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. Farm and town families across South
Dakota are seeking ways to supplesment
their income. The sgueeze on
agricultural incomes and on profits of
rural businesses has heightenad interest
in home—-based businesses. Home-based
nusinesses——operated or headguartered
in the home——include custom sewing, food
catering, child care, "house sitting”,
Ahouse cleaning, "bed-and-breakfast"
establishments, telephone installation
and repair, and numerous other areas of

activity. Such businesses are being
considered - not only for supplemental
income, but in some cases alsao as

possible alternatives for the principal
family income souwrce.

Over the past vyear and a hal¥,
SDSU’s Cooperative Extension Service has
conducted workshops across South Dakota
on economic, organizational, legal, and
technical considerations far
astablishing and operating home-based
businesses. A brief treatment of the
economic considerations presented in
those workshops is contained in this
Newsletter. Included are four econamic
steps which you should work through if
vou ares someane trying to decide whether
or not to start a home business aor i
vau are trying to make vour existing
homs business more prafitable.

Estimate costs

The first step is to identify and
estimate vyour xpected costs. Costs
shaould be separated into fixed and
variable categaories. Fixed, ot~
overhead, costs ars those which must be
incurred in order to start and remain in
pusiness, tegardless of salss volume.

vamples would be expenditures for

remodeling part of the home for work

space, for a usead vehicle foar
deliveries, or for special tools or
aquipment. Variable, or operating,

Brookings, SD 57007
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costs are those which, literally, vary
with the level of production and sales
in your business. Expenditures  for
materials, vehicle fuel, and at least
some kinds of labor are examples of
variable costs. To get a preliminary
idea of the economic feasibility of your
home business idea, vyou can use these
fixed and variable cost estimates,
together with a ‘"guesstimated" sales
price, to determine the break-zven leval
of production for the good or service;
this 1is the minimum amount of the good
or service you would ne2ed to sell, at
that price, to at least not lose money.

Examine the market

. The second economic step is to
examine the nature and potential size
of your market. A great deal can b=
learnaed about the market through use of
already available data and thtough
systematic questioning and observatiocn.

.
for example, can give one a good idea of
the potential customer numbers within a
town, county, or multi-county arsa.
Travel to nearby towns or states where

- the good or service you are thinking

about is already sold can enable you +to
observe and ask questicons about the
income, tastes, and other
characteristics of potential custamers.
You will also want to identify existing
or potential sowrces of competition and
to determine markets that are unserved
or "undersarved". In some Cases,
surveys of potential customers may be in
order. Then, you need ko piece together
the information vyou have gathered on
size of the market and competition in
this market to determine tha number of
customers and related sales you might
realistically expect to capture,.

Fricing
Examinations of costs and of the
mar ket provide bases for the +third

economic <step, which is +to determine
possible prices for the good or service
associated with your home-based
business.
range that your targeted customsrs are
likely to be willing and abl= to pay,
competitive with other establishments o
persons serving the same market, and

Tele: (605) 688-4141

Frices should . be within a
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