	obligations	for	a	win-win	to	either	
party.
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