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CHAPTER 3 | FEASIBILITY ANALYSIS    93

Step 1: A Drawing. A simple drawing of the device, 
with a paragraph or two that describes how it will 
work. Show the drawing to 20 people. Ask them for 
feedback. In some situations it is helpful to have sev-
eral drawings of a product, reflecting different design 
ideas, and ask people what they like and don’t like 
about each design. Ask the people to whom you show 
the drawing if they would buy a toaster that toasts only 
one piece of toast at a time.

Step 2: Physical Mock-Up. Next, build an inexpen-
sive mock-up of the device based on the feedback 
you received from the drawing. The mock-up could 
be made from cardboard, clay, foam, or wood. The 
mock-up should depict what you think the device 
will look like in terms of height, width, weight, color, 
and other qualities. Test your hypothesis that people 
with small kitchens would be attracted to the device. 
 Identify people with limited counter space in their 
kitchens and ask if you can come into their homes. 
Ask them to pretend the mock-up is their toaster. 
Observe where they put it in their kitchen or pantry. 
Observe where their current toaster is and if it is tak-
ing up too much space. Ask the participants to keep 
the mock-up in their kitchen for a week. Observe 
whether they move it around. Ask your participants 
to keep track of the number of times it would have 
been “okay” to have a toaster that can only toast one 
piece of bread at a time, and the number of times it 
was an inconvenience. Administer a survey after the 
week has passed to get feedback. There are many 
things you may find out. For example, you might dis-
cover that the device is too tall to sit on a countertop 
under most kitchen cabinets. And, you might learn 
that the knob for adjusting the degree to which bread 
is toasted is hard to adjust easily.

Step 3: CAD Drawing. After you’ve got the most 
basic questions answered and you have honed in on 
a design, make CAD (computer aided design) draw-
ings of the different components of the product and 
how the components will fit together. You can out-
source this task to an experienced CAD designer or 
invest in one of the entry-level CAD programs that 
are inexpensive and make it easy for you to complete 
the drawing yourself. If you make the drawing your-
self, it will be more limited than what an experienced 
CAD designer can do. The CAD file can be used to 
make a more sophisticated prototype of your device 
than the mock-up. Plastic pieces can be made via 
a 3D printer. Sheet metal parts can be made with 
waterjet and laser cutters. Sheet metal parts can be 
folded or pressed to a final shape. The more fully 
developed prototype should be shown to a fresh 
group of potential customers for feedback, and you 
should repeat the steps described in Step 2. Once a 
final design is determined, more sophisticated CAD 

A prototype is an early sample, model, or release of a 
product that is built to test a concept or a  process. 
The idea is to show the sample or model to potential 

users and then use their feedback to improve the  product. 
If you are making a hardware product, like the Owlet Baby 
Monitor, you may iterate on your prototype multiple times 
before you have a final design. One common phrase 
used to describe the process of iterative prototyping is 
“fail early and often.” That phrase doesn’t refer to fail-
ure in the broad sense. It’s more about the little things. 
It’s a  philosophy that suggests that developing a product 
involves running a lot of tests with potential customers. 
Each test will allow you to discard the part of the prod-
uct the potential customers didn’t like and build upon 
the parts of the product they did. You’ll also learn things. 
For example, Owlet learned by watching customers that 
after they put their baby to sleep, they liked to move their 
Owlet Baby Monitor Base Station from room to room as 
they moved about the house, so they could monitor their 
baby. This told Owlet that the Base Station couldn’t rely 
on being plugged into the wall to work.

As the tests continue—which involves allowing poten-
tial customers to touch and experiment with your evolv-
ing prototype—the product gets better and better. As you 
progress through the process, your prototype may evolve 
from a paper prototype, to a plastic prototype, to a metal 
prototype, to something that resembles the final design. 
Put in colorful language, Dave Lyons, an experienced 
product designer, said that the value of prototyping is to 
“shake the gremlins out of the design as fast as possible 
in different areas.”

The following example describes how the prototyping 
process normally works.

A New Toaster Design

Most people have a toaster in their kitchen. Imagine that 
you have invented a new type of toaster. Your toaster 
looks like a large smartphone, turned on its side, perched 
on a pedestal. You feed your piece of bread into the top, it 
is pulled through the device, and drops into a tray below, 
perfectly toasted. The front of the device has a knob that 
allows you to regulate how well-done your toast will be. 
The advantage of the device is that it is sleek and takes up 
very little counter space. In your mind it would be perfect 
for a small apartment, a mobile home, a camper, a busi-
ness’ breakroom or anyplace with limited counter space 
where you’d like to have a toaster. For purposes of this 
example, we’ll focus on prototyping the outer shell of the 
device and not the inner electronics.

Steps in the Prototyping Process

The proper steps in the prototyping process will vary 
depending on the type of device you have invented, but 
this is an example of how the prototyping process for the 
toaster might evolve.

SAVVY ENTREPRENEURIAL FIRM

Prototyping: How to Build What the Customer Wants
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Preface
New to this Edition
This sixth edition is a thorough revision of our book. Each chapter has been 
revised for the purpose of presenting you, our readers, with a foundational under-
standing of entrepreneurship as well as with current examples of actions being 
taken by entrepreneurs and by entrepreneurial firms. We use insights from the 
academic literature and the experiences of practicing entrepreneurs to inform our 
explanation of entrepreneurship. To present you with specific examples of entre-
preneurs’ actions and the actions taken by entrepreneurial firms, we again use 
insights from entrepreneurs as well as from business people. These insights from 
practicing entrepreneurs and their firms and from business people were drawn 
from many sources including podcasts, blogs, newspapers, companies’ websites, 
and popular business publications such as The Wall Street Journal and Fortune  
magazine among many others. As we’ll explain later in greater detail, we also  
draw from the academic literature to make certain that we are presenting you 
with accurate and current descriptions of what researchers have learned about 
successful entrepreneurs and effective entrepreneurial firms.

Opening Profile Each of the book’s 15 chapters 
opens with a profile of an entrepreneurial firm that was 
started while the founder or founders were in college 
or shortly after graduating. All “Opening Profiles,” with 
each one being linked to an individual chapter’s topic, 
are new to this edition. Each “Opening Profile” is based 
on a personal interview with the student entrepreneur or 
entrepreneurs who founded the company around which 
each profile is written.

Updated Boxed Features The majority of the 
“Savvy Entrepreneurial Firm,” “Partnering for Success,” 
and “What Went Wrong?” boxed features are new to 
this edition. The few features that are not new have 
been updated. These features alert readers to contem-
porary issues facing entrepreneurs and their firms. In 
addition, the content of the features suggest actions 
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Most collaborative software systems are judged by 
their usefulness and ease of use. The ultimate test of a 
system is whether it allows its members to effectively 
coordinate their work. Back to the basketball example—
the members of a basketball team have to execute the 
right play at the right time, without running into each 
other, as well as adjust their play as the game unfolds. 
That’s exactly what the members of a group at work 
must do. Collaborative software is meant to facilitate 
the process.

Examples of Collaborative Software Programs

There are a number of good collaborative software pro-
grams available. The following are examples of three col-
laborative management software programs, including a 
brief description of each one.

Basecamp. Basecamp, the focal firm discussed in 
Case 9.1, is a web-based program that makes it simple 
to communicate and collaborate on projects. It is used by 
millions of people and 98 percent of its customers recom-
mend it, primarily for its simplicity. It costs $29.00 per 
user per month. Its tools include brainstorming, chat/mes-
saging, cooperative writing, discussion boards, document 
management, group calendars, project management, and 
task management. Basecamp is available at https://base-
camp.com.

Smartsheet. Smartsheet is an online project man-
agement and task collaboration tool. It features an easy 
to use spreadsheet-line interface and costs $10 per 
month per user. It was named the 2015 Google Mar-
ketplace App of the Year and the 2015 Microsoft 0365 
App of the Year. Its tools, which are extensive, include 
budget management, bug tracking, collaboration, file 
sharing, Gantt charts, idea management, issue man-
agement, milestone tracking, percent-complete track-
ing, portfolio management, project planning, resource 
management, status tracking, task management, and 
time and expense tracking. Smartsheet is available at 
www.smartsheet.com.

Buildertrend. Buildertrend is an example of a col-
laborative software program designed for a specific 
industry—the home building and remodeling industry. 
It costs $99.99 a month for an unlimited number of 
users within the same company. It is a cloud-based 
program—users log in from PCs, laptops, iPads, and 
iPhones. Its primary suite of tools, tailored for home 
building or remodeling, include online scheduling, 
change orders, document management, photos, cus-
tomer selections, warranty, purchase orders, lead man-
agement, and more. Its more traditional tools include 
budget management, collaboration, file sharing, Gantt 
charts, milestone tracking, percent-complete tracking, 
project planning, status tracking, and time and expense 
tracking.

What Is Collaborative Software?

Collaborative software is a computer program designed 
to help people involved in a common task achieve their 
goals. Think of a basketball team. Although each of the 
five members of a team are individuals, they must coor-
dinate their efforts to achieve the best results. Similar 
situations occur in business organizations. A group of 
software engineers may be working on the same project. 
Collaborative software helps them coordinate their effort 
to achieve the best possible outcome.

Tools That Are Normally Included

The way collaborative software programs work is that they 
offer a common shared environment for people who are 
working together toward a common goal. The environ-
ment includes a set of tools that facilitate the accomplish-
ment of group work. Examples of the types of tools that 
facilitate and manage group activity include:

 ■ Project management—schedule, track, and chart 
the steps in a project as it is being completed.

 ■ Workflow systems—manage the bureaucratic 
portion of a project, like moving a purchase order 
through the various levels of approval.

 ■ Chat or messaging—lets participants exchange 
instant messages across the network to which 
the collaborative system is connected. Particularly 
important for group members who are geographi-
cally separated.

 ■ Document repository—acts as a central reposi-
tory for files, which facilitates the access, use, and 
manipulation of documents by multiple users. Most 
collaborative systems provide a routine for docu-
ment editing. Once a user takes control of a docu-
ment, it is unavailable for others to edit, until the 
user releases it for approval or editing by others.

 ■ Gantt charts—charts in which a series of hori-
zontal lines shows the amount of work done or 
production completed in certain periods of time in 
relation to the amount planned for those periods.

 ■ Audio and video conferencing—provides for real 
time conferencing for team members.

 ■ Discussion forums—allows group members to 
contribute to discussions on specific topics.

 ■ Electronic calendars—schedule meetings and 
events and automatically notify and remind group 
members.

 ■ Budget management—compares the budget to 
actual expenditures in real time.

 ■ Client portals—allow a group to interact with cli-
ents in a private online environment.

PARTNERING FOR SUCCESS

Collaborative Software: Helping New Venture Team Members  
Achieve Their Goals
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to potential investors, Wise Acre Frozen Treats found itself 
in somewhat of a no-man’s-land. Although its future was 
bright, the entrepreneurial venture wasn’t big enough yet 
for investors to take notice. As time went on, serious cash 
flow difficulties kicked in. According to a blog post that 
Picariello wrote about Wise Acre Frozen Treats’ failure, the 
company was burning through about $30,000 a month at 
its peak but didn’t have the capital to back it up.

In retrospect, many things lined up well for Wise Acre 
Frozen Treats. It had a product that sold well, it had national 
distribution, and it had a business plan that indicated that it 
would take about two years for the company to break even. 
Its fatal flaw was that it didn’t raise the money it needed 
before it hit major milestones, like getting the big orders. It 
literally went from eight stores to dozens to hundreds in a 
matter of months. From a cash standpoint, the firm lacked 
what it needed to keep up with its growth.

Questions for Critical Thinking
1. What lessons can be learned from Jim Picariello’s 

agreement with the high-net-worth individual, who 
agreed to invest $1 million in Wise Acre Frozen Treats 
and then reneged on the agreement when the econ-
omy turned sour?

2. Why is it that a company can grow too fast? If Wise 
Acre Frozen Treats significantly increased its sales, 
why wouldn’t its increased income provide more than 
enough cash to even out its cash flow?

3. Besides cash flow difficulties, what other problems can 
a firm experience by growing too quickly?

4. If Jim Picariello starts another company, make a list of 
the things you think he’ll do differently as a result of his 
Wise Acre Frozen Treats experience.

Sources: J. Picariello, “My Company Grew Too Fast—and Went Out 
of Business,” CBS Moneywatch, available at https://www.cbsnews.
com/news/my-company-grew-too-fast-and-went-out-of-business/ 
(posted August 12, 2010, accessed May 1, 2017); L. Petrecca, “Fast 
Growth Isn’t Always Good: A Big Influx of Orders Can Be Over-
whelming,” USA Today, September 13, 2010, B1.

When Jim Picariello started Wise Acre Frozen Treats, 
no other company was making organic popsicles 
from unrefined sweeteners. Working out of a 

makeshift kitchen in 2006, Picariello developed his reci-
pes using maple syrup and honey. He worked alone for a 
year and a half before hiring his first employee. About that 
time, his frozen popsicles really took off; by 2008, Wise 
Acre Frozen Treats had 15 employees, a 3,000-square-
foot manufacturing facility, and was distributing its prod-
uct to natural food stores and supermarkets across the 
East Coast. The company was awarded a contract to 
distribute to the West Coast. Then, abruptly, Wise Acre 
Frozen Treats failed. What went wrong?

Here’s what happened. In its first year, Wise Acre Fro-
zen Treats grew at a measured pace. It was filling orders 
for eight stores for a few hundred dollars each, nothing 
Picariello couldn’t handle. Early in its second year, it won 
the “Most Innovative Product” award out of more than 
2,000 products at a large food show called Expo East. 
That award increased Wise Acre Frozen Treats’ profile, 
and it landed a contract with United National Foods, a 
huge national distributor, for freezer space in premier 
stores like Whole Foods and Wegmans. At that time, it 
seemed that things couldn’t have worked out better.

Picariello knew he’d need to raise capital to cover the 
increased pace of activity. Operating expenses including 
labor, equipment, ingredients, packaging material, insur-
ance, and design and marketing would all increase. Picariello 
obtained $300,000 from a local bank and $200,000 from an 
investment firm. But because Wise Acre Frozen Treats had so 
many orders to fill, it needed about $1 million to make things 
work. Picariello approached a local high-net-worth individual 
who agreed to invest $1 million, and who assured Picariello 
that he could put together the money quickly. Based on that 
promise, Picariello placed orders for the additional material 
and equipment Wise Acre Frozen Treats needed.

The timing of the investor’s promise couldn’t have 
been worse. In short order, the economy tanked and the 
investor reneged on his promise. At that point, Picariello 
characterized his life as a mad dash between running the 
company and meeting with potential investors. In regard 

WHAT WENT WRONG?

Be Careful what You Wish for: How Growing too Quickly Overwhelmed 
One Company’s Cash Flow

Pro Forma Balance Sheet
The pro forma balance sheet provides a firm a sense of how its activities will affect 
its ability to meet its short-term liabilities and how its finances will evolve over time. 
It can also quickly show how much of a firm’s money will be tied up in accounts 
receivable, inventory, and equipment. The pro forma balance sheet is also used to 
project the overall financial soundness of a company. For example, a firm may have 
a very aggressive set of pro forma income statements that project rapidly increasing 
growth and profitability. However, if this rapid growth and profitability push the 
firm’s debt ratio to 75 percent (which is extremely high), investors may conclude 
that there is too much risk involved for the firm to be an attractive investment.
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entrepreneurs can take to deal with various contemporary issues. The boxed 
features appearing in this new edition of our book focus on many different top-
ics such as how entrepreneurial firms can use collaborative software to help 
team members reach their goals, the need to develop and test a prototype of a 
product or service as a means of determining how to meet customers’ needs, 
and how growing too quickly overwhelmed a firm’s ability to properly manage 
its cash flow.

New and Updated End-of-Chapter Cases The majority of the end-
of-chapter cases are new to this edition. For example, through Case 10.2 
on p. 376, you will learn about how Kickstarter is becoming an increasingly 
 important pathway through which entrepreneurs obtain seed capital for their 
ventures. The few cases that have been retained have been updated. Two 
cases are presented at the end of each chapter. Comprehensive in nature, the 
cases have been selected to represent the principles examined within indi-
vidual chapters and to provide readers with opportunities to think about how 
principles apply to situations particular companies are facing. The questions 
 appearing at the end of each case can be used to stimulate classroom discussion 
or for quizzes or tests. MyLab Entrepreneurship offers additional discussion 
questions and practice questions to enhance your learning experience.

New and Updated “You be the VC” Features Two features called 
“You be the VC” appear toward the end of each chapter. Each of these unique 
features present readers with a “pitch” for funding an emerging entrepreneur-
ial venture. The features are designed to stimulate classroom discussion by 
sparking a debate about whether a particular entrepreneurial venture should 
or should not be funded by a venture capitalist. In essence, students are asked 
to take on the role of a venture capitalist when evaluating the commercial vi-
ability of what are real-life entrepreneurial ventures. Almost all of the “You be 
the VC” features appearing in this edition are new.

Updated References The amount of academic research being completed 
to add to our understanding of entrepreneurship and how entrepreneurs prac-
tice it continues to expand. Importantly, the quality of this research, in terms 
of its ability to inform entrepreneurial practices, is increasing. To provide our 
readers with the most recent insights from academic journals, we draw ideas 
and  insights from recent research articles appearing in well-established and 
highly respected journals such as Strategic Entrepreneurship Journal, Journal 
of Business Venturing, Entrepreneurship Theory and Practice, Academy of 
Management Journal, Strategic Management Journal, and Organization Science 
among others. All of these journals are recognized for their contributions to 
entrepreneurship that are made by the articles they publish. Similarly, and as 
mentioned previously, we draw from podcasts, blogs, companies’ websites, and 
publications such as The Wall Street Journal and Entrepreneur among others 
to find materials that describe how entrepreneurs rely on their hard-earned 
 practical experience in order to achieve success when leading their entrepre-
neurial ventures. The references we drew from academic journals are very 
current as are the stories and experiences that are described in the podcasts, 
blogs, and established publications that we consulted while writing this edition 
of our book.

Solving Teaching and Learning Challenges
The lure of entrepreneurship for people who launch their own businesses is the 
ability to create a product or a service with the potential to enhance people’s 
lives. While entrepreneurs want to earn profits from the money, time, and energy 
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they invest in their firms, they typically also want to make a difference—to indi-
viduals who buy their product or service and to the local community in which 
they operate. To do this though, entrepreneurs need to follow a process to fulfill 
their dreams and to be successful.

As has always been the case with our book, we remain committed to the 
position that to be successful, entrepreneurs must follow a specific set of activi-
ties. We call this set of activities “The Entrepreneurial Process,” around which 
this book is written. This process includes four interrelated steps: (1) deciding 
to become an entrepreneur, (2) developing successful business ideas, (3) mov-
ing from an idea to an entrepreneurial firm, and (4) managing and growing the 
entrepreneurial firm. While entrepreneurship is not easy, we strongly believe 
that following the entrepreneurial process presented in this book will increase 
the likelihood that entrepreneurs will be successful in their efforts to launch 
and operate a business that is based on their identification of an opportunity 
and the development of their unique idea, in the form of a product or a service, 
to pursue it.

By following this unique process, aspiring entrepreneurs increase the like-
lihood that the investments they make will pay dividends and will bring them 
great satisfaction as they meet the needs of various groups including custom-
ers, those working for the entrepreneurial venture, and the local communities 
in which those ventures operate. We use the following features to clearly and 
concisely explain the entrepreneurial process and to bring that process to life 
for readers in the process of doing so.

The Entrepreneurial Process The process’ 4 major steps are explained 
in a total of 15 chapters. Studying this process informs an understanding of 
entrepreneurship and how to practice it for the purpose of establishing and 
then successfully growing an entrepreneurial venture. Once a venture has 
been launched, entrepreneurs should continuously revisit and study the parts 
of the process to verify that the venture is taking actions with a high probabil-
ity of leading to entrepreneurial success.

Opening Profiles Each of the book’s 15 “Opening Profiles” describes the 
launching of an entrepreneurial venture by entrepreneurs when they were uni-
versity or college students (or shortly after graduation). The individual profiles 
are related to individual chapters’ core topic—a topic that is part of the entre-
preneurial process. In addition to demonstrating how entrepreneurs apply a 
particular part of the entrepreneurial process, the “Opening Profiles” show that 
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 as university-level students, some individuals decide at that time to become 
entrepreneurs. Owlet Baby Care, for example, is the subject firm of Chapter 
3’s “Opening Profile.” This firm’s product, called the Owlet Baby Sock, is also 
pictured on the cover of this book. By placing the Owlet Baby Sock on a foot, 
parents are able to monitor a baby’s heartbeat and oxygen level while she or 
he sleeps. Chapter 3’s topic is Feasibility Analysis, meaning that the discus-
sion about Owlet Baby Sock in the chapter’s “Opening Profile” revolves around 
 efforts the firm’s cofounders took to see if their product was indeed commer-
cially feasible. Overall, the “Opening Profiles” show students reading this book 
that they, too, may have the potential to establish an entrepreneurial venture 
while attending a university or college or shortly after graduating.

Partnering for Success Boxed Feature The ability for entrepreneurial 
ventures to partner with other firms is becoming an increasingly important 
attribute of successful entrepreneurial ventures. This boxed feature exposes 
students to a number of different ways entrepreneurial ventures partner with 

others for the purpose of increasing their suc-
cess. Sometimes entrepreneurial firms partner 
with companies their own size while they partner 
with very large organizations in other instances. 
The purpose of this boxed feature, which  appears 
in each of the 15 chapters, is to describe col-
laborative relationships that benefit entrepre-
neurial ventures. Questions about each feature’s  
content appear at the end of the feature. These 
questions challenge students to think critically 
about the feature’s content and can be used to 
stimulate classroom discussions.

Savvy Entrepreneurial Firm Each chapter 
contains a feature called “Savvy Entrepreneurial 
Firm.” These features, which explain practices 
entrepreneurs follow that help their ventures 
become successful, present students with tools 
and techniques entrepreneurs use when leading 
entrepreneurial ventures. Essentially, this fea-
ture describes entrepreneurship in action. After 
reading all 15 “Savvy Entrepreneurial Firm” fea-
tures, students will have a set of practices entre-
preneurs use for the purpose of increasing their 
firm’s operational success. Questions that can 
be used to facilitate discussions among students 
or as quizzes or tests appear at the end of each 
feature.

What Went Wrong? Mistakes are made in 
entrepreneurial firms. With this feature, with one 
appearing in each chapter, we describe for stu-
dents “What Went Wrong?” for an entrepreneur 
and the venture she or he was leading. Reading 
these features explains actions to students that 
they want to avoid as entrepreneurs. The ques-
tions appearing at the end of each feature can 
be used as discussion starters, and as a founda-
tion for asking students to describe actions that 
could have been taken to avoid the problem that 
is described in a particular “What Went Wrong?” 
feature.
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An increasing number of franchise organizations are 
partnering with nonprofit organizations in an effort to 
give back. An example is Panera Bread. At the end 

of each day, Panera’s bakery-cafés donate their unsold 
bread and baked goods to local hunger relief and chari-
table organizations. By doing this, Panera Bread extends 
its goal of providing wholesome food to people in the 
communities in which it operates.

The following are three rules-of-thumb that franchise 
organizations with successful partnerships with nonprofits 
follow.

#1 Find the Right Partner

Most franchise organizations have a mission or set of val-
ues that defines their purpose. For example, a  franchise 
organization that sells children’s clothing or provides 
after-school tutoring for kids might partner with an organi-
zation like St. Jude Children’s Research Hospital. St. Jude 
provides medical assistance to children who are sick 
free of charge. By raising money for St. Jude or a similar 
nonprofit, a franchise organization that caters to children 
allows the children and their families to provide help to 
other children who are less fortunate than they are.

#2 Involve Your Employees and Customers

It is important that franchise organizations that partner 
with nonprofits involve their employees and customers. 
This provides employees and customers an extra emo-
tional attachment with the company and a higher sense 
of brand loyalty. For example, a home repair or home 
improvement franchise might partner with Habitat for 
Humanity, or a similar nonprofit. Habitat for Humanity 
has a program called “corporate volunteering” where it 
welcomes organized groups to pitch in and assist in build-
ing one of the houses on which it is working. Businesses 
that participate in this program often allow employees 
the opportunity to do at least part of their volunteering 
on company time. Habitat for Humanity has found that a 
business’ employees benefit by working on a home build-
ing project together by: (1) getting to know one another 
on a more personal level, (2) gaining a deeper connection 
to the community in which they live, and (3) sharing a 
positive experience that can be taken back to the office 
or shop. If customers can also get involved, all the bet-
ter. From the franchise organization’s standpoint, involving 
employees and customers in volunteer activities deepens 
their commitment to the organization. The organization is 
telling their employees and customers that they have a 
higher purpose than just making money.

#3 Have Skin in the Game

For a partnership between a franchise organization and 
a nonprofit to be authentic, it is important that the fran-
chise organization have skin in the game. Employees 
and customers respond more positively when they are 
not only being asked to donate money or time but the 
franchise organization is making a sacrifice, too. For 
example, in 2014, about 1,400 Denny’s restaurants sold 
coupons in support of No Kid Hungry’s efforts to help 
more than 16 million American children who struggle with 
hunger. For a $3 donation, customers received $9 worth 
of coupons that could be used at participating Denny’s 
restaurants. Similarly, Sport Clips Haircuts sponsors 
an annual campaign titled “Saving Lives Never Looked 
So Good.” It’s a partnership between the sports-theme 
barbershop franchise and the American Red Cross. 
During the annual month-long campaign, Sports Clips 
gives a free haircut coupon to everyone who donates  
blood.

Questions for Critical Thinking
1. Identify an ideal nonprofit for a fitness center fran-

chise that caters to college students to partner with. 
Describe the rationale for your selection. You can pick 
a nonprofit that’s local to your area or a nonprofit that 
has a national presence.

2. If you worked for a home improvement or home 
repair franchise organization, to what degree would 
it enhance your commitment to the organization if 
they allowed you to donate a certain number of hours 
to a nonprofit such as Habitat for Humanity “on the 
clock?”

3. Do some Internet research and identify a partnership 
between a franchise organization and a nonprofit that 
is not mentioned in this feature. Describe the purpose 
of the partnership and how the franchise organization 
and the nonprofit both benefit.

4. Brainstorm a fourth potential rule-of-thumb that would 
facilitate a successful franchise organization/nonprofit 
partnership.

Sources: B. Litalien, “Era of the Social Franchise: Where  Franchising 
and Nonprofits Come Together,” Franchise World, June 2006; 
 Franchising Gives Back, “2015 Award Winners,” Franchise Gives 
Back, https://franchisinggivesback.org (accessed March 31, 2017); 
Habitat for Humanity Homepage, www.habitforhumanity.com 
(accessed March 31, 2017).

PARTNERING FOR SUCCESS

Franchises Partner with Nonprofits to Give Back
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store. The stores themselves also have inherent disad-
vantages. Customers complain of crowded aisles, long 
checkout lines, and an inability to find help if they’re look-
ing for something in the store. While the category killers, 
like Home Depot and PetSmart, are better at customer 
service and product knowledge, they’re still trying to sell 
the most popular products to mainstream customers. For 
example, although Academy offers an impressive selec-
tion of sporting goods, clothing, and outdoor gear, it can’t 
offer everything. This leaves an opening for a store like 
TrackShack, which is a locally-owned running shoe and 
running gear store in Orlando, FL.

TrackShack offers a wider selection of running shoes 
and deeper product knowledge than Academy or DICK’S 
Sporting Goods could offer. Pause for a moment and look 
at TrackShack’s website (www.trackshack.com). This 
store is owned by local entrepreneurs—John and Betsy 
Hughes. If you compare TrackShack to Academy on run-
ning shoes, Academy may win on price, but TrackShack 
wins on selection, product quality, product knowledge, 
customer service, convenience, and ties to the local com-
munity. That’s a pretty compelling set of advantages to 
build upon.

Strategies for Competing against Big-Box Stores

Here are three common strategies for competing against 
big-box stores:

Operate in a Niche Market. A niche market is a place 
within a market segment that represents a narrow group 
of customers with similar needs. It’s smart for a busi-
ness competing against a big-box retailer to operate in a 
niche market, and position itself as the “go-to” place for 
a particular product or service. This is what TrackShack 
has done. TrackShack is also a place that runners can go 
to get advice if they’re experiencing foot pain or similar 
symptoms when they’re running. No one would think to 
go to Academy or Walmart for that type of advice. The 
same philosophy can be pursued in almost any category. 
Both Walmart and Costco sell guitars, yet Bentley Gui-
tar Studios, a privately-held single location guitar retailer 
and studio in Kansas City, MO exists. The store comple-
ments its guitar sales with extensive product knowledge 
and music lessons, something Walmart and Costco can’t 
offer.

Differentiate. Once a business selects a niche market, 
it must differentiate itself from its competitors. The biggest 
mistake that small businesses trying to compete against 
big-box stores make is that they try to be little versions of 
the big-box store. Instead, it’s important to differentiate 
along lines that are important to customers. For example, 
TrackShack has knowledgeable salespeople. A customer 
can spend an hour with a TrackShack sales associate try-
ing on different shoes. You don’t get that at a big-box 
store. Similarly, along with guitar lessons, Bentley Guitar 

One of the main fears that retail start-ups have 
is whether they’ll be able to compete against 
Walmart, Home Depot, and the other big-box 

stores. It’s a legitimate fear. The big-box stores continue 
to grow, particularly in terms of product line and geo-
graphic breadth. There are now big-box stores in towns 
with populations of 10,000 or less. We’ve all heard sto-
ries about big-box stores moving into small towns and 
driving local merchants out of business. So it’s no won-
der that someone with an idea for a men’s clothing store 
or a pet store might wonder “but will I really be able to 
compete against Walmart?” Couple this fear with the 
fear of competing with e-commerce sites and it’s easy to 
see why someone might pass on a potentially attractive 
business idea.

Still, many businesses do compete successfully 
against big-box stores. Their success, however, is not by 
chance. Although impossible to compete against Walmart 
and the others on price, price isn’t everything. There are 
many other forms of competition including product qual-
ity, customer service, product knowledge, ties to the local 
community, and so forth. The following is an analysis of 
how big-box retailers compete, what their vulnerabilities 
are, and strategies for competing directly against big-box 
retailers.

How the Big-Box Retailers Compete

The big-box retailers, such as Walmart, Target, and 
Costco, compete primarily on price and selection. The 
stores advertise “everyday low prices” and carry a wide 
selection of merchandise. The average Walmart store 
stocks about 125,000 items. The category killers, such 
as PetSmart, Home Depot, and Best Buy, also compete 
primarily on price and selection, but have the advantage 
of zeroing in on a single category and providing better 
product knowledge. Behind the scenes, the lower prices 
the big-box stores offer are made possible by volume 
sales, supply chain efficiencies, favorable terms from 
suppliers, and low overhead relative to sales. They are 
also nearly everywhere. For example, as of January 31, 
2017, Walmart had established a total of 5,332 units in 
the United States. (This total includes all forms of Walmart 
stores such as Supercenters, Discount Stores, Neighbor-
hood Markets, and Sam’s Clubs.)

Vulnerabilities of the Big-Box Stores

The big-box stores have vulnerabilities. The general mer-
chandisers, like Walmart, feature a product strategy that is 
a mile wide and an inch deep. The basic idea is to sell the 
most popular product in as many categories as possible. 
While this approach is what enables general merchan-
disers to achieve economies of scale, it leaves gaps in 
the marketplace. Walmart can’t stock the same amount 
of fishing gear, for example, as a local sporting goods 
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DrawQuest was launched in February 2013 by Chris-
topher Poole. It was a pivot—an earlier version of the 
product was called Canvas. DrawQuest was an app 

built for the iPad, iPhone, and iPad Touch. The idea was 
to encourage creativity through a daily drawing challenge.

Here’s how it worked. Each day, a drawing challenge 
was posted. The DrawQuest screen would display part 
of a picture and challenge the user to complete it. For 
example, the screen might show a picture of a child look-
ing out into the water, and the challenge would be “What’s 
in the water?” The user would then complete the picture. 
Other examples include a screen with a hat at the top, 
and the challenge would be “Who’s wearing the hat?” 
Similarly, the screen might include a person standing on 
a balcony, and the challenge would be “What can you 
see from the balcony?” The DrawQuest app provided a 
basic kit of online drawing tools to complete the picture. 
The point wasn’t to create an elegant drawing. In fact, the 
tools resulted in the drawings being somewhat cartoon-
ish in nature. The point was to force people to be creative 
by deciding what to put in the water or what could be 
seen from the balcony. The app and the basic set of draw-
ing tools were free. DrawQuest made money be selling 
upgrades to the kit of drawing tools, like better brushes, 
additional palettes of paint, more vivid colors, and so forth.

The app itself did well. In the short year it was in exis-
tence it reached 1.4 million downloads, 550,000 regis-
tered users, 400,000 monthly users, and 25,000 daily 
users. One of the draws was becoming part of the Draw-
Quest community. You could follow friends and view their 
drawings. One of the coolest features was instant replay. 
You could watch a replay of a friend drawing his or her 
picture.

To fund the venture, DrawQuest raised money from 
marquee investors. A $625,000 seed fund was raised 
in 2010 (when the founders were working on a different 
app), and $3 million was raised in two subsequent ven-
ture rounds from Union Square Ventures, Andreessen 
Horowitz, Lerer Ventures, Chris Dixon, and several others. 
Despite all of this, DrawQuest failed. What went wrong?

In a heartfelt bog post titled “Today My Startup Failed” 
and in an interview with TechCrunch, Poole outlined the 
reasons that led to DrawQuest’s demise. In short, the 
company never figured out the business side of the ven-
ture. The in-app upgrades, such as better paintbrushes 
and enhanced palettes of paint, didn’t sell as well as 
anticipated, leaving DrawQuest with insufficient income. 
Part of the problem was that users didn’t feel a sense 
of urgency to upgrade. A large portion of Candy Crush’s 
success, for example, is that people buy extra lives. Draw-
Quest didn’t have the same emotional “I can’t play if I 
don’t pay” urgency. The DrawQuest app was also expen-
sive to develop and maintain. Another issue DrawQuest 

encountered was the pivot that Poole and his team exe-
cuted. Prior to DrawQuest, the team built an app named 
Canvas that did not work out. They pivoted to DrawQuest, 
which resonated better with users and drew a larger audi-
ence. The problem is that they spent half their investors’ 
money on Canvas. Referring to that challenge, Poole 
wrote, “We built this app (DrawQuest) with less than half 
of our runway remaining. You have to do twice as much 
with half as much money. It’s really freaking hard.”

Ultimately, Poole and his team decided to pull the 
plug. They investigated selling DrawQuest to another 
company, but no one bit. In the blog post titled “Today 
My Startup Failed,” Poole provided insight into the human 
side of business failure. He wrote:

I’m disappointed that I couldn’t produce a better 
outcome for those who supported me the most—my 
investors and employees. Few in business will know 
the pain of what it means to fail as a venture-backed 
CEO. Not only do you fail your employees, your cus-
tomers, and yourself, but you fail your investors—
partners who helped you bring your idea to life.

Questions for Critical Thinking
1. Examine the problems that DrawQuest encountered. 

How could the company have avoided or navigated 
around each problem?

2. What alternatives did DrawQuest have for generating 
income for its app? Why do you think the company 
didn’t try any of these alternatives before shutting 
down?

3. Based on what you learned in Chapter 4, complete 
a Barringer/Ireland Business Model template for 
DrawQuest. Is there anything that is noticeable in the 
business model template that may have forecast that 
DrawQuest would have a hard time surviving?

4. A common start-up idea on college and university 
campuses is to build a smartphone app. What lessons 
can students building apps learn from DrawQuest’s 
experience?

Sources: C. Poole, “Today My Startup Failed,” Chris Hates Writing 
blog, available at https://chrishateswriting.com/post/74083032842/
today-my-startup-failed (accessed April 21, 2017); J.  Constine, 
“With Traction but Out of Cash, 4Chan Founder Kills off  Canvas/
DrawQuest,” TechCrunch, available at https://techcrunch.
com/2014/01/21/when-goods-not-good-enough/ (posted January 
21, 2014, accessed April 21, 2017); E. Hamburger, “4chan Creator 
Chris Poole Draws a Future Where Anyone Can Make Art,” The 
Verge, available at https://www.theverge.com/2013/2/8/3942110/
drawquest-for-ipad-chris-poole-moot (posted February 8, 2013, 
accessed April 21, 2017).

WHAT WENT WRONG?

How One Start-Up Caught the Attention of VCs, Gained 25,000 Daily Users, 
and Still Failed
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Barringer/Ireland Business Model Template The Barringer/Ireland 
Business Model Template, developed by the authors specifically for this book, 
is a nicely designed tool that helps students think through and articulate 
the business model for a proposed venture or an existing firm. Each section 
of the template, which is presented as Appendix 1 on p. 156 in Chapter 4, is 
fully explained in the chapter. The template can be easily copied and used by 
those wishing to develop a business model for an entrepreneurial venture. 
Additionally, if students are required to develop an idea for an entrepreneurial 
venture as a course requirement, they can also be asked to complete the tem-
plate as part of such an assignment. In Case 4.2, titled “TOMS’ One-for-One 
Business Model: Is It Sustainable?” we use the Barringer/Ireland Business 
Model Template to present TOMS’ business model (see p. 151). This allows 
students to study a “live” business model and increase their understanding of 
how to use the template.

Feasibility Analysis Students and entrepreneurs typically find it challeng-
ing and difficult to determine if their idea for a product or service is feasible as 
the foundation for an entrepreneurial venture. Chapter 3 provides a detailed 
explanation of the steps entrepreneurs should take to complete a feasibility 
analysis. These steps are shown in Table 3.1. Three additional tools are offered 
to students in Chapter 3 to enhance their understanding of how to conduct a 
feasibility analysis. In Appendix 3.1 on p. 113, tips for conducting interviews to 
assess a product or a service’s feasibility, as well as examples of questions to 
ask and questions not to ask during an interview, are presented. In Appendix 
3.2 (see p. 114), we present a tool called First Screen. Students and entrepre-
neurs can use this template to complete a feasibility analysis regarding an 
idea they have for an entrepreneurial venture. Finally, Appendix 3.3 on p. 116 
contains an Internet Resource Table that provides resources that are helpful 
when completing the First Screen template. In all, students can use the tools 
and information featured in these three appendixes to assess the feasibility of 
an idea they have as the foundation for launching an entrepreneurial venture.

End-of-Chapter Review and Application Questions Two sets of 
questions appear at the end of each chapter. By answering the review ques-
tions, students have opportunities to see if they have understood the concepts, 
tools, and techniques that were presented within each chapter. More compre-
hensive in nature, the application questions can be used to stimulate class-
room discussions or to assess students’ ability to explain how chapter-specific 
concepts, tools, and techniques would be used by an entrepreneur or within 
an entrepreneurial firm.
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 1-21. After rereading the opening case, identify 
all of the effective or smart moves Kirsten 
Blowers made in the early days of building 
Riffraff.

 1-22. Assume that you are the dean of a busi-
ness school and that you are interested 
in more entrepreneurship courses being 
offered in your school. Surprisingly to you, 
some professors are resisting the idea of 

offering these courses on the basis of their 
view that entrepreneurship is a skill that 
can only be learned through experience. 
Using materials in this chapter, make an 
argument that entrepreneurship can be 
taught.

 1-23. Jose Reyes is a computer science student 
in his last semester. He just completed a 
class on how to build smartphone apps. 

Application Questions

business model, 27
business plan, 27
corporate entrepreneurship, 7
creative destruction, 23
entrepreneurial firms, 19
entrepreneurial intensity, 7

entrepreneurship, 6
execution intelligence, 14
innovation, 24
lifestyle firms, 19
moderate risk takers, 17
passion for their business, 10

Key Terms
product/customer focus, 12
salary-substitute firms, 19
triggering event, 26
value, 19

 1-1. Do you anticipate that entrepreneurship 
will continue spreading throughout the 
world, or do you think its appeal will sub-
side over time?

 1-2. What key insights does the GEM study 
provide us about entrepreneurship?

 1-3. What does evidence show us about the 
rate of failure associated with entrepre-
neurial ventures?

 1-4. What is entrepreneurship?
 1-5. In what ways is an entrepreneur who 

just launched a restaurant different 
from someone who just took a job as the 
 general manager of a restaurant owned by 
a major restaurant chain?

 1-6. What are the three main attributes of 
firms that pursue high levels of corporate 
entrepreneurship?

 1-7. What are the three primary reasons people 
become entrepreneurs?

 1-8. Of the three primary reasons people 
become entrepreneurs, which one is given 
most commonly and why?

 1-9. Why is passion such an important charac-
teristic of successful entrepreneurs?

 1-10. What is it about passion that makes it 
particularly compatible with the entrepre-
neurial process?

 1-11.  Why is a product/customer focus an 
important characteristic of successful 
entrepreneurs?

 1-12.  What is it about “tenacity” that makes 
it such an important characteristic for 
entrepreneurs?

 1-13.  What are the five common myths of 
entrepreneurship?

 1-14.  What is the evidence that debunks the 
myth that entrepreneurs are born, not 
made?

 1-15.  What are the four distinctive parts of the 
entrepreneurial process and what is the 
relationship among the parts?

 1-16. How would you characterize the risk- 
taking propensity of most entrepreneurs?

 1-17.  What factors favor older entrepreneurs as 
opposed to younger entrepreneurs?

 1-18. What did Joseph Schumpeter mean by 
the term creative destruction?

 1-19.  In general, what effects does entrepre-
neurship have on economies and societ-
ies throughout the world?

 1-20.  What are the changes to the  demographic 
makeup of entrepreneurs in the United 
States that are described in this chapter?

✪

✪

Review Questions

MyLab Entrepreneurship
If  your instructor is using MyLab Entrepreneurship, go to www.pearson.com/mylab/entrepreneurship to complete 
the problems marked with this icon ✪.
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quality control (with growth, the entrepre-
neurial venture may find it increasingly dif-
ficult to maintain the quality of its product 
or service as demanded by customers), and 

capital constraints (here the challenge is 
to find the financial capital needed to sup-
port early and hopefully continuous firm 
growth).

Key Terms
adverse selection, 477
core competencies, 467
economies of scale, 469
economies of scope, 471
entrepreneurial services, 477
fixed costs, 471

managerial capacity problem, 
477

managerial services, 477
market leadership, 471
moral hazard, 477

pace of growth, 469
productive opportunity set, 

477
sustained growth, 464
variable costs, 469

Review Questions
 13-1.  What is sustained growth? Why is it 

important?
 13-2.  Can most firms be classified as rapid-

growth firms? Explain your answer.
 13-3.  What are the potential downsides to firm 

growth?
 13-4.  Do all firms have the potential to be 

aggressive-growth firms? Why or why not?
 13-5.  Is it possible for a firm to grow too fast? If 

so, what are the potential downsides?
 13-6.  Why is it difficult for some firms to grow 

or scale their operations?
 13-7.  What are the benefits of planning for 

growth?
 13-8.  What are economies of scale and econo-

mies of scope and why are these impor-
tant to entrepreneurial firms?

 13-9.  Why might firms work hard to achieve a 
market leadership position?

 13-10.  How does a firm’s growth rate affect 
its ability to attract and retain talented 
employees?

 13-11.  What are the five stages in the organiza-
tional life cycle?

✪

✪

 13-12.  What is the managerial capacity 
problem?

 13-13.  What is adverse selection and how might 
it affect entrepreneurial firms?

 13-14.  What is moral hazard and how might it 
affect entrepreneurial firms?

 13-15.  Why is cash flow management such an 
important issue for a firm entering a 
period of rapid growth?

 13-16.  How do rapid growth firms deal with 
potential cash flow shortfalls?

 13-17.  Why is price stability such an important 
issue for a firm entering a period of rapid 
growth?

 13-18.  According to the chapter, one of the 
most difficult challenges involved with 
rapid growth is quality control. Why is 
this so?

 13-19.  In what stage or stages of the organiza-
tional life cycle are capital constraints 
most prevalent?

 13-20.  What are the differences between entre-
preneurial services and managerial 
services?

MyLab Entrepreneurship
If  your instructor is using MyLab Entrepreneurship, go to www.pearson.com/mylab/entrepreneurship to complete 
the problems marked with this icon ✪.

Application Questions
 13-21.  Pete Martin just purchased a copy of 

Inc. magazine’s annual issue that ranks 
the top 500 fastest-growing privately 
owned companies in America. Pete was 
amazed by some of the stories that were 
told in different articles appearing in 

the magazine and as a result, is more 
encouraged than ever to start his own 
art restoration firm. Pete believes his 
firm can grow 100 percent or more per 
year. He is ready to cash out his savings 
and get started. Is Pete starting this 
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You be the VC Two of these features, which asks students to assume the 
role of a venture capitalist, appear at the end of each chapter. In each “You be 
the VC” feature, the idea behind a newly-launched entrepreneurial venture 
is described. Given the product or service and the firm, students are asked 
to decide what additional information they would require to decide if they 
would or would not fund the venture. Chapter 6’s “You be the VC 6.2” (see 
p. 224) discusses Ava, a company that has built a smartphone app that tran-
scribes translations received through mobile phones into texts. These trans-
lations  allow people with hearing problems to follow conversations occurring 
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 in group settings. With a total of 30 “You be the VC” features included in the 
book, students have multiple opportunities to carefully evaluate the com-
mercial  potential of a variety of products and services being offered by newly- 
established entrepreneurial firms.

CHAPTER 12  | THE IMPORTANCE OF INTELLECTUAL PROPERTY    457

Business Idea: Launch an elite programming school that 
teaches people to code in an accelerated period of time 
and helps them find good-paying jobs as developers.

Pitch: There are many people in the 25- to 45-year-old 
age range who want to change their career. They’re in the 
midst of their first career, and are either unhappy with it 
or have discovered that they have an interest in coding 
and want to build software. They may also want to avoid 
pursuing a two-year or a four-year college degree. Many 
may already have college degrees in another field, or may 
be facing circumstances that make pursuing a four-year 
degree in computer science impractical. There are also 
high school students who have a high aptitude for coding 
who would like to get a head start on a college computer 
science program before entering the job market.

Flatiron School (which is named after the iconic Flatiron 
Building in Midtown Manhattan) was started to serve these 
markets. It is an elite programming school headquartered 
in New York City, which teaches people to code and 
helps them find jobs as developers. The school places 
98 percent of its graduates into jobs as developers where 
they make an average annual salary of $75,000. Flatiron 
School, which was launched in 2012, initially offered only 
full-time web and iOS development courses for adults. Its 
on- campus program, which had a 6 percent acceptance 
rate, was offered in New York City. Since then, the firm has 
expanded its New York City program by launching three 
new initiatives: (1) a Fellowship program, in partnership with 
the City of New York, to offer free tuition to a select num-
ber of people from low income backgrounds, (2) an online 

learning platform, named Learn.com, which not only ser-
vices its online immersive students, but external partners, 
ranging from universities to corporations like Google; and 
(3) a high school program, which teaches high school stu-
dents how to code in summer and after school programs.

The Flatiron School’s programs provide its students the 
skills they need for an entry-level software engineering 
job in 12 weeks. This approach to education is intensive 
in nature. The program requires 150 hours of pre-work 
before classes start. During a 12-week semester, students 
are on campus from 9:00 am to 6:00 pm daily, and many 
stay during the evenings and come in on weekends to 
work in groups on projects. An advantage of the accel-
erated nature of the program is that students can quit 
their current job, spend 12 weeks at Flatiron School, and 
then get back in the job market quickly. A game-changing 
differentiator between Flatiron School and other coding 
programs and bootcamps is that its jobs report (i.e., the 
claim that 98 percent of its graduates get programming 
jobs) is verified by a third party auditor. Flatiron School 
believes that it is the only coding program or bootcamp 
in the country that does this.

12-27.  Based on the material covered in this chapter, what 
questions would you ask the firm’s founders before 
making your funding decision? What answers would 
satisfy you?

12-28.  If you had to make your decision on just the informa-
tion provided in the pitch and on the company’s web-
site, would you fund this company? Why or why not?

YOU BE THE VC 12.1  COMPANY: Flatiron School
•  Web: www.flatironschool.com • Facebook: https://www.facebook.com/flatiron • Twitter: @flatiron-

school

Business Idea: Develop a smart toothbrush that can tell 
users if they are brushing well. Accompany the tooth-
brush with smartphone games in which good brushing is 
rewarded with high scores in the games.

Pitch: There are a number of problems associated with 
dental hygiene. For example, experience suggests that 
most children don’t like to brush their teeth. Most adults 
brush their teeth, but don’t brush long enough. Dentists 
generally recommend that people brush their teeth twice a 
day, for a least two minutes each time. That’s longer than 
most people who think they’re doing a good job brushing 
their teeth actually brush.

Kolibree was created to help solve these problems. The 
firm has developed a smart toothbrush, called the Koli-
bree Connected Toothbrush, for adults and children. This 

product connects via Bluetooth to a smartphone app that 
can tell users if they are brushing in a healthy manner. The 
Kolibree toothbrush looks similar to other toothbrushes, 
but that’s where the similarity ends. It is equipped with 
an accelerometer, a gyroscope, and 3D motion sensors 
that can tell you where you’ve brushed and where you’ve 
missed. It is elegantly and ergonomically designed for all 
hand sizes and weighs a comfortable 2.5 ounces. The 
brush has removable heads, so the same brush can be 
shared among multiple family members. Each member of 
a family can set up a dashboard that records their daily 
brushing performance. The information the brush collects 
about brushing habits is transmitted to the dashboard and 
can be viewed in real time or studied later. If you view it in 
real time, a 2D graphic highlights where you should focus 
and for how long. The app will let you know when you’ve 

YOU BE THE VC 12.2  COMPANY: Kolibree
• Web: www.kolibree.com • Facebook: Kolibree • Twitter: @Kolibree
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Business Idea: Provide consumers with plant-based 
protein foods that take the animal out of meat—without 
sacrificing the taste, chew, or satisfaction.

Pitch: A number of factors motivate people to seek out 
meat substitutes. Health benefits, animal welfare, lower-
ing greenhouse gas emissions, and bad press about the 
poor conditions under which some animals are raised for 
slaughter are some of these factors. Many of the most 
common meat substitutes—tofu, bean burgers, vegeta-
ble cutlets, and so on—lack bite, chew, juiciness, and 
flavor. As a result, people try them for a while and then 
return to traditional meat products. A parallel problem 
exists regarding the demand for meat. Global demand for 
meat has tripled in the last 40 years, driven by population 
growth and an upward trend in per-capita consumption 
of meat. Producing meat has significant environmental 
implications. Animal agriculture is said to be responsible 
for about 14.5 percent of human-induced greenhouse 
gas emissions, more than the transportation sector. All 
of these factors suggest that there is a huge opportunity 
for a company that can produce a tasty and affordable 
plant-based substitute for meat, and can do it in a way 
that is friendlier to the environment than traditional meat 
production.

Beyond Meat is positioning itself to be that company. On 
the taste and healthfulness side, the company’s first prod-
uct line, Chicken-Free Strips, is made with plant-based 

proteins that legitimately replicate the sensory experi-
ence of eating meat. Because the product is also gluten-
free and is free of trans and saturated fat, cholesterol, 
dairy, eggs, hormones, and antibiotics, it’s better for us 
than actual chicken. On the cost and environmental side, 
Beyond Meat’s Chicken-Free Strips require less land and 
water to raise than real chickens and, when produced at 
a sufficient scale, cost less to make.

Beyond Meat’s products are the result of more than 15 
years of research conducted by two scientists at the Uni-
versity of Missouri-Columbia, Fu-Hung Hsieh and Harold 
Huff. The company’s Chicken-Free Strips have been pre-
cisely engineered to look like chicken, taste like chicken, 
and especially to feel like chicken when you take a bite. 
The company is presently working on a Beyond Meat 
substitute for ground beef that can be worked into tacos, 
lasagna, or any other meal in which beef is included. 
Beyond Meat’s Chicken-Free Strips are being introduced 
to the marketplace through Whole Foods Markets and 
similar health-conscious food stores.

6-30. Based on the material covered in this chapter, what 
questions would you ask the firm’s founders before 
making your funding decision? What answers would 
satisfy you?

6-31. If you had to make your decision on just the informa-
tion provided in the pitch and on the website, would 
you fund this company? Why or why not?

YOU BE THE VC 6.1  COMPANY: Beyond Meat
• Web: www.beyondmeat.com • Facebook: Beyond Meat • Twitter: @BeyondMeat

Business Idea: Build a smartphone app that transcribes 
conversations received through mobile phones’ micro-
phones into text, so people with hearing problems can 
follow along in a group setting.

Pitch: It is difficult for people who are deaf or hearing-
impaired to follow conversations in group settings such 
as a family dinner, a business meeting, a presentation, 
or lunch with friends. Even in a setting where every par-
ticipant knows sign language, picking up an entire con-
versation is challenging. Sign language relies on people 
watching each other sign, and in a group setting people 
often talk that are not directly looking at each other. The 
only option that people with hearing problems have to 
fully capture a group conversation is to hire a transcriber 
or interpreter. That’s an impractical solution, given that 
transcribers and interpreters charge up to $125 per hour. 
Hearing aids are available for people who are hearing-
impaired, but the cost is often a deterrent and hearing aids 
have varying levels of effectiveness.

Ava is a smartphone app designed to tackle this problem. 
Here’s how it works. Ava connects all the smartphones in 
a room via an app. All a person with hearing difficulties 
has to do is invite the people in the room to participate, 
and if they have Ava on their phones, they can accept the 
invite. Ava will then, through the microphone in each par-
ticipant’s smartphone, transcribe the conversation in real 
time and display the transcription on the hearing-impaired 
person’s phone. Each person’s comments include their 
name and show up in a different color. Ava’s interface will 
also show a small photo of each person who is involved 
with the conversation. So if Jane, who is deaf, invites Ava 
at the beginning of a family dinner, and all the members of 
Jane’s family have the Ava app and accept Jane’s invite, 
Jane can follow the conversation on her smartphone. The 
transcriptions, which are made possible via the speech 
recognition technology, are made in less than one second. 
Ava allows people with hearing difficulties to connect, 
engage, and enjoy rather than dread group conversa-
tions. The value that Ava adds to its users’ lives is very 

YOU BE THE VC 6.2  COMPANY: Ava
• Web: www.ava.me • Facebook: Avadotme • Twitter: @avascribe
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End-of-Chapter Cases Two cases appear at the end of each chapter. 
Comprehensive in scope, both cases presented within individual chapters 
speak to those chapters’ core topics. Dealing with real companies, these cases 
present students with opportunities to evaluate multiple applications of a par-
ticular chapter’s concepts, tools, and techniques as they are applied within a 
firm. In some instances, a case asks students to evaluate firms that are not 
being as successful as those leading them want to be the case. This is true for 
Quiznos, which is the subject of Case 15.1 (see p. 564). This case  describes 
the challenges a franchisor (Quiznos) has encountered over a number of years 
following a successful launch and after achieving initial successes. Questions 
appearing at the end of this case challenge students to decide if they believe 
that actions this firm is taking today will result in a positive turnaround for 
Quiznos as a foundation for returning to entrepreneurial success. In other 
instances, an end-of-chapter case describes an entrepreneurial venture’s suc-
cess and asks students to decide if the firm’s positioning will yield additional 
success across time. This situation describes d.light, the focal firm of Case 6.2 
on p. 228. As explained in this case, d.light’s business plan was instrumental 
to its success and appears to have the potential to be the foundation for the 
firm’s continuing success in the future. However, the firm faces challenges, 
some of which appear in the form of questions that students can answer as a 
means of fully considering d.light’s future.
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Introduction

Imagine the following. You are in the audience of a 
business plan competition. The next team up to present 
is d.light, a for-profit social enterprise that plans to bring 
light to people without access to reliable electricity. Two 
young men introduce themselves as the founders of 
d.light, and say they’re going to start their presentation 
with a demonstration. The lights go out. In a few 
seconds, you see a dim light at the front of the room, 
and smell smoke and burning kerosene. After about 30 
seconds, your eyes start to water and it becomes slightly 
uncomfortable to breathe. The lights switch back on and 
the smoke clears. The young men apologize for the lack 
of light and the smoke, but say the demonstration was 
staged to illustrate a point. Around 1.2 billion people, 
or more than one fifth of the world’s population, have 
no access to electricity, and about a billion more have 
an unreliable or intermittent supply. An estimated 500 
million households must burn some sort of fuel, such 
as kerosene, for cooking or lighting. Kerosene fuel is 
expensive, dangerous, and toxic to both people and 
the environment. In fact, the United Nations estimates 
that kerosene fumes kill 1.5 million people per year, and 
cause countless health complications for others.

Sam Goldman and the Origins of d.light

The scene described here actually took place—several 
times. It’s the way Sam Goldman and Ned Tozun, 
the cofounders of d.light, introduced the company at 
business plan competitions and when they pitched 
investors. d.light is an international consumer products 
company serving “base of the pyramid” consumers 
who lack access to reliable electricity. Although d.light 
technically started in a class at Stanford University, 
its beginning can be traced to Sam Goldman’s youth 
and early adulthood. Growing up, Goldman’s parents 
worked for the United States Agency for International 
Development (USAID), a government agency that 
provides economic and humanitarian assistance in 
countries across the globe. Goldman lived in Pakistan, 
Peru, India, Canada, and several other countries. As 
a young adult, while working for the Peace Corps, he 
lived for four years in a West African village that had 
no electricity. A neighbor boy was badly burned in a 

kerosene fire, an event that deeply impacted Goldman. 
At one point during his time in the village, Goldman was 
given a battery-powered LED headlamp, and was struck 
by the dramatic difference that simply having light at 
night can make in a person’s life. He could now cook, 
read, and do things at night that were unimaginable 
without the benefits reliable lighting provides.

Impacted by this experience, Goldman sought 
out a graduate program that would provide him the 
opportunity to start thinking about creating a business to 
take light to people without access to reliable electricity. 
He landed at Stanford, which was starting a program 
in social enterprise. A pivotal class was Jim Patelli’s 
2006–2007 Entrepreneurial Design course. The class 
was divided into teams, and each team was challenged 
to address a significant issue in the developing world. 
Goldman was teamed up with Ned Tozun, a business 
classmate, and two engineering students, Erica Estrade 
and Xian Wu. The team tackled the problem of light 
for people without access to reliable electricity, and 
developed a rough prototype of a portable LED light 
that could be recharged via solar power. That spring, 
the team traveled to Burma for the purpose of going 
into villages that didn’t have access to electricity to 
introduce their device. Villagers told them they spent up 
to 40 percent of their income on kerosene. When shown 
how their crude prototype could provide light at night 
and be recharged during the day simply by deploying 
small solar panels on their homes, the villagers were so 
taken that one woman actually wept. According to one 
account of the team’s trip, in one village the local police 
confiscated the prototypes. They, too, needed light at 
night.

Design and Distribution

After completing the Entrepreneurial Design course, 
the teammates headed in their separate directions 
for the summer. In the fall, they reunited, determined 
to continue to work on their business concept. The 
concept of using solar power to recharge portable 
lights in poor rural areas wasn’t new. In fact, it had 
been tried many times. The problem, in Goldman and 
his team’s estimation, was a combination of design 
and distribution. Previous models relied either on 

CASE 6.2

d.light: How Bringing Its Business Plan to Life Helped 
a Social Enterprise Get Off to a Strong Start
• Web: dlightdesign.com • Facebook: D.lightDesign • Twitter: @dlightdesign

Bruce R. Barringer, Oklahoma State University

R. Duane Ireland, Texas A&M University
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Introduction

In the early 1980s, Jimmy Lambatos moved from New 
York City to Denver to attend college. Growing up in 
New York, he frequently ate sub sandwiches made with 
crusty Italian bread. It was artisan bread, the flavorful 
kind with spices, oils, and vinegars. Once in Denver, 
Lambatos kept eating sub sandwiches, but couldn’t find 
a sandwich shop that used artisan bread. He caught 
himself one day eating a sub sandwich on a hotdog 
bun, and thought there has to be a better way. This 
occurrence led to the opening of the first Quiznos sub 
sandwich shop at 13th and Grant in Denver, which 
Lambatos opened with Todd Disner. The first Quiznos 
is still there—open from 10:00 am–9:00 pm Monday 
through Saturday and 11:00 am–8:00 pm on Sunday. 
The original Quiznos was an instant hit. Several sub 
sandwich franchises opened about the same time, 
including Subway and Blimpie. The other chains used a 
soft bread. Quiznos featured richer-tasting artisan bread, 
like its popular Italian Sub Sandwich. It also toasted its 
sandwiches, something the other sub shops weren’t 
doing, at least initially. It fact, one of the novelties of the 
first Quiznos restaurants is that they used a conveyer 
type oven. They could handle long lines quickly and 
still take time to toast the sandwiches by placing cold 
sandwiches in one end of the oven and they would 
come out the other end toasted. The idea behind 
toasting the sandwiches wasn’t just that some people 

like their sandwiches warm, but that the heat brings out 
the flavor in artisan breads. After operating solely from 
Grant and 13th in Denver for two years, Quiznos started 
franchising in 1983. By 1987, 12 Quiznos restaurants 
were operating in the United States. That year, Richard 
Schaden, at the age of 23, and his father, who was 
an aviation attorney, opened a Quiznos franchise in 
Boulder, CO. They opened three additional Quiznos sub 
shops before buying the 18-restaurant chain from the 
founders in January 1991.

The Schadens had big plans for Quiznos, and the 
next 10–15 years were marked by success. By 2001, 
Quiznos was one of the fastest growing fast-food 
franchises in the United States. At its peak in 2007, 
there were more than 5,000 Quiznos franchise locations. 
The financial crisis hit in 2007 and 2008, and Quiznos’ 
fortunes changed. Between 2007 and 2009, the sub 
shop franchisor closed over 1,000 stores. Additional 
closures continued. In 2014, Quiznos filed for Chapter 
11 bankruptcy to restructure debt and make operational 
improvements. Its company-wide sales had declined 
from an estimated $1.6 billion in 2008 to $716 million in 
2013, according to an October 2013 report from IBIS 
World. That’s an annualized decline of 15.5 percent. It 
stayed in bankruptcy for about four months. By 2015, 
there were fewer than 1,000 Quiznos restaurants in the 
United States. In 2016, Quiznos launched a turnaround 
effort that involved new leadership, changes in its menu 

CASE 15.1

Quiznos: Will It Regain a Leadership Position  
in the Sandwich and Sub Shop Franchise Industry?
• Web: www.quiznos.com • Facebook: Quiznos • Twitter: @Quiznos

Bruce R. Barringer, Oklahoma State University

R. Duane Ireland, Texas A&M University

is protected by five U.S. patents, can be monitored and 
controlled by franchisees remotely via a computer or smart-
phone. Ice is made continuously throughout the day and is 
stored in sanitary internal bins. As a result, it is always fresh 
and clean. No one touches the ice other than the buyer.

IceBorn began franchising in May 2012. Depending on the 
IceBorn model, the initial investment ranges from $27,095 
to $213,500. The initial franchise fee is $1,000 to $5,000, 
with a 6 percent ongoing royalty and a 1 percent ad roy-
alty fee. For veterans, the initial franchise fee is cut in half 
and the first-year royalties are waived. IceBorn has over 
2,500 units located across the United States, the Carib-
bean, and parts of South America. Ice-Born is looking 
for additional franchisees to install its machines in well-
trafficked areas.

Ice is a $4 billion-per-year industry. In just 10 years, the ice 
vending business has captured 4 percent of the market, 
and it is expected by some industry experts to increase 
by 3 percent to 5 percent each year for the next 10 years. 
IceBorn feels that it is perfectly positioned to capture the 
lion’s share of the growth.

15-30.  Based on the material covered in this chapter, what 
questions would you ask the firm’s founders before 
making your funding decision? What answers would 
satisfy you?

15-31.  If you had to make your decision on just the infor-
mation provided in the pitch and on the company’s 
website, would you fund this firm? Why or why 
not?

M15_BARR9534_06_SE_C15.indd   564 10/5/17   6:29 PM

MyLab Entrepreneurship
Reach every student by pairing this text with MyLab 
Entrepreneurship MyLab is the teaching and learning platform that 
empowers you to reach every student. By combining trusted author content 
with digital tools and a flexible platform, MyLab personalizes the learning 
experience and improves results for each student. Learn more about MyLab 
Entrepreneurship at www.pearson.com/mylab/entrepreneurship.

xviii    PREFACE

A01_BARR9534_06_SE_FM.indd   18 11/16/17   2:40 PM

http://www.pearson.com/mylab/entrepreneurship


Deliver trusted content You deserve teaching materials that meet 
your own high standards for your course. That’s why we partner with highly 
 respected authors to develop interactive content and course-specific resources 
that you can trust — and that keep your students engaged.

Empower each learner Each student learns at a different pace. 
Personalized learning pinpoints the precise areas where each student needs 
practice, giving all students the support they need — when and where they 
need it — to be successful.

Teach your course your way Your course is unique. So, whether you’d 
like to build your own assignments, teach multiple sections, or set prerequisites, 
MyLab gives you the flexibility to easily create your course to fit your needs.

Improve student results When you teach with MyLab, student perfor-
mance improves. That’s why instructors have chosen MyLab for over 15 years, 
touching the lives of over 50 million students.

Developing Employability Skills
To succeed in today’s rapidly changing job market, students should develop skills 
that will facilitate their efforts to achieve career success—whether they intend to 
be an entrepreneur or not. In this book, we focus on developing “employability 
skills” that will help students who seek to be entrepreneurs as well as those 
who seek to achieve business success by pursuing different options. We focus 
on developing these skills in the following ways:

Business Ethics and Social Responsibility Examples of firms  engaging 
in socially responsible actions and seeking to solve some of society’s challenges 
appear throughout the book. For instance, consider the story of GiveForward, 
the focal firm of the “You be the VC 7.1” feature. This firm has launched a 
crowdfunding platform that allows people to send financial support and encour-
agement to individuals facing a medical crisis to provide for their out-of-pocket 
medical expenses. We discuss the need for firms to establish a strong ethical 
culture as a foundation for how they operate. Specific actions business people 
can take to “lead by example” when it comes to demonstrating ethical behaviors 
consistently appear on p. 238. We also 
describe on p. 239 what should be done 
to implement an ethics training program 
in entrepreneurial ventures and all other 
types of firms. Moreover, when consider-
ing each chapter’s core topic, instructors 
can ask students to discuss the “ethi-
cal issues” associated with, for example, 
building effective work teams (Chapter 
9) and deciding how to market a firm’s 
product or service (Chapter 11).

Critical Thinking Learning how to think critically about issues is founda-
tional to a person’s ability to identify opportunities to develop a product or service 
that meets a certain customer group’s needs. The 30 end-of-chapter cases in this 
edition expose students to an array of products and services that entrepreneurs 
developed to serve customers. In each instance, the entrepreneurs had to think 
critically as a foundation for deciding how to proceed to launch their ventures. 
In Case 1.1, for example (see p. 34), Julie Rice and Elizabeth Cutler decided that 
they wanted to create an alternative to fitness routines and experiences that 
felt like work. After thinking through various options, they developed a cardio- 
workout experience that is relational in nature for their customers. In their view, 
the exercise experience SoulCycle provides to customers is tribal, primal, and fun.

PREFACE    xix
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Business Idea: Create a hardware device that makes 
it easy for people to use credit or debit cards to leave 
tips for service workers or to donate to a nonprofit 
organization, such as the Salvation Army or the public 
library.
Pitch: Most people don’t carry much cash anymore. 
Instead, the majority of Americans rely on credit and 
debit cards to make purchases. This change makes it 

harder for people to spontaneously tip service providers 
or make donations. This is a problem in the restaurant 
industry in that the move away from cash has caused 
tips to go down. In some settings, it’s nearly impossible 
to tip without cash. For example, most people tip the 
bell staff of a hotel if they hail them a cab. It’s impossible 
to do that if you don’t have cash. Similarly, it’s hard to 
make small donations if a person isn’t carrying cash. 

YOU BE THE VC 7.2 COMPANY: DipJar
• Web: www.dipjar.com • Facebook: DipJar • Twitter: @dipjar

Business Idea: Launch a crowdfunding platform that 
allows people to send financial support and encourage-
ment to individuals facing a medical crisis to provide for 
their out-of-pocket medical expenses.

Pitch: Each year, Americans incur over $400 billion in 
out-of-pocket medical expenses that are not covered by 
insurance. Many people find themselves in difficult situa-
tions. They are battling a disease such as cancer or recov-
ering from a medical crisis like a stroke, and they have 
out-of-pocket medical expenses they are unable to pay. 
Often, the patient has family or friends who want to raise 
money to help, but they don’t know how to go about it. 
They may sponsor a charity event or try to collect money 
on their own, but their efforts often fall short of resolving 
their loved one’s medical expenses.

This is where GiveForward comes in. GiveForward is a 
for-profit crowdfunding platform that specializes in help-
ing people run medical fundraising campaigns. A person 
initiates a campaign by accessing GiveForward’s website 
and creating a GiveForward fundraising page. Most pages 
include a photo of the person for whom the money is 
being raised, the story of his/her situation, the fundraising 
goal, updates on the individual’s condition, and the dollar 
amount and words of encouragement from people who 
have made a financial donation. Each person who initi-
ates a campaign is assigned a personal coach, who pro-
vides them guidance on how to raise money online. The 
coaches typically urge that the people involved share the 
GiveForward page for their loved one with family, friends, 
and others via e-mail, Facebook, Twitter, and other social 
media to elicit support. Once the fundraising campaign 
is complete, GiveForward sends a check to the person 
who initiated the campaign. The words of encouragement 
remain on the GiveForward website forever. GiveForward 
collects 7.9 percent plus $0.30 from each transaction. 
Approximately 2.9 percent plus $0.30 of that amount 

goes for credit card merchant fees, and the remainder 
is retained by GiveForward. Supporters are provided the 
option of donating a little extra to cover the fees. Over 60 
percent of them do so.

Since the site was launched in 2008, GiveForward has 
helped facilitate tens of thousands of medical fundrais-
ing campaigns and helped raise over $84 million. Growth 
in the number of campaigns and dollar amount being 
donated is accelerating. While many campaigns are for 
less than $10,000, some campaigns have been for much 
larger amounts. In the wake of the 2013 Boston Marathon 
bombings, the family and friends of two people who were 
injured launched a GiveForward campaign that raised 
almost a million dollars.

GiveForward’s founders are often asked why the company 
isn’t a nonprofit. There are several reasons. First, in order 
to be able to send money to fundraisers that are not affili-
ated with a registered 501(c)3 organization, GiveForward 
has to be a corporation. Second, GiveForward strives to 
be an example among a growing list of mission-driven 
social ventures. Many nonprofit organizations spend up 
to 40 percent of their time and resources fundraising. At 
GiveForward the vast majority of the money goes directly 
to the person or family in need. Finally, by organizing as 
a corporation, GiveForward is able to raise equity capital 
from investors to expand its reach to broader audiences 
of people in need.

7-35. Based on the material covered in this chapter, what 
questions would you ask the firm’s founders before 
making your funding decision? What answers would 
satisfy you?

7-36. If you had to make your decision on just the infor-
mation provided in the pitch and on the company’s 
website, would you fund this company? Why or why 
not?

YOU BE THE VC 7.1  COMPANY: GiveForward
• Web: www.giveforward.com • Facebook: GiveForward • Twitter: @GiveForward
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 Collaboration Skills There is no doubt that being able to collaborate with 
others (both within and outside a firm) is critical to success for firms compet-
ing in today’s business environment. In particular, the “Partnering for Success” 
features allow students to increase their understanding of how collaboration 
increases the likelihood of a firm improving its performance. In Chapter 8’s 
feature (see p. 279), students learn how entrepreneurial firms participate in 
groups (often called cooperatives) that are organized and used for the purpose 
of helping individually small firms gain access to the benefits accrued through 
collective purchases of products rather than purchasing as individual firms.

Data Literacy Being able to interpret the business-related meaning of data 
is a critical skill for today’s business people to develop. The Feasibility Analysis 
Templates appearing as appendixes at the end of Chapter 3 help students under-
stand how to interpret data for the purpose of deciding if a business idea is feasi-
ble and as such, worth pursuing. The Barringer/Ireland Business Model Template 
generates data students can analyze for the purpose of forming a business model 
for an entrepreneurial venture. Interpreting the meaning of financial data is at the 
center of Chapter 10’s discussion of how entrepreneurial firms obtain the funding 
required to launch and/or continue their operations. How entrepreneurs interpret 
financial data though parallels how all business people interpret such data.

Instructor Teaching Resources
This program comes with the following teaching resources:

Supplements available to instructors 
at www.pearsonhighered.com Features of the Supplement

Instructor’s Manual
authored by Ram Subramanian 
from Stetson University

■■ Chapter-by-chapter summaries
■■ Teaching outlines
■■ Teaching tips
■■ Solutions to all questions and problems in the book

Test Bank
authored by Ram Subramanian 
from Stetson University

More than 1,500 multiple-choice, true/false, and short-answer 
questions with these annotations:

■■ Difficulty level (1 for straight recall, 2 for some analysis, 3 for 
complex analysis)

■■ Learning outcome
■■ AACSB learning standard (Written and Oral Communication; 
Ethical Understanding and Reasoning; Analytical Thinking; 
Information Technology; Interpersonal Relations and Team-
work; Diverse and Multicultural Work; Reflective Thinking; 
Application of Knowledge)

Computerized TestGen TestGen allows instructors to:
■■ Customize, save, and generate classroom tests
■■ Edit, add, or delete questions from the Test Item Files
■■ Analyze test results
■■ Organize a database of tests and student results

PowerPoints
authored by Bruce Barringer 
from Oklahoma State University

Slides include many of the tables, illustrations, and figures in the 
textbook. PowerPoints meet accessibility standards for students 
with disabilities. Features include, but are not limited to:

■■ Keyboard and Screen Reader access
■■ Alternative text for images
■■ High color contrast between background and foreground colors
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• Web: www.shopriffraff.com • Facebook: RiffraffFayetteville • Twitter: @ShopRiffraff

CHAPTER 1
Introduction to 
Entrepreneurship

It all began in 2008, when Kirsten Blowers got an internship with an interior design firm. 
The recession had just hit, and she realized it was unlikely she’d get a job in interior 
design. So with just $100 as a start, she scoured local garage and yard sales to buy 

used furniture. She refurbished the furniture and sold it on Facebook 
to friends. She invested the money she earned in inventory until she 
had enough to open a small storefront in Fayetteville, the home of the 
University of Arkansas, where she went to school. She named the 
business Riffraff.

Blowers ran Riffraff for about a year and a half as a home décor 
store. Pinterest came along and started teaching people how to refur-
bish furniture on their own, and sales dipped. At that time, Blowers 
introduced clothing and jewelry to make Riffraff more of a lifestyle 
boutique. The first night Riffraff sold clothes the clothing sold out, 
and that night’s sales exceeded sales for the entire month before. So 
Blowers quickly conclude that clothing was the way to go.

Since that time, Riffraff has taken off. The store has moved from its 
original location to a larger space in downtown Fayetteville, and now 
occupies a 3,000 square foot facility. Blowers, who recently turned 30, 
presently owns four businesses, including Riffraff, the original boutique; 
shopriffraff.com, an online store; Charlie Southern, a lifestyle line that 
sells t-shirts and accessories that celebrate the beautiful states across 
America, and Friday + Saturday, an uplifting brand that sells cloth-
ing; celebrates the potential and success of women and girls. About 
65 percent of all sales come from shopriffraff.com. Together, the four 
businesses will generate revenue of over $5 million in 2017. Blowers 
employs over 30 full and part-time employees, all under the age of 30.

There are several things about Blowers’ entrepreneurial journey 
that provide insight into her success. First, she seems to have a knack for picking the 
right clothes to sell. She says that she selects clothes with three customers in mind: 
herself (she carries clothes she’d like to wear), a friend of hers that has three small 
children, and college females. Second, she remains passionate about her businesses. 
She’s enjoyed the  trials and triumphs that come with being a business owner. She also 
takes it seriously. She says that as a business owner she feels her personal reputation 

OPENING PROFILE

RIFFRAFF
The Classic Entrepreneurial Story

LEARNING OBJECTIVES
After studying this chapter you should be 
ready to:

1. Describe entrepreneurship, corporate 
entrepreneurship, and the characteristics 
of entrepreneurial firms.

2. Discuss three main reasons people 
decide to become entrepreneurs.

3. Identify four main characteristics of 
successful entrepreneurs.

4. Explain five common myths regarding 
entrepreneurship.

5. Describe the three types of start-up 
firms.

6. Discuss the changing demographics of 
entrepreneurs in the United States.

7. Discuss the positive effects of 
entrepreneurship and entrepreneurial 
firms on economies and societies.

8. Explain the entrepreneurial process.

9. Learn how understanding entrepreneur-
ship and the entrepreneurial process can 
facilitate your career success.

MyLab Entrepreneurship
✪Improve Your Grade!
If  your instructor is using MyLab Entrepreneurship, visit 
www.pearson.com/mylab/entrepreneurship for 
videos, simulations, and writing exercises.
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is on the line—she doesn’t see herself as a failure so won’t let her businesses fail either. 
Third, she’s a planner and enjoys immersing herself in the details. When rolling out a new 
initiative, she plans how she wants it to go and instructs her staff on how to execute. 
Finally, Blowers and her staff maintain tremendous attention to detail. For example, her 
online store, shopriffraff.com, experiences very few returns. She attributes this to the 
fact that every item is carefully described and measurements are provided. She and her 
staff are also very active on social media. They frequently respond to queries like, “Will 
this blouse look good with these pants?”

There are two specific anecdotes about Blowers that provide additional insight. 
First, at one point Blowers owned a boutique in a fashionable part of Dallas. Dallas 
was the single biggest market that shopriffraff.com shipped to, so it seemed to be the 
ideal place for expansion. It didn’t work. Dallas is 330 miles from Fayetteville, where 
Blowers’ other businesses are located. She says she missed being able to drop by the 
business anytime she wanted to check things out. She also found her Dallas clientele 
to be much different than the clientele with whom she was more familiar. Blowers’ 
decision to close the Dallas store demonstrates that she isn’t afraid to admit when 
she’s made a mistake and take action to correct it. Second, in 2012 Blowers created a 
T-shirt that had the word Love scrawled on the front with the o (in Love) replaced by a 
picture of the state of Arkansas. She called it the State Love Tee. It sold out every time 
she featured it. Several months after the T-shirt’s debut, she began spotting the same 
design in other clothing stores in Arkansas. She initially reacted by sending cease-and-
desist orders and filing lawsuits, but then saw a way to turn a negative into a positive. 
She decided to wholesale the T-shirt to give her competitors a legal way to sell it and 
create a new source of income for herself. Charlie Southern, one of Blowers’ four 
businesses, emerged from this initiative. Blowers’ State Love T-shirt, along with other 
Charlies Southern T-shirts and accessories, are now sold in over 500 women’s clothing 
boutiques across the country.

Social media has played an active role in Blowers’ success, and one of her goals 
is to stay on the cusp of social media trends. She says she owes Facebook a lot. In the 
early days, she was able to advertise her painted-furniture on Facebook for free. The 
Riffraff Facebook page currently has over 603,000 likes and 590,100 followers. That’s 
more than 50 percent of the number of likes at Ann Taylor’s Facebook page, a women’s 
clothing line, which has been in business since 1954. Riffraff’s Facebook page is very 
lively, and is informative and fun. Riffraff is also very active on Twitter, Instagram, Pin-
terest, and Snapchat. The company’s Snapchat presence is mostly for fun. It shows 
behind-the-scenes shots and shenanigans from Riffraff’s facilities in Fayetteville.

Blowers envisions a bright future for her businesses. She’s enjoyed her entrepre-
neurial journey and plans to continue building her businesses.

I n this first chapter of your book about the successful launching of an entre-
preneurial venture or firm, we define entrepreneurship and discuss why 
some people decide to become entrepreneurs. We then consider successful 

entrepreneurs’ characteristics, the common myths surrounding entrepreneur-
ship, the different types of start-up firms, and the changing demographics of 
entrepreneurs in the United States and other nations as well. We then describe 
entrepreneurship’s importance, including the economic and social impact of new 
firms as well as the importance of entrepreneurial firms to larger businesses. To 
close the chapter, we introduce you to the entrepreneurial process. This process, 
which we believe is the foundation for successfully launching and operating a 
start-up firm, is the framework we use to present the book’s materials to you.
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Introduction to Entrepreneurship
There is tremendous interest in entrepreneurship around the world. Although 
this statement may seem bold, there is evidence supporting it, some of which 
is provided by the Global Entrepreneurship Monitor (GEM). GEM, which is a 
joint research effort among several international universities and the Interna-
tional Council for Small Business, tracks entrepreneurship in 112 countries, 
including the United States. Of particular interest to GEM is total early stage 
entrepreneurial activity (TEA), which consists of businesses that are just being 
started and businesses that have been in existence for less than three and a 
half years. A sample of the rate of total early-stage entrepreneurial activity in 
countries included in the GEM study is shown in Table 1.1. Although the high-
est rates of entrepreneurial start-up activities occur in low-income countries, 
where good jobs are not plentiful, the rates are also impressive in high-income 
countries such as Germany (4.7 percent), United Kingdom (6.9 percent), and 
the United States (11.9 percent). What the 11.9 percent means for the United 
States is that almost 1 out of every 8 1/2 American adults is actively engaged 
in starting a business or is the owner/manager of a business that is less than 
three-and-a-half-years old.1

The GEM study also identifies whether its respondents are starting a new 
business to take advantage of an attractive opportunity or because of necessity 
to earn an income. The majority of people across the countries the GEM study 
follows are drawn to entrepreneurship to take advantage of attractive opportu-
nities, rather than starting out of necessity. In fact, in countries with a strong 
inclination for innovation like Germany and the United States, the number of 
people who start businesses to pursue an opportunity outnumber the people 
who are starting a business out of necessity 3.4 to 1.0.2

One criticism of entrepreneurship, which is often repeated in the press, is 
that the majority of new businesses fail.3 It simply isn’t true. The often used sta-
tistic that 9 out of 10 businesses fail in their first few years is an exaggeration. 

TABLE 1.1  Rates of Early-Stage Entrepreneurial 
Activity (Ages 18 to 64)

Country
Percent of Population Starting  

a New Business

Argentina 17.7%

Brazil 21.0%

Chile 25.9%

China 12.8%

Finland 6.6%

Germany 4.7%

Philippines 17.2%

Spain 5.7%

United Kingdom 6.9%

United States 11.9%

Source: Based on D. Kelley, S. Singer, and M. Herrington, Global Entrepreneurship 
Monitor 2015/6 Global Report (Babson, Universidad del Desarrollo, Universiti 
Tun Abdul Razak, Tecnologico de Monterrey, and International Council for Small 
Business, 2015/6).
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In the United States, according to the Bureau of Labor Statistics, over half the 
businesses started are still in existence five years later.4 The number drops to 
just over a third after 10 years, but some of the businesses disappeared because 
they were successful and were sold or were acquired by another firm. While 
overall these figures are heartening, the percentage of firms that do fail shows 
that a motivation to start and run a business isn’t enough; indeed, motivation 
must be coupled with a solid business idea, good financial management, and 
effective execution to maximize chances for success. In this book, we’ll dis-
cuss many examples of entrepreneurial firms and the factors separating suc-
cessful new ventures from unsuccessful ones.

Many people see entrepreneurship as an attractive career path. Think 
about your friends and others you know. In all probability, you are acquainted 
with at least one or two people who want to become an entrepreneur—either 
now or at some point in the future. The number of books dealing with start-
ing one’s own business is another indication that entrepreneurship is growing 
in popularity. Amazon.com, for example, currently lists over 58,510 books 
dealing with entrepreneurship and over 80,686 books concerned with small 
businesses. The number of books on entrepreneurship is up from 36,900 just 
three years ago.

What Is Entrepreneurship and  
Why Is It Important?
The word entrepreneur derives from the French words entre, meaning “between,” 
and prendre, meaning “to take.” The word was originally used to describe people 
who “take on the risk” between buyers and sellers or who “undertake” a task 
such as starting a new venture.5 Inventors and entrepreneurs differ from each 
other. An inventor creates something new. An entrepreneur assembles and then 
integrates all the resources needed—the money, the people, the business model, 
the strategy, and the risk-bearing ability—to transform the invention into a 
viable business.6

Entrepreneurship is defined as the process by which individuals pursue 
opportunities without regard to resources they currently control for the purpose 
of exploiting future goods and services.7 Others define it more simply, seeing 
entrepreneurship as the art of turning an idea into a business. In essence, an 
entrepreneur’s behavior finds him or her trying to identify opportunities and 
putting useful ideas into practice.8 The tasks called for by this behavior can be 
accomplished by either an individual or a group and typically require creativity, 
drive, and a willingness to take risks. Kirsten Blowers, the subject entrepreneur 
in the chapter’s “Opening Profile,” exemplifies all these qualities. Kirsten saw an 
opportunity to create a new type of women’s clothing boutique and online store 
and a new type of shopping experience for the women in her target market. She 
risked her career by passing up alternatives to work on Riffraff full time, and 
she’s now working hard to put Riffraff in a position to deliver creative and useful 
products to its customers.9

In this book, we focus on entrepreneurship in the context of an entrepreneur 
or team of entrepreneurs launching a new business. However, ongoing firms 
can also behave entrepreneurially. Typically, established firms with an entre-
preneurial emphasis are proactive, innovative, and risk-taking. For example, 
Google is widely recognized as a firm in which entrepreneurial behaviors are 
clearly evident. Larry Page, one of Google’s cofounders, is at the heart of Google’s 
entrepreneurial culture. With his ability to persuade and motivate others’ imagi-
nations, Page continues to inspire Google’s employees as they develop innova-
tive product after innovative product. To consider the penetration Google has 

LEARNING OBJECTIVE

1. Describe entrepreneurship, 
corporate entrepreneurship, 
and the characteristics of 
entrepreneurial firms.
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with some of its innovations, think of how often you and people you know use 
the Google search engine, Gmail, Google Maps, Google Earth, or Google Home. 
Google is currently working on a bevy of far-reaching innovations, such as a 
virtual reality platform for Android and self-driving cars. Similarly, if you were to 
study Facebook’s or Dropbox’s actions you would quickly recognize their ability 
to grow and succeed. This growth and success reveals a history of entrepre-
neurial behavior at multiple levels within the two firms. In addition, many of the 
firms traded on the NASDAQ (the largest U.S. stock market with nearly 3,100 
companies listed), such as Apple, Zynga, Facebook, and Amgen are commonly 
thought of as entrepreneurial firms.

As we mentioned, existing firms too can act entrepreneurially. In this sense, 
established firms with an orientation toward acting entrepreneurially practice 
corporate entrepreneurship.10 All firms fall along a conceptual continuum 
that ranges from highly conservative to highly entrepreneurial. The position of 
a firm on this continuum is referred to as its entrepreneurial intensity.11 As 
we noted, entrepreneurial firms are typically proactive innovators and are not 
averse to taking calculated risks. In contrast, conservative firms take more of a 
“wait and see” posture, are less innovative, and are risk averse.

One of the most persuasive indications of entrepreneurship’s importance to 
an individual or a firm is the degree of effort undertaken to behave entrepre-
neurially. Firms with higher entrepreneurial intensity regularly look for ways 
to cut bureaucracy. For example, Virgin Group, the large British conglomer-
ate, works hard to keep its units small and instill in them an entrepreneurial 
spirit. Virgin is one of the most recognized brands in Britain and is involved in 
businesses as diverse as airlines and music. In the following quote, Sir Richard 
Branson, the founder and CEO of Virgin, describes how his company operates 
in an entrepreneurial manner:

Convention . . . dictates that “big is beautiful,” but every time one of our ventures 
gets too big we divide it up into smaller units. I go to the deputy managing director, 
the deputy sales director, and the deputy marketing director and say, “Congratula-
tions. You’re now MD [managing director], sales director and marketing director—of 
a new company.” Each time we’ve done this, the people involved haven’t had much 
more work to do, but necessarily they have a greater incentive to perform and a 
greater zeal for their work. The results for us have been terrific. By the time we sold 
Virgin Music, we had as many as 50 subsidiary record companies, and not one of 
them had more than 60 employees.12

Why Do People Become Entrepreneurs?
The three primary reasons that people become entrepreneurs and start their 
own firms are to be their own boss, pursue their own ideas, and pursue finan-
cial rewards.

Be Their Own Boss
The first of these reasons—being one’s own boss—is given most commonly. This 
doesn’t mean, however, that entrepreneurs are difficult to work with or that 
they have trouble accepting authority. Instead, many entrepreneurs want to be 
their own boss because either they have had a long-time ambition to own their 
own firm or because they have become frustrated working in traditional jobs. 
The type of frustration that some entrepreneurs feel working in conventional 
jobs is exemplified by Wendy DeFeudis, the founder of VeryWendy, a company 
that makes customized social invitations. Commenting on how her experiences 

LEARNING OBJECTIVE

2. Discuss three main reasons 
people decide to become 
entrepreneurs.
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working for herself have been more satisfying than working for a large firm, 
DeFeudis remarked:

I always wanted to be my own boss. I felt confined by the corporate structure. I 
found it frustrating and a complete waste of time—a waste to have to sell my ideas 
to multiple people and attend all kinds of internal meetings before moving forward 
with a concept.13

Some entrepreneurs transition from a traditional job to owning their own 
business more gradually, as shown by a decision to initially operate their firm on 
a part-time basis. While this approach isn’t possible in all situations, by starting 
a business part time individuals can gain valuable experience, tuck away the 
money they earn, and find out if they really like the business before deciding 
to leave their job. In some businesses, such as catering or financial planning, 
it takes time to build a client list. Some entrepreneurs will time their departure 
from their job with the point in time at which their client list is large enough 
and profitable enough to support a full-time business.14

Pursue Their Own Ideas
The second reason people start their own firms is to pursue their own ideas.15 
Some people are naturally alert, and when they recognize ideas for new prod-
ucts or services, they have a desire to see those ideas realized. Corporate entre-
preneurs who innovate within the context of an existing firm typically have a 
mechanism for their ideas to become known. Established firms, however, often 
resist innovation. When this happens, employees are left with good ideas that 
go unfulfilled.16 Because of their passion and commitment, some employees 
choose to leave the firm employing them in order to start their own business as 
the means to develop their own ideas.

This chain of events can take place in noncorporate settings, too. For exam-
ple, some people, through a hobby, leisure activity, or just everyday life, recog-
nize the need for a product or service that is not available in the marketplace. If 
the idea is viable enough to support a business, they commit tremendous time 

An entrepreneurial career 
is full of possibilities. 
These three young 
entrepreneurs are starting 
a graphic design business. 
They are passionate 
about website design, 
logo design, and business 
branding.
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and energy to converting the idea into a part-time or full-time firm. In Chapters 2 
and 3, we focus on how entrepreneurs spot ideas and determine if their ideas 
represent viable business opportunities.

Many entrepreneurs experience tremendous satisfaction when their entre-
preneurial idea catches on, and they see the positive results it creates. An 
example is Marco Zappacosta, the founder of Thumbtack. Thumbtack is an 
online platform that allows people to quickly locate local service providers, such 
as photographers, house painters, and piano teachers. Zappacosta’s insight at 
the time Thumbtack was founded in 2009 was that all across America there 
were local service providers struggling to find new clients, and ordinary people 
looking for service providers they could trust. Commenting on how Thumbtack 
solves both a big problem but also makes a difference in ordinary people’s lives, 
Zappacosta remarked:

The macro of it (connecting people who need services with people who are willing 
to provide them) is a big problem and it’s satisfying to work on big things that can 
have a huge impact. But then what (I) really like—you feel day to day is the stories 
of impacting individuals, it’s the pest control guy in Brooklyn sending us flowers 
to say thank you for all the business that we’re now sending him, or the busy 
mom who is sending pictures of her birthday party that she was able to throw with 
Thumbtack. That feels great and that’s certainly a bigger part of the motivation 
that we feel.17

Since its inception, Thumbtack has helped millions of people connect with 
local service providers and over $1 billion is exchanged through its platform 
each year.18

Pursue Financial Rewards
Finally, people start their own firms to pursue financial rewards. This  motivation, 
however, is typically secondary to the first two and often fails to live up to its 
hype. The average entrepreneur does not make more money than someone with 
a similar amount of responsibility in a traditional job. The financial lure of entre-
preneurship is its upside potential. People such as Jeff Bezos of Amazon.com, 
Mark Zuckerberg of Facebook, and Larry Page and Sergey Brin of Google made 
billions of dollars building their firms. Money is also a unifier. Making a profit 
and increasing the value of a company is a solidifying goal that people can rally 
around. But money is rarely the primary motivation behind the launch of an 
entrepreneurial firm. Some entrepreneurs even report that the financial rewards 
associated with entrepreneurship can be bittersweet if they are accompanied 
by losing control of their firm. For example, Sir Richard Branson, after selling 
Virgin Records, wrote, “I remember walking down the street [after the sale was 
completed]. I was crying. Tears . . . [were] streaming down my face. And there I 
was holding a check for a billion dollars . . . . If you’d have seen me, you would 
have thought I was loony. A billion dollars.”19 For Branson, it wasn’t just the 
money—it was the thrill of building the business and of seeing the success of 
his initial idea.

Characteristics of Successful 
Entrepreneurs
Although many behaviors have been ascribed to entrepreneurs, several are 
common to the successful ones. Those in new ventures and those who are 
already part of an entrepreneurial firm share these qualities, which are shown 
in Figure 1.1 and described in the following section.

LEARNING OBJECTIVE

3. Identify four main char-
acteristics of successful 
entrepreneurs.
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