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'i i ?elccme to the 17th edition of Small

Business Managemeni: Launching and
Growing Entrepreneurial Ventures, which con-
tinues to be the leading textbook in the field of
small business management. As its authors, we
believe that the reason for its success is our deci-
sion to take on each new edition as though we
were writing the book for the very first time. By
doing so, we are certain that you will be pro-
vided with the best and most recent advice on
running your business.

We completely agree with the age-old say-
ing that you can’t know a book by its cover. But
you can learn a lot about a textbook and its
success simply by knowing how many students
have chosen to keep it rather than sell it back to
a bookstore at the end of a semester. In the case
of Small Business Management, a large number
of students have made it a part of their perma-
nent library. As one student explained, “Small
Business Management is one of the few books
from my college days that I have kept for future
reference.”

I didn't realize how hard it was to run a small
business.
Andrew Mason,
former CEO of Groupon

Andrew Mason, the founder of Groupon,
is featured in the case for Chapter 3. Even
though Mason created the company, he was
eventually fired by the board. He clearly had
a creative idea but discovered too late that
building and running a successful business
require more than having a good idea—a
concept, along with many others, that you
will understand more fully after reading
Small Business Management: Launching &
Growing Entrepreneurial Ventures.

W hy do so many consider the book to be a “keeper?” We believe that they find in
its pages practical ways of thinking and acting that help them achieve their dream of
starting and building successful enterprises. For example, readers have described how
the chapters on finance helped them to understand financial statements and to make
better decisions based on that information. Others have said that the business plan
chapter, with the real-life examples it presents, provides an excellent guide for writing
their own plans. Finally, many describe how the chapters on managing the business
have kept them from making the kinds of mistakes that Andrew Mason (see sidebar

above) and others have made.

Small Business Management lays out, in a step-by-step fashion the knowledge and
insights needed to lead and manage a small business. Our aim is to provide instruc-
tion and guidance that will greatly improve your odds for success as you take your
own entrepreneurial journey. In this edition, we present the best information available
today about launching and growing small businesses. Furthermore, we offer examples
throughout the text to demonstrate that there is not a single path to success. The goal

is to help you to find one that will work best for you.

It is our hope that the information presented in this book—and in the ancillar-
ies that accompany it—will support the varied goals of those seeking independent
business careers, either directly or indirectly. Most of all, we encourage you to con-
tinue learning every day, building on the foundation provided by this text. This advice

Praface xiii
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Our best wishes to you fora

is supported by the words of Richard Branson, founder and chairman of the Virgin
Group, which comprises more than 400 companies: “My biggest motivation? Just to
keep challenging myself. Everyday I'm learning something new.”

Throughout the text, we emphasize the importance of building relationships along
the way. Managing a business is a team sport. As the owner, you will be the key to
making the basket, reaching the goal line, crossing home plate, jumping the net (or
whatever analogy you want to use)—but you cannot do it alone. Even if you are the
company’s only employee, working alone in your own apartment or basement or in
your parents’ garage, you still have relationships with and depend on others, including
your family, a banker, a former professor, and/or a key customer or supplier. You must
be effective in your relationships with other people, including those you don’t control.
The bottom line: You cannot accomplish anything of any real significance by yourself!

Follow Your Dreams

As you will see, Small Business Management is focused on teaching you the essential
concepts and building skills that you will need to grow and manage a business suc-
cessfully. It also focuses on a much broader concern—the pursuit of entrepreneurial
dreams. Entrepreneurs build businesses to fulfill dreams—for themselves, their fami-
lies, their employees, and their communities. Your journey will always be about more
than the money. Entrepreneurs are individuals whose business lives have an impact on
a wide range of people. For most, what they do matters.

Many students enroll in colleges and universities to gain qualifications that
help them to get a job. In fact, most colleges spend the bulk of the curriculum
teaching students how to work for someone else. But the best way to achieve your
eoals, no matter what your major is, may be through owning a business of your
own. If so, why not make it something special, something that solves a problem,
that makes life better for others, that builds wealth while at the same time providing
a way for you to give back to your community and to nonprofit organizations that
you believe in.

There are definite advantages to working initially for someone else. It may allow
you to learn an industry, build relationships, and develop important skills for the
future. But many individuals choose to start their own company early in life:

® Michael Dell started assembling computer parts and selling personal
computers when he was a pre-med student at the University of Texas.

® Fred DeLuca opened a submarine sandwich shop when he was 17 years old
to earn money to pay his tuition at the University of Bridgeport. Today, his
company, SUBWAY, has more locations worldwide than any other franchise
organization.

® Jeremy Hitchcock started Dyn, a global lkeader in software as a service
(Saa8), when he was a management information systems major at Worcester
Polytechnic Institute. (Chapter 16, “Pricing and Credit Decisions,” and the
case for the chapter present more information about this company.)

This list could go on for pages. We all know entrepreneurs and small
business owners who will not be the next Bill Gates but who will build
or already own small businesses that create value and make a difference
in the community. These small companies are the heart and soul of our

challenging and successful economy. We challenge you to give serious thought to joining them—
learning experience! and if you do, dream big. Follow a dream that you really care about, and

enjoy a life that you truly want to live!

Preface
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What'’s New?

A primary purpose of Small Business Management is to present current, relevant con-
tent in unique and interesting ways, drawing on an abundance of real-world examples
to keep the reader totally engaged. Thus, the 17th edition of Small Business Manage-
ment offers plenty that’s new, including the following:

® A host of misconceptions about becoming a small business owner can cause
you to give up your entrepreneurial dream. We have revised Chapter 1, “The
Entrepreneurial Life,” to help you better understand your motivations for
starting a business and to avoid distorted concepts about what is required for
you to be an effective business owner. Getting off on the right foot is critical
10 yOour success.

® Social entrepreneurship has become a major topic in entrepreneurial circles,
both in practice and on college campuses. Recognizing this trend, Chapter 1
introduces some of the important issues when considering the launch of
a socially oriented enterprise. We have also included examples of socially
minded entrepreneurs, such as Amy George at Blue Avocado and Robert
Hennessy at DashLocker.

® Prioritizing a small business owner’s responsibilities to major stakeholders
can be difficult. With that in mind, Chapter 2, “Integrity and Ethics:
Foundations for Success in Small Business,” now presents a framework
(adapted from the writings of ethics and morality scholar Archie Carroll)
for managing stakeholder considerations as a unified whole, which will help
owners to determine how to balance stakeholder interests.

* We are thrilled to announce an optional course add-on from Business Plan
Pro, the unquestioned leader in business planning software. Its new LivePlan
has interactive features that guide you through the writing process in ways not
previously available.

* We provide a new example of a complete business plan on the Longenecker
website (www.cengagebrain.com) that was used successfully in raising capital
from investors.

* Locating small businesses on the Internet continues to grow. Chapter 9,
“The Location Plan,” includes an expanded section on effective models
of e-commerce and emerging options that can lead to new business
opportunities for online entrepreneurs.

* Ina previous edition, we improved the presentation of financial statements
and the preparation of financial forecasts for small businesses (in Chapter 10,
“Understanding a Firm’s Financial Statements,” and Chapter 11, “Forecasting
Financial Requirements”™). Qur goal was to make the material more logical
for the reader to follow. We have continued to build on this approach in the
17th edition in order to make the material even easier to grasp. Bill Petty, the
co-author who wrote these chapters, invites any instructor using the text to
contact him for suggestions or assistance in teaching these chapters. Just call
him directly (254-710-2260) or e-mail him (bill _petty(@ baylor.edu).

® Updated information on raising capital to grow a business, including best
practices for raising money on the Internet (or what is called crowdfunding), is
provided in Chapter 12, “A Firm's Sources of Financing” But stay tuned: New
regulations are being prepared by the Securities and Exchange Commission
that may significantly change how entrepreneurs can raise capital from
the public.
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* Because of the importance of establishing and improving relationships with
customers, and the development of new and more sophisticated tools to make
this more manageable, the sections on creating and using customer data in
Chapter 14, “Building Customer Relationships,” have been greatly expanded.
These sections now offer more practical instruction on CRM methods that
make sense for small businesses, regardless of the level of sophistication.
Privacy issues related to the use of customers’ personal data are also
addressed in more detail.

® Small business owners are discovering that social media can offer
cost-effective ways of getting their message out. They are also learning that
more and more customers rely on social media to make buying decisions.
With this in mind, Chapter 17, “Promotional Planning,” has been rewritten to
place far greater emphasis on social media marketing strategies.

& ] egal regulations of human resource management practices continue
to become more complicated. For this reason, Chapter 20, “Managing
Human Resources,” has been revised to provide helpful information for
entrepreneurs who wish to hire employees, including updated descriptions of
relevant employment laws, an outline of limitations that apply to interview
questioning, and other issues related to compliance in hiring practices.

* The world of health care and insurance provided by small businessesis
undergoing major changes. Chapter 23, “Managing Risk in the Small
Business,” has been revised to show you how to adjust to these changes.

® Updated Living the Dream features in each chapter capture entrepreneurs
in action as they face the challenges of small business and entrepreneurship.
The authors’ personal conversations and correspondence with many of the
entrepreneurs profiled add depth to these features and ensure accuracy.

& New cases have been added to the case section at the end of the text, including
DashLocker, The Kollection, the Avedis Zildjian Company (the oldest family
business in the United States), Hy per Wear, and Auntie Anne’s Pretzels in
China. These and other relevant cases provide opportunities for students to
apply chapter concepts to entrepreneurial situations in a realistic and timely
way. Because reaction to the video cases added in the 16th edition was so
positive, we decided to retain them in this edition.

® In addition to the cases appearing in the book, many others, old and new, are
available on the Longenecker website (www.cengagebrain.com).

Achieving Your Best

Small Business Management is organized to help students and future entrepreneurs
achieve success in whatever field they choose. The wide spectrum of content, applica-
tions, cases, graphics, stories, and other details of fered in Small Business Management
has assisted many small business entrepreneurs in making their dreams come true.
With a focus on learning, our features emphasize activities that capture student inter-
est and guarantee practical knowledge, including the following:

* In the Spotlight. The chapter-opening “In the Spotlight” feature profiles an
amazing collection of entrepreneurs, whose unique insights into how to start,
run, and grow a business will help readers identify and explore the full range
of issues facing today’s business owners. More than half of the spotlights
are video enriched, because nothing helps students master the lessons of
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small business and entrepreneurship as much as seeing those lessons put into
practice.

* Unique Support for Building a Business Plan. The material in Part 3,
“Developing the New Venture Business Plan,” is integral to learning how to
develop workable plans. Closely aligned with the approaches to planning that
we present in the textbook, additional business plan templates can be found in
Small Business Management Online (www.cengagebrain.com).

* Integrated Learning System. Our integrated learning system uses each
chapter’s learning objectives to give structure and coherence to the text
content, study aids, and instructor’s ancillaries, all of which are keyed to these
objectives. The numbered objectives are introduced in the “Looking Ahead”
section, and each is concisely addressed in the “Looking Back” section
at the end of each chapter. The integrated learning system also simplifies
lecture and test preparation. The lecture notes in the fustructor's Manual are
grouped by learning objective and identify the PowerPoint” slides that relate
to each objective. Questions in the Test Bank are grouped by objective as
well. A correlation table at the beginning of each Test Bank chapter permits
selection of questions that cover all objectives or that emphasize objectives
considered most important by individual instructors.

* You Make the Call. “You Make the Call” sections at the end of each chapter
are very popular with both students and instructors because they present
realistic business situations that require the examination of key operating
decisions. By having students take on the role of a small business owner, these
exercises give them a leg up in addressing issues facing small businesses.

* Living the Dream. Practical examples from the world of small business and
entrepreneurship carry both instructional and inspirational value. “Living the
Dream™ boxes appear at critical junctures throughout the chapters, refueling
and refreshing chapter concepts with documented experiences of practicing
entrepreneurs.

® STARTUPS. The “STARTUP” feature highlights useful entrepreneurial
tools, actions, and resources for new businesses, as well as ways to transform
the ventures. These boxes are interspersed throughout the chapters in
appropriate settings.

s Video Cases. Actual interviews with small business owners and entrepreneurs
bring together high-interest video segments and in-text case material. Case
instruction augmented by video filmed on location in diverse businesses such
as TWO MEN AND A TRUCK, PortionPac Chemicals, Cookies-N-Cream,
ReadyMuade Magazine, and other entrepreneurial success stories makes
studying effective small business management all the more interesting.

* Small Business & Entrepreneurship Resource Center (SBERC)
Exercises. Each chapter includes an exercise that directs the student to
acurrent article in the Gale database about topics covered in the chapter.

Updated and Enhanced Supplements

Allresources and ancillaries that accompany Small Business Management, 17th edition,
have been created to support a variety of teaching methods, learning styles, and class-
room situations.
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Instructor’s Manual. Lecture notes in the Instructor’s Manwal are grouped
by learning objective and tied to PowerPoint slides that relate to each
objective. The manual also contains sources of audio/video and other
instructional materials, answers to the “Discussion Questions,” comments
on *“You Make the Call” situations, and teaching notes for the cases. This
edition’s fustructor's Manual has been revised by Patricia Worsham of Cal
Poly Pomona. It is available on the text website (www.cengagebrain.com)
and on the fustructor’s Resource CD (IRCD).

Test Bank. The Test Bank has been revised by Carol Heeter of Ivy Technical
Community College. Questions in the Test Bank are grouped by learning
objectives and include true/false, multiple-choice, and discussion questions.
Metadata tags are attached to each question. The Test Bank in Word is
available on the Instructor's Resowree CD (IRCD).

ExamView® Testing Software. ExamView contains all of the questions

in the printed Tesr Bank. This easy-to-use test-creation software program is
compatible with Microsoft Windows®. Instructors can add or edit questions,
instructions, and answers. Questions may be chosen by previewing them on
screen, selecting them randomly, or selecting them by number. Instructors can
also create quizzes online, either on the Internet, a local area network (LAN),
or a wide area network (WAN).

PowerPoint® for Instructors. A complete PowerPoint package is available
to aid in lecture presentation. The PowerPoint slides, revised by Charlie Cook
of the University of West Alabama, are available on both the IRCD and the
password-protected instructor’s website.

Instructor’s Resource CD. Instructors can get quick access to all of these
ancillaries from the easy-to-use fnstructor’s Resource CD (IRCD) that lets the
user electronically review, edit, and copy what’s needed. The IRCD contains
the Instructor's Manual, Test Bank in Microsoft Word and in ExamView,
PowerPoint slides, and business plan templates.

“Startup Stories” Videos. Available online through CourseMate,
CengageNow, and MindTap sites, 17 videos created for this text let you in on
some very big ideas at work in a variety of innovative small businesses. Some
of the small businesses covered include Ready Made Magazine, TWO MEN
AND A TRUCK, River Pools & Spas, and Graeter’s Ice Cream, among many
others. Use these videos to bring the real world into your classroom, and let
your students learn from the experts.

Small Business & Entrepreneurship Resource Center. The Small
Business & Entrepreneurship Resource Center (SBERC) from Gale, a part

of Cengage Learning and a leader in e-research for libraries and schools, can
be accessed through CourseMate and directs students to 900,000 published
full-text articles directly related to small business management. These articles
are easily searchable by business topic, business type, and commonly asked
how-to questions. This powerful resource also includes access to hundreds of
sample business plans and the legal forms necessary to start a new venture in
every state. Powered by InfoTrac, the how-to section provides direct access

to the most popular topics and questions students have about starting and
running a small business.

CengageNow. This robust, online course management system gives you

more control in less time and delivers better student outcomes. CengageNOW
includes teaching and learning resources organized around lecturing,
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creating assignments, grading, quizzing, and tracking student progress

and performance. Automatic grading and a gradebook option provide more
control while saving you valuable time. A “Personalized Study” diagnostic
tool empowers students to master concepts, prepare for exams, and become
more involved in class.

e LivePlan®. Students can now learn how to use the award-winning, best-selling
professional software LivePlan to create a business plan. This online resource
provides all the essentials to create winning business plans, including step-
by-step instructions for preparing each section of a plan. Ready-to-customize
samples, advice, a detailed marketing analysis with links to demographic
and marketing tools, and helpful financial tools make it easy to createa
solid plan. Video and written tutorials from Palo Alto Software founder Tim
Berry ensure that students fully understand how to maximize LivePlan’s
dynamic tools

* Write Experience. Cengage Learning’s Write Experience helps students write
effectively without adding to instructor workload! Write Experience utilizes
artificial intelligence to score student writing instantly and accurately. It also
provides students with detailed revision goals and feedback on their writing to
help them improve written communication and critical thinking skills. Write
Experience is the first product designed and created specifically for the higher
education market through an exclusive agreement with McCann Associates, a
Vantage Learning Affiliated operating company, and also powered by e-Write
IntelliMetric Within™.

* MindTap. MindTap is a fully online, highly personalized learning experience
built upon Cengage Learning content. MindTap combines student learning
tooks—readings, multimedia, activities and assessments—into a singular
Learning Path that guides students through their course. Instructors
personalize the experience by customizing authoritative Cengage Learning
content and learning tools, including the ability to add their own content in the
Learning Path via apps that integrate into the MindTap framework seamlessly
with Learning Management Systems.
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As a final word of appreciation, we express our sincere thanks to the many instruc-
tors who use our text in both academic and professional settings. Based on years of
teaching and listening to other teachers and students, Small Business Management has
been designed to meet the needs of its readers. And we continue to listen and make
changes in the text. Please write or call us to offer suggestions to help us make the book
even better for future readers. Our contact information is Bill Petty (254-710-2260,
bill_petty@baylor.edu), Les Palich (254-710-6194, les_palich@baylor.edu), and Frank
Hoy (508-831-4998, fhoyi@wpiedu). We would love to hear from you.
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For three women in Austin, Texas, starting a
business was more than personal ambi-
tion; it was about inviting millions to take
simple steps to reduce their impact on the
planet by making it easy to“do good and
get it done!’ In 2008, those words became
the mission statement of founders Melissa
Nathan, Paige Davis, and Amy George, and
BlueAvocado was born. Since ts incep-
tion, the company has helped to upcycle
875, 000 plastic bottles into beautiful prod-
ucts that are keeping 70 million disposables
out of landfills and oceans.

In 2008, San Francisco became the first
clty in the country to ban plastic bags, high-
lighting the environmental consequences
of a disposable lifestyle. Retailers IKEA and
Whole Foods led the retailer pack, banning
plastic bags and offering rebates to custom-
ers. Slsters Mathan and Davis keyed in on
this lifestyle transfarmation, developing
the country’ first reusable, multifunctional
shopping kit to meet the needs of the
American shopper.

CHARTER

1-1. Explain theimportance
of small business and

After a failed prototype, the company
honed its shoppingkit product offering,
and by the end of 2008, it had
secured its first orders from Whole
Foods Southwest Reglon and HEB
Grocers for a pilat program. These
beginning efforts led to 8 regions
and 180Whole Foods stores adopt-
ing BlueAvocada's products. In
March 2009, the company landed
key placements at specialty grocery and
flagship retallers like Nieman Marcus, Home
Shopping Network, Amazon.com, and
Drugstore.com.

By 2011, BlueAvocado had expanded
its product portfolio to include lunch kits,
washable Ziploc replacement bags, recy-
cling bins, and eco-travel and eco-beauty
items. In 201 2, the company launched its
green rewards IPhone app with Whole

entrepreneurship in our sodety.
1-2. Distinguish between
I entrepreneurialopportunity.
GPEN 1-3. Explain the basic
characteristics of
entrepreneurs, and
describe different kinds of
entrepreneurship.
importance of understanding
your motivations and perceptions
related to owning a small business.
1-5. Describe five potential
competitive advantages of small
entrepreneurial companies over

the terms small business and
ll[II(IH
AHEAD
1-4. Discuss the
large firms.

1-6. Explain the concept of an
entrepreneurial legacy and its
challenges.




Foods and the Whole Planet Foundation, rewarding shop-

pers who actively buy green with coupons that can be used ar

donated to the foundation. In Amy Gec

:[_:[uving worked for four decades with both entrepreneurs and students who
aspire to own companies, we have designed this book to prepare you for
owning your own small business—one that may even grow over time to become
a large firm. In addition, we will be drawing on the extensive experience of entre-
preneurs who offer their advice and counsel on important issues. Understand that
this book is not just about learning facts; rather, we want to prepare you to act on
your dreams.

Let us say at the very beginning that we believe that owning a business is one of
the most noble of all professions—especially if done well. No other life’s work does
more to help you learn and develop as a person, contribute to the success of a team,
create value for customers, and make a significant difference in the community. While
owning a business is generally about producing a product or service and selling it for
a profit, youwill find that the deepest rewards of entrepreneurship come from helping
your employees grow, both professionally and personally, and offering goods or ser-
vices that improve the lives of your customers. After all, what happens at work carries
over into your personal life.!

The primary purpose of this chapter is to offer words of encouragement for any-
one wanting to be a small business owner. We will begin the chapter by providing an
overview of small business and entrepreneurship, along with stories of entrepreneurs
who started and grew businesses. Then we will quickly get you started thinking about
your motivations and perceptions related to owning a small business. Next, we will
explain the ways small firms can be competitive, even against industry giants. Finally,
we want you to think about building an entrepreneurial legacy that you can leave to
those who follow in your footsteps.

The entrepreneurs and owners of small businesses are some of our greatest heroes.
We believe that the words of Theodore Roosevelt, when he described “the man in the
arena,” apply perfectly to these individuals:

Fe is not the crivic who counts; not the man who poinis owt fiow the strong man
stumbles, or where the doer of deeds could have done them better. The credit

belongs to the man who is actually in the arena, whose jace is marred by dust and
sweal and bood; who strives valtantly; who eres, who comes short again and again,
because there is not effort without error and shortcomings; but who does actually
strive to do the deeds; who knows great enthusiasms, the great devotions, who spends
fimsell in a worthy cause; who at the best knows i the end the trivmph of high
achievement, and who at the worst, i he fails, at least fails while daving greatly, so
that his place shall never be with those cold and timid souls who neither know viciory
nor defeat”

@ PFart 1 Entrepreneurship: A World of Opportunity
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So, ifyou, like so many others whocome from many different walks of life, want to have
your own business, then read on. You are about to embark on a course of study that will
prove invaluable in reaching your goal. Entrepreneurship can provide an exciting life and
offer substantial personal rewards. We passionately contend that there is no finer calling,

1-1 SMALL SIZE BUT LARGE SIGNIFICANCE

:[Fyou have a serious interest in starting and operating your own business—now or
in the future—you are not alone. Paul Reynolds, a leading researcher in the field,
says that entrepreneurship is “on the scale of a lot of other major social phenomena.™

Within the United States, it is estimated that 12 million people are involved in
some form of entreprencurial venture, and that as many as half of all adults will be
engaged in self-employment at some point during their working careers* As shown
eraphically in Exhibit 1.1, the industries in which small businesses are more prevalent
include services, construction, retail trade, health care, and hospitality (accommoda-
tions and food). To get a sense of the breadth and depth of the impact of small busi-
nesses on the economy overall, consider the following facts, as reported by the U.S.
Small Business Administration:®

® As of 2009, there were almost 6 million businesses in the United States with
employees. Of these businesses, 90 percent had fewer than 20 employees,
and companies with fewer than 500 employees accounted for almost all the
firms—99.7 percent.

® The companies with fewer than 500 employees hired almost 50 percent of all
employees, accounted for 43 percent of all the salaries paid to employees, and
in 2007, generated 38 percent of all business revenues.

& Small enterprises hire 43 percent of all high-tech employees (scientists,
engineers, computer programmers, and others)

* From 1992 to 2010 when there were job increases in the economy, small
businesses with fewer than 500 workers outperformed large firms in net job
creation in about three out of four quarters.

* Many small companies have been going global, representing 97.3 percent of
all exporters.

® For the 10 years ending in 2010, one of the most dramatic trends has been
the increase in minority business owners, which is up 86 percent for both
Hispanics and Asian Americans and 13 percent for blacks, as compared to
only 5 percent for whites.

* The growth in self-employed individuals with college degrees, both
baccalaureate and master’s degrees, increased 32 percent from 2000 to 2010.

It’s also interesting to note that about one-fourth of the 23.5 million military veterans
in the United States are interested in starting or buying their own business®

In a study sponsored by the Kauffman Foundation Research Series, Tim Kane
talks about the role of startups in job creation:

The ofit-guoted American sporis slogan " Winning isn't everyihing It's the only thing”
could well be atwributed 1o the economic imporianee of firm formation in creating
Jobs.. o A relatively new data set from the US. government called Business Dynam-
icy Statistics validates that ULS. startups dassified as “less than one vear old” create
ant average of 3 million new jobs annually. All other ages of firms, including ... firms
established tvo centuries ago, are net job destrovers, losing I million jobs net per year”

Chapter 1 The Entrepreneurial Life

i ln‘i-l
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ofsmall business and
entrepreneurshipinour
sodety.
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EXHIBIT

m Number of Firms with Fewer than 500 Employees by Industry (2009)
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Still, the most recent recession was a particularly difficult time for small businesses.
The number of startups declined from 670,058 in 2006 to 597,074 in 2008, with bank-
ruptcies increasing from 19,605 in 2006 to 60,837 in 2009.

In whatever way you choose to measure it, those individuals who start and lead
small businesses are making a significant difference in the economy and in the quality
of our lives. As we have already said, they are some of the heroes among us.

1-2 SMALL BUSINESS AND ENTREPRENEURIAL
OPPORTUNITY: THE SAME OR DIFFERENT?

Let's take a more detailed look at the terms small husiness and entrepreneurial
opportunity to gain a better understanding of what they represent. Both are at the
heart of all that you will study in this book.

1-2a What Is a Small Business?

What does it mean to talk about “small business™? A neighborhood restaurant or bak-
ery is clearly a small business, and Toyota is obviously not. But among small businesses,
thereis great degree of diversity in size, in organizational structure, and often in culture.

Many efforts have been made to define the term small business, using such criteria
as number of employees, sales volume, and value of assets. But there is no generally
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accepted or universally agreed-on definition. Size standards are
basically arbitrary, adopted to serve a particular purpose. For
example, the U.S. Small Business Administration defines a small
business as having fewer than 500 employees ® But in specific cases,
the government may define a small business differently—such as
one with fewer than 10 employees—in order to exempt a really small
business from certain regulations if compliance would prove to be
too costly, given its small size.

In addition to size, small businesses differ drastically in their
erowth potential. The few businesses that have phenomenal pros-
pects for growth are called high-potential ventures, or gazelles.
Even within this group, there is variation in styles of operation and
approaches to growth. Very few begin as high-tech startups—the
kind that made Silicon Valley in California famous. In contrast to such high-potential
ventures, attractive small firms offer substantial financial rewards for their owners.
Income from these entrepreneurial ventures may grow into the millions or even tens of
millions of dollars. They represent a major segment of small businesses—solid, healthy
firms that can provide rewarding careers and create financial wealth for the owners.

The least profitable types of small businesses—including many service compa-
nies, such as pool cleaning businesses, dry cleaners, beauty shops, and appliance repair
shops—provide modest returns to their owners. These are called microbusinesses, and
their distinguishing feature is their limited ability to generate significant profits. Entre-
preneurs who devote personal effort to such ventures receive a profit that essentially
compensates them for their time. Many companies of this ty pe are also called lifestyle
businesses because they permit an owner to follow a desired lifestyle, even though they
provide only modest financial returns. They employ fewer than 10 employees and make
up the largest sector of the U.S. economy. Such enterprises usually do not attract inves-
tors and are financed with owner savings or money provided by friends and family.

Lifestyle businesses are not only important to the U.S. economy, but they have
also become vital for many individuals in developing countries in Asia, South Amer-
ica, and Africa. In these countries, starting and running a small business can easily
double or triple a family’s income and make a significant difference in the quality of
family members’ lives. To help these individuals, some organizations are providing
microloans, sometimes for only a few dollars, to allow them to buy inventory or do
whatever else needs to be done to get started in business.

So, understanding a small business is dependent on our definition of small and the
firm’s growth potential. In this book, we will mostly be directing our attention to small
businesses that meet the following criteria, at least in spirit:

1. Compared to the largest firms in the industry, the business is small; in most
instances, the business has fewer than 100 employees.

2. Except for its marketing function, the business's operations are geographically
localized.

3. Financing for the business is provided by no more than a few individuals.

4. The business may begin with a single individual, but it has the potential to
become more than a “one-person show™ and may eventually grow to bea
mid-sized company oreven a large firm.

5. The business must have growth potential, whether or not the owner chooses to
capture that growth.

Obviously, some small firms will fail to meet all of these standards, but they are
still of great interest to us. For example, a small executive search firm—a firm that
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high-potential venture
(gazelle)

Asmall firm that has great
prospects for growth.

attractive small firm
Asmall firm that provides
substantial profits to its
OWNET.

microbusiness
Asmall firm that provides
minimal profits to its owner.

lifestyle business
Amicrobusiness that
permits the owner to follow
a desired pattern of living.

microloans

Very small loans, often
provided to entrepreneurs
in developing countries,

small business

A business with growth
potential thatis small
compared to large
companies inan industry,
has geographically
localized operations, is
financed by only a few
individuals, and has a small
management team.
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