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J. A. Banks, in his book The Sociology of Social Movements (1972:53), first 
coined the term social entrepreneur, defining it as someone ‘who [sees] the 
possibility of using managerial skills directly for socially constructive purposes’. 
The desired end is societal betterment, and the means to achieve that end is 
managerial skills. A social enterprise (SE), therefore, is a hybrid of social 
services from the social sector and management skills from the business 
sector.

Taking an approach based on value creation and value capture, Santos 
(2012) has sought to provide a more precise definition of the term ‘social 
entrepreneur’. In his view, social entrepreneurs

Their emphasis on these positive externalities—that is, the benefits for the 
powerless—distinguishes social enterprises from commercial enterprises. 
The latter also create social value, but their owners capture all the value 
created by pricing it as high as possible to realise the goal of profit maximisation 
instead of social impact maximisation.

The term social work entrepreneurship (Bent - Goodley 2002) describes fee-
based social welfare services operated as self-funded programs by non-profit 
organisations or for-profit organisations.Usually these programs are founded 
and operated by social workers. In contrast, social enterprises—especially 
those in Hong Kong—operate traditional businesses such as restaurants or 
retail shops instead of marketing human services products.

 • address neglected social problems   

 •  through a sustainable solution 

 •  with the logic of empowerment

 • generating positive externalities that benefit the powerless segments of the society

INTRODUCTION 
Enterprises and Entrepreneurship

The word enterprise can be divided into 
‘enter’ and ‘prise’, the former meaning 
‘transition from one place to another’ and the 
latter, ‘to take up’ (Barringer et al. 2010:6). 
Hence, ‘enterprise’ means undertaking a 
venture into an unknown place.

In the 19th century, French economist Jean 
Baptiste Say (cited by Drucker 1985:21) 
defined an entrepreneur as someone who 
‘shifts economic resources out of an area 
of  lower and into an area of  h igher 
productivity and greater yield’. Joseph 
Schumpeter (1939:100) emphasised the 
innovation part of entrepreneurship. Howard 
Stevenson highlighted the resourcefulness 
of entrepreneurs. Drucker himself explained 
that ‘the entrepreneur always searches for 
change, responds to it, and exploits it as an 
opportunity’ (1985:28).

As of March 2017, Hong Kong had approxi-
mately 326,000 enterprises, of which 1,746 
were listed companies1, approximately 4,000 
were large enterprises, and 320,000 were 
small and medium enterprises(SMEs)2.
The population-to-business-unit ratio was 
23:1. By comparison, the United Kingdom 
has 5.5 million enterprises3 and a population 
of 65.6 million; its population-to-business-unit 
ratio is 12:1. The density of enterprises 
relative to the population in Hong Kong is 
significantly lower than that in the United 
Kingdom. Recently, however, the entrepre-
neurial culture in Hong Kong has shown 
rapid growth, as indicated by the data in 
the following table.

1 Hong Kong Stock Exchange: http://www.sfc.hk/web/EN/files/SOM/MarketStatistics/b01.pdf
2 Trade and Industry Department: https://www.success.tid.gov.hk/english/aboutus/sme/servicedetail6863.html
3 The Telegraph: http://www.telegraph.co.uk/business/2016/10/13/the-number-of-businesses-in-the-uk-
  has-hit-a-record-55m-up-almos/

SOCIAL ENTREPRENEURS 
AND 

SOCIAL ENTREPRENEURSHIP
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SOCIAL ENTREPRENEURS 
AND 

SOCIAL INNOVATION
In research on break-even time, it was found that a social enterprise takes, on average, 
three years to reach the break-even point in its operations (Kee 2016:171). Factors 
affecting the ability to break even from a financial standpoint include willingness to 
dismiss non-performing employee (0.51 correlation, 99% level of confidence), support for 
investing in public relations (0.42 correlation, 95% confidence level), and leadership skills 
(0.41 correlation, 95% confidence level).

Social entrepreneurship is used as an umbrella term, with social enterprise and social 
innovation as its two subsets. This usage is in keeping with Dees and Anderson’s 
(2006:40) conceptualisation. Social innovations are ventures that adopt innovative 
solutions for societal betterment; they may not have a significant business income. 
Innovation is about helping people to achieve more with less, or to solve problems that 
are otherwise unsolvable. In contrast, social enterprises are business ventures that are 
set up to advance social missions. The hybrid nature of social enterprises provides room 
for innovation, as the addition of social value creation transforms the ordinary commercial 
activities into meaningful activities due to the blended values delivered.

The input side of a social service involves soliciting funding; the output side deals with 
the creation of social value. Social innovation largely focuses on greatly increasing the 
cost-effectiveness on the output side by applying entrepreneurial skills.

Both social innovations and social enterprises aim more at enhancing social value than 
increasing personal wealth of the shareholders. Their emphasis on creating something 
new implies that such ventures carry risks. Social innovation reflects the social aspect 
of social entrepreneurship, whereas social enterprise emphasises the entrepreneurship 
aspect. Nicholls (2006) defines social entrepreneurship as ‘innovative, social value creating 
activities that occur within or across the non-profit, business, or government sectors’.
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NUMERIC MODELLING 
OF 

THE BUSINESS PLAN

STATIC VIEW 
OF 

THE INITIAL HYPOTHESIS

We need systems and theories to focus our thinking and our acting if we were to understand 
our world and respond to the challenges of the day with understanding and effectiveness. 
(Forrester 2005:4)

1

 •  Get more cash—for example, by moving to a smaller house 

 • Lower our living expenses by reducing some discretional expenses, such as reducingthe number of overseas vacations

 • Increase the ROI% by finding better investments

STAGE 

1

McKinsey & Company has developed a practice called Initial Hypothesis, which is defined 
as ‘figure out the solution to the problem before you start’ (Rasiel 1999:9). By starting 
with an educated guess about the solution, the subsequent thinking can be much more 
focused on ideas related to the guess, instead of wasting time by aimlessly jumping here 
and there. Furthermore, even if the initial guess ultimately proves not the right solution, 
by that time the right solution should have become clear.

Modelling for Retirement

As an example of how this modelling process works, supposing we want to take early retirement and 
live on the dividends and stock price growth from our investment portfolio. In this case, the ‘fact’ 
that we would start with is our Annual Living Expenses (ALE). We would then create an initial 
hypothesis based on the average percent Return-On-Investment (ROI%). The structure is given by 
the following numeric equation:

Annual Living Expenses < (Value of Investment Portfolio) x (Return-on-Investment Percentage)

In this case, if we want the ALE to be $360,000/year and assume the ROI% is 5%, the value of 
our investment portfolio must be $7.2 million or more:

$360,000/year = $7,200,000 x 5%/year

If we do not have $7.2 million for investment, we may have to turn to other options:

All of these are possible actions to realise the retirement plan.

Developing an initial hypothesis is also a good approach to formulate a business plan for 
a social enterprise. When SE planners adopt a simple static view of the business — that 
is, when they develop a plan that looks only at the operation’s break-even point — they 
may need only 35 minutes to draft the initial business plan. If they adopt a more elaborate 
dynamic view which includes more variables such as investment, production capacity, 
and window of opportunity, they may need approximately 120 minutes to draft the plan.

When developing the SE business plan, the initial hypothesis should be based on facts 
and structure. The first step is to identify the pertinent facts. The planners then structure 
the initial hypothesis by breaking down the problem into its key drivers. Finally, they make 
deliverable recommendations regarding each driver.

Modelling in a Business Plan for setting up a New Restaurantnt

Below is an example of drafting a business plan for a new restaurant. In this case, the 
‘fact’ to start with is the monthly operating costs. At the operational break-even point, the 
monthly operating cost is equal to the monthly revenue. 

Diagram 1: Static View of Initial Hypothesis in a Business Plan
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STAGE 1

Then we create the initial hypothesis based on the average price paid by the customer, 
or Average Revenue Per User (ARPU). The structure is given by the following numeric 
equation:

Revenue = Average Revenue Per User x Number of Users = 
Operating Cost + Profit or Loss

The number of users indicates the quantity of the product to be sold, and the ARPU 
indicates the product’s quality as signalled through pricing. Pricing is a variable that the 
restaurant owner can set, but the number of users is a threshold that must be overcome 
through the promotion programmes.

The operating cost for the restaurant can be further broken down as follows:

Revenue = Number of Users x Average Revenue Per User = 
Rental + Salary + Food Cost + Miscellaneous Expenses + Profit/Loss

Usually the rental and salary expenses are fixed costs. Both can also be broken down 
into a quantity element and a quality element. The rental variable can be broken down 
into the area needed to accommodate the number of customers per day, especially 
during the lunch and dinner hours, and the rental price per square foot ($/sq ft). The latter 
depends on the restaurant’s location, which in turn depends on the food pricing. If the 
price for an average lunch is approximately $300, the restaurant should be located in 
a prime commercial area or inside a hotel. In contrast, if the average lunch price is only 
a bit higher than $35, the restaurant can be sited in an industrial area.

Rental = Area Needed x Rental Price per Square Foot

Similarly, the salary expense can be broken down into the number of employees and 
the average salary for each employee. If a restaurant charges approximately $70 for a 
set lunch and it expects 100 customers during the 13:00 to 14:00 time period, the owner 
should estimate how many workers are needed in the kitchen to prepare 100 meals within 
the 13:00 to13:20 period so that all customers can finish their meals by 13:50 and be back 
to their offices without hurrying. Using a similar approach, the owner should estimate the 
number of waiters and other employees needed. The average salary per employee is 
then estimated by considering the salary of the main chef at the high end, and the salary 
of a waiter at the low end. If the pricing of a set lunch is not $70, but $300 or even higher, 
the waiters will probably need to speak English, or even other foreign languages, and 
must know how to introduce the dishes and the wine. Waiters and chefs in these categories 
of high-end restaurants, not surprisingly, will command higher salaries.

Salary = Number of Employees x Average Salary per Employee

The remaining two major cost items for the restaurant are food cost and miscellaneous 
operating expenses. As a rule of thumb in the restaurant industry, the food cost is approximately 
30% of the total cost and expenses (i.e., roughly equivalent to the amount of revenue, as 
the operating profit is usually a single-digit percentage).

Example of the numbers for a Restaurant 

The following is an example of the static view of the initial hypothesis in the form of an 
equation. It is taken from one of our previous training sessions:

Average Revenue per User x Number of User > Rental + Salary + Food Cost 
+ Miscellaneous Expenses

$50/user x 10,000 user/month > 1,200 sq ft x $80/sq ft + 10 HC x $15,000/HC 
+ $150,000 + $100,000

The final step in stage 1 of drafting the static view of the initial hypothesis is to improve 
profitability. A profitable business plan cannot guarantee a profitable business, but a 
non-profitable business plan is very likely to lead to an enterprise that operates at a loss.

The value of this initial hypothesis lies in the ability to provide an understanding of the 
inter-relationships among the elements, and the associated numbers, of the restaurant 
as a system. For example, the pricing of the meal will affect the choice of the restaurant’s 
location and the calibre of the employees. All elements must fit together in a harmonious 
manner.
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Thinking-Loud
Ideally, this modelling process will be a group process, so that 
there can be some kind of discussion or even debate over the key 
points. The positive conflict created by the voicing of different 
viewpoints will improve the quality of the subsequent decisions. In 
particular, the rounds and rounds of argument and counter-argument 
will help to reduce blind spots and blank spots. The group discussion 
is called thinking-loud.

Thinking-on-Visual
When the key points of discussion and decisions are recorded 
in real time on a whiteboard or a piece of paper, or even on 
a PowerPoint slide, the process is called thinking-on-visual. 
There are three major advantages of adopting a thinking-on-visual 
approach. First, the participants obtain a holistic view of the 
inter-relationships among different elements of the system or 
the plan, so that combination, integration, and cause effect 
identification become easier. Second, the discussions can 
jump back and forth, instead of being limited to chronological 
consideration of only the points just made. More creativity 
can be stimulated in this way. Third, when a group member 
voices out his or her opinions, which are then recorded, the 
acknowledgement of the member’s contributions is likely to 
encourage more participants to speak up on the spot, thereby 
fostering a sense of shared planning and shared decisions, as 
well as duty to defend the plan due to shared ownership. The 
final version of thinking-on-visual is the business plan.

DYNAMIC VIEW 
OF 

THE INITIAL HYPOTHESIS

STAGE 

2
Stage 2 of the modelling process is to develop a more complex initial hypothesis that 
includes the time constraint of the length of the enterprise’s lease and the maximum 
capacity due to physical space. In addition, there is an initial setup cost.

Diagram 2: Dynamic View of Initial Hypothesis in a Business Plan

In the diagram above:
   a = Total setup costs before operation
  b = Total operating loss before breakeven
   c = Total profit after operation breakeven and before meeting the maximum capacity
   d = Total profit when running at the maximum capacity before meeting the investment breakeven
   e = Total profit after meeting investment breakeven and before the end the business, which may 
         be caused by end of the rental contract and sold-out of the business
N1 = Number of customers at which the revenue equal to the total operating costs and expenses
N2 = Number of customers at which the business is running at the maximum capacity
T1 = Time that the revenue equals to the total operating costs and expenses
T2 = Time that the business reaches its maximum capacity
T3 = Time that all the setup costs and operation losses are recovered
T4 = Time that the business ceases
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At this point, the dynamic view of the initial hypothesis of the 
business is in shape. Due to its complexity, we have presented it 
in the form of a diagram instead of an equation. Illustrating this 
hypothesis with a diagram has several advantages:

1.

2.

3.

4.

The diagram presented here is a simplified description of what is happening 
in the start-up of a new business such as a hair salon. The one-time setup 
cost is $600,000 (area A in the diagram).

1.

2.

3.

4.

5.

6.

STAGE 2
Example of the numbers for a Hair Salon
E X A M P L E :

The social entrepreneur has to estimate the average revenue 
per customer,then the number of customers needed for opera-
tion break-even(N1 in the diagram).

The social entrepreneur has to decide on the size of the salon (area 
by square footage) based on the maximum number of customers 
that the salon is prepared to serve (N2 in the diagram). For 
example, if the owner wants to reach break-even when the salon 
is two-thirds full, then the remaining one-third capacity will be 
considered profit. In this case, N2 = 1.5 × N1. In other words, the 
space needed will be 50% more of the space required for 
break-even.

The social entrepreneur has to estimate on the customer acquisition 
speed (CAS), as well as when the SE will reach N1— i.e., the point 
of positive cash flow or operation break-even (T1 in the diagram).

The minimum investment amount needed is the sum of the setup 
cost (shown as a rectangle in area A) and the operating loss before 
break-even (shown as an inverted right angle triangle in area B).

The social entrepreneur has to estimate when the SE will reach 
investment break-even (T3 in the diagram). This will happen when 
the sum of area A and area B is equal to the sum of area C and 
area D.

The social entrepreneur has to decide on the length of the lease 
(T4 in the diagram) — i.e., either two or three years (and longer). 
Area E in the diagram is the period in which the SE realises a profit 
on its investment. The return on investment (ROI) of this salon is 
equal to area E divided by the sum of area A and area B.

The diagram shows how the variables, represented by different 
pieces of the diagram, affect the return on investment of the 
business.

The total investment needed is strongly affected by the break-
even time. Hence the general guideline is to get more customers 
as soon as possible. In addition to the effects on the financial and 
cash flow considerations, more customers mean that the learning 
curve can be shorter.

The length of the lease is a double-edged sword. If the business 
is profitable, a longer lease will generate higher the return 
on investment before the renewal of the lease. Conversely, if the 
business operates at a loss, a shorter lease will generate lesser 
loss. Determining the affordability of the loss (i.e., the ability to 
survive a loss) is of high priority when making decisions on the 
social enterprise.

The size of the shop is another double-edged sword. If the salon 
has a sizeable customer base, having a larger area would mean 
it could accommodate more customers and, as a result, brings 
in more revenue. Conversely, if there are not enough customers, 
the idle space would become a rental burden. Usually a more 
conservative approach is taken by social enterprises in terms of 
shop size. If the salon attracts more customers than it can 
accommodate, the easier approach to make the most profit out of 
it is by simply upward adjusting service charges.
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Calculating the Total Investment Needed Calculating the Return on Investment
E X A M P L E : E X A M P L E :

STAGE 2
In the hair salon example, in order to achieve operation break-even, 
the salon needs revenues of $160,000/month. In the model, the 
average revenue per user is $200, which means the number of 
users per month needed is 800 users. If the salon can add 100 
users each month, it will take 8 months to accumulate 800 users. As 
such, the operating loss before break-even is ($160,000/month × 8 
months)/2 = $640,000. The total investment needed is $600,000 + 
$64,000 = $1,240,000.

If the hair salon can add only 50 users per month, however, the 
total investment needed is $600,000 + $1,280,000 = $1,880,000. 
If the hair salon can add 200 users per month, the total investment 
needed is $600,000 + $320,000 = $920,000. Therefore, the time 
to reach the break-even point, called Break-Even Time (BET), has a 
great effect on the investment needed. For its part, the BET highly 
depends on the customer acquisition speed (CAS).

In the preceding case, assuming the operation break-even time is 
8 months, the maximum capacity (N2) is 1.5 times the break-even 
capacity (N1), and the customer acquisition speed is linear, it will 
take 4 more months to reach the maximum capacity. In other words, 
this social enterprise will reach maximum capacity in its 12th month 
of operation. In this 4 months, the SE will have a positive cash flow 
of ($80,000/month × 4 months)/2 =$160,000.

From that point onwards, the SE will have a monthly $80,000 positive 
cash flow. The investment break-even will require ($1,240,000 ‒ 
$160,000)/$80,000 = 13.5 months. That means investment break-
even will happen in month 25.5 for this business. Therefore:

   If the leasing period is only 24 months, the investment results   
   in a loss of $120,000.

   If the leasing period is 36 months, the profit is $80,000/month × 
   10.5 months = $840,000.

   The return on investment over 3 years is $840,000/$1,240,000 = 
   68%.

   The average annual return on investment is 68%/3 = 22.5%.

An annual ROI of 22.5% looks attractive to any salon industry veteran. 
If the shop owner is not an industry veteran, however, the success 
rate for such businesses is only about 22%. When taking this probability 
into account, the most likely profit is 22.5% × 22% = 4.95%. This 
is lower than the average ROI of approximately 8% for the Tracker 
Fund of Hong Kong (code: 2800).
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VALIDATING THE ASSUMPTIONS 2
The purpose of this step is to improve the initial hypothesis by minimising the 
speculation through market studies. There should be five studies.

2.1 Landscape Survey

Once the nature of business and the district in which the business is operated are 
identified, the social entrepreneur must go thoroughly through the entire district, identify 
all direct and indirect competitors, and collect competitive information. For a restaurant, 
the data collected should include names of the restaurants, addresses, prices of their set 
lunch, set dinner, hours of operation, number of customers they can best accommodate, 
and the overall impression.



Salon A Salon B Salon C Salon D Salon E

Window Display 8 8 7 7

Interior Design 9 8 6 5

Hair Salon Products 
& Equipments

9 8 8 4 4

Reception 7 8 8 8 0

Hairstylist 8 6 7 4 7

Hair wash service 9 8 7 4

Business Hours 9 8 7 10 9

Customer Flow 8 8 6 0
Price 7 6 5 3
Strengths 7 7 8 10

Total Mark 81 78 75 65 49

FIGURE 8 Mystery Customer Survey
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Satisfaction             8 -10
Nautral                    6 - 7
Dissatisfaction         0 - 5

2.2 Mystery Customer

As part of this study, the entrepreneur may pick two restaurants with comparable pricing 
to the proposed SE for their set lunch or dinner: one slightly more expensive, and another 
less expensive.  A checklist should subsequently be come up so that total customer 
experience is handy at-a-glance — i.e., all touch points from stepping into the restaurant 
to leaving it.  By the end of the visit, the entrepreneur has to make an informed guess 
of the value proposition of the restaurant, i.e., why customers pick it and are impressed 
enough to come back again.

2.3 Exit Customer Survey

Furthermore, the entrepreneur should also design a consumer behaviour questionnaire 
covering the following issues:

1. Whether the customer is new or repeat?
2. Why does the customer comes (choices can be location, friends’ referral, social mission, 
    leaflets, traditional media coverage, or social media coverage)?
3. How is his / her satisfaction with service, environment, price, and overall satisfaction?
4. Whether the customer tends to return?
5. Whether the customer will refer the shop to friends?
6. For repeat customers:
    a. Why does he / she comes back (choices can be location, services, environment, price, social 
         mission, or media coverage)?
   b.How many times will he / she come again?
    c.How many friends have he / she referred the shop to?
7. Whether he / she lives or works nearby?
8.  Whether he would like to be further connected via email or whatsapp?



2.4 Customer Count

This survey requires an entire week to complete. The entrepreneur stands on the opposite side of 
the street of the targeted competitor-shop and counts the following people:

  Those who go straight into the shop.  These are repeat customers.
  
  Those who check around at the entrance before walking in.  These are new customers.
  
  Those who check around at the entrance but hesitate to walk in.  These are customers missed.

20    21 

2.5 In-Depth Interview with an Industry Expert

Industry experts can provide substantially useful information on topics such as rules of 
thumb for financial ratios, rental arrangements, seasonality of business, sourcing of food, 
promotion, and salaries for different tiers of employees.  Some may even have referrals 
to help the nascent social enterprise.

Value of Market Studies and Surveys

Industry veterans who are starting a social enterprise in their own field of expertise may not 
need to conduct such a comprehensive survey, as they are likely knowledgeable enough with 
the trade.  Novice entrepreneurs, however, definitely cannot afford to skip these surveys. The 
data will make them more credible when they approach prospective funders.

The purpose of the surveys described here is to collect data about competitors. The purpose 
of pilot testing or prototyping is to collect data about the new venture’s products. These data 
include feedback from potential users.The credibility of data from pilot testing is even more 
powerful than the credibility of data collected from the competitors.  An entrepreneur can do 
both surveys and pilot testing.

Data collected from market studies will help improve the initial hypotheses, by either 
substantiating or disproving the assumptions or guesses.They also serve as the basis for 
further investment or operation decisions.

At present, very few business plans applying for government grants to set up social 
enterprises are supported by data.  In other words, those plans that are backed by supporting 
data are likely to have higher possibility of success when submitted as part of an application 
for government grants.

In a week, 62 interested and 29 walk in and 33 walk away. In a month, 126 walk in

Weekday
Show interested but walk away
Show interested but walk in

FIGURE 10 Market Study : Pedestrian Count
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Pilot Test

The data collected through market studies listed above are from existing enterprises 
or providers. They are also the competitors once the planned social enterprise 
starts operation. The data are therefore about others. The data collected through 
pilot or prototyping are different. They are about the social enterprise itself.

Assuming that the new social enterprise is a restaurant, the pilot can be a one-time 
only ‘private kitchen’.  The event is a dinner. The ‘customers’ are friends or friends’ 
of theirs who have to pay for the dinner. The venue can be at home or in a small 
restaurant which the entrepreneur rent for an evening, probably with kitchen 
facilities.  During the dinner, the entrepreneur can collect qualitative feedbacks 
from the customers on services, food quality, pricing, ambience, etc, whether they 
will come again, and whether they will recommend to their friends. By the end of 
the dinner, the customers are asked to fill out a questionnaire to collect the 
quantitative results.

From the funder’s point of view - such as those representing government seed 
fund schemes - market studies is imperative as it shows that the business plan 
submitted is backed by objective facts and data. Pilot test is even better as the 
data are about the applicants’ capability. Having both the market studies and pilot 
tests is excellent as it means there are objective data by the applicants and the 
competitors. 

Design Thinking

The essence of design thinking is the plan-do-check-act cycles, or simply trial-and-error approach. 

In the ‘do’ stage, the entrepreneur will use minimum viable product to test the customer 
responses. The product is ‘minimum’ in order to lower the production cost so that for the same 
amount of budget for product development, there can be a few cycles more because of the 
saving. 

In the ‘check’ stage, both the quantitative and qualitative feedbacks from customers are 
solicited and used for product improvement. In addition to asking customers on their 
satisfaction on the product, they may also be asked for their guidance on how to improve it, 
how it is used, how to sell it, and which pricing point can generate the highest profit. 
The customers’ feedback is called ‘spoken needs’. The customers may also have ‘unspoken 
needs’ or ‘unaware needs’ which is to be discovered through the entrepreneur’s observation 
on how to customers learn and use the product.

In the ‘act’ stage, the product is revised based on the data collected.

IDEA
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In an affluent society, consumers are looking for more than mere satisfaction of their 
physical needs.  In other words they tend to go beyond for unique experiences to fulfil 
their more sublime psychological quest such as self-esteem or self-actualisation.

Michael Lanning (1998:xv) explains that a business should be managed as a delivery 
system of a chosen scenario of experiences targeting a selected segment of potential 
customers. These customers will evaluate and compare the scenarios they experience 
from different providers, and choose the one they consider to have the most ‘added 
value’. The scenarios of resulting experience are considered the ‘value propositions’.

Purchasing and consumption are trading activities in which money is exchanged for 
goods or services. For the same amount of money, a rational consumer tends to look 
more favourably on those goods and services that offer more value. The thinking of this 
kind of consumer can be expressed in the following ‘A = B ‒ C’ equations:

 Added-value = Benefits perceived by the consumer – Competitors’ offerings 
                           at the same price

  Added-value = Benefits perceived by the consumer – Costs perceived by the 
                            consumer

Hence, to close a deal, providers add more value that is attractive to the consumer, while 
keeping the total cost of the goods or services low enough to produce a good profit.

VALUE PROPOSITION 
AND 

VALUE DELIVERY SYSTEM3
For a consumer buying a smartphone, 
for example, the perceived benefits include 
the latest features, the brand of the phone, 
and the buying experience including the 
environment and services. The perceived 
costs include the price of the phone, the time 
taken to shop around for it, the time to transfer 
data from the old phone to the new one, 
and the time needed to learn how to use the 
new phone. Unlike the business market in 
which the procurement department looks for 
objective data to evaluate the benefits and 
costs, in the consumer market the benefits 
and costs are subjective perceptions that 
are partly shaped by the salesperson.

When planning a new SE, the social en-
trepreneur must make three main decisions 
upfront. First, what is the type of business? 
Second, what is the targeted disadvantaged 
group? Third, what is the targeted segment 
of customers who enjoy the services or 
products and who pay for the services or 
products sold?  For the third point, usually a 
single person plays both roles, but sometimes 
there may be a beneficiary who enjoys the 
services and a donor who pays for the service. 
In the next three examples, the first two focus 
on the service or product, and the third on 
the beneficiary.
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A recent development in the social entrepreneurship field is the 
growth of guided-tour businesses, in which customers have a new 
experience in an indoor venue, a customer-provided venue, or an 
outdoor environment. In the latter two cases, the SE rents a fixed 
facility—a strategy that lowers its fixed costs and allows the SE to 
avoid being tied up by a lease; thus, it avoids the risk of operating at 
a huge loss because of the burden of the lease as well as the risk 
that demand for the business’s services will outstrip the capacity 
of the leased venue. This example explains how to design a tour 
based on transformative learning theory.

Fullness Social Enterprises Society (FSES) has a team that targets 
the school segment. The SE Workshop conducted by this team is 
designed for secondary school students and their teachers. It 
provides an opportunity for them to experience a social enterprise, 
listen to the stories of the disadvantaged employees and talk to 
them, and work as an employee of the SE to get a first-person 
perspective on the SE movement.

The value proposition is ‘the feeling of the life of a SE employee’. 
In one of the workshops, students and their teachers visit a social 
enterprise that provides piece-work opportunities for women who 
are new immigrants. The craft is to make flowers or decorations with 
iron wire or other materials.

Social Enterprise Workshop
E X A M P L E :

The real-life stories of these women can be very harrowing. For 
example, ‘Jane’ (not her real name) came from mainland China and 
was married to her current husband in Hong Kong. Jane could not 
adapt to the new environment, especially the need to learn Cantonese. 
She faced discrimination from her neighbours and, as a result, 
suffered from depression. One day, Jane decided to plunge herself 
to death from the eighth floor. She thought her death would be an 
emotional punishment for her neighbours.  Suddenly, someone else 
jumped from the twelfth floor of Jane’s building.  The dead person 
was another new immigrant who also experienced depression. As 
the neighbours gathered around the dead body, Jane heard their 
cold and gravely inhumane comments that no one should have 
decided to die this way as it would have hurt other passers-by.

Jane was shocked and saddened.  What they cared was no more 
than themselves but not the life and death of others.  At split 
seconds she gave up the idea of ending her own life and began 
swimming herself out of depression.  She eventually turned a new 
page by actively participating in the social enterprise. She now has 
a circle of buddies who help one another. She is also able to earn 
some money for the family, and her Cantonese is much improved.
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The SE Workshop can be deconstructed into five steps based on 
Jack Mezirow’s transformative learning theory:

    Event. In the workshop, students assume the role of the newly arrived 
     women, experiencing her helplessness, disappointment, frustration, 
     anger, and grief, before liberating herself by metamorphically 
    transforming to become positive and energetic. While her family is 
     still in dire poverty, she is now happy. This life-transforming 
    experience is new to the students.

    Examination. The students are perplexed, as they thought that 
    everyone needs money to be happy, and that only elites can 
    have life stories characterised by positive turnarounds.The 
    new-arrival women they encounter in the SE do not match their 
    pre-existing notions, which present a challenge to their frame of 
    reference.
 
    Exploration. In the debriefing part of the workshop, the facilitator 
    guides the students to reflect critically on the validity of the  
    assumptions in their frames of reference, and how they can adjust    
    their conventional way of thinking. Moreover, if these ‘vulnerable’ 
     women could change their life trajectories, the students should be 
    able to do the same for themselves. The discussion among the 
    students enriches the atmosphere for mindset and behaviour 
    changes.
 
    Experiment. The facilitator leads the students to brainstorm 
    possible actions that they can take, such as obtaining greater 
    understanding of current social problems, supporting ethical 
    consumption, or considering the option of working in a social 
    enterprise or becoming a social entrepreneur.

    Emerge. As the workshop ends, the group memory is expected 
    to last for quite a while.

Analysis of the social impact of the SE Workshop shows that on 
completion of the workshop, 91% of students commit to supporting 
social entrepreneurship through active participation.
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A non-governmental organisation (NGO) operates severable 
second-hand shops. In its yet-to-break-even shop, only 30% 
of customers rate the services as a 4 or 5 on a scale of 1 to 5.  At 
the other end of the spectrum, more than 90% of the customers of 
the most profitable shop rate the services as a 4 or 5. A significant 
percentage of customers go to the most successful shop every 
day. These customers treat the shop as a place for social gathering 
where they hang around with shopkeepers and other familiar customers. 
The value proposition of the profitable shop is the ‘scenario of a 
club-like environment with buddies there’. This scenario is encouraged 
by the salespeople (women), who always welcome the repeat 
customers (also mostly women) to come to the shop to chitchat, or 
gossip, even when they don’t mean to come here to shop.

Second-Hand Shop
E X A M P L E :

According to Nobel laureate Daniel Kahneman - a psychologist who 
became laureate in economics - educating gossip4 is beneficial as a 
stimulus for intellectual engagement:

Why be concerned with gossip? Because it is much easier, as well as far more 
enjoyable, to identify and label the mistakes of others than to recognize our 
own. Questioning what we believe and want is difficult at the best of times 
and especially difficult when we most need to do it, but we can benefit from 
the informed opinions of others. Many of us spontaneously anticipate how 
friends and colleagues will evaluate our choices; the quality and content of 
these anticipated judgments therefore matters. The expectation of 
intelligent gossip is a powerful motive for serious self-criticism, more 
powerful than New Year resolutions to improve one’s decision making at 
work and at home. (Kahneman 2011: 3)

In other words, the shop is housing a community which shares 
common interests, where members learn from listening to a second 
party commenting on a third party.  More importantly, they gradually 
improve their judgements through case studies, just like the learning 
in Harvard Business School but in a more informal, casual, and fun 
setting. This may not be the outcome intended by the founder, but 
we all like to gossip — and the SE benefits from this popular 
phenomenon.

4 Daniel Kahneman talks about slowing down our thinking and educating gossip: https://vimeo.com/139856412
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E X A M P L E :

There has been a blank spot 5 among Hong Kong policy makers, 
scholars, journalist, and NGOs on the ageing phenomenon and 
solutions. For too long, they have ignored voices such as the World 
Health Organisation (WHO) which now defines ‘youth’ as people 
from age 18 to 65 and ‘young olds’ as people from age 66 to 79. 
McKinsey & Company’s June 2016 article ‘Are you ready to live 
to 100’ also addressed this phenomenon and recommended abandoning 
the notion of a ‘lockstep life’. Moreover, the July 2017 issue of The 
Economist, in a feature entitled ‘The new old’, argues that ageing 
should be considered a boon to society instead of a curse. The 
main message from these three credible thought leaders is that we 
should not enforce an involuntary retirement age - as in the United 
States - or at least we should extend the term of service by several 
more years.  The addition of members of the 61 to 79 age group 
would allow the total workforce to increase by nearly 60%6. In the 
United States, according to The Economist report:

   40% of adventure travellers are older than age 50.

   More than one-fourth of the members of Match.com(a dating site) 
   are between the ages of 53 and 72.

   People of age 55 to 65 are 65% more likely to start up companies 
   than those age 20 to 34.

5 Blank spots are solutions to the problems that one does not know.
6 Under this scenario, the workforce increases from the population age 20–60 to the population age 20‒79.

Services for Young Olds

Retirees - especially those belonging to middle class and have been 
at mid-management - usually have two kinds of activities in their 
anti-ageing portfolio. Their defensive activities include exercise, 
diet, relation- building, and strengthening of ties with friends and 
family. Their offensive activities include studying, volunteering, and 
earning through part-time or freelance work.  Since most NGOs 
target middle-class people age 55 or older, the value proposition 
they use as an incentive is that they are ‘adventurers’ and ‘life 
explorers’.  An entrepreneurship development programme may 
focus on tasks such as how to write business plans, apply for 
government grants, and set up a business. The resulting venture 
may take the form of a business, a social enterprise, or a charity.

Although FSES does not specifically target persons older than age 
55, we do have members in this age cohort. One of our values is to 
seek ‘difficult pleasure’, which requires a ‘twist of will’. We enjoy the 
achievements that result from these difficult pleasures. 



Repeat Customers

The next diagram depicts the customer acquisition curve based on different repeat 
customer rates — namely, 50%, 80%, and 90%. The slope of the curve represents 
the customer acquisition speed. The slope of the 90% curve is higher than that of 
the 80% curve and much higher than that of the 50% curve.

As shown, if the repeat customer rate is 50%, the shop will never be able to break 
even. In fact, it will have a huge loss every month. The accumulated loss over the 
lease period will be multiples of the setup cost.

If the repeat customer rate is 80%, the shop will reach operation break-even around 
the mid-point of the shop’s lease. The customer acquisition curve will then be 
plateaued forever, in which case the owner will not be able to recover his investment.

If the repeat customer rate is 90%, however, the business will reach operation 
break-even when it passes the one-fifth milestone of the leasing period. It reaches 
maximum capacity around the mid-point of the leasing period, and should then 
start increasing its prices so as to maximise its profit.
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Marketing has been defined as an organizational function and a set of processes for 
creating, communicating, and delivering value to customers and for managing 
customer relationship in ways that benefit the organization and its stakeholders. 
(Kotler and Keller 2009:45)

The key to success for any business is the customer acquisit ion speed. The 
customers can be broadly classified as either new or repeat customers. New 
customers may come to the business due to its location, advertisements, or referral. 
Repeat customer may come again because of the location, environment, pricing, 
quality, or to simply support the SE’s social mission.

In this example, we assume a business has 100 new customers every month. With 
different rates of the repeat customers, the total number of customers is as shown 
here.

CUSTOMER ACQUISITION4



The customer acquisition speed is estimated by surveying the existing providers — 
i.e., the new business’s competitors. If possible, launching a pilot project will provide 
even more accurate data for making this estimate. The main difference between a 
survey and pilot testing is that the former studies others, whereas the latter seeks to 
improve self-awareness.

For example, suppose all the restaurants in the district you are targeting achieve very 
good satisfaction ratings from customers on food quality. That does not mean that 
your workers’ cooking skills will automatically achieve the same very good satisfaction 
ratings.

New Customer : Three Scenarios

The number of repeat customers is based on the multiplying effect of the new customers. 
Needless to say, if the number of new customers per month is zero, there will not be any 
repeated customer.

First, the social entrepreneur must forecast the number of potential new customers from 
each source. The sum of all these potential new customers is the best-case scenario.

Second, the win rate is composed of two numbers: the likely percentage and the worst-case 
percentage. The sum of the products of new customers and the likely win rate is the most 
likely scenario.

Finally, the sum of the products of new customers and the worst-case win rate is the 
worst-case scenario.

If the business attracts 100 new customers per month and the repeat rate is 90%, 
12 months on the total number of customers in the twelfth month will be 716. The 
following graph illustrates an actual example of how new customers become repeat 
customers.
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SOCIAL IMPACT MEASUREMENT
 5
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Many NGOs complain that funders cover only the programme expenses, not the NGO’s 
overhead. Some blame the funders as being irrational. In reality, when investors buy stoc-
ks, their primary concern is seldom the listed company’s overhead (SG&A) or cost of 
goods sold (COGS). Instead, their primary concern is the net profit of the company, such 
as the P/E ratio (share price versus the earnings per share).

Most funders are in fact as rational as they are consistent: they pay for results.  In a financial 
investment, the result is the profit. As long as the return is significantly larger than the 
amount invested, funders do not mind overhead, because they perceive the business as 
a good deal.

With donations or sponsorships, the result is measured in terms of social impact. All too 
often, however, NGOs emphasise the social needs but do not want to report the measurable 
social impacts. To the funders, this reluctance indicates that he NGOs only eye on their 
money but are unwilling to commit to what the beneficiaries will get in return. Since the 
funders cannot conclude if the investment is a good deal, they tend to be more cautious 
in their funding support.

What
Impact means the ‘marked effect or influence on someone or something due to a forcible 
contact with another object or event’. It is different from outcome, which means a ‘consequence’; 
it is also different from output, which means ‘the amount of something produced by a person, 
machine, or event’.

Provision of 40 hours of vocational training is an ‘output’. Students’ overall satisfaction 
score of 4 on a scale of 1 to 5 is an ‘outcome’. ‘Half of the students can get jobs due to the 
training’ is an ‘impact’.

Social impact is a marked effect on beneficiaries in terms of their affective, cognitive and 
behaviour dimensions. For example, the beneficiaries feel good, learn new competencies, 
and change their behaviour in positive ways.

Why
When social enterprises report measurable or quantified social impacts, funders can at 
least justify their funding support. Moreover, they can compare different projects and pick 
the one with the best cost-effectiveness as a candidate for funding. In the long run, the 
better service providers will grow faster than the less efficient providers. Their success 
means that larger numbers of vulnerable people can be served with the same amount of 
input resources.

Furthermore, when the social impact is measurable, it means a goal for social impact can 
be set based on historical records, or based on the experience of similar types of social 
enterprises. The goal will then influence the design of the social value creation process in 
the direction of maximising the social impact.
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There are three schools of thought on measurement of social impact. The ‘gold standard’ 
of social research is the randomised controlled trial (RCT)7. The cost of such a trial ranges 
from HK$0.5 million to HK$3.0 million or more. The Social Innovation Fund initiated by 
former US President Barack Obama adopts this approach.

In the United Kingdom, approximately one-fourth of all social enterprises monetise their 
social impact so as to calculate social return on investment (SROI) according to the 
method proposed by SROI Network. Originally the SROI method was initiated by Roberts 
Enterprise Development Fund8 (REDF), though REDF eventually abandoned this 
approach due to disputes on monetisation rubric. Very few social enterprises publish their 
SROI, preferring to keep the results private and use them for internal reference.

In Hong Kong, FSES has proposed use of the Social Impact Measurement (SIM) based 
on the four-level model proposed by Donald Kirkpatrick (2006:5-8) as an outgrowth of his 
doctoral research on people development. Kirkpatrick’s model was adopted by numerous 
multinational corporations, including Hewlett-Packard, beginning in the early 1980s. It is 
therefore both academically sound and commercially viable.

Levels 1 to 3 of Kirkpatrick’s four-level model are beneficiary-oriented. They measure 
the effect of the logic of empowerment on the beneficiaries. Level 4 is funder-oriented.  
It measures the financial cost-effectiveness in terms of either the SROI or the unit cost 
per beneficiary. For social enterprises, the total SROI during the life span depends on the 
financial sustainability of the business. Hence the measurement results reflect the effect 
of the logic of control.

HOW TO MEASURE SOCIAL IMPACT
 

Level 1: Affective Impact

Level 1 measures the overall satisfaction of the beneficiaries with the programme or 
event. The primary factors affecting satisfaction include the impression of trust and 
respect, the social network, and the autonomy on the work and on the voluntary actions.

In addition, the effects on well-being may be measured.  Satisfaction is a pre-requisite to 
achieving level 2.

Level 2: Cognitive Impact

Level 2 measures the change in competence which consists of knowledge, skills, and 
attitude. This measurement can take the form of a simple self-assessment, use of a 
psycho-sociometric scale, or an RCT.

Level 3: Behaviour Change

Level 3 measures specific behaviour based on the type of the beneficiary. For example, 
for ex-offenders, the re-offending rate is measured. For net-addicted teenagers, sleeping 
habits such as time going to bed are measured.

Generic behaviours may also be measured — for example, the number of new friends 
made, and the number of good friends nurtured. This type of measurement is possible 
because social capital is a key factor in well-being.

7 Random Control Trial is a study method in which participants are randomly assigned into an experimental 
 group and a control group. As the study is conducted, the differences between the control group and the 
  experimental group is the outcome variable being studied.
8 The web-site of REDF is http://redf.org/ 
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Level 4: Cost-Effectiveness

Level 4 includes two types of measurements. The first is the SROI. The social return is 
the benefits to the vulnerable group together with the social cost savings by the 
government or society, such as a reduction in the level of Comprehensive Social Security 
Assistance (CSSA). The social return for a Work-Integration Social Enterprise (WISE) is 
the wage received by employees of the vulnerable groups, or the amount of discount as 
compared to the market price for the Subsidised Service Social Enterprise (SSSE); or the 
amount of profit used to support the social services in the Plough-Back Social Enterprise 
(PBSE), such as the hotels in the YMCA.

The second is the unit cost per beneficiary who receives Levels 1, 2, and 3 benefits. For 
example, the unit cost to help a deviant youth to re-integrate into society is approximately 
HK$50,000 spreading over 5 years if it is done by the social enterprise MyConcept. 
It teaches such youth to develop careers based on stage performance, such as singing, 
dancing, or magic. A similar result costs approximately HK$90,000 spreading over 3 years 
if it is done by a youth centre. Finally, re-integration of a deviant youth into society costs 
approximately HK$300,000 per year if it is done by the Correctional Service Department. 
Thus, similar results may be obtained through different strategies and by different natures 
of organisations, but with significantly different costs.

The unit cost approach can also help funders develop a sense of costs incurred by a 
social venture or education venture. The unit cost per student can be HK$600, HK$2,500, 
or HK$10,000 when teaching students about social entrepreneurship. The amount of 
funding approved for these efforts varies dramatically because the funders generally do 
not have a good sense of cost-effectiveness of social entrepreneurial education.

Another basis of comparison is the cost-effectiveness of incubation. In the United 
Kingdom, an incubator organisation assumes costs of approximately HK$100,000 per 
social entrepreneur, splitting HK$35,000 for the social entrepreneur and the remaining 
HK$65,000 for administrative expenses. The percentage of projects launched from the 
UK incubator that reach break-even within one year is approximately 1%. In Hong Kong, 
an incubator organisation typically provides HK$150,000 per social entrepreneur, splitting 
HK$100,000 for the social entrepreneur and the remaining HK$50,000 for the administrative 
expenses. The percentage of these projects that reach break-even within one year is 
approximately 20%.

Advanced Measurements
Advanced measurement approaches include mixed methods, comparisons, and journalist 
proxy.

The process of creating social impact proceeds through three steps. First, estimate 
the SROI of the project. The method was covered earlier. Second, identify the theory 
of change (TOC). Last, design the logic model.

Theory of Change

Basing the project on a proven theory improves the validity of its effects in creating the 
impact. For a WISE, the ‘Six S’ model is a good TOC; its elements include Salary, Social 
status, Social network, Sense of purpose, Stimulation of intellectual engagement, and 
Structure of time.

According to self-determination theory (SDT), salary and status are extrinsic motives. 
Social network, sense of purpose, stimulation of intellectual engagement, and structure 
of time are intrinsic motives.

The elements in the ‘Six S’ are the independent variables in studying social impact. They 
are also called ‘handles’ because they are meant to be operated to adjust the dependent 
variable — i.e., the impact. In the case of a WISE, the dependent variables are the loyalty 
of the employees from the vulnerable group to the job, and their motivation to learn and 
to transform.

CREATING SOCIAL IMPACT
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Logic Model

The logic model is the change mechanism designed to maximise the overall cost-
effectiveness by tuning the six handles as needed. For example, in Fullness Salon, the 
following logic model is used:

Salary: The income of the beneficiary.
Status: A job or role through which the beneficiary earn trust and respect from the others.
Social network:  A social support system that includes strong ties and weak ties.
Sense of purpose:  A career goal that the beneficiary wants to achieve.
Stimulation of intellectual engagement:  Regular brain exercises, either as learning or 
                                                                       coping challenges.
Structure of time:  A work life that has a rhythm of ups and downs.
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HOSHIN PLANNING SYSTEM 6
Why
By putting it onto one page at-a-glance, the mutual exclusiveness and comprehensive 
exhaustiveness of the plan, as well as the logical linkages among the components, 
can be easily checked. Moreover, the design template includes labels and symbols 
which provide guidance when developing the plan.

How
The template includes 10 components.

Heading
The heading identifies the name of the organisation or department, the name of the 
owner, the period covered by the plan, and the version of the plan. A plan is not a 
master of humans, but rather a tool for humans. Not only will the review component 
change as time goes by, the other components may also change, requiring the analysis, 
goals, and strategies to be modified to be in line with the latest challenges or 
opportunities.

A plan is essential when there is a need to change behaviours. The purpose of a business 
plan is to improve the business’s performance through actions related to control of costs, 
product quality improvement, and marketing and sales. The purpose of a strategic plan 
is to align the habits of mind and behaviours of all members of the organisation, so as to 
avoid trouble or to achieve a breakthrough, within three to five years.

A concise yet effective strategic planning system used by multinational corporations such 
as Hewlett-Packard is Hoshin(方針)Kanri(管理)(Witcher & Butterworth 2000:262-269). 
This name is a translation of a planning method used in Japan, which was originally 
learned from China.

What
A Hoshin plan is a one-page document containing the three basic components of a strategic 
plan, namely, situation analysis, goals setting, and action planning. The improved version 
presented here is based on more than 30 years’ experience with applying the Hoshin 
planning system. Two new components are added here: (1) the win rate, or probability of 
success, for each strategy; and (2) a review of traffic light indicators, the progress, and 
the next step.
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Situation
The situation component summarises insights, instead of detailed facts, from the SPOT 
analysis and/or the GAPS Analysis. Only those insights relevant to the goals and strategies 
should be included.

SPOT stands for ‘Strengths, Problems, Opportunities, and Threats’. The former two are 
what the organisation has now, and the latter two are what may happen in the future. 
Another version of the SPOT analysis is the SWOT analysis which means ‘Strengths, 
Weaknesses, Opportunities, and Threats’. In the case of ‘high rental cost’ for a social 
enterprise, however, this issue may be better perceived as a ‘Problem’ to be faced rather 
than a ‘Weakness’ in the ability to pay; thus, ‘Problem’ is a more accurate name for this 
category in the social entrepreneurship realm.

When doing SPOT analysis, many people make the mistake of ignoring the relevance of 
the strengths and problems to the opportunities or threats. If strength does not help the 
business take advantage of the opportunities, it is irrelevant to this exercise. If solving a 
problem does not help the business realise an opportunity or remove a threat, it is also 
considered irrelevant.

Another common error arises when picking strengths and problems. If your organisation 
has a good team or staff, but all your competitors have better teams than yours, your 
‘good team’ is still a relative problem. In many social enterprise business plan competitions 
in which I am one of the judges, the business plans of the award winners may have 
scores of B or B‒ if they are submitted as part of a university course assignment. They 
win simply because their competitors have scores of C or lower. We win in a competition 
because of making fewer mistakes.

GAPS stands for ‘Goals, Actual results or ability, Past or Perception, and Standards’. 
Thus a GAPS analysis is a comparative analysis between actual and past performance, 
between actual and internal or external standards, and between actual outcomes and the 
goals.

When the actual performance is higher than the standard, it is strength. When the actual 
performance is lower than the standard, it is a problem.

When the actual performance is better than the past performance, the organisation is 
growing. If not, the business is declining or in trouble.

The goal should be the last criterion set. It may be a turnaround goal, a growth goal, or 
a breakthrough goal. If the SPOT analysis is carried out before conducting the GAPS 
analysis, the goal will probably come from one of the opportunities.

Objective
The objective describes what is to be achieved within the period specified in the business 
plan. Usually it comprises a short statement about the state of the organisation when the 
objective is achieved, such as ‘Achieve financial break-even within 1 year’, ‘Turn around 
the business’, or ‘Become an opinion leader in SE sector’. The formula for stating the 
objective is ‘Action + State + optional Time frame or Domain’.  

Goals
Goals are the criteria by which we can tell whether the objective was achieved. Usually, 
a goal is phrased in terms of a number or a dollar amount. Sometimes it may be 
the completion date of the event or project. It can also be a name, such as a corporate 
customer that the organisation wants to penetrate. In rare cases, it is the verdict from a 
strongman in the organisation, such as the founder. Thus, the goal is a ‘must’ to answer 
the question of whether the business has achieved its objective.

Many NGOs fail in the implementation of their strategic plans because the chief executive 
cannot or will not set a measurable or quantitative goal for the plan. For example, instead 
of setting a goal of ‘earn $100’, the goal may be ‘have good earnings’. The amorphous 
nature of this goal means there is no way to measure the progress of implementation. It is 
like students who do not have their home assignments and exam papers marked.  There 
is no means to accurately measure if they are qualified to move on to the next level of 
study.

The numeric goal can be just a number, or a range containing two to three numbers, 
including the worst-case scenario number (the lowest goal), the most likely case number, 
and the best-case scenario number (a stretch goal). For highly uncertain situations that 
may have either a big upside or downside, all three numbers may be quoted. For mature 
and stable businesses, usually the most likely scenario number is quoted.
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Strategy
The ‘Strategy’ section of a business plan describes the strategies that, as a whole, can 
achieve the overall goals. The description includes identification of a domain and an 
approach to achieve the desired outcome. It does not include details, thereby leaving 
room for flexibility during implementation.

In terms of the number of strategies identified, the general guideline is to have a critical 
few but sufficient strategies. ‘Critical’ is evaluated in terms of the magnitude of 
the impact. ‘Few’ implies fewer resources are needed and efforts can be more focused 
so that the time required to achieve the key performance indicator (KPI) can be shortened 
or made timelier. ‘Sufficiency’ of the strategies is the most overlooked issue in most 
strategic plans.

One of the insufficiencies is the disconnection between departments on the Hoshin 
strategies. For example, there may be no business‒information technology (IT) alignment, 
such that the operational data needed by the business department to analyse the situation 
or to report progress or deviations are not available from the IT department. Another common 
problem in NGOs is the human resources (HR) department’s sourcing of training 
programmes that are irrelevant to the organisation’s strategies. A third example related 
to sufficiency is the inability of the finance department to provide timely financial reports 
within a few working days after month-end closing, or to provide financial forecasts based 
on seasonality or year-to-year patterns.

Owner
Only one person should be identified as being responsible for a strategy. Team 
ownership, such as a department, usually means no specific individual takes 
responsibility. Clarity of ownership is important when deciding who should be 
rewarded, ‘penalised’, or at least ultimately held responsible (please decide).

During the business planning process, it is important to obtain the expected 
owner’s inputs on the strategy and KPI, with these inputs being incorporated as 
much as possible into the plan if they are reasonable. Through such engagement, 
it is assured that the owner of the strategy understands and agrees with the 
arrangement.

When subordinates are assigned responsibilities for specific strategies, the Hoshin 
plan is cascaded down to either the subordinates’ Hoshin plan or items in their 
performance appraisal.

Key Performance Indicators (KPI)
The management philosophy of Hoshin planning can best be described as ‘management 
by objective’ (MBO). The assumption is that the employee is a knowledge worker (what 
do you mean?) who will try his / her best to hit the KPI, as long as the employee is provided 
with relevant training, resources, authority, and incentives to implement the strategy.

Moreover, numeric goals and KPIs can facilitate the cascading of the business plan and 
the alignment between the business’s headquarters and the subordinate centres or 
business units.

Probability or Success Rate (P)
The probability of success in meeting the KPI can be assessed as high (H), medium 
(M), or low (L).  Alternatively, it may be quantified as a percentage from 0% to 100%. 
The percentage can be calculated by surveying the stakeholders and taking the 
average of their responses, or by estimation based on historical records and industry 
norms. A score of ‘low’ or a percentage close to 0% means it is difficult to meet the 
KPI. When such a probability is explicitly documented, the pressure placed on the 
strategy owner is decreased: if the owner fails, the outcome is the expected result; if 
the owner succeeds, he / she is lauded as a hero.

The strategies in the Hoshin plan that have the lowest probabilities should be 
reviewed again through potential problem analysis and potential opportunity analysis 
to increase the success rate, and to ensure that the failures are tolerable. If they are 
not, the business must develop a contingency plan.

Check
Hoshin Plan uses traffic light to indicate the status of the strategies. A green circle will be 
shown if the progress of the strategy is on-track; a yellow circle if the progress is slightly 
off-track, and red circle if it is far behind the target, hence the entrepreneur should take 
drastic actions to catch up on the progress.

If during the Hoshin Plan review, all the strategies get green circles, a possibility is that the 
owners of the Hoshin Plan had not pushed themselves to the limits. On the other hand, 
if all strategies get red circles, it means the owners are all incapable. The best pattern is 
that of most are green, a few yellow, with 1 to 2 red.
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Done or Progress
When progress is on schedule, the status should signal a ‘green light’. If it is a bit behind 
schedule, a ‘yellow light’. If it is far behind schedule, a ‘red light’. At the beginning, they 
should all be green lights. As the plan proceeds, the implementation of some strategies 
may fall behind, so that yellow or red lights begin to appear.

At the end of the period, it is considered disappointing to have all red lights. It may also 
be disappointing if all indicators are green, as this means the KPIs were set too low.  This 
phenomenon, called sand-bagging, suggests that employees are not working to their full 
potential. The best pattern is mostly green light, a few yellow, and one or two red. In 
addition to the traffic lights, the ‘Progress’ section should include a few words to summarise 
the progress.

A special indicator that is used in the Hoshin plan is a white light with an arrow mark. It 
implies the strategy or the KPI is inappropriate, and should be changed. 

Act or Next Steps
Unless the strategy is fully implemented and no more actions are needed, the plan should 
describe the next steps to be taken. For those elements of the business that have gone 
off-track, the next step will be corrective actions or catching-up actions.

How Often
The purpose of a plan is to create changes in the routine or habits. If everything can follow 
the usual path, there is no need for planning. Usually the progress made towards 
implementation of changes is not so much a matter of the duration of the planning period, 
but rather depends on the number of reviews conducted or the review frequency.

Review frequency need not be fixed — for example, as quarterly or monthly. Instead, it 
may vary from weekly or bi-weekly in the start-up phase to identify early wins so as to 
boost the team’s morale, or to uncover problems before they are too late to fix. When the 
progress is on track and stable, it can be spread out to monthly or even quarterly.
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The case of 

Sharing Kitchen HK
The case of Sharing Kitchen HK by Community Development Enhancement Fund Limited

Social enterprise has become one of the most important 
ideas from social sector to business sector all over the 

world. While business magnates like Bill Gates are donating 
a substantial portion of his wealth for charity deeds, more and 
more businessmen are thinking about how to do business with 
good reputation or even leaving behind a legend. The fantasy on 
meeting social needs and maintaining stable income is the basic 
idea when thinking about social enterprise. “Sharing Kitchen HK” 
is one of the adventures we attempted in 2015, in order to build the 
fantastic dream for the food production sector. With the support 
from Social Innovation and Entrepreneurship Development Fund 
and Oxfam Hong Kong, we launched this social enterprise in April 
of 2016. It becomes the first example of sharing economy now, 
using the idea of sharing kitchen in Hong Kong.

Appendix A : The Case of Sharing Kitchen
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Background

In Hong Kong, a lot of passionate grassroots would like to start their own business, like 
the kind of micro-enterprises. Most of them are talented in cooking and food presentation.  
In order to obtain a licence for food production, a minimum of $800K initial investment is 
required for renting a kitchen so as to comply with government regulations.  This barrier 
shatters their dreams all at once.

Dodo Cheng, Chairman and co-founder of Community Development Enhancement Fund 
Limited founded the social enterprises venture ‘Sharing Kitchen HK’ to solve this problem. 
Cheng said, “Given the sky-high commercial rents in Hong Kong, the grassroots dream 
of starting up their own business only seems too remote to be attained”9. The concept of 
‘Sharing Kitchen HK’ takes advantage of the idle kitchen space for ‘releasing more 
possibility’ for food production - in other words, to put these idle space and time of kitchens 
into better use, and at the same time allowing flexibility for the grassroots to start their 
food production business in a less risky environment. 

This new social venture has gone through a number of steps including market research 
and financial forecasting. In the article they would like to share some of the important 
steps they have gone through in these two years.

Idle kitchen possibility calculation

In 2014, Hong Kong Food and Environmental Hygiene Department recorded that there were 
totally 9,282 licences for general restaurants. 10

Our team members have tried to reach over 100 restaurants in Yuen Long, Tung Chung and 
Tsuen Wan, we interviewed restaurants’ owner and staff to find out whether there were idle 
kitchen hours in their restaurants. About 68 of them responded that they have idle kitchens 
of around 4 hours per day, for example, from 7 am to 11 am, from 2 am to 6 pm, or after 9:30 
pm. This means the restaurants are not serving breakfast, afternoon tea or late night snacks.

We use the interview result to make a hypothesis that 70% of the restaurants have idling 
kitchen time

9,282 licensed restaurant x 70% x 4hours x 365days = 9,486,204 hours

9  Yau, C. 2017, ‘Hong Kong chefs savour project in which they share kitchens of popular restaurants’, South  
  China Morning Post 14 February. Available from: http://www.scmp.com/news/hong-kong/education-com-  
  munity/article/2070853/hong-kong-chefs-savour-project-which-they-share 
10 Pleasant restaurants statistics, 2014, http://www.fehd.gov.hk/english/statistics/pleasant_environment/
  statistienh_2011_2014.html

In order to rent a kitchen space in Hong Kong, the market price is about $150-$200 per hour.

9,486,204 hours x $175/hour = $1.66 billion

In the previous calculation, we assume that there is totally $1.66 billion paid for the 
idling time of the kitchens. These are important resources waiting for an innovative 
idea to release its potential.

Sharing economy venture

We start up a new social enterprise ‘Sharing kitchen HK’ try to match up the idle kitchen 
with the talented food producers. In Chinese, it is ‘共廚家作’. 

Behind the Chinese brand name it emphasises on the concept of sharing idle kitchen, 
so that customers can taste the homemade products which are produced by grassroot 
participants from the local community. We call the participant ‘Home Chef’, literally, the 
master of cooking in a family. ‘Sharing kitchen HK’ is the platform for them to demonstrate 
their talents.
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Value Delivery System and Value Proposition

‘Sharing Kitchen HK’ is set up with an idea to share the inherent space and sales network of 
restaurants with idle kitchen times. We design temporary contracts to hire special grassroots 
food producers as part-time employees, and we sign cooperation contracts with participating 
restaurants. The time slots open to grassroots food producers, for example, is from 7 to 11 
am or from 2 to 6 pm. The food cooked is sold in the restaurant.

Value Propositions

The value proposition to the needy workers is more income through working with autonomy.  
The value proposition to the restaurants is to fill the gap left by insufficient kitchen staff11, 
to increase the total sales by 3%, and at the same time create media exposure which is 
important to the restaurants’ main business. The value proposition to the customers is the 
opportunity to practise ethical consumption, as 47% of the price paid goes to the needy 
workers. The value proposition to the media is to facilitate a story on the crossover of 
social innovation and sharing economy which serves as a platform for the less privileged 
to earn their living with considerable autonomy.
 

Customer Segments & Channels

The restaurants’ existing customers are about 3,000 people per restaurant. We 
target to cooperate with six restaurants in the first year, which means that there 
are a total of 18,000 customers to be our customer segments.

Two channels were set up to facilitate communications between restaurant 
owners and customers. First, regular reviews with each restaurant owner on the 
operation, with promotional programmes every month.

Second, regular customers’ survey is done to review pricing and quality of the 
products.

Pilot Test experience and result

Sharing kitchen is an entirely new business model in Hong Kong. We can hardly find any 
similar venture or project before. It is therefore hard to predict the business in real situation. 
In order to gain experience and subsequently gather data, we tried to launch a pilot to test 
the feasibility of sharing kitchen in August 2015.

In the pilot test, we invited five grassroots to join and produce five kinds of desserts in 
the idle time of a restaurant in Tsuen Wan. The food is sold in the operating hours of the 
restaurant. At the same time we conduct a customer survey to gather their feedback.

Meanwhile, we apply the Kirkpatrick model to do the customer survey and the result is 
very encouraging: 

Level 1: Feeling
The customers find the food prepared by our home chef is nice. The average 
satisfaction rate is 4.3 on the scale of 1 to 5. Customers suggest for a 16% increase 
on the price in average.

Level 2: Cognition
Customers are not familiar with the concept of sharing kitchen. Only 26% have heard 
about such an idea or generally sharing economy before. However, when we explained to 
them the concept of sharing kitchen and homemade food production, over 87% find that 
it is important and they are supportive.

Level 3: Behavior
Over 84% will return to patron again. 61% will recommend family and friends to come and 
try sharing kitchen products. 53% will order for takeaway. Quite to our pleasant surprise, 
16% of the pilot test customers express their intention to donate and support the startup 
of sharing kitchen.

Level 4: Results
The pilot test lasted for a week. In average 21 tables ordered food from Sharing Kitchen 
HK. The total sale was $504 per day, which accounts for 3% of the total turnover. The 
food costs were controlled to be within 30% and therefore the gross profit was 70%. As 
we wanted to value the contribution of the home chef, about 40% of the business turnover 
became home chef income. The income came from two parts. First, the producer has a 
basic daily wage. Second, there is revenue split to the producer from the total revenue. 
The more they sell the more revenue split they can earn.

11  The annual attrition rate of restaurant staff is about 80%. 



Appendix A : The Case of Sharing Kitchen

60    61 

After the pilot, we used the test result to support our financial forecast. We have the first 
year forecast as follows.

With the help of the first year forecast, we have now come up to a four-year forecast:

Financial Forecast for first four years
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Dynamic View of Initial Hypothesis on Financials
Our expected total investment amount is HK$782,000. Based on the data from financial 
forecast, every dollar invested in this venture will create $7.4 (i.e., $5.8M as the investment 
is $782,000) sales in the coming three years. The total cost for ingredients is $2.2 ($1.7M). 
Every dollar invested in this venture will lead to $1.4 ($1.1M) as the admin cost for SE, 
and $3.5 ($2.7M) directly goes to the grassroots in the coming three years. That means 
the social return is at least 350%.

The chart shown is another type of financial forecasting. We predicted that after one 
year of practising this model, we will able to lower our administrative cost. And if it goes 
smoothly, we will come to our operation breakeven in 18 months. Investment will breakeven 
between 36 to 48 months, and it is often feasible to scale-up this model by opening new 
branches.

FIGURE 20
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Results on Financials and Social Impact after 16 Months in Operation

There are three ways of buying Sharing Kitchen HK products. The first is the original 
idea of restaurants consignment. While home chef is using the idle kitchen for food 
production, food produced is sold to restaurant customers. For example, in a roast 
fish restaurant, the home chef has prepared several kinds of herbal and fruit tea. This 
is in line with the needs for both restaurants and customers.

The second is online reservation order. During the festive seasons, home chef will 
prepare corresponding festive cuisine and promote it via social media and friends’ 
network. Customers can order them online and pick them up at a designated time. 
The pickup point is the restaurants which join Sharing Kitchen HK. Home chef will 
prepare food as ordered by customers.

The third way is B2B cooperation. Corporations are welcome to place orders with 
Sharing Kitchen HK in order to provide a steady takeaway service. Snacks, light 
desserts, drinks, lunch boxes, etc, are provided.

Results on Financials

Sharing Kitchen HK has made a steady increase in revenue. It came to a breakthrough 
in the period of 10-12 months and reached the first operation breakeven. The table below 
shows the development of the business.

FIGURE 21 Income situation of Sharing Kitchen HK (16 months)

Results on Social impact

Within 16 months, Sharing Kitchen HK cooperated with six restaurants and one food 
factory to develop a “shared kitchen” business model. Sharing Kitchen HK created more 
than $1.1 million accumulative sales, and a total of $505,000 income for the grassroots, 
which accounts for 45.7% of total sales. 

So far, more than 30 grassroots have joined us and came up with more than 100 products, 
27 of which have been launched in the market. 17 grassroots continued to participate in 
Sharing Kitchen HK as ‘Home Chef’. Each earns about $50-$80 per hour, and some can 
even earn $100 per hour in specific projects. The range of hourly rates is much higher 
than those offered by the traditional catering industry. By now, 9,101 hours of idle kitchen 
have been put into good use through this venture and the saving of rental fees is $2.2 
million.

In other words, the total revenue earned is only half of the rental fees. If the restaurant 
owners did not share the kitchens, the social enterprise would be far from viable, and the 
grassroots would not have the opportunity to earn the income.

There are a total of 39 media coverage on Sharing Kitchen HK, including television 
episodes, radio interviews and press release, which create $4.3 million equivalent 
advertising value. These media exposures also function as public education on wholesome 
deeds.

Furthermore, 53 public talks have been conducted to educate on the concept of sharing 
economy and share of private ownership for public goods.
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SUMMARY OF KEY RESULTS

Introduction

In Hong Kong, the average life span of the 320,000 small-medium enterprises is 3.7 
years. One of the reasons of the short life is that many start-ups cannot reach breakeven 
before they run out of operating cash.  Breakeven is achieved when the Number Of 
Customers (NOC) multiplied by the Average Revenue Per Users or customers (ARPU) 
is equal to the Total Costs (TC) including fixed costs and variable costs and expenses.

Breakeven :  (NOC X ARPU) = TC

Break Even Time12 is defined as the time from startup to the time when NOC X ARPU = 
TC. In the equation, Total Cost and Average Revenue Per User can be set by the entrepreneur, 
but the Number Of Customers is the challenge because most entrepreneurs do not 
understand its composition and how to make it. 

The composition of customers includes New Customer (NC) and Repeat Customer (RC). 
For some shops and restaurants, location and environment are the main attractions to 
New Customers. In general, for all businesses the other two attractions are referral by 
friends, and advertisements13. But for social enterprises, media coverage and the mission 
of the social enterprises are also significant attractions. 

 

12  In this article, Break Even Time (BET) is used instead of Breakeven Time because if the entrepreneurs have  
   not acquired the skills to manage breakeven, then it becomes a ‘bet’.
13  For social enterprises, usually the attraction of advertisement is much lower than the other factors mentioned.

FIGURE 22



Appendix B
The most important finding is how the data in the table above affects customer acquisition. 
The five charts below explain the relationship between the favourable percentages of 
each attraction and their impact on the Repeat Customer percentage.
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Attractions to Repeat Customers and New Customers are different. Repeat Customers 
will decide on the re-purchases based on pricing and experience on previous services. 
Personal experience always overrides referrals and media coverage. Location and 
environment certainly still count.

This year, our Tithe Ethical Consumption Movement organised a Social Enterprises 
Capacity Building Programme (SECBP) to train 30 SEs on sales and marketing, business 
management, and social impact measurement and articulations. Twenty-five social 
enterprises designed customer surveys. The purpose is to develop some baseline data 
on customer acquisition for social enterprises in Hong Kong. Most of them are the 
modified version of our standard survey so as to cope with their specific businesses. 

Research Results

There are a total of 1,382 customer responses.  Out of the 25 surveys, 20 had 30 or more 
customer responses.

FIGURE 23

Favourable Favourable
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Summary of the Table and the Five Charts

1)The reasons why New Customers come include Environment: 87%, Supporting the 
    SE: 81%, Location: 71%, Words of Mouth: 42%, and Media Coverage: 38%. 
2) The reasons why Repeat Customers come again include Supporting the SE: 94%,   
    Service Quality: 89%, Location: 87%, Environment: 82%, and Pricing: 71%.
3) For 10% increase in Repeat Customers for Supporting the SE, the total Repeat 
    Customers increase by 13%.
4)For 10% increase in Repeat Customers for Service Quality, the total Repeat Customers 
    increase by 10%.
5)For 10% increase in Repeat Customers for Environment, the total Repeat Customers 
    increase by 7%.
6) For 10% increase in Repeat Customers for Location, the total Repeat Customers increase by 4%.
7)For 10% increase in Repeat Customers for Pricing, the total Repeat Customers 
    increase by 1%.

Implications of the Finding

a) For both New Customers and Repeat Customers, Location and Environment are 
    important attractions, as expected.
b)Supporting the SE is ranked high in New Customers, and the highest in Repeat 
   Customers.  This means that the branding of the social enterprise in general, as 
    well as the branding of specific social enterprises in particular, is bringing in financial 
    value.  
c) Repeat Customers for Supporting the SE are not only loyal; they are also more ready 
    to influence others. 
d) Repeat Customers for Pricing are the least loyal. They shop around for the cheapest 
    available. Similarly, Repeat Customers for Location usually look for convenience.
e)Hence, SE should target at those who are socially conscious, strive to maintain service 
    quality and ambience, and be price-sensitive. This segment of customers should 
    be SEs’ niche market.
f) Unless an SE is cash-rich and is confident enough to turnover its investment, 
   it should avoid high traffic, high rental locations, as there are bound to be 
    direct competitors nearby offering similar nature of products and/or services, 
   in which case will undoubtedly dilute your number of new customers.
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