Chapter 5 – Entrepreneurship and Small Business Management
· [bookmark: _GoBack]People with innovative ideas for new businesses don’t always get the chance to turn them into reality. (A good percentage of them are women)
· Count Me In provides “microcredit” loans in amounts from $500 to $10 000 to help women start and expand small businesses. 
· Women own 38% of all businesses in this country
The Nature of Entrepreneurship
	Who are the Entrepreneurs?
· Entrepreneur – Risk taking individual who takes actions to pursue opportunities other view as problems or threats. 
· Entrepreneurs include: Richard Branson – made Virgin group; Frank Stronach – World’s largest automotive part manufacturing company; Tim Horton’s – opened up Tim Horton’s and became Canada’s own coffee spot. 
· Entrepreneurship – Strategic thinking and risk-taking behavior that results in the creation of new opportunities. 
Characteristics of Entrepreneurs
· Research suggests that entrepreneurs tend to share certain attitudes and personal characteristics. 
· Internal locus of control – Entrepreneurs believe that they are in control of their own destiny; they are self-directing and autonomy.
· High energy level – Entrepreneurs are persistent, hard working, and willing to exert extraordinary efforts to succeed.
· High need for achievement – Entrepreneurs are motivated to accomplish challenging goals; they thrive on performance feedback.
· Tolerance for ambiguity – Entrepreneurs are risk takers; they tolerate situations with high degrees of uncertainty.
· Self-confidence – Entrepreneurs feel competent, believe in themselves, and are willing to make decisions. 
· Passion and action orientation – Entrepreneurs try to act ahead of problems; they want to get things done and not waste evaluable time. 
· Self-reliance and desire for independence – Entrepreneurs want independence; they are self-reliant; they want to be their own bosses, not work for other.
· Flexibility – Entrepreneurs are willing to admit problems and errors, and are willing to change a course of action when plans aren’t working. 
· Entrepreneurs also tend to have unique backgrounds and personal experiences –
· Childhood experiences and family environment – children who have parents as entrepreneurs tend to grow up to being one; also families that strongly encourage responsibility, initiative, and independence tend to grow to be entrepreneurs. 
· Career or Work History – 
· Entrepreneurs who try one venture often go on to the others; prior work experience in the business area or industry is helpful. 
· Windows of career opportunity –
· Most start their businesses between the ages of 22 and 45, an age spread that seems to allow for risk takings, however age should not be viewed as a barrier.
· A report in the Harvard Business Review suggest that entrepreneurs may have unique and deeply embedded life interests –
· Entrepreneurs have a strong interest in creative production: enjoying projects initiation, working with unknown, and finding unconventional solutions. 
Diversity and Entrepreneurship
· When economist speak about entrepreneurs, they differentiate between:
· Those who are driven by the quest for new opportunities
· Those who are driven by absolute need.
· The latter groups pursue: Necessity-based Entrepreneurship – takes places because other employment options don’t exist.
· Sometimes these are women and members of visible minorities opportunities to strike out on their own and gain economic independence, providing a pathway for career success that may be blocked otherwise. 
Entrepreneurship and Small Business
· Small Business – Has fewer than 100 employees, is independently owned and operated, and does not dominate its industry. 
How to Get Started
· There are many reasons why entrepreneurs launch their own small businesses. 
· One study reports the following motivations:
· #1 – Wanting to be your own boss and control your future
· #2 – Going to work for a family-owned business
· #3 – Seeking to fulfill a dream
· Once a decision is made to go the small business route, the most common ways to get involved are start one, buy an existing one, or buy and run a franchise
· Franchise – Is a form of business where one business owner sells to another the right to operate the same business in another location. 
· A franchise, such as Subway, Tim Horton’s, or Pizza Pizza, runs under the original owner’s business name and guidance, in return the franchise parent receives a share income or a flat fee from the franchisee. 
Internet Entrepreneurship
· The Internet creates an array of entrepreneurial possibilities.
· Ex. eBay, people are running small trading businesses from their homes.
· Small Business Administration (SBS) – Says that 85% of small firms are already conducting business over the Internet. 
· By doing Internet business one can do more business overall and make higher profit by not spending it on rent, retail space, and hiring employees. 

Family Businesses
· Family Businesses – Owned and controlled by members of a family. 
· Represents the largest percentage of businesses operating worldwide.
· Family businesses must solve the same problems as other small or large businesses – meeting the challenges of strategy, competitive advantage, and operational excellence. 
· It is great to do a family business because everyone works together, has the same goal and what not but there is problems that arise.
· Family Business Feud – Occurs when family members have major disagreements over how the business should be run.
· Succession Problem – The issue of who will run the business when the current head leaves. 
· Succession Plan – A formal statement that describes how the leadership transition and related financial matter will be handled when the time for change-over arrives. 
· Should include at least procedures for choosing or designating the firm’s new leadership, legal aspects of any ownership transfer, and financial and estate plans relating to the transfer. 
Why Many Small Businesses Fail 
· Small businesses have a high failure rate – one high enough to be intimidating. 
· SBA reports that as many as 60 to 80 percent of new businesses fail in their first five year of operations. 
· Most of the failures are the result of bad judgment and management mistakes of several types. 
· Lack of experience – not having sufficient know-how to run a business in the chosen market of area
· Lack of expertise – not having expertise in the essentials of business operations, including finance, purchasing, selling and production. 
· Lack of strategy and strategic leadership – not taking the time to craft a vision and mission, nor to formulate and properly implement a strategy
· Poor financial control – not keeping track of the numbers, and failure to control business finances. 
· Growing too fast – not taking the time to consolidate a position, fine-tune the organization, and systematically meet the challenges of growth.
· Insufficient commitment – not devoting enough time to the requirements of running a competitive business.
· Ethical failure – falling prey to the temptations of fraud, deception, and embezzlement. 
New Venture Creation 
· To pursue entrepreneurship and start a new business, you need good ideas and the courage to give them a chance, but you must also be prepared to meet and master the test of strategy and competitive advantage. 
· First-mover Advantage – Come from being first to exploit a niche or enter a market. 
Life Cycles of Entrepreneurial Firms
· There are 3 stages of the life cycles of entrepreneurial companies
· Birth Stage
· Breakthrough Stage
· Maturity Stage
· Firm begins with the birth stage – 
· Where the entrepreneur struggles to get the new venture established and survive long enough to test the viability of the underlying business model in the marketplace.
· The Firm then basses through the breakthrough stage – 
· Where the business model begins to work well, growth is experiences, and the complexity of managing the business operation expands significantly. 
· The last stage is the maturity stage –
· Where the entrepreneur experiences the advantages of market success and financial stability, while also facing the continuing management challenge of remaining competitive in a changing environment. 
Writing the Business Plan
· Business Plan – Describes the direction for a new business and the financing needed to operate it.
· Banks and investors want to see a business plan before they loan money to the venture and senior managers need to see it before they allocate scarce organizational resources to support a new entrepreneurial project.
· This business plan forces the entrepreneur to think through important issues and challenges before starting out. 
Choosing the Form of Ownership
· One of the important planning choices that must be made in starting a new venture is the legal form of ownership.
· The ownership forms include the following:
· Sole Proprietorship – A form of business where an individual pursues a profit. 
· The most common form of small business ownership in Canada, the owner is personally liable for business debts and claims.
· Partnership – A form of business where two or more people agree to contribute resources to start and operate a business together. 
· Usually backed by a legal and written partnership agreement, they agree on the contribution of resources and skills to the new venture, and on the sharing of profits and losses.
· General partnership – the simplest and most common form, they also share management responsibilities
· Limited partnership – consists of a general partner and one or more “limited” partners who do not participate in day-to-day business management. They share the in profits, but their losses are limited to the amount of their investment. 
· Limited liability partnership – Common among professionals such as accountants and lawyers, limits the liability of one partner for the negligence of another. 
· Corporation – A legal entity that exists separately from its owners. 
· Can be for profit or non-profit.
· Offers two major advantages –
· It grants the organization certain legal rights
· The corporation becomes responsible for its own liabilities. This separates the owners from personal liability and gives the firm a life of its own that can extend beyond that of its owners. 
· The disadvantage rests largely with the cost of incorporating and the complexity of the documentation required operating an incorporated business.
· Limited Liability Corporation (LLC) – A hybrid business form combining advantages of the sole proprietorship, partnership, and corporation. 
· It functions like a corporation, protecting the assets of owners against claims made against the company. 
· For tax purposes – it functions as a partnership in the case of multiple owners
· Sole proprietorship – In the case of a single owner. 
Financing The New Venture 
· Starting a new venture takes money, and the money often must be raised. 
· There are two major ways an entrepreneur can obtain outside financing for a new venture. 
· Debt Financing – Involves borrowing money that must be repaid over time, with interest. 
· This loan must be paid back over time, with interest.
· It also requires collateral that pledges business assets or personal assets, such as home, to secure the loan in case of default. 
· Equity Financing – Involves exchanging ownership shares for outside investment monies.
· This money does not need to be paid back.
· It is an investment, and the investor assumes the risk for potential gains and losses. 
· In return for taking the risk, the equity investor gains some proportionate ownership control. 
· Usually obtained from venture capitalist – Make large investments in new ventures in return for an equity stake in the business.  
· Most venture capitalist tend to focus of large investments of $1 million or more, and they usually take a management role, such as a board of directors to oversee business growth.
· Initial public offering (IPO) – An initial setting of shares of stock to the public at large. 
· When an IPO is successful and the share prices are bid up by the market, the original investments of the venture capitalist and entrepreneur rise in value.
· The anticipation of such return on investment is a large part of the venture capitalist motivation; indeed, it is the business model of the venture capitalist. 
· When large amounts of venture capital aren’t available to the entrepreneur, another important financing option is angel investor
· Angel Investor – A wealthy individual willing to invest in a new venture in return for equity in a new venture. 
· Angel investors are especially common and helpful in the very early start-up stage, their presence can raise investor confidence and help attract additional venture funding that would otherwise not be available. 
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