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Abstract:
Starting a business is subject to forecasting both costs and revenues. Forecasting is becoming increasingly uncertain, so in every business planning there is a notion of “assumptions”.

Assuming that the trend of the economic evolution, in terms ranging from inflation to wages, is being calculated and supported by the projection of historic data which is already obsolete, because those assumptions did not verify in the last crisis years, we set the hypothesis that there is a discontinuity preventing credible forecasting.

We also hypothesize that a factor of start-up failures is connected to a miscalculation of costs that are not listed in the traditional check-lists encountering the start-up and operating fixed and variable costs.

After a preliminary review of the conditions in some of the Southern European countries framework, we have seen that there are some cost factors that are only discovered only after the business initiations. Many of these invisible costs can be foreseen, for both the preparation and the early operation periods.

We are proposing an assessment algorithmic sequence, in order to evaluate and calculate the informal costs, represented by invoices for items and services value provided, in comparison with the incidence on the business value.
JEL: M13: New Firms; Startups, C81: Methodology for Collecting, Estimating, and Organizing Microeconomic Data, D24: Production; Cost; Capital and Total Factor Productivity; Capacity
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1. Introduction
Start-ups are not limited to young people who choose as a career the entrepreneurial life. It also concerns a variety of persons choosing the private enterprise as their profession, without age or other limits.

Business start-ups rate is being referred to as entrepreneurship and categorized, so that the tendency is measured, the progress is being monitored, policies are drawn-up and implemented (usually with form of financial support) and the effectiveness of the incentives and the policies behind them are assessed.

There are many categories of entrepreneurship[1], starting from the very generalized (as necessity and opportunity) and going deep to as much detail as “early retired technicians”. They have in common a series of quantitative and qualitative characteristics that sets the new enterprises creation apart from the generation of other forms of firms, reflecting the economic evolution[2]. Business people create new enterprises over and over as they expand their activities to new places and new fields, in a variety of forms already known (such as franchising for example) or other forms they invent as opportunities appear.

National and International statistics organizations are trying to cope up with the changes in their effort to identify the success and failure factors, of the newly created enterprises, on one hand and the policies of fostering entrepreneurship on the other. OECD[3] is trying to enrich its set of statistic variables, in a way that they are meaningful, useful and accurate, while they are also reliable and real from 2006, without a widespread publication of the results, yet. When the variables are agreed upon, they should become part of the national statistics, so that hey shall be monitored for years, before meaningful conclusions come out.

While much of concern of the economists is about development policies and macroeconomic forecasting, little interest is being expressed about the variables influencing the profitability of the small firms and especially the start-ups.

Cost controlling techniques appeared as early as 1850 in British accounting[4], while it is stated that here is evidence of an integrated double-entry accounting system with an inclusion of cost accounting framework, as early as in 1690, just two centuries after the formal presentation of the double-entry accounting by Fra. Luca Pacciolo.  It is not surprising that all these historic revolution of accounting have been suggested by managers of iron (and coal) industries, assisted by “experts”, thus big enterprises. It may be argued that there are no records of small firms kept, so any existing data has been eaten up by time. It also arguable that the historic evidence describe the whole picture, while costs were the major concern of the of low hierarchy level managers, usually working on a “word of mouth” communication, while even when it was written, has not survived.

Looking back in history, we see that “Industrial Revolution” is the result of the collaboration between financiers and merchants, revolutionizing the feudal system across Europe, also attempted to “export” in  America, to be revolted in the North of the Continent[5]. We dare to say that start-ups from the seventeenth century and up to the beginning of the nineteenth were top-down; successful merchants, financiers (bankers) and land owners, were uniting in order to expand their wealth.

Technology at that time was only permitting large investments in order to create a tangible output; either ion and later steel, woolen and cotton textiles, steam engines, even tea, which was the fuse to make the explosion of the American Revolution, in parallel with the French. 

After the World War II, the privileges of the “nobility” were either lifted or restricted all across Europe because in this war and the previous one, the “nobility” did not contribute with an army, as in the past, while the power of arms passed to the state. In the same time, two wars have rapidly developed scientific achievements closer to production, as well as management and business administration, downsizing the financial requirements for the creation of an enterprise[6]. Even big investments are “outsourcing” many of their components, like ship and airplane building, even automotive industry is strongly affected.

In the beginning of the seventies, many start-ups in the USA are the contemporary dominant enterprises, showing the way to new start-ups around the globe[7]. This, to our opinion, was the result of a coincidence of at least three factors; a. The integrated circuits development, permitting the small size – small production cost of computers, b. The venture mindset of financiers – permitting loss and c. The maturity and stability of the Socio-economic environment.

In the rest of the world, there was always one of the factors staying behind; either the financiers were bound to collateral and thus avoiding risk, or the socio-economic environment was volatile at such an extend that any forecasting was biased[8].

Other factors influenced the lack of rapid evolution and thus the diffusion of start-ups, such as the imitative government policies, believing that digital technology, in the recent past and biotechnology, followed by nanotechnology after 2010, are a fertile soil for new businesses, implementation of policies through subsidies to start-ups, reviewing the patent policy and similar orientations[9], have not seen with enough attention the causes of the high level of mortality of the start-ups.

Our view of the high level of mortality of the start-ups is focusing on the volatility of the socio-economic environment, which is making difficult to foresee and thus budget with accuracy the cost of the investment, the cost of the initiation of the operation and the cost of the products and / or services.

Small or big scale start-ups face the same uncertainty about the determination of the future costs, when planning an investment[10]. They have a good preparation of the budget, which they think is accurate, but in implementation time they see that there have been costs that were not taken into consideration, while other costs far exceeded the expected values.

2. Invisible Costs
When a start-up is beginning to implement its businesses plan, is facing a series of variations from what was the budget in their plan. Although it is thought that many components[11] of the investment will cost less than predicted, because of the observation of the time series of the individual prices[12] which have a tendency to fall (no matter what is the reason – obsolete technology or fierce competition) the final cost of each component of the investment tends to increase at rate which is by far exceeding the inflation. Additional costs are added to most items, tangible and intangible alike, as they are listed below:

· Additional requirements demanded by the authorities, on the investment for:

· Environmental impact

· Premises suitability 

· License of the technicians

· Simple workers certification of qualifications

· Use of land regulation modifications

· Safety and health requirements

· Participation in compulsory organizations

· Additional requirements demanded by the authorities about the product or services, for:

· Consumer safety certifications

· Product license / characteristics modifications

· Competition and price controlling

· Bureaucratic obligations modification  

· Market unpredicted changes

· Supplier's importing agents changes

· Interest rate vast scale oscillation

· Mergers, acquisitions and company breaking of potential suppliers and / or clients

· Raw material offer discontinuity 

· Society imposed restrictions of operation

· Review of local authorities' permits of operation

· Groups of opposition to the investment

· Union additional requirements

· Local society imposed conditions

· Security of the establishments

· Hiring of local workforce preferences

· Preference of Goods and Services of local provenience

· Financial markets

· Modification of the lending conditions and requirements

·  Delays in approval of loans

· Changes in Working Capital instruments (drafts discount, cheques, forfeiting, factoring)

· Changes in guarantee / collateral requirements

· Fiscal additional requirements

· Changes in the certified hardware and software

· Changes in the book-keeping system

· Compulsory Cost Accounting and cost transparency

· Fiscal additional costs

· Fines for lack of compliance with the changing regulations

· Recalculation of taxes on a multi - annual basis

· Extra taxes 

After such desktop analysis of the possible sources of additional cost of the start-ups, it seems almost impossible to budget, while there are so many potential causes of miscalculation, that no start-up would be in a position to plan and succeed.

Our team thought that this is not true and while there are hidden costs to the tart-ups, they do not appear in the same time and there is a way to calculate some of them.
3. Methodology
Having worked with local authorities and new businesses for the last decade, we had access to both successful and failed start-ups, as well as policy makers on a local level in all three locations; Central Macedonia of Greece, South Bulgaria and Calabria in Italy.

We thought it was a good idea to contact them again, in order to identify the causes of failure of those who failed and the slowing down reasons of those who succeeded, by asking specific questions, mainly deriving from the “deskop” analysis, in the form of a list.

Bibliographic review has not been of great help, because we did not see any publication dealing with the matter, so that we would restrict a potential questionnaire and compare the results.

We dropped out the presentation of a list  with possible discrepancies and asking the entrepreneurs to choose and assess the impact of each, because it would be biased in the first place, as dictating the answers and limit the answers to the listed ones.

We decided, instead to interview as many entrepreneurs as possible, after the decision to examine the obstacles to successful start-ups, when in February 2012 a Leonardo da Vinci project was applied for between the Businesses and Innovation Centre of Serres and the Business Incubator of the University of Calabria “TechNEST”, hoping to extend it in a way to include the University for National and World Economy of Sofia, which has not been advised by the national agency, because of Logistics and Auditing complications.

Nevertheless, we started contacting our acquaintances in the newly created enterprises, both in business and those who ceased to operate, with the condition to be founded 4 years before.

Having decided to avoid quantitative data collection and focusing on the collection of the accruing the most frequent failure causes and budgetary discrepancies, we did not set a number of contacts for each region, but concentrate on the confidence of the interviewed, so that they would reveal their own real experience, instead of giving “mainstream” or “politically correct” answers.

The interviews had a very personal character and had the form of a free discussion. The entrepreneurs new the purpose of the discussion and our intention to identify the most frustrating obstacles in their start-up success. 

We avoided to interview business persons involved in entertainment business.

A total of 52 entrepreneurs have been interviewed, 15 of whom ceased to operate after their second year.

The distribution was:
	Country
	Successful
	Failed
	TOTAL

	Bulgaria
	6
	3
	9

	Italy
	14
	4
	18

	Greece
	17
	8
	25

	TOTAL
	37
	15
	52


4. Findings
From the informal but exhaustive interviews, we realized that our hypotheses were not verifying, while all of the interviewed were involved in their early stage, either before their start-up or in their first year of operation, in European subsidies. From this we came to believe that most of the start-ups in these regions are a response to the Development policy, as a part of the Strategic Framework of each region.

All of the interviewed, both successful and failed, found hidden costs in the delays of both the approval and the payment of the subsidies. The hidden costs described had to do with the disrespect of the schedule and milestones of the program by the managing authorities. They had to show a progress approved for funding, but with their own financial resources, which were already spent. Asking for a bank loan was creating additional difficulties, since they had already reached their loan limits. These delays were forcing them to find alternative finance with a higher cost, using draft discounts, at interest rates a discount periods, impossible to forecast.

All of the interviewed stated that they had to review their business plans with a new fee to their consultants, because the budget they asked in their application (and the business plan attached to it) was lowered by the managing authorities. 

All of the interviewed that failed, said that they did not calculate the cost of safeguarding their establishments.

All of the Greek interviewed stated that there was an additional unpredicted cost of Life Insurance that the banks demanded in order to provide the loan part of the financial scheme.

All of the interviewed agreed that they could not get the raw material at the prices they calculated in their business plan, while the suppliers were asking a cash payment and they did not have cash in their working capital and this was creating an increment of their costs driving many of them to losses, others to operate in a level below their capacity and others to change their product line, in all cases with additional costs that they could not calculate even in the pessimistic scenario of their business plan.

All of the interviewed complained about taxation, but in a general way which did not reveal significant hidden costs.
5. Discussion
Although all of the listed potential causes of invisible to the business planning procedure costs found all f the interviewed agreeable, the most significant were state to be the ones connected to the delays in the subsidy distribution, together with the cuts of the budget, with premises security and additional insurance to be second significant.

To our opinion these costs are predictable and could be part of the business planning budgetary preparation.

While the preparation of the business plan attached to the application for a subsidy is thought to be as simple as to be prepared by the candidate business person, the candidates do not feel confident enough to do so and they ask for experts' assistance.

The experts, from their side, are selling services “in advance” so they try to minimize the start-up cost, in order to convince their clients to “venture”. Many of the experts are poorly experienced in budgetary work and they really cannot see those hidden costs.

We have not seen any correlation between budgetary discrepancies and business failure, although this was described as a major drawback. Almost all of the failures in all three regions were said to be given to market overestimation. 

Market inadequate estimation was reported by the still in business entrepreneurs as well.

It seems most probable hat market estimation is not verifying because it is based on the assumptions that the time series will go on with a similar trend as in the past, when market changes are disruptive as an effect of austerity and liquidity shortage in the European South.
6. Conclusions
There are hidden costs to start-ups, that are overseen.

Hidden costs are predictable both for the initial investment and the operation cost of the new enterprises.

Hidden costs do not belong to any costing methodology. They can be part of the “unpredictable costs”, as a separate subcategory, which we propose to be “usually occuring ” and investigated at budget building, with the banks, insurance and security enterprises.
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