Feasibility Study

1.1 Introduction

The aim of this investigation is to explore the feasibility of setting up a stationery shop in my local area. Therefore this will be my primary objective. This study will help me in determining if my business idea is worth pursuing, considering basic market research.

A suitable location has been selected in the town of Southall, Middlesex. I have chosen this area because it is linked to many main roads which has huge amount of traffic each day which I feel will benefit my business. It also has many bus stops in the vicinity and has a train station within walking distance, I believe this will contribute greatly to my business and generate a healthy custom.   The shop would also be situated close to many schools   which means that the majority of my customers are likely to be students who usually buy stationery to aid them in their everyday studies. Therefore I aim to target these students which would differentiate me from the local competition such as Woolworth’s who seem to have a reputation in the local area for selling stationery. However they do not seem to specialise in selling stationery but is part of a range of products which they offer.

My main reason for choosing to set up this business is because as a young person living in Southall I find that there is a lack of decent stores for students in this area to buy reasonably priced stationery especially for people aged 9 to 19. Also, being a student, I’m a regular buyer of stationery and as a member of my target market I know there is a need for low priced, good quality, stationery in Southall.

My business opportunity

I think it will be a good business opportunity setting up in this

area as there is already an established local competition such as Woolworth’s, one pound shops and newsagents. This means that there are already potential customers in the area. However, these shops do not specialise in selling good quality stationery at competitive prices.

    1.2 The Three Generic Strategies

The generic strategies suggested by Michael Porter in his book, Competitive Strategies (1980) are strategies that any business uses to gain competitive advantage over rivals in the market. There are three main generic strategies, and they are;

•   Cost leadership: This is where a business attempts to produce goods or services at a lower cost than its competitors by using economies of scale. It will do this to charge lower prices than rivals and to compete in price wars that may take place. Organisation, production, marketing and distribution will all be geared at reducing costs. Firms that adopt this strategy are likely to offer standard, adequate, medium quality products. E.g. Wal-mart and Tesco.

• Differentiation:   This is where a business tries to make a product or provide a service that is seen as unique by customers. For example, a business may add special features or a USP to their products to give the goods or services a distinctive identity. A business can charge a premium price, higher than other prices, and so gain a competitive advantage.

• Focus:   This is where a business concentrates on a particular segment or consumer group. The business tries to identify, anticipate and meet the needs of this group. The segment could be a geographical area, age group, gender or income group. The segment is often referred to as a niche market.

E.g. apple ipods.

The generic strategy that my business will be adopting is DIFFERENTIATION, as cost leadership and focus are strategies which are usually taken by large or well established business who can either achieve economies of scale or have the necessary investment to focus on a particular area. Therefore these two strategies would not necessarily suit my small start up business. Although, many businesses in this area aim at low prices so as to differentiate and compete with their rivals.

The stationery I’ll be selling at my store will be differentiated from other rival products in my area such as Woolworths because I’ll be selling   high quality products at a competitive price which no other store in the area provides. I think this will be a successful strategy because most consumers in this area have to go to other areas, so my USP is going to be selling only high quality stationery. This is where my business name, Quality Stationery originally came from.

2.1 Methodology

To see if my business venture will be successful I will need to conduct primary and secondary research as both of them pose benefits to my market research.
I have chosen to carry out primary research in the form of a questionnaire as it gives first-hand information about the market as a result this will enable me to find out exactly what my potential customers want in a stationery shop. It would also give me clear, accurate answers to my questions based on the 4 P’s – Product, Place, Promotion and Price.
The questionnaires were given to 40 respondents which were carried out in the main street of Southall where my business is to be based. This questionnaire will be essential

into giving me an insight into customer opinions and it would also help me to determine my main target market in this area. Please refer to appendix A for a sample questionnaire.

The questionnaire was presented in the correct way to ensure that the respondents were fully clear of what is being asked of them, which was useful during later analysis. I chose to conduct a random sample survey which gave everyone in the area an equal chance of being selected as a result it ensures that I have covered every person that could be a potential customer. Therefore its main advantage is that bias cannot be introduced when choosing the sample. The disadvantage of this is that it can be very expensive and time consuming to pick people at random, but as it was a self-completion questionnaire responses could be obtained quickly and cheaply. I could have surveyed a target sample but I wanted to find out which age range would be my main target group and would therefore be most interested in my stationery shop so I chose to survey everyone. Therefore the larger the sample the more accurate the results are.

The main problem with the questionnaire was that people were not answering the questions accurately and they were not really expressing what they thought of my business. This was especially true when people realised that it was for an A Level project and as a result they were more sympathetic and willing to fill in my questionnaire. Although I may have been biased when I deliberately targeted students even though it was quite narrow but I also chose to ask both males and females, which gave me additional information on the different age groups who are most likely to visit.

2.2

Marketing Research

This is the process of gathering, collation and analysis of information relating to the marketing and consumption of stationery products. This information is gathered so as to help me in decision making. There are two main methods used in carrying out this research.

Secondary Research

This is also known as Desk research, which involved gathering information that already exists. Information from the Internet was also used to gather information on demography: statistics.gov.uk. The benefit of this secondary research is that it is already available and at no cost. However, the data collected is not always 100% accurate, as some of the reports are outdated which makes it irrelevant to the current day market. Therefore it is never specific to your business and could only contain a small amount of relevant information. Although sometimes the information required does require a fee which can be very expensive and the report will be on different kinds of market which again provides a small amount of information relevant to your business.

Primary Research

This is also known as Field research, which involves the gathering of new data that does not already exist. In other words, it’s the data that I collected in the form of questionnaires from respondents. This primary information is going to be used in determining the market, my start up costs, and customer views. Primary research will be beneficial as I can aim my questions specifically at my research objectives, therefore I will only obtain necessary information, and there is no risk of having outdated information because all of the information will be current. However, there are also

negative aspects of using primary research, for example, they can be very expensive and time consuming. In addition, there is always a risk of questionnaire being biased as questions may be worded so as to direct respondents to choose a specific answer, which could make the information collected invalid.

2.3 Results Evaluation

From the results gained from this research there are several conclusions that can be drawn.
Firstly, the result shows that potential customers are interested in a stationery shop as majority of them have positive views towards it. This is mostly favoured by the residents of Southall. Although 14% are not that interested, (42+32)74% seem to be more than interested and so the demand is there for a business that specialises in stationery products.   Please refer to appendix b for the results of the questionnaire.

According to my results, my main target customers are between the age of 12-19 and as students they need and must have basic student essentials on a daily basis. My business will target this segment of the market by providing the necessary equipments and stationery that students need and want on every school or college day.

The results show that the prices of my products will be determined by their quality and urgency especially during exam and class times.   Price is not considered as an important factor by most customers, which indicates that moderately high, but competitive prices can be charged. Even though this information has been discovered there must still be careful thought put into the prices because more than half of the customers asked consider the prices as being quite important. If the prices are too high it

may result in loss of customers but if prices are too low, local competitors may have a chance to overtake and make more profit so a balance needs to be found between the two. I think that customers are less bothered about the prices because if the quality is good they don’t mind paying a higher price, which means my business, has to ensure that the quality of products has to be maintained.

The results collected from the questionnaire are first hand as they have not been taken from a secondary source, but have been gathered from mostly students in Southall. Therefore the results are likely to more reliable and accurate. However the results can never be 100% accurate as some people may fill in the questionnaire untruthfully to be polite and also, a good response does not always guarantee business. Overall the results give good indication that there is demand for stationery and my potential customers are prepared to try it. As a result my business proposal is likely to succeed as it will be based on the quality of my products which will be my USP and will distinguish my products from the local competitors.

3.1Demographic Analysis

Census 2001

Without customers, any business will fail before setting up therefore I must be sure that there is sufficient demand on the local market to keep the business running.
There are many ways of finding out about potential customers. One of these is to look at how many people there are living in the local area of Southall. This is useful because it would be convenient for the residents of this area to have a shop where they can buy their stationery. According to the 2001 Census Report, the population in Southall Green and

Southall Broadway was 25,944 (all people).This number of residents gives a promising outlook on the number of local potential customers. (Please refer to appendix c)

Profiling

|                                         |                                           |
|AGE                                     |POPULATION %                               |
|0-4                                     |13.9%                                     |
|5-15                                     |34.8%                                     |
|16-19                                   |13.7%                                     |
|20-44                                   |85.3%                                     |
|45-64                                   |36%                                       |
|65+                                     |16.2%                                     |

TOTAL POPULATION 25,944

www.neighbourhood.statistics.gov.uk

Finding out the population of the local area will allow me to work out where I could sell my stationery products, because in theory the higher the population the more sales that I will be able to generate. Although, if the population of the whole town is not very high then I will not able to generate high sales, as there will be less people. Therefore in order to make more sales, I would need to sell to more than just one town. The age structure is also very important for selling a product as this will help me to pinpoint which age group to target.

The population figures below are from the neighbouring local towns which I need to compare and see which town would be suitable to target. The population figures were obtained from www.neighbourhood.statistics.gov.uk.

|Towns*

                |All people             |Under 5               |
|                       |                       |                       |
|Premises               |£20,000               |66%                   |
|Equip & fur           |£ 1,623               |5%                     |
|Fix and fit           |£1,500                 |5%                     |
|Business rates         |£3,800                 |12%                   |
|Stock                 |£2,000                 |6%                     |
|Other costs           |£1,000                 |3%                     |
|Total                 |£ 29,923               |100%                   |

Running costs
These are the costs that will be used in financing my business on a day to day basis

Wages
The shop will be open for ten hours a day, from 11am until 5pm six days a week.   It will be open from 11am until 4pm on a Sunday.   These costs will be kept to a minimum; therefore only two workers will need to be employed. They will be paid £6 per hour which is above the National Minimum Wage of £5.35. Please refer to appendix G.
(So it will be 40 hrs × £6 = £240×2 staff = £480 weekly wages, £480 × 52 wks = £24,960 ÷ 12 months = £2,080per month)
I am also taking my own wages into account in my monthly costs which will be £1,000 per month. Therefore the monthly wages bill will be £3,080 and will cost a total of £36,960 wages per annum.
Electricity and Heating
This will cost approximately £325 for each quarter of the year. (Npower)

Advertising
Adverts will be placed in the local website (Southall.co.uk) at a price of £600 per year, £50 per month. (Please refer to appendix H from this

Website.) I will also be distributing leaflets throughout Southall but mainly in the local schools in order to attract school pupils and to make them aware of my business. This will cost me £99.88 for 5000 leaflets to be exact. (Please refer to appendix I for further details)
Telephone
This will cost approximately £90 per quarter, £360 yearly. (British Telecom)
Summary of monthly running costs
|Type                         |Cost                         |
|Wages                       |£3,080                       |
|Electricity and heating     |                             |
|Advertising                 |£325 per quarter             |
|Telephone                   |£149.88                     |
|Rates                       |£90 per quarter             |
|Rent                         |£950 per quarter             |
|                             |£5,000 per quarter           |

Possible Sources of finance
Sources of finance are the origin of the money invested in a business. This is where the money spent on Capital Expenditure and Revenue Expenditure in the business comes from. In order to start the business, it has been calculated that an initial investment of approximately £30,000 is required.   This will cover all the expenses for the first quarter if very few sales are made.   However, I think that it would be very difficult for me to raise this much money. Therefore I have decided that I will only need £5, 000 which is a very reasonable amount for a small business such as a sole trader. I also have the choice of setting up the business as a partnership. Although I chose this option because a sole trader is the simplest and most common form of private sector

business.
Possible sources of finance are;
▪ Bank Loan: This is may be a medium or long-term loan with variable or fixed interest rates, depending on the bank. In my case, I don’t want to take out a bank loan because; at present, interest rates at the bank are relatively high, meaning that I would be paying high interest on the money borrowed. Therefore I would not want to take the risk of paying high interest charges on top of the bank loan as a start up business. However, I could take out a bank loan when expanding my business in the long term. Please refer to appendix J   on bank loans from HSBC
▪ Owner’s Equity: This is the capital put into the business by the owner or owners. In my case, this is my source of finance, as it is my own money and savings, the money has an advantage that it has no interest charges to pay, although, the money is at risk if the business fails. The sum of £5,000 will be borrowed from close family and friends and my personal savings of £2,000 will be used to finance the business. I think that this is the easiest way of raising finance for my business which is why I have chosen this option and it is also the most reliable option.

The circled area shows the break-even point (BEP) of 1303 customers

6.3 Forecast Quality Stationery trading and profit and loss account for the year ended 31 Dec 2008

|Profit and loss account                                                       |
|                               |£                       |£                       |
|Sales                         |                       |123,585                 |
|Opening stock                 |0                       |                       |
|Purchases

                    |19,750                 |                       |
|Closing stock                 |0                       |                       |
|Cost of sales                 |                       |19,750                 |
|Gross profit                   |                       |103,835                 |
|Expenses                       |                       |                       |
|Wages                         |36,960                 |                       |
|Rates                         |3,800                   |                       |
|Rent                           |20,000                 |                       |
|Elect and heat                 |1,300                   |                       |
|Advertising                   |700                     |                       |
|Telephone                     |360                     |                       |
|Maintenance cost               |1,000                   |                       |
|Total expenses                 |                       |64,120                 |
|Net profit                     |                       |39,715                 |

6.4 Forecast Quality Stationery Balance sheet as at 31 Dec 2008

|Balance sheet                                                                                 |
|Fixed assets                     |£                 |£                       |£                 |
|Equipment and furniture         |                   |                       |1,873             |
|Fixture and fittings             |                   |                       |1,500             |
|                                 |                   |                       |3,373             

|
|Current assets                   |                   |                       |                 |
|Stock                           |2,000             |                       |                 |
|Cash at bank                     |31,007             |                       |                 |
|Total current asset             |                   |33,007                 |                 |
|Current liability               |                   |                       |                 |
|* Tax (vat)                     |                   |21, 627                 |                 |
|Working capital                 |                   |                       |11,380           |
|                                 |                   |                       |14,753           |
|Long term liability             |                   |                       |-                 |
|Net asset                       |                   |                       |14,753           |
|Financed by                     |                   |                       |                 |
|Opening capital                 |                   |                       |7,000             |
|Net profit                       |                   |                       |39,715           |
|Drawing                         |                   |                       |(31,962)         |
|Closing capital                 |                   |                       |14,753           |

* My sales revenue is over £61,000 at £123,585 so I will have to pay the vat of 17.5%. Please refer to appendix F.

7.2 Conclusion
After conducting all the relevant research and taking into consideration all the financial feasibility,

I believe that it is feasible to set up a stationery shop in my local area and there is a chance of it succeeding. Research showed that there is a substantial demand for high quality stationery at a competitive price and by using the differentiation strategy I could establish myself in Southall. From the questionnaire results, I have established that my main target market would be made up of students and the average price that most customers are willing to pay is £5. However there are a number of well established stationery shops such as Woolworth’s in the local area which could pose a threat to my business. After studying the various forecasts of cash flow, break even, profit and loss account and balance sheet, it is evident that the business has the potential to be profitable, if all other factors run accordingly.
The main restriction with this project was the lack of time for my primary research and forecasting costs and sales.   If I was to carry out a project of this nature in the future with more time allocated, I would definitely take a much larger sample, of possibly 100- 200 people rather than just 40 people when it came to the questionnaire.   I would also possibly interview managers and staff from Woolworth’s or other competitors to gain a view from them and try to implement their tasks into my own business.
This project has enabled me to acquire a number of skills and I have also learnt a great deal about myself. I have also discovered the complexity involved in putting together a business plan. The main conclusions that I have come to are:

    ✓ In this project I have gained IT skill such as word-processing, spreadsheets and the Internet. I have

also gained further experience in research both secondary and primary which was two important factors in my project. I put a lot of effort in structuring my project through clear objectives which was my main driving force and it also gave me a sense of direction as to where my project was headed.
    ✓ I have realised that time management is my main strong point as this project gave me the opportunity to exploit my time, as I had over six months to complete the project. Therefore I was able to plan and organise my time wisely and I think such skills will be useful to me in the future.
    ✓ During the primary research, which I carried out when the coursework was first set I came into contact with many different people including the general public and students, mostly due to my questionnaire. I think that this improved my interpersonal skills and confidence that I feel will also be useful to me in further education.
    ✓ I believe that there are a lot of uncertainties involved in every business decision which is what I have learnt from this study. This is because my project especially the financial section is mainly based on estimates and most of these estimates were hard to predict such as the sales and likely costs, so the results that I gained are likely to be different than expected.
    ✓ I think I admire those entrepreneurs who take a great deal of risk in order to achieve the high return. This is what I would like to achieve as a sole trader with no previous experience of setting up a retail business. This feasibility has given me an insight into the amount of work needed when starting up a business as an entrepreneur.

7.3 Recommendations:
If all goes

well the future of Quality Stationery

Recommendation 1 - Expansion
Opening another quality stationery shop in another location would be the first step for expansion. This would require market research in the chosen area to assess demand. If the market research is as successful as the research in Southall Broadway and there is a similar level of demand then a similar process would need to be carried out of finding: a suitable location, competitor analysis, targeting my main market made up of students. I would preferably expand to neighbouring towns such as Southall Green, Dormers wells. However, I would recommend this as an option providing that the present stationery shop generates enough profit to be proved a success. Although it would be best to wait a few years before advancing with this recommendation to ensure that the present stationery shop is stable.
 
 Recommendation 2 – Advancing into new markets
If the quality stationery shop proves a success with the young adults of Southall Broadway it might be wise to target the older generation as well. It would generate more business but there is usually more risk involved with entering into a new market (Ansoff matrix) such as appealing to new customers and also competition. Although carrying out extensive market research would enable me to be more prepared by gathering much needed information on my potential customers.
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