PRATHYUSHA ENGINEERING COLLEGE

Unit 1
Entrepreneurship
The U.S. economy includes thousands of small businesses. Many of these small
businesses are owned and operated by men and women who created their own
companies. Some of these individuals have become legends as you hear stories about
their path to success. But what makes someone an entrepreneur? What impact have
entrepre-neurs had in history? What impact do they have today?
What Is an Entrepreneur?
People who own, operate, and take the risk of a business venture are called
entrepreneurs. They are engaged in entrepreneurship, the process of running a business
of one’s own. Entrepreneurs come from all types of backgrounds and create all kinds of
businesses. People of all ages choose to become entrepreneurs. Some own tiny craft shops,
while others own huge construction companies. Entrepreneurs try to identify unmet needs
in the marketplace. Then they provide a service or product to meet those needs. When
they succeed, their businesses flourish, and profits are earned. But if their business idea is
unsuccess-ful, they may lose the money they invested.
EMPLOYEES VS. ENTREPRENEURS Entrepreneurs assume risk. This makes them
different from employees, who are people who work for someone else. Both may make
decisions, but only the entrepreneur is directly affected by the consequences of those
decisions.
Sam Jones manages a record store owned by Felipe Santiago. Sam decides to keep the
store open until midnight during the week. If the additional hours bring in customers and
increase profits, Sam may be praised by Felipe. He may even get a raise. However, Sam
won’t directly receive any of the profits because he is an employee. The ad-ditional
earnings will flow to Felipe, the owner.
WHY DO PEOPLE BECOME ENTREPRENEURS? People go into business for
themselves for many reasons. Some want to leave the fast-paced corporate environment
and set their own schedules. Others want to be at home but still earn an income. Still others
want to pur-sue a personal dream. You might choose to become an entrepreneur for
completely different reasons.
INTEGRITY AND ETHICAL BEHAVIOR An important part of being an entrepreneur
involves operating with integrity and exhibiting ethical behavior in all areas of business.
Ethical business practices by entrepreneurs ensure that the highest standards of conduct are
observed in their relationships with everyone affected by the busi-ness’s activities.
When operating with integrity, entrepreneurs behave consistently in actions, values,
methods, measures, principles, expectations, and outcomes. When considering whether or
not behavior is ethical, both the actions taken by the entrepreneur and the results of those
actions should be considered.
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Types of Entrepreneurial Businesses
There are generally four types of businesses, and there are many
opportunities for entrepreneurs in each type. See the chart below. Manufacturing
businesses actually produce the products they sell.
Using resources and supplies, they create everything from automobiles to paper. Wholesaling
businesses sell products to other businesses rather than the final consumer. For example, a
wholesaler supplies your local greeting card store with items such as cards and wrapping
paper. Retailing businesses, such as the greeting card store, sell products directly to the
people who use or consume them. Service businesses sell services rather than products. They
include hotels, hairdressers, and repair shops, to name a few.
OTHER BUSINESS AREAS Two other categories of businesses are
(1) agricultural and (2) mining and extracting businesses. Agricultural businesses
generate fresh produce and other farm products, such as wheat. Mining and extracting
businesses take resources like coal out of the ground so that they can be consumed.
Manufacturing
Wholesaling
Retailing
Service
Apparel and other
Apparel
Auto and home
Appliance repair
textile products
supply stores
Electrical goods
Automotive
Chemicals and
Building materials
repair
Groceries and
related products

and supply stores

related products
Babysitting
Electronics and
Clothing stores
other electrical
Hardware,
Bookkeeping
GREEN ENTREPRENEURSHIP Many types of busi-nesses may focus on being organic
or “green.” Because of the growing movement toward environmentally friendly products,
entrepreneurs who have a passion toward being green have an advantage when introducing
their product or service on the market. It is important for green entre-preneurs to educate their
customers about how their prod-ucts or services benefit the earth or conserve resources.
In addition to offering green products, entrepreneurs who use green business practices, such
as recycling and work-ing with other green-minded companies, are often favored by
customers.
Recognizing Opportunity
Many of America’s most successful companies started with one person who recognized an
opportunity and came up with an idea for a busi-ness in response to that opportunity.
Entrepreneurs have played an important role in the history of America’s economy and will
continue to shape our economy in the future.
According to estimates from the U.S. Small Business Administra-tion’s Office of
Advocacy, there were approximately 29.6 million busi-nesses in the United States in 2008.
Small firms with fewer than 500 employees represent 99.9 percent of these 29.6 million
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businesses in the United States. Only 18,000 U.S. businesses are considered large. Small
businesses contribute billions of dollars to the U.S. economy every year and generate jobs
that drive economic growth. According to the National Small Business Association, small
businesses created 21.9 million jobs in the last 15 years compared with 1.8 million jobs
created by large businesses. These small businesses are found in virtually every sector of the
economy.
Entrepreneurs Who Changed America
Entrepreneurs change American business decade after decade. They es-tablish new
companies and fill unmet needs. They continuously change how things are done and
contribute to the overall good of the nation.
There are many businesses today that started small and have grown into large companies that
are making a major impact in our economic system.
STARBUCKS COFFEE COMPANY Starbucks Coffee Company was founded in 1971,
opening its first location in Seattle’s Pike Place Mar-ket. Starbucks is named after the first
mate in Herman Melville’s novel Moby Dick. It is the world’s leading brand of specialty
coffee. Its stores receive more than 40 million customer visits per week at coffeehouses in
North America, Europe, the Middle East, Latin America, and the Pacific Rim. When Howard
Schultz first joined the company in the early 1980s, Starbucks was already a highly respected
local roaster and retailer of whole bean and ground coffees. A business trip to Italy, where he
was impressed with the popularity of espresso bars in Milan, helped Schultz recognize an
opportunity to develop a similar coffee-house culture in Seattle. Espresso drinks became an
essential element of Schultz’s vision. He purchased Starbucks with the support of local
investors in 1987. In addition to its well-situated coffeehouses, Starbucks markets its coffee
and tea products through its website and through many national retail supermarkets.
THE HOME DEPOT In 1979, Bernie Marcus and Arthur Blank opened the first two The
Home Depot stores in Atlanta, Georgia, forever changing the home improvement industry.
They envisioned a home improvement store that offered one-stop shopping for the do-ityourselfer. The original stores stocked around 25,000 products. An average store today offers
40,000 products in approximately 105,000 square feet. Marcus and Blank’s vision was of
warehouse stores filled from floor to ceiling with a wide assortment of home improvement
products at the lowest prices and with the best possible service.
Within fi ve years, The Home Depot expanded from Georgia to Florida, Louisiana, Texas,
and Alabama. Today, it has more than 2,100 stores in the United States, Canada, and
Mexico.
HARPO PRODUCTIONS, INC. Oprah Winfrey’s love of acting and her desire to bring
quality entertainment projects into produc-tion prompted her to form her own production
company, HARPO Productions, Inc., in 1986. Today, HARPO is a formidable force in film
and television production. Based in Chicago, HARPO Entertain-ment Group includes
HARPO Productions, Inc., HARPO Films, and HARPO Video, Inc. In October 1988,
HARPO Productions, Inc., acquired ownership and all production responsibilities for The
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Oprah Winfrey Show from Capitol Cities/ABC, making Oprah Winfrey the first woman in
history to own and produce her own talk show. The following year, HARPO produced its
first television miniseries, The Women of Brewster Place, with Oprah Winfrey as star and
executive
producer. Oprah also produced and appeared in several television miniseries and
movies.
Entrepreneurial Opportunities in Economic Recovery
Even during downturns in the economy, entrepreneurial opportunities still exist. While big
businesses tend to be more conservative in their approach to economic slowdowns by scaling
back production, con-serving cash, and laying off workers, small businesses that have less to
lose are more willing and able to make changes quickly. They can be more creative and take
more risks than large companies. Their experi-mentation and innovation lead to technological
change and increased productivity. This makes small businesses a significant part of the economic recovery process.
The American Recovery and Reinvestment Act of 2009 was passed to stimulate the
American economy after the 2008 economic slowdown. It supported a number of
provisions to help small busi-nesses, including $30 billion in tax relief for small businesses
and $13 billion in loans, lines of credit, and equity capital. Other provisions included:
•
•
•
•
•
•

Increasing the Small Business Administration (SBA) guarantee on loans up to 95
percent of loan value
Improving the liquidity of small business lend-ing markets
Allowing the SBA to refinance existing loans, including those with both the SBA and
other lenders
Increasing equity capital for high-growth businesses
Providing lending assistance for borrowers locked out of traditional financing
markets
Offering tax relief in several forms.

Business Success or Failure
Although there are many opportunities for entrepreneurial suc-cess, there is also a risk
of failure. According to a recent study by the Small Business Administration’s Office of
Advocacy, 67 percent of new businesses survive at least two years, and 44 percent survive at
least four years. This means that more than half of all new busi-nesses do not survive beyond
four years. These results are similar for different industries. Many people think that there is a
higher failure rate for restaurants than for other types of businesses. How-ever, leisure and
hospitality establishments, which include restau-rants, survive at rates only slightly below the
average. Major factors in a firm’s success include having adequate capital and being large
enough to have employees. The owner’s education level and reason for starting the firm in
the first place, such as freedom for family life or wanting to be one’s own boss, are also
important factors. The reason must sufficiently motivate the entrepreneur to have the
perseverance to succeed.

SUBJECT CODE & NAME

Page 4
: BT 6014 & Bio industrial Entrepreneuship

NAME OF THE FACULTY

: Mr. R. Dineshkumar

NAME OF THE EXPERT

: Mrs. D. Jenila Rani

PRATHYUSHA ENGINEERING COLLEGE
The owner’s business experience is a factor that contributes to the likelihood of success.
Experienced businesspeople have an understanding of how to purchase products and services.
They know how to plan, negotiate with suppliers, raise money, negotiate leases, sell and
market their product or service, and manage finances. Many businesses fail because the
owner lacks business knowledge. Someone may have an idea for a product or service but may
lack the necessary business skills he or she needs to run a successful business. There is a
major difference between having expertise regarding a product or service and running a
business with that product or service. So when opportunity presents itself, entrepreneurs must
have what it takes to succeed.
Characteristics of Successful
Entrepreneurs
Many people dream of running their own businesses. They would like to become
entrepreneurs. Entrepreneurship can be exciting, but many go into it not realizing how
difficult it is to run their own business. In fact, statistics show that most new businesses will
fail within a few years. These startup businesses fail because of the owner’s poor planning,
lack of business knowledge, lack of entre-preneurial characteristics, inability to work with
others, or failure to choose the right business.
Researchers have identified several characteristics that distinguish successful
entrepreneurs from those that fail.
• Successful entrepreneurs are independent. They want to make their own decisions
and do something they enjoy.
• Successful entrepreneurs are self-confident. Entrepreneurs make all the decisions.
They must have the confidence to make choices alone and bounce back from a poorly
made decision.
• Successful entrepreneurs have determination and perseverance.
Entrepreneurs persist through hard times until goals are met.
• Successful entrepreneurs are goal-oriented. They know what they want, and they
are able to focus on achieving it.
• Successful entrepreneurs have a need to achieve and to set high standards for
themselves. They are motivated by setting and achieving challenging goals.
• Successful entrepreneurs are creative. They think of new ways to market their
businesses and are always looking for new solu-tions to problems.
• Successful entrepreneurs are able to act quickly. They are not afraid to make quick
decisions when necessary, which helps them beat their competitors.
• Successful entrepreneurs keep up to date with technology.
New technologies emerge that can help with many business ac-tivities. In order to run their
business efficiently, entrepreneurs should always be on the lookout for new technology
they can apply to their business.
Ryan Nelson has many entrepreneurial characteristics. Since he was 14, Ryan played for
his high school basketball team. Other boys his height—just 5980—would not have enjoyed
competing with much taller boys. Ryan accepted that he would have to work harder to win.
He needed to be creative in handling the ball. Most of all, he had to believe in himself. He
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did, and he became one of the top players on his team. If Ryan opened his own business, the
characteristics he dis-played as a ball player might help him succeed.
Characteristics of Good Team Members
Entrepreneurs realize that there are other stakeholders in their businesses—partners,
investors, employees, suppliers, customers, creditors, and so forth. They must work with
others to get their business up and running. They must have good team-building skills as
well as be effective team members. Good team members display the following traits:
Are You Right for Entrepreneurship?
Entrepreneurship is not for everyone. Some people lack the qualities needed to become
successful entrepreneurs. Others lack the aptitude needed to run a business. For others, the
advantages of entrepreneurship do not outweigh the disadvantages.
To determine if entrepreneurship is right for you, you first need to perform a selfassessment. A self-assessment is an evaluation of your strengths and weaknesses. You can
do this in a number of ways. You can list what you believe to be your strengths and
weaknesses on a sheet of paper. You can ask others what they believe your strengths are and
where your weaknesses lie. There are also professional tests you can take to assess your
abilities.
Assess Your Interests
Success as an entrepreneur requires a strong commitment to a busi-ness and a lot of energy.
To be able to commit yourself fully to a business, you should choose a field that interests you
and that will provide you with an experience you will enjoy. Many entrepreneurs center a
business on an interest or hobby. Analyzing past experiences and jobs can also help. Have
you had any jobs or experiences that you found fulfilling? Perhaps building a business around
that activity could lead to success.

Assess Your Aptitude
Different jobs require different job aptitudes. Aptitude is the ability to learn a particular
kind of job. Auto mechanics must possess an ap-titude for solving mechanical problems.
They must also be good with their hands. People who sell insurance must have good
interpersonal skills. Answering questions like those in the Job Attributes Checklist can help
you identify the kinds of entrepreneurial opportunities that might match your aptitudes and
interests.
Assess the Advantages of Entrepreneurship
Many people see significant advantages in owning their own busi-nesses. Some of the
biggest advantages include the following:
• Entrepreneurs are their own bosses. Nobody tells an entrepre-neur what to do.
Entrepreneurs control their own destinies.
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• Entrepreneurs can choose a business that interests them.
Entrepreneurs work in fields that interest them. Many combine hobbies and interests
with business.
• Entrepreneurs can be creative. Entrepreneurs are always imple-menting creative
ideas they think of themselves.
Entrepreneurs can make large sums of money. Entrepreneur-ship involves risk, but if the
business is successful, the business owner will reap the profits.
Assess the Disadvantages of Entrepreneurship
As the disadvantages show, entrepreneurship is not for the faint of heart. All prospective
entrepreneurs must weigh the advantages and disadvantages before making the decision
to start a business. Dis-advantages include the following:
1. Entrepreneurship is risky. Just as there is the chance to earn large sums of money,
there is the possibility of losing money and going out of business.
2. Entrepreneurs face uncertain and irregular incomes. Entrepreneurs may make money
one month and lose money the next.
3. Entrepreneurs work long hours. Entrepreneurs are never really finished with their
jobs. They can work long, irregular hours. They receive no paid days off and often work
evenings and weekends.
4. Entrepreneurs must make all decisions by themselves. Unless they have partners,
entrepreneurs have the final responsibility for all decisions that are made regarding the
business.
Look for Ideas
Millions of entrepreneurs in the United States start their own busi-nesses. You may
wonder how they decided what businesses to operate. They may have acted on a new idea
or an opportunity. An idea is dif-ferent from an opportunity. Opportunities are
possibilities that arise from existing conditions. Ideas are thoughts or concepts that come
from creative thinking. Ideas can come from many different sources.
Hobbies and Interests
Many people get business ideas from their hobbies or interests. Making a list of
hobbies and interests can help you decide what business is right for you.
Bill had always enjoyed working with his grandfather on the farm and had helped to
build and maintain many farm structures. He built a garage and added a sunroom to his own
home. He also was able to make plumb-ing, electrical, and carpentry repairs around the
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house. He started doing this for others in his spare time. Soon he had so many people calling
on him for these services that he de-cided to start a general contracting business.
Past Experiences
Analyzing past experiences and jobs can help you come up with ideas for a business you
would enjoy owning. People who excel at their jobs have generally learned much about their
profession and how to satisfy customer needs. They also see how successful market-ing is
conducted. Through their work, they
can build a network of potential customers, suppliers, employees, and distributors. When they
feel confident that they can offer a product or service to this market more effectively than
their current employer, they can start a new business. The experience and training they received on the job will increase their chances of success in running a new business.
Samantha Rodriguez worked as a computer network administra-tor for a large company.
Recognizing that she could use her experi-ence to perform the same computer services for
other companies, Samantha started her own computer consulting service. She currently earns
less money than she did working for a large company, but she enjoys working flexible hours
and meeting new people.
Discovery or Invention
Sometimes a business opportunity arises from a discovery or inven-tion. Someone may
invent a new tool that works better than tools that are currently available. The next step
would be to research and find out if the idea can be patented, who the competition is, what
the manufacturing process would be, and who the target market is.
Chandra enjoyed working in her garden, but she did not like any of the tools she had for
removing weeds from around the plants. She took one of her tools and made modifications
to it and found that it worked perfectly. After several friends tried out the tool and liked it,
Chandra decided to investigate how to market and sell her invention.
Investigate Opportunities
People often conduct research to determine what is missing in a par-ticular market—what
needs exist that are not being met. By doing this research, they hope to find the perfect
business opportunity.
Sources of Information
The Internet and the library have resources that can help you conduct research for different
opportunities. These include books on entrepreneurship, magazines for entrepreneurs, trade magazines for certain businesses, and
government publications. County Business Patterns is
an annual series of publications providing economic profiles of coun-ties, states, and the
country as a whole. Data include employment, payroll, and the number of establishments by
industry.
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The Internet and the library are not the only places to investi-gate opportunities. The
Small Business Administration (SBA) is an organization that exists to help small businesses
and their owners. It publishes helpful information. Talking to entrepreneurs and attend-ing
trade shows, which are special meetings where companies of the same industry or related
industries display their products, can also be beneficial.
Luanda Williams wanted to use her love of sports and dancing to create her own
company. She found books and magazine articles at the library that gave her information on
various kinds of busi-nesses. She also talked to owners of gymnastic centers, health clubs,
and dance studios. She discovered that there were not enough chil-dren’s fitness programs to
meet the demand in her area. Her research revealed the many opportunities available in the
children’s fitness industry.

Compare Different Opportunities
Once you find appealing business opportunities, you need to identify which ones have the
best chance for success. Now is the time to assess each business opportunity by asking
yourself the following questions:
BE YOUR OWN
You are interested in starting your own busi-ness, but you are not sure what kind of busi-ness
it should be. To help you get started, think about something you do that you really enjoy.
Now think about ways that you might be able to turn this activity into a business. Make a list
of businesses in your area that offer a related product or service. Write a paragraph explaining your business idea. How will your business be different from the existing businesses you
listed?
1. Is there a market in my community for this kind of business? Will people buy my
product or service?
2. How much money would it take to start this business? Will I be able to borrow that
much money?
3. How many hours a week is it likely to take to run this business? Am I willing to commit
that much time?
4. What are the risks associated with this busi-ness? What is the rate of business failure?
5. Does my background prepare me to run this kind of business? Do most people who own
this kind of business have more experience?
How much money could I make running this business?
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Set Goals
For everything you do in life, you set goals. Goals help you stay on track and follow through
with your plans. The best goals are SMART. SMART goals provide more direction, as shown
below.
Specific
Measurable
Attainable
Realistic
Timely
Goal
SMART Goal
SMART GOALS
Goals should be specific and answer “What?” “Why?” and “How?”
Goals should establish ways to measure your progress.
Goals should not be too far out of reach.
Goals should represent things to which you are willing to commit.
Goals should have a timeframe for achievement.
I will learn more about starting my own business.
I will learn more about starting my own catering business by obtaining information from the
Small Business Administration and talking with the owners of three local catering businesses
by the end of the month.
As an entrepreneur, you will need to set many goals. Goals can be categorized as
financial and nonfinancial.
Financial Goals
Set specific financial goals before starting a business. Financial goals can include how much
money you will earn and how quickly you will pay off debts. Make sure your goals are
realistic. If one of your goals is to make large sums of money early on, you almost certainly
will be disappointed. It usually takes time for businesses to become well es-tablished and
profitable. Setting SMART financial goals will help you develop a realistic plan for earning
a profit.
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Goals should be measurable and easily attainable in the time allotted. Mo Yang wants to
start a mail-order business for model trains, planes, and cars. His income goal is to earn
$27,000 by the end of the first year. He estimates that after expenses he will earn $9 for each
item he sells. At this rate of profit, he would have to sell 3,000 models to meet his income
goal. Mo realizes that this is not realistic. He would have to lower his income goal or find
another business idea.
Nonfinancial Goals
Most people who own their own businesses do so for more than just monetary gain. They are
looking for personal satisfaction. They may serve a community need, do something they like,
or enjoy the personal independence. You will want to specify what nonfinancial goals you
want to achieve by being an entrepreneur. For example, as a business owner, you may want
to offer support to a charity organiza-tion, either by making monetary donations or by
offering your busi-ness’s services. Setting and meeting nonfinancial goals can help an
entrepreneur live a more satisfying and fulfilling life.
Use the Problem-Solving Model
As an entrepreneur, you will be faced with making decisions and solving problems every
day. Whether or not to become an entre-preneur is a big decision. Many entrepreneurs
make decisions casu-ally or base them on intuition. As a result, their decisions are based on
faulty assumptions or illogical thinking. The best entrepreneurs use formal problem-solving
models to gather information and evaluate different options.
A formal problem-solving model helps people solve problems in a logical manner. The
model consists of six steps: defi ne the prob-lem, gather information, identify various
solutions, evaluate alterna-tives and select the best option, take action, and evaluate the
action.
Step 1 Define the Problem
Problem-Solving Model
Before you can solve a problem, you need to diStep 1 Define the Problem
agnose it. Write down what the problem is and

Step 2 Gather Information

why it is a problem. Try to quantify it too. For
example, you may be trying to decide whether to
start your own business or accept a job offer from

Step 3 Identify Various Solutions

another company. If you accept the job offer, your
income would be $30,000 a year. If you reject the
job offer, you would lose that income. Quantifying the problem helps you figure out how much it

Step 4 Evaluate Alternatives and
Select the Best Option

is worth to you to solve it.
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Dan Parker knows what his problem is:
Should he start a website design company? He
took many computer courses throughout high
school, and he is now attending college. He has

Step 5 Take Action

worked in the food industry throughout high
Step 6 Evaluate the Action
school and college to earn money to help pay
for his college expenses. Dan enjoys working at
restaurants and has gained valuable customer service and management experience. In addition, he also volunteers his web design skills
on projects for his university and local community programs. He will
be graduating in the next few months with a degree in Computer
Science. Dan is considering starting his own website design business, but he is not sure
whether that is the right choice for him.
Step 2 Gather Information
Once the problem has been defined, you need to gather information that could help solve it.
Relevant information may be obtained from many sources, including company records,
industry data, and trade magazines. It is also a good idea to interview other people in the industry to find out what their experiences have been and to learn how they have solved
similar problems.
In Dan’s case, it would be helpful for him to take a closer look at himself. He should do
a self-assessment to determine his strengths and weaknesses. He also needs to consider his
skills, experience, and interests. Does he have the characteristics of a successful
entrepreneur? He also needs to examine the advantages and disadvantages of run-ning a
website design company. He should talk to other professionals in the business and read trade
magazines to gather information about running a website design business. Dan needs to
thoroughly explore every aspect of starting and running a website design company.
Step 3 Identify Various Solutions
Most problems can be solved in various ways. Identify all possibilities before you settle on
a particular solution. Dan comes up with several possible solutions to his problem.
4.
Work as an employee in a position that utilizes his customer service skills and
management experience
5. Work as a website designer for another company to gain more experience and then start
his own business in 3 to 5 years
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6. Pursue his interests in the food industry and open his own restaurant
7. Start his own website design company upon graduation
Step 4

Evaluate Alternatives and

Select the Best Option
The decision maker next needs to evaluate the alternatives to determine the best solution. In
some cases, it may be possible to quantify the costs and benefits of each alternative. In other
cases, quantifying each alternative may not be possible, and the decision maker may simply
have to rank each alternative.
Dan ranks option 1 the lowest because of his strong desire to be his own boss. All of the
information that Dan gathered indicates that he has a strong chance of succeeding as an
entre-preneur. He ranks option 3 next to lowest. Dan has considerable experience in the food
indus-try and enjoys that type of work, but he decides he would rather pursue his interests in
website design. He ranks op-tion 2 second because he is already confident in his level of
computer knowledge and experience. After evaluating all of his alternatives, Dan decides
option 4 is the best solution.
Step 5

Take Action

Once you have selected the best solution to the problem, you need to take action to
implement it. Dan begins putting together a business plan and spreading the word about his
new venture.
Step 6

Evaluate the Action

The problem-solving process is not complete until you evaluate your action because even
a well-thought-out solution may not work. After being in business for six months, Dan
evaluates whether he is achiev-ing his financial and nonfinancial goals. It seems that Dan
made the right decision because his business is profitable and he is enjoying his work. He
has been able to fulfill his dream of working for himself while providing a valuable
service to others. Dan will continue to use the problem-solving model to make the most
effective decisions for him and his new business.
Problem-Solving Skills
The more often you use the problem-solving model, the better skilled at decision making you
will become. It will become a valuable tool to you throughout your career. There are a few
other things you can do to improve your problem-solving skills.
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Communicate
Good communication is im-portant in the problem-solving process. When trying to resolve
problems and make decisions, you most likely will have to inter-act with others. You may
have to ask questions, request informa-tion, and express your ideas and opinions. On such
occasions, it is important that you communi-cate clearly and confidently. You must also be a
good listener. You must carefully listen to informa-tion, opinions, and suggestions from
others. Listening to others’ input can help you make informed decisions.
Kris is the owner of a small boutique and is looking for ways to increase sales. She
decides to conduct a meeting with her employees to communicate her sales objectives. During the meeting, she listens to her
employees’ thoughts and ideas for boosting sales. Through this communication process,
Kris is able to gather lots of good information to help her solve her sales problem.
Brainstorm
Brainstorming is a creative problem-solving technique that involves generating a large
number of fresh ideas. Brainstorming is often done in a group setting, but it is a very useful
activity for an individual as well. Think about the problem you are trying to solve.
Brainstorm by writing down as many possible solutions to the problem as you can think of.
Do not be afraid to write down any idea you have. The point of brain-storming is not to judge
your ideas as good or bad but to come up with as many ideas as possible. Once you have
made a list of ideas, you can use the problem-solving model to determine the best
alternatives.
Learn from Mistakes
If you want to become an entrepreneur, you cannot be afraid to make mistakes. Mistakes
are likely to happen, but a negative can be turned into a positive. You should view your
mistakes as a learning experience. Mistakes can help you learn what to do or what not to
do, which proves to be valuable in the problem-solving process.
When you read about some of the nation’s most famous entre-preneurs, you will find that
many of them failed before they came up with a winning idea. Colonel Sanders of KFC fame
is a good example. He held many jobs and owned a motel chain, service stations, and other
restaurants that were unsuccessful. While running his restaurant, he developed his secret
recipe chicken. In 1952, at the age of 62, he began traveling across the country selling his
chicken recipe. By 1964, there were 600 KFC restaurants in the United States and Canada,
and Colonel Sanders sold KFC for $2 million
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Unit 2
The Business Plan
Once you have settled on a business idea, it is time to start making plans for the business. A
business plan is a written document that de-scribes all the steps necessary for opening and
operating a successful business. A business plan does the following:
•
•
•
•
•

Describes what your business will produce, how you will pro-duce it, and who will buy
your product or service
Explains who will run your business and who will supply it with goods
States how your business will win over customers from com-petitors and what your
business will do to keep customers
Provides detailed financial information that shows how your business will succeed in
earning a profit
Describes plans for the future growth of your business
Writing a business plan is one of the most diffi cult and important things you will do as an
entrepreneur. Writing a solid business plan is critical because the plan can make or break
your business. Some people may tell you that you do not really need a business plan, but
potential investors or lenders will want to see evidence of a well-thought-out plan. The
business plan will also serve as a guide for you as you get your business started.
Purposes of a Business Plan
If you think preparing a business plan is unnecessary, you should think about the many
purposes it serves. The business plan serves three im-portant purposes.
• A business plan explains the idea behind your business and spells out how your product
or service will be produced and sold. To convince banks or investors that your business
idea is solid, you will need a completely new product or service or one that is better or less
expensive than products or services that already exist. You will need to identify your target
customer and show how your company will be able to obtain and keep customers.
• A business plan sets specific objectives and describes how your business expects to
achieve them. A good business plan includes sales projections for the short term (the fi rst
year), the medium term (two to fi ve years after startup), and the long term (fi ve years in the
future). It describes what products and services will be intro-duced over the next fi ve years
and sets forth future business plans.
• A business plan describes the backgrounds and experience of the leadership team of the
business. Banks and investors make financ-ing decisions based on how well they think a
company can meet its objectives. If you provide good information on the background and
experience of the leadership team of your company, the bank or in-vestor will be more likely
to provide funding for your business.
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Importance of a Business Plan
Every new business must have a business plan. When comparing busi-nessses that succeed
to those that fail, there is often one important difference. Business owners that develop and
follow a business plan are more likely to succeed. The business plan is important for several
reasons.
1. A business plan makes you think about all aspects of your business. It will help you
during the development and startup phases of the business. Stan Meyer began a graphic
design busi-ness from his home. He spent many hours thinking about the business and
thought he was ready to start it until he sat down to write his business plan. He had not made
sales and profit projec-tions. He had also not thought about the possibility that he might need
to hire staff if the business grew too large for him to handle alone. Drafting a business plan
helped Stan gain even more confi-dence in his business idea. It showed him that building a
success-ful business based on his concept would be possible. Working on his business plan
also helped Stan think through business strate-gies, recognize limits, and identify problems he
might encounter.
2. A business plan may help you secure financing for your busi-ness. You may have a great
idea, but very little capital to invest in your business. You may need to go to a bank to
obtain a loan or find other investors to get startup money. Lenders and inves-tors require a
business plan before they will consider financing
a business. A well-written business plan shows lenders and investors that you are serious
about your business idea and have spent suf-ficient time in the planning process. The loan
officer at Stan Meyer’s bank was very impressed with the work that Stan had put into his
business plan. The plan showed the loan officer that Stan thoroughly under-stood all that was
involved in starting his own graphic design business. She rec-ommended that he be ap-proved
for a loan.
3. A business plan helps you communicate your ideas to others. By the time you write your
business plan, you will have given much thought to the business you want to establish. You
will proceed believing that your business can succeed. If you commu-nicate your ideas well
on paper, you will also convince the readers that your business can succeed. It will give
suppliers confidence in extending credit to your company. Stan presented his business plan to
the owner of the local office supply company to help con-vince her to sell him a computer
system on credit.
A business plan can serve as a tool for managing your busi-ness. Once your business is up
and running, you can use the busi-ness plan in your decision making. Stan Meyer regularly
uses his business plan to help him manage his company. Stan’s plan laid out his vision of
how the company would grow over time. By fol-lowing the strategies in his plan, he has
increased sales by offering innovative designs and reaching new clients.
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Every new business should have a business plan, but not all busi-ness plans are
alike. The content of a business plan for a small, home-based, single-owner business will
differ from a business plan for a large corporation with offices in many cities. But
regardless of the business, all business plans serve the same basic purposes. They should
also contain the same three basic components— introductory materials, the main body,
and the appendix.
The main body of the business plan will contain the bulk of the information about
the business idea. It provides details on how the business will succeed. A lot of time and
effort will go into writing the main body of the plan, and it should be compiled before
the other components in the business plan. It should be organized into the fol-lowing
sections, or elements.
1. Introduction
2. Marketing
3. Financial Management

4.
5.

Operations
Concluding
Statement

Nora Ellis and Samantha Richards are qualified child-care providers who have worked
together at a day care center for many years. The center frequently has to turn away children
because it does not have the room or the staff to care for more toddlers. Because of the high
demand for quality day care services, Nora and Samantha know they are well positioned to
meet this need. They decide to work together to create a business plan.
Introduction
The introduction section of a business plan contains many important details about the
proposed business idea. The following information should be included in the introduction
section.
6.
7.
8.
9.

A detailed description of the business and its goals
The ownership of the business and the legal structure
The skills and experience you bring to the business
The advantages you and your business have over your competitors
DETAILED DESCRIPTION Something inspired the idea for your business. Describing
how you came up with your idea can help lend-ers, investors, and others understand what
your business is about.
Your business plan should also outline your short-term (three months to one year), mediumterm (two to five years), and long-term (more than five years) goals. Stating goals will help
provide you with direc-tion and focus for your business activities.
Nora and Samantha know their short- and medium-term goals. In the first year of business,
they want to get financing that will allow them to lease or buy a facility, equip it, and staff it
with eight employ-ees. In their second and third years of business, they want to invest in
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more equipment and possibly expand their facility to accommodate more children. They have
not yet thought through what their objec-tives are for the long term. Writing a business plan
will force them to think about these goals, such as whether they want to remain a single day
care center or expand into a regional chain of centers.
OWNERSHIP AND LEGAL STRUCTURE In your business, you should have a section
detailing your form of ownership. Will it be a sole proprietorship (one owner), a partnership
(two or more owners), or a corporation (many owners that hold shares of stock in the business)? Provide information relevant to your form of business, such as who will make up your
leadership team and how many shareholders you have. This section of the business plan is
important because each legal form of business has an effect on how the business works and
makes profits. If you use your business plan to obtain financing, the lender will be interested
in this information.
SKILLS AND EXPERIENCE OF THE LEADERSHIP TEAM As the owner of the business, a

written summary of your experience is an es-sential part of your business plan. This summary
should emphasize all experience you have that relates to the business, including paid work
experience, volunteer experience, and any hobbies you have that re-late to your proposed
business. Along with you, any other individuals that you hire to serve as managers will make
up the leadership team of your business. The skills and experience of the members of your
leadership team will also be relevant.
Nora and Samantha have master’s degrees in early childhood edu-cation. Together, they
have more than 35 years of experience in day care, including 15 years in management. To
show that they are well qualified to run a center, they include copies of their resumes and letters of reference from satisfied parents.
ADVANTAGES You should list your company’s advantages over the competition. These
advantages may include the following:

•

• Performance
• Quality
• Reliability
Distribution

•
Price
•
Promotion
• Public image or reputation

Marketing
The marketing section of your business plan should describe the prod-ucts and/or services
you will offer, the market, the industry, and your location. Developing a marketing plan will
be examined in more detail in Chapter 5.
PRODUCTS/SERVICES You should describe your products and services and explain how
they differ from those already on the market. Highlight any unique features, and explain the
benefits customers will receive by purchasing from your business.
Nora and Samantha describe their vast experience in the day care industry. They also
promote their plan for four large outdoor play structures and a state-of-the-art day care
facility.
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MARKET You will explain who your prospective customers are, how large the market is for

your product or service, how you plan to enter that market, and how you plan to deal with
competition.
Nora and Samantha’s prospective customers are the parents of the 1,000 to 1,500 children
between the ages of two and five who live in their area. Nora and Samantha determine that
90 percent of the fami-lies would be able to afford their center. They will advertise in local
newspapers and send out fliers to their target market. They will also offer two months of
care at a discounted rate for new customers.
INDUSTRY You should describe the industry in which you will operate. To find this
information, you will need to perform research. Things you should include in this section
are as follows:
•
•
•
•

External factors affecting your business, such as high competition or a lack of certain
suppliers
Growth potential of the industry, including growth forecasts
Economic trends of the industry
Technology trends that may affect the industry
When providing information on the industry in which they will operate, Nora and
Samantha include population data for their area. This information shows that demand for
their service could grow over time. They also cite government sources reporting that the
demand for day care services is expected to grow steadily.
LOCATION You should describe the location of your business. Lend-ers and investors
want to know exactly where your business will be be-cause the location of a business is often
a critical factor to its success.
Nora and Samantha describe their plan to start the business in a prime location, in
the heart of a suburb where most families have young children and both parents work
outside the home.
Financial Management
The financial section of your business plan will help determine your financial needs. It
consists of three elements.
1. Identification of Risks Prospective lenders and investors will want to know what risks your
business faces and how you plan to deal with them. Do not be afraid to list potential
problems. Lenders know that every business faces risks. They will be reassured to see that
you have clearly thought through the potential problems and have a plan for dealing with
them. Risks typically faced by new businesses include competitors cutting prices, costs
exceeding projections, and demand for your product or service declining over time.
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2. Financial Statements A new business must include projected financial statements in its
business plan. An existing business must include current as well as projected statements. A
financial state-ment based on projected revenues and expenses is called a pro forma
financial statement. Each of the statements that you will need to prepare is described in
Chapter 9.
3. Funding Request and Return on Investment You must indi-cate how much you need to
borrow and how you plan to use the money. You should give investors an idea of how much
money they can expect to earn on their investment in your business. You should state how
much money you are personally investing and provide a personal fi nancial statement.
Investors will want to know who will maintain your accounting records and how they will be
kept.
Nora and Samantha believe the biggest risk they face is safety. They must show concerned
parents that they have addressed all safety issues that could arise on a daily basis as well as
during emergencies.
Nora and Samantha have prepared a pamphlet entitled “Safety and Your Child” to use as part
of their marketing package. They include a copy of this pamphlet with the business plan.
Nora and Samantha have also included pro forma financial state-ments for their business,
which show how much money and profit they expect to earn. They require $140,000 to start
their business. Together they are contributing $85,000 of their own money. This means they
need a bank to loan them $55,000. They include this in-formation in their business plan as
well.
Operations
The operation of your company is critical to its success. In this section of your business plan,
you should explain how the business will be managed on a day-to-day basis and dis-cuss
hiring and personnel procedures. You should also include information on insurance and lease
or rental agree-ments. Describe the equipment that will be necessary for production of your
products or services and how the prod-ucts or services will be produced and delivered.
While planning the operations of your business, you must also think ahead and plan for
ending the opera-tions of your business. It is important to plan for this in the early stages of
your business. You may plan to operate the business for many years until you retire. Or you
may have a short-term plan in which you operate and grow a success-ful business and then
sell it. In any case, you need to have a harvest strategy.
A harvest strategy, or exit strategy, is the way an entrepreneur intends to extract, or
harvest, his or her money from a business after it is operating successfully. It details what
strategy the entrepreneur has chosen and how much money he or she expects to gain. Plans
for har-vest could include selling the business to someone else or to another company,
passing the business onto other family members, merging with another company, going
public by selling shares of stock in the company to new investors, or closing the business and
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selling the as-sets such as the building and equipment. Having a harvest strategy in place
gives you control over how you will end the operation of your business.
As part of the operations section of their business plan, Nora and Samantha describe
hiring plans to ensure their day care center is well staffed. They also devote a section to
health and safety issues. They describe procedures for dealing with allergies, illnesses, and
injuries because these are common occurrences among preschool children. Currently, Nora
and Samantha plan to run their business for the long term and then sell it upon retirement.
Concluding Statement
In this section, you should summarize the goals and objectives you have for your
business. You should also emphasize your commitment to the success of the business.
Complete the Business Plan
After you have completed the main body of your business plan, you will need to focus your
efforts on the other components—the intro-ductory elements and the appendix. Then you
must pull all the com-ponents together into a well-organized, attractive document.
Introductory Elements
Every business plan should begin with a cover letter, a title page, a table of contents, a
statement of purpose, and an executive summary. These elements help set the tone for the
body of your business plan.
COVER LETTER A letter that introduces and explains an accom-panying document or set
of documents is called a cover letter. The cover letter for your business plan should include
your name, the name of your business, and your address and telephone number. It should
briefly describe your business, its potential for success, and the amount of capital you need.
Nora and Samantha prepare the cover letter shown below.
TITLE PAGE Your business plan should have a title page that indicates the name of your
company, the date, the owner of the company, the title of the owner, and the address and
phone number of the company.
TABLE OF CONTENTS A table of contents is a listing of the material in-cluded in a
publication. It shows the reader what each page covers. It is sim-ilar to a table of contents in a
textbook. It is important that your table of con-tents is accurate, so make sure the sec-tions
are listed in the proper order and the given page numbers are correct.
STATEMENT OF PURPOSE A brief explanation of why you are asking for a loan and
what you plan to do with the money is called a statement of purpose. It should be no more
than one or two paragraphs. Nora and Samantha write the statement of purpose shown here.
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EXECUTIVE SUMMARY Before getting into the detail of the main body of the business
plan, readers will want to read an executive summary, which is a short restatement of the report. It should capture the interest of its readers. If the executive summary is unconvincing, a
lender may decide not to read your entire business plan. This makes a strong executive
summary crit-ical to the success of your business.
The executive summary should be no longer than one or two pages, and it should be
written in a clear, simple style. Your executive summary should do all of the following:
•
•
•
•

Describe your business concept and communicate what is unique about your idea
Include your projections for sales, costs, and profits
Identify your needs (inventory, land, building, equipment, etc.)
State how much you want to borrow
Although the executive summary appears before the body of the busi-ness plan, it should be
written after the business plan has been completed. To write the executive summary, go
through the business plan and find the most important and persua-sive points you have made.
Then draft an outline of an executive sum-mary based on these points.
Once you have created a draft of your executive summary, ask people who do and do
not understand your business to read the sum-mary. If readers do not come away with a clear
sense of what you plan to do and why you will succeed in doing it, your executive summary
needs more work. Nora and Samantha’s executive summary is shown on the previous page.
Appendix
The appendix to the business plan includes supporting documents that provide additional
information and back up statements made in the body of the report. To help you determine
what supporting docu-ments to include, you should ask yourself what you would want to
know about a business before you would lend it money. Documents that might be contained
in the appendix include the following:
•
•
•
•
•
•
•
•

Tax returns of the business owner for the past three years
Personal financial statement of the owner
Copy of proposed lease or purchase agreement for the building space
Copy of licenses and other legal documents
Copy of resume of the owner
Letters of recommendation
Copies of letters of intent from suppliers
Copies of any large sales contracts you have already negotiated

Put It All Together
Your business plan is your best opportunity to let other people know what you want to do
with your company. It gives you the chance to convince them that your idea is sound and that
you have the talent and resources to make your idea a successful busi-ness venture. To make
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the best of this opportunity, you will want to create an attractive document that is neat, well
organized, and inviting to read. Hand-written business plans are not acceptable. All busi-ness
plans must be word processed and printed on standard-sized white paper. In addition, your
busi-ness plan should follow a standard format and be organized as shown here.
Research the Business Plan
Your business plan needs to convince readers that you have come up with a practical
business idea. To do this, you must include informa-tion and data from objective sources to
show that your idea is founded on solid evidence. Researching and writing a business plan
takes time. In fact, most entrepreneurs spend 50 to 100 hours developing their business plans.
The process requires patience, research, thought, and a great deal of writing and editing.
Pulling together the information you will need to write your business plan involves
researching all aspects of your business, from leasing space or equipment to determining
what you will charge for your product or service to dealing with competitors. Researching all
the parts of your business will teach you a great deal about run-ning a business and may
provide you with specific ideas for starting a company.
Community, Government, and Professional Resources
When writing a business plan, you will likely need to seek out ad-vice from others. People
from many organizations can help you with your business plan. Available resources include
the SBA, the SBDC, SCORE, your local chamber of commerce, trade associations, and
professional business consultants.
THE SBA The U.S. Small Business Administration (SBA) is an in-dependent agency of
the federal government that was created to help Americans start, build, and grow businesses.
The SBA also provides aid, counsel, and assistance to protect the interests of small business
concerns, to preserve free competitive enterprise, and to maintain and strengthen the overall
economy of our nation.
THE SBDC The Office of Small Business Development Centers (SBDC) provides
management assistance to current and prospective small business owners. Counselors from
the SBDC provide free one-on-one assistance in developing a business plan. They also
provide inexpensive workshops on topics that may help you develop your plan. SBDCs have
many resources in one place to assist individuals and small businesses. SBDCs were formed
as a cooperative effort of the private sector; the educational community; and federal, state,
and lo-cal governments. They enhance economic development by providing small businesses
with training and technical assistance. Assistance from an SBDC is available to anyone who
cannot afford the services of a private consultant and who is interested in beginning a small
business for the first time or improving or expand-ing an existing small business.
SCORE Another source of valuable assistance is SCORE. The Service Corps of Retired
Executives (SCORE) is made up of more than 12,400 retired exec-utives who volunteer their
time to provide entrepreneurs with real-world advice and know-how. They provide free
confidential advice that could be helpful to you as you prepare your business plan. You can
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set up a meet-ing with a SCORE volunteer, or you can work with a SCORE volunteer over
the Internet. SCORE also offers workshops that are a valuable way to learn more about
running a business and to network with other business professionals who can help you
succeed. The topics of the workshops focus on important small business is-sues, ranging from
business planning and marketing to web-based retailing. The SCORE counselors represent
every business area. Some have worked as executives at Fortune 500 companies while others
were small busi-ness owners themselves. SCORE can provide assistance to you for just a few
sessions or for a number of years, based on your needs.
CHAMBER OF COMMERCE In many com-munities, the local chamber of commerce
offers assistance and information to entrepreneurs. It can provide information on trends
affecting lo-cal businesses, local resources, and zoning and licensing information.
TRADE ASSOCIATIONS Organizations made up of professionals in a specific industry are
called trade associations. They exist to pro-vide information, education, and networking
opportunities to individuals in their industry. These associations can be valuable sources of
information to entrepreneurs.
PROFESSIONAL CONSULTANTS Some entrepreneurs hire experts to help them. Professional business consultants can be found in direc-tories available in your library or on the
Internet.
FINANCIAL INSTITUTIONS Many entrepreneurs are not famil-iar with the financial
aspect of starting and running a business. When writing the financial section of your
business plan, it may be beneficial to talk with a banker and an accountant. They can help
answer your questions about loans and financial statements.
Print Resources
Information for your business plan can come from many print re-sources. Your public library
will have many books on entrepreneur-ship. In addition, books on marketing, financing,
hiring and managing a staff, purchasing a business, and operating a franchise can be helpful.
The library will also have books devoted specifically to writing a busi-ness plan that include
sample business plans.
Magazines may also prove to be helpful—especially magazines devoted to small
business ownership and to the industry in which you will be competing. Ask your librarian
to help you find magazines that contain information that may be relevant to your business
plan.
Government documents, including publications issued by the Small Business
Administration (SBA) and other federal agencies, may provide you with useful information.
The SBA district offi ce nearest you will have many publications that can help you complete
your business plan.
Online Resources
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Much of the information you find in print resources is also available on the Internet. The
SBA, SBDC, and SCORE websites contain much of the same information that is provided in
print. Many magazine articles that deal with entrepreneurial topics can be found online. In
addition, there are many sites specifically for entrepreneurs and small businesses that may
give you detailed information. Web search engines can help you locate resources.
The Internet is also a good resource for finding programs that can help you prepare a business
plan. A recent web search showed more than 69 million matches for “business plan
software.” Many entrepreneurs use these programs because they provide an easy-to-use
template. By plugging your specific information into the template, you get a professionallooking finished report. If you decide to use a program to create your business plan, be sure it
includes all of the es-sential elements. The style of the business plan you choose should be a
good match for the information you want to include. And, of course, it should be one that you
can use without difficulty.
Nora and Samantha found many samples of business plans on the Internet that they
were able to adapt to meet their needs. Once they had an outline prepared for their business
plan, they met with a coun-selor from their local Small Business Development Center
(SBDC) to get feedback and advice for improving their business plan. The num-ber of hours
spent on research helped Nora and Samantha prepare an effective business plan.
Mistakes in Business Planning
Many entrepreneurs will not take the necessary time to carefully plan their business and
prepare their business plan. This can contrib-ute to difficulties in getting their business
started and may lead to business failure.
To create an effective business plan, avoid making the following common mistakes:
1. Unrealistic Financial Projections
Many investors will go straight to the financial section of the business plan, so it is very
important for the projections
in this section to be realistic. Projections should be based on solid evidence for the potential
growth of the company.
2. An Undefined Target Market You must clearly define your market and give an accurate
picture of your potential cus-tomers. Explain why these customers will buy your product.
Poor Research Many potential business owners do not spend the time necessary to do good
research. Use up-to-date re-search information and verify the facts and figures in your
business plan.
Ignored Competition Do not overlook the competition and do not focus only on what the
competition has done wrong. Investors want to know who your competition is and how you
plan to compete in the market. Outline how you will differentiate yourself from the
competition.
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5. Inconsistencies in the Business Plan You should review your final business plan to be
sure it is well written and formatted in an attractive style. Be sure that information provided
is consistent from section to section. It is a good idea to have an objective per-son review
your final plan before you show it to investors
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Unit 3
What Is Marketing?
As defined by the American Marketing Association, “marketing is the activity, set of
institutions, and processes for creating, com-municating, delivering, and exchanging offerings
that have value for customers, clients, partners, and society at large.” To simplify this
definition, marketing is all of the processes—planning, pric-ing, promoting, distributing, and
selling—used to determine and satisfy the needs of customers and the company. This
definition demonstrates the importance of the customer.
The Marketing Strategy
As a business owner, you will need to outline the goals you want to accomplish through your
marketing efforts. Once you have identified your goals, you will need to develop a
marketing strategy, which is a plan that identifies how these goals will be achieved. In your
startup marketing plan, your strategy should address.
It is important that your marketing strategy be consistent with the overall goals you have
set for your business. Be sure that the strategy will actually work for you and is within the
resources you have available. Your marketing goals should be written following the SMART
guidelines you learned in Chapter 1. Smart goals are specific, measurable, attainable,
realistic, and timely. Your goals should reflect your short-term, medium-term, and long-term
plans for your busi-ness. What do you want your marketing efforts to achieve for your
business? Do you want to offer additional products or services after one year? Perhaps in
three years, you want to find a larger building or add on to your current one. After five years,
maybe you want to sell your product internationally. Establishing short-, medium-, and longterm marketing goals ensures that the marketing you do today fits in with the vision you have
for your business tomorrow.
Short-Term Goals
Short-term goals are what you want your business to achieve in the next year. They can be
stated in terms of number of customers, level of sales, level of profits, or other measures of
success.
Identifying your short-term goals will help you determine how to target your marketing. If
your goal is to build a customer base, you may decide to keep prices low and spend more
money on promotion.
Because of that goal, her marketing strategy focuses on establishing a customer base. She
creates a list of short-term goals based on product, price, distribution, and promotion.
Medium-Term Goals
Medium-term goals describe what you want your business to achieve in the next two to
five years. Although your marketing strategy will be determined largely by your short-term
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goals, you will need to make sure that the strategy you are planning will make it possible for
you to achieve your medium-term goals.
Luisa wants her business to become the most successful gourmet food shop in her
community by increasing her customer base and her total sales. She hopes to expand the
offerings in her store to include more international foods and specialty items from local
suppliers. In addition to running her store, in five years Luisa hopes to expand her business
to include catering.
Long-Term Goals
Long-term goals show where your business will be 5, 10, and even 20 years from now.
Thinking about what you want the business to do in the long term can help you think about
how to market your business today.
Luisa eventually would like to establish a mail-order division of her business. She
does not let her long-term plans for a mail-order division change her thinking about how
to market her store today.
Knowing what she wants in the long run, however, motivates her to work very hard to make
her store a success so that she can use it as a foundation to develop a second business.
Write Your Marketing Plan
When your goals and marketing strategy have been determined, you will be ready to write
your final marketing plan. The purpose of the marketing plan is to define your market,
identify your customers and competitors, outline a strategy for attracting and keeping
custom-ers, and identify and anticipate change. A written marketing plan will help you
determine whether it is solid and all parts are consistent. Your written plan becomes a
guiding document as you operate your business. You can always review it later to
determine if you need to change the way you are marketing your business. The marketing
plan becomes a part of your business plan. Having a marketing plan as part of your
business plan is essential when you seek financing for your business. Investors will expect
your marketing plan to answer the fol-lowing questions:
•
•
•
•
•
•

What product or service will I offer?
Who are my prospective customers?
Is there a constant demand for this product or service?
How many competitors are providing the same product or service?
Can I create a demand for the product or service I want to offer?
Can I compete effectively in price, quality, and delivery of my product or service?
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To effectively answer these questions, the marketing plan for your business must
include information on the following topics:
1.
2.
3.
4.

Product or Service
5.
Business Location
Target Market
6.
Pricing Strategy
Competition
7.
Promotional Strategy
Marketing Budget
8.
Distribution Strategy
As part of your marketing plan, you should include performance standards that will help
you measure your effectiveness. Research-ing industry norms and past performances will
help you develop appropriate standards. After your marketing plan has been imple-mented,
you should compare your actual results to your performance standards to see how well you
are progressing. It is helpful to examine your performance quarterly. Questions to ask
yourself include:
•
•
•
•

Am I meeting sales forecasts?
Is my promotional campaign reaching the target market?
Is my company doing everything it can to meet customers’ needs?
Is it easy for my customers to find what they want at a competitive price?

The Marketing Concept and the Product
Once you have determined what kind of business you will run, you will need to make
decisions about the products that you will sell. To select your products, think carefully
about which products and services most appeal to your target customers. If you can
convince your customers that your products satisfy their needs better than any
competitor’s products, then your products become a marketing tool for your business.
Consumer-Driven Market
The marketing concept is the belief that the wants and needs of customers are the most
important consideration when develop-ing any product or marketing effort. Over the past 50
years, consumers have become more educated, and competition has in-creased to include the
global market. This has led the U.S. market to change from a product-driven market to one
that is consumer-driven. The marketing concept can give small businesses an advan-tage
over larger businesses. Small businesses can get to know their customers better than larger
businesses can. They can be more re-sponsive and have more flexibility when trying to
satisfy customer needs.
In the newspaper in Luisa’s community, there was a recipe for a pasta dish using a
special type of cheese that Luisa did not carry in her gourmet food store, and she knew none
of the local grocery stores stocked it. However, she knew that many of her customers liked to
try the recipes from the paper, so she immediately placed an order with a supplier to get the
cheese in stock the next day.
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Product Mix
The different products and services a business sells are its product mix. In a consumer-driven
economy, entrepreneurs realize that sometimes they must include products in their mix as a
convenience for customers even though those products may not be profitable. This will give
the appearance to customers that the store has everything they need. It has been found that
often a small percentage of the product selection makes up the majority of the sales revenue.
Luisa’s Gourmet Luxuries will offer hundreds of different pack-aged goods, such as imported
Italian olive oil and pastas. Luisa will also offer a wide selection of fresh foods, including
cheeses, fruits, vegetables, and baked goods. To determine her product mix, Luisa lists the
various departments she plans to establish in her store and the products that each department
will carry. Luisa knows that most of her customers are looking for gourmet foods, but she
decides to carry a small selection of pasta-making machines and coffee makers. Although
these items will not be a large source of revenue, they will show customers she can meet all
their needs.
Product Management
Consumers buy a product because it meets their needs. However, there is much more to a
product than consumers may realize. The many aspects of a product that a business must
spend time developing and managing include its features, branding, packaging, labeling, and
positioning.
Select Product Features
A product includes features, which are product characteristics that will satisfy customer
needs. Features include such things as color, size, quality, hours, warranties, delivery, and
installation. You will need to consider your target market when selecting product features.
Every product has features. For instance, Luisa has many choices when she is deciding
what types of olives to stock in her store. There are green and black olives and olives stuffed
with pimentos, blue cheese, and almonds. There are olives that come in jars and in cans and
fresh olives that are available loose. There are olives that are pro-duced in the United States,
in Italy, and in France. There are so many different types of olives that there is no way Luisa
can offer every single type to her customers. She needs to decide how many types of olives
she can carry and what kinds her target customer prefers.
Consider Branding, Packaging, and Labeling
Making your product stand out from all the others in the market is a challenging task. The
brand is the name, symbol, or design used to identify your product. The package is the box,
SUBJECT CODE & NAME

Page 4
: BT 6014 & Bio industrial Entrepreneuship

NAME OF THE FACULTY

: Mr. R. Dineshkumar

NAME OF THE EXPERT

: Mrs. D. Jenila Rani

PRATHYUSHA ENGINEERING COLLEGE
container, or wrapper in which the product is placed. The label is where information about
the product is given on the package. The brand, package, and label that you choose for your
product will help differentiate it from others on the market. The Nike “swoosh” has become a
very recognizable brand. When you see the Nike symbol, you know about the quality of the
product you have selected.
Position Your Products or Services
Different products and services within the same category serve different customer needs. For
example, both Hyundai and Jaguar sell automobiles, but these two product lines are
positioned very differently in the market-place. Positioning is creating an image for a
product in the customer’s mind. Businesses position a product in a certain market to get a
desired customer response. Product features, price, and quality may be used for position-ing.
Jaguar’s pricey cars are positioned in the market to meet the needs of those consumers who
desire high quality and status. Hyundai positions its products to satisfy a need for an
inexpensive family automobile. Examining the competition’s positioning strategy can help
you determine the best po-sitioning strategy for your target market.
Luisa knows that the other gourmet store in town is perceived as more upscale because it
caters to professional cooks. Because of this, Luisa decides to position her store as the
friendly gourmet store for anyone who loves to cook. To do so, she plans to offer in-store
cook-ing classes and free samples of food items. She knows that always being cheerful and
helpful to customers will help her desired image.
Set Pricing Objectives
The price is the actual amount a customer pays for a product or ser-vice. Prices you charge
must be low enough so that customers will buy from you, not from your competitors. To earn
a profit, though, your prices need to be high enough so that revenues exceed expenses. Before you can select a pricing strategy, you will need to establish objec-tives for your pricing
program. What is the most important thing you want the price to do? Examples of pricing
objectives include:
•
•
•

Maximize sales
Discourage competition
Establish an image

•
•

Increase profits
Attract customers

Return on Investment
When setting pricing objectives, you may want to consider your return on investment.
Investment refers to the costs of making and marketing a product. The return on
investment (ROI) is the amount earned as a result of the investment and is usually
expressed as a percentage. Entrepreneurs must identify the percentage return they want
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from their investment. The target percentage in the beginning may be lower than it will be
as the business grows. If you invest $5,000 in your smoothie stand at a local park and you
want a 15 percent return, you need to price your product so that you will earn $750, since
$5,000 3 0.15 5 $750.
Determine a Price for a Product
Once pricing objectives have been determined, the next step is to de-termine the possible
prices for products. There will usually be more than one price that can be charged for a
product. Pricing may be based on demand, cost, or the amount of competition.
Demand-Based Pricing
Pricing that is determined by how much customers are willing to pay for a product or
service is called demand-based pricing. Potential customers are surveyed to find out what
they would be willing to pay for the product. The highest price identified is the maximum
price that can be charged.
If the bakery at Luisa’s Gourmet Luxuries becomes widely recog-nized as the best in
town, Luisa could begin charging higher prices for her baked goods. People will be willing to
pay a higher price for a loaf of bread that they believe is the best available.
Cost-Based Pricing
Cost-based pricing is determined by using the wholesale cost of an item as the basis for
the price charged. A markup price is determined by adding a percentage amount to the
wholesale cost of an item. Luisa buys artichoke hearts for $1.77 a can. To cover her operating expenses and allow for a profit, she adds 40 percent to her whole-sale cost, or $0.71. The
new price of $2.48 is her markup price, or retail price.
Wholesale cost 3
$1.77
3

Percentage markup
0.40

5
5

Markup amount
$0.71

Wholesale cost 1
$1.77
1

Markup amount
$0.71

5
5

Retail price
$2.48

Sometimes business owners purchase too much of a particular item and want to sell more of
it quickly. To do so, they mark down the retail price of the product. A markdown price is
determined by subtracting a percentage amount from the retail price of an item. You should
be careful not to mark down an item below its cost. You do not want to lose money.

SUBJECT CODE & NAME

Page 6
: BT 6014 & Bio industrial Entrepreneuship

NAME OF THE FACULTY

: Mr. R. Dineshkumar

NAME OF THE EXPERT

: Mrs. D. Jenila Rani

PRATHYUSHA ENGINEERING COLLEGE
Luisa usually charges $10.50 for a large bottle of olive oil. To sell more, she decides to
mark down its retail price by 20 percent.
Retail price
$10.50

3 Percentage markdown
3 0.20

5
5

Markdown amount
$2.10

Retail price
$10.50

2 Markdown amount
2 $2.10

5
5

Markdown price
$8.40

Competition-Based Pricing
Pricing that is determined by considering what competitors charge for the same good or
service is called competition-based pricing. Once you find out what your competition
charges for an item, you must decide whether to charge the same price, slightly more, or
slightly less.
Luisa’s business will compete with The Gourmet Grocery, which has been in her community
for five years. She cannot charge more than her competitor for items that custom-ers could
purchase there. She decides initially to charge a few cents less than The Gourmet Grocery on
all pack-aged goods. She will keep an eye on competitors to make sure she stays up to date
on what they are charging for their products.
Price a Service or an Idea
When setting the price for a service, it is important to consider not only the cost of any items
used in providing the service but also the amount of time and anything that is included with
the service. You may also have business ideas that you can sell to others. You should consider
the different ways to structure payments for your ideas.
Time-Based Pricing
The price to charge for services can be determined by the amount of time it takes to complete
the service. A plumber may charge $100 per hour. If the job takes 1½ hours to complete, the
labor charge would be $100 3 1.5 5 $150. A service provider must decide whether there will
be a separate charge for materials or whether the materials will be in-cluded. A hair stylist
charges a set amount to highlight someone’s hair. The amount includes the hair stylist’s time
as well as all of the supplies used for the highlighting. Some service providers will negotiate
the price. This is often done with legal services and construction projects.
One area in which Luisa would like to expand her business is catering. She will have to
calculate prices based not only on the cost of the food but also on the time that it takes her to
prepare and deliver the food. If she is responsible for serving at a catered event, she will have
to charge for her time and the time of any helpers she may hire to serve guests at the event.
Bundling
Services can be bundled, or combined under one charge, rather than mak-ing the customer
pay for each individual part of the service. When you go to a beauty salon and have your hair
cut and styled, the price is bundled.
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The price you pay includes the services of the hair stylist as well as the cost of the hair
products, water, and towels that were used on your hair.

Pricing an Idea
Ideas can be priced in different ways. You might be acting as a con-sultant to another
business. When consulting, you could charge an hourly rate for your time and the ideas you
present during that time.
You might have an idea that you want to license to another company for development.
Licensing is the process of selling your idea to a company for the development and launch
of a new product. When licensing your idea, there are different ways you can be paid.
1. Up-front payment. The licensee pays you a fee before develop-ment or sales begin. This may
be the only amount you receive, or it could be an amount that is applied to future royalties.
2. Royalties. The licensee makes payments to you based on a percent-age of the product sales.
For example, you may be paid royalties of 2 percent of the total sales of a product developed
from your idea.
3. Annual minimum. The licensee pays you a minimum amount each year regardless of the
amount of sales.
Pricing Strategies
It is important to set the right price for your products and services. Pric-ing can make or
break a business. When first introducing a product or service into the market, price
skimming and penetration pricing strate-gies may be used. Afterwards, psychological
pricing and discount pricing are two pricing strategies that you should examine and incorporate when establishing permanent pricing for your products and services.
Introductory Pricing
As a product is introduced into the market, sales will be low, marketing costs will be high,
and little, if any, profit will be made. Two pricing strategies that are often used in the
introductory stage of a product are price skimming and penetration pricing. Price skimming,
which is used when a product is new and unique, starts with a high price to recover the costs
involved in developing the product.
Then as more competitors enter the market with similar products, the price is dropped.
Penetration pricing uses a low introductory price with the goal of building a strong customer
base. The low price also discourages competition.
Psychological Pricing
Psychological pricing is based on the belief that certain prices have an impact on how
customers perceive a product. This type of pricing is most often used by retail businesses.
Strategies used in psychological pricing include the following:
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1.
2.

Prestige pricing is selling at a high price inorder to create a feeling of superior quality
and social status.
Odd/even pricing suggests that buyers are more sensitive to cer-tain ending numbers.
Studies have shown that prices ending in odd numbers are perceived to be bargains while
those ending in even numbers suggest higher quality. For example, $29.99 sounds like a
bargain compared to an even $30.00.

3.

Price lining involves offering different levels of prices for a spe-cific category of
product based on features and quality. A jeweler might offer three price lines of
diamond necklaces and display them in different cases so that shoppers can go straight
to the price level they can afford.

4.

Promotional pricing is offering lower prices for a limited time to increase sales. This
type of pricing is temporary, and prices will return to normal when the promotion
ends.

5.

Multiple-unit pricing involves pricing items in multiples, such as 10 for $10. This
type of pricing suggests a bargain. People will buy more items than they would if
the items were priced individually.

Discount Pricing
Discount pricing offers customers a reduced price. Discount pricing is used to encourage
customers to buy. Markdowns are a type of dis-count pricing. Other discount pricing
strategies include the following:
Cash discounts are offered to customers to encourage early payment of invoices. When this is
done, the terms of an invoice will include the amount of the discount, the number of days in
the discount period, and when the invoice is due if the discount is not taken. For example,
terms of “2/10, net 30” mean that a 2 percent discount may be taken if the invoice is paid
within 10 days. If no discount is taken, the net or total amount of the invoice is due within 30
days of the date of the invoice. To fi nd the last date available for the dis-count, add the
number of days in the discount period to the date of the invoice. If the invoice is dated April
1, you would add 10, and the last day of the discount period would be April 11.
1. Quantity discounts are reductions in price based on the purchase of a large quantity.
This is also called a volume discount. Selling a large quantity at once reduces a
business’s selling expenses.
2.

Trade discounts are reductions on the list price granted by a manufacturer or
wholesaler to buyers in the same trade.

3.

Seasonal discounts are used for selling seasonal merchandise out of season. Barbecue
grills are in high demand in the spring and sum-mer months but not in the fall and
winter. Manufacturers offer discounts to customers who purchase grills out of season.
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Unit 4
Assess Your Financial Needs
As you start a business, you will have many decisions to make re-garding its financing. Your
financial needs will vary depending on the size and type of business you start. If you are
starting a very small business, you may be able to provide all the startup money you will need.
If your business will be large or require special equipment, you may need to look to others for
help raising the startup money.
Before you can approach a lender or investor about financing your business, you will have to
prepare some financial documents. To begin, you should estimate your startup costs and
create a personal financial statement. Then you will prepare pro forma financial statements of
the cash flow statement, income statement, and balancesheet. Financial statements based on
projections are known as pro forma financial statements. You will learn more about pro
forma finan-cial statements in the next lesson. These items allow potential lenders and
investors to determine if your business is viable. They also help lenders decide whether the
financing you are requesting is reasonable.
Startup Costs
Itemizing your startup costs is an important part of determining how much money you need
to start your business. You will want to be sureyou have accounted for all of the items you
will need. Common startup items to be purchased include the following:
• Equipment and supplies, such as computers, printers, telephones, and paper
• Furniture and fixtures, such as desks and chairs
• Vehicles, such as delivery trucks
• Remodeling, such as electrical and plumbing expenses
• Legal and accounting fees
• Licensing fees
Felicia Walters plans to start a lighting fixture store. To help her determine how much
money she will need to borrow, she calculates her startup costs. She must in-clude her
estimate of startup costs with the other docu-ments she provides to lenders or investors.
Personal Financial Statement
In order to determine if you have the resources you need to finance your business,
begin by assessing your net worth. Net worth is the difference between what you own, called
assets, and what you owe, called liabili-ties. Net worth is also referred to as equity. To
calculate your net worth, you should prepare a personal financial statement. On the left side,
list all of your assets with their value. Include cash, investments, and any property. Total the
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worth of these items. On the right side, list your liabilities and total the amount that you owe.
Then subtract your total liabilities from your total assets to determine your net worth.
Felicia Walters prepares a personal financial statement to help her determine whether she is
able to finance her new business. She finds that her net worth is $27,800, as shown on the
next page. After com-paring her startup costs to her net worth, Felicia determines that she
will need to seek additional financial resources for her business. Felicia will share her
personal financial statement and startup cost estimates with potential lenders and investors
when she seeks financing for her business.
PERSONAL FINANCIAL STATEMENT
Assets
Liabilities
Cash
$ 5,000
Car loan
$ 6,900
Checking account 13,500
College loan 4,000
Certificate of Deposit6,000
Credit cards 1,300
Stock
10,000
Computer equipment 3,000
Coin collection
2,500
Total assets

$40,000 2

$ 40,000
Total liabilities $12,200
Total assets 2 Total liabilities 5 Net
worth
$12,20
0
5 $27,800

Equity Capital
There are two types of financing available for your business—equity and debt financing.
When obtaining fi nancing, you must consider your company’s debt-to-equity ratio, or the
relation between the dollars you have borrowed (debt) and the dollars you have invested in
your business (equity). This ratio measures how much money a company can safely borrow
over time. The formula for debt-to-equity ratio is:
Total Liabilities 4 Total Equity
A high ratio indicates that a business is mostly financed through debt, while a low ratio
indicates that a business is primarily financed through equity. The debt-to-equity ratio can
vary among industries, so comparisons of ratios among companies within the same industry should be made. Lenders and investors look at this ratio to assess risk. Lenders usually
prefer low debt-to-equity ratios. A high debt-to-equity ratio indicates that a company may
not be able to generate enough cash to meet its debt obligations. Thus, a bank runs the risk
of not being repaid for its loan. Having the right mix of debt and equity will help ensure
your business’s sound financial future.
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Equity capital is money invested in a business in return for a share in the profits of the
business. Equity capital includes money in-vested by the owner. Entrepreneurs may seek
additional equity capital when they do not qualify for other types of financing and are not
able to fully finance their business out of their own savings. Other sources of equity capital
include people you know or venture capitalists
Personal Contributions
Many entrepreneurs use their personal savings to finance the start of their business.
Investing personal finances can help you get a loan from a bank. By investing your own
money, you demonstrate to the bank that you have faith that your business will succeed.
Friends and Relatives
Friends and relatives can be a good source of equity capital. They will already be familiar
with your business idea and know whether you are trustworthy and a good risk. They may be
willing to invest more money in your business than other sources in return for a share of the
business profits.
Venture Capitalists
Some privately owned companies get fi nancing through venture capital-ists. Venture
capitalists are individuals or companies that make a living investing in startup companies.
They carefully research opportunities that they believe will make above-average profi ts.
They are usually in-terested in companies that have the potential of earning hundreds of
millions of dollars within a few years. The prospect of a company going public by publicly
offering shares of stock for sale also attracts venture capitalists. Because of the desired
criteria, many small businesses would have trouble attracting the interest of venture
capitalists.
Debt Capital
Debt capital is money loaned to a business with the understanding that the money
will be repaid, usually with interest. You can borrow money from friends, relatives, and
banks. Bank loans may be secured or unsecured.
Friends and Relatives
If friends and relatives are not interested in invest-ing in your business with equity capital,
they may be willing to loan you money. Before borrowing from friends or relatives, consider
how the loan may af-fect your relationship with them. Those who loan you money might also
feel they can give you advice along with their money. You may decide that the risk of losing
a friend if you are unable to pay back the borrowed funds is not worth taking.
If you take a loan from friends or relatives, you should prepare a formal agreement that
spells out the terms of the loan. Be sure both you and the individuals loaning the money
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understand exactly how much interest and principal you will pay each month. Also,
specify what your obligations are to pay back the loan if your business is not successful.
Commercial Bank Loans
Most businesses take out loans from banks. Entrepreneurs usually have an established
relationship with a bank and begin looking for funds there. When a loan is obtained, it must
be repaid with interest in a certain time period. There are different types of loans that banks
offer their customers.
SECURED LOANS Loans that are backed by collateral are called secured loans.
Collateral is property that the borrower forfeits if he or she defaults on the loan. Banks
demand collateral so that they have some recourse if the borrower fails to repay the loan.
Suppose you take out a $25,000 business loan and use your home as collateral. If you fail
to repay the loan, the bank has the right to take ownership of your home and sell it to collect
the money you owe. Banks accept different forms of collateral, including real estate, savings
accounts, life insurance policies, stocks, and bonds.
Types of secured loans include the following:
1. Line of credit An agreement by a bank to lend up to a certain amount of money
whenever the borrower needs it is called a line of credit. Banks will charge a fee for this
program whether or not money is actually borrowed. In addition, they will charge
interest on the borrowed funds. Most businesses establish lines of credit so that funds
are readily available to help them make purchases when necessary.
2. Long-term loan A loan payable over a period longer than a year is a long-term loan.
Long-term loans are generally made to help a busi-ness make improvements that will
boost profi ts. For example, the owner of a small coffee shop may obtain a $50,000, fi
ve-year loan to increase the size of the shop to accommodate more customers.
3. Accounts receivable financing
Many businesses allow their cus-tomers to charge
merchandise and services and pay for them later. The balances owed by customers are
called the business’s accounts receivable. A bank will loan a business up to 85 percent of
the total value of its accounts receivable if it feels that the business’s cus-tomers are good
credit risks. As the receivables are paid, the pay-ments are forwarded to the bank. The
interest rate for accounts receivable financing is often higher than for other types of loans.
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Inventory financing When banks use the inventory held by a business as collateral for a
loan, it is called inventory financing. Banks usually require that the value of the inventory be
at least double the amount of the loan, and the business must have al-ready paid its vendors in
full for the inventory. Banks are often not eager to make this kind of loan. If the business
defaults, the bank ends up with inventory it may have trouble reselling.
UNSECURED LOANS Loans that are not guaranteed with collat-eral are unsecured loans.
These loans are made only to the bank’s most creditworthy customers. Unsecured loans are
usually made for very specifi c purposes. They are usually short-term loans that have to be repaid within a year. A business may obtain a short-term loan to help with temporary cash fl ow
problems during slow or seasonal periods. Unse-cured lines of credit are also available for
those who have good credit.
REASONS A BANK MAY NOT LEND MONEY Banks use various guidelines to
determine whether borrowers are a good risk. They re-ject applications that do not meet their
criteria. Some of the main rea-sons banks turn down loan applicants include the following:
1. The business is a startup. Banks are often reluctant to lend money to startup
businesses because new businesses have no re-cord of repaying loans. They are more
likely to default on their loans than established companies.
2. Lack of a solid business plan. Banks evaluate businesses based on their business
plans. A company with a poorly written or poorly conceived business plan will not be
able to obtain financ-ing from a bank.
3.
Lack of adequate experience. Banks want to be sure that the people setting up or
running a business know what they are doing. You will have to show that you are familiar
with the industry and have the management experience to run your own business.
4. Lack of confidence in the borrower. Even if your business plan looks solid and you
have adequate experience, you may fail to qual-ify for fi nancing if you make a bad
impression on your banker. Make sure you dress and behave professionally. Show up on
time for ap-pointments, and provide all information your banker requests.
5. Inadequate investment in the business. Banks are suspicious of entrepreneurs who do
not invest their own money in their busi-nesses. You will have to commit a significant
amount of your own money if you are to receive financing from a bank.
Obtaining bank financing for a startup business is difficult but not impossible if you can
show that you are confident, well prepared, and able to repay the loan. Being aware of banks’
most common objec-tions can help you prepare for the application process. For instance, you
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can properly prepare your business plan, wear a business suit to bank appointments, and
arrive on time to make a good impression.
Other Sources of Loans
In addition to commercial banks, there are many government agencies that can assist you
with debt capital loans.
1. Small Business Administration Approximately 95 percent of all businesses are
eligible for SBA assistance. The SBA aids entre-preneurs most often by guaranteeing
loans made by commercial banks. This means if you default on the loan, the SBA will
pay a certain percentage of the loan to the bank. This helps banks feel more
comfortable about lending money. The SBA also makes funds available to nonprofit
organizations that, in turn, make loans to eligible borrowers.
2. Small Business Investment Companies SBICs are licensed by the SBA to make loans
to and invest capital with entrepreneurs.
3. Minority Enterprise Small Business Investment Companies
MESBICs are special kinds of SBICs that lend money to small busi-nesses owned by
members of ethnic minorities.
4. Department of Housing and Urban Development HUD provides grants to cities to
help improve impoverished areas. Cities use these grants to make loans to private
developers who must use the loans to finance projects in needy areas. The American
Recovery and Reinvestment Act of 2009 (Recovery Act) includes $13.61 billion for
projects and programs adminis-tered by the Department of Housing and Urban
Development, nearly 75 percent of which was allocated to state and local recip-ients.
Recovery Act investments in HUD programs will generate tens of thousands of jobs and
support a broad range of housing and community development projects.
5. The Economic Development Administration The EDA is a division of the U.S.
Department of Commerce that partners with distressed communities throughout the
United States to foster job creation, collaboration, and innovation by lending money to
businesses that operate in and benefit economically distressed parts of the country.
Borrowing from the EDA is similar to bor-rowing from the SBA, but the application is
more complicated, and the restrictions are tighter.
6. State Governments Government assistance may also be avail-able at the state
level. Almost all states have economic development agencies and finance
authorities that make or guarantee loans to small businesses.
7.
Local and Municipal Governments City, county, or municipal governments
sometimes make loans to local businesses. The loans are usually $10,000 or less.
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Cash Flow Statement
Financial statements are important when you are trying to raise capital for your business.
The financial statements you prepare for your busi-ness plan are pro forma financial
statements and are based on projec-tions. The cash flow statement, income statement, and
balance sheet all tell you something different about the condition of your business.
For many, the cash flow statement is the most important fi nan-cial statement. A cash flow
statement is an accounting report that describes the way cash flows into and out of your
business over a period of time. Because it deals with actual cash coming in and going out of a
business, it shows how much money you have available to pay your bills and whether you
have enough money to continue operating.
Forecast Receipts and Disbursements
To create a pro forma cash flow statement, you will need to estimate your monthly
cash receipts and monthly cash disbursements. Cash receipts include cash sales, collected
accounts receivable, tax refunds, and funds from bank loans and investors. When you forecast
the amount of your cash receipts, you need to analyze the demand for each of your products
and services. You also need to know the price you will charge for each item.
Felicia Walters estimates her total cash sales for her light-ing fixture store by
multiplying the quantity of each type of product she expects to sell by the price she has set
for each item. In addition, Felicia estimates her other monthly cash receipts as shown above.
Cash disbursements may include payments for cost of goods (what you pay
manufacturers or wholesalers to get prod-ucts and services to sell), accounts payable (credit
accounts with suppliers), rent, salaries, taxes, offi ce supplies, utilities, insur-ance,
advertising, loans, and other expenses. Felicia’s estimated monthly cash disbursements are
shown in the table to the right.
After making projections of cash receipts and cash disbursements, you are ready to prepare your cash flow statement. You should create monthly pro
forma cash flow statements for the first year of opera-tion and annual statements for the
second and third years to give your lender an accurate picture of your cash flow over time.
Net cash flow is the difference between cash receipts and disbursements.
If cash receipts total more than disbursements, your business has a positive cash flow.
You can put this money in the bank, pay down debt, or use it to expand your business. If
disbursements total more than cash receipts, your business has a negative cash flow. You
may have to borrow money or ask your creditors to give you more time to pay. Preparing pro
forma statements helps you to anticipate when negative cash flows will occur, so you can
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plan for how you will handle or avoid them. Felicia Walters’ pro forma cash flow statement
is shown above.
Many entrepreneurs create two cash flow statements based on a worst-case scenario and
a best-case scenario. For a worst-case scenario, you should project lower cash receipts and
higher cash disbursements than you think you will have. For a best-case scenario, you should
project the highest cash receipts and lowest cash disbursements your business is likely to
have.
Economic Effects on Cash Flow
Changes in the economy can have a dramatic effect on the cash flow of a business.
During the good economic times of the 1990s, many businesses saw large amounts of cash
flowing into their companies and experienced positive cash flows. However, economic
slowdowns such as the one that resulted after September 11, 2001, and the one in 2008
brought on by the mortgage loan crisis, caused many businesses to experience unexpected
negative cash flows. When making projec-tions, business owners should look at economic
forecasts and make conservative estimates. Remembering that changing economic conditions can affect cash flows, it is best to err on the side of caution.
Income Statement
An income statement shows the business’s revenues and expenses
incurred over a period of time and the resulting profit or loss. For this reason, it is
sometimes called the profit/loss statement. An income
statement can help you do the following:
1. Examine how sales, expenses, and income are changing over time.
2. Forecast how well your business can expect to perform in the future.
3. Analyze your costs to determine where you may need to cut back.
4. Identify categories of expenditures you may want to increase or decrease, such as
advertising.
While the cash flow statement deals with actual cash coming in and going out, the
income statement shows revenues that you have not yet received and expenses that you
have not yet paid.
Suppose Walters Electric sells $5,000 worth of lighting in June. The company’s monthly
income statement would show income of $5,000. Felicia may not actually have received
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$5,000, because some customers may have paid on credit. They will not make payments until
July or August. Further, some credit customers may fail to ever pay their bills.
Customers are not the only people who defer payments. Felicia may purchase $1,500
worth of merchandise to sell but wait 30 days to pay the invoice. Because no cash has
been paid for this purchase, it will not appear on the cash flow statement. In contrast, the
income statement will show that Felicia incurred an expense of $1,500.
Balance Sheet
A balance sheet is a financial statement that lists what a business owns, what it owes, and
how much it is worth at a particular point in time. It does so by identifying the assets,
liabilities, and owner’s equity of the business. It is based on the accounting equation:
Assets 5 Liabilities 1 Owner’s Equity
Assets are items of value owned by a business. They include items such as cash,
equipment, and inventory. Liabilities are amounts that a business owes to others. They
include loans and outstanding invoices. Owner’s equity is the amount remaining after the
value of all liabilities is subtracted from the value of all assets. A business that has more
assets than liabilities has positive net worth. A business that has more liabilities than assets
has negative net worth.
Prepare a Pro Forma Balance Sheet
You must estimate the amount of assets, liabilities, uncollectible ac-counts, and asset
depreciation when preparing a pro forma balance sheet for your business. Felicia Walters’
pro forma balance sheet is shown below.
TYPES OF ASSETS Businesses usually separate assets into current assets and fixed
assets. Current assets, often referred to as liquid assets
because they can be converted to cash easily, include cash, inventory, and items that are
used up in normal business operations, such as
supplies. Another special type of current asset is accounts receivable. Accounts receivable
are the amounts owed to a business by its credit
customers. Accounts receivable are usually collected from customers within a few months
and then converted into cash. Fixed assets, also referred to as illiquid assets because they
cannot be converted into cash easily, are those that will be used for many years. They
include buildings, furniture, and computers.
TYPES OF LIABILITIES Businesses usually separate liabilities into long-term liabilities
and current liabilities. Long-term liabilities are debts
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that are payable over a year or longer. A mortgage is a type of long-term liability. Current
liabilities are debts that are due to be paid in full in
less than a year. A special kind of current liability is accounts payable. Accounts payable are
amounts owed to vendors for merchandise purchased
on credit. Businesses can usually choose to pay later for merchandise they receive now.
Because a business generally pays invoices from ven-dors within 30 to 90 days, accounts
payable are a current liability.
REDUCTIONS IN ASSETS Some customers will fail to pay for the merchandise they
purchased on credit.
Cash or Accrual Accounting Methods
As a business owner, you will have to choose between two alter-native methods of
reporting your revenue and expenses: the cash method and the accrual method. The major
difference between the two methods is the timing of when transactions, including sales
and purchases, are recorded.
Cash Method
are actually paid. If your home remodeling business installed windows in October but you
did not receive the payment from the customer until December, you would not record the
revenue until December. The cash flow statement is prepared using the cash method.
Accrual Method
Under the accrual method, transactions are recorded when the order is placed, the item is
delivered, or the service is provided, regardless of when the money is actually received or
paid. In other words, revenue is recorded when the sale occurs, and expenses are recorded
when you re-ceive the goods or services. You don’t have to wait until you receive the money
or pay money to record the transaction. If the accrual method is used in the home remodeling
example above, you would record the revenue in October when you completed the work, not
in December.
Choosing an Accounting Method
Typically, only very small businesses use the cash method. The accrual method is used by
most companies because it offers a better picture of long-term profitability. The cash method
does not report expenses that have been incurred but not yet paid and revenue that has been
earned but not yet received. This distorts a company’s profitability. Most small busi-nesses
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(with sales of less than $5 million a year) are free to adopt either accounting method.
However, a business must use the accrual method if:
•

it has sales of more than $5 million a year, or
- it stocks an inventory of items that will be sold to the public and has sales over $1
million a year.

Recording Transactions
A transaction is any business activity that changes assets, liabilities, or net worth. Accurate
recordkeeping of your business transactions will help you keep track of how much money
you have earned, how much you have spent, how much money you owe, and how much
customers owe you. It will also help you create financial statements to determine your
business’s net worth and how much profit you have made.
Journals
Journals are accounting records of the transactions you make. There are five different
journals that businesses use to record their transactions.
Sales journal This journal is used to record only sales of mer-chandise on account.
Merchandise sold on account means that cus-tomers receive goods or services now that they
will pay for later.
2. Cash payments journal This journal is used to record only cash payment transactions.
Any cash, check, or electronic payment a business makes is recorded in this journal.
3. Cash receipts journal This journal is used to record only cash receipt transactions.
Cash sales and cash payments received from customers on their credit accounts are
recorded in this journal.
4. Purchases journal This journal is used to record only purchases of merchandise on
account. If you receive supplies today but pay for them later, you should record this
transaction in the purchases journal.
5. General journal This journal is used to record any kind of transaction. Some
businesses use only a general journal. Busi-nesses that use the four special journals
described above record transactions that do not fit in the other four journals in the
gen-eral journal.
Ledgers
Businesses also use a general ledger that is made up of accounts. An account is an
accounting record that provides financial detail for a particular business item, such as for
cash, sales, rent, and utilities. The general ledger will have an account for every type of asset,
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liability, revenue, expense, and so forth. Transactions entered into the journals are posted, or
transferred, to the general ledger accounts affected by the transactions, as shown on the next
page. Posting is generally done every one to two days to keep the ledger current. The
balances in the accounts will help you prepare the financial statements you will need to run
your business effectively
Business Records
Good recordkeeping can help you make smart business decisions. Incomplete or
inaccurate records can cause you to mismanage your business or can cause serious
legal problems. You will need to keep accurate banking, payroll, and tax records.
These records may be kept manually or electronically.
Banking Records
You will need to open a separate checking account for your business. You will use your
business account for all deposits and withdrawals re-lated to your business.
When you open your checking account, you will receive a set of checks and a check
register. A check register is a booklet in which you record the dates and amounts of the
checks as well as the names of people or businesses to whom you have written the checks.
You can also maintain a check register electronically using computer software.
BALANCE YOUR ACCOUNT Every time you write a check or make a deposit, you
should balance your check register. Balancing your check register is very important
because it will prevent you from accidentally writing checks when you do not have enough
money in your account to cover them. Writing bad checks is illegal! If your checks do not
clear, your suppliers may stop shipping merchandise to you. Businesses and banks will
charge you fees for having to deal with the bad checks. If you use a computer program to
keep your checkbook register, it will auto-matically balance your account after each
transaction is recorded.
RECONCILE YOUR ACCOUNT Every month you will receive a bank statement that
shows all of your deposits, checks paid, and bank fees. The bank statement balance will not
be the same as your check register balance because of checks you have written that have not
cleared the bank, deposits you have made after the bank statement was prepared, or bank
fees you have not recorded in your check register. Thus, when you receive your bank
statement, you should reconcile it with your check register to ensure your bank balance is
accurate. There is often a bank reconciliation form on the back of the bank statement that
you can use to reconcile your account, or you can use a computer program.
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Payroll Records
If you have employees working for you, you will have to maintain payroll records. A
payroll is a list of people who receive salary or wage payments from a business. The payroll
records will show how much your employees have earned during each pay period. They will
also show deductions that may have been made from those earnings for taxes and benefi ts.
There are many computer programs that can help you maintain these records. There are also
many payroll service companies with which you can contract to handle payroll processing for
you
Tax Records
You will have to make several different kinds of tax payments as a business owner. These
include income taxes, payroll taxes, and sales taxes.
INCOME TAX Businesses that earn profits must pay income tax. These taxes are paid
quarterly, or every three months. Income tax must be prepaid at the beginning of a quarter,
so you will need to estimate your income taxes. If you fail to make these payments or you
underestimate how much tax is due, you may have to pay a penalty. You could also be
subject to criminal penalties for tax fraud.

PAYROLL TAXES AND DEDUCTIONS By law, you are required to deduct taxes from
your employees’ paychecks and submit these taxes to the government. As an employer, you
are also required to pay unemployment insurance taxes and a portion of social security and
Medicare taxes based on the earnings of your employees. Your employees may ask you to
take voluntary deductions from their earnings to cover health or dental insurance. If you
deduct this money from employees’ earnings, you are required to send it to the companies
that are providing the insurance coverage.
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Unit 5
GROWTH STRATEGIES
Determine When to Expand
Sooner or later, you will consider expanding your business. Some businesses have
difficulty growing. Others expand too quickly. To expand successfully, you will need to
determine both when and how to expand. You will also need to control your growth.
Before deciding to grow your business, be sure that all of your operations are functioning
well. Unresolved operational issues will only get bigger and cause more problems when the
business gets larger. You also need to be sure that you take care of your current customers
when you begin growing your business. Remember, they helped you get where you are. You
want them to feel com-fortable with the changes, knowing that their needs will continue to be
met.
Determining when to expand depends on two main factors: the condition of your
business and the economic conditions in the market in which your business competes.
Consider the Condition of Your Business
How do you determine when it is time to expand your business? Some of the signs you
should look for include the following:
•
•
•
•
•

Your business is recognized by your community and industry.
Your sales are rising.
You have a customer base that regularly buys from you.
You are hiring more employees and now have managers.
You need more space.

Assess Economic Conditions
If the condition of your business shows that you should expand, you should next analyze
the economic climate that controls the business. You should ask the following questions:
• How is the national economy doing? Are people worried about spending money, or
are they spending freely?
• What are the economic conditions in your industry or region?
• Have the demographics of your market changed?
• Is demand for your product or service expected to remain strong?
• Does your business face new competition?
Control Your Growth
Growing rapidly may sound like a great thing for a business, but un-controlled growth
may be just as bad as no growth at all. Businesses that grow too quickly often find that they
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don’t have the resources to support their growth. They can lack money, employees, supplies,
and more. As a result, they often overextend themselves. Sometimes they are even forced to
go out of business.
To make sure that your business expands successfully, you will have to control its
growth. This means you will need to come up with a plan for expansion that includes
strategies for the following:
•
•
•
•

attaining measurable objectives and goals (examples are reaching sales goals, increasing
your customer base, and opening another store)
hiring managers and supervisors
financing expansion
obtaining resources for expansion (capital, equipment, inventory, materials, and
supplies)

Choose a Growth Strategy
You can expand your business in various ways. You can get more people to buy
your products or services. You can expand into other geographic areas. You can also find
new products and services to sell.
Penetrate the Market
Market penetration involves increasing the market share for a product or service within
a given market in a given area. You can increase sales by increasing the number of people in
your target market who buy from you. If total sales for your target market are $500,000 and
your business attracts 5 percent of that market, your sales will be $25,000. If you raise your
market share to 15 percent, your sales will be $75,000.
You can increase your market share by doing the following:
•
•
•

Increase your advertising
Offer customers special deals, such as frequent-buyer cards, incen-tives to purchase, and
discounts
Offer superior customer service

Taking these actions will cost you money. You may spend more on advertising or incur the
cost of giveaway items. But spending money now will pay off with larger profits in the
future if you obtain a larger market share.
Expand Geographically
Geographic expansion occurs when you decide to market your ser-vice or product in
another town, city, county, state, or country. Sheila Velez owns a business that builds
sunrooms in the northern part of her state. To increase sales, Sheila recently began
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advertising through-out the entire state. She has already received calls from consumers 100
miles away who are interested in her product.
Diversify with New Products or Services
Market development is a strategy for expanding the target market of a business. A business
expands its target market by diversifying, which means selling new products or services in
addition to what it already offers.
Sue Ann Rader owns a musical instrument store. Three years ago, she added a sheet
music department. She reduced the inventory of instruments to make room for the inventory
for the new department. Sheet music now contributes 25 percent of her annual profits.
Businesses can fail if they diversify into the wrong areas. Use the following guidelines to
make sure that your business diversifies successfully.
• Do not go into areas that you know nothing about.
• Choose a product or service that complements what you already sell.
• Avoid allocating too much capital to new areas before you know if they will be
profitable.
• Don’t neglect your original product or service line.
Sue Ann would like to open a cafe in her musical instrument store. She would have to make
room in her store to do so. Although Sue Ann likes the idea of a cafe, she knows nothing
about running one. Her lack of experience and her concern about the effect on her main
business convince her not to open the café
Product Life Cycle and Development
A business must constantly monitor the sales of products and develop new products.
Consumer interest in most products will decline over time. A business must keep developing
new products in order to maintain a presence in the market.
Stages of a Product Life Cycle
The stages a product goes through from the time it is introduced to when it is no
longer sold is called its product life cycle. A product goes through four stages in its life
cycle: introduction, growth, matu-rity, and decline. The stage of the life cycle can be
determined by the type of competition the product is facing.
INTRODUCTION
The first stage of the product life cycle is the introduction of a new product into the
market. At this stage, the product is quite different from existing products, so customers are
not aware of it or how it can satisfy their needs. The price may be high during this stage as
the company tries to cover development expenses. The competition, if any, for the product at
this stage consists of older, established products.
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GROWTH If a product is successful in the introductory phase, it will enter the growth stage
as sales begin to increase. The product will be distributed more widely as more consumers
start to buy it. Competitors will see the opportunity for sales and introduce their own product.
Each competitor’s product needs to have different features and options in order to position it
in the market as a better product. There will be a wider range of prices for the product during
this stage due to competition.
MATURITY During the maturity stage of the life cycle, sales peak and profits begin to
decline. The product is in high demand and many companies offer it, so competition is very
intense.
Pricing becomes an important factor at this stage since customers view products on the
market as being similar. Businesses will offer discounts or sale prices to encourage customers
to buy their brand. Companies will make sure their product is easy for customers to find.
During the maturity stage, a great deal of money will be spent on promotion because
companies want to keep their brand of the product in the minds of customers.
DECLINE The decline stage occurs when consumers decide that a product is no longer
meeting their needs or when they discover new and better products. Sales will begin to drop
rapidly, and profits will drop. During this stage, there is little opportunity for product improvement. Since the product is not contributing a profit, no more money will be invested in
it. Distribution is cut to only areas where the product is still profitable. Many times the price
is cut during the decline stage. Promotion is decreased and targeted specifically to loyal
customers in an effort to keep them as long as possible
New Product Development
In order to stay competitive in the market, a business must develop new products or services
to offer to customers. The business wants to find out early in the development process
whether the product is likely to be successful before investing too much money in it. It is also
important for the business to determine that the product meets an im-portant market need, can
be produced efficiently and at a reasonable cost, and will be competitive with other products
in the market.
Soft drink companies introduced more new products during 2000–2002 than were
introduced during the entire decade of the 1990s. However, during the economic slowdown
that began in 2008, the introduction of new products slowed. As the economy recovers, soft
drink manufacturers will begin to look at new markets for existing products.
Product development involves the following steps: (1) idea devel-opment, (2) idea
screening, (3) strategy development, (4) fi nancial anal-ysis, (5) product development and
testing, and (6) product marketing.
IDEA DEVELOPMENT The fi rst, and often the most diffi cult, step in product
development is fi nding ideas for new products. Employees or customers can generate ideas.
Many times salespeople will hear wishes and complaints from customers about what they
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would like to see and not see in products. If the salesperson shares this information with the
development department, it can lead to ideas for new products.
IDEA SCREENING
Once ideas have been developed, they are screened to select the ones that have the
greatest chance of being successful. Questions to be answered during the screening process
in-clude the following:
•
•
•
•
•

Has a market been identified for the product?
Is the competition in the market reasonable?
Are resources available to produce the product?
Is the product legal and safe?
Can a quality product be produced at a reasonable cost?

STRATEGY DEVELOPMENT
Once an idea has been determined to be reasonable, the business will create and test a
sample marketing strategy. The business performs research to identify the appropriate target
market and to be sure that there are customers with adequate income who are looking to
satisfy a need that the product meets. Questions asked during this stage include the
following:
•
•
•
•

What is the likely demand for the product?
How would the introduction of the product affect existing prod-ucts? Would the new
product take away market share from exist-ing products the company produces?
Would current customers benefit from the product?
Would the product enhance the image of the company’s overall product mix?

FINANCIAL ANALYSIS If a new product idea is determined to meet a market need and
can be developed, the company will perform a financial analysis. Spreadsheet programs are
often used in this step. Costs of production and marketing, sales projections for the target
market, and resulting profits are calculated. Questions to be answered at this stage include
the following:
•
•
•
•

What impact could the new product have on total sales, profits, market share, and
return on investment?
Would the new product affect current employees in any way? For example, would it
require people with different skills, the hiring of more people, or a reduction in the size
of the workforce?
What new facilities, if any, would be needed?
How might competitors respond?
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PRODUCT DEVELOPMENT AND TESTING
When a manufacturer sees a market opportunity and decides to de-velop a new
product, it makes a prototype, which is a full-scale model of a new prod-uct. After testing
the prototype in the laboratory and making final adjustments, the company designs the
production process, obtains needed equipment and materials, and trains production personnel.
The product is then test-marketed in selected areas. If it receives a positive response, the
manu-facturer places the product into full production. If not, the manufacturer drops it.
PRODUCT MARKETING
Introduction of the product into the tar-get market is the last step in the product
development cycle and the first step of the product’s life cycle. Before this takes place, many
other things must be done. The marketing mix elements must be planned, and there must be
an adequate supply of the product on hand to meet the target market’s needs.
Once the product has been introduced into the market, the com-pany will have to
monitor its life cycle. Many new products fail even though the product development steps
have been followed carefully. Products may not match the needs of customers, or customers
may not see what differentiates the product from other products on the market. The product
may be priced too high or too low, poorly distributed, or improperly promoted.
What Is Ethics?
Ethics is the study of moral choices and values. It involves choos-ing between right
and wrong. Behaving ethically means behaving in an honest and fair manner. As the owner
of a business, you will have to make ethical decisions about the way you want to run your
business. Thinking about ethical issues in advance will help you handle conflicts when they
arise.
Culture and Ethics
Different cultures define ethical behavior differently. In some coun-tries, it is
considered unethical to take bribes. In other countries, pay-ing bribes may be an accepted
business practice. In some countries, employers may treat employees badly. In other
countries, employees have established rights that employers are expected to respect.
Codes of Ethics
Even within the same culture, individuals develop different standards, or codes, of
ethics. A code of ethics is a set of standards or rules that outlines the ethical behavior
demanded by an individual, a business, or a culture. Some individuals have a very high
code of ethics and do what is right in every situation. Other individuals do not develop a
code of ethics at all. They act without thinking whether their actions are right or wrong.
Jan Sommers has a high personal code of ethics. Last week, she received a duplicate
refund check from one of her suppliers. Jan knew that the check had been sent to her by
mistake. She immediately called the supplier to report the error.
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Ethics and Business
Ethical questions arise in every type of business. Large corporations, small
companies, and home-based businesses all deal with ethical dilemmas at one time or another.
Business ethics is the application of the principles of right and wrong to issues that come up
in the workplace
Establish an Ethical Workplace
As the owner of your business, you are responsible for inspiring your employees to behave
ethically. You will want to establish an ethical workplace for several reasons.
1. You want to do the right thing.
2. You want to serve as a role model to others.
3. You want to be proud of the way you conduct yourself, and you want others to be proud of
you.
4. Ethical behavior is good for business because it gains the trust of customers.
5. Employees are more likely to act ethically if they see the business owner acting in an ethical
manner.
6. Acting ethically reduces the possibility of being sued.
ENSURE CONFIDENTIALITY Confidentiality is defined by the International
Organization for Standardization (ISO) as “ensuring that information is accessible only to
those authorized to have access” and is an important part of information security. As an
entrepreneur, you will be responsible for protecting confidential information obtained from
employees, clients, and customers and ensuring that it does not fall into the wrong hands.
Laws govern the type of informa-tion that you can collect from customers and keep, as well
as the type of information you can request from your employees.
CREATE A WRITTEN CODE OF ETHICS One way that you can communicate your
ethical beliefs to the people who work for you is by creating a written code of ethics. Such
guidelines will help you and your employees make ethical decisions.
You should create a code of ethics as soon as you begin your busi-ness, even if you are
your business’s only employee. You should also establish company policies and procedures
that specify how you and your employees should behave in certain situations.
To create an ethical code for your business, think about ethical dilemmas that may
arise and come up with solutions for dealing with them. Talk to other business owners to
see what kinds of ethical prob-lems they have encountered.
Jackie Rand owns a large discount store. Every month, salespeople from various
manufacturing companies come to his company to sell their services or products. They meet
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with the head of the purchasing department, Ellen Chao. Last month, a manufacturing
representative offered Ellen a free vacation. Not sure whether she should accept the gift,
Ellen checked the code of ethics outlined in the company hand-book. It clearly stated that
gifts worth more than $100 should never be accepted from manufacturing representatives.
Accepting large gifts from a vendor may make an employee feel obligated to purchase from
that vendor when it may not be the best choice to meet the business’s needs. The guidelines
helped Ellen solve an ethical dilemma.
Social Responsibilities
As an individual, you have personal responsibilities to yourself, to your family, and to your
friends. Entrepreneurs also have personal responsi-bilities to the people they work and deal
with, to the government, to the communities in which they are located, and even to the
environ-ment. What are these responsibilities, and how can you meet them?
Responsibilities to Government
Federal, state, and local legislatures all create administrative agencies to carry out laws. The
federal Social Security Administration, your state’s department of motor vehicles, and your
county’s zoning commission are all administrative agencies. These administrative agencies
are some-times authorized to create administrative laws, also called rules and regulations. As
an entrepreneur, you will need to comply with all fed-eral, state, local, and administrative
laws that affect your business.
Responsibilities to Customers
Your customers are your most important asset. You will need to treat them properly, or they
will no longer use your services or buy your products. When dealing with customers, you
should do the following:
1. Treat all customers with respect. No one likes to be treated badly.
2. Be honest. Never take unfair advantage of customers who do not know everything about
the product or service they want to buy. Help your customers make good purchasing
decisions.
3. Avoid exaggerating the merits of your products or services.
Customers who are not happy with what they purchase will not do business with you
again.
4. Inform customers of possible dangers of the products you sell. Remember that
this is also a legal requirement.
5. Handle all disputes fairly. Try to see the customer’s side of an issue when there is a
disagreement.
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Responsibilities to Suppliers
You depend on your suppliers for the goods you need to manufacture or sell your prod-ucts.
To maintain good relationships with them, you will need to do the following:
1. Treat all suppliers with respect. If you respect them, they will respect you.
2. Avoid spreading rumors or incor-rect information about suppliers. Do not discuss
nonfactual information with others. Rumors can damage a business’s reputation.
3. Give suppliers time to fill your order.
Try not to wait until the last minute to ask for merchandise.
4. Handle all disputes fairly. Try to see both sides of the issue and work out a solution
that is fair to both of you.
5. If you change suppliers, let your current supplier know the reason. This is a
courtesy to the supplier and a good business practice. The supplier will appreciate the
feedback to use in devel-oping future competitive strategies.
Responsibilities to Creditors and Investors
Creditors and investors have shown faith in your ability to succeed. To repay them for their
confi dence in you, you should run your business as effectively as possible. You should
also let creditors and investors know when things are not going well. Never conceal risks
you are facing.
Responsibilities to Your Community
Business owners have a special responsibility to contribute to their communities. They can
do so in various ways, including donating money, products, and services. They can also
get involved in commu-nity issues or activities.
CONTRIBUTE MONEY Business owners should donate money to charities, cultural
institutions, and causes in which they believe. It is their responsibility to give something
back to the community. Not all business owners can make large contributions, but any
donation is welcomed.
DONATE PRODUCTS OR SERVICES Some businesses donate the products or services
their business sells. Used clothing stores donate unsold clothes to charities. Computer
companies sometimes send tech-nicians to community agencies to help the staffs learn about
computers. Restaurants may donate leftover food to the local soup kitchen.
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GET INVOLVED You can contribute to your community in other ways as well. Some
entrepreneurs get involved in issues affecting their local governments, such as changes in
zoning laws and the establish-ment of local parks. Others get involved by sponsoring local
events or organizations, such as a school sports team.
Respect the Environment
Damage to the environment comes from many different sources. The burning of coal and oil
for energy pollutes the air. Release of toxic chemicals pollutes the ground, air, and water.
Disposal of billions of tons of garbage every year also creates environmental problems.
In 1970, the federal government created the Environmental Pro-tection Agency (EPA) to
enforce the laws governing the environment. Environmental law is designed to regulate the
interaction of humans and the natural environment. Its purpose is to reduce the impacts of
human activity, both on the natural environment and on human be-ings. Environmental law
covers two major areas: (1) pollution control and correction of problem and (2) resource
conservation and manage-ment. If your business handles hazardous materials, you will need
to become familiar with these laws.
Businesses have a major impact on the environment. As an entre-preneur, you will have
an obligation to do as little harm as possible to your surroundings. To meet your
environmental responsibilities, you should do the following:
1. Protect the environment from pollutants. Don’t knowingly dump hazardous
material on the ground or in lakes and rivers.
2. Conserve nonrenewable resources, such as coal and oil, by using them efficiently.
Nonrenewable resources are not easily replaced once they are gone. It takes hundreds
of years to regen-erate a nonrenewable resource. Use alternative resources when
available.
3. Reduce waste and dispose of waste responsibly. Recycle ma-terials such as paper,
plastic, aluminum, glass, and steel. Package products using recyclable or
biodegradable materials.
4. Use environmentally safe and sustainable energy sources to meet your business
needs. Electricity is a good example. It can be replaced quickly and is not a major
source of pollution.
Sell products that cause as little damage to the environment as possible. For example,
don’t sell a car-wash solution that harms plant life
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