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Who is Your Customer?

In order to tailor your marketing and advertising strategies to appeal to the tastes and interests of your market, you must first identify your customer. In order to do this, you it is necessary to conduct thorough research of the consumer marketplace. Keep in mind, the more information you have about your target market, the better able you will be to develop a successful marketing plan.

A market profile typically uses primary and secondary sources to answer key questions about a potential market. A profile is a picture or an outline. Information that makes up the social profiles of the people in your target market is called demographic information, and includes:

•
age, usually given in a range (20-35 years)

•
sex

•
marriage/partner status

•
location of household

•
family size and description

•
income, especially disposable income (money available to spend)

•
education level, usually to last level completed

•
occupation

•
interests, purchasing profile (what are consumers known to want’?)

•
cultural, ethnic, racial background

A clothing manufacturer may consider a number of possible target markets--toddlers, athletes, grandparents (for grandchildren), teenagers, and tourists. A general profile of each of these possible markets will reveal which ones are more realistic, pose less risk, and which are more likely to show a profit. A test market survey of the most likely market groups, or those who buy for them, such as parents for babies and toddlers, can help you separate real target markets from unlikely possibilities.

The Right Product

What are your customer’s needs? What do they expect to get when they buy your product or use your service? The right product is the one that best fits their requirements.

People who eat in restaurants want more than a good meal. They might expect quick service, a reasonable price, a vegetarian menu, a children’s menu, entertainment, a drive through window, or to be identified with a trendy crowd. It becomes a difficult and probably an unprofitable venture trying to satisfy everyone’s needs. If you have identified your customer and listed their expectations, you can design your product or service around their requirements.

The more you fulfill your customer’s expectations, the better the quality of your product. Think of your product or service as more than just what the customers pays for. When you are planning your business consider how the whole transaction meets the customer’s needs.

Positioning your Business

Positioning refers to the image customers have of your business. The goal is to create a business image that enables you to position your business in such a way that, in essence, it acts as a natural magnet for your intended customers. A number of factors that customers often look for include:

•
price (i.e. cheapest price, fair price, price for quality, etc.)

•
assortment

•
parking

•
service

•
sales personnel quality

•
fashion

•
convenience

•
location

•
atmosphere

Your overall position should emphasize those areas that your customers value most and those which make you different from your competition.

Pricing Techniques

The importance of pricing can not be underestimated as incorrect pricing can often result in the failure of a business. New businesses often make the mistake of either charging too little or too much for their product or service. So to help you avoid making one of these mistakes, the following section will outline some of the guiding principles of price determination.

Price is a key part of marketing. Setting prices is called pricing.

Setting Prices

Prices for products and services can be set by pricing to the market, pricing to your costs, and rule of thumb pricing. New business people with little experience may set an initial price based on the market, and then as experience grows, re-set prices according to costs. These two aspects of price--what is acceptable to the market, and what costs are--must both be considered. In addition, effective pricing depends on the business goals of your company: do you want to maximize profits or are you aiming for high growth in sales? The choices that a business ultimately makes about its markets and sales make a big difference in pricing.

For example, a business may make an early choice about where to position themselves in the market--the “good value,” low end of the market, or the “quality conscious,” upscale market. In pricing, as in everything else in business, the customer is the reference point.

Pricing to the Market

Compare prices with your competitors for similar products and services. Set the price range that customers will expect. You can use that market price range--what is acceptable to the market--as a guide to set your prices. Businesses or people to whom you sell may also price to the market by telling you what they will pay for your product or service. As you keep records of actual costs, the cost approach to pricing will help you make sure all your costs are covered, which may not be true in a market approach to pricing.

NOTE: Be careful about underpricing in order to compete or make sales. Use competitor’s prices to establish the price range for similar products or services but don’t underprice; if your true costs are higher, your final prices will have to be higher.

Cost Approach to Pricing

Price must cover all costs of goods/services sold, including production costs of supplies, materials, fixed overhead, and time/labor, plus a profit. Costs should include costs of production, labor and non-labor, including overhead or fixed costs as well as supplies and materials.

Use this simple formula in setting a price (per unit):

Total Costs of Production per Unit + Desired Dollar Profit per Unit

Businesses can set different profit rates, for example 15% profit on supplies and materials, 20% profit on labor/time, and 25% profit on overhead. These more complicated approaches to pricing usually emerge in response to the special needs of a particular business.

If your research reveals that similar products or services are available on the market at a cost much lower than what you could offer, you may have to either adjust your profit margin, the return you expect, or decide to provide enough specialized service or selection that the market will pay the extra. Alternatively, you may be forced to conclude that you cannot afford to make this item or provide this service and look for something else to do.

NOTE: Remember to cost materials at the level it costs to replace them - NOT at original prices; include salaries as a business expense; include interest in your business cost calculations -- interest that could have been accrued had the money used in the

company been invested elsewhere (i.e. a bank); make allowances for future refunds, servicing, bad debts, amortization of capital costs of equipment or machinery.

“Rules of Thumb” in Setting Prices

Some types of businesses charge prices according to

certain “rules of thumb”: For example:

•
price is always twice labor plus materials, or twice materials plus

•
labor depending on which is higher; price is always materials and labor plus 20% for fixed costs, plus 25% for profits.

Calculating actual costs is the only proven way to make sure your prices cover your costs. Labor/time charges are to be covered partly in the costs of production and partly as a salary in the fixed/operating or overhead costs. In summary, key points to consider in setting prices are:

•
marketing strategy and your immediate goals

•
competitors’ prices, and the market

•
market demand for the product and consumer buying trends

•
need to cover costs and provide an adequate profit.

RESEARCHING YOUR MARKET

•
Where to find information
•
Observe Your Competition
•
Talk to your Suppliers
•
Talk to your Customers
•
Surveys and Focus Groups
•
Hire Students to do a Survey
Research will help you with a wide variety of business decisions. You will likely have to make decisions involving:

A good location

Sales projections

Your product line

Your pricing strategy

Where you advertise

Offering credit

How much capital you require

How much floor space you need

How much inventory you order

How much equipment and supplies you require

How many employees you hire

Etc. Etc.

Business information is required to make sound decisions and to prepare a credible business plan and cash flow forecast.

Where to find information

In most cases business information can be gathered at no charge. The following are sources of information on your industry.

Competitors


Neighboring businesses

Sales representatives


Trade suppliers


Business friends and associates 

Trade publications 

Chamber of Commerce

City or Municipal Hall


University or community college

Local Government Agent’s office 

Business schools

Downtown business associations 

Advertising agencies

Trade associations


Post Office

Shopping center developers


Business section of library

Newspapers, radio and T.V.


Phone book, -Yellow Pages

Various directories

Bookstores

Observe Your Competition

Get out on the street and study your competitors. Visit their stores or the locations where their products are offered. Analyze the location, customer volumes, traffic patterns, hours of operation, busy periods, prices, quality of their goods and services, product lines carried, promotional techniques, positioning, product catalogues and other handouts. If feasible, talk to customers and sales staff.

Consider how well your competition satisfies the needs of potential customers in your trading area. Determine how you fit in to this picture and what niche you plan to fill. Will you offer a better location, convenience, a better price, later hours, better quality, and better service?

Talk to your Suppliers

Conversation with your suppliers can tell you a great deal about how your industry works and what trends are taking place in your market. They may be able to tell you valuable information about pricing techniques and mark ups, about the fastest moving lines and why they are selling, and why some competitors are successful. (They can also provide you with information about credit terms.)

Talk to your Customers

Conversation with your customers or potential customers can give you insight into what their needs are. They can indicate what they look for in your industry, what they think of your competition, what price they might pay and what level of service they like.

Surveys and Focus Groups

Surveys and Focus Groups represent more formal ways of getting insight from your customers.

If you have a specific information requirement and a definable audience, it is likely that you can undertake a useful survey. Designing a non biased questionnaire requires attention to detail. There are many good books available on questionnaire design and initiating a survey. If you are depending on the survey to assist with a costly decision, you may want to consider hiring a professional marketing research firm.

A focus group involves getting feedback from a specially picked group using controlled interview techniques. The process usually allows the participants to provide their opinions, come up with new ideas and brainstorm.

This is valuable for generating new concepts, getting feedback on proposed advertising or gaining insight into attitudes and opinions about a new product. Focus groups require a skilled interviewer and hand picked participants. Professional firms can be hired to tackle the project for you.

Hire Students to do a Survey

BCIT and community colleges have marketing management programs where students can be hired on a confidential consulting basis as part of their curriculum. The students do not have the experience of professional firms, but will often do a reasonable job at little cost.

You will probably have to cover expenses incurred by the students and course objectives and timing may compromise your requirements.

SALES FORECASTING

•
Sales Forecasting for a New Business
•
Sales Forecasting for an Existing Business
•
Sales Forecasting and the Business Plan
Sales forecasting is the process of organizing and analyzing information in a way that makes it possible to estimate what your sales will be. This document outlines some simple methods of forecasting sales using easy to find data. Books containing simple and sophisticated techniques of forecasting sales can be found in libraries and business oriented book stores

If you sell more than one type of product or service, prepare a separate sales forecast for each service or product group.

There are many sources of information to assist with your sales forecast. Some key sources are:

Competitors

Neighboring Businesses

Trade suppliers

Downtown business associations

Trade associations

Trade publications

Trade directories

Statistics Canada

Factors that can affect Sales.

External:

Seasons

Holidays

Special Events

Competition, direct

Competition, indirect

External labor events

Productivity changes

Family formations

Births and deaths

Fashions or styles

Population changes

Consumer earnings

Political events

Weather

Internal:

Product changes, style, quality

Service changes, type, quality

Shortages, production capability

Promotional effort changes

Sales Motivation plans

Price changes

Shortages, inventory

Shortages/working capital

Distribution methods used

Credit policy changes

Labor Problems

Sales Forecasting for a New Business

These steps for developing a sales forecast can be applied to most kinds of businesses:

Step I

Develop a customer profile and determine the trends in your industry.

Make some basic assumptions about the customers in your target market. Experienced business people will tell you that a good rule of thumb is that 20% of your customers account for 80% of your sales. If you can identify this 20% you can begin to develop a profile of your principal markets.

Sample customer profiles:

1.
male, ages 20-34, professional, middle income, fitness conscious.

2.
Young families, parents 25 to 39, middle income, home owners

3.
Small to medium sized magazine and book publishers with sales from $500,000 to $2,000,000

Determine trends by talking to trade suppliers about what is selling well and what is not. Check out recent copies of your industry’s trade magazines. Search the Business Periodicals Index (found in larger libraries) for articles related to your type of business.

Step 2

Establish the approximate size and location of your planned trading area.

Use available statistics to determine the general characteristics of this area.

Use local sources to determine unique characteristics about your trading area.

How far will your average customer travel to buy from your shop? Where do you intend to distribute or promote your product? This is your trading area.

Estimating the number of individuals or households can be done with little difficulty using census data. (See Demographics) Yellow Pages can help identify names of companies located in your trading area.

Neighborhood business owners, the local Chamber of Commerce, and the community newspaper are some sources that can give you insight into unique characteristics of your area.

Step 3

List and profile competitors selling in your trading area.

Get out on the street and study your competitors. Visit their stores or the locations where their product is offered. Analyze the location, customer volumes, traffic patterns, hours of operation, busy periods, prices, quality of their goods and services, product lines carried, promotional techniques, positioning, product catalogues and other handouts. If feasible, talk to customers and sales staff.

Step 4

Use your research to estimate your sales on a monthly basis for your first year.

The basis for your sales forecast can be the average monthly sales of a similar-sized competitor’s operations that is operating in a similar market. It is recommended that you make adjustments for this year1s predicted trend for the industry. Be sure to reduce your figures by a start-up year factor of about 50% a month for the start-up months.

Consider how well your competition satisfies the needs of potential customers in your trading area. Determine how you fit in to this picture and what niche you plan to fill. Will you offer a better location, convenience, a better price, later hours, better quality, and better service?

Consider population and economic growth in your trading area.

Using your research, make an educated guess at your market share. If possible, express this as the number of customers you can hope to attract. You may want to keep it conservative and reduce your figure by approximately 15%. -

Prepare sales estimates month by month. Be sure to assess how seasonal your business is and consider your start up months.

Sales Forecasting for an Existing Business

Sales revenues from the same month in the previous year make a good base for predicting sales for that month in the succeeding year. For example, if the trend forecasters in the economy and the industry predict a general growth of 4% for the next year, it will be entirely acceptable for you to show each month’s projected sales at 4% higher than your actual sales the previous year.

Credible forecasts can come from those who have the actual customer contact. Get the salespersons most closely associated with a particular product line, service, market or

territory to give their best estimates. Experience has proven the grass roots forecasts can be surprisingly accurate.

Sales Forecasting and the Business Plan

Summarize the data after it has been reviewed and revised. The summary will form a part of your business plan. The sales forecast for the first year should be monthly, while the forecast for the next two years could be expressed as a quarterly figure. Get a second opinion. Have the forecast checked by someone else familiar with your line of business. Show them the factors you have considered and explain why you think the figures are realistic.

Your skills at forecasting will improve with experience particularly if you treat it as a “live” forecast. Review your forecast monthly, insert your actual numbers, and revise the forecast if you see any significant discrepancy that cannot be explained in terms of a one-time only situation. In this manner, your forecasting technique will rapidly improve and your forecast will become increasingly accurate.

BUSINESS PROMOTION IDEA LIST

· Advertise in the classified advertising section of your community newspaper.

· Advertise in the Yellow Pages.

· Advertise on a grocery cart.

· Approach your prospective customers over the phone.

· Approach your prospective customers in person.

· Approach your prospective customers through the mail.

· Be a guest speaker at seminars and present on your area of expertise.

· Be a guest speaker on radio talk shows.

· Build and maintain a customer mailing and contact list on database software.

· Build your image with well designed letterhead and business cards.

· Design a brochure that best explains the benefits of your services.

· Design a mail order campaign.

· Design a point of purchase display for your product.

· Design a telemarketing campaign.

· Design an image building logo for your company. 

· Design and distribute a quarterly newsletter or an industry update announcement.

· Design and distribute company calendars, mugs, pens, note pads or other advertising specialties displaying your company name and logo.

· Design and distribute a free “how to do it” hand-out related to your industry (e.g. Tips for conserving energy in your home).

· Design buttons, decals and bumper stickers or balloons with your company name, logo or slogan.

· Design T-shirts displaying your company name and logo.

· Explore cross promotion with a non-competing company selling to your target market.

· Explore the costs of advertising in newspapers, magazines, on radio, television, billboards, bus shelters and benches.

· Explore ways to share your advertising costs using cooperative advertising.

· Follow up customer purchases with a thank you letter.

· Follow up customer purchases with Christmas or birthday cards.

· Have your company profiled in a magazine or newspaper that is read by prospective customers. 

· Hire an advertising agency or public relations firm.

· Hold a promotional contest.

· Hold a seminar on your service, product or industry.

· Include promotional material with your invoices. 

· Look for prospective customers at trade shows related to your industry.

· Look for prospective customers in associations related to your industry.

· Look for prospective customers at seminars related to your industry.

· Look for prospective customers in magazines and newspapers related to your industry.

· Package your brochure, price lists and letter in a folder for your customers.

· Place a sidewalk sign outside your store or office.

· Place flyers on bulletin boards and car windshields.

· Place promotional notes on your envelopes, mailing labels.

· Place signs or paint logos on your company vehicle(s). Prepare a corporate video.

· Prepare a list of product features and benefits to help you plan your advertising and promotional campaigns.

· Prepare proposals offering solutions to your customers’ needs

· Provide free samples of your product or service.

· Provide public tours of your operation.

· Sponsor a charity event.

· Sponsor an amateur sports team.

· Sponsor a cultural event through a community arts organization.
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